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Executive summary 
PB has been engaged by the Economic Regulation Authority to undertake an independent review of 
Horizon Power’s historical and forecast expenditures. This report presents the results of PB’s review. 

Created from the disaggregation of the former Western Power Corporation in 2006, Horizon Power is 
a Government owned, vertically integrated energy business responsible for generating or procuring 
the supply of electricity and for transmitting, distributing and retailing electricity to residential, business 
and industrial customers living and operating throughout regional Western Australia. The business 
operates in accordance with its Strategic Development Plan, agreed and approved with the Minister 
for Energy and concurred with the Treasurer through the State Budget process. 

PB has reviewed the appropriateness of historical expenditures, the process, procedures and 
practices that are used to forecast expenditures, and the appropriateness of proposed expenditures 
for the forecast period, 2010/11 to 2013/14.   

Historical expenditures 

PB compared Horizon Power’s actual expenditures from 2006 with those proposed in its annual 
budgets. PB did not identify any systemic bias in the variances of operational expenditure (opex) with 
budget, finding only small variances. PB concludes that Horizon Power’s accuracy in setting opex 
budgets is reasonable. 

Opex increased over the 4-year period to 2009/10 by 64%. PB has identified increases in opex that 
relate to the start up of the new business, such as internal review of work practices, obtaining needed 
information about the assets to ensure appropriate management, and development of long term plans. 
Work to move from age based replacement of assets to include condition information has also 
occurred. PB has not seen any indication that these expenditures were not needed or appropriate.  

With regard to capital expenditures (capex), PB identified a clear trend of underspending against 
budget. The reasons were found to be due largely to factors outside of the business’ direct control. 
The variances have reduced as a percentage of budgeted expenditure in recent years. PB concludes 
that Horizon Power’s accuracy in setting capex budgets was initially poor (due to external factors) but 
has improved substantially. There is no indication that variances will continue. 

With respect to capex for generation projects, PB notes that Horizon Power has experienced a cost 
overrun that is estimated at 33% at completion of the Marble Bar/Nullagine power stations. PB has 
been unable to form a view as to whether the expenditure for the Marble Bar project is prudent and 
efficient as this would require a detailed examination of the project which is beyond the scope of this 
review. PB notes that the procedures set down by Horizon Power were not followed and that 
significant risk exists that other power station projects in the forecast period may also vary against 
budget. 

Process, procedures and practices 

PB notes that many of the processes, systems and methodologies had been substantially revised or 
introduced across the business within the past six to twelve months. Prior to this it is apparent that 
Horizon Power relied on many legacy Western Power processes and systems. Given the history of 
disaggregation and the business’ desire to reduce its reliance on those legacy systems with limited 
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support, a widespread assessment, rebranding and improvement in processes and systems over this 
period is considered to be reasonable.  

In most cases the rigour of the processes and quality of the documentation provided by Horizon Power 
were better than normal industry practice and in PB’s opinion represent an evolution of the business 
rather than a fundamental change in strategic direction. The understanding and acceptance of recent 
changes across the individuals that PB interviewed appeared to be strong, which Horizon Power 
attributed to the consultative continuous improvement culture that has been established.  

Forecast expenditures 

Horizon Power has forecast expenditures for the four-year period 2010/11- 2013/14 for its generation, 
networks, and retail activities. In nominal terms these are:  

 forecast capex $974m 

 forecast opex $1,547m. 

The annual trend of these expenditures shows a steady increase in opex, and a significant increase 
and then reduction in proposed capex towards the final years of the outlook period. 

Generation capex  

For the generation activity, Horizon Power has proposed capex of $503.0m (nominal) over the forecast 
period. The major capex items that PB examined are for the construction of new generation projects.  

PB has concerns that the business case analysis has been made on the basis of budgetary estimates 
and not on firm contract prices as would normally be expected. The use of budget estimates (+/- 30% 
accuracy) opens the possibility that a more cost effective solution could be found by using more 
accurate pricing for the most viable options. 

Because of the nature of the business’s service area where there are many remote locations, a key 
issue is the lack of competition for outsourcing of services resulting from the availability of only single 
suppliers in remote areas. Horizon Power’s approach to this issue has been to standardise practices 
and bring some services in-house.  

Despite forecasts that account for higher costs in its regional areas, Horizon Power has experienced a 
cost overrun that is estimated at 33% at completion of the Marble Bar/Nullagine power stations. 
Implementing lessons learnt from the post project review should ensure that only efficient expenditures 
are actually made in the forecast period.  

