
 
 
 
 
 
 
 
 

SUBMISSION 24: Response to Halcrow Pacific Issues 
Report / Request of Information  

 
 

 
 
 

Date Submitted: 23 July 2010 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

DBNGP (WA) Transmission Pty Limited 
ABN 69 081 609 190 
Level 6, 12-14 The Esplanade 
Perth   WA   6000 
 
Contact: Trent Leach, Manager Regulatory and Government Policy 
Telephone: 08 9223 4357 
Email: trent.leach@dbp.net.au 



DBNGP Revised Access Arrangement Proposal Submission 

 

24 Information Request Response_Final_230710.doc Page i 

 
 
 

TABLE OF CONTENTS 
 
 

 

1. INTRODUCTION ....................................................................................................................1 

2. GENERAL INFORMATION REQUESTED.............................................................................2 

3. HISTORICAL CAPITAL EXPENDITURE ...............................................................................6 

4. STAY-IN-BUSINESS EXPENDITURE (2005 TO 2010).......................................................10 

5. FORECAST CAPITAL EXPENDITURE ...............................................................................13 

6. STAY-IN-BUSINESS CAPITAL EXPENDUTRE (2011 TO 2015)........................................14 

7. HISTORICAL OPERATING EXPENDITURE.......................................................................18 

8. FORECAST OPERATING EXPENDITURE.........................................................................21 

9. ADDITIONAL – GENERAL...................................................................................................26 

10. ADDITIONAL – CAPITAL EXPENDITURE ..........................................................................27 

11. ADDITIONAL – OPERATING EXPENDITURE....................................................................30 

12. CONFIDENTIALITY..............................................................................................................33 

 

 

 
 



DBNGP Revised Access Arrangement Proposal Submission 

 

24 Information Request Response_Final_230710.doc Page 1 

1. INTRODUCTION 

1.1. On Friday 4 June 2010, the Economic Regulation Authority (ERA) issued DBP with an 
Information Request (Information Request) to assist in the assessment of the proposed 
revisions to the Access Arrangement. DBP has been provided with two documents outlining 
the Information Request’s requirements:  

(a) Report prepared by ERA consultants Halcrow Pacific Pty Ltd (Halcrow Report); and 

(b) DBP’s confidential tariff model with highlighted areas indicating requests for further 
information. 

1.2. The ERA asked DBP to provide a response by Tuesday 15 June 2010 and met with 
Halcrow Pacific for workshop discussions the week that commenced Monday 5 July 2010. 

1.3. DBP provided the ERA with a submission on Tuesday 15 June and subsequent submission 
on Friday 25 June containing informing that was able to be brought together within the 
timeframe.  

1.4. Subsequent to the workshop discussions the ERA issued DBP with a Follow-up Request for 
Information on Monday 12 July 2010.  

1.5. DBP provided an initial submission (submission 18) in response to the Follow-up Request 
for Information on 18 July 2010. A subsequent submission (submission 23), with additional 
information to that contained in Submission 18, was submitted on 21 July 2010.  

1.6. This submission details DBP’s further response to the Follow-up Information Request.   

1.7. As advised in the initial submission of 15 June, there are a number of overarching concerns 
DBP has with the nature and type of information being requested in the Information 
Request and the Follow-up Request for Information.  These concerns are outlined in 
section 2 of submission 14. 

1.8. Given the above, DBP is providing this information in the interests of transparency.  
However, by making this submission, it should not be construed that DBP concedes that 
the ERA has a need to access this information in order to perform its statutory function of 
assessing the access arrangement proposal. 

1.9. The sections of this submission that follow section 1 are structured using the same 
structure used in the Halcrow Report.   
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value is in each of the options. Sourcing decisions become strategic and business metrics 
are used to evaluate their overall business effectiveness.   

2.9. In conjunction with the above organisational structure strategy, DBP has an infrastructure 
strategy to support and compliment this initiative. In conjunction with the SCADA upgrade, 
PABX replacement, Southern Communication upgrade and relocation of the Microwave 
management and control servers have reinforced the need for a DBP Data Centre.  
Planning is underway to run all non-shared ICT systems on DBP owned equipment.  The 
creation of a production Data Centre consequentially gives rise to the need for a Disaster 
Recovery Data Centre. 

