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1. Response to Draft Decision on Capital Expenditure 

We are investing $159 million on the DBNGP over AA5. Our proposed capex will 
ensure we maintain our strong safety, reliability and service performance in AA5. This 
is the same level as we proposed in our Final Plan and $31 million more than the ERA’s 
Draft Decision. 

1.1. Overview 

This attachment sets out our response to the ERA’s Draft Decision on capital expenditure (capex) 
for the DBNGP over the 2021-25 Access Arrangement Period (AA5). In particular we are 
responding to the following Required Amendments in the Draft Decision:  

Required Amendment 10 

DBP must amend the opening capital base at 1 January 2021 to $3,327.39 million (real as at 31 
December 2019). The calculation of the opening capital base is set out in Table 55 of this draft 
decision. 

Required Amendment 11 

DBP must amend the projected capital base to reflect the values set out in Table 103 of this draft 
decision so that the closing capital base as at 31 December 2025 will be $3,132.07 million. 

We will invest $124 million (real as at December 2020) in AA4, consistent with our Final Plan AA4 
capex and $4 million more than the ERA’s Draft Decision for AA4 capex. The key reason for the 
change is that we have provided additional information on our AA4 IT Sustaining Applications 
projects, which demonstrates that the expenditure is conforming. We have made updates to 2019 
actuals, 2020 forecasts and forecast inflation to December 2020 which sees some minor 
movements across projects. 

We propose to invest $159 million in AA5, consistent with our Final Plan AA5 capex and $31 
million more than the ERA’s Draft Decision for AA5 capex. We have closely considered the ERA’s 
Draft Decision and the report of its technical consultant, EMCa, in developing our revised capex 
forecast for AA5. The key differences between the revised Final Plan and the ERA’s Draft Decision 
capex largely reflect either updated cost information in respect of specific projects or a different 
view as to whether the ERA’s proposed project deferrals are prudent. In particular, we have: 

 Accepted half of the ERA and EMCa’s proposed project deferrals into AA6; 

 Accepted the proposed reduction to Compressor Station Accommodation costs;  

 Updated the delivery and costs of the AGIG One ERP project, that:  

• brings forward the implementation at DBP, removing the need for an interim finance 
solution at DBP in the meantime; 

• shares the implementation costs at DBP with AGN; and  

• takes account of the best available market information for project costs resulting from an 
extensive competitive tender process completed in August 2020; 

 Provided more information to support areas of capex uplift in AA5 compared to AA4; 

 Revised IT costs flowing from the AGIG One IT Strategy and Roadmap detailed planning 
undertaken since January; and 
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Attachment 8.5A Addendum to Capex Business Cases sets out our detailed response for each of 
the business cases where the ERA has modified or rejected the proposed AA5 capex in our Final 
Plan. Further information is also provided in the remainder of this section. 

1.3.4.1. Improved asset information and forecasting accuracy  

In its technical review, EMCa found that our “governance and management system does not 
appear to have been changed significantly from its approach at the beginning of the AA4 
period.”51 The ERA has also applied this reasoning, stating: 52 

The ERA considers that the extent of the variance between DBP’s estimated actual capital 
expenditure and forecast expenditure at the business case level raises doubt about the 
reliability of DBP’s capital expenditure forecasts. The ERA has taken into account the variance 
between DBP’s actual capital expenditure and forecasts during AA4 when evaluating the 
proposed capital expenditure for AA5. Specifically, the variance between actual capital 
expenditure and forecasts during AA4 has been taken into account in determining the 
efficient amount of capital expenditure for the ‘Compressor stations’, ‘Pipeline and mainline 
valve’, ‘Meter stations’ and ‘IT sustaining infrastructure’ business cases for AA5.  

In making these statements, the ERA and EMCa do not recognise the improvements we have made 
in our forecasting approach between AA4 and AA5. Instead the inference is that, because of the 
variations between AA4 forecast and actual capex, it could be expected that there will be significant 
cost variance at the business case level and significant underspend in planned pipeline related work 
in AA5. 

We highlight that our governance and management system continues to see prudent and efficient 
delivery of capex. This is supported by the ERA’s acceptance of 97% of our actual capex (100% in 
relation to pipeline related work) in its review of AA4, consistent with the views formed in previous 
AA periods. The 3% that was not accepted was on the basis the ERA did not have sufficient 
information to conclude the capex was consistent with that of a prudent service provider acting 
efficiently. This deficiency in information has been addressed by Addendum 1 and Addendum 2 to 
the IT Sustaining Applications business case provided in Attachment 8.5A to this revised Final 
Plan.  

Importantly, we highlight that EMCa found that there was only a small variance at the five year 
program level of required expenditure.53  

Our program governance arrangements facilitate dynamic review of project need, scope, risk, 
prioritisation and scheduling opportunities. This appropriately identifies not only opportunities to 
prudently defer projects, but also ensures that new and emerging issues and risks can be 
addressed. We consider it unreasonable to assume that all of the projects identified at the outset 
of a five year period will go ahead and that no new projects will be required, as acknowledged by 
the ERA.54 

We therefore don’t consider that changes between actual and forecast information provides a 
reasonable basis to inform forecast capex for AA5. This is particularly given that total actual capex 
was relatively consistent with forecast and the detail provided in our business cases (discussed in 
the next section). 

                                           
51 EMCa Technical Review, [115] 
52 ERA Draft Decision, [459] 
53 EMCa Technical Review, pp.14 - 15 
54 ERA Draft Decision, [463]  
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We have improved our forecasting approach for AA5  

We have implemented a number of improvements to our five year capex program forecasting, 
planning and approval process leading into AA5. This is an area we have had significant focus on 
in response to feedback received during the AA4 determination process (notably from EMCa) 
regarding the limitations of our forecasting approach.55  

We have worked extensively on projects included as part of our AA5 forecast to provide more 
accurate estimates and information. We submit the bottom-up build used to develop the forecast 
is more robust and has a greater degree of certainty than achieved during the AA4 review. We 
have considered opportunities to find synergies across the entire portfolio of capex projects, as 
well as to defer projects to future years, resulting in significantly less opportunity to find even 
further efficiencies or savings. 

On this basis, we have a different view to the ERA and its technical consultant EMCa’s observation 
that our governance and management system does not appear to have been changed significantly 
from our approach at the beginning of the AA4 period.56  

For example, when developing the AA5 forecasts we have incorporated more clearly defined 
project scopes, provided options analyses, and considered a more detailed testing of 
deliverability.57 Though we are still seeking further improvements over AA5, our business cases, 
asset management strategies and supporting information is in a significantly more advanced stage 
of their project lifecycle than compared with AA4. 

We highlight EMCa found our procurement practices are consistent with good industry practice and 
that our risk ranking tool is a satisfactory means of prioritising and re-prioritising work.58  

As these improvements highlighted above are reflected in our forecast AA5 capex program, we 
expect to see less variability between our capex forecast estimates and actual expenditure for 
AA5. Our investment governance process will continue to deliver a prudent and efficient work 
program that are based on best estimates and the latest information available to the business. 

We have also engaged an independent firm with extensive experience in the energy and utilities 
industry to review our governance planning process to find further opportunities for refinement 
that are aimed at achieving: 

 improvements to our data management, leading to robust reporting; 

 embedded regular review processes to track and monitor our performance against the forecast 
AA5 capex program; and 

 enhanced communication processes to ensure project managers are kept updated on their 
project developments. 

The review was finalised in September 2020 and implementation of these recommended changes 
is expected in October 2020.  

While there will always be some movement in the works required, particularly later in the period 
as we respond to new information and circumstances, our planning approach in AA5 is much more 
mature than it was in AA4. Therefore we do not think that it is appropriate to take into account 
the variance between our actual expenditure and forecasts during AA4 as the basis for evaluating 

                                           
55 ERA Draft Decision, [465] 
56 EMCa Technical Review, p.24 
57 The lack of these was a criticism highlighted by EMCa during the AA4 review. 
58 EMCA Technical Review, p.108 
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the proposed expenditure for AA5 for the Compressor Stations, Pipeline and Mainline Valve and 
Meter Stations business cases.59 

1.3.4.2. ERA’s cost reductions do not take into account prudent acceleration of works 

We consider that the ERA has not adequately taken into account programs of work that may need 
to be accelerated during AA5. In our annual planning process, we continually refresh the risk 
ranking based on any new information available or changes in circumstances. This ensures 
projects identified are deferred and accelerated where prudent, and to allow us to respond to 
significant unplanned events which may occur over a five-year access arrangement period.  

In addition to being able to prudently defer or deliver some works at a lower cost, there will also 
be circumstances where assets fail prematurely, or the costs to undertake works will be higher 
than forecast. We have numerous examples of this occurring across our AA4 program, many of 
which have been outlined to the ERA and EMCa in response to requests for further information 
and have largely been accepted by the ERA as conforming capex.  

Specifically, of the 19 business cases where our estimated actual capex for AA4 was more than 
the forecast capex, the ERA considered it conforming capex for 18 of these. The exception was 
the IT Sustaining Applications projects as discussed in section 1.3.1 above, of which we have 
provided more information in support. 

Therefore, the ERA’s one-sided adjustment which only considers prudent deferral or delivery of 
work at a lower cost is not appropriate. In determining the best estimate of capex, the ERA should 
also reflect the need for prudent acceleration of works that may occur during AA5. We are also 
undertaking a number of new or periodic, high value works in AA5. While we have sought 
independent assistance in the costing of these works, some of them have not yet been market 
tested. Given the current economic situation, it is possible there will be a shortage of the skills 
required to deliver these works and therefore we may incur higher costs than currently forecast.  

Again, this supports an assessment of detailed business cases as the most appropriate information 
to inform forecast capex over AA5. 

1.3.4.3. Our forecast meets the requirements of NGR 74 

While the ERA and EMCa have provided a high level explanation of their top-down reductions, we 
note that EMCa was not able (due to it being outside EMCa’s scope) to conduct a full review of all 
the projects associated with our forecast program of works over AA5. As such, we do not consider 
EMCa’s assumption that the top down percentage of the forecast costs, ultimately adopted by the 
ERA, could be deferred to the AA6 period without materially impacting risk has been arrived at on 
a reasonable basis.  

We note that we are already investing at an elevated level of around $30 million per annum in 
2019 and 2020 compared to previous averages of around $25 million per annum as it has become 
clear that $25 million per annum is not sufficient to maintain current levels of risk. This in turn 
puts at risk the continued strong safety and reliability performance that our Shippers value, but 
has only a minor impact on price. 

However, we have sought to defer some projects as per the ERA and EMCa’s advice. We submit 
that our revised forecast has been arrived at on a reasonable basis as it considers historical 
performance, incorporates expenditure optimisation assumptions, and is founded on a detailed 
assessment of asset condition and the risk associated with deferring some projects.  

                                           
59 ERA Draft Decision, [459] 
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Our forecast therefore provides the best estimate in the circumstances and therefore meets the 
requirements of NGR 74. 

1.4. Summary 

1.4.1. Our performance in AA4 

We have invested $93 million of capex during AA4 up to the end of 2019 and are forecasting to 
invest a further $31 million in 2020, totalling $124 million by the end of the period, which is 
consistent with our Final Plan. We have provided additional information on our IT Sustaining 
Applications initiatives where they were not accepted in the ERA’s Draft Decision. A summary of 
our AA4 capex is provided in Table 1.2. 

  