PB concludes that a risk exists that Horizon Power in the past may not have selected the most 
appropriate generation options due to inaccuracy in forecast expenditure estimates. This is unlikely to 
occur in future as Horizon Power implements lessons learnt from the Marble Bar power station project. 
Hence, PB has not recommended a change to the forecast capex for generation. 
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1. Introduction 
The Treasurer of the State of Western Australia has requested that the Economic Regulation Authority 
(the Authority) undertake an inquiry into the funding requirements and operating and capital 
expenditure programmes of Horizon Power. 

At a high level, the inquiry aims to establish Horizon Power’s efficient levels of costs and cost reflective 
tariffs to supply electricity to regional Western Australia so that the government can determine the 
appropriate level of subsidy paid by customers in the South West Interconnected System (which is 
supplied by Western Power) through the Tariff Equalisation Contribution. 

In accordance with the inquiry’s terms of reference, the Authority will determine the level of tariffs that 
reflect Horizon Power’s efficient costs in supplying electricity to its customers. The Authority must also 
consider and develop findings on the efficiency of Horizon Power’s expenditure programmes and 
procurement processes, as well as suggest incentives to encourage Horizon Power to operate more 
efficiently.  

Parsons Brinckerhoff (PB) has been appointed by the Authority to provide engineering advice to 
establish the efficiency of Horizon Power’s capital and operating expenditure programmes. PB’s 
review will cover both historical capital and operating expenditure, since Horizon Power was formed in 
2006, and projected capital and operating expenditure to 30 June 2014. 

1.1 What does Horizon Power do? 
Horizon Power is a Government owned, vertically integrated energy business responsible for 
generating or procuring the supply of electricity and for transmitting, distributing and retailing electricity 
to residential, business and industrial customers living and operating throughout regional Western 
Australia. Horizon Power’s service area is vast, covering all areas outside the South West 
Interconnected System, extending from Kununurra in the north to Esperance in the south 

The business operates in accordance with its Strategic Development Plan, agreed and approved with 
the Minister for Energy and concurred with the Treasurer through the State Budget process. The 
Strategic Development Plan process endorses the mandate and strategic direction for the business 
and performance targets which underpin Horizon Power’s Business Plan. 

Given its legislative framework and the external environment, Horizon Power’s purpose is to create 
lasting value from its activities by maximising the social, environmental and economic benefit for the 
company and the communities which its services, as represented in Figure 1-1. 
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Figure 1-1 Horizon Power’s strategic areas of focus and key business objectives 

 
Horizon Power has adopted a decentralised operating model based on six geographic districts which 
each focus on: asset management (generation, independent power production, retail, transmission 
and distribution); community and customer relationships; and works delivery. This approach devolves 
operational accountabilities to those who live in and best understand the communities in which 
Horizon Power operates. 

Originally established in April 2006 following the disaggregation of Western Power Corporation, 
Horizon Power undertook significant operational realignment in June 2008 across its business to 
ensure it was best placed to achieve corporate objectives to contribute lasting social, economic and 
environmental value in the communities it serves. The existing business structure comprises of eight 
divisions: 

 Operations , including six geographically based district business groups 

 Islanded systems development 

 Strategy and business development 

 Governance and company secretariat 

 People and corporate services 

 Shared services 

 Knowledge and technology 

 Finance services. 

Horizon Power’s head office is in Karratha, with regional offices located in Kununurra, Broome, Port 
Hedland, Carnarvon and Esperance so that it can respond to customer queries and investigate local 
issues promptly. Coinciding with the realignment of the business was the move of Horizon Power’s 
Perth administration centre to a new premise in Bentley. 
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1.2 What assets does Horizon Power own? 
Horizon Power’s customers range from people living in remote, isolated communities with less than 
100 people, to residents and small businesses in regional towns, to major mining companies in the 
Pilbara region. Horizon Power currently delivers electricity to over 43,000 customer connection points, 
supplying more than 35,000 residential properties and more than 8,000 businesses and organisations, 
across a service area that covers around 2.3 million square kilometres. 

Horizon Power generates around 13 per cent of the electricity supplied to its service area and 
purchases the remaining energy (87 per cent) from privately-owned generators and a small 
percentage of renewable energy from Verve. This is then distributed and retailed to customers.  