2.10. DBP’s infrastructure strategy plans to: 

• Develop the Jandakot Facility as the Production Data Centre for all Information, 
Communication and Operational Technology equipment and systems. This is consistent 
with the long term plan to consolidate Jandakot at DBP’s Operation and Maintenance 
Centre 

• Develop Kwinana Junction site as the Disaster Recovery Centre for all Information, 
Communication and Operational Technology equipment and systems 

• Directs that all systems and equipment owners within DBP must plan to relocate 
existing systems and equipment to these sites 

• Directs that all new equipment and systems will be located at these sites 
• Directs that all equipment and services be subject to best industry practice for renewing 

and upgrading (eg Workstations replaced at three years and Servers at four years) 

2.11. Management of software is a critical part of the DBP business and has therefore DBP has 
developed its software strategy for upgrades and replacement on the basis of keeping all 
software at a release level of n-2. For example the current version of Microsoft Office is 
2010 and so we should be operating on MS Office 2007 SP1. Adoption of this strategy will 
enable DBP to: 

• Plan for timely upgrades (manage forecast costs) 
• Maintain currency of software and systems portfolio 
• Take advantage of new stable functionality 
• Maximise value of its Microsoft Enterprise Agreement 

2.12. In addition, DBP seeks to operate on a stable platform in servicing its business needs and 
therefore critical that systems used to underpin its business are in stable environments. The 
‘n-2’ approach is based on good industry practice to ensure that all software revisions are 
properly debugged and stability is achieved in production before DBP applies its upgrade 
process. 

2.13. DBP is presently committed to WestNet as its IT service provider in accordance with the 
OSA and the service plan previously submitted until 2013.  However, with the imminent 
departure of WestNet Rail (WNR) from the WestNet support structure and with significant 
uncertainty surrounding the WestNet business given that Prime Infrastructure has 
announced that this business is being held for sale, there is an increased urgency for DBP 
to implement multi-sourcing for its ICT support and data centres. 

2.14. There are eight high level phases to the separation from WestNet as DBP’s provider of IT 
services. 

Phase 
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1. Creation of DC at Jandakot 

2. Physical separation of all non-shared Corporate ICT systems and services 

3. Replication and separation of all corporate ICT shared systems and services 

4. Design, Plan and socialise internal ICT section 

5. Formation of an internal ICT section within DBP from existing and additional resources 

6. Set up multi-sourcing contracts and governance 

7. Creation of DR facility at Kwinana Junction 

8. Execute the Handback  
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3.6. Firstly, the total capital expenditure of $441.923m was capitalised in two stages: 

(a) In 2008 – an amount of $431.320m was capitalised 

(b) In 2009 – an amount of $10.603m was capitalised 

3.7. The incurring of the amount of $431.320million can be explained as follows: 

(a) Firstly, at the time the expenditure was capitalised (in April 2008), there was a total of 
$426.936m of incurred transactions together with $2.215m of accruals, making a total 
of $429.154m.  This is recorded in the worksheet under the column headed “Final 
SAP Balance” and is broken down by invoice in the worksheets entitled “Pivot” and 
“Stage 4 SSC Line items 300407”. 

(b) The column headed “Re-allocation between stages” outlines capital amounts from the 
column headed “Final SAP balance” that needed to be re-allocated from one sub-
stage to other sub-stages. 

(c) In addition to the accruals referred to above, prior to the capitalisation occurring, there 
was also another amount for accruals that had to be recorded to the project based on 
invoices received.  This amount was $3.299m 

(d) In addition, there was also a total expenditure of $1.133m which was booked to the 
project but which related to completions work that, at the time of capitalisation in 
2008, had not been completed – the capital costs for this completion work could only 
be capitalised in 2009 when the completion project had been completed. 

