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30 March 2012

Hon Colin Barnett MLA
Premier of Western Australia
Suite 12
589 Stirling Highway
COTTESLOE WA 6011

Dear Premier

VERVE ENERGY AND SYNERGY MERGER

The Chairmen, Managing Directors, together with Peter Oates, met
recently to discuss the implications of a possible merger of the two
Corporations.

We have also taken the opportunity to brief both Boards on this
discussion, and confirm that the Boards are willing to co-operate with
the Government and would welcome the opportunity to research,
design and implement a merged entity, should the Government
choose to proceed with the merger.

At this stage however, the Government's key objectives for the
proposed merger are not entirely clear to us. In this regard, the
Government will appreciate that the changes made to the electricity
industry in the past ten years have not been well managed and have
not been a success. Consequently, the Corporations are keen to
avoid being involved in what might turn out to be a less than
satisfactory process or outcome, and to this end we suggest that the
Corporations undertake a conventional due diligence exercise before
a decision is made to proceed.
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Once the Government has clarified the objectives of the merger, the
Corporations would then appoint an appropriately qualified corporate
advisor to work with key people from both Synergy and Verve Energy,
assisted by Peter Oates as an expert consultant. We envisage that the
corporate advisor's terms of reference, in addition to completing the
due diligence work, would include the preferred corporate model,
structure, an analysis of the costs and benefits, identification of
commercial contract issues and an implementation plan. This work
would be done as a co-operative working project by the two
Corporations with independent oversight by Peter Oates. In addition,
some consulting advice will be needed to determine the structure of
the new corporation and the market.

Once the decision to proceed is made, this process should be
undertaken quickly to provide certainty to all involved and avoid
unnecessary instability and speculation.

Amongst the preliminary issues we have identified, special
consideration will need to be given to understand the impact of the
merger on some of the existing market participants, that is,. privately
owned generators and retailers. We will also need to work with the
Government to prepare cogent and logical responses to the
anticipated negative commentary which will inevitably be •
disseminated by the industry associations and others.

To ensure that you are fully aware of the issues already identified by us,
a summary of the points covered at the preliminary meeting referred to
earlier is attached to this letter.

We believe it would be useful to discuss these issues with you and
better understand your requirements, and would be grateful if a
meeting could be scheduled in at a convenient time.

Yours sincerely

DAVID EISZELE
	 MICHAEL SMITH

CHAIRMAN
	 CHAIRMAN

VERVE ENERGY
	 SYNERGY

Att
Verve Energy ABN 58 673 830 106
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ATTACHMENT — ISSUES IDENTIFIED

1	 OBJECTIVES

The group discussed the possible objectives of the Government,
over and above the obvious reduction in overheads. The
Premier and the Minister have indicated that they have
concerns about the Corporations competing for fuel and
renewable generation projects. In this context, a combined
utility would provide more leverage with fuel negotiations, result
in a single purchaser of fuel, would more effectively co-ordinate
advice on generation plant (thermal and renewable)
requirements and would have a stronger incentive to address
market oversupply issues.

However, it. was agreed that it would be helpful for the
Government to articulate its objectives.

2	 SHAREHOLDER

It was agreed by all that a merged entity would:

• reduce conflicts between Synergy and Verve Energy;

• deliver economies of scale through joint fuel purchases;

• lead to more effective advice on the generation outlook;

• reduce the number of direct reports to the Minister;

• reduce overheads in the form of a single board and
executive team;

• create a substantial corporation with a solid balance sheet
to underwrite future participation by the private sector in
the construction of new generation plant;. and
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lead to potential to optimise the operation of Verve
Energy's portfolio which is currently seriously under-utilised,
thereby reducing operation and maintenance costs.

The potential disadvantages include significant, ongoing
negative comment from the industry associations, changes . to
the Wholesale Electricity Market will be required which could
lead to claims for compensation from market participants
impacted by the changes, some destabilisation of the
industry and the loss of good people from the Corporations, with
a reduced focus on the business for the duration of the process.

3	 CUSTOMERS

The group discussed both competitive customers and the
-franchise customers, and concluded that it is critical to the
ongoing success of any industry reform in WA that the
competitive customers continue to have a choice of supplier,
receive reliable supply and have some understanding of how
price will move in the near future. It was agreed that providing
existing supply contracts remain unchanged, the contestable
customer issues should be manageable. However, consideration
needs to be given to how the Corporations will compete in the
market if the merger goes ahead.

Franchise customers are not likely to be impacted by the
change.

4	 MARKET PARTICIPANTS

Most of the issues will come from this group, which comprises five
retailers operating in the market, some of whom have
contracted with Verve Energy for their supply. It is unclear how
this situation will be managed in the new organisation and at
board level. There is a possibility that the privately owned
retailers may claim compensation if they can demonstrate
incurring losses as a result of the merger. In addition, whether the
merged entity will be permitted to market gas and electricity,
and how the market would operate under the new
arrangements would require clarification.

It was noted that the existing generator contracts with Synergy
will need to be honoured, as these are underwritten by the
Government. We will also need to explain how new generation
will be planned and procured in the future, with a mix of private
and public investment most likely being required.
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It was noted that the private sector has had its opportunity to
participate in the market with the result that of the market
participants, Alinta is struggling financially, Griffin is in
Administration, Perth Energy is on the market, Wesfarmers is no
longer active and ERM has withdrawn as a result of their inability
to absorb capacity refunds. This has led to instability in the
market and significant collateral damage to both Verve Energy
and Synergy.

The ongoing viability of the IMO is also an issue, bearing in mind
that 93% of the market is based on bilateral contracts with only
about 7% actively traded. There is potential for savings here with
the IMO being incorporated in Systems Operations in Western
Power.

5	 INDUSTRY ASSOCIATIONS

The CCI, CME and ESAA have already expressed their opposition
to the merger, claiming it will be a retrogressive, anti-competitive
step. It is also anticipated that the ERA will voice its opposition.
Consequently, it would be prudent to be well prepared and to
arrange briefings to counter the negativity coming from these
groups.
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