Horizon Power’s assets include: 

 power systems and stations supplying 41 separate towns, as shown in Figure 1-2 

 generating plant at ten separate sites with an aggregate capacity of around 75MW (excluding the 
two solar plants at Marble Bar and Nullagine which are under construction), with fuel sources 
including gas, diesel or dual fired 

 17 substations where power is transformed from on voltage to another, voltages used include 
220kV, 132kV, 66kV, 33kV, 22kV, 11kV, and 6.6kV 

 19 separate transmission lines covering 445km in length. Transmission voltages include 220kV, 
132kV, 66kV, and 33kV, with lengths of 197km, 71km, 151km and 26km, respectively 

 approximately 150 distribution feeders, covering a distance of around 5,000km (where 60% of this 
length is dominated by two long feeders supplying the Esperance district) 

 a mobile fleet of equipment (generators, transformers, fuel tanks, fuel pumps, load banks and ring 
main units) that can be readily located at any location within the service area 

 two gas pipelines. 
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Figure 1-2 Horizon Power’s supply areas, as of May 2010 
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2. Scope of work 
PB has been engaged by the Authority to undertake an independent review into the efficiency of the 
key building blocks of opex and capex submitted by Horizon Power that have, and will, inform its 
revenue from the organisation’s inception in 2006 to 30 June 2014. 

Primarily, PB has been engaged to undertake a desk-top review of Horizon Power’s historical and 
forecast expenditures, facilitated by meetings and correspondence with the business to ensure 
understanding of its approach and operating environment. As part of its independent review, PB is 
required to form a view on Horizon Power’s capex and opex efficiency in the context of relevant 
forecasts, with a focus on: 

 the approach Horizon Power has used to establish its forecasts 

 its performance against historical budgets 

 the materiality of components of the expenditures by function (generation, transmission, distribution, 
retail) and by geographic location and customer base 

 its policies, strategies, processes and asset management practices.  

PB’s review is confined to the 4.25-year historical period from 1 April 2006–30 June 2010, and the 
four-year outlook period from 1 July 2010– 30 June 2014. For simplicity in this report, PB has excluded 
from figures and tables the historical expenditures occurring in the 3-month period from the 
businesses inception in April 2006 to the end of the 2005/06 financial year. 

2.1 Capital expenditure 
In regards to capital expenditures, PB has been required to: 

 compare actual capital expenditure over the period since Horizon Power was formed in 2006, to the 
projected capital expenditure for that period, and 

- investigate the reasons for any substantial differences between projected and actual 
expenditures 

- identify any capital expenditure that was not appropriate 

 examine the processes used by Horizon Power to approve capital expenditure and determine 
whether, and how, those processes can be improved to ensure efficiency in capital investments 

 provide an assessment on the fitness for purpose of engineering solutions, e.g. the selection of 
renewable generation over thermal 

 identify any forecast or planned capital expenditure that is not appropriate 

 make use of the independent reviews of Horizon Power’s Asset Management Plans, regularly 
conducted at the request of the Authority, in undertaking the assessment, and 

 make recommendations on the efficient level of capital expenditure, historic and proposed. 
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2.2 Operating and maintenance expenditure 
In regards to operating expenditures, PB has been required to: 

 compare actual operating expenditure over the period since Horizon Power was formed to the 
projected operating expenditure for that period, and to investigate the reasons for any substantial 
differences between projected and actual expenditures 

 examine projected operating expenditure, cost drivers and processes and determine the scope for 
efficiency gains in comparison to past performance and other service providers 

 review what allowances Horizon Power has made for anticipated costs resulting from the Carbon 
Pollution Reduction Scheme (CPRS) and Mandatory Renewable Energy Targets (MRET), including 
any expanded MRET 

 review how Horizon Power allocated overhead costs to other activities and assess the efficiency of 
the allocation method 

 make recommendations on the efficient level of operating costs, historic and proposed, including 
allocated overhead costs. 

2.3 Other areas of investigation 
PB’s scope of work also includes: 

 a review of the efficiency of Horizon Power’s procurement process, especially in negotiating Power 
Purchase Agreements 

 provision of advice as requested to assist the Secretariat in its drafting of its draft report 

 review of the Authority’s draft report, in relation to those sections dealing with PB’s technical 
findings, and facilitation of the finalisation of the Authority’s draft decision for publication. 

