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Release Notice

Ernst & Young ("EY") was engaged on the instructions of Power & Water Corporation ("Client" or
“PWC”) to undertake an independent review of PWC’s cost allocation methodology ("Project"), in
accordance with the engagement agreement dated 29 October 2018 (“the Engagement
Agreement”).

The results of EY’s work, including the assumptions and qualifications made in preparing the report,
are set out in EY's report dated 20 November 2018 ("Report").  You should read the Report in its
entirety including any disclaimers and attachments.  A reference to the Report includes any part of
the Report.  No further work has been undertaken by EY since the date of the Report to update it.

Unless otherwise agreed in writing with EY, access to the Report is made only on the following basis
and in either accessing the Report or obtaining a copy of the Report the recipient agrees to the
following terms.

1. Subject to the provisions of this notice, the Report has been prepared for the Client and may
not be disclosed to any other party or used by any other party or relied upon by any other
party without the prior written consent of EY.

2. EY disclaims all liability in relation to any other party who seeks to rely upon the Report or
any of its contents.

3. EY has acted in accordance with the instructions of the Client in conducting its work and
preparing the Report, and, in doing so, has prepared the Report for the benefit of the Client,
and has considered only the interests of the Client.  EY has not been engaged to act, and has
not acted, as advisor to any other party.  Accordingly, EY makes no representations as to the
appropriateness, accuracy or completeness of the Report for any other party's purposes.

4. No reliance may be placed upon the Report or any of its contents by any party other than the
Client. Any party receiving a copy of the Report must make and rely on their own enquiries in
relation to the issues to which the Report relates, the contents of the Report and all matters
arising from or relating to or in any way connected with the Report or its contents.

5. Subject to clause 6 below, the Report is confidential and must be maintained in the strictest
confidence and must not be disclosed to any party for any purpose except where we have
provided written consent.

6. All tax advice, tax opinions, tax returns or advice relating to the tax treatment or tax
structure of any transaction to which EY’s services relate (“Tax Advice”) is provided solely for
the information and internal use of the Client and may not be relied upon by anyone else
(other than tax authorities who may rely on the information provided to them) for any
purpose without EY’s prior written consent.  If the recipient wishes to disclose Tax Advice (or
a portion or summary thereof) to any other third party, they shall first obtain the written
consent of the Client before making such disclosure.  The recipient must also inform the third
party that it cannot rely on the Tax Advice (or a portion or summary thereof) for any purpose
whatsoever without EY’s prior written consent.

7. No duty of care is owed by EY to any recipient of the Report in respect of any use that the
recipient may make of the Report.

8. EY disclaims all liability, and takes no responsibility, for any document issued by any other
party in connection with the Project.
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9. A recipient must not name EY in any report or document which will be publicly available or
lodged or filed with any regulator without EY’s prior written consent, which may be granted
at EY’s absolute discretion.

10. A recipient of the Report:

(a) may not make any claim or demand or bring any action or proceedings against EY
or any of its partners, principals, directors, officers or employees or any other Ernst
& Young firm which is a member of the global network of Ernst Young firms or any
of their partners, principals, directors, officers or employees (“EY Parties”) arising
from or connected with the contents of the Report or the provision of the Report to
the recipient; and

(b) must release and forever discharge the EY Parties from any such claim, demand,
action or proceedings.

11. In the event that a recipient discloses the Report to a third party in breach of this notice, it
will be liable for all claims, demands, actions, proceedings, costs, expenses, loss, damage and
liability made or brought against or incurred by the EY Parties, arising from or connected
with such disclosure.

12. In the event that a recipient wishes to rely upon the Report that party must inform EY and, if
EY agrees, sign and return to EY a standard form of EY’s reliance letter.  A copy of the
reliance letter can be obtained from EY.  The recipient’s reliance upon the Report will be
governed by the terms of that reliance letter.
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1. Background

Power and Water Corporation (PWC) is a statutory corporation responsible for electricity, gas and
water services across the Northern Territory.  From 1 July 2019, PWC’s electricity distribution
services will be subject to regulation by the Australian Energy Regulator (AER) for the first time
under the Northern Territory National Electricity Law and Rules.

In January 2018, the AER approved PWC’s proposed Cost Allocation Method for the 2019-24
regulatory period (AER-approved CAM).

On 27 September 2018, the AER published its draft decision on the electricity distribution
determination for PWC for the 2019-24 regulatory period.  To determine the prices charged or
revenues raised by PWC for the purposes of the distribution determination, the AER relies on
historical and forecast costs allocated in accordance with the AER-approved CAM.

