Capital expenditure

Technical Paper 4
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Hunter Wateroé6s capital expenditure program

allowance by $111 million or 28% over the current period. We expect to spend
$508 million over the 4  -year period, including $181 million in 2019 -20.

We expectto s pend $229 million on wastewater assets, $19 9 million on water
assets, $1 2 million on stormwater assets and $ 70 million on corporate assets in
the current period

The vast majority of our capital investment is driven by mandatory standards
(76 % of expenditure in the current period and 70% in the next).

We are proposing to spend $871 million on our capital works program over the

next 5-year period: $424 million on wastewater, $273 million on water, $23

million on stormwater and $150 million on corporate assets. This includes $255
million on wastewater treatment assets.

. We are applying leading risk  -based practices through our Enterprise Risk

Management Framework  and investment planning processes . This ensure that our
investment is prudent, efficient, targeted and prioritised to provide customers with
safe drinking water, a healthy local environment and acceptable service levels

S
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1. Overview

Hunter Water is a regional provider of essential services. To meet our regulatory obligations and the
reasonable expectations of customers and stakeholders, we maintain and improve our services in part,
through a prudent and efficient capital investment portfolio.

Our service outcomes can be divided into five areasi see below. These are described in detail in Technical
Paper 2, including the investments that we have made, and are proposing to make, to maintain and improve
service levels.

Figure 1.1 Service outcomes and levels

Safe drinking Saf.e e Customer
reliable !
water experience

services

Water Environmentally
conservation responsible

Hunt er Wat er 0 soblgdiions dand delivar servioeeogtdomes is a function of our historical capital
expenditure profile (Figure 1.2). We substantially reduced capital investment between 2014 and 2018 in

response to credit-rating concerns. During this period we absorbedmuch of t he &édheaudr oomod
actual performance and mandatory standards i we were pushing close to our regulatory limits and carrying
compliance risks in a range of areas. This could not be sustained indefinitely.

We increased our capital works program during the latter part of the current price period and propose to
continue recent spending levels into the next regulatory period. This would see our annual capital
investment return to longer-term trend levels.

The vast majority of our capital investment is driven by mandatory requirements , as shown in Figure 1.2.
We aim to meet our obligations at the lowest lifecycle cost, improve the efficiency of our business and
deliver liveability and environmental improvements where we have the explicit support of our customers.

Technical Paper 2details changes we have made to our Enterprise Risk Management (ERM) frameworkthat
have facilitated this improved approach. Mature risk management ensures that our capital investment is
appropriate and that we protect custome rs from higher prices by having a greater appetite to bear a level of
risk in defined areas. Our Board has set out explicit risk appetites and risk tolerance as part of our planning
processes. We apply leading risk-based practices and investment planning processes to ensure that our
investment is prudent, targeted and prioritised. We seek to be efficient and minimise customer bills by:

1 Meeting compliance obligations by investing in solutions that have the lowest lifecycle cost.

9 Having robust investment and asset management processes toensure efficiency and value for
money.

T Undertaking Obusi newherethdrefare orig@ng opgratingerpendieire sasings;
examples include renewable energy generation and investing in technology to improve productivity.

9 Delivering all investments through efficient procurement and construction programs .
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®m Mandatory standards m Asset and service reliability = Growth
Government programs Business efficiency | Discretionary

Notes:

1. 20062016 figures are based on | PARTO6s assessment of prudent and
Determinations in 2009, 2013 and 2016.

2. 20162018 reflect Hunter Wateroés actual s.
3. 20192025 are based on Hunter Waterds forecast.

2. Introdu ction
In this Technical Paper, we:

1 Describe the objectives and drivers of our capital investment

1 Compare actualregulated capital expenditure for the current price period with the regulated capital
expenditure allowance setinl PART6s 2016 Determination

1 Describe proposed forward capital investment portfolio for the next price period and longer-term
(10-year) investment plans, and

1 Explain our processes for planning and delivering our capital portfolio to ensure capital investments
are prudent and efficient.
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3. Investment objectives and drivers

The regulatory obligations faced by Hunter Water are in place to protect customers, the community and the
environment. We are improving our focus on delivering posit ive outcomes that result from complying with
these obligations. Prudent and efficient investment planning and delivery is critical for achieving these
outcomes.

Investment objectives Key considerations
Keeping people safe Risk appetite
Enhancing community trust “ Emerging risk
Enhancing stakeholder trust Financial performance
Valued customer experience Economic costs/benefits
Protecting the environment Organisational capability

Building resilience

We have made a number of improvements to help us achieve our investment objectives. These
improvements involve:

1 Better engaging with the community and stakeholders

Realigning corporate strategy

Undertaking strategic planning programs in water resilience and sustainable wastewater
Revising risk management processes

Updating investment management processes

Supporting growth and good development

Investing in technology and digital solutions to catch-up to other comparable service providers, and

= =4 A -—a -8 -8 -9

Taking opportunities to improve productivity and efficiency.

3.2.1 IPART capital expenditure drivers

Hunter Waterds capital invest ments are prudehmablealnd
provides a definition of each of the investme nt drivers.

3.2.2 Mandatory standards/r  egulatory requirements

Meeting our regulatory obligations and providing high quality services requires significant capital investment.
The regulatory obligations that are mainly met through capital investment relate to:

1 staff and community safety
reliable water supply and security

drinking and recycled water quality

1
1
9 operating licence requirements and performance standards
1 Environment Protection Licences(EPLS)

1

dam safety requirements, and

9 Australian codes of practice.

We describe our regulatory requirements in further detail in Technical Paper2 and Technical Paper10.
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Table 3.1 | PARTO6s capital expenditure drivers

Asset expenditure because of an existing mandatory standard. Examples
include expenditure to improve the reliability of assets to ensure compliance
with existing mandatory standards.

Existing mandatory
standards

New mandatory standards  Asset expenditure because of a new mandatory standard.

Asset and service reliability  Capital expenditure intended to enhance asset and service reliability.

Asset expenditure to meet the requirements of new customers or increased
Growth 7 funded by cash requirements of existing customers in accordance with mandatory
capital contributions standards. Expenditure is funded through cash income from developer
charges and should be verifiable through the DSP process.