As part of the inquiries Terms of Reference, the Authority is asked to consider and develop findings on 
opportunities for alternative arrangements for service delivery in remote regions. Consequently, the 
consultant is also asked to identify any such alternative service delivery arrangements that become 
apparent whilst conducting the review. 
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 a series of interviews with Horizon Power staff in their Bentley offices during the week ending Friday 
20 August 2010. The principal objectives of these meetings were: 

- clarification and understanding of the business processes and expenditure forecasts 

- providing the opportunity to Horizon Power to discuss and elaborate on its needs and drivers 
of expenditures 

- targeted engagement and questioning in regards to key investment strategies and business 
processes 

 PB’s desk top analysis of the expenditures, supporting documentation and written responses to 
preliminary questions 

 preparation of a preliminary findings report to the Authority, and a 2nd round of clarification 
questions pertaining to material items identified 

 an information freeze on written responses from Horizon Power dated Friday 17 September 2010 , 
in order to ensure PB was in a position to prepare its draft report based on a definitive set of 
information from Horizon Power 

 provision of a draft report to the Authority, followed by review and inclusion of comments by the 
Authority 

 provision of a second draft report to the Authority and Horizon Power to comment on errors of fact 
and confidentiality 

 delivery of the final report. 

PB’s review and the exchange of critical information were facilitated by the use of a regularly updated 
issues register. 

3.2 Assessment methodology 
The approach adopted by PB in its review of Horizon Power’s expenditures combines an assessment 
of the businesses internal governance approach, strategies and processes, a high-level review of the 
trend and drivers of expenditure within various categories, together with a more detailed ‘bottom-up’ 
assessment of a number of selected projects and expenditure line items. PB considers its approach 
has suitably recognised the unique structure, purposes and characteristics of Horizon Power, which 
includes the transition to cost reflective pricing as sought by the wider inquiry, as it evolves within a 
more regulated environment. 

PB’s review has covered all of the company’s operating functions, including its key business activities 
of electricity generation/procurement, transmission, distribution and retail. Specifically, PB’s approach 
has been to understand the expenditures undertaken and proposed by Horizon Power over the review 
period giving due consideration to the investment decision-making processes, cost drivers of the 
capex and opex profile, augmentation and replacement modelling and fit for purpose of engineering 
solutions, actual and forecast expenditures, and the overall procurement processes. 

PB has structured its review and findings based on the following sections: 

 Section 5: Business process review areas, including policies and strategies, internal processes and 
the operating environment 

 Section 6: Historical versus budgeted expenditures 

 Section 7: Generation capex and opex (including electricity purchases from independent power 
producers) 
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 Section 8: Operating expenditures, including those associated with key functions such as 
transmission, distribution, retail, non-network, corporate services, etc 

 Section 9: Network and non-network related capex, including transmission and distribution network 
related projects and programs, as well as investment in IT systems, property and buildings, vehicle 
fleets, etc. 

3.2.1 Business approach, strategy and processes 

An important part of the PB review is the evaluation of the governance framework within which Horizon 
Power makes investment decisions. The culture of the business can have a major impact on the way 
in which the business invests. PB has examined the structure, strategies, policies, processes and 
procedures adopted by Horizon Power in the development of its expenditure proposals, and have 
used the outcome of this review to reach an independent view on the robustness, appropriateness and 
efficiency of the historical and projected expenditures. 
The finer elements of the analysis PB has taken into consideration as part of the business process 
review have included: 

 A view into key policies and strategies, including: 

- Procurement strategies and guidelines  

- Network capacity planning criteria and augmentation  

- Demand management initiatives  

- Inspection, maintenance and operations approach  

- Technical design standards  

- Customer contribution policies  

- IT and non-network strategies  

- Workforce strategy and outsourcing  

- Enterprise and project risk management.  

 A view into key internal processes: 

- Annual budgeting and project prioritisation and how the business goes about consolidating 
expenditure needs across its various divisions and locations, and how it takes a view of 
project priorities at a portfolio level 

- Gating, approvals and project governance and delivery, economic evaluation guidelines, 
PIR’s covering the necessary internal steps involved in identifying, justifying, approving, and 
implementing, monitoring and reviewing the outcomes of various projects and programs of 
work 

- Supply, demand and energy forecasting processes  

- Project cost estimating  

- Business overheads and capitalisation policy  

- Asset management practices and documentation. 

 A view into the businesses operational environment and the wider influences on its expenditures: 

- Jurisdictional, license and regulatory obligations and compliance  

- Service standards  
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- The impact of any Carbon Pollution Reduction Scheme (CPRS) or Mandatory Renewable 
Energy Targets on the operating expenditures proposed  

- The quantity and application of any input cost labour and material cost escalators above and 
beyond forecast CPI. 

