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Ref: MDW:LM

12 June 2007

PRIVATE & CONFIDENTIAL

Mr Arthur Kyron

Chief Executive Officer
Town of Claremont

308 Stirling Highway
CLAREMONT WA 6010

By email: akyron@claremont.wa.gov.au

Dear Sir

BUSINESS CONSULTING SERVICES — DEVELOPMENT OF AN ACTIVITY
BASED COSTING MODEL

I refer to our meeting on Friday 8 June 2007, follewing my initial letter to Mr Robert
Kelly of 21 May 2007 (copy enclosed).- As our letter to Mr Kelly set out both the firm
and my credentials I have not repeated them in this letter.

Our understanding of your needs

Following our meeting, it is my understanding that the Town of Claremont (“the
Town™) wish to engage consultants to develop a model to quantifyt(and as relevant,
qualify) the cost to the Town of housing the Royal Agricultural Society of WA

(“RAS”) at the Clarement Showgrounds.

The end deliverable is a Report setting out an Activity Based Costing (“ABC”) Modél

- which historically captures and tracks the costs (both indirect and direct) to the Town.

The model should also provide a platform for predicting the future cost to the Town of
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various RAS initiatives and practices. The model will need to be developed on clear
and concise assumptions that can be supported wherever possible by fact and
experience, which are likely to be subject to robust scrutiny/testing.

The engagement will include a number of presentations on our findings, including to
the Town’s Executive, as well as to Councillors. I understand that it may also be
necessary to present our findings to the RAS (at their cost).

Our Approach

As discussed at our meeting, I believe that the model should be developed by Cost
Centres (Health, Parking, Roads etc), with each Cost Centre having its own set of
distinet assumptions, cost drivers (variables) and resillts. The advantage is that the
model can then be tested in parts, and should the assumptions used in one Cost Centre
be challenged, it will not result in doubt being cast over the entire model, which will
simply be built on the consolidation of each Cost Centre sub model.

Stage I — Project Planning and Initiation

It will be necessary for us to meet with the relevant Town Executives to gain an
understanding on how the RAS interacts with the Town, consumes the Town’s
services (directly and indirectly) along with gaining a greater understanding of the
sensitivities surrounding this engagement. During this stage we would also like to
review any existing literature that you have available from past reviews (internal or
external) or that may otherwise be relevant.

s ~ Stage 2 — Identify Cost Centres and Develop Structure for theModel

During Stage 2 it will be necessary to identify the relevant Cost Centres and
understand what drives costs being incurred in those Centres. How those costs vary
between direct and indirect, variable, semi variable and fixéd. We will also start to
collate a database of sources and form of data/information available to us. This will
assist us in building our methodology for the costing exercise which will also be
completed during this phase, resulting in us developing a structure for the ABC model
during this phase.

Stage 3- Key analysis of data and production of ABC model.

Stage 3 will involve us collating and analysing the-available cost data by Cest Centre.
This will involve using a number of key assumptions in relation to cost drivers
- developed during stage 2, analyse the relationships between cost drivers and cost data
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and build an appropriate model for allocating the data to specific Cost centres. At the
completion of Stage 3, we will present to you a draft ABC model by Cost Centre.

Stage 4 — Constructing a model to predict future consumption of resources

Stage 4 will involve developing a formulation/model from which unit costs can be
allocated to specific future RAS initiatives and practises to predict the consumption
by the RAS of the Town’s resources, on a ‘cost to Town’ basis.

Stage 5 — Drafi Re‘ )OrL

We propose to prepare and present a draft report to the Town for comment. We
suggest that key Executives be involved in workshopping the model with us,

« providing their feedback and comments thereon.

Stage 6 — Final Report and Presentation of Findings

Using the comments derived from the workshop in Stage 5, we will then refine and
complete our Report and present it to key stakeholders as required/directed by the

= Town.

Timing

We understand that the timing of submission of our findings is of vital importance to
assisting the Town in it’s present negotiations with the RAS. We envisage an
engagement period of two weeks, subject to being able to access the necessary people
and data on a timely basis. Given the timing constraints, we propose to have an
engagement team working full time from your offices during this engagement. Our
fee quote below has been derived having due regard for the time constraints and the
likely hours that my team will need to incur to complete this engagement on time. We
are available immediately to commence this engagement, should you so instruct us.

Fee Quote
We set out below our fixed fee quotation for this engagement, by Stage. The prices

quoted are exclusive of GST and any out of pocket expenses (which we consider
would be minimal).

Stage Description Fee ($)
No.
1 Project Planning and Initiation 7,000
2 Identify Cost Centres and Develop Structure for the model 5,000
3 Key Analysis of Data and Production of ABC Model 14,000
4 Construction of Model to predict future consumption of Resources 4,000
5 Draft Report 4,000
6 Final Report and Presentation of Findings 3,000
Total $37,000 |
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Relevant Experience

Our letter of 21 May 2007 to Mr Robert Kelly provides an overview of our experience
in terms of working with local government. In addition to that experience, we
recently developed a detailed ABC model for an ASX listed manufacturer of
pharmaceutical and therapeutic goods. We have also recently prepared a training
model for a US based, biotechnology company that they used to then develop their
own ABC model, under our guidance. We believe we have the necessary capability
and experience to undertake this engagement.

Standard Terms and Conditions

Our engagements are subject to Pitcher Partners Consulting WA Pty Ltd Standard
Terms and Conditions which are annexed to this letter.

Should you have any questions in relation to any of the above please do not hesitate to
contact me. We welcome the opportunity to discuss our proposal with you.

Y ours sincerely
PITCHER PARTNERS CONSULTING WA PTY LTD

MATTHEW WOODS
Director

Enc : . .
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Ref: MDW:LM

21 May 2007

PRIVATE & CONFIDENTIAL

Mr Bob Kelly

Executive Manager Regulatory Services
Town of Claremont

308 Stirling Highway

CLAREMONT WA 6010

By email: rkelly@claremont.wa.gov.au

Dear Bob

BUSINESS CONSULTING SERVICES — TOWN OF CLAREMONT

I would like to thank you for taking the time to meet with us on Monday 14 May 2007.
Following our discussions regarding the potential opportunities for us to provide Business
Consulting services to the Town of Claremont, we are pleased to provide details of our firm and
relevant éxperience for your consideration. » V

About Pitcher Partners

Pitcher Partners is a professional services firm that focuses on providing value to its clients and
maintaining a challenging and positive working environment for its people.

As a specialist business related service provider, we are confident that we can provide an
excellent innovative solution to your service needs. We guarantee a high quality service, which
can be supported by reference to our significant relevant experience, proven track record,
capacity and the diversity of our portfolio of clients. In addition, we believe our commitment to
providing a high level of client satisfaction, together with an experienced.team represents
exceptional value for money.
