As part of its response to the AER’s draft decision, PWC sought an independent review of its cost
allocation processes.
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2. Scope of our work

PWC engaged EY to perform an independent review with the following scope:

► Briefly describe the corporate cost allocation process undertaken by PWC;

► Undertake a review of how PWC allocated its corporate costs in 2017-18; and

► Provide an opinion as to whether PWC’s allocation of corporate costs in 2017-18 had been
undertaken in a manner consistent with the AER-approved CAM.

PWC provided the following documents which we relied on to perform our independent review:

► 2017-18 Corporate Cost Model (Letter to EY – CAM Independent Report – Attachment 1 –
2017-18 Corporate Cost model.XLSM); and

► PWC’s AER-approved CAM, which can be found at the following link:
https://www.aer.gov.au/networks-pipelines/determinations-access-arrangements/cost-
allocation-method/power-and-water-corporation-cost-allocation-method-2018.
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3. PWC’s approach to cost allocation

PWC’s cost allocation process is based on two frameworks:

► The Corporate Cost Model, which covers the allocation of corporate overhead costs across
PWC’s Operational Business Units; and

► The AER-approved CAM, which covers the allocation of costs to and within PWC’s regulated
electricity distribution business.

The AER-approved CAM refers to two Corporate Business Units: Financial Services and Shared
Services.  In the Corporate Cost Model these are comprised of the following business units:

► Financial Services: 82 (Financial Services) and 83 (Strategy, Economics and Regulation); and

► Shared Services: 72 (Retail1), 81 (Governance and Corporate Services) and 84 (Managing
Director).

The General Ledger transactions for the above Corporate Business Units are entered into the
Corporate Cost Model and each transaction is manually assigned a cost allocator.  This choice of
allocator drives the allocation of the costs between the Operational Business Units, which are:

► Power;

► Water;

► Sewerage;

► Gas;

► System Control;

► Minor Centres; and

► Indigenous Essential Services (IES).

As noted in the AER-approved CAM, the corporate overhead costs for the IES business unit are
allocated on a marginal cost basis.  When applying the cost allocation percentages for each of the
Operational Business Units (other than IES), the Corporate Cost Model first reduces the total
amount to be allocated by the amount that has been allocated to IES on a marginal cost basis.  The
IES amounts are manual inputs into the Corporate Cost Model.

The allocation percentages for the remaining Operational Business Units are determined on a similar
basis.  That is, the percentages applicable to each Operational Business Unit for each of the
allocators are calculated excluding IES.  This means that the allocation percentages applied in the
Corporate Cost Model calculations reflect the relative values of the drivers for the remaining (i.e.
non-IES) Operational Business Units.

The overall allocation percentage for each Operational Business Unit is therefore lower for any
transactions that are impacted by a marginal allocation for IES.

1 This business unit manages the customer service function.
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4. EY approach to CAM review

EY undertook a review of the consistency of the 2017/18 Corporate Cost Model with the AER-
approved CAM, focusing on:

► The consistency of the current (2017-18) Corporate Cost Model with PWC’s AER-approved
CAM; and

► Whether corporate costs were allocated to PWC’s business units in a manner consistent with
the current (2017-18) Corporate Cost Model for the 2017-18 financial year.

In completing this review, we:

► Compared the allocators for the Corporate Business Units (i.e. Business Units 72, 81-84 in the
Corporate Cost Model) applied in the Corporate Cost Model against those set out in Appendix 1
of the AER-approved CAM;

► Traced the allocation of the corporate overhead trial balance from the summary of allocated
corporate overheads for each Operational Business Unit in the Summary_Cost_Centre sheet,
through to the source data in the Trial_Balance_Paste sheet of the Corporate Cost Model.  This
was done to identify the methodology applied, which was then compared to the methodology
set out in the AER-approved CAM.  This component of the review focused on the following
sheets in the Corporate Cost Model:

► “Mapping” sheet, which takes the raw data from the trial balance and applies the
allocators chosen in the “Allocations” sheet and the values for those allocators from the
“Allocations_Methods” sheet;

► “Journal_Prep”, which is an intermediate sheet that draws the data from the “Mapping”
sheet (note that it does not apply any transformations to the data); and

► “Summary_Cost_Centre”, which draws the data from the “Journal_Prep” sheet and
summarises the allocations to each Operational Business Unit by corporate overhead cost
centre;

► Undertook a range of checks to confirm that the line items from the trial balance had all been
picked up and that the overall allocated amounts reconciled to the trial balance.

We consulted with the PWC Finance team during the course of the review for clarification of
Corporate Cost Model functionality and to understand the nature of specific cost centres within the
Corporate Business Units.

We also identified the following parameters from the Corporate Cost Model:

► The value of the allocation percentage for Power Networks for each of the allocators used in
the 2017-18 Corporate Cost Model; and

► The corporate cost (dollar amounts) allocated to Power Networks for those costs allocated on a
non-causal basis.
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5. Findings

Based on the scope of our review as set out above, we conclude that:

► The allocators applied in the Corporate Cost Model are consistent with the allocators set out in
Appendix 1 of the AER-approved CAM; and

► The allocation methodology applied in the Corporate Cost Model is consistent with the
methodology set out in the AER-approved CAM.

