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First Nations Commitment Statement

Sunwater acknowledges Aboriginal and Torres Strait Islander peoples as the first peoples of this country and Traditional Owners
and Custodians of the land and water we rely on. We respect and value their continued sacred connection to Country, including
the diverse, rich fraditions, languages and customs that are the longest living in the world. We acknowledge their resilience in the
face of significant and ongoing historical, cultural and political change within Australia. We recognise and value the importance
S of truth-telling today, and our role to listen and learn. Our vision for reconciliation is that we are a nation of unity and fairness for all;
a nation that owns its history and acknowledges its First Nations peoples, their strength and their living culture.

Our goal is to work together to redlise mutual benefits with First Nations peoples through authentic relationships and respect for
e cultural value; fostering a sense of belonging and pride in our people, community, customers and stakeholders. We can learn so

much from Traditional Custodians who have cared for Country for thousands of years in the way we sustainably manage water

and land. Going beyond compliance and embedding reconciliation info core business practices and decision making brings fo
c life our purpose of Delivering Water for Prosperity through Valuing People, Working Together and Taking Responsibility.

Cr his commitment has been endorsed by our Board and Executive Leadership team and reflects what our people, communities,
and Shareholders expect of us. Aligned with our Code of Conduct, which describes how we work together no matter our role or
where we are located, this commitment statement will be enabled through an Aboriginal and Torres Strait Islander recognition,
engagement and partficipation strategy.

sunwater




Introduction

sunwater



The proposal we are presenting is an early estimate of what we expect to include in our
proposal on 30 November 2023

FIRST LOOK AT DRAFT FUTURE PRICES

Sunwater’s Draft Pricing Proposal
(2025-26 to 2028-29)

Context / background

Draft costs and prices

Some change proposals for customer feedback

Please feel free to ask questions during or after the
presentation.

A copy of the Draft Pricing Proposal for your scheme is
available today and via our website.

You can also get in touch at pricepath@sunwater.com.au

All schemes

Your scheme

Your scheme
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Our draft cost and pricing proposal is reflective of a challenging operating environment and a
desire for meaningful engagement with customers as we develop prices for the next period

CONTEXT / BACKGROUND

A challenging operating

environment

A strong customer voice

Key themes impacting our operating environment over the past few years and our cost forecasts for the coming price period, include:

global events such as COVID19 and the war in Ukraine have had implications for both inflation and availability of goods and services
(including labour)

natural disasters —both here and overseas — have continued to place upward pressure on insurance premiums
national and international factors have contributed to higher energy prices

rising interest rates have increased the cost of debt

an aging workforce — particularly in regional areas — meaning we need to invest in resilience and business continuity
Aging assets requiring continued monitoring and maintenance

Increased regulation

We have been engaging with customers (via Stage 1 engagement program) and peak body representative groups (via a Consultative
Committee) to identify any issues we need to consider as part of our proposal, and to ensure our customers are aware of, and able to
participate in, the irrigation price path review process.

The Consultative Committee has also helped to shape three proposals on which we are seeking specific feedback from customers:

renewals cost recovery — our first proposal relates to the methodology we apply to the recovery of renewals expenditure

electricity cost recovery —in our seven schemes with large electricity consuming pump stations, we also have a proposal for a permanent
and symmetrical electricity cost pass-through mechanism

service and performance plan refresh — a proposal for a revamp of the service and performance planning process and content, delivering a
greater and more timely focus on reporting of actuals.
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Our proposal is also reflective of a desire to continue to deliver against the things our
customers tell us matter most to them and their business

CUSTOMER PRIORITIES

Our ongoing engagement in each of our price-regulated schemes highlights the importance of:

1.

2.

Price, affordability and value for money

Trust that Sunwater is managing the business responsibly, controlling costs, managing assets prudently and keeping prices as low as
possible

Water security and availability

Service reliability and minimal interruptions
Water quality and fit for purpose services
Sustainability for the future

Personal customer service — not automated, not computerised, but actual people to talk to when customers need something.
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We want your feedback on this draft proposal before we finalise and submit on 30 November

WHAT NEXT?

_ Between now and 30 November, when we submit our proposal to the QCA, Sunwater will be:
Capture feedback and refine . . _
* capturing customer feedback on our first look at draft future prices and proposals for change
* conducting a review of the prudency and efficiency of our draft cost forecasts

* updating the base year (2022-23) values to reflect the June 2023 actuals

* updating inflation and cost of debt metrics (relevant to weighted average cost of capital and annuity contribution).

Feedback
* Your feedback will be critical to our decision making when it comes to the renewals and electricity cost recovery.

* Please take some time to read and understand our proposals (reach out to us if you need further information) and tell
us what you think.
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Developing draft prices
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Inflation has been significantly higher than the QCA expected in 2020 when it set our current

cost allowances and prices

CHALLENGING OPERATING ENVIRONMENT - INFLATION

Final opex allowances set by the QCA in
January 2020 included inflation
assumptions.

Actual inflation in the past two years has
been significantly higher — using either an
Australia-wide or Brisbane index.