(e) The breakdown of the $431m into various asset categories under the worksheet 
“Stage 4 Asset (final)” 

3.8. The incurring of the amount of $10.604m in expenditure that was capitalised in 2009 can be 
explained as follows: 

(a) In 2008, a list of projects was identified for completion.  The amount allocated to this 
completion project is classified in the row entitled “Stage 4CO”.   

(b) This is explained as follows: 

(i) $1.133m was carried over from the initial capitalization done 
in 2008 given that it related to assets that had not, in 2008, 
been completed. 

(ii) There were $14.985m in transactions incurred following the 
capitalization of the initial phase in 2009.  This is broken 
down by invoice in the worksheets entitled “{Stage 4 SSC 
Line items 010507 on” 

(iii) However, of this total amount, $5.514m in invoices related to 
various sub stages in stage 4 and therefore required a 
reversal of accruals for these amounts. 
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(Maximo) upgrade. However, only some of the expenditure for the Maximo upgrade project 
has been recorded in both the Stage 5A expansion project and the particular stay in 
business project. 

4.5. This is explained in the following table: 

Item Original Adjustment Forecast 
      Expenditure 

   CY 2010   as at 30 June 2010 
  $m $m $m 
Maximo as reported in Stay in Business 
Maximo as reported in Stage 5A expansion 
Total Maximo Project 

4.6. DBP has proposed to remove an amount of  from the 2010 stay in business 
expenditure (making the amount contributable the Maximo stay in business project $  
M for 2010). This adjustment will be made to the proposed revisions to the access 
arrangement to be submitted following the draft decision.  
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6.3. DBP provides responses below to the following requests for information from the above 
table.  

Response to 5.13 - Jandakot Office 

6.4. The Jandakot site is used by DBP as office space and storage warehousing for DBNGP 
field personnel involved in operations and maintenance activities. 

6.5. The site currently includes offices, storage of spare parts, laboratory and a small workshop. 
No maintenance activities are carried out on the site. 

6.6. Generally less than 20 staff is on site as maintenance takes place in the field between 
Dampier and Bunbury. 

6.7. DBP is investigating a long term plan to consolidate its operations at the Jandakot site, 
including: 

(a) Consolidation of the control room at this site when the lease expires at the Esplanade 

(b) Relocation of the key engineering team to be collocated with the Maintenance team.  

(c) Consolidation of Disaster recovery requirements at Jandakot underpinned by the 
upgrading of the southern area communications network.  

(d) Centralisation of procurement and accounts payable processes. 

(e) Additional services and parking to cater for the increased workforce planned at the 
site. 

6.8. To implement this plan, a new office building will be required. 

6.9. DBP, using its project cost estimation methodology, has estimated the expenditure required 
to be in the order of $4million.  

Response to 5.14 – SCADA 

6.10. The project costs for the SCADA upgrade stay in business project has been incorrectly 
accounted for in the proposed revisions to the Access Arrangement. 

6.11. DBP advises that the total project cost is expected to be in the range of $3.6 million as 
outlined in response to item 3.4.    

6.12. DBP proposes to remove the amount of $1,107,683 from the forecast stay in business that 
is being double counted. This adjustment will be made to the proposed revisions to the 
access arrangement to be submitted following the draft decision.  

Response to 5.15 – IT Strategy 

6.13. DBP refers to the IT Service Plans that were attached in earlier submissions that responded 
to requested item 1.5 – in particular the service plans attached to submission 14 for details 
on most of the ICT equipment. 
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being disadvantaged by the tariff they would pay.  All shippers would, at least notionally, 
bear the same cost per unit of contracted capacity.  If spare capacity were to become 
available for provision of the reference service, that capacity could then be made available 
to a prospective user at the correct - regulated – reference tariff. 

8.5. If, then, Alcoa of Australia were to be required to pay the reference tariff (the assumption 
implicitly being made), and were to contribute the fuel gas required for the transport of gas 
to its refineries, it could reasonably be expected to negotiate, with DBP, a discount on the 
reference tariff it would otherwise have had to pay, to compensate it for the value of the fuel 
gas it contributed.  Other shippers would be unaffected.  They would continue, at least 
notionally, to pay the reference tariff. 