Asset expenditure to meet the requirements of new customers or increased
requirements of existing customers in accordance with mandatory
standards. Expenditure is funded through cash income from charges other
than developer charges.

Growth i other

Asset expenditure to meet specific Government programs. The expenditure
Government programs is driven by the Government program which may override other objectives
such as commercial return.

Asset expenditure that is wholly justified on the grounds of expected
Business efficiency reductions in operating expenditure. The resulting savings should be
reflected in the operating budget.

Asset expenditure because of a discretionary standard. Agencies may need

Discretionary standards to supply additional justification for this type of expenditure such as
Acommunity willingness to payo anal
3.2.3 Risk management

We use our risk management processes in conjunction with mandatory investment drivers (mandatory
standards, asset replacement and growth) to identify, prioritise and implement risk -based investment
decisions and meet our obligations at the lowest possible lifecycle cost. In Technical Paper 2, we provide a
detailed description of our rigorous and transparent risk management processes that are set out in our
updated Enterprise Risk Management (ERM) framework

Our mature approach to risk management means that we are willing to bear a higher level of risk in some
areas than others. Thi s apptrinvestniore thanlispeguiredeo meeteuur e t hat
obligations and, in turn, keep customersobills affordable.

Nine of the strategic risks identified in our ERMframework require capital infrastructure solutions to
effectively manage the risks. These risks are:

1. Uncontrolled drinking water leakage

Non-compliance with environmental legislation

I nability to manage biosolids

Inability to m anage recycled water

Non-compliance with Operating Licence requirements
Non-compliance with agreed water quality standards
Inadequate water/wastewater capacity

Critical asset failure, and

© © N o ok~ 0D

Unsafe work environment/behaviours.
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The impact of risk on capital investment has been thoroughly considered to identify both the upper order of
magnitude of required investment and timeframes to implement future solutions. These assessments have
been included within our investment management processes: specific risk-analysis is captured in business
cases and riskbased prioritisation has been undertaken across the entire capital portfolio.

3.24 Asset replacements

Hunt er Water 6s aassesuchhasdams, treatroentypldngsspump stations, pipelines,
channels, tunnels, storages and ICT infrastructure. The assets are valued at approximately $7.9 billion
(gross replacement cost). Our infrastructure:

1 Has a mixed age profile that varies in condition, integrity and compliance with asset standards, and

1 Is spread across awide and geographically diverse area of operations, requiring continual
monitoring, operation, maintenance and assessments.

If an asset deteriorates and fails, there is potential for services to customers to be interrupted,
environmental impacts, or the safety of the community and our employees to be put at risk. To continue to
provide services and meet regulatory requirements we must effectively maintain and eventually replace
assetswhen they reach end of service life.

We monitor, maintain and replace assets through a certified Asset Management System that involves using a
risk-based lifecycle decision framework. We plan and implement any replacements through robust capital
investment processes.

3.25 Growth and regional dev  elopment

Hunter Water works with developers and the community to support and facilitate residential and non -
residential growth and development in the region. We do this by:

1 Providing additional service capacity for new regional development by upgrading water and
wastewater infrastructure

Facilitating connections to existing services, and

1 Effectively engaging with developers, the community and other stakeholders including local councils,
government departments and industry bodies.

Enabling good development in the Lower Hunter region is a strategic priority for Hunter Water.  Part of this
work includes publishing better information on projected growth in our area of operations and planned
capital expenditure. We have also enacted changes to the funding arrangements for those assets that
connect new developments and provide shared infrastructure in our water and wastewater systems.

Growth plan

We publish an annual Growth Plant that provides information on the likely timing of residential and non -
residential development and also outlines the anticipated timing of investment in new network infrastructure
to meet regional planning objectives.

The Growth Planis based on data on actual development activity from various sources, including the Hunter
Regional Plan2036, the NSW Department of Planning and Environment, local councils, our customer
connections database, deve$apgdrons &rOWi ciomq extt ri atne qipepd ia

The Growth Plan includes detailed growth maps showing the likely timeframe for development using a
colour-coding system. We use these growth maps to help prioritise capital works and to determine the
funding and delivery category for infrastructure necessaryto connect a new development to our system.

! Qur annual Growth Plan s available at: https://www.hunterwater.com.au/Resources/Documents/Building -and-Development/Funding-
of-Growth-Infrastructure -(FoG)/Growth-Plan---Funding-and-Delivery-of-Growth-Infrastructure.pdf .


https://www.hunterwater.com.au/Resources/Documents/Building-and-Development/Funding-of-Growth-Infrastructure-(FoG)/Growth-Plan---Funding-and-Delivery-of-Growth-Infrastructure.pdf
https://www.hunterwater.com.au/Resources/Documents/Building-and-Development/Funding-of-Growth-Infrastructure-(FoG)/Growth-Plan---Funding-and-Delivery-of-Growth-Infrastructure.pdf
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The Growth Plan provides details of growth-related infrastructure projects that Hunter Water plans to fund
and deliver in the next five years. The costs associated with these regional assets are recovered through
tariff pricing. We fund regional assets where it is in the best inter ests of the broader community. Typically,
this would occur where the asset provides servicing capacity for potential growth in a geographic region
serving a broad population.

Funding and delivery of growth infrastructure

We recognise that capital investment in infrastructure to connect new developments can provide shared
capacity for future developers and future customers to connect to our networks.

We will consider entering into a commercial agreement with the lead developer (a Developer Delivered
Infrastructure Contribution Deed) that provides for the repayment of infrastructure costs incurred by the
developer in building right-sized assets when delivery milestones are met. Our decision to enter into such
agreements depends on a number of factors, including how the proposed development aligns with the
indicative timing of urban growth in the Lower Hunter, as shown in growth maps contained in the

Growth Plan.

Hunter Water introduced th is funding mechanism in 2018 to appropriately share risk and facilitate urban
growth by repaying developers for infrastructure projects that meet agreed development milestones. We
must approve the servicing strategy associated with each Developer Delivered Infrastructure Contribution
Deed. The servicing strategy will ensure that the new connection and reticulation assets are sized and
configured for the new development and any known or likely development that would make use of the new
infrastructure.