We note:

► The costs for the Training Unit (Cost Centre “TUN”) are allocated in the Corporate Cost Model
on a combination of “FTE” and “FTE + Contractors”.  The cost allocator for training listed in
Appendix 1 of the AER-approved CAM is “FTE and Contractors”.  This has been interpreted as
FTE and Contractors, or one or the other.  This is considered to be consistent with the AER-
approved CAM given the nature of the costs, some of which are only applicable for internal
employees;

► There are some cost allocators in the model that are not consistent with the AER-approved
CAM.  However, in each case, the value(s) for the transactions and / or cost centres are null or
sum to nil for 2017-18 (at the cost centre level).  Thus, there are no costs allocated to the
Operational Business Units and, thus, no inconsistency with the AER-approved CAM; and

► Appendix 1 of the AER-approved CAM lists “licences” as the allocator for the following IT
systems: FMS, GIS, Maximo and RMS.  The allocator applied in the Corporate Cost Model is
“OPS Driver”, which is a composite allocator derived from licence numbers, hardware and
labour.  The primary driver for the value of the “OPS Driver” allocator is licence numbers and,
hence, “OPS Driver” is considered to be consistent with “Licences” as an allocator.
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6. Declaration and limitations

In preparing this report, we confirm that:

► The factual matters stated in the report are, as far as the consultant knows, true;

► The consultant has made all enquiries considered appropriate based on the scope of work
requested by PWC; and

► The opinions stated in the report are genuinely held by the consultant.

However our work:

► Was not be performed in accordance with generally accepted auditing, reviewing or other
assurance standards in Australia and accordingly does not express any form of assurance;

► Did not involve expressing an opinion on the reasonableness of the allocators used;

► Did not involve validating or commenting on the value of the corporate allocators; and

► Did not involve undertaking a review or audit of the Corporate Cost Model’s mathematical
accuracy or structural integrity, other than to the extent needed to determine that the
allocators and allocation methodology was consistent with the AER-approved CAM.
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7. Qualifications of consultants

The review was undertaken by Partner, Cara Graham and Associate Director, Kristel Whitaker from
EY’s Economics, Regulation and Policy.

Key team member Profiles
Cara Graham

Partner – Economics,
Regulation & Policy

Bachelor of Commerce

Honours in Commerce

ICAA

Cara has over 16 years’ experience in the energy industry.  She joined
EY from electricity distributor Energex where she held a number of
senior roles, including being a member of Energex’s Full Retail
Competition project management team, establishing the team to
interface with retailers and the Australian Energy Market Operator
(AEMO), and representing Energex on executive-level national
workgroups such as AEMO’s workgroup responsible for managing
changes to market system used within the National Electricity Market.
Cara has extensive experience working with network businesses on
their regulatory proposals.

Kristel Whitaker

Associate Director –
Economics, Regulation
& Policy

Bachelor of
Agricultural
Economics (Hons)

Masters of Applied
Finance

Kristel is an experienced Associate Director in EY’s Economics,
Regulation and Policy Group, based in Brisbane, and has played a
pivotal role within a number of clients in the development of robust
regulatory proposals and pricing of regulated activities.

Kristel brings an in depth and practical understanding of cost
allocation for DNSPs in the NEM, having assisted Ergon Energy,
Energy, Ausgrid, CitiPower/Powercor and Western Power on their
cost allocation methods.
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About EY
EY is a global leader in assurance, tax, transaction and advisory services. The
insights and quality services we deliver help build trust and confidence in the
capital markets and in economies the world over. We develop outstanding leaders
who team to deliver on our promises to all of our stakeholders. In so doing, we play
a critical role in building a better working world for our people, for our clients and
for our communities.

EY refers to the global organisation and may refer to one or more of the member
firms of Ernst & Young Global Limited, each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company limited by guarantee, does not
provide services to clients. For more information about our organisation, please
visit ey.com.

© 2018 Ernst & Young, Australia
All Rights Reserved.

In line with EY’s commitment to minimize its impact on the environment, this
document has been printed on paper with a high recycled content.

Ernst & Young is a registered trademark. Our report may be relied upon by Power &
Water Corporation only pursuant to the terms of our engagement letter dated 29
October 2018. We disclaim all responsibility to any other party for any loss or
liability that the other party may suffer or incur arising from or relating to or in any
way connected with the contents of our report, the provision of our report to the
other party or the reliance upon our report by the other party.

Liability limited by a scheme approved under Professional Standards Legislation.
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