FY2021 FY2022 FY2023 FY2024 FY2025

QCA inflation assumption (%) 4.39% 2.20% 2.15% 2.24%
Total QCA allowance $61,736 $64,448 $65,865 $67,280 $68,787
Comparison with actual inflation (net of 0.2% efficiency factor)
All groups - Australia (March values) 4.89% 6.82%

$64,754 $68,844
All groups - Brisbane (March values) 5.81% 7.22%

$65,321 $69,102

Difference 52,979 - 53,237

N

Accounting for the impacts of actual inflation
since FY2021 the QCA’s FY2023 allowance
would be 52.9m to S3.2m higher

sunwater



Labour is Sunwater’s biggest cost category and is impacted by both the cost of labour and
the need to meet new and emerging risks and obligations

CHALLENGING OPERATING ENVIRONMENT - LABOUR

Quantity

Tight labour market —impacted by COVID border closures
Wage price index (March to March) has been steadily rising over the past three years (1.4% March 2021 to 3.7% March 2023)
Wage increases - current EBA (yet to be signed has 4.5% increase for 2022-23 and 2023-24 financial years)

Sunwater manages our organisation to ensure the right people are in the right place, at the right time. This allows us to continue
delivering services that customers need

Our changing workforce

— approximately 18% of the workforce will retire within the next five to ten years (56+ years)

— employees reaching retirement age will predominantly impact Operations (25% of division)

— entry level positions have been recruited within Operations to support the life-cycle of personnel in this area
Compliance with ever increasing expectations / obligations

— ever evolving cyber-security threats

procurement and supply chain obligations (e.g. relating to modern slavery)
— dam safety

— climate change, extreme weather and business resilience
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Sunwater is doing all it can to keep insurance costs down, but external factors mean costs
have been, and continue to be high

CHALLENGING OPERATING ENVIRONMENT - INSURANCE

Insurance cost headwinds Addressing an under-recovery in the current period
* Insurance premiums have no direct correlation to CPI Year Declared Asset | Total Insurance | Insurance Cost | QCA 2019 (Sm) | Under-recovery
Value (Sb) Cost for (Sm) for RSC ($m) by year
1.6

* Insurers base their required premium returns on: FY21 (actual) 131 13.2
— their own exposure ‘book’ / profitability e.g. insurers FY22 (actual) 11.8 13.2 8.3 7.6 0.6
seeking to ‘claw back’ losses from large natural catastrophes FY23 (actual) 12.6 14.4 92 77 15
— the risk profile of an insured e.g. are they a business that Fy24 (forecast) 14.3 166 21 /4 18
understands and manages risk? FY25 (forecast) 14.3 17.9 9.8 7.4 2.4

75.3 45.6 37.7 7.9

* Sunwater has a strong insurance renewal program based on regular on-going
engagement and a strong relationship with its insurers — the better they
understand our business, the lower the risk premium they apply.

* The QCA recognised the cost risk associated with insurance in its Final Report.

* Report included option for Sunwater to explore an end of period revenue
* Upward pressure on insurance costs will be reflected in a “base year” (IPP25) adjustment.
insurance value that is $1.5m higher than the QCA’s previous allowance for

*  We have under-recovered over the past three years and we expect under-recovery
the same year.

to continue in FY24 and FY25.

* Sunwater has included strong price escalation for two years, reverting to * We intend to seek to utilise the end-of-period revenue adjustment mechanism and
expectation by the end of the forecast period. have included an allowance for this in the costs and prices presented here.
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Sunwater allocates its operating (and capital) costs across its portfolio of price-regulated and
unregulated schemes, and major projects

IN-SCOPE COSTS

Derivation of in-scope operating expenditure (2022-23)
Draft costs
$300.0m
5 '
$257.0m i $47.1m The§e costs are not relev‘ant to prices :
) ) H in our regulated service contracts !
Operatlng expendlture $250.0m ! :
1
1 1
| 1
: $55.3m :
! 1
$200.0m : !
. 1 1
Renewals expenditure ! i
1
i $55.4m
$150.0m ! ! .
: ! Regulated service contracts
i i v v
! | $99.1m $26.2m
$100.0m L |
$50.0m
$0.0m
Total operating Depreciation Major projects and Non-regulated service  Regulated service  Other opex costs (e.g.  Base year (actual)
expenditure other activities contracts contracts renewals) regulated opex
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We have developed opex forecasts for 2025-26 to 2028-29 using QCA’s preferred base-step-
trend methodology

BASE-STEP-TREND FORECAST

Operating expenditure

* Set around a base year of 2022-23

Opex build from base year (FY23) to end of period (‘000s)
(actuals plus forecast)

+ Some adjustments to reflect costs that ¢—— Base-year ——* ¢—— Stepchangesand trends —————
are “unusual” in 2022-23 (for example, c1om1 s1911 $1,961 $97,439
pumping costs for electricity are $8,652 ’
historically low due to the relative wet $7,166 ]
year) $72.866 $2,961 $75,828 — -

* Cost escalation (inflation) assumptions
* Expected “step changes” in cost over the
pricing period

* Arecovery allowance for insurance,
reflecting the under-recovery of
insurance during the current period

Base year Base year FY23 Trend (FY24-25) AFY26 AFY27 AFY28 AFY29 FY29
adjustments

B Operations - directs (excl elec, ins, IGEM) B Maintenance (Pre&Corr) = Electricity ™ Indirects M Insurance M Insurance recovery allowance M Billing system renewal

sunwater




Our indirects category includes business critical functions such as local management, billing
and compliance, information technology, human resources and finance

INDIRECTS REFLECT ESSENTIAL BUSINESS FUNCTIONS

Essential business functions

14

The “indirects” category is used for cost allocation purposes and represents a number of essential business functions.

It is predominantly labour but includes plant and equipment, such as ICT infrastructure and head office leases.

Procurement — critical in ensuring Sunwater procures goods and services required to provide irrigation services at the most
efficient price, and that the water industry market is kept fair and competitive in nature

Human resources — critical in ensuring Sunwater staff are trained, qualified, skillful and capable of providing quality, value for
money irrigation services to customers, compliant with work health safety legislation and regulation

ICT — critical in ensuring the Sunwater business is digitally capable, efficient and effective; secures commercial and customer data,
and assets against cyber threats and attacks; necessary to meet legislated and Government policy-driven cyber security
requirements

Finance — critical to monitoring and managing business finance to ensure optimal financial outcomes for Sunwater and
customers; necessary to meet corporate and business management legislation and regulation

Pricing and regulation — drives robust review and challenge to business planning, ensuring compliance with economic regulation
and that all expenditure is prudent and efficient; allows independent regulatory oversight and review of expenditure, revenue and
prices to ensure fair outcomes for customers in a monopoly market

Customer contact, engagement and stakeholder management — ensures good customer service for all irrigation customers, and a
voice in business planning and regulatory processes that impact customer services
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We have also developed renewals expenditure forecasts for 2025-26 to 2057-58 to support
the calculation of a renewals annuity contribution for the pricing period

DEVELOPING A RENEWALS EXPENDITURE FORECAST

Asset
Management
Plans, Asset
Strategies

Asset built or

1 acquired

START

Asset Forecast
Condition 7 updated based
Assessments on asset data

Asset condition Asset

9 and risk data 10 Management
updated in review 5 year
SAP forecast

3 entered into SAP

Asset data Forecast
4 established based
on theoretical

asset lives

Asset condition, 3,6,12
6 risk and monthly asset

performance data activities occur
updated in SAP

Annual Asset

1 1 Management PCM
Program review
(5yr forecast)

Annual PCM
1 2 forecast approval
process

ani3

Sunwater has a comprehensive suite of asset management plans
and strategies which define and standardise our approach to the
management of our assets

The identification of planned corrective maintenance activities is
initially driven by a combination of the asset age, condition and
risk

Other drivers exist that may generate works including:
— reports identifying assets or systems below the desired target

— Service and Asset Initiatives may arise from the Corporate
plan, Statement of Corporate Intent or other sources

— Compliance based projects may be required to meet changes
in standards

This process provides Sunwater with the assurance it needs to
prepare a 5-year renewals plan that underpins corporate
planning and price review processes

15
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Scheme Level Summary
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Costs and prices are a function of the major assets, key operations and maintenance
activities and total entitlements within the scheme

SCHEME OVERVIEW

Scheme overview

G bsd A

78,110 ML in entitlements, Tirrigation customer - Interconnected with the Eton
with aver: age annual Pioneer Valley Water River Water Supply Scheme
usage of 26,577 ML Co-op Ltd via the Mirani Weir and
associated diversion channel

S
B

6 total
customers

Major
assets @ ﬂ

Teemburra Dam irani Weir /
Ma an Weir /
Dumbleton Weir

Key operations and

maintenance activities

— Regulating and

o Comprehensive dam monitoring channel
and weir inspections flows, weir and barrage

water levels

Saddle dam, outlet,
fencing and grid No significant
refurbishment/ electricity using assets

maintenance

w

Palm Tree Diversion pipeline
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Our customer service standards also drive the work we do and how we do it

CURRENT SERVICE STANDARDS

Planned shutdowns — notification For shutdowns planned to exceed 2 weeks 8 weeks

For shutdowns planned to exceed 3 days 2 weeks

For shutdowns planned to be lessthan 3 5 days

days

Unplanned shutdowns — notification Affected customers will be notified of the  Within 24 hours of SunWater learning of
likely duration of the interruption to the event or by the end of the first
supply business day following the event,

whichever is the earlier

Maximum number of interruptions Planned or unplanned interruptions per 10
water year

Meter repairs Faults causing restrictions to supply will be  Within 1 working day
repaired

Complaints and enquiries Initial response (Acknowledge) 5 working days
Resolve or provide written response 21 days
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Scheme level operating expenditure forecasts have been developed for the 2025-26 to
2028-29 period using the base-step-trend methodology

OPERATING EXPENDITURE FORECAST

$2,500

$2,000

$1,500

$1,000

$500

S0

19

Pioneer WS - Opex forecast - 2022-23 (base year) to 2028-29 ($'000) * Scheme operating costs are growing at
an average annual rate (inclusive of

inflation) of 5.4% from 2022-23 (opex

2,034
$1,910 $1,953 51,994 > base year value) to 2028-29.
$1,625 51,716 . :
$1,485 ‘ B c30 * S156a Opex - interim year forecast | © Values shown in 2025-26 include step
$,51,495 ' ' o change allowances for the renewal of
B Opex - Pricing period forecast R
Sunwater’s billing system and an
Opex - base year .
insurance recovery allowance.
+ QCA Opex
* QCA values shown represent the level
of opex that is included in current
2022-23 2023-24 2024-25 2025-26 202627 2027-28 2028-29 period (2020-21 to 2024-25) prices.
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Scheme level renewals expenditure forecasts (33 years) have been developed to underpin a
renewals contribution forecast for the 2025-26 to 2028-29 period