3.2.6 Business improvement

We must be efficient in order to sustain performance and ensure that prices remain affordable for
customers. It is expected, and we are regulated to ensure, operations and activities are performed
efficiently. When we assess capital investment options (for instance, upgrading infrastructure to meet a
mandatory standard) we seek to optimise lifecycle (capital and operating) costs.

Throughout the current price period, we have investigated and completed capital investments with the
primary driver of creating operational efficiencies and lowering lifecycle costs. Typically, these initiatives also
have other benefits than saving money, for example, for the environment or for customers.

Some of the improvement initiatives included in our proposed forward capital works portfolio include: energy
optimisation, maintenance efficiency, and utilising technology to increase output efficiency and improve
outcomes.

3.2.7 Community improvement and liveability

Water utilities are transforming from technically driven organisations to customer-centric organisations
where customers are encouraged to have meaningful input in the decisions the businesses make. In recent
years, we have increased our focus on understanding what customers want and are willing to pay for . We
use this understanding to inform decision-making, including the expenditure proposed in this price
submission

In Technical Paper 1, we describe our customer engagement activities and the willingness-to-pay
assessmentthat we have undertaken to support proposed (material) discretionary expenditure on liveability
projects. We describe these projects in Technical Papes 1 and 2.
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4. Capital expenditure in the current price period
(2016 -17 to 2019 -20)

Hunt er Water ds r eporduendthecarmmt precd perimck gprepnists attual egpenditure
from 1 July 2016 to 31 December 2018, with forecast expenditure for the remainder of the price period to
30 June 2020. Combined, we expect to invest $508.7 million ($2019-20) during the current price period to
meet our regulatory requirements and investment objectives. The composition of the expenditure is shown
by product in Table 4.1 and product sub-category in Figure 4.1 and Figure 4.2.

We compare pastactualand f or ecast <capital expenditure for the cur
capital expenditure allowance in section 4.3.

To calculate the revenuer e qui r ement to be recovered vireguldtedr i ffs for
products (water, wastewater and stormwater), c orporate capital expenditure is reallocated across each of

these products and recycled water. Although ring-fenced from regulatory r evenue calculations, the

component of corporate capital expenditure that is allocated to recycled water is included in the corporate

and total values in this Technical Paper.

Table 4.1 Capital expenditure  in current price period, by product ($ million)
Product 2016 -17 2017 -18 2018 -19 2019 -20 Total Total
$terms $nominal $gnominal $gnominal $nominal $nominal $2019 -20
Water 32.7 49.9 63.8 46.0 192 .5 198 .7
Wastewater 43.9 335 34.5 111.2 223 .2 228.7
Stormwater 0.5 0.5 6.8 3.8 11.6 11.8
Corporate 9.8 21.1 16.3 20.3 67.5 69.6
Total 86.9 105.0 121.4 181.4 494.6 508.7

Note: 1.2018-19 and 2019-20 based on forecast

Source:

1. Nominal: Hunter Water AIR/SIR, Capex by RAB, rows: 21, 38, 54 and 62 and AIR/SIR, SIR Capex 2,rows 1714, 3492, 5348
and 10,695.

2. $2019-20: Hunter Water AIR/SIR, SIR Capex 1, rows: 15, 69, 142 and 188.
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Figure 4.1 Capital expenditure in current price period , by product sub-category
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Source: Hunter Water analysis, derived from Hunter Water AIR/SIR, SIR Capex 3
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Figure 4.2 Total ¢ apital expenditure , by product sub -category ($ million s, $2019 -20)

Meters and
non-ICT

corporate Water source

23.0 13.9

Water
treatment
42.0

Stormwater
11.8

Wastewater
network
132.0
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Source: Hunter Water analysis, derived from Hunter Water AIR/SIR, SIR Capex 3
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Hunt er Water 6s capi tnaHe cupentreghlatoryiperiodii sipvineasily coreentrated in the
water network, wastewater network and wastewater treatment. The major investments are in:

1 Renewal of major trunk and reticulation mains to meet regulatory o bligations for water continuity

1 Upgrades to wastewater treatment and wastewater network assets to minimise environmental
impacts and provide capacity for growth and development (particularly in 2019-20)

1 Ensuring the safety of our employees and community by upgrading high voltage infrastructure and
hazardous chemical fadlities, and

1 Replacing minor assetsto sustain high quality water and wastewater services.

The drivers of our overall capital expenditure in the current price period are shown in Figure 4.3.

During the current price period, we expect to spend $389 million (76 per cent of total capital expenditure) to
meet mandatory standards and ensure asset and service reliability. We expect to spend $77 million (15 per
cent) on providing service capacity for growth and regional development. The expenditure profile highlights
the progressive increase in expenditure on asset and service reliability (increasing from $22 million in 2016 -
17 to $60 million 2019-20). This increase is due to replacing assets that are at the end-of-life or that are
critical assets with a risk of failing.

The increase in growth expenditure in 2019-20 relates to major wastewater treatment upgrades at Farley
and Tanilba Bay wastewater treatment plants that are required to meet environmental regulatory
requirements and provide capacity to service future development (growth) . The increase in government
programs in 2019-20 is for the backlog sewer scheme for Wyee.

Figure 4.3 Capital expenditure in current price period , by driver ($ million s, $2019 -20)

70

60

40

30

20

10 II

. I- I--II_-IlI__-

Mandatory New mandatory  Asset and service Growth - Growth - other Government  Business effidency  Discretionary
standards standards reliability contributions programs

m2016-17 m2017-18 m=2018-19 m=2019-20

Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water AIR/SIR, SIR Capex 2
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4.2 Capital expenditure trends

The proposed increase inexpenditure in2019-20 shoul d be considered in the cor
longer-term expenditure profile. Through time there are expected variations in expenditure levels due to

changing priorities and drivers, and becauseinvestment in long-livedassetsi s st aged. Thee 61 umpy 6
increased investment for 2019-20 is consistent with investment levels between 2005 and 2011.

Between 2014 and 2019, we substantially reduced capital investment in response to concerns about
maintainingourcr edi t metri cs. The | ow capital expenditure ha
between actual performance and mandatory limits. While service standards were generally met, the

passage of time and lower rate of replacement due to reduced expenditure have increased the average age

of assets. Consequently, assets have continued to deteriorate. This has necessitated Hunter Water to

increase our capital investment to effectively manage the risk of not meeting both mandatory regulatory

standards and growth requirements.

During the next price period, the level of expenditure will return to and broadly remain consistent with the
long-term average expenditure that was required in the past to deliver services with an acceptable risk.

Figure 4.4 Hunter Watero6s capital expendilionhwsr$201%9-200f i | e over

Securing water Tightening Credit metrics Credit metrics Targeting
resources environmental under pressure under pressure risk and
standards facilitating
growth

$313 $354 $183 $218 $286

Average capex Average capex Average capex Average capex Average capex
per person per person per person per person per person
served served served served served

200 - Rl T T T g oo
150 ————--{ |---—-——- - - - - -
wo -{ -0 -1 — - e
1 1 II I
D — —— —— —— - - - P P —— —— —— —— — — —
2006 -2009 2010 -2013 2014 -2016 2017 -2020 2021 -2025
Notes:
1. 20062016 figures are based on | PART6s assessment of prudent and

Determinations in 2009, 2013 and 2016.
2. Allfigures are in $2019-20.
3. Expenditures associated with Tillegra Dam have been excluded.
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4.3.1 Total expenditure

Hunt er Wgulatedre®penditure during the first three year s of the current price period is broadly

consistentwi t h | PARTG6s regul ated capital expendi(sixpaereental | owar
higher). We spent |l ess than | PART O pricaapkriod) fellawed ey spemding he f i r s
above the allowance in the second and third year. We forecasttobe $94mi | I i on above | PARTOs

the final year of the price period (2019-20). This equates to $111 million (28 per cent) above | PART & s
allowance for the four-year period (see Figure 4.5 and Table 4.2).

Figure 4.5 Total capital expenditure comparedwith IPART6s 2016 all owance
($ million s, $2019 -20)

300 600
250 500
200 400
= T
3 150 300 2
c —_
) S
= c
£ 100 200 5
£
i
50 100
0 0
2016-17 2017-18 2018-19 2019-20
mmm [PART Determination  mmmm Actual/forecast = IPART Determination (cumulative) Actual/forecast (cumulative)
Note: 2018-19 and 2019-20 based on forecast.
Source:
1. IPART determination: Hunter Water AIR/SIR, SIR Capex 1, Rows 18, 19, 72, 73, 145, 146, 191 and 192.
2. Actual/forecast: Hunter Water AIR/SIR, SIR Capex 1, Rows 15, 16, 69, 70, 142, 143, 188 and 189.
The forecast variance is relatively evenlys pl it acr oss each of Hunt erTablgat er 6 s
4.2). Figure46shows the major movements, by category, between
Waterds actual/ forecast expenditure.
The forecast variance is a combination of:
1 Changes in the expenditure profile for projects, including projects: brought forward, in curring higher
tendered costs, or delayed.
1 More investment in asset provisions (e.g. annual allowances for renewing deteriorating assets).
f Undertaking new projects not identified.as part of

We note that IPART understands that our business is dynamic and as asset condition assessments are
progressively undertaken i or as unexpected issues arise due to extreme or unforeseen eventsi all
regulated businesses will identify new expenditure needs. In this sense, it is essential that Hunter Water has
the ability to prudently and efficiently address emerging priorities i and make capital investments if required
T that may not have been forecast at the time of the previous price review.
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The major project movements are a combination of project efficiencies being realised, projects being
delivered earlier than anticipated, projects incurring increased costs as a result of competitive market
tenders or conservative estimation, and projects being postponed based on more detailed investigations
being undertaken.

As a complex and dynamic businessour culture of prudency and efficiency, transparent investment decision
making and suite of Gateway and business casedocumentation are important to us. They ensure that our
expenditure discipline is maintained under the inevitably changing and uncertain conditions that prevail in
this (and other) sectors.

During the current price period we experienced increased risks that materialised through operational
incidents and identified deteriorated asset condition. We managed these risks by bringing projects forward,
increasing minor asset renewals and undertaking new projects. The increased investment needs were
challenged through our structured internal gateway pr ocesses, resulting in prudent and efficient budget
constraints being systematically imposed upon the business and the capital investment proposal embodied in
this price submission.

Proposed capitalinvestments were assessed and prioritised through our investment planning and capital
portfolio processes. We postponed or delayed investment where required service levels and obligations
could be met without near -term investment. The major investment movements through the current price
period are discussed within each product category.

Some of the key variances in expenditure demonstrate that, if anything, we have a tendency to
underestimate capital expenditure, based on experience in similar projects and reflecting our procurement
and operational commitment to minimising costs and ensuring value for money. This approach means that
capital expenditure enters the regulatory asset base later T after detailed IPART review i not prematurely.
Consequently, customers do not pay until subsequent regulatory periods, and only if needed.

Figure 4.6 Major expenditure movements compared with  IPART allowance
($ million s, $2019 -20)

550 +

14.8

500 +
(38.7)

450 +
- (24.3) (7.7)

400

69.0

75.7 36.5

350

300

Determination Major project Major project  Net project Minor asset Corporate New projects Minor projects Actual/forecast
increase decrease movement renewal movement

Note: 2018-19 and 2019-20 based on forecast.
Source: Hunter Water analysis, derived from Hunter Water AIR/SIR, SIR Capex 1.
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Table 4.2 Actual/forecast expenditure compared with  IPART 2016 Determination, by
product
($ million s, $2019 -20)

