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The Hon Dominic Perrottet MP The Hon Damien Tudehope MLC
Treasurer Minister for Finance and Small Business
52 Martin Place 52 Martin Place

Sydney NSW 2000 Sydney NSW 2000

29 January 2020

Dear Shareholders

On behalf of the Board and Executive Leadership Team we are pleased to present WaterNSW's
consolidated financial results for the half year period ended 31 December 2019 for tabling in

Parliament as required by Section 23 of the State Owned Corporations Act 1989.

Over the first six months of this year WaterNSW has continued to focus on supporting our
communities through the worsening drought. In Greater Sydney and regionally across the State we
are delivering a series of operational and asset solutions to extend water supplies for crifical human
needs in cities, towns and valleys where rainfall, inflows and storage levels are now the lowest ever
recorded. This effort includes construction of a new 19km pipeline in the Peel Valley to extend
water supply for Tamworth, as well as infrastructure to access low level storage in Burrendong Dam

in the Macqguarie Valley for Dubbo and other communities.

At the same time, we are progressing long-term water security solutions with work underway to
deliver new dams at Dungowan and Mole River, raise the dam wall at Wyangala and planning for

additional desalination supply for Greater Sydney, among others.

The unprecedented bushfire emergency has also placed significant demands on our people and
assets. WaterNSW has sustained no major damage to water supply assets, and we have managed
to maintain a continuous water supply to our customers even with fires occurring in the Blue
Mountains (Fish River system and Cascades), south coast (Brogo Dam) and in the Snowy Mountains
(Blowering Dam). Unfortunately, despite the absolute best efforts of the RFS, our Warragamba
Special Areas have been extensively burnt out as have large parts of the Tallowa catchment. This

impact presents short and medium term risks to water quality for customers in Greater Sydney.
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As the State's drinking water catchment protection specialists, WaterNSW has bolstered its ongoing
water quality safeguards with temporary measures, in a comprehensive strategy that includes the
deployment of silt blankets and floating booms at key water inflow points to the dam storage,

additional monitoring and modelling, and planning with other agencies.

We would be pleased to discuss any aspect of the half year results with you.

Yours sincerely

Anne McDonald vavia Hamms

Chair Chief Executive Officer
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WaterNSW is a State-Owned Corporation established under the Water NSW Act 2014 that operates

under an Operating Licence issued and monitored by the Independent Pricing and Regulatory
Tribunal (IPART).

Our responisibilities include:

- profection of the Greater Sydney drinking water catchment to
ensure safe water is supplied to Sydney Water, local councils and other distributors for
treatment and distribution to their customers.

- supplying water from its storages to customers in the Greater Sydney
drinking water catchment and in the state’s regulated surface water systems.

- efficient management of the state’s surface and groundwater resources
to maximise reliability for users through the operation of the state’s river systems and bulk
water supply systems, in collaboration with the Murray-Darling Basin Authority which directs
operations of the River Murray system.

- meet customer-defined levels of service
consistent with NSW Government policy and pricrities to increase the security and reliability
of water supplies to customers and the communities of NSW.

- providing efficient and timely services
to customers for water licensing and approvals, water trades, billing and to meet their water

resource information needs for surface and groundwater quantity and quality.

To improve the availability of water resources that are essential o the people of NSW.

We are recognised and valued by our customers for excellence in efficiently delivering their water

needs to help make our communities healthy and prosperous.
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Revenue for the half year ended 31 December 2019 of $194.5 million was $2.1 million higher than

the Statement of Corporate Intent (SCI) target, primarily driven by:

higher revenue in Greater Sydney from partial recovery of energy expenses from Sydney
Water for Shoalhaven water transfers ($4.4 million recovered of the $5.2 million operating
expense recognised);

recognition of an additional $3.1 million of non-regulated revenue to recover expenses
incurred for asset construction works undertaken on behalf of Essential Water;

lower revenue from Rural Valley customers due to lower water sales volumes, partially offset
by drought relief subsidy revenue; and

lower revenue from WAMC customers, which is substantially offset by drought relief subsidy

revenue.

Operating expense for the half year ended 31 December 2019 of $105.3 million was $7.6 million

higher than the SCIi target, primarily driven by:
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higher salary and wages expense due to unbudgeted resources to support drought projects,
an increase in the number of positions, a lower than expected attrition rate, increases in
leave balances to account for a change in the discount rate applied, and an increase in
overtime to support asset planning and maintenance activities ($9.7 million);

higher other employee related expenses due to an increase in temporary staff to support
drought projects, implementation of new corporate systems and maintenance ($1.9 million)
and higher recruitment expenses ($1.0 million);

higher materials, plant and equipment expenses due to energy use for Shoalhaven water
transfers ($5.2 million operating expense recognised with $4.4 million recovered in revenue);
lower contractor expenses ($6.4 million), primarily driven by lower maintenance and water
monitoring expenses; and

lower administration expenses following application of accounting standard AASB 16 ‘Leases’
resulting in operating lease payments now being recognised as depreciation of a right-to-use

asset and interest expense ($2.1 million).



Profit before tax for the half year ended 31 December 2019 of $12.9 million is $7.0 million lower than
the SCI target, primarily driven by:
o operating expense performance described above;
¢ higher depreciation and amortisation expense due to the increase in asset values at 30 June
2019; partially offset by
¢ lower net financing costs, primarily due to lower than budgeted interest rates and a lower

Government Guarantee Fee on lower average borrowings.

Assets as at 31 December 2019 of $3,208.9 million was $114.4 million higher than the SCI target,
primarily driven by:

e anincrease in the fair value of property, plant and equipment as at 30 June 2019 and the
higher than expected capitalisation of work in progress in the final quarter of FY19 ($70 million
in higher than forecasted capitalisations); and

¢ application of accounting standard AASB 16 ‘Leases’ resulting in recognition of right of use

assets of $27.5 million.

Liabilities as at 31 December 2019 of $1,730.6 million were $79.3 million higher than the SCI target,
primarily driven by:
e amounts owing to other government agencies in respect of administered assets billed by
WaterNSW which will be remitted on receipt of cash ($24.8 million);
e application of accounting standard AASB 16 ‘Leases’ resulting in recognition of lease liabilities
of $28.1 million;
¢ remeasurement of the defined benefit superannuation liability as at 30 June 2019 resulting in
an increase in provisions of $26.5 million;
e total borrowings being $37.9 million lower due to lower capital expenditure in 2018-19,
primarily as a result of the final construction costs for the Wentworth to Broken Hill Pipeline

being lower than expected.

Equity as at 31 December 2019 of $854.9 million was $47.8 million higher than the SCI target,

primarily driven by asset revaluations recognised as at 30 June 2019.
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