In PB’s view, each of these process review areas play a role in informing the overall efficiency of 
proposed expenditures, and the transparency and consistency in approach in each of these areas is 
key to ensuring that out-turn costs are reasonable, prudent and efficient. 

As part of PB’s review of historical and proposed expenditures it has also endeavoured to consider a 
variety of other issues such as: 

 changes in out-turn costs compared with original forecasts and the reasonableness of variations 

 trend analysis - examination of step changes, categories used and the consistency of definitions 

 expenditure drivers and forecasting methodology 

 the alignment of investment decisions to service standards and targets 

 review of the reasonableness and efficiency of material projects (need, timing, alternatives 
considered, scope efficiency, cost efficiency, strategy) 

 review of asset and supply reliability including performance and condition 

 consideration of outages statistics, defect rates, generation/plant failures rates, and asset utilisation 
levels, etc. 

3.2.2 Generation opex and capex 

PB examined the capex for generation projects to determine whether the strategy of build own operate 
is more efficient than the alternative of sourcing from Independent Power Producers (IPPs). PB 
examined the decision making process and how these decisions are arrived at. PB examined the 
timing of new capex and what alternatives have been evaluated at both project and program level. 

Generation opex is related to purchase of energy from IPPs and operations and maintenance of its 
own diesel fleet. The opex also includes fuel purchases. 

3.2.3 Opex (excluding generation) 

In undertaking its review of the company’s opex expenditure PB sought to determine whether or not 
the company’s expenditure levels are efficient and appropriate. PB’s review includes a comparison of 
actual opex levels and forecast opex levels, and identification of those areas of expenditure where 
there is a substantial deviation, upwards or downwards, from projected to actual expenditure.  

PB’s approach was to consider business policies and procedures, as well as the drivers for variations 
in historical opex provided by Horizon Power.  PB also considered how these variations in historical 
expenditure compared with budget may impact the accuracy of the forecast opex. The Authority 
wishes to determine the scope for efficiency gains in opex in comparison to past performance and 
other service providers, by examining projected opex, cost drivers and processes. 

A standard method of forecasting opex is to use an efficient base year opex as a starting point and to 
escalate the components of this opex according to its most relevant driver, taking into account 
opportunities for capturing economies of scale or other efficiencies. This approach is also useful in 
reviewing opex forecasts. However the method will only deliver a satisfactory outcome if the base year 
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opex is itself efficient, and if non-recurring expenditures are removed. Hence the assessment of the 
efficiency of Horizon Power’s historical opex is an important starting point for the forecast opex review. 

To assess the efficiency of the opex forecasting processes adopted, PB considered actual opex 
outcomes over the period since Horizon Power was formed (including any historical information). 
Attention is given to trends with the aim of providing an appropriate starting point. As part of this work, 
PB sought to identify: 

 any variations between forecast and actual opex  

 mitigating circumstances (if any) causing such variations 

 any trends (by category and in total) that will impact opex over the forecast period 

 anomalies or one-off expenditures that will not be incurred over the forecast period. 

It is expected that operating and maintenance expenditure includes both direct and indirect costs and 
that the company will have developed some degree of modelling (possibly integrated) in order to 
project its opex requirements. Hence PB examined how Horizon Power allocates its indirect costs to 
specific activities.  

Direct costs include field maintenance labour and material costs, and associated management costs. 
Also included in direct costs are the activities required to operate and monitor equipment status and 
condition on an ongoing basis. Indirect costs include planning, insurance, asset management support, 
legal, land and property maintenance, public relations, IT, finance, treasury and other corporate 
services. 

Specifically the forecast opex review includes an assessment of the appropriateness of the allocation 
of opex overhead costs to specific activities, including: 

 routine maintenance and refurbishments/renewals 

 the definition, treatment and allocation of joint and common costs such as corporate administration 
expenses, financing charges and depreciation. 

PB also reviewed what allowance Horizon Power has made for anticipated costs resulting from the 
Carbon Pollution Reduction Scheme (CPRS) and mandatory renewable Energy Targets (MRET), 
including any expanded MRET. 

In undertaking this review PB has recommended an efficient opex level (by category and in total) 
including allocated overhead costs.  

PB’s review also examined: 

 the effectiveness of operating practices, procedures, and asset management systems at ensuring 
only necessary and efficient opex occurs 

 the key internal and external factors that may affect the level of efficient opex required. 

 the appropriateness of the opex forecasting methodology, including: 

- assessing the efficiency of the base year selected 

- assessing the appropriateness of escalation factors used to forecast expenditures 

- assessing the appropriateness of efficiency factors used to reflect the impact of economies 
of scale and scope 
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- assessing the efficiency of labour and material costs used to forecast expenditures 

 the appropriateness of any trade-off between capex and opex. 