Water

IPART Determination 38.0 35.0 43.0 39.7 155.7
Actual/forecast 35.0 52.3 65.4 46.0 198.7
Variance $ (3.1) 17.3 22.4 6.4 431
Variance % (8%) 50% 52% 16% 28%
IPART Determination 55.8 47.6 38.8 39.9 182.0
Actual/forecast 46.9 35.1 354 111.2 228 .7
Variance $ (8.8) (12.4) (3.4) 71.3 46.6
Variance % (16%) (26%) (9%) 179% 26 %
IPART Determination 0.6 1.2 15 0.4 3.8
Actual/forecast 0.5 0.5 7.0 3.8 11.8
Variance $ (0.1) (0.7) 5.5 3.4 8.0
Variance % (21%) (60%) 366% 765% 213%
IPART Determination 19.6 12.7 16.0 7.6 55.8
Actual/forecast 10.5 22.1 16.7 20.3 69.6
Variance $ (9.1) 9.4 0.7 12.7 13.7
Variance % (46%) 74% 4% 166% 25%

I

IPART Determination 114.0 96.4 99.2 87.7 397.3
Actual/forecast 92.9 110.0 124.4 181.4 508.7
Variance $ (21.1) 13.6 25.3 93.7 111.4
Variance % (19%) 14% 25% 107% 28%

Total cumulative

IPART Determination 114.0 2104 309.6 397.3 397.3

Actual/forecast 92.9 202.9 327.3 508.7 508.7

Variance $ (21.1) (7.5) 17.7 111.4 111.4

Variance % (19%) (4%) 6% 28% 28%
Notes:

1. 2018-19 and 2019-20 based on forecast
2. Total includes corporate costs reallocated to recycled water.
Source: Hunter Water AIR/SIR, SIR Capex 1, rows: 15, 18, 69, 72, 142, 145, 188 and 191.
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4372 Water

Hunter Water expects to invest $198.7 million ($2019-20) for the provision of water services in the current
price period. This is $43 million (28 percent) above | PARTS6s 2016 all owarais e . T
on the water network (7 2 per cent) and water treatment (2 1 per cent) as shown in Table 4.3.

Table 4.3 Water: capi tal expenditure comlpwanced wi th | PARTOSs
($ million s, $2019 -20)

Product sub | Productsub -category | 2016 -17 2017 -18 2018 -19 2019 -20

Water source 13.9
Water treatment 7.9 10.0 13.1 11.0 42.0
Water network 25.6 37.2 49.0 31.1 142.8
Total 35.0 52.3 65.4 46.0 198.7
IPART Determination 38.0 35.0 43.0 39.7 155.7

Note: 2018-19 and 2019-20 based on forecast.
Source: Hunter Water AIR/SIR, SIR Capex1.

Asset replacement (renewals) accounts for 77 per cent ($154 million) of expenditure on water during the
current price period. This involves a combination of:
1 Replacement of reticulation water mains within residential areas which break and interrupt customer
supply
1 Proactive replacement of large bulk-trunk supply critical water mains based on asset deterioration to
prevent large interruption to customer supply, and

9 Electrical/mechanical equipment replacements at treatment plants or pump stations to either ensure
continued operation or to ensure safety and environmental standards are maintained.

The expenditure has resulted in infrastructure being constructed that:

1 Maintains water security by replacing or refurbishing dams, weirs, canals, pump stations and bore -
fields to ensure source water can be transported from the water ca tchments to the dams for supply

1 Ensures safe drinking water, through replacing or upgrading water treatment plants and chemical
dosing within the water network, and

1 Provides reliable water supply to both existing customers and new growth through a pressurised
water network directly to the customers.

Figure 4.7 shows annual expenditure over the price period, split by IPART driver. The majority of
expenditure is required to meet mandatory standards and asset and service reliability ($165 million or 83 per
cent), or to provid e service capacity for growth and regional development ($25 million or 13 per cent).
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Figure 4.7 Water: ¢ apital expenditure, by driver ($ million s, $2019 -20)
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Note: 2018-19 and 2019-20 based on forecast.
Source: AIR/SIR, SIR Capex 2, rows: 315, 618, 921, 1224, 1514, 1617, 1677 and 1712.

The variance of actual/forecast expenditure compared with | P AR T 6 slloRa@ck Gee Figure 4.8) is the
result of: projects being brought forward , increased project scope/costs, new projects, and a net increase of
accumulated minor project adjustments. These increases have been offset by project reductions and delays.
The major project movements through the current price period are described below.

Figure 4.8 Water: major movements comparedwith | PART&ds all owance
($ million s, $2019 -20)
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Determination Chichester Dungog WTP  Grahamstown Central Coast Water network Water network Balickera tunnel Other projects Actual/forecast
Trunk Gravity upgrades WTP sludge transfer disinfection capacity rehabilitation
Main rakes upgrade optimisation upgrades

Note: 2018-19 and 2019-20 based on forecast.
Source: Hunt er Wa tARIS(RsSIRCade9 1
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Chichester Trunk Gravity Main replacement

This bulk supply water main provides 40 percentof Hunt er Water ds average water
supplies 100,000 customers. Throughout 2017-18, an increased rate of operational failures occurred due to

asset deterioration. The increased failure rate and poor asset condition necessitated $44.6 million in

planned replacement being brought forward by two years. This results in additional expenditure of $15.5

million in the current price period.

Dungog water treatment plant upgrades

This project was a combination of reducing the risk of non-compliant drinking water quality , and asset
replacements for electrical and hazardous chemicals to meet mandatory standards. The project increased
by $11.6 million primarily due to required asset replacements that were identified throughout the price
period based on operational incidents and asset condition assessments.

Grahamstown water treatment plant sludge rakes replacement

This is a new project ($6. 3 million in current price period) to ensure reliable supply that was not foreseen at
the time of Hunter Wat eAcdosditidh@ske€ssmpnt program identiiedthe s i on
deteriorated asset condition that requires replacement before failure occurs and consequent impacts on
water continuity.

Central Coast transfers upgrade

This project is a core component of the Lower Hunter Wate r Plan to enable a two-way transfer of 30ML of
water per day between Hunter Water and the Central Coast Council. The transfers improve system yield
and resilience for both utilities. The increased expenditure ($6.1 million) relates to increased scope; the
inclusion of an upgrade to a chlorinator at Toronto to ensure water quality outcomes.

Water network disinfection optimisation strategy

This project is to ensure adequate drinking water quality through upgrades to the disinfection system
throughout the ne twork. The project has incurred increased costs ($5.0 million) due to incorporating
employee safety compliance initiatives at network chlorinator facilities.