RENEWALS EXPENDITURE FORECAST & ANNUITY CONTRIBUTION

Pioneer WS - Annuity contribution - 2022-23 to 2028-29 ('000s) * The scheme annuity contribution is
decreasing at an average annual rate
(inclusive of inflation) of 0.2% from

$1,500

$1,142 $1,165

* Annuity forecast values shown are

® Annuity Forecast based on a roll-forward of actual
expenditure in the current period
(2020-21 to 2024-25), an updated
WACC forecast and a revised long-term
expenditure forecast.

$1,000

$500 QCA Annuity contribution

$0
2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29

Pioneer WS - renewals expenditure - 33 year forecast ('000s)

—
o
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Draft prices show both lower bound cost reflective prices and recommended prices which
apply the Government’s maximum annual price change rule

DRAFT FORECAST PRICES

$35
$30
$25
$20
$15
$10

S0

Pioneer River Part A
($/ML) Medium Priority

$2538 $2608 26.80

$21.42 $21.90 $22.40
5 2 |1 I8 I8 0

2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29

o

I Recommended irrigation prices

Prices shown do NOT include the 15% discount currently applied to irrigation prices consistent with the terms of the referral notice

Part A-MP prices are
forecast to grow at an
average annual rate
(inclusive of inflation) of
4.7% from 2022-23 to
2028-29.

$6.0
$5.0
$4.0
$3.0
$2.0
$1.0
$0.0

Pioneer River Part B

($/ML)

s302  $401 410  saps  $415  $426 3438

HHHIT

2022-23 2023-24 2024-25 2025-26 2026-27 2027-28 2028-29

[ Transition discount — difference between cost reflective lower bound prices and recommended irrigation prices

Part B prices are forecast
to grow at an average
annual rate (inclusive of
inflation) of 5.0% from
2022-23 to 2028-29.
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Price setting process and
detail
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Overview of the price setting process

Step 1

Allocate revenue by charge type
(Variable or fixed)

Includes operating expenditure, annuity
contribution and revenue offset revenue
building blocks.

Fixed (Part A/C)

All schemes
80 percent of operations and
maintenance direct costs

all other costs (including electricity)
Large electricity using schemes

v/ Varies according to scheme

Variable (Part B /D)

All schemes

v/ 20 percent of operations and
maintenance direct costs

Large electricity using schemes
+/ Varies according to scheme

23

Step 2

Allocate fixed revenue to priority group
allocation buckets

Allocation factors are relatively static,
only changing when scheme operating
parameters change, such as when
entitlements are converted from one
priority to another.

Fixed (Part A/C)

Bucket 1
Allocation by entitlement percentage

+ 50 percent of operations (direct and indirect)
and revenue offsets

Bucket 2
Allocation by headworks utilization factor
+/ All other categories

Step 3

Allocate fixed revenue to priority group

Apply the fixed revenue allocators to set
the revenue requirement by Part A/ Part C
priority. For distribution schemes, revenue
associated with customer loss entitlements
are added here.

Fixed (Part A/C)

Bucket1
Allocation by entitlement percentage
+ Costs x percentage = priority group revenue

Bucket 2
Allocation by headworks utilization factor
v/ Costs x percentage = priority group revenue

Step 4

Calculate cost reflective prices

Cost reflective prices are set first using a
ssigned revenue and volumes to produce
S$/ML prices.

Part A/C High Priority ($/ML)
= High priority costs ($) /
gross entitlements (ML WAE)

Part A/C Medium Priority ($/ML)
= Medium priority costs (S) /
gross entitlements (ML WAE)

PartB /D ($/ML)
= Variable costs ($) / [Entitlements
(net of losses) ML WAE x usage % (ML / ML WAE)]

Step 5

Calculating recommended prices

Cost reflective prices are then smoothed
across the four-year price path period to
set target prices. Recommended prices
are set with reference to current prices,
target prices and the price path
principles.

5 the Current price Next yaar prcs
2 Targe price? © Stargetprice

. Mthetagetprice
» price path priceT
n West year price
= price path price
Price parts price

urrent price pus
nfistion pius $2 38
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2025-26 price setting - calculation of cost reflective unsmoothed price

Step 1

Allocate revenue by charge type

Revenu -19
Operations-D 3852
Operations-1 3949

Operations-IGEM o]

Maintenance-D 1559

Maintenance-| 150.7
Insurance 818.8
Electricity 4.6

77.04

3119

inputs
High priority 30,753 39.4% 62.0%
Medium priority 47,357 60.6% 38.0%
Total 78,110 34.0%
Customer losses 0
Sub-scheme splits 0

24

Step 2

Allocate fixed revenue to priority

group allocation buckets

WAE Priority %
L 39.4%

-19 -09
3081 1541
3949 197.5
124.7

350.6

HUF %
High

-09
1541

1975

124.7
150.7
818.8
4.6
10223

24717

Step 3

Allocate revenue to priority group

Step 4

Calculate cost reflective prices

Revenue
N Revenue
requlrgn-@nt Losses requirement Conversion Entitlements. Usage %
T after losses
Group
PartA-HP 394% x 3506 + 620% x 24717 = 16705 - o} = 16705 X 1000 / 30753 =
Part A - MP 60.6% x 3506 + 38.0% x 24M7 = 1151.8 - 0 = 11518 X 1000 / 47,357 =
Part B VAR 108.2 - 0 = 108.2 X 1,000 /[ 78110 x 34.0% ] =@E-IN
Distribution losses Losses Losses - high
Calculated in bulk scheme and as % total priority (assigned
picked up in distribution system WAE (ML) as negative)
High priority % 0% = 0
Medium priority x 0% E 0
Variable x 0% - 0
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2026-27 price setting - calculation of cost reflective unsmoothed price

Step 1

Allocate revenue by charge type

e

Operations-D 3938
Operations-1 403.7
Operations-IGEM 0
Maintenance-D 159.4
Maintenance-| 154.2
Insurance 8374
Electricity 4.7

7877

31.89

High priority 30,753 39.4% 62.0%
Medium priority 47,357 60.6% 38.0%
Total 78,110 34.0%

Customer losses 0

Sub-scheme splits 0

Step 2

Allocate fixed revenue to priority

group allocation buckets

Step 3

WAE Priority %
L 39.4%

-19 -1.0
3151 157.5
4037 209
127.6
358.4

HUF %
High

Allocate revenue to priority group

Step 4

Calculate cost reflective prices

-1.0
Revenue
. Revenue
1575 requirement || e requirement Conversion Entitlements Usage %
by priority
after losses
Group
2019
0 PartA-HP 394% x 3584 + 620% x 25298 = 1709.6 - o} = 17096 X 1000 / 30753 B $55.59
127.6
Part A - MP 60.6% x 3584 + 38.0% x 25298 = 1178.7 - 0 = 11787 X 1000 / 47,357 =
154.2
8374
Part B VAR 107 - 0 = 10.7 X 1,000 /[ 78110  x 340% ] =
47
10475
2,5298
Distribution losses Losses Losses - high
Calculated in bulk scheme and as % total priority (assigned
picked up in distribution system WAE (ML) as negative)
High priority % 0% = 0
Medium priority x 0% E 0
Variable x 0% - 0
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2027-28 price setting - calculation of cost reflective unsmoothed price

Step 1

Allocate revenue by charge type

20

Operations-D 4017 80.34
Operations-1 419
Operations-IGEM o]

Maintenance-D 162.6 32.53
Maintenance-| 157.3
Insurance 855.2

Electricity 4.8 1]

nputs WAE
High priority 30,753 39.4% 62.0%
Medium priority 47,357 60.6% 38.0%
Total 78,110 34.0%
Customer losses 0
Sub-scheme splits 0
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Step 2

Allocate fixed revenue to priority

group allocation buckets

WAE Priority %
L 39.4%

-2.0 -1.0
3214 160.7
ange 206.0
1301
3657

HUF %
High

-1.0
160.7

206.0

1301
157.3
855.2
48
1.098.4

2,614

Step 3 Step 4

Allocate revenue to priority group Calculate cost reflective prices
Revenue
. Revenue
requlrgn-@nt Losses requirement Conversion Entitlements. Usage %
T after losses
Group
PartA-HP 394% x 3657 + 620% x 2.6M4 = 1763.0 - o} = 1763.0 X 1000 / 30753 =
Part A - MP 60.6% x 3657 + 38.0% x 2614 = 1,214.0 - 0 = 12140 X 1000 / 47,357 =
Part B VAR 129 - 0 = 129 X 1,000 /[ 78110  x 340% ] =
Distribution losses Losses Losses - high
Calculated in bulk scheme and as % total priority (assigned
picked up in distribution system WAE (ML) as negative)
High priority % 0% = 0
Medium priority x 0% E 0
Variable X 0% - 0
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2028-29 price setting - calculation of cost reflective unsmoothed price

Step 1

Allocate revenue by charge type

Revenu

Operations-D

Dperations-|

Operations-IGEM

Maintenance-D

Maintenance-|

Insurance

Electricity

4098

4203

165.9

160.4

8730

48

11281

8195

3318

inputs
High priority 30,753 39.4% 62.0%
Medium priority 47,357 60.6% 38.0%
Total 78,110 34.0%
Customer losses 0
Sub-scheme splits 0
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Step 2

Allocate fixed revenue to priority

group allocation buckets

WAE Priority %
L 39.4%

-2.0 -1.0
3278 163.9
4203 2101
1327

373.0

HUF %
High

-1.0
1639

2101

1327
1604
873.0

48

11281

26721

Step 3

Allocate revenue to priority group

Step 4

Calculate cost reflective prices

Revenue

N Revenue
requlrgn-@nt Losses requirement Conversion Entitlements. Usage %
by priority
after losses
Group
PartA-HP 394% x 3730 + 620% x 26721 = 1.803.6 - o} = 1803.6 X 1000 / 30753 ] $58.65
Part A - MP 60.6% x 373.0 + 38.0% x 26721 = 1,241.6 - 0 = 12416 X 1000 / 47,357 =
Part B VAR 161 - 0 = 1864 X 1,000 /[ 78,110 x 340% ]=
Distribution losses Losses Losses - high
Calculated in bulk scheme and as % total priority (assigned
picked up in distribution system WAE (ML) as negative)
High priority % 0% = 0
Medium priority x 0% E 0
Variable x 0% - 0
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Possible Renewals Funding
Methodology Change



Prior to finalising its pricing proposal in November, Sunwater is exploring a proposal to
change the way renewals expenditure is funded through your prices

POSSIBLE RENEWALS FUNDING METHODOLOGY CHANGE

* Thisis a DRAFT proposal only —we are not committed to making this change.

* Customer feedback will be critical to our decision making on this proposal — it is highly unlikely we will look to proceed with this change if it does not have
customer support.

* Sunwater to explore a proposal to shift the way we ask customers to fund our renewals expenditure.

* We are proposing this to align Sunwater with best practice pricing and to deliver improved transparency, simplicity and efficiency in the way we forecast
costs and recover them through your prices.

* The proposal involves a change from an annuity contribution (a key element of your current prices) to a regulated asset base (RAB) form of cost recovery
for renewals expenditure.
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Renewals expenditure is currently recovered via an annuity contribution which is a key
element of customer prices

RENEWALS FUNDING METHODOLOGY — OUR PROPOSAL

1. Sunwater’s irrigation prices are set to recover a lower bound revenue allowance.

2. A lower bound revenue allowance gives us the revenue we need to fund the operation, maintenance and renewal of our assets.

3. That lower bound revenue allowance currently comprises two primary building blocks:

a. an operating expenditure building block

b. a renewals expenditure building block, in the form of an annuity allowance.

4. This proposal outlines a possible change in the renewals expenditure building block from an annuity allowance to an allowance based on a regulated asset
base (RAB) methodology.

5. This proposal IS NOT a change from a lower bound revenue allowance or pricing.

sunwater



An annuity works by taking an uneven time-series of future expenses and turning it into a
constant yearly payment over the same period

CURRENT STATE—-HOW AN ANNUITY WORKS

Expenditure - 30-year forecast

/ = The annuity contribution (below) includes pre-
= $7,500 payment for work scheduled for later years.
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We are proposing a change because the current annuity approach is complicated, inefficient
and lacks transparency

CURRENT STATE — WHY WE ARE PROPOSING A CHANGE

= Setting prices for a 4-year period requires a 33-year forecast

= Considerable time and effort (Sunwater, customers and requlator) is spent on highly uncertain longer term that will change - effort that is required for pricing, not service delivery

$7,500

$5,000

$2,500

S0

4-year price path

Your prices include

pre-payments for

work forecast to be
done over the next 33

Year 1

years

Year 2

Year 3

Year 4

Year 5

Year 6

Year 7

Year 8

Year 9

Year 10

Year 11

Year 12

Year 13

What you pay for over the price path period is not well aligned with what we are doing to deliver your services

Example expenditure forecast (‘000s)

Year 14

Year 15

Year 16

Year 17

____________________

i In this example
/ = Annuity-based prices in Year 1 to Year 4 are

: starting to collect funds for the large uplift in

| spend that starts in Year 18

i = These uplifts will be refined at least four-times
: before they are delivered

Year 18
Year 19
Year 20
Year 21
Year 22
Year 23
Year 24
Year 25
Year 26
Year 27
Year 28
Year 29
Year 30
Year 31
Year 32
Year 33

2 jn what we will do and how much it will cost decreases over time
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In contrast to the annuity approach, the proposed RAB-based approach, is more simple,
more efficient and more transparent

PROPOSED FUTURE STATE — BENEFITS

= Setting prices for a 4-year period requires a 4-year forecast

What you pay for over the price path period is well aligned with what we are doing to deliver your services

= All our collective (Sunwater, customers and regulator) time and effort is spent on expenditure for the four-year pricing period, work Sunwater is actively planning for now

Year 1
Year 2
Year 3
Year 4

' 4-year price path
' Your prices include
: payments for work
¢ 000: forecast to be done
"7V over the next 4 years
:
1
1
1
1
$2,500:
1
1
1
1
1
1
30,
1
1
1
1
1
1
1
1
1
1
1

Year 5
Year 6 T
Year 9
Year 11
Year 12

Year 7 ™
Year 8 I
Year 10 I
Year 13

Across a four-year forecast our confidence in what
1 we will do and how much it will cost is far higher

Expenditure forecasts beyond year 5
are not relevant to the pricing period

Year 14 [

Year 15

Year 16 W

Year 17

Example expenditure forecast (‘000s)

____________________

In this example

/ = Sunwater will not present this expenditure to

customers or the QCA until it falls within a
pricing period

= When presented five price paths from now,
these uplifts will be refined and far more certain

Year 22 N
Year 23 0
Year 24 I
Year 25
Year 26 10
Year 27
Year 28
Year 29
Year 30 N
Year 31 W
Year 32 N
Year 33 [N

33
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Over the past 20+ years other regulated irrigation businesses in Australia have moved away

from annuity funding of expenditure

PROPOSED FUTURE STATE — WHAT DO PEERS AND REGULATORS THINK?