8.6. If Alcoa were required to pay the reference tariff, were to contribute the fuel gas required for 
the transport of gas to its refineries, and the value of that gas were removed from the total 
revenue for reference tariff determination, all shippers would pay a correspondingly lower 
tariff.  However, the reduction in the tariff (notionally) payable by Alcoa would not be 
sufficient to compensate the company for the value of the fuel gas it had contributed.  
Moreover, other shippers would benefit from a tariff reduction made possible by Alcoa's 
contribution of fuel gas.  They would receive gas transportation service at an economically 
inefficient price - a price below the cost of providing the reference service. 

8.7. To remove the inefficiency, either a value must be assigned to the gas contributed by Alcoa 
for reference tariff determination, or Alcoa must be "removed from the pricing equation".  
The removal of Alcoa, because it has commercial arrangements with DBP which lie outside 
the regulatory regime, is difficult.  It is difficult conceptually, because all other shippers also 
have commercial arrangements with DBP which lie outside the regulatory regime.  It is 
difficult practically because considerably more than the value of the fuel contributed by 
Alcoa would have to be removed from the total revenue for tariff determination.  Alcoa's 
contributions to the capital and other costs of operating the DBNGP would have to be 
removed, and these are difficult to properly identify given the company's current and past 
contractual arrangements as a foundation pipeline customer. 

8.8. The problem is most simply - and properly - resolved, by "leaving Alcoa in the pricing 
equation", and assigning a value to the fuel gas contributed by Alcoa.  DBP has done this 
by assigning a price of $ /GJ (real, December 2010) to that gas.  DBP understands 
that a portion of the fuel gas supplied under its System Use Gas Agreement with Alinta 
Sales was, up until the end of 2009, sourced from Alcoa.  DBP has, therefore, assumed 
that the price at which Alcoa buys gas (the price which should be used in determining the 
cost of fuel gas component of DBP’s total revenue) must be at or near the price at which 
Alinta Sales supplied gas to DBP up until December 2009.  That price was $ /GJ 
(“notional Alcoa price”). 

8.9. The cost of fuel gas which DBP has used to determine the proposed revised reference tariff 
for the DBNGP has then been calculated using a weighted average of the notional Alcoa 
price, and the price which DBP expects to pay for gas purchased under its amended 
System Use Gas Agreement with Alinta Sales (which was provided as Annexures 2A and 
2B to DBP’s Submission 12) once the amendments to that agreement become 
unconditional.  In the average, the Alcoa price is weighted by the ratio of Alcoa throughput 
to total (full haul and part haul) throughput, and the Alinta Sales price is weighted by the 
ratio of total throughput, less Alcoa throughput, to total throughput. 

8.10. The price at which Alcoa purchases gas is not known to DBP and, in the absence of an 
assumption such as that described in paragraph 8.8 above, the current view of the market 
price of gas – around /GJ – would have to be used in the determination of the DBNGP 
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fuel gas cost.  Accordingly, DBP considers it is a reasonable best estimate to assume the 
notional Alcoa price. 

8.11. DBP notes that, in its fuel gas calculations, both the price of gas supplied under the System 
Use Gas Agreement, and the assumed Alcoa price, are assumed to increase at 80% of the 
increase in the CPI.  This is the rate of price escalation applicable in accordance with the 
relevant clauses of the System Use Gas Agreement. 
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(c) The analysis does not contain complete costing details for the different gas quality 
scenarios 

(d) The analysis was undertaken before the FEL for stage 5A was prepared and 
therefore any costing details that are in the spreadsheet do not align with the 
costings included in the FEL 

(e) The primary purpose of the analysis was to understand the order of magnitude of the 
difference between the hardware required under each gas quality scenario.  
Given the risks to DBP of designing an expansion assuming a gas quality 
specification other than using 37.0MJ/m3, a decision was made by management 
not to pursue any further analysis in this regard 
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12. CONFIDENTIALITY 

 