Water network capacity upgrades

Planned expenditure on this program ($19.8 million) was primarily deferred to reflect updated knowledge of
network capacity requirements. Capacity requirements were lower than forecast due to reduced peak
demands, slower growth in Cessnock and a detailed supply assessment undertaken for Cameron Park.

Balickera tunnel rehabilitation

The reduced expenditure ($6.6 million) is associated with the requirement to undertake more detailed
geotechnical and refurbishment investigations, resulting in a 2 -year delay to the project.
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4.3.3 Wastewater

Hunter Water expects to invest $228.7 million ($2019-20) to provide wastewater services in the current price
period. This is $47.6 million (26 percent) abov e | P&léwarks THe hajdity of expenditure is on
the wastewater network (5 8 per cent), with remaining expenditure on wastewater treatment (4 2 per cent)
as shown in Table 4.4.

Table 4.4 Wastewater: capital expenditure compared with IPART6s al | owance
($ million s, $2019 -20)

Product sub -category | 2016 -17 2017 -18 2018 -19 2019 -20

Wastewater network 28.84 27.68 23.34 52.12 132.0
Wastewater treatment 18.08 7.45 12.07 59.08 96.7
Total 46.92 35.13 35.40 111.20 228.7
IPART Determination 55.78 47.57 38.76 39.92 182.0

Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water AIR/SIR, SIR Capex1.

Asset replacement (renewals) comprises58 per cent ($132 million) of expenditure on wastewater during the
current price period. Replacements are required to ensure continued operation and that safety and
environmental standards are met.

The upgrades involve constructing new infrastructure to both reduce the likelihood of environmental impacts
from system discharges and to provide capacity for growth and regional development.

The remaining major expenditure is associated with: providing capacity for growth, providing backlog sewer,
or to improve the existing system for better environmental performance.

The expenditure has resulted in infrastructure being constructed that:
1 Provides wastewater service capacity for new growth and regional development

1 Provides reliable wastewater assets to transport wastewater from customers to wastewater
treatment plants, and

1 Processes wastewater through treatment plants prior to the effluent being discharged to either
recycled water customers or receiving environments.

Figure 4.9 shows annual expenditure over the price period, split by IPART driver. The majority of
expenditure is required to meet mandatory standards and asset and service reliability ($153 million or 67 per
cent) or to provide service capacity for growth and regional development ($51 million or 22 per cent) .
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Figure 4.9 Wastewater: capital expenditure , by driver ($ million s, $2019 -20)
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Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water AIR/SIR, SIR Capex 2,rows: 2005, 2303, 2607, 2909, 3195, 3298, 3387 and 3490.

The variance of actual/forecast expenditure compared with | P AR T 6 alloRafce Gee Figure 4.10) is the
result of: projects being brought forward, increased asset renewals, increased project scope and costs, new
projects, and a net increase of accumulated minor project adjustments . These increases have been offset
by project reductions and delays. The major project movements through the current price period are
described below.

Figure 4.10 Wastewater: majo r movements to IPART allowa nce ($ million s, $2019 -20)
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renewals upgrade  sewer scheme  delivered chemical network network WWTP
infrastructure dosing upgrades upgrade
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Note: 2018-19 and 2019-20 based on forecast.
Source: Hunter Water AIR/SIR, SIR Capex 1
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Minor asset renewals

We have experienced an increasing rate of asset failures at wastewater treatment plants and with sewer
mains. To ensure services are maintained within environmental requirements, these assets have been
replaced resulting in expenditure that is $15.1 million higher than anticipated.

Farley wastewater treatment plant upgrade

This major project is driven by a need to improve effluent quality and rehabilitate assets to meet mandatory
standards. The project requires an additional $11.9 million expenditure in the current price period as a nnual
operational performance monitoring identified the need to bring forward th e planned upgrade.

Wyee backlog sewer program

We are constructing wastewater infrastructure to service the Wyee township that currently has a septic
sewerage system. The government has directed Hunter Water to deliver the project to improve health and
environmental conditions. Construction is to be brought forward into the current price period ($11.0 million
variance).

Developer -delivered wastewater infrastructure

Under our new developer-delivered infrastructure program, we expect to spend $8 .2 million on repayments
during the current price path to developers as new wastewater infrastructure are delivered and new
customer | ots are connect to Hunter Waterds system.

Network chemical dosing upgrades

We identified asset deterioration and deficiencies in chemical dosing equipment used to reduce and prevent
wastewater network odours and corrosion. To address these deficiencies we are upgrading these units,
requiring an additional $8.0 million expenditure within the current price period.

SCADA radio network  upgrade

This project involves replacement of the outdated telemetry radio network that has a high failure risk and is
necessary to meet requirements of the Australian Communications and Media Authority. This project has
additional expenditure of $6.3 million in the current price period due to higher than forecast construction
costs and earlier project completion.

Wastewater network upgrades

This project involves construction of additional capacity to minimise wastewater overflows associated with
wet weather performance. Hunter Water is undertaking industry -leading strategies to determine effective
improvement solutions, resulting in more detailed investigations and delayed upgrade expenditure

($12.4 million).

Dora Creek wastewater treatment plant (WWTP) Upgrade

We spent less on this project in this price period than previously forecast ($4.9 million) due to the project
being deferred to allow consideration of the corporate biosolids strategy.
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434 Stormwater

Hunter Water expects to invest $11.8 million ($2019 -20) for the provision of stormwater services in the

current price period. This is $8 million (213 percent) above | PARTG6s 2Talled.5n THeowanc e
majority of expenditure involves the replacement or rehabilitation of stormwater culverts within the Throsby

Creek catchment.

Table 4.5 Stormwater: capital expenditure compared with IPART 6 sllowance
($ million s, $2019 -20)

Product 2016 -17 2017 -18 - 2018 -19 2019 -20

Stormwater total 11.8

IPART Determination 0.6 1.2 15 0.4 3.8

Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water AIR/SIR, SIR Capex1.

There was minimal capital investment on stormwater assets in 2016-17 and 2017-18. This increases in
2018-19 and 2019-20 due to:

1 Replacement and rehabilitation of stormwater culverts, due to concrete deterioration and corrosion.
This expenditure was necessary to ersure safety for the community ( to prevent collapse) and
minimise flooding.

1 Naturalisation of an existing stormwater channel (Cottage Creek). This discretionary expenditure is
supported by a customer willingness to pay survey and is co-funded by a grant from the Newcastle
Port Community Contribution Fund that is administered by the Hunter and Central Coast
Development Corporation.

A

These expenditures were unforeseen andwere not includedinHunt er Water 6s 2015 price

Figure 4.11 shows annual stormwater expenditure over the price period, split by IPART driver.

Figure 4.11  Stormwater: capital expendi ture, by driver ($ million s, $2019 -20)
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Note: 2018-19 and 2019-20 based on forecast.
Source: Hunter Water AIR/SIR, S/R Capex 2 rows: 3811, 4417 and 5243.
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4.3.5 Corporate

Hunter Water expects to invest $69.6 million ($2019-20) in corporate expenditure in the current price
period. Thisis $13.7 million (25 percent) above | PART6s 2016 all owan@®®&. The
per cent or $46.6 million) is on Information and Communication Technology (ICT) as shown in Table 4.6.

Table 4.6 Corporate: capital expenditure compared with | PART6s all owance
($ million s, $2019 -20)

Product sub -category 2016 -17 2017 -18 2018 -19 2019 -20

11.0 13.6 16.8 46.6
Meters 1.9 15 13 0.8 55
Corporate services 34 9.6 1.7 2.7 17.5
Total 10.5 221 16.7 20.3 69.6
IPART Determination 19.6 12.7 16.0 7.6 55.8

Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water AIR/SIR, SIR Capex 1

The ICT investment involves replacing essential applications and hardware to support the business and
customer services. The Corporate servicesinvestment involves upgrades and replacements of fleet, office
and depot facilities, common asset replacements (fences, access roads, security) and land management.

Figure 4.12 shows annual expenditure over the price period, split by IPART driver. The majority of
expenditure is required to meet asset and service reliability requirements ($43.5 million or 63 per cent) or
mandatory standards ($18.6 million or 27 per cent).

Figure 4.12  Corporate: capital expenditure, by driver ($ million s, $2019 -20)
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Note: 2018-19 and 2019-20 based on forecast.
Source: Hunter Water AIR/SIR, SIR Capex 2 rows: 9181, 9484, 9787, 10090, 10394, 10497, 10592 and 10685.
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The variance of actual/forecast expenditure compared with| PARTO6s 2016 De Figuresi3hiat i on (
the result of a combination of major projects and a cumulative net increase across a number of small
projects. The major individual project movements during the current price period are described below.

Figure 4.13  Corporate: major movements to IPART allowance ($million s, $2019 -20)
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Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water AIR/SIR, SIR Capex 1

Stockton beach land rehabilitation

We experienced an East Coast Low in April 2017 resulting in significant erosion of Hunter Water property at
Stockton, exposing a decommissioned waste disposal site. To ensure community safety and meet
environmental requirements, emergency and short term restoration and rehabilitation works were required
to stabilise the site and minimi se future erosion ($6.0 million).

Spoil management upgrade

Changesin environmental regulations have necessitated improvements in the management of spoil
generated through pipeline maintenance and construction activities. The changes required modification to
depots for the storage, classification and disposal/reuse of the spoil ($2.0 million).

| P A RZDBEPetermination set capital expenditure output measures as an indication of effective delivery of
proposed investment plans.

Our performance against output measures in the current price period indicates that we have exceeded the
output expected for all but two of the measures, with switchboard and meter replacements being slightly
below the original forecast.

We have more than doubled the output of replacements of critical water and sewer mains. This reflects the
deterioration of these assets and need for increased investment in minor asset renewals (above | PART 6 s
2016 allowance). Planning and design for at-risk asset replacements on treatment plants, trunk mains,
telemetry and stormwater channel s/culverts are likely to result in a substantial increase in asset renewal
outputs for the remainder of the current regulatory period.
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Table 4.7 Output measures for the current price period
Output measure Units Target 2016 -17 2017 -18 2018 -19 2019 -20 Price Variance  Comments
period %
Total
Renewal/reliability of km 20 5.6 7.4 7.8 1.2 22 10% On target
distribution mains
Trunk mains undergoing km 12 17 0 0.1 37.0 54.1 351% Hunter Water has initiated
condition assessment additional steel trunk main
assessment based on operational
incidents
Critical trunk main km 3 2.1 3.2 0.1 10 154 413% Increased length based on CTGM
replacement being brought forward

Wastewater services

Renew non-critical mains km 36 14.1 14.0 8.0 8.0 44.1 23% On target

Critical sewer mains km 55 31.2 29.8 20.0 2.0 83 51% Increased critical main condition

undergoing condition assessment based on critical asset

assessment failures and environmental
incidents

Renewal/refurbishment of km 1.5 1.4 0.6 0.6 0.5 3.1 107%

critical sewerage mains

Mechanical and
electrical assets

Telemetry upgrades (water sites 250 60 76 105 115 356 42% Increased telemetry replacements

and wastewater) based on increased asset failure
and risk of obsolete equipment

Switchboards replaced sites 40 17 0 0 19 36 (10)% On target

Replacement or pumps 430 175 123 123 150 571 33% Hunter Water has implemented

refurbishment of pumps refurbishment improvements
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resulting in reduced lead times and
more cost-effective refurbishments

Output measure Units Target 2016 -17 2017 -18 2018 -19 2019 -20 Price Variance  Comments
period %

Total

Stormwater drainage

Stormwater drainage km 0.7 0.1 0.02 0.95 0.30 1.37 224% Increased rehabilitation based on
channel rehabilitations asset condition assessment and
asset deterioration

Replace20mm customer meters 67,000 25,577 11,354 12,090 13,000 62,021 (7%) On target
meters

Note: 2018-19 and 2019-20 based on forecast
Source: Hunter Water analysis
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5. Proposed capital expenditure (2020 -21to0 2024 -25)

Hunter Water has investigated and developed strategies and investment plans to meet regulatory
requirements and community expectations. Our proposed investment aims to balance the competing
challenges of maintaining affordable customer bills while:

1 Meeting community expectations about safety, services and environmental impacts

1 Positioning the business to benefit from technological change and catch up with other service
providers i simply meeting (not exceeding) minimum corporate standards, and

1 Improving community liveability where we have explicit and demonstrated customer and community
support to do so, as the result of undertaking a willingness to pay assessment.

5.1 Investment forecasting approach

5.1.1 Assessment of proposed investments

Hunter Water uses an investment management framework to identify, prepare, assess and prioritise the
capital portfolio to meet regulatory requirements and community expectations. The framework incorporates:
strategic direction alignment, leading industry business case proces®s, technical review, financial impact
assessment and executive governance(see Figure 5.1).

Figure 5.1 Investment management framework

Prioritisation Process

/\/\

Focus Areas Customer Program/
& Financial Project
Assumption Impact Priority

(Macro) (Micro)

Benefit alignment

Developing our capital investment proposal involved identifying, preparing, and assessingprojects and
programs, including the following actions:

1 Allinvestments were identified and alignedwith | PART&s capital expenditure d
Wa t eriskbappetite statements, strategic opportunities and aspirational goals.

1 All proposed investments are backed by a business case that is at least at the preliminary business
case stage (Gateway 1).

1 All new (preliminary and other) business cases were presented to the Management Investment
Committee comprised of our Executive Management Team for assessment of prudency and
efficiency and potential exclusion from or inclusion in our proposed capital portfolio.

1 Under the better business cases frameworks, eact business case detaik the opportunity/problem,
strategic alignment, benefits, options, economic assessment, procurement, financial impact and
scheduling. Each case assess theproposalf or al i gnment with | PARTG6s dri v
strategy, technical accuracy and suitability, and our capability to deliver outcomes and benefits.
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5.1.2 Prioritisation of capital i nvestment

Capital investment prioritisation involved assessing all potential capital investments against risk appetite,
strategic priorities and the maintenance of affordable customer bills and sustainable credit metrics.
Investment scenarios were created and assessed. Trade-offs between each of the objectives were
considered and a preferred investment allowance was identified. The optimal mix of programs and projects
was then confirmed within the investment allowance.

Hunter Water monitors and manages the influences to service performance and investment requirements,
through annual assessments and reporting both internal through planning and management system and
externally through Operating Licence audits.

Hunter Water aims to meet regulatory requirements, partner with the ¢ ommunity for sustainable growth and
regional development, implement business improvements and support community -driven environmental and
liveability improvements.

Regulatory requirements are met by providing high quality water, wastewater and stormwater services that:
meet required standards (e.g. Australian Drinking Water Guidelines and Operating Licence System
Performance Standards) ensure the safety of employees and the community, and minimise environmental
impacts.

Our proposed capital investment for the next price period is $871.4 million ($2019-20) as shown in
Table 5.1.

Table 5.1 Proposed capital expenditure, by product ($ million , $2019 -20)

_ 2020 -21 2021 -22 2022 -23 2023 -24 2024 -25

Water 39.2 55.3 61.4 57.8 59.6 273.4
Wastewater 118.9 83.9 85.8 74.3 61.7 424.7
Stormwater 3.7 2.8 4.7 5.9 6.2 23.1
Corporate * 38.7 43.2 23.2 25.6 19.5 150.2
Total 200.4 185.2 175.1 163.7 147.0 871.4
Note 1: 6Corporated expenditur etoreayddel watkte s a component allocated

Source: Hunter Water AIR/SIR, SIR Capex 3 rows: 247, 511, 592 and 713.

The drivers of expenditure in Figure 5.2 sets out the proposed return to sustainable levels of investment.
The proposed expenditure is necessary and reflects our refined approach to risk management.

The drivers of projected investment in the next price period are relatively consistent across the five years
(Figure 5.3). The exception is the higher investment in 2020 -21 for both mandatory standards and growth,
due to higher investment in wastewater treatment. Meeting mandatory standards and ensuring asset and
service reliability makes up 70 per cent of expenditure during the next price period (Figure 5.4).
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Figure 5.2 Expenditure by driver, 2016  -17 to 2024 -25 ($million s, $2019 -20)
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Source Hunter Water AIR/SIR, SIR Capex 2

Figure 5.3 Proposed capital expenditure , by driver ($million s, $2019 -20)
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Source: Hunter Water AIR/SIR, SIR Capex 2
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Figure 5.4 Total proposed capital expenditure , by driver ($million s, $2019 -20)
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Figure 5.5 and Figure 5.6 show the proposed capital expenditure in the next price period by product sub-
category. Approximately half of the total expenditure is on wastewater services: 32 per cent wastewater
treatment and 21 per cent wastewater network. Water network expenditure accounts for 24 per cent, water
treatment is 9 per cent, ICT is 10 per cent and corporate services are 8 per cent of total expenditure.

Figure 5.5 Proposed capital expenditure , by product sub -category ($million , $2019 -20)
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Source: Hunter Water analysis, derived from Hunter Water AIR/SIR, SIR Capex 3.
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Figure 5.6 Total p roposed capital expen diture, by product sub  -category
($million s, $2019 -20)

Source: Hunter Water analysis, derived from Hunter Water AIR/SIR, SIR Capex 3.

The proposed investment is to deliver the following outcomes:

1 Continued wastewater treatment plant upgrades to meet environmental regulations and provide
capacity for growth

1 The replacement and upgrading of the water network to ensure supply continuity and water quality
for existing customers, while providing capacity for growth

1 The upgrade of wastewater network infrastructure to meet safety and environmental compliance,
while providing capacity for growth

1 The upgrade of water resource facilities and water treatment plants to ensure the sustain ed supply
of high quality water

Asset renewal to sustain high-quality water and wastewater services
1 Improved efficiency by reducing (or preventing higher) operating costs or reducing lifecycle costs

Improved liveability for the community by undertaking investment in areas supported by custo mer
willingness to pay analysis, and

1 Continued upgrades and replacement of ICT systems and infrastructure to support the delivery of
services.


















































































