Peers that have replaced an annuity funding approach with a RAB
* State Water (NSW) transitioned to a RAB-based approach in 2006
* In Victoria:

— Goulburn-Murray Water ended its annuity approach in 2005

— Southern Rural Water decided to transition from the annuity
approach to the RAB approach in 2013

— Lower Murray Water and Grampians Wimmera Murray Water also
use a RAB-based approach.

What do regulators think?

* The Independent Pricing and Regulatory Tribunal (IPART) considered
that the RAB-based approach was generally superior to the annuity
approach in terms of economic efficiency and regulatory effectiveness.

* The Essential Services Commission's rationale for approving the
transition in Victoria was the re-configuration of rural irrigation
systems, which meant that it was unlikely that existing assets would be
replaced with like assets.

* The QCA addressed this topic at length in its 2020 Final Report,
concluding that a RAB-based approach would:

“reduce the reliance on long-term renewals forecasts, improve
transparency by allowing customers to see the pricing impacts of near-
term renewals expenditure, and incentivise Sunwater to achieve
efficiencies including the flexibility to re-prioritise its expenditure to
pursue least cost opportunities.”
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The proposed RAB-based recovery of renewals expenditure does not change the policy
position of lower bound pricing for irrigation customers

PROPOSED FUTURE STATE — CONTINUATION OF LOWER BOUND PRICING

1. Sunwater’s irrigation prices would continue to be set to recover a lower bound revenue allowance, giving us the revenue we need to fund the operation,
maintenance and renewal of our assets

2. That lower bound revenue allowance would comprise three primary building blocks

a. an operating expenditure building block

b. a renewals capital “borrowing costs” building block

c. a renewals capital “return of” (or depreciation) building block
3. Sunwater’s renewals expenditure forecast would be separated into operating expenditure and capital expenditure elements

* The former would be added to the operating expenditure building block, while the later would be used to calculate the two capital building blocks
4. A fourth tax allowance building block may also apply (subject to a review of accounting treatment of capital expenditure)

* annuity treatment of renewals expenditure as ‘operational’— means it is deductible for tax purposes, and as a result, there was no tax liability
associated with renewing existing assets

* changing to a RAB based on capital expenditure means a tax liability may exist — however Sunwater’s ability to fully deduct capital costs for tax purposes
in the year in which the cost is incurred is likely to limit the size of this allowance
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The capex repayment comprises a capital returns for depreciation and borrowing costs —
like the principal and interest payment components on a home loan

PROPOSED FUTURE STATE — KEY TERMS

* The interest rate a “typical” or “benchmark” business may earn on its investments.

Weighted average cost

of capital (WACC) * Insimple terms, it is like the interest a bank earns on its investment in your home. The bank considers the money it loans you an investment and needs to
make a return on that investment.

* The WACC is the method that regulators typically use to determine what a reasonable rate of return is.

* The rate of return is a critical input for calculating Sunwater’s revenue allowance for both the annuity and RAB methodologies

Regulated asset base * Represents the total of all the individual capital investments a business has made to provide a regulated service, NOT the replacement costs of the assets

(RAB) * Each year a depreciation amount is deducted from it, while the value of any new capital expenditure is added to it

* Effectively the amount Sunwater earns via prices on its investments (i.e. the pump stations, channels, weirs etc that Sunwater has “renewed” so that the

Capital “borrowing , , Sy .
assets continue to perform a useful role in delivering your service)

costs”
* Calculated as the WACC multiplied by the value of the investment (i.e. an individual asset, or a bundle of assets in the form of a RAB)

* Importantly, Sunwater does NOT set its own rate of return — we provide an estimate (according to the QCA’s methodology) and the QCA sets the final rate

Capital “return of” * Inregulatory terms, depreciation is the allowance a business receives from its customers (via prices) to pay off the principal component of its investment.
(regulatory Typically calculated as the value of the original investment divided by the (assumed) useful life of the asset.
depreciation) .

For example, if the asset was worth $20 million, and the remaining life of the asset was 20 years, then depreciation would be $1 million.
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A RAB approach separates opex and capex, and turns capex into a sequence of repayments
over the life of the asset (like paying down a mortgage)

PROPOSED FUTURE STATE — METHODOLOGY OVERVIEW

: ] I Expenditure - 30-year forecast m Opex M Capex mBeyond price path
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This is what the capital payment (or cashflow) profile looks like for a single asset over its
lifetime — shown in nominal terms

PROPOSED FUTURE STATE — EXAMPLE CAPITAL REPAYMENT PROFILE UNDER RAB METHODOLOGY

510m asse,t assumed to f,mve a 20-year useful life, in a Nominal cashflows to Sunwater via prices under a RAB
scheme with 10,000 ML in entitlements
$100

“Interest” falls to zero as the asset is fully paid off

“Interest” repayments on the loan
$75
S5

Repaymentsin Year 21 fall to zero—
even if the life of the asset is
$2 Depreciation or “Principal” extended
repayments on the loan
15 16 17 18

$0
23 24 25

Prices (/ML)

(€]

Years
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To implement this change, we need to consider an appropriate treatment of closing annuity
balances and set an opening RAB

PROPOSED FUTURE STATE — TREATMENT OF ANNUITY BALANCES

* The transition from an annuity to a RAB would occur from 30 June 2025 to 1 July 2025
* On 30 June 2025, each scheme will have either a positive or negative closing annuity balance

— Positive balances reflect money Sunwater has collected from customers ahead of future expenditure

— Negative balances reflect money Sunwater has spent renewing assets ahead of recovering it from customers
* Consistent with the QCA’s thinking presented in its 2020 Final Report (Part B) we propose to:

— Return positive balances to customer via lower customer prices

— Recover negative balances from customers over time

sunwater



To implement this change, we need to consider an appropriate treatment of closing annuity
balances and set an opening RAB

PROPOSED FUTURE STATE — QCA GUIDANCE ON TREATMENT OF ANNUITY BALANCES

QCA’s thinking (Section 4.2 of Final Report) Sunwater’s proposed approach

Positive * Returning the balance directly through prices—Sunwater could return positive We think the most equitable and straightforward approach is to:
balances balances through rebates, price decreases or by offsetting future price increases - Return the balance to customers directly through prices over the
*  Offsetting the positive balance against the value of the RAB. four-year price path
Negative * Negative annuity balances can be addressed by rolling the outstanding liability into We think the most appropriate approach, considering simplicity and
balances the RAB and allowing for a return on and of the asset. The RAB-based approach Sunwater’s need to service its debt, is to:

would allow Sunwater to service any debt associated with the liability. - Roll the outstanding liability into a starting RAB balance

* Set the value of the opening RAB such that it generates a revenue stream that

) ] * The RAB balance would depreciate and Sunwater would earn a:
equates with that of the current annuity revenue.

. . . , — renewals capital return building block
* Preserve the annuity balances and allow prices to increase to recover the negative

balances over a set period (eg 10 years)‘ — renewals Capital depredation bU||d|ng block
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Sunwater has modelled revenues and prices under both methodologies to support
customer consideration of this proposal

PROPOSED FUTURE STATE — WHAT DOES IT MEAN FOR PRICES?

* Sunwater has modelled prices under both methodologies for each scheme

Across 12 years, representing three four-year price path periods

Using an estimated WACC (held constant over time)

Using common 41-year forecast expenditure profile (required for a 12-year annuity contribution forecast under Sunwater’s rolling annuity approach)

Returning positive annuity balances to customers in the first 4 years
— Rolling outstanding annuity liabilities (negative balances) into a (positive) starting RAB balance

* Forecasts shown for years 5 to 12 are indicative only and DO NOT form part of this proposal — they are intended to illustrate the likely changes in relative
pricing over time derived from the different methodologies
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The overall price impact varies from scheme-to-scheme as a result of different expenditure
profiles and starting balances

COMPARISON OF PRICES UNDER ANNUITY AND RAB APPROACHES Tariff Group: Pioneer River
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What are Service and Performance Plans?

Service and performance plans (S&PPs) (formerly Network Service Plans)

prepared annually for each irrigation service contract area

are an important part of Sunwater’s commitment to customers and stakeholders, ensuring that they
are informed, and working closely with us to identify and work towards solutions that deliver real
value

detail a range of proposed immediate and long-term improvement projects and provide a detailed
breakdown of anticipated costs

compare our actual cost performance against cost targets recommended by the Queensland
Competition Authority.

Website: Service and Performance Plans - Sunwater
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https://www.sunwater.com.au/customer/products-and-services/service-and-performance-plans/

What is Sunwater’s proposal?

Sections Current content Future treatment Rationale
Contents Table of contents Unchanged
At a glance Our performance in 2020-21 Our performance in 2020-21 An outlook for the current year is preferable

Outlook for 2022-23

Outlook for 2021-22

Introduction

Purpose, process and feedback

Minor content changes

Delivering services to our
customers

Customer numbers, entitlements, usage and

prices

Service targets and key infrastructure

Minor content changes
Introduce known forward prices
Bring forward Appendix 1

Financial summary — revenue and
expenditure

Total sunwater costs
Service contract financial summary

Remove section

Information does not talk to performance and provides
data for scheme financial performance that is highly
susceptible to misinterpretation

Cost of delivering services - opex

Tabulated view of actuals v QCA target

Revised Sunwater forecasts

Limit focus to current and prior irrigation pricing
period only

Improve explanation for deviation from QCA
Explore change from table to chart

Revised purpose focuses on performance
Revised forecasts do not impact prices until an irrigation
price review

Cost of delivering services —
annuity

Tabulated view of actuals v QCA target

Revised Sunwater forecasts

Limit focus to current and prior irrigation pricing
period only

Improve explanation for deviation from QCA
Explore change from table to chart

Bring explanation forward from Appendix

Revised purpose focuses on performance
Revised forecasts do not impact prices until an irrigation
price review

Annuity balance

Roll-forward of annuity expenditure

Retain — replace with RAB roll-forward if
methodology shift proposed and approved

Appendices

Remove Appendix 2 altogether — explore ability to
present a $1 breakdown of component costs
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Next steps
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Sunwater is actively seeking the views of customers

Online process for feedback on proposals
* Open for one week in early August (TBC)
* Email/SMS/post options

* Secure, fit-for-purpose platform with de-identified reporting

General feedback at any time

pricepath@sunwater.com.au
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Close
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