3.2.4 Capex (excluding generation) 

PB tested the expenditure proposals by assessing whether the need for the expenditure has been 
demonstrated, for example to meet safety or security standards or to augment the electricity network 
to meet demand growth forecasts and whether the cost for the work is efficient. By doing so we sought 
to form a view as to whether the capital expenditure (actual and proposed) is appropriate.  

For non-demand related expenditure PB reviewed the company’s asset replacement policies and 
assessed whether these are consistent with industry best practice.  

In order to assess whether the capex is efficient, including whether it is appropriate and fit for purpose, 
PB drilled down into particular expenditure proposals and reviewed the application of the company’s 
policies and procedures (and, where relevant, checked for consistency with the demand forecasts) 
with regard to: 

 the major projects and programs identified by cost 

 areas of expenditure where there is a substantial deviation, upwards or downwards between 
projected and actual expenditure.  

PB placed particular emphasis on its review of any economic evaluations presented, and the project 
ranking processes adopted by the business in order to arrive at its selection of the preferred 
investment.  

In undertaking detailed reviews of major proposed capex projects, PB assessed whether: 

a) there is a need for the project or program 

b) a reasonable range of alternatives have been considered (this may include non-network options 
for some augmentation projects) 

c) the proposed scope of the project or program is reasonable 

d) the proposed costs are reasonable 

e) the timing of the project or program is reasonable 

f) the project or program aligns with the company’s policies and procedures 

g) the information provided is accurate. 

When assessing the need and timing of any augmentation projects, PB took into account any relevant 
demand forecasts. 

Where PB found that proposed capex is not justified, it has proposed an alternative level of capex 
which it considers efficient.  

3.3 Exclusions 
In the context that PB has been engaged to provide the Authority with advice to establish the 
efficiency of Horizon Power’s capital and operating expenditure programmes - the following matters 
have been excluded from the scope of PB’s review: 
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 advice on the tariff-based and other streams of revenue for Horizon Power 

 advice on elements of Horizon Power’s corporate expenses associated with finance services – 
specifically: interest, depreciation, income tax, amortisation and finance lease adjustments 

 advice on the initial capital and asset base, gifted assets or intangible assets 

 advice on WACC formulation and parameters 

 inter-business comparative benchmarking of expenditures 

 detailed review of public submissions to the inquiry 

 third party related capital related activity, for example IT services. 

 

3.4 Comments on the review approach 
As a general comment, in regards to the discussions and information exchange, PB found that Horizon 
Power was highly co-operative in regards to access to appropriate staff, information and documents. 
They presented as a well organised and professional business that appears to have adopted sound 
practices and processes in a number of the areas tested. Furthermore, their documentation and 
strategic intent/approach appears well considered, focussed strongly on a culture of continual 
improvement since its inception in 2006. 

Notwithstanding these and other positive observations, some difficulties where encountered with 
provision of information during the review. Several revisions were made to the expenditure forecasts 
initially provided during the interviews, this was complicated by the town reporting approach, 
significant revisions were made to project lists and to the businesses asset management plans and 
modules during the course of the review. 

In particular,  

 the town reports were revised several times during the review to include corrections and 
adjustments to overhead allocations and electricity fuel purchase costs - represented by significant 
changes and volatile trends in individual line items 

 a significant project was added (capex $408m) for Horizon Power to build, own and operate a new 
generation development in the Pilbara5 

 a major update to Asset Management Plan’s (including development of Modules) resulted in 
uncertainty as to the asset standards that underpin the forecast expenditures 

 the data in the Distribution Asset Management Plan’s was found to be not suitable for determining 
the reasonableness of how key assets are managed6. 

As a result, an issue register capturing some 152 items and 32 clarification questions was developed 
and completed.  

 
5 The documentation for the Generation 2013 project was provided as a part of a revised budget submission and developed 
specifically for this inquiry in advance of usual timeframes. 
6 The Distribution Asset Management Plans were replaced in October 2009 when Horizon Power introduced a new asset 
management framework. They relate to past practices and underpin the historical expenditures. New Asset Management Plans 
are being developed. 



Inquiry into Funding Arrangements for HORIZON POWER 
Operating and Capital Expenditure Review 

 
 

PARSONS BRINCKERHOFