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EXECUTIVE SUMMARY

The Queensland Competition Authority (QCA) has engaged PB Associates (PB) to assist
with the review of a Submission from the Queensland gas distributor Envestra. The
Submission* contains details of costs that have been or will be incurred by Envestra
preparing to operate in a market environment of Full Retail Contestability (FRC).

As a result of the intended introduction of FRC on 1 July 2007, Envestra has upgraded their
internal information technology systems solution and allowed for the hiring of new staff. The
main task of this review is to ensure the FRC costs included by Envestra in their Submission
are both prudent and incremental. Prudent costs are those that do not exceed an amount
incurred by a prudent gas entity acting efficiently in accordance with accepted good industry
practice, to achieve the lowest sustainable cost of delivering services. Incremental costs are
those costs that can be specifically attributed to the introduction of FRC, and are in addition
to the normal capital and operating costs of running the Envestra gas distribution business in
a non-FRC market and have already been allowed for in the Envestra’s access arrangement.

PB has considered in detail components of capital and operating expenditure proposed by
Envestra. This has involved considering the Envestra submission, meeting with Envestra
and collecting additional detailed information. PB has considered each component to ensure
the proposed expenditure is both prudent and incremental. In July 2007, PB completed a
Final Report Revision 1.1. Envestra subsequently provided a response to the PB Final
Report Revision 1.1. PB has considered the Envestra response to PB’s Final Report
Revision 1.1 and has issued this revised Final Report (Revision 2.0). Comments on the
additional information provided by Envestra is included in this report in sections 4.2.1, 4.2.6,
4.2.7,4.4,5.3.2,and 5.5.2.

Envestra is proposing to implement a suite of systems that make best use of prior Envestra
FRC system implementations in Victoria and South Australia. This is being done in a
compressed timeframe.

Generally PB supports the introduction of the systems proposed by Envestra and except for
a few areas, accepts that the operating and capital costs of the core systems are reasonable.
There are two significant areas where PB considers that the expenditure proposed by
Envestra is not prudent or not related to FRC, these are the sizeable project contingency
allowed, and the planned Cordaptix upgrade. PB considers that there is considerable
uncertainty regarding the need for the Cordaptix upgrade, the timing of the upgrade, and the
incremental nature of the upgrade, and therefore inclusion of this expenditure is not
recommended.

Since Envestra made the original submission there have been a number of changes to the
systems to be implemented. PB has taken account of the scope and cost changes that were
notified before the end of May 2007. One of the proposed changes made by Envestra was
the inclusion of the cost of a replacement GIS system. PB does not consider that this
proposed replacement is incremental i.e required due to the introduction of FRC.

In the area of telemetry costs PB considers that the revised capital expenditure proposed is
reasonable. However, the proposed operating expenditure is not considered to be prudent,

! Envestra, Submission for the Recovery of Costs for Implementation of Queensland Gas FRC. 7
February 2007.
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particularly in the area of telemetry system maintenance and telemetry operations and
administration.

The capital expenditure for both IT systems and telemetry should be depreciated over the life
of the assets. PB has reviewed asset lives and considers that an appropriate economic life
is seven years for IT systems (Core Systems) and five years for telemetry systems.

The capital and operating expenditure that PB considers prudent is detailed in the table
below.

Table 1-1 Envestra proposed FRC costs versus PB’s recommended costs

Capex Total
$m (Dec 2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
Envestra submission
IT Capex 9.0 1.4 25 12.9
Telemetry Capex 0.1 0.9 0.3 0.1 1.4
AA Submission —
Billing Allowance (33) (33)
Total 0.1 9.9 1.7 (3.2 25 11.0
PB recommendation
IT Capex 6.4 1.8 8.2
Telemetry Capex 0.1 0.8 0.1 0.1 1.1
AA Submission —
Billing Allowance (54) (54)
Total 0.1 7.2 1.9 (5.3) 3.9
Opex Total
$m (Dec 2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
Envestra submission
IT Opex 1.8 15 15 15 6.3
Telemetry Opex 0.1 0.4 0.7 0.8 0.7 0.8 3.5
Total 0.1 0.4 25 2.3 2.2 2.3 9.8
PB recommendation
IT Opex 15 1.3 1.3 1.3 5.3
Telemetry Opex 0.1 0.1 0.2 0.2 0.2 0.2 1.0
Total 0.1 0.1 1.7 15 15 15 6.3

PB is required to consider whether the proposed allocation of FRC costs between customer
groups and the manner of recovery (e.g., fixed or variable charge adjustments) is
reasonable. PB’s view is that a reasonable form of cost recovery includes the allocation of
telemetry costs to demand customers and other costs to Tariff V customers. The allocation
to Tariff V customers should be made using a fixed cost component and a variable cost
component. The proportion of fixed and variable components should be determined
following modelling to determine the impact of varying proportions of fixed and variable
charges on customers.

Envestra Gas FRC Queensland September 2007 ES-2
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1.2

The Queensland Competition Authority (QCA) has engaged PB Associates (PB)
to assist with the review of a Submission from the Queensland gas distributor
Envestra. The Submission? contains details of costs that have been, or will be,
incurred by Envestra preparing to operate in a market environment of Full Retail
Contestability (FRC).

Background to Envestra FRC Cost Recovery Submission

The introduction of FRC in Queensland means that all gas customers will be able
to choose their gas retailer (customers with greater than 1TJ demand have been
contestable since 1 November 2005).

FRC becomes active on the FRC date, currently set as 1 July, 2007. This is the
date the initial “Gas Industry Code” as defined under Section 270c of the Gas
Supply Act 2003 (QId), becomes effective. Part of the regulatory framework
governing the market operations of the Gas Retail Market Operator (GRMO),
retailers and distributors is defined in the “Retail Market Rules”, version 1.0,
5 February 2007, published by the Energy Competition Committee, Queensland
Government Department of Mines and Energy.

In order to operate as a gas distributor in an FRC market environment, Envestra
must adhere to the Retail Market Rules, mentioned above. In order to comply
with the new regulations, Envestra will be required to make some changes to
their business systems and processes. The costs associated with these changes
have not been allowed for in the current Access Arrangement, and hence
Envestra is seeking to recover these additional, or incremental, capital and
operating costs through the appropriate regulatory mechanism.

The Submission was prepared in late-2006, early-2007 and received by QCA on
12 February 2007. Since February, Envestra has deviated from the solution
outlined in its Submission and hence there have been changes to the costs. This
review will highlight and comment on the prudency and incremental nature of the
costs included in the original Submission and also the subsequent changes to the
solution as proposed by Envestra. Further, this report incorporates information
provided by Envestra in response to PB’s original Final Report Revision 1.1
published in July 2007.

Access Arrangement

The Gas Pipelines Access (Queensland) Act 1998 and the National Third Party
Access Code for Natural Gas Pipeline Systems (the Code) provide for QCA to
approve access arrangements for Envestra’s gas distribution network.

% Envestra, Submission for the Recovery of Costs for Implementation of Queensland Gas FRC. 7
February 2007.
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In June 2006, Envestra submitted its access arrangement for the five year period
1 July 2006 to 30 June 2011. The following paragraphs are taken from the final
QCA approved Access Arrangement® for Envestra:

“In recognition that these costs may be significant and would have been
considered for inclusion had more detail on the implications of FRC been
available, the Authority [QCA] has decided to pre-qualify these costs for
pass-through, subject to an assessment of prudence at the time the costs
are known and presented to the Authority.”

“The Authority required Envestra to amend its cost pass-through definition
to recognise that cost pass-through (both positive and negative) would
most likely be warranted for:

e changes in taxation or other statutory charges; or

e other major changes in government policy (for example, costs
associated with the introduction of full retail contestability)”

“Section 8.16 of the Code provides that capital expenditure recognised
should:

() not exceed the amount that would be invested by a prudent
service provider acting efficiently, in accordance with accepted

good industry practice, and to achieve the lowest sustainable cost
of delivering services”.

Report Structure
This report has been structured to present the following:

Section 2: Presents the methodology PB has used to perform the review and the
assumptions and principles upon which the recommendations are based.

Section 3: Discusses the impact of FRC on the Envestra business systems and
processes and reviews the solution options analysis performed by Envestra.

Section 4: Presents the review of the Envestra FRC cost submission relating to
the Core systems.

Section 5: Presents the review of the Envestra FRC cost submission relating to
the Interval Metering/FRC telemetry.

Section 6: Presents the discussion for the Tariff application of the FRC
expenditure included in the Envestra Submission.

¥ QCA, Final Decision — Revised Access Arrangement for Gas Distribution Networks: Envestra, May

2006.
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2. REVIEW METHODOLOGY

2.1 Review Principles

The main task of this review is to assess the Envestra submission and supporting
documents in order to establish whether the FRC costs are both prudent and
incremental in nature. The review must ensure that, in response to supporting a
new FRC requirement, costs do not support an existing pre-FRC distributor
requirement for which an allowance has already been made in the Access
Arrangement.

2.1.1 Prudent expenditure

The Gas Code*, Section 8.16 allows for increasing the capital base by an amount
when:

“...that amount does not exceed the amount that would be invested by a
prudent Service Provider acting efficiently, in accordance with accepted good
industry practice, and to achieve the lowest sustainable cost of providing

Services;...”

Local factors that will be taken into consideration will include the following:

e The timing of the various decisions, and timetables set by the Queensland
Government,

e The evolving nature of the FRC model,

e The specific environment faced by Envestra.

2.1.2 Incremental Expenditure

Typically, capital expenditure on company wide IT system solutions will serve to
support existing business processes and requirements in addition to new FRC
specific functionality relating to the introduction of FRC. The incremental costs
due to FRC are those costs that are directly associated with Envestra having to
meet its obligations under the new FRC specific rules and legislation. It does not
extend to the expenditure associated with Envestra’s current responsibility as a
gas distributor in a non-FRC environment.

The current Access Arrangement allows for Capex of $5.7 million (nominal) in
regulatory year 2008/09, on IT systems Cordaptix and Maximo. This was allowed
to provide system upgrade functionality to support Envestra in a non-FRC
environment. Envestra should only include in its Submission, Capex on FRC
related functionality over and above the functionality allowed for as part of the
current Access Arrangement.

* National Third Party Access Code for Natural Gas Pipeline Systems.
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2.2
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2.2.2

2.3

PB will assess the Submission to ensure that proposed IT costs relate only to
specific FRC requirements and to determine how much, if any, of the proposed IT
FRC costs relate to non-FRC, business-as-usual requirements.

Economic Neutrality

The FRC cost recovery should result in Envestra not being better or worse off
due to the introduction of FRC than it would otherwise have been, had FRC not
been introduced in Queensland.

Cost Analysis

This report has utilised two cost analysis methods in order to provide its
observations and make recommendations.

Top-Down Analysis

This approach involves the analysis of Envestra’s cost estimates by individual
program, component and sub-component. These items should be compared to
available and comparable reference projects. The focus of this analysis is on the
higher cost items and any exceptions that are presented.

Bottom-Up Analysis

This approach has involved meeting with, and asking questions of Envestra staff
to understand the main cost activities in some detail including the labour rates
and man days for each sub-component of the project. Observations of actual
operations were not possible, and hence staff descriptions of activities and
sources of cost have been used rather than actual practice. Of particular interest
was information about how FRC activities are structured, and what staff and
material resources are going into delivering a particular service.

Based on our knowledge and experience in this area, PB has reviewed the costs
for prudency and whether the costs are incrementally attributable to the
introduction of FRC. PB has also ensured, where possible, that the proposed
costs have not been recovered through another process and any cost savings
resulting from the implementation of FRC are carried through this process.

Information Provided by Envestra

In addition to the Envestra Submission, a meeting was held on the 11th May
2007 at Envestra offices in Adelaide. The attendees were:

Mr Moston Neck — QCA

Mr Sean Greenup — QCA

Mr Andrew Staniford — Commercial Manager, Envestra

Mr Paul Cooledge — FRC Program Manager, Envestra/OEAM

Mr Ralph Mignone — Manager Regulatory Affairs, Envestra

Envestra Gas FRC Queensland September 2007 2-4



PB Associates Envestra FRC Cost Recovery
Review

e Mr Geoff Barton — Manager, Commercial & Regulatory Programs,
Envestra

e Ms Tu Whelan — FRC Project Assurance, Envestra/OEAM
e Mr John Dyer — Consultant, PB
e Mr Neil Wembridge — Consultant, PB.

The purpose of this meeting was to seek further information in order to provide
more detailed justification from Envestra for the FRC costs sought in the
Submission.  Following this meeting, additional questions and requests for
information were submitted to Envestra, and their responses included in the
review. In July 2007, PB completed a Final Report Revision 1.1. Envestra has
subsequently provided a response to the PB Final Report Revision 1.1. PB has
considered the Envestra response to PB’s Final Report Revision 1.1 and has
issued this revised Final Report (Revision 2.0). Comments on the additional
information provided by Envestra is included in this report in sections 4.2.1, 4.2.6,
4.2.7,4.4,5.3.2,and 5.5.2.

PB has relied upon the information provided by Envestra, and not conducted an
audit of the costs or other information provided.

Envestra Gas FRC Queensland September 2007 2-5
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3. ENVESTRA FRC SOLUTION - CORE SYSTEMS

3.1 Impact of FRC Introduction
A more detailed list of the impacts of FRC introduction on the systems and

processes of Envestra’s gas distribution business is provided in Appendix A.
Some of the main impacts are highlighted below.

3.1.1 Impact of FRC on business functionality

Envestra has outlined its current business functionality in a pre-FRC environment
in Figure 3.1.

Figure 3.1  Business functionality pre-FRC °

. Invoicin
Site Manager Invoicing g

Disputes

Address (text) Payment

Follow up

GL interface

GIS
Asset Location (Spatial)
Site Location (Spatial)
Technical drawings
Network planning and design

Reconciliation
Validate haulage charges

QLD Business Functionality

Pre-FRC Network Billing

Conversion of energy to haulage charges
Aggregation of all site charges
Reconciliation
GL interface

Asset Manager
Installation data
Maintenance Historical
Maintenance Planned
Asset Performance Monitoring/Test Results
Asset performance analysis
Meter Information

Works Manager
External Service Orders
Maintenance Planned
Replacement Planned
New Assets/Network Extensions
Costs
Contractor payments
Consumer pass through charges
Assignment
Resources/Crews

Metering
Meter reads including history
Estimation and substitution
Conversion meter data to energy
Meter routes
Reader remarks
Special reads
Site Access
Pressure correction

Figure 3.2 highlights the impact of FRC introduction in Queensland on Envestra
business functionality. In addition to the pre-FRC functions, there are a number
of new responsibilities that need to be supported and integrated with the existing

functions including:
e Retailer registry
e FRC Transaction Manager

e Market Gateway

® Figure taken from the Envestra response to consultants questions.
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e Communications layer

e Workflow layer

Figure 3.2

Business functionality post FRC®

FRC Transaction Manager
Unbundle and disseminate data
Manage acknowledgements
Gather and bundle response data
Facilitate assembly of manual messages
Monitor/alert missing or late transactions
Manage market message formats

Retailer Registry
Alert for potential objections to transfers
Maintain FRO
| Site Manager |
MIRN allocation I
Address (text)
-_—e e =

GIS
Asset Location (Spatial)
Site Location (Spatial)
Technical drawings
Network planning and design

Asset Manager
‘Asset Planning and reporting’
Installation data
Maintenance Historical
Maintenance Planned
Asset Performance Monitoring/Test Results
Asset performance analysis
Meter Standing Data
Works Manager I

External Service Orders
Maintenance Planned
Replacement Planned

QLD Business Functionality
Post-FRC

HIGHLIGHTING NEW REQUIREMENTS IN RED

FETETTTTA

Metering
‘Maintenance Registry and Scheduler’ I Meter reads including history I
Estimation and substitution
|Conversion meter data to energy I Aggregation of all site charges I
Retailer energy data I I

New Assets/Network Extensions Meter routes I I MIRN Standing Data
Costs I Reader remarks I GL interface
Contractor payments Special reads | — o mmm e e e — _I
Consumer pass through charges I Site Access
Assignment Pressure correction I
Resources/Crews L om oo oo o o o

Gateway
Manage hub comms protocol

Communications Layer
‘Translate data and deliver’
Translate and transform data between system
Guaranteed message delivery
Timely message delivery
Easily managed exceptions
‘Normalised’ invocation (ie same for all core systems)

Workflow Layer
‘Get data’
activate triggers in core systems (events)
coordinate triggers, events, data flow across the
organisation and core systems
forward data to core systems

Invoicing
Multiple Retailer Invoicing
Disputes
Payment
Follow up
GL interface

Reconciliation
Validate haulage charges

Network / Retailer Billing
Conversion of energy to haulage charges

Reconciliation

The functions highlighted in red represent a fair indication of the new high—level

FRC related requirements to be supported by Envestra.

Each of the above

functions will be required, at the appropriate level, to be supported by systems,
staff and processes in order to operate efficiently in an FRC environment.

3.1.2 Impact of FRC on business systems

Broadly speaking the additional system requirements that Envestra faces as a

result of the introduction of FRC are:

e New or changed data fields (MIRN)

e XML based Business to Business (BTB) market messaging with other

industry participants

e Support of multiple retailers

e FRC Telemetry and Interval Metering

e Systems support of new service level agreements for industry processes.

® Figure taken from the Envestra response to consultants questions.
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The current Access Arrangement provided for Envestra to perform necessary
system upgrades in order to support their day-to-day business over the period of
the Access Arrangement. Figure 3.3 demonstrates the proposed architecture as
allowed for in the current Access Arrangement.

Figure 3.3  Pre-FRC systems architecture’

Envestra Systems without FRC

. Envestra

828
communications
- mechanism
undetermined,
Likely to be
email/faxiphone |

Interfacing not
determined - initially
manual - upgrade on
cost benefit basis

‘Greenfields’
Maximo -
configured from
ground up to suit
non-FRC
business

\;equirements

‘Greenfields’
CC&B -
configured from
ground up to suit
non-FRC
business
requirements

MOE : cDhX

WMS + MMS
ES= Rl
Metering Data
i + Network Billing
i
: Interfacing not
AMRS determined - initially
manual - upgrade on
MVRS cost benefit basis
| Gls

el

The pre-FRC architecture is characterised by the use of Cordaptix (CDX) and
Maximo (WMS + MMS), but without automatic interfaces between internal
systems and external market participants (primarily Origin Energy Retail).

3.2 Solution Options Analysis

Envestra has made certain assumptions in order to facilitate the evaluation of the
various solutions to meeting the new Core System FRC requirements. These are
as follows:

e No, or minimal, system changes to the Victorian FRC solution® in
developing the Queensland FRC solution.

e Envestra’s system will connect to other market participant systems in
accordance with a schedule to be agreed with other participants.

’ The architecture diagram was provided by Envestra during the meeting held on 11" May 2007.
® Envestra have prior experience, having implemented FRC for gas distribution networks in both
Victorian and South Australia.
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3.2.1

As part of Envestra assessing the available solutions, there is a demonstrated
emphasis on minimising the cost of solutions but not at the detriment of customer
service, quality or ability of Envestra to perform its functions as a Distributor.

Available solutions
Three options were presented in the Submission:
e Option 1: Make a ‘copy’ of the VIC FRC solution

e Option 2: Use the existing VIC FRC solution to manage both VIC and
QLD operations

e Option 3: Develop a new FRC solution for QLD which consisted of three
alternatives.

i.  Modify MOE (the old billing and metering system shared with
Origin Energy)

ii.  Custom build a new solution
iii.  Purchase and modify third party system Gentrack.

PB notes that Envestra had limited time to perform the options analysis, but
never-the-less it was sufficient to perform a high-level cost-benefit analysis of the
various options. Envestra had covered the three main options available to them
for providing an FRC solution which were, build a solution from scratch, upgrade
the existing solution, or purchase a pre-existing solution. Another option that is
sometimes considered is outsourcing the service to a third party. This usually
only applies to common services such as call centre services and given the
specific nature of the QLD FRC solution requirements this option would not be
available to Envestra.

PB agrees with the analysis performed by Envestra and the summary comments
regarding the costs and benefits of the various solution options provided in the
Submission. Specifically, Envestra were able to leverage internal experience of
the two previous implementations in Victoria and South Australia to optimise the
solution and minimise cost and duration of implementation. The QLD FRC
market operations are closely modelled on the VIC FRC market, which further
supports the idea of using a solution currently configured for VIC FRC market
operations.

For option 2, the suggestion of customising the existing VIC FRC solution to cater
for the QLD market would seem reasonable. However, the level of customisation
required to separate the functionality contained within the system would prove to
be more expensive than maintaining two separate instances of the solution. This
also avoids the potential issue of diverging FRC market requirements causing
conflict with shared code if the same system instance was used.

It is PB’s opinion that custom building a solution at a lower cost, in time for FRC
go-live would not have been possible. In addition to the skilled resources
required for such an activity, which are scarce and expensive, the length of time
to custom build a solution which includes market messaging and transaction
management functionality would be significantly longer than the time required to
implement a pre-existing solution.
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3.2.2

3.2.3

3.2.4

Project timeframe and prior experience

The timetable for the evaluation, design and implementation of the Envestra FRC
solution was compressed. A duration of 12-18 months for a project of this size
would be considered typical. The compressed nature of the project will
undoubtedly have had an impact on Envestra’'s ability to effectively evaluate
solutions, negotiate with vendors, design, build and test their final solution.

Envestra are implementing a similar solution to that which they have
implemented twice before in Victoria and South Australia. This provides the
advantages of knowing where the implementation is likely to be difficult or
complex, and being able to utilise staff with prior experience of implementing a
similar solution. These factors have been considered when assessing the
prudency of costs.

Manual vs. automated interfaces

In order to understand the type of interface required between the major system
components we must consider the data requirements, frequency and expected
volumes. This also provides an indication of the amount of effort and likely cost
to develop the proposed solution.

Previously, many internal business processes were handled manually by
Envestra staff. The extent of automatic system interfaces were kept to a
minimum for a number of reasons including data volumes, the shared nature of
the systems involved and the fact that there was no prescribed market
messaging requirement between Envestra and the only other market participant
(Origin Energy Retalil).

In terms of keeping system development costs to a minimum, manual interfaces
were considered as part of the Envestra solution analysis. The interface
requirements are characterised by the following issues:

e External market messaging requires a level of data item and data flow
accuracy that can only be reasonably achieved by automated messaging
interfaces.

e Internal interfaces would be impacted by the need to ensure data
synchronicity between internal systems and the remainder of the market.

e Certain market transactions such as acknowledgements and information
requests are covered by service level agreements which include tight
turnaround timeframes best achieved by automating the solution.

The volume of market messages combined with stringent FRC communications

protocols rules out the use of manual interfaces between the major system
components.

Outcome

Figure 3.4 presents an overview of the new FRC systems architecture, as
included in the Envestra Submission.
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Figure 3.4  Proposed FRC systems solution®
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The main changes from the pre-FRC architecture, as allowed for in the current
access arrangement are as follows:

e Cordaptix FRC functionality including, gateway and transaction manager

e Webmethods providing the Market Gateway, enabling Envestra to
communicate electronically with other market participants

e Site Manager to cater for MIRN to retailer assignment and MIRN
assignment to new metered delivery points

¢ Retailer billing to cater for multiple retailer billing.

Subsequent to providing QCA with the Submission, Envestra has made an

alteration to the above FRC ‘go-live’ architecture.

Envestra has decided to

replace the WMS and MMS systems with the Maximo (MX6) system. The
Maximo system will initially provide specific FRC functionality for the 1st July
2007 FRC go-live date. Additional, non-FRC related functionality will be added

later.

The IT systems being implemented by Envestra are widely used by gas and

electricity distribution businesses.

The architecture adopted by Envestra to

° Figure taken from the Envestra FRC Submission, dated 7" February 2007.
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enable FRC is very similar to the architecture used by other distribution
businesses to enable FRC.

It is the opinion of PB, for the reasons outlined above, that Envestra has selected
the most prudent overall solution to meet the requirements imposed by the
introduction of FRC in QLD. Specifically we consider that:

e Envestra has considered the correct range of solution options

Envestra has made best use of existing available systems from other
jurisdictions

e Envestra are sensibly automating processes and interfaces where manual
processing would not work well

e Envestra has carefully selected a solution that can be implemented in
time

e Envestra has adapted their response to take account of other more
efficient options that have become apparent during the implementation.
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4. CORE SYSTEMS — EXPENDITURE REVIEW
4.1 Submission
Envestra has made the following application, detailed in Table 4-1, in respect of
the capital and operating core system costs required to support the introduction
of FRC.
Table 4-1 Envestra FRC cost Submission — Core Systems
$m (Dec | 5005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | 1O
2006) Cost
Core System
Capex 9 1.4 2.5 12.9
Opex 1.8 1.5 1.5 1.5 6.3
AA Sub. -
Bill. Allow. (3-3) (3.3)
Sub Total 9.0° 3.2 (1.8)° 4.0° 15° 15.9
Note (a) - Figures have been changed™ to correct presentation errors made in the FRC
cost Submission.
4.2 Capital Expenditure Costs Review

Table 4-2 details the breakdown of capital cost components as included in
Envestra’s FRC cost recovery submission:

Table 4-2 Envestra FRC capital cost Submission — Core Systems

Key Cost Components (Dec$r;006)

General Project Management 3.0
FRC Transaction Manager 0.0
Meter Data & Network Billing 3.4
Business Process Management 0.6
AMS Modifications 1.3
IT Infrastructure 0.4
20% Contingency 1.7
Total 104
Upgrade Costs in 2009/10 2.5
AA Submission - Billing System Allowance (3.3)
Total Excluding AA Allowance 9.6

%11 the table provided in the Envestra submission, the totals in the columns did not add up correctly.
Envestra acknowledge that this was a typographical error and this error has been corrected in Table

4-1.
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The four main areas of new system requirements resulting from the introduction
of FRC are:

i.  Support of new data items — e.g. MIRN. Envestra will need to ensure
their business systems and processes are able to store and process new
data associated with operating in an FRC environment.

ii.  Support for market messaging for all industry business processes
involving the distributor role. The three main types of FRC market
participant, Retailer, Distributor and Market Operator (Vencorp) will be
communicating via defined electronic market messages. Envestra will
need to ensure its systems and processes are able to comply with the
requirements associated with the market messaging functionality.

iii.  The need for automated interfaces between internal systems. The
quantity of data being passed between various internal systems and the
need for data accuracy implies that Envestra are required to automate
internal interfaces as opposed to using manual means.

iv.  The need to introduce multi-retailer functionality. In the FRC market,
Envestra will be acting as a Distributor to more than one Retailer and
hence all processes and systems will need to support this functionality
e.g. Multi-retailer billing, retailer to MIRN allocation, change of supplier
processes.

The interfaces Envestra has proposed to build are as follows:
e Market Gateway to Cordaptix
¢ Maximo to Cordaptix via Cordaptix Gateway
e Site Manager to Cordaptix via Cordaptix Gateway.

PB agrees that the above interfaces are required as part of the overall FRC
systems implementation.

Envestra has provided a description and further breakdown of the main cost
components. These are discussed in the following sections.

General Project Management
Envestra will need to implement new systems and processes as part of preparing
for the introduction of FRC in Queensland. A part of any major IT systems
implementation project resulting from a change in business requirements will
involve a cost component for project management. Project management costs
typically include the labour component of project managers, project directors and
project support staff as well as costs associated with a project office.
This cost component is comprised of four main cost areas:

e General project management labour costs

e Pre-scoping and scoping phase costs

e Project office costs
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e Post-implementation clean up costs.

The labour costs vary greatly between vendor staff and internal staff. The vendor
rate of $1,400 per day was applied to 2 vendor project managers for a total of
240 days and to vendor supplied technical support of 120 days. This resulted in
a total of $504,000 for this cost component.

The labour rate of $1,400 per day for project manager level staff is consistent
with the charge-out rates of major system providers. Whilst these rates are not
made publicly available, and typically negotiated as part of a contract, a rate of
between $1,200 and $1,500 can be expected. The average labour rate per day
for the internal resources used in this cost component was approximately $493
per day. This value is consistent with average internal staff rates for system
implementation type work.

Based on knowledge and experience of similar systems implementation projects,
PB has estimated the time and cost considered reasonable for these activities. A
summary table comparing PB’s estimates for the major sub-components, with
those proposed by Envestra is presented in Table 4-3. According to this
comparison the number of staff days used for each cost component would also
appear reasonable for this size and type of system implementation project.

Table 4-3 General Project Management — Cost Analysis

Cost sub-component Envestra Submission PB Estimate

($ Dec 2006) FTE days Cost ($k) FTE days Cost ($k)
Pre-scoping and scoping - 451 - 250 - 500
Vendor PM 240 336 | 200 - 300 300 - 450
Internal PM 672 370 | 500 - 700 300 -420
Project Office support 360 143 | 300 -400 90 - 120
Technical Support — 120 168 | 100 - 150 120 - 180
Vendor

Technical Support — 120 66 | 100 - 150 60 —-90
Internal

Post Implementation - 530 - 350 - 550
Clean up

In response to the PB Final Report Revision 1.1 issued in July, Envestra
indicated that the costs surrounding the post implementation clean-up sub-
component are estimated to increase from $530,000 to $800,000; an additional
$270k. Envestra advise that this increase is the result of unforeseen additional
effort due to the short timeframe available to implement the FRC solution. No
detailed explanation or justification is provided by Envestra to support this
increase in expected effort. As Envestra has provided insufficient detail to inform
PB whether the additional cost is incremental or prudent, and the new total of
$800k falls outside this expected PB prudent cost estimate for this activity, PB
does not recommend that the additional $270k be approved by the QCA.

In addition to the General Project Management cost items that appear in the
comparative cost table above, Envestra include a number of other general cost
items (totalling $0.9 M) in the General Project Management cost category. These
additional minor cost items have been included in the General Project
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4.2.2

Management category although in some cases they are not directly related to
project management. The additional cost items include items such as the project
travel budget, recruitment costs, industry testing costs, project costs such as IT
infrastructure and workstation setup, and project office running costs. Each of
these costs appear to be reasonable for a project of this size and complexity.

Key Cost Components $m
(Dec 2006)

Envestra

General Project Management | 3.0

PB Recommendation
General Project Management | 3.0

Meter Data and Network Billing

The introduction of FRC does infer that a Distributor develops a system and
process solution which enables it to operate effectively. IT systems development
costs include functional design, technical design, programming development,
testing, systems configuration and various testing activities. In addition, the
existing data will need to be transferred to the new systems, a process known as
conversion or migration. For each new or modified business system, there is
also potential cost associated with the interfaces, manual or automatic, to existing
company systems which may or may not have been impacted.

Envestra have included the following FRC related project costs in this cost
component:

e System design, development, configuration and testing
e Data conversion

e Interfaces

e Environment support

e Staff costs such as delivery manager, Subject Matter Experts (SMEs) and
administrative support.

Vendor resources used are estimated at $1,400 per day. As above, this is
acceptable as a typical market rate. Internal resources are costed either at $550
or $680 per day.

The component items “Support & Administration” and “SMEs” are estimated at
$550 per day in the “Meter Data and Network Billing” component. These
components were estimated at only $320 per day in the “Project Management”
component, which is more consistent with PB’s expectations. The total amount
included in the submission at the $550 per day rate was $239,250. The
recommended, prudent total cost for these items at the $320 per day rate is
$139,200. This is $100,050 less than the amount proposed by Envestra.
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The use of 13 testers in this component does initially seem high given the size of
project and number of Envestra customers. However, given the compressed
project time-frame, it would seem reasonable that Envestra required more
resource in order to fully complete the testing requirements before the scheduled
FRC go-live date.

Aside from the number of testers, the allocation of number of days and resources
to the design, development, configuration and environment set-up/support sub-
components seems reasonable for a project which involves implementation of
company wide systems and business processes and market messaging. As with
the previous component, PB has made estimates of the time and costs
associated with each sub-component and a summary of the analysis is presented

4.2.3

in Table 4-4.

Table 4-4 Meter Data and Network Billing — Cost Analysis
Cost sub-component Envestra Submission PB Estimate
($ Dec 2006) FTE days | Total Cost | FTE days | Total Cost

(k) ($K)
Design — Vendor 140 196 | 120 - 200 144 — 240
Design — Internal 220 121 | 150 -250 90 - 150
Development — Vendor 240 336 | 200 -300 240 - 360
Data conversion - 768 - 500 - 800
Configuration — Vendor 60 84 50 - 100 60 — 120
Configuration - Internal 300 204 | 250 - 350 150 — 210
Testing 1,050 613 1,000 — 600 — 720
1,200

Environment support - 100 140 75 —-150 90 -180
Vendor
Environment support — 360 245 | 240 -480 144 — 288
Internal
Delivery manager 180 122 | 180 - 240 108 — 144

Aside from the specific items mentioned above, the Envestra estimates of time
and costs fall within the reasonable range anticipated by PB.

Key Cost Components $m
(Dec 2006)

Envestra

Meter Data and Network Billing | 3.4

PB Recommendation

Meter Data and Network Billing | 33

Business Process Management

The introduction of FRC impacts the majority of business processes carried out
by Envestra. An essential part of successful system implementation projects is
the integration of new or revised business processes with business systems. The

Envestra Gas FRC Queensland
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4.2.4

Envestra solution relies upon a gateway between the main internal systems to
translate data and co-ordinate data flows to assist in the management of
exceptions. These automated activities support FRC related business
processes.

This component includes the design and development costs for the Cordaptix
gateway. Given the key nature of this component, and the vendor’'s experience
with this type of implementation, it would make business sense to rely on the
vendor for the majority of the effort involved. SPL, as the provider of the
Cordaptix solution would be able to utilise its own staff familiar with the previous
two FRC implementations in SA and VIC. Envestra, as an important multi-site
customer of SPL, would be in a position to negotiate competitive rates for the
vendor supplied resources. The overall cost seems reasonable given the
complexity and importance of this component’s functionality.

PB considers the proposed Business Process Management costs of $ 0.6m to be
prudent and efficient incremental costs.

Key Cost Components $m
(Dec 2006)

Envestra

Business Process Management | 0.6

PB Recommendation
Business Process Management | 0.6

AMS (Asset Management System) Modifications

In order to support FRC, Envestra is required to modify its existing AMS systems
which contain meter related data. As well as additional data items, increased
system functionality is required to support FRC market messaging and related
business processes. This component includes the costs of providing the Meter
Management System and Site Manager.

Envestra has changed the proposed solution since providing the February 2007
Submission to QCA. The original solution contained in the Submission proposed
modifying the existing AMS system, Maximo (MX4). This proposal was changed,
as MX4 was deemed unsuitable as it is nearing the end of its useful life. The
revised plan is to replace MX4 with a newer version, Maximo MX6. Envestra
believe they will be able to implement enough of the MX6 solution to provide the
requisite  FRC functionality by the FRC go-live date. In PB’s opinion,
implementing MX6 prior to FRC go-live is more logical than modifying MX4 now
and then later replacing MX4 with MX6. Envestra advise that the cost of
implementing MX6 now is less™ than the alternative of modifying MX4 now and
later implementing MX6. The overall cost of implementing MX6 is in line with the
Access Arrangement estimate. As the new proposal to implement MX6 will result
in an overall cost saving, PB recommends that the revised cost of implementing
MX6 should be included in the FRC cost recovery.

" The cost saving as a result of implementing MX6 now is discussed in 4.2.10.
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4.2.5

4.2.6

Key Cost Components $m
(Dec 2006)

Envestra

AMS Modifications | 1.3

PB Recommendation

AMS Modifications | 1.3

IT Infrastructure

This component contains forecast IT hardware expenditure costs including
additional CPU, memory and disk costs for the Cordaptix development and
production server.

e $115k for the development server consisting of 4 x CPU, 4 GB memory
and a 300 GB disk.

e $140k for the production server consisting of 4 x CPU, 4 GB memory and
a 600 GB disk.

These costs appear consistent with a project of this nature and PB considers the
proposed cost to be a prudent and efficient incremental cost.

Key Cost Components $m
(Dec 2006)

Envestra

IT Infrastructure | 0.4

PB Recommendation

IT Infrastructure | 0.4

Contingency

Envestra has included a 20% or $1.7 million contingency on the capital
expenditure cost components in their FRC submission.

IT project contingency is commonly used to allow for unforeseen expenditure
items, project delays, changes in system requirements, all of which are common
occurrences in projects such as the one Envestra are undertaking. The amount
of contingency should be affected by the following factors:

e Total cost of project

e Scope uncertainty

e Experience of internal and external staff (vendors)

¢ Availability of resources

e Duration of the project.
A project with negative contingency factors on all of the above may use a high

amount of contingency of around 20% of the total capital cost. A company
undertaking a project with lower risk factors would maybe use a 5% contingency.
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The Envestra FRC project is characterised by the following points:

e Envestra has completed an FRC introduction project twice before using
similar systems with similar requirements in Victoria and South Australia.

e The project time frame was shortened from an ideal of 12 months to just
over six months.

e Internal and external staff are familiar with systems and business
requirements.

e Project scope was fairly well defined since the Victorian FRC model was
the template for the Queensland market.

Given the above points, the level of unknowns or uncertainty should be relatively
minimal and as such the level of contingency should be minimal.

As the system implementation progresses the level of contingency required will
reduce as forecast costs become actual costs. Envestra is well advanced in the
implementation of the systems required for FRC. This report is being prepared at
a time when nearly all of the cost is known and, as more time passes, the amount
of cost uncertainty reduces. Since Envestra made their cost pass-through
application, a number of changes to the intended approach have been made.
Envestra has not advised PB of any increase in anticipated system
implementation cost but Envestra has advised of some areas where the costs of
implementation are lower than originally anticipated.

PB understands that this report will be used by the Authority to assist with the
determination of a cost pass-through amount. The process for making this
determination is for the Authority to make a draft decision, to consider comments
on the draft, and then to make a final decision. By the time the draft decision is
made Envestra will have largely completed IT system implementation so there
should be very little uncertainly about the costs. That is, the level of contingency
required will be negligible.

In summary, PB considers that there is no evidence that a large contingency for
this project is required and, as the project implementation progresses, the level of
required contingency will reduce. Further, if there is some unexpected
expenditure that arises during the latter part of the systems implementation then
Envestra will have an opportunity to identify that expenditure in response to the
draft decision. Given this, PB recommends that no contingency be allowed for in
the FRC cost Submission as at this time PB is unable to recommend such a
contingency as being prudent and efficient incremental expenditure.

In response to the PB Final Report Revision 1.1 issued in July, Envestra
proposed that PB amend their report to include contingency for additional post
implementation clean-up activites and Telemetry contingency. PB has
considered each of these components in Section 4.2.1 and Section 5.3.2
respectively.
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Key Cost Components $m
(Dec 2006)

Envestra

Contingency | 1.7

PB Recommendation
Contingency | 0.0

4.2.7 Access Arrangement Allowance

As indicated in Section 4.1, Envestra has deducted a value of $3.3 million for a
QLD billing system from the FRC cost submission, indicating that this had
previously been allowed for in the Access Arrangement.

The total allowance made in the Access Arrangement was expenditure of
$5.7 million (nominal) in the 2008/09 regulatory year. (This equates to $5.4
million in $2006.) This sum was included for the upgrade of existing distributor
systems including the implementation of Cordaptix and Maximo. Since Envestra
made the initial submission, they have advised that they will now upgrade and
implement both Cordaptix and Maximo as part of the FRC systems upgrade.

At the time of the Access Arrangement, it was Envestra’s best estimate that the
Capex amount of $5.4 million would provide for the necessary systems upgrade
to support the distributor function in the forthcoming regulatory period.
Theoretically, we could assume that this expenditure related only to systems
required pre-FRC and therefore this report would only be interested in
expenditure over and above that allowed in the Access Arrangement. However,
even at the time of the Access Arrangement it was clear that Envestra were
sensibly planning for FRC. The Final Decision of QCA on Envestra’'s Access
Arrangement states, in relation to IT capital expenditure, that:

The new system would also provide improvements in the ring-fencing of
commercial information and the data management needs associated with full
retail contestability.

As it transpires, Envestra has purchased an FRC ready packaged solution that
incorporates the functionality originally intended at the time of the Access
Arrangement as well as the additional functionality identified to enable FRC. As a
result, it is not possible to simply itemise the additional FRC functionality costs
from the non-FRC functionality base costs.

The capital expenditure now proposed by Envestra for FRC pass-through
includes all the systems that were originally planned during the Access
Arrangement™?. In the absence of this ability to split the system costs into non-
FRC and FRC related, and the integrated manner that systems are now being
implemented we consider that an appropriate approach is to determine the cost
of implementing both FRC and non-FRC systems and to deduct the amount
allowed in the Access Arrangement.

12 With the exception of a minor amount of $m 0.1 in 2010/11
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PB recommends the full amount of the allowance ($5.4 million in $2006) included
in the Access Arrangement be deducted from the total FRC cost included in the
Submission.

In response to the PB Final Report Revision 1.1 issued in July, Envestra
submitted that the implementation of FRC required Envestra to bring forward the
implementation of billing and works management systems. PB agrees with this
submission and the costs of these systems are assessed and discussed in
Sections 4.2.1, 4.2.2, 4.2.3, 4.2.4, 4.2.5, and 4.2.10 of this report. Envestra
further submit that the costs of upgrading the billing system in 2009/10 and
replacing the GIS should be included in the costs of FRC. For the reasons given
in Section 4.2.8, and 4.2.9 of this report, PB does not agree that the costs of
upgrading the billing system or replacing the GIS should be included in the costs
of FRC.

Cordaptix upgrade

Envestra has allowed for a $2.5 million Cordaptix upgrade in 2009/10. The
product upgrade becomes available in 2009/10. However Envestra has indicated
that the vendor plans to provide limited support of the previous versions of
Cordaptix until 2012.

The Submission indicates that this has been included as an additional capital
cost, required to ensure the product continues to support the core Cordaptix
system which supports the non-FRC related and FRC related industry
requirements.

It would be difficult to estimate the impact of the change in product architecture
and the potential date at which an upgrade should be made. The decision to
upgrade would be impacted by such variables as:

e Cost of the upgrade

e Extent and cost of vendor support for the current version
e Functionality offered by upgrading

e Potential to support system in-house

e Availability and cost of supporting hardware

¢ Availability and cost of alternative solutions.

Upgrades are an inherent part of IT system ownership and should be pre-empted
when making strategic company wide IT system decisions based on the total cost
of ownership. Vendors typically support previous versions of their products for a
number of years following the introduction of new product versions. Vendors rely
on a steady income stream provided by the support of previous versions.
Release dates for new product versions are rarely set in stone and have a
tendency to move or to be staged over a number of releases. These
considerations add to the uncertainty surrounding the need for and optimal timing
for upgrading.

Considering that the useful life of system solutions can be estimated at between
5 to 8 years, and that the current version of Cordaptix should be able to support
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Envestra through the current Access Arrangement period, PB suggests that
Envestra wait to determine the future path of its IT strategy instead of committing
to an upgrade that it may not require.

In order for the upgrade expenditure to be allowed PB must be satisfied that the
cost is both prudent and incremental. Cordaptix is the main Envestra IT system
supporting the majority of pre-FRC operations and the new FRC requirements. It
is not possible to define all or any of the upgrade cost as incremental in terms of
specifically relating to costs required to be FRC compliant since Envestra
systems are already FRC complaint at the time of writing this report.

Envestra may well upgrade the version of Cordaptix to a completely
architecturally different version in 3 or 4 years time, but PB recommend that this
planned maintenance be dealt with as part of the normal treatment of capital
expenditure under the Access Arrangement as opposed to including it in the
costs of preparing for the introduction of FRC.

Given the uncertainty regarding the incremental nature of the cost, the time that
this proposed expenditure will be necessary and the probability that an
appropriate level of support will be available beyond the current regulatory period
we consider that it would not be prudent to include the amount of $2.5 million in
2009/10 in the FRC pass-through costs.

GIS upgrade

Since making the original FRC cost pass-through submission, Envestra has
requested™® that an upgrade of the GIS system be allowed for in the FRC costs.
This is in addition to the costs of modifying the current GIS system to support the
introduction of GIS. The new GIS system would incorporate the Site Manager
originally proposed as part of the FRC system implementation. The GIS system
upgrade was not originally included in the Submission, the Site Manager was
included. The reason given for replacing the GIS system is that Envestra now
believe that the support of the current GIS system, which will be used as part of
the FRC go-live solution, will not receive the same level of support by the vendor
post 2008/09.

In assessing the prudent nature of these costs, PB is required to determine
whether proposed costs are incremental i.e. can be specifically attributed to the
introduction of FRC. We consider that the replacement of GIS due to a change in
support priority of the system vendor is not attributable to FRC i.e. if the GIS
system does need to be replaced, it is unrelated to the introduction of FRC.

PB recommends that no expenditure be allowed for the GIS upgrade as this is
not an efficient incremental cost of the introduction of FRC. PB believes that the
appropriate recovery mechanism is for Envestra to seek recovery through the
standard Access Arrangement mechanism if and when they choose to upgrade to
a different solution.

* The cost of a GIS replacement was included in information provided to PB on 11 May 2007 in a
document titled QLD FRC PROJECT - APRIL 2007 UPDATE.
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4.2.11

Other

During the meeting held with Envestra on the 11th May 2007, Envestra advised
of a reduction in the overall Capex cost of the Core system compared with the
estimates included in the Submission for the following reasons:

e Hardware cost reduction due to reduced memory & processor
requirement

e Vendor resources were able to be replaced by experienced contractor
resources, at lower rates

e Project office running costs leveraged existing agreements

e Travel cost reductions due to increased number of state based
contractors.

These proposed changes to the original submission result in lower overall capital
expenditure. We consider they are prudent and should be included in the
calculation of FRC pass-through costs.

Subsequent to the meeting on 11th May 2007, Envestra further advised that the
installation of Maximo (discussed above in AMS (Asset Management System)
Modifications) will continue beyond the FRC start date and the revised
submission only included capital expenditure to implement a basic system ready
for FRC. The additional expenditure required to complete the installation of
Maximo is $800,000 in 2007/08. The total cost of the Maximo installation is in
line with the estimate prepared during the Access Arrangement.

PB considers that the proposed amount to implement Maximo, including the
$800,000 in 2007/08 is prudent.

PB Proposed Core Systems Capital Cost Summary

The table below summarises the PB recommended Core System Capex.

Table 4-5 PB Proposal for Core System Capital Expenditure

Key Cost Components Envestra PB

($ Dec 2006) $m $m
General Project Management 3.0 3.0
FRC Transaction Manager 0.0 0.0
Meter Data & Network Billing 3.4 3.3
Business Process Management 0.6 0.6
AMS Modifications 1.3 1.3
IT Infrastructure 0.4 0.4
20% Contingency 1.7 0.0
Subtotal 104 8.6
Upgrade Costs in 2009/10 25 0.0
Envestra Identified cost reductions (1.2) (1.2)
Completion of Maximo 0.8 0.8
Subtotal 125 8.2
AA Submission - Billing System (3.3) (5.4)
Allowance

Total 9.2 2.8
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4.3

4.4

In summary, PB considers that expenditure of $8.2 million (excluding
contingency) is a prudent amount to implement FRC related systems. As the
FRC systems to be implemented include all the functionality that Envestra
intended to implement prior to FRC, we further consider that the amount of $5.4
million included in the Access Arrangement should be deducted from the total
FRC capital expenditure.

Core Systems Capital Depreciation Period

The nature of the capital expenditure proposed by Envestra is primarily for major
IT systems. Envestra is proposing' a five-year depreciation period for these
assets.

IT systems are short life assets compared with the typical gas distribution assets.
Factors that contribute to the rapid obsolescence include:

¢ Vendors release new versions with significant additional functionality

e Vendors increase the price of support for old software versions or decline
to support old versions to encourage the sale of new software

e |IT hardware evolves so that old software becomes incompatible with
latest hardware or operating systems

Entire IT systems are typically replaced between five and ten years. In the
Access Arrangement information, Envestra indicated that the economic useful life
of IT assets and Telemetry was 10 years. Economic lives of major IT systems for
tax depreciation purposes are typically set between 7 to 10 years. Given the
nature of Envestra’s gas business and frequency with which companies can be
expected to replace entire IT systems, PB considers an economic useful life of at
least 7 years for the Envestra FRC core systems. As 10 years has previously
been accepted as the economic life of major IT systems for Queensland gas
distributors, and 10 years is within the typical tax depreciation range, PB
considers that depreciating the IT capital expenditure over 10 years is
appropriate.

Operating Expenditure Costs Review

Table 4-6 details the breakdown of operating costs as included in Envestra’s FRC
cost recovery submission:

Table 4-6 Envestra FRC operating cost Submission — Core System

Cost Category ($m Dec 2006) | 2007/08 | 2008/09 [ 2009/10 [ 2010/11 | Total

Staff 1.1 0.8 0.8 0.8 35
IT & related costs 0.3 0.3 0.3 0.3 1.2
Administration & other 0.4 0.4 0.4 0.4 1.6
Total 1.8 15 15 15 6.3

Envestra Gas FRC Queensland September 2007 4-25



PB Associates Envestra FRC Cost Recovery
Review

Currently there are 20 staff working for Envestra in the pre-FRC market. These
are split into the following teams:

e 8 operations Full Time Equivalents (FTE's) (Field work, data entry, costs
and payments)

¢ 5 asset management FTEs (GIS and asset performance)

e 1 customer connection FTE (Address details entry and MIRN allocation)
e 4 maintenance FTEs (Meter and service performance analysis)

e 1 billing FTE (Aggregation, reconciliation, billing)

e 1 engineering FTE (Resource assignment, data entry and dispatch)

Envestra includes an additional 7 FRC requirements related FTEs in its
Submission for FRC costs relating to its Core Systems. These include:

e 1 metering team FTE

e 1 billing team FTE

e 2 transaction monitoring team FTEs

e 2 IT system support FTEs

e 1 site connection, administration and co-ordination FTE

The breakdown of the staff sub-component is as highlighted in Table 4-7:

Table 4-7 Envestra FRC staff costs - Core System

- Annual wages / Total
Staff Type Quantity staff mem%er
($ Dec 2006) ($ Dec 2006)

Metering 1 $100,000 $100,000
Billing 1 $100,000 $100,000
Transaction Monitoring 2 $100,000 $200,000
IT System Support (1) 1 $128,000 $128,000
IT System Support (2) 1 $143,000 $143,000
Site connection administration 1 $100,000 $100,000
& Co-ordination

Total 7 $671,000 $771,000

Wages include on-costs representing 28.1% of the total, which include the
following:

e 5.3% payroll tax

e 8.5% annual leave

 The tariff models that accompanied the Envestra cost pass-through submission use straight-line
depreciation of 20%.
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e 2.5% long service leave
e 10.8% superannuation
e 1% workers compensation

The proposed wages and on-costs are comparable to wages and on-costs in
other utilities.

In addition to the above staff costs, in the first year of FRC introduction, Envestra
has allowed for a “bedding-down allowance” of $385,500. This has been
calculated by allowing half the annual staff allowance, or in other words, the full
annual staff allowance for six months. As per the submission:

“...additional staff would be required in the first few months of FRC in order
to assist with initial churn and teething problems. This temporary team
would assist FRC operations until systems have ‘bedded-down’...”

Envestra has allowed for a “bedding-down” period of 6 months. PB would have
expected 3-6 months of bedding-down during which time, any system issues
would be resolved and staff would become accustomed to the new systems and
processes. PB considers the 6 months to be at the high end of the expected
range, given the complexity and scale of the implementation. Over the course of
the “bedding-down” period, PB would expect the number and scale of any issues
to diminish. Major problems would be resolved and existing staff would adjust to
the new systems and processes. PB would expect that 100% of the proposed
bedding-down resources would be required in the first 3 months, and then only
50% of the proposed level of resources should be required for the final 3 months.
PBs recommended allowance is $289,125.

Envestra does not provide a quantitative justification to support the additional
labour requirement other than to suggest the types of activities the individuals will
be doing. Envestra maintain that the additional 7 FRC staff will be required over
and above the 20 FTE already working for Envestra in the pre-FRC market.
Envestra has indicated that some existing staff will be performing pre-FRC tasks
which do not exist post-FRC or will be changed by the introduction of FRC, and
hence will be re-deployed to do FRC tasks. The additional 7 staff are required to
cater for the increase in workloads introduced into some processes by the
introduction of FRC.

It is clear that new resources will be required to manage both the electronic
transactions and exceptions that can be produced as a result of implementing the
FRC solution. It is also clear that the new IT systems will require specific support
due to the level of configuration and process complexity underlying the FRC
solution. The billing aspect of Envestra’s distributor role will be complicated with
the requirement to issue bills to a number of retailers and to communicate
transactions associated with billing via a market messaging system, hence an
extra FTE in this department can be justified. In the same way it is reasonable to
expect the metering function to be complicated by the introduction of automated
internal system interfaces and market messaging.

There is an increased workload expected from the exposure to internal and
external data transactions in the Envestra FRC solution. PB would expect an
industry wide learning period for the appropriate use of market messages and
data within these messages. This learning period will result in an initial increased
transaction related workload for between six months to one year. Envestra have
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included 2 transaction monitoring FTEs to manage internal and external
transactions in their Submission. PB considers that 2 transaction monitoring
FTEs will be required for the initial year of FRC, but this will reduce after the initial
learning period so that only one FTE will be required after the first year.

The number of new customer connections will not necessarily be increasing due
to the introduction of FRC. PB does not see any justification for an additional
customer connection FTE. PB can appreciate that the business processes
surrounding the role may have changed, but not to the extent that one additional
resource is required to manage the function. Electronic FRC transactions relating
to the process may cause an increased workload but these should be able to be
absorbed by the additional FRC transaction monitoring FTEs as well as the
existing customer connection FTE.

In response to the PB Final Report Revision 1.1 issued in July, Envestra maintain
that the two customer connections FTE and two transaction monitoring staff are
still required as per the original submission, and hence that the costs are prudent
and incremental. In their response to the PB Final Report Revision 1.1, Envestra
provided no new justification of the incremental and prudent nature of these
costs. Consequently PB has not changed it's conclusion of the number of
additional FTEs required as a result of FRC.

Envestra has provided details of the cost components included in the
“Administration & Other” category. These cost components can be summarised
as Market related costs, Office related costs, Training costs and Ombudsman
related costs.

The Market related costs, which relate to the payment of annual market fees,
participation in market industry committees, market board attendance and market
audits, are clearly FRC related and appear reasonable. The Office costs
proposed by Envestra are $102,000 per year. This equates to 15% of proposed
labour costs for the additional 7 staff. As PB considers that there is only
justification for 6 additional staff this component could be proportionally reduced
to $86,000 per annum.

Training costs are proposed by Envestra at $79,000 per annum for 10 days per
annum. The cost of staff training time is already included in the labour costs,
therefore this proposed cost is only the external cost of providing training. The
cost proposed by Envestra is approximately 12% of labour cost. Typically,
training costs are only a few percent of labour costs. PB would expect external
training costs to be no greater than 5% of labour cost and therefore consider that
a reasonable provision would be $29,000 per annum™. In response to the PB
Final Report Revision 1.1 issued in July, Envestra advised that the training cost
of $79,000 per annum included the cost of backfilling positions during training. It
is normal practice to backfill positions during training and this is generally
achieved by redirecting staff from other areas of an organisation for the duration
of the training. As the redirection of staff to backfill positions during training is
included in the existing cost base and it is unlikely that Envestra will employ
additional external staff to backfill during training, we consider that the Envestra
will not incur additional costs to backfill positions during training. We therefore
consider that a reasonable provision for training would only include the external
training cost of $29,000 per annum.

'> Based on labour costs of $571,000 per annum.
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4.4.1

4.4.2

Envestra has proposed $93,000 per annum for ombudsman annual fees and
management costs and an additional $5,000 for an ombudsman joining fee in
2007/08. PB's initial view was that there does not appear to be a direct FRC
related obligation on Envestra to join the ombudsman scheme. However, in
response to the PB Final Report Revision 1.1 issued in July, Envestra provided
additional information including a letter from the Energy Ombudsman that directly
relates the introduction of the Energy Ombudsman scheme to FRC. We have
therefore revised our view and now consider that the costs associated with the
ombudsman scheme are related to FRC. The costs proposed by Envestra for
ombudsman fees and management costs appear reasonable.

Operational Cost Savings

Envestra advise that they currently incur costs of $24,000 per year relating to
shared use of MOE (the old billing and metering system shared with Origin
Energy). The impact of not using this system post-FRC introduction is a
reduction in cost of $24,000 per annum. The Access Arrangement assumes that
this cost saving occurs from 2007/08 due to the then planned implementation of
Cordaptix in 2006/07. As this cost reduction is already anticipated in the Access
Arrangement PB does not recommend any adjustment be made to operational
costs.

Envestra has presented operational costs in a form that anticipates any cost
reduction associated with new systems. We reviewed these costs and did not
identify any areas where operational costs reductions might be made, other than
the reduction in costs identified in the paragraph above.

PB Proposed Core Systems Operational Cost Summary

In summary, the table below shows the Envestra submission for core systems
operational expenditure and the amount which PB considers to be prudent.

Table 4-8 PB Proposed Core System Operating Expenditure

Cost Category ($k Dec 2006) | 2007/08 | 2008/09 [ 2009/10 [ 2010/11 | Total

Envestra submission

Staff 1.1 0.8 0.8 0.8 3.5
IT & related costs 0.3 0.3 0.3 0.3 1.2
Administration & other 0.4 0.4 0.4 0.4 1.6
Total 1.8 15 15 15 6.3

PB recommendation

Staff 0.9 0.6 0.6 0.6 2.7
IT & related costs 0.3 0.3 0.3 0.3 1.2
Administration & other 0.3 0.4 0.4 0.4 1.4
Total™ 1.5 1.3 1.3 1.3 5.3

'® Totals may not add due to rounding
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4.5

Project Cost Benchmarking

An additional tool available to assess the prudent nature of the costs included in
the Envestra submission is comparison with like projects. Included in the
Envestra submission is justification of the QLD expenditure compared with the
recent VIC and SA implementations. We evaluated the use of other benchmarks
but due to large variations in customer numbers between Queensland and other
jurisdictions there is little to be gleaned from this. We consider that the other
Envestra FRC implementations that involve very similar IT systems provide the
most useful benchmarks. Table 4-9 highlights some of the headline components
of the FRC projects.

Table 4-9 FRC project benchmarks

Comparator Envestra QLD ® Envestra VIC " Envestra SA °
Envestra PB EESTE R P d Per Per
proposed Recommend cusﬁg:ner peerct?urrs"tTc])?er customer customer

Number of | - 75 ;75 498,008 371,262

customers

Total FRC $12.9m $8.6m $169 $113 $20.4m $41 $28.0m $75

Total FRC

Opex per $1.5m $1.1m $20 $14.4 $4.3m ¢ $9 $5.0m $13

Number of e e e

ERC ETEs 7 9.2 26 5.2 41.5 11.2

@ Taken from Envestra’s QLD FRC Submission ($ Dec 2006)

» ESC allowed expenditure ($ 2003)

© ESCOSA allowed expenditure ($ 2004)

?Sourced from diagram 5 of the Envestra QLD FRC Submission
¢ Per 100,000 customers

The capital cost of implementing the FRC solution is less than the totals allowed
in Victoria and South Australia however, the capital cost per customer is
considerably higher. A lower total cost is expected due to the smaller size of the
Envestra QLD distribution business compared with Victoria and South Australia.
The cost per customer is not expected to be similar to other jurisdictions due to
some components of the costs being fixed.

FRC operating expenditure per customer increases with reducing numbers of
customers. This reflects the fact that a proportion of operating expenditure is
fixed. For example, if two billing FTEs are required to support a customer base of
100,000, you would not necessarily require two further biling FTEs for a
customer base of 200,000. Similarly, you would not need to double the amount
of office space required for a distributor’s offices, whose customer base is twice
the size of another.

The number of FTEs per 100,000 customers is similar in Queensland and South
Australia, but much lower in Victoria. We can see no obvious reason for the
discrepancy between Victoria and SA.

The capital and operating cost benchmarks shown in the table do not identify any
unexpected areas of difference between the jurisdictions. The PB recommended
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Opex and Capex per customer in Queensland is expected to be higher than that
in South Australia or Victoria as some costs will not vary in proportion to the
number of customers supplied.
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FRC TELEMETRY/INTERVAL METERING - EXPENDITURE REVIEW

5.1

511

51.2

Background

Envestra has proposed capital expenditure to make changes to the Central
system used to read and store interval data, to develop a Delivery Point Registry
to maintain data related to interval metering sites, and to provide telemetry
systems at sites that consume greater than 10 TJ per year. Operating
expenditure has been proposed to maintain and manage interval data, and to
maintain and manage the telemetry systems installed at customer sites.

The Capex and Opex proposed by Envestra is shown in the table below.
Envestra propose this expenditure to meet the requirements of the sites that
require interval metering, including some expenditure to provide capacity in the
systems for future additional interval meters. Expenditure related to the changed
processes and data transfer related to non-interval meters is included in the non-
core systems.

Table 5-1 Envestra FRC Cost Submission — FRC Telemetry/Interval

Metering

$m (Dec Total
2008) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost

FRC Telemetry/Interval Metering

Capex

0.1

0.9

0.3

0.1

14

Opex

0.1

0.4

0.7

0.8

0.7

0.8

3.6

Total

0.2

1.3

1.0

0.9

0.7

0.8

5.0

Current obligations

Envestra currently uses a SCADA system to control and monitor the network, and
to collect metering data from the installed interval meters. Envestra presently has
16 customers with interval meters installed'’. In addition to these customer
meters, there will be data collected from gate stations. Envestra collects the data
from these meters and provides it to the retailers.

FRC Obligations

There are significant changes to obligations under FRC. These affect systems
and processes and will result in additional effort for Envestra.

Envestra is obliged to install interval metering equipment on all customers who
consume more than 10 TJ per annum within 2 years of market start. This will
result in the installation of telemetry at an additional 58 sites.

" Envestra reports that the total number of sites requiring telemetry is 74 and the number to be
installed is 58.
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5.1.3

5.2

Envestra is obliged to collect the interval data from these meters and to provide
customer interval meter data along with gate station interval data to the market
operator.

Impact of FRC

Envestra intends to develop and expand the existing SCADA system to enable
FRC. This will add capacity to a system that is primarily designed to monitor and
control the network. In addition, a new delivery point registry and metering data
and workflow management database will be developed.

Telemetry will be installed on the remaining 58 sites where consumption is
greater than 10 TJ over the two years from 1 July 2007.

New processes will be required to schedule and monitor daily collection and
dispatch of data, to maintain telemetry equipment on sites and to ensure that
metering systems have correct standing data and are operating correctly.

Telemetry Cost Review

There are a number of FRC obligations that require Envestra to make changes to
systems and processes related to interval metering data. Therefore, some level
of additional expenditure will be required. However, there are only a small
number of customers with interval meters and therefore a prudent operator would
consider the cost impact on customers resulting from these new and changed
requirements.

Envestra has proposed expenditure in a number of areas. In the table below PB
has taken the expenditure proposed by Envestra and allocated it into categories.
The proposed expenditure in each category has been summated (over the 5
years for capex items and over 4 years for opex items) and divided by the
number of interval meter customers, and annualised. The purpose of this table is
to provide an indication only of the relative cost of the components. The analysis
takes no account of the cost, or time value, of money.

Table 5-2 Telemetry Indicative Component Costs
ltem Total Annualised Annual
Expenditure Expenditure $/customer
($k Dec 2006) ($k Dec 2006)
Capex items over 5 years
Central system capex 700 140 1,890
Interval metering telemetry 700 140 1,890
(submission)
Interval metering telemetry 145 29 500"
(revised)®
Opex items over 4 years
Telemetry maintenance? 1,120 280 3,780
Operations & 660 165 2,230
'8 Includes only the cost of telemetry on sites yet to be installed.
19 For each of the 58 customers yet to be installed
%2 Based on both installation/maintenance fitters and one half of the engineer
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5.3

53.1

5.3.2

administration®!

IT maintenance and upgrade 440 110 1,490

The largest cost component is telemetry maintenance, followed by operations
and administration. The smallest cost component is the revised annual cost of
providing the interval meter telemetry equipment. Each of these cost
components is significant and worthy of detailed investigation.

Telemetry Capital Expenditure Review

Central System Capital

Envestra are proposing expenditure of $0.7M for the central system, a
breakdown of this expenditure is detailed below.

Table 5-3 Envestra Proposed Telemetry Central System Costs

Central System Key Cost Components $m
Project Management & Documentation 0.10
Metering Data & Workflow Management Database 0.15
Metering Data Interrogation (CITECT Upgrade) 0.10
Delivery Point Registry 0.25
Disaster Recovery Equipment 0.10
Total 0.70

PB considers that the Central System is required if Envestra is to reliably and
accurately deliver interval data.

An alternative to the development of the Central System would be to continue
using the existing SCADA system to collect interval data, and to use semi-manual
processes and spreadsheets to perform functions such as the delivery point
registry. This approach has two difficulties. Firstly Envestra advises that the
SCADA system was not designed for interval meter data management. This is
typical of SCADA systems. Increasing the number of interval meters processed
by the SCADA system without enhancing the system might put at risk monitoring
and control of the network. Secondly, the use of semi-manual processes and
spreadsheets leads to mistakes and errors. These errors will affect the operation
of the market and have a cost impact on participants other than Envestra.

The cost for development of the central system appears reasonable. The cost of
each of the components is comparable with similar IT system developments;
therefore, PB recommends that this cost be accepted as a prudent and efficient
incremental cost of FRC introduction.

Interval Meter Telemetry Capex

Envestra initially proposed expenditure of $9,450 per site to install the necessary
equipment required to remotely read meters. This was based on the installation

*! Based on half of the proposed engineer plus 1.5 administration officers
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of correctors at each site, a power source, data collection and storage equipment
and communications equipment. Since the original submission Envestra has
sourced alternative equipment at a proposed cost of $2,500 per site.

The original submission included the installation of correctors on each site and
the revised submission does not include correctors. Generally, correctors are
only considered necessary on sites with consumption approaching 100 TJ. As
the customers to be metered generally have consumption below this threshold
PB supports the omission of correctors.

The use of comparative costs from other jurisdictions to evaluate this expenditure
is difficult as changes in technology, volumes and experience with the equipment
will result in different costs in different jurisdictions. In NSW, Alinta Gas Networks
publishes the prices of on-site data and communication equipment. The annual
charge per delivery station for this service is $950. This includes the cost of
providing and maintaining the equipment. The equivalent Envestra cost taken
from Table 5-2 is the cost of Interval metering telemetry (capex) and the
telemetry maintenance which totals $4,280.

Using the NSW annual charge per delivery station, and making some estimates
of asset life and maintenance cost in NSW, PB estimated the capital cost of
equipment installed in NSW to be in the range $1,400 to $3,300. The revised
capital cost proposed by Envestra is near the middle of this range. PB therefore
considers that the revised capital cost of telemetry equipment is prudent.

Envestra advise that 18 sites over 10 TJ/year have already had telemetry
equipment installed?’. There is a minor discrepancy between this number and
the total number of sites that now require telemetry. There are a total of 74 sites
that require telemetry. Of these, Envestra advise that their intention is to install
telemetry equipment on 58 sites. On this basis, there should only be 16 sites that
already have telemetry installed. In the summary table below, we have assumed
that Envestra has already installed telemetry on 16 sites at a cost of $15,000 per
site?® and that 8 of these were installed in 2005/06 and 8 in 2006/07. We further
assume that these costs have not been included in the asset base used in the
Access Arrangement.

In response to the PB Final Report Revision 1.1 issued in July, Envestra advised
that approximately 50% ($0.5M) of the total FRC Telemetry solution was still to
be implemented and Envestra suggest a 10% contingency should be allowed on
this uncompleted work. It is not clear why 50% of the solution is yet to be
implemented as Envestra should, by August 2007, have completed the Central
System capital expenditure leaving only the site installations to be completed.
This report discusses IT project contingency in Section 4.2.6 and PB considers
that the approach outlined in Section 4.2.6 is also relevant to the Telemetry
Central System. A contingency of 10% on the site installations would appear
reasonable however, this should only amount to $7,300 in each of years 2007/08
and 2008/09. We have reflected this additional amount in Table 5-4 however it
does not affect the amounts recommended in Table 5-6 due to rounding.

*2 Envestra response to PB Questions 26 April 2007, question 5.2.

% ibid
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5.3.3 PB Proposed Telemetry Capital Expenditure Summary
The table below summarises the PB recommended Telemetry Capex.
Table 5-4 PB Proposed Telemetry Capital Expenditure
$000s (Dec | 5005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010711 | 1O
2006) Cost
PB recommended - FRC Telemetry/Interval Metering
Central
System Capex 700 700
Site 120 120 80 80 400
installations®*
Capex Total 120 820 80 80 1,100
54 Telemetry Capital Depreciation Period

The nature of the capital expenditure proposed by Envestra for telemetry systems
is separated into two categories: minor IT expenditure; and telemetry hardware
located at large consumer sites. Envestra is proposing® a five-year depreciation
period for these assets.

Entire IT systems are typically replaced between five and ten years. In the
Access Arrangement information, Envestra indicated that the economic useful life
of IT assets and Telemetry was 10 years. Economic lives of major IT systems for
tax depreciation purposes are typically set between 7 to 10 years however, the
economic lives of minor systems or enhancements are frequently shorter than
major systems.  Typically, the economic life of minor IT systems and
enhancements is set at 5 years.

Telemetry systems are an area of rapid technology change. Wireless technology
is rapidly developing in many areas as data communication to mobile devices
such as mobile phone and laptop computers becomes more common. The
economic life of modern electronic communications devices is typically five years
or less. Older style telemetry systems associated with meter reading would be
expected to have an economic life of 10 or possibly 12 years. Envestra have
deployed a new battery powered telemetry system. This system has more in
common with wireless technology devices than older style telemetry systems and
therefore we consider an appropriate economic life to be five years.

Given that the telemetry IT expenditure is minor systems and enhancements and
the telemetry hardware is modern technology we consider that the economic life
of the telemetry capital expenditure should be five years.

2% Assumes that 16 installations for customers >10 TJ per annum have already had meters installed at
a cost of $15,000 per site during 2005/06 and 2006/07. The remaining 58 sites will be installed over
2007/08 and 2008/09 at $2500 per site.

?® The tariff models that accompanied the Envestra cost pass-through submission use straight-line
depreciation of 20%.
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55

5.5.1

Telemetry Operational Expenditure Review

Telemetry Opex - Maintenance

Envestra has proposed 4.5 additional FTEs to undertake all the operating,
processing and maintenance of telemetry equipment and interval meter data
processing. Envestra based the estimate of the number of staff on experience
gained in operating the SA FRC telemetry solution over the past two years?®. Of
these 4.5 additional FTESs there is one engineer and two installation/maintenance
fitters. The primary role of the fitters is maintenance and installation and part of
the role of the engineer is maintenance. For example, the engineer will be
involved in “Supervison of the installation and maintenance of data loggers and
RTU’s” and “Schedule validation of meters, and supervise where necessary”. We
have made the assumption in Table 5-2 that all the fitter's time and 50% of the
engineer’s time is related to installation and maintenance of telemetry equipment.

Since the original submission, Envestra has advised that there is an element of
double counting the installation costs in the original submission, which results in a
reduction from the original overall operating costs of $29,000. As this amount
relates to installation cost labour, it is assumed that this amount would be
deducted from the proposed operating expenditure in 2007-08 and 2008-09.
Telemetry maintenance costs for 4 years are estimated at $1,120,000 in Table 5-
2. Removing this double counting from the estimates would reduce these costs
over the 4 years to $1,091,000 or $3,685 per customer per year.

As discussed in the section above, the cost of providing and maintaining on-site
data and communication equipment in NSW is $950 per site per annum. Our
estimate of Envestra’s cost of maintaining equipment (without the cost of
providing equipment) is $3,685 per site per annum. There are no apparent
reasons why there should be such a differential in cost between the NSW cost
and Envestra’s Queensland cost other than volumes and experience. We do not
consider that volumes and experience account for more than a small proportion
of the difference in costs between NSW and Envestra and therefore we do not
consider that the expenditure proposed by Envestra is prudent.

PB considers that an upper limit on the maintenance cost for telemetry systems
would be the NSW cost of telemetry provision i.e. $950 per customer per year.
The lower limit would be 10% of the installed capital cost, a figure commonly
used for maintenance of electronic equipment i.e. $250 per customer per year.
There are relatively low volumes of this type of equipment in Queensland and low
experience levels and so we would not expect telemetry maintenance costs to be
at the lower end of this range. PB considers a reasonable estimate of the
maintenance cost of telemetry systems would be a point half way between the
upper and lower limits i.e. $600 per customer per year.

PB recommends that the telemetry maintenance cost be allowed at $600 per
customer per year giving a total of $44,000 per year once all sites have been
installed.

%6 email from Geoff Barton, Envestra to Moston Neck, QCA dated 28 May 2007
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55.2

Telemetry Opex - Operations and Administration

PB has based the estimate of operations and administration on the Envestra
submission and has assumed that half of the cost of the engineer plus the 1.5
administration officers proposed can be classified in this category.

The activities performed in this category include items such as delivery point
registration, churn administration, administration and assurance of incoming and
outgoing data, and liaison with customers, retailers and pipeline operators.

Part of the role performed by these staff is related to meter reading. The Alinta
Gas Network NSW charge for provision of interval meter reading is $510 per
customer per year. However, this cost is not directly comparable with the
Operations and administration charge in the table above as, even if Envestra
outsourced the reading of interval meters, there would be some administration
required to undertake functions such as churn administration and liaison with
other market participants. On the other hand, the NSW charge does include the
cost of systems used to collect, store and transmit data and the Operations and
Administration charge above does not include these costs.

PB notes that these requirements relating to Operations and Administration are
based on churn, administration and data for 74 customers. Once telemetry
systems have been commissioned, there should be little manual intervention
required to undertake most daily processing. A churn rate for these customers of
50% will result in one customer churning each 1.4 weeks. An interval data
reading error rate of 5% (considered to be very high) will result in the need to
produce less than 4 estimates per day. Other tasks such as delivery point
registration, development of operating procedures and liaison with internal and
external auditors are intermittent tasks.

PB considers that the tasks outlined by Envestra would not require the effort
anticipated by Envestra for 74 customers. PB considers that a more reasonable
estimate of effort is half an engineer’s time and half an administrator’'s time. On
this basis, annual costs would be $95,000 or $1,284 per customer per year.

Initial set-up costs such as the preparation of operating procedures and FRC
implementation have been recognised by including the annual cost, proposed by
PB, of $95,000 in the years 2005/06 through to 2007/08, before all 74 sites are
telemetered.

In response to the PB Final Report Revision 1.1 issued in July, Envestra
explained that their submission for Telemetry maintenance opex included an
amount of $100,000 per year for an IT FTE to support the Telemetry Central
System and $100,000 per year for vendor support or assistance. The amount of
$100,000 per year for vendor support or assistance is in addition to the $60,000
per year for software maintenance costs included in the Telemetry IT Service
Provider Support Costs. Further, Envestra submitted that the engagement of 0.5
of an engineer (implied by the PB estimate of effort) was impractical.

PB does not consider that employing a full time employee to provide software
support for a system that is designed to process meter reads from 74 interval
meters is prudent. Similarly, PB does not consider that paying a vendor $100,000
per year to provide support or assistance for a system designed to process meter
reads from 74 interval meters is prudent.
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5.5.3

As PB does not consider the Envestra proposal for any part of the Telemetry
Opex, to be prudent, PB has estimated the reasonable cost of maintaining,
operating, administering and supporting the system. The PB estimate is not an
estimate of Envestra’s Telemetry operating cost. The PB estimate is an estimate
of the prudent, incremental cost of maintaining, operating, administering and
supporting a system to read and process data from 74 interval meters. PB
considers that there are a number of methods that a prudent business might use
to undertake these functions, including outsourcing the entire telemetry and
meter data function. In the response to the PB Final Report Revision 1.1,
Envestra has not supplied any additional information relating to Telemetry
operating expenses to alter the PB view of prudent and efficient costs.

Telemetry Opex - IT Service Provider Support

Envestra advised that this cost covers Telemetry system support provided by
Telemetry IT service providers. As shown in Table 5-2 PB has calculated that
this equates to $1,490 per customer per year.

The components of the costs proposed by Envestra are software maintenance
costs for CITECT and Historian applications of $60,000 per annum, $30,000 for
communications and $40,000 every second year for CITECT and Historian
application upgrade.

The combined capital value of the Metering Data & Workflow Management
Database, the Metering Data Interrogation software and the Delivery Point
Registry is $500,000. The proposed software maintenance cost of $60,000
equates to 12% of the capital price per annum. This is typical of software support
costs.

The proposed cost of $30,000 for communications IT maintenance equates to
$405 per customer per year. It is not clear whether this proposed amount is for
IT maintenance or is the actual cost of providing communications services. We
note that there is no obvious category where Envestra has included the cost of
providing communications services such as GSM costs. We therefore assume
this is the cost of providing communications to each of the metered sites. In
other jurisdictions, where there are a large number of telemetered sites, such as
in electricity markets, the annual cost of providing communications to each meter
is much lower than $405 per site per year. However, there are a small number of
sites requiring telemetry and Envestra will not be able to take advantage of
volume discounts that apply in other jurisdictions therefore PB considers this cost
to be reasonable.

Envestra proposes $40,000 every second year for CITECT and Historian
application upgrade. This equates to a cost of $540 per customer every second
year. We note that, in addition to this proposed amount, $100,000 was included
in the Access Arrangement to cover the cost of two CITECT upgrades. Once the
telemetry systems have been installed and are operating reliably there is no need
to upgrade unless the upgrade provides some benefit. Generally, upgrades are
undertaken to either, provide benefit through reduced operating costs or, to
ensure continuing support. There is already an allowance of 12% of the capital
cost of the systems per annum to provide ongoing support. There is no obvious
benefit to customers from the proposed upgrades. We therefore assume that any
benefit that results from software upgrades will benefit Envestra in the form of
lower operating costs and therefore should not be passed through to customers.
As a result, PB recommends this expenditure not be allowed.
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554 PB Proposed Telemetry Operational Expenditure Summary
The table below summarises the PB recommended Telemetry Opex.
Table 5-5 PB Proposed Telemetry Operational Expenditure
$'000s Total
(Dec 2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
PB recommended - FRC Telemetry/Interval Metering
Telemetry
maintenance?’ 10 10 27 44 44 44 179
Telemetry
Operations & 95 95 95 95 95 95 570
Administration
Telemetry IT
Service 6 6 90 90 90 90 372
Provider
Support®®
Opex Total 111 111 212 229 229 229 1,121
5.6 PB Recommended Telemetry Costs

In summary, the costs that PB considers prudent and efficient incremental costs

are:
Table 5-6 PB Recommended Telemetry Costs
$m (Dec Total
2008) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
Envestra Submission - FRC Telemetry/Interval Metering
Capex 0.1 0.9 0.3 0.1 14
Opex 0.1 0.4 0.7 0.8 0.7 0.8 3.6
Total 0.2 1.3 1.0 0.9 0.7 0.8 5.0
$m (Dec Total
2008) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
PB recommended - FRC Telemetry/Interval Metering
Central
System Capex 0.7 0.7
Site 0.1 0.1 0.1 0.1 0.4
installations
Capex Total 0.1 0.8 0.1 0.1 1.1
Telemetry 0.0 0.0 0.0 0.0 0.0 0.0 0.2
maintenance
Telemetry
Operations & 0.1 0.1 0.1 0.1 0.1 0.1 0.6

Administration

2" Based on 16 sites for 2005/06 and 2006/07, 45 sites for 2007/08 and 74 sites thereafter.
8 CITECT and Historian systems support is assumed to only commence from 1 July 2007.
Communications cost of $405 for each of the 16 telemetered sites are included In 2005/06 and

2006/07.
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Telemetry IT
Service 0.0 0.0 0.1 0.1 0.1 0.1 0.4
Provider
Support
Opex Total 0.1 0.1 0.2 0.2 0.2 0.2 1.1°

The capital expenditure proposed by PB is a reduction of $287,000 of the amount
proposed by Envestra. The difference is largely due to the revised cost of
telemetry site equipment.

The operational expenditure proposed by PB is a significant reduction of
approximately $2,500,000 over the six-year period being considered. These
reductions relate to telemetry maintenance and telemetry operations and
administration expenditure.

% Totals may not add due to rounding.
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TARIFF APPLICATION

6.1

6.2

Part of the scope of this review involves PB considering whether the proposed
allocation of FRC costs between customer groups and the manner of recovery
(e.g., fixed or variable charge adjustments) is reasonable. Our view has been
formed without undertaking an analysis of the financial impact on customers.

PB understands that Envestra has some customers that are not covered by the
current Access Arrangement. This report does not discuss the allocation of FRC
costs to those customers.

In addition to recovering costs from customers through tariffs, Envestra has the
opportunity to levy charges for some services provided to retailers. PB has
confirmed that Envestra does not intend to levy specific charges to Retailers for

FRC activities i.e. Envestra intends to recover all costs associated with FRC
through approved pass-through tariffs.

Tariff principles

The general principles that should apply to tariffs are contained in the Gas
Code® and are extracted below.

General Principles

8.1 A Reference Tariff and Reference Tariff Policy should be designed with a
view to achieving the following objectives:

(a) providing the Service Provider with the opportunity to earn a stream of
revenue that recovers the efficient costs of delivering the Reference
Service over the expected life of the assets used in delivering that Service;
(b) replicating the outcome of a competitive market;

(c) ensuring the safe and reliable operation of the Pipeline;

(d) not distorting investment decisions in Pipeline transportation systems or
in upstream and downstream industries;

(e) efficiency in the level and structure of the Reference Tariff; and

(f) providing an incentive to the Service Provider to reduce costs and to
develop the market for Reference and other Services.

FRC Systems & Processes

There are a number of activities associated with FRC which must be enabled or
initiated by Envestra.

National Third Party Access Code For Natural Gas Pipeline Systems 1997
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e Allocating and maintaining MIRNs

e Providing MIRN discovery

e Processing customer transfers

e Reading daily read meters

e Special reading meters

e Transferring meter readings to retailers

e Receiving and responding to service orders from Retailers
¢ Billing retailers for network charges

In establishing the systems and processes required for a network to participate in
an FRC market it is necessary for a distributor to make fundamental changes to
the way many network functions are carried out. Some functions, such as
allocating and maintaining MIRNs, and receiving and responding to service
orders delivered via the market system, are required even if no customer
transfers to another retailer. The cost of developing, maintaining and operating
these systems is a significant proportion of a distributors total FRC cost.

Envestra is planning to implement an integrated set of systems and processes
that will require minimal additional intervention to perform the activities that are
directly attributable to a customer transferring to another retailer. There is very
little incremental cost to Envestra to undertake an activity such as transferring a
customer. Most of Envestra’'s FRC costs are IT systems, support for those
systems and the cost of staff required to process the volume of transactions that
arise from operating the systems. Due to the design of the systems these costs
are largely fixed. The costs will vary with the total number of customers but will
not vary greatly with the number of customers that transfer to other retailers.

Our analysis of FRC activities concludes that the majority of the cost of FRC is
fixed, and while some component is variable, such as processing churn
transactions, this is a small proportion of the overall cost of FRC. We estimate
that, over the period considered from 2005/06 to 2010/11, approximately 5% of
the cost (excluding telemetry) is variable®'.

6.3 Cost Allocation Options

Envestra has proposed the introduction of new tariffs to recover the cost of
introducing FRC. These tariffs are to be levied in addition to the existing tariffs
for use of the gas distribution system. There are several ways these tariffs could
be constructed to recover the costs of FRC as listed in the following points:

e Costs could be recovered on a “per transaction basis”. Envestra would
levy a charge for each FRC related transaction, such as a customer
transfer.

1 Where the cost will vary in relation to the volume of FRC transactions (primarily churn and billing
transactions)
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6.3.1

6.3.2

e A fixed charge could be levied on each customer.
e Avariable charge could be levied based on gas consumption.

e Large customers could be levied based on Maximum Daily Quantity

(MDQ).

e Or, any combination of the above.

Per transaction

Charging on a “per transaction” basis appears desirable as it meets the principle
of replicating a competitive market and appears simple and transparent. There
are two significant issues that mitigate against charging on this basis.

Firstly, the collection of transaction types and volumes, and billing retailers based
on these transactions is likely to require significant IT system enhancements and
will be expensive. Secondly, the nature of the systems to be implemented, which
fundamentally changes many of the basic business processes, makes the
allocation of costs to particular transactions problematic. For example, it raises
the question of whether a meter reading for a customer who has not transferred
to another retailer should have the same transaction cost as a meter reading for a
customer who has transferred to another retailer. As the cost of charging on a
“per transaction” is likely to be significant, the selection of transactions to be
charged is not straightforward, and there are viable alternative methods of
charging for FRC. PB does not recommend a per transaction tariff method be
adopted.

Fixed Charges

Where costs can be directly attributed to a customer, or group of customers, then
the principle of replicating the outcome of a competitive market is best met by
allocating the costs to those customers.

The costs of FRC are difficult to attribute to any specific group of customers as, to
a great extent, they take the form of market enabling costs. The primary costs of
FRC are the costs of the IT systems, the costs of operating those systems and
the cost of processing transactions through those systems. The cost of
maintaining a MIRN in the systems, processing a transfer, undertaking a special
meter read or billing a retailer is the same whether the customer is small or large.
Given this, one method of allocating costs would be to distribute the IT and
processing costs evenly across all customers.

Allocating costs in the form of a fixed charge, evenly across all customers would
result in a relatively large increase in cost for very small customers (in proportion
to their total gas supply charge) and a negligible increase in cost for large
customers.

One area of cost that can be directly attributed to a group of customers is the cost
of telemetry. Very large customers (>10 TJ per annum) are required, by the
market rules, to have meters and telemetry so that the market can be efficiently
settled. As the costs of telemetry can be directly attributed to these large
customers, the Gas Code Tariff principles are met by allocating the costs to this
group of customers.
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6.3.3

6.3.4

6.4

Variable Charges based on Consumption

While all customers should receive some benefit from FRC, some customers will
receive a greater benefit than others. The primary benefit of FRC is competitive
retail pricing which will either reduce the price or constrain the rate of any
increase in the price of gas. Those customers that consume the most gas will
therefore receive a greater benefit than those that consume little.

Large customers (>1 TJ per annum) are already contestable and therefore can
argue that they receive little, or no, benefit from the introduction of FRC. This
group of customers should receive some limited benefit from the introduction of
FRC through increases in the level of competition brought about by an increase
in the number of retailers and through improvements in the availability of data
relating to their consumption through the introduction of telemetry.

Allocating costs based on consumption alone would involve the introduction of a
$ per GJ charge. The result of such a charge would be that larger customers
would pay the bulk of the cost of FRC. This method of allocation might result in
these larger customers paying more for the costs of FRC than the benefit they
receive.

The benefit of allocating some of the cost of FRC on the basis of consumption is
that the cost is allocated to those customers that receive the greatest benefit.
The group of customers that receive the greatest benefit are the group that are
more likely to accept the cost of FRC.

Charges based on MDQ

Charging customers on the basis of MDQ will result in customers contributing to
the cost of FRC based on their size. A single customer in the Brisbane area
takes approximately 60% of the total Brisbane area volume* and therefore
charging on this basis would involve this customer paying a significant proportion
of the cost of FRC. Very large (Tariff D) customers are already contestable and
will receive some, but not significant, benefit from the introduction of FRC. Much
of the cost of FRC is the systems and processes to handle large volumes of
transactions such as service orders and MIRN allocations. A large customer is
likely to generate a similar number of these transactions as a small customer
(with the exception of daily meter data). As Tariff D customers are already
contestable and will gain little from the introduction of FRC, the use of this
charging methodology is likely to result in a few large customers paying a
significant proportion of the fixed costs of FRC. PB does not recommend the
charge based on MDQ tariff method be adopted.

Tariff Structure Summary & Recommendations

A number of potential methods of allocating the costs of FRC to customers have
been identified. None of the methods used alone results in cost allocation that is
both cost-reflective and recognises the benefits that various classes of customers
will receive from FRC. It is therefore concluded that an appropriate tariff structure
will necessarily contain elements of each of the identified forms of charging.

32

Review of Gas Access Arrangement for Brisbane, Worley Parsons 2005, p19
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PB observes that:

e Envestra’s cost of systems and processes required for FRC are largely
fixed.

e All customers have the potential to receive some benefit from FRC.

e Those customers that have larger consumption (and are not already
contestable) are likely to have a greater benefit from the introduction of
FRC than smaller customers.

e Very large customers are already contestable and therefore will gain little
from the introduction of FRC.

e No customer, large or small, is likely to willingly agree to additional
charges to cover the cost of FRC.

PB therefore considers that an appropriate tariff structure would:
e Recover some cost from all customers regardless of size.

e Recognise that some customers receive greater benefit from the
introduction of FRC than other customers and therefore these customers
could make a greater contribution to the cost.

e Recognise that very large customers are already contestable and do not
greatly benefit from the introduction of FRC.

Envestra has proposed a tariff structure® that:

¢ Recovers the cost of telemetry from the customers (Tariff D) that have the
telemetry equipment installed.

e Contains a fixed charge for Tariff V customers along with a variable
charge for Tariff V customers based on consumption.

The tariff structure proposed by Envestra generally meets the requirements that
PB considers appropriate. It is recommended that QCA accept the form of tariff
proposed by Envestra with a decision on the size of the various components of
the proposed tariffs to be made later.

PB considers that the size of the fixed and variable charges should be
determined based on an analysis of the impact of the charges on various
customers. This analysis can only be undertaken after a conclusion has been
reached on the total size of the costs to be recovered. Determining the
proportions of fixed and variable charges will necessarily require a level of
judgement.

Before determining the proportion of fixed and variable charges, it is
recommended that a number of scenarios are considered with varying
proportions of fixed and variable charge. One such scenario could consider
distributing capital costs on a fixed basis and operating costs on a variable basis.

% Email from Envestra to QCA dated 16 May 2007
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Another consideration should be the extent to which existing tariffs are cost
reflective. For example, if the existing tariffs for small customers do not fully
recover the costs attributable to these customers then a larger proportion of fixed
charges could be considered.

One issue with this approach is the impact of the variable cost allocation on
customers that are already contestable. Some of these customers are on the
demand tariff (Tariff D) and others are on the volume tariff (Tariff V). PB
considers that all customers should contribute to the cost of FRC systems
regardless of size. However, we also recognise that these customers already
enjoy the benefits of competition and therefore have little to gain from FRC. As
discussed earlier, a variable cost based on consumption will result in these
customers bearing much of the cost of FRC. Under the tariff structure proposed
by Envestra the largest of these customers (Tariff D customers) will contribute to
the costs of FRC by paying for telemetry.

In selecting the value of fixed and variable charges to apply to Tariff V customers,
it will be necessary to ensure that those customers that are large customers, but
smaller than Tariff D, do not contribute more to the cost of FRC than Tariff D
customers. This could be achieved either through the selection of a variable tariff
component that results in charges for the largest Tariff V customers no greater
than the proposed fixed charge to Tariff D customers, or through increasing the
fixed charge to Tariff D customers to recover more than the telemetry costs.
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APPENDIX A — System Impacts of FRC Introduction
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INTERNAL SYSTEMS:

These are in-house systems (i.e., business processes, information technology)
that would need to be either modified or introduced for all FRC related activities
and communications with external parties.

e DATA TRANSLATION FOR ALL INTERFACES. The existing data of
distributors and retailers would need a process to allow it to be translated
into and from formats used to interface and transmit to third parties.

o DATABASE ENHANCEMENTS. A number of existing databases, e.g.
customer information, installation information, would need to be enhanced
specifically for the duties to be performed by the distributors and the
retailer respectively. For example, the distributors may have physical
installation specific data of the customer and the retailer would need to
know the billing address as well as the installation address.

e ADJUSTMENTS TO METERING INSTALLATION DATABASE. All
relevant metering data to establish unigue site installation would need to
be added to the database and may include such information as gate
supply point, alternative supply, etc.

e ADJUSTMENTS TO DISASTER RECOVERY SYSTEMS. A disaster
recovery system that on recovery would allow the respective distributors
and retailers to continue their businesses as normal as if no “disaster” has
occurred. Consideration of external parties is unlikely to currently be part
of such plans.

e CALL CENTRE AND CUSTOMER SUPPORT MODIFICATIONS. Both
the distributors and the retailers may run their individual call centres and
the modifications to these centres and the staff training required would be
tailored to their customer requests.

e AGGREGATION OF CONSUMPTION DATA. This is the reconciliation
processes from the metering data received through to processing the data
to provide information for billing, wholesale reconciliation, etc.

e MANAGING CUSTOMER TRANSFER. The processes that the distributor
would need to notify previous and new retailers of any customer churns
and the ability of retailers to ensure proper billing and final reconciliation
are accurately completed in a timely manner.

B2B:

The introduction of FRC will be reliant on effective B2B transactions, both from a
commercial and regulatory perspective. A B2B transaction is defined as any
transaction that occurs between two or more businesses. The interface may be
manual (i.e. paper based) or electronic. Costs associated with development of
any B2B transaction via any B2B interface, should be noted for the following sub-
activities.

e BUILD/OPERATE B2B FAULTS & OUTAGES. A process that either
interacts with or provides details on current faults and outages affecting a
particular business.
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BUILD/OPERATE B2B METER DATA INTERFACES. A process that
either sends or receives meter reading data between businesses.

BUILD/OPERATE B2B PLANNED WORKS. A process that either
interacts with or provides details on planned outages due to maintenance
or other factors.

BUILD/OPERATE B2B CUSTOMER RELATED INTERFACES. A
process that either interacts with or provides end-user customer details
between two businesses.

BUILD/OPERATE B2B BILLING INTERFACES. A process that either
interacts with or provides billing (invoices) between businesses.

BUILD/OPERATE B2B CONNECTIONS. A process that either interacts
with or provides customer connections or disconnection requests.

BUILD/OPERATE B2B MISCELLANEOUS INTERFACES. Any business
to business interaction not covered by any of the above.

METERING AND DATA:

Metering and Data encompasses the measurement and control processes that lie
between the point of measurement and the reconciliation processes required for
market settlement under FRC.

MIRN ALLOCATION AND SITE IDENTIFICATION. Allocation and
identification of all installations including collation of all required site
information for uploading into the Registry

UPLOAD MIRN DATA INTO REGISTRY. Prior to commencement of
FRC, the Registry will require population with MIRNs. Maintenance of
MIRN data on an ongoing basis, once loaded, is also required.

TRANSFER COSTS FOR TRANSFERRING METER DATA TO OTHER
PARTIES. Prior to commencement of FRC, existing meter database(s)
information will need transferring to Responsible (and interested) Parties.

MANAGE METERING INSTALLATION REQUESTS FROM ALL
PARTIES. As metering is changed, due to tariff change, regulatory
requirements or maintenance, all parties will require an involvement. This
will likely require linkage arrangements from metering database(s) via
B2B.

CONTRACTUAL AND POLICY:

Contractual and Policy encompasses the activities of formalising the entry into
FRC, the maodification (or establishment) of System Use Agreements (if any) or
other Contractual arrangements between parties.

MODIFICATION OF SYSTEM USE AGREEMENTS TO ACCOUNT FOR
FRC. Existing System Use agreements, where they are required, will
need to be modified (or in all probability, created) for defining
responsibilities between Distributors and Retailers under FRC.
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DEVELOP CONTRACTUAL ARRANGEMENTS WITH PARTIES AS
REQUIRED. Contractual arrangements with new parties are likely under
FRC. These would likely be meter leasing, meter services, data services,
connection services agreements with parties outside the traditional host
areas.

MODIFICATION OF END-USE SERVICE AGREEMENTS TO ACCOUNT
FOR FRC. End-Use service agreements will currently only likely
recognise the embedded nature of customers. There will be a need in
some cases to review and reform these agreements to align with FRC
requirements.

BILLING:

Billing encompasses the retail (and inter-party) invoicing system alterations
required to accommodate FRC. From a Distributor perspective it encompasses
the requirements of the FRC environment to include multiple Retailer invoicing.

ADJUSTMENTS TO BILLING SYSTEMS. Billing systems will require
adjustments to accommodate, MIRN linkage to account information and
similar. Distributors will need to adjust any billing system to track
conveyance costs and reconcile to correct Retailers at MIRN and Gate
levels.

MANAGE MULTI-CLIENT BILLING. Multi-Client billing management will
encompass Distributors correctly identifying and managing multiple
Retailers on their Gas Network.

MANAGE CREDIT AND COLLECTIONS. Distributors will need to
manage credit collection. At Distributor level Retailer credit management
will be required (in particular with any new niche market Retail operations)

MANAGE BILL DISPUTES AT MIRN LEVEL. Management of disputes at
DPI level will be dependent on any System Use arrangements, but is
likely to involve setting up procedures to co-ordinate resolution of disputes
where both parties are involved.

PROFILING. The sub-activities involved under this heading are the

creation, maintenance and management of deemed or residual Gate
profiles, and the reconciliation of data derived from them for account
generation (where required).

RECONCILIATION OF NON INTERVAL METERING LOSSES.
Reconciliation of non-interval metering losses relates to any procedures
required to correctly assign Gas Network losses to Retailer consumption
data derived from FRC related metering data resulting from profiling
activities. It should assign correct loss information to the appropriate
deemed profile, if any.

CALCULATION OF NON INTERVAL METERING LOSS INFORMATION.
Calculation by Gas Distributors of the necessary loss factors that non
interval data requires to achieve required accuracy of reconciliation data
creation for use by the aggregation processes involved with Internal
Systems.
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FRC COMPLIANCE

FRC Compliance encompasses those activities related to the high-level or
strategic management of the FRC implementation processes.

PROJECT MANAGEMENT. The high-level project management activities
associated with controlling, directing and monitoring the implementation of
FRC related activities. The included activities will be those that are not
captured as part of individual project costs, but rather represent the
company-wide project management of the FRC implementation.

CHANGE MANAGEMENT. Change management is a term that has
widely varied understandings. For the purposes of the FRC Cost
Recovery Project, change management is deemed to relate to those
activities performed at a corporate or strategic level to review the required
change, implement change procedures and monitor change progress. As
with project management, change management should not capture the
operational or low-level activities associated with the individual FRC
projects, but rather represent the company-wide change management of
the FRC implementation.

GOVERNANCE. Corporate governance activities associated with the
implementation of FRC. By definition, governance refers to the activities
of the company directors with relation to strategy, performance,
conformance and accountability. For the purposes of this study we wish to
capture these activities and costs as they relate to the implementation of
FRC.

BUSINESS RULES AND MARKET CODE COMPLIANCE. Costs
associated with the participation (where required) and attendance (where
required) in the determination, review and integration of business rules.
Also included is the establishment of business compliance with market
codes related to FRC implementation.
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APPENDIX B — Summary comparison tables
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FRC TOTAL CAPEX/ OPEX
$m (Dec 2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 I:%tsatl
Envestra
IT Capex 9.0 1.4 2.5 12.9
IT Opex 1.8 15 15 15 6.3
Telemetry Capex 0.1 0.9 0.3 0.1 1.4
Telemetry Opex 0.1 0.4 0.7 0.8 0.7 0.8 3.5
AA Submission —
Billing Allowance (3.3) (3-3)
Total 0.2 10.3 4.2 (0.9 4.7 2.3 20.8
PB
IT Capex 6.4 1.8 8.2
IT Opex 15 1.3 1.3 1.3 5.3
Telemetry Capex 0.1 0.8 0.1 0.1 1.1
Telemetry Opex 0.1 0.1 0.2 0.2 0.2 0.2 1.0
AA Submission —
Billing Allowance (5.4) (54)
Total 0.2 7.3 3.6 (3.8) 15 15 10.2
TOTAL CAPEX
Capex Total
$m (Dec 2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
Envestra
IT Capex 9.0 1.4 2.5 12.9
Telemetry Capex 0.1 0.9 0.3 0.1 1.4
AA Submission —
Billing Allowance (33) (3.3)
Total 0.1 9.9 1.7 (3.2 2.5 11.0
PB
IT Capex 6.4 1.8 8.2
Telemetry Capex 0.1 0.8 0.1 0.1 1.1
AA Submission —
Billing Allowance (5.4 (5.4)
Total 0.1 7.2 1.9 (5.3) 3.9
TOTAL OPEX
Opex Total
$m (Dec 2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost
Envestra
IT Opex 1.8 1.5 15 15 6.3
Telemetry Opex 0.1 0.4 0.7 0.8 0.7 0.8 3.5
Total 0.1 0.4 25 2.3 2.2 2.3 9.8
PB
IT Opex 1.5 1.3 1.3 1.3 5.3
Telemetry Opex 0.1 0.1 0.2 0.2 0.2 0.2 1.0
Total 0.1 0.1 1.7 15 15 15 6.3
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CORE SYSTEM CAPEX COST COMPONENTS

Key Cost Components Envestra PB

$m (Dec $m (Dec
2006) 2006)

General Project Management 3.0 3.0

FRC Transaction Manager 0.0 0.0

Meter Data & Network Billing 3.4 3.3

Business Process Management 0.6 0.6

AMS Modifications 1.3 13

IT Infrastructure 0.4 0.4

20% Contingency 1.7 0.0

Subtotal 10.4 8.6

Upgrade Costs in 2009/10 2.5 0.0

AA Submission - Billing System (3.3) (5.4)

Allowance

Envestra Identified cost reductions (1.2) (1.2)

Completion of Maximo 0.8 0.8

Total 9.2 2.8
CORE SYSTEM OPEX COST COMPONENTS

Cost Category ($m Dec 2006) 2007/08 | 2008/09 | 2009/10 | 2010/11 Total

Envestra

Staff 1.1 0.8 0.8 0.8 3.5

IT & related costs 0.3 0.3 0.3 0.3 1.2

Administration & other 0.4 0.4 0.4 0.4 1.6

Total 1.8 15 15 15 6.3

PB

Staff 0.9 0.6 0.6 0.6 2.7

IT & related costs 0.3 0.3 0.3 0.3 1.2

Administration & other 0.3 0.4 0.4 0.4 1.4

Total 15 1.3 1.3 1.3 5.3
Envestra Gas FRC Queensland September 2007 6-55



PB Associates

Envestra FRC Cost Recovery

Review

TELEMETRY CAPEX

$000s (Dec | 5405/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 201012 | 1Ot

2006) Cost

Envestra
Central
System Capex 700 700
Site
installations 100 200 100 100 500
(revised)
Capex Total 100 900 100 100 1,200
PB
Central
System Capex 700 700
Site
: . 120 120 80 80 400
installations
Capex Total 120 820 80 80 1,100
TELEMETRY OPEX

$'000s (Dec Total

2006) 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Cost

Envestra
Labour FTE 117 382 654 654 654 654 3,116
IT & Related 38 90 130 90 130 | 478
Costs
Administration
& Other 5 5 5 5 5 25
Opex Total 117 425 749 789 749 789 3,619
PB
Telemetry 10 10 27 44 44 44 179
maintenance
Telemetry
Operations & 95 95 95 95 95 95 570
Administration
Telemetry IT
Service 6 6 90 90 90 90 372
Provider
Support

Opex Total 111 111 212 229 229 229 1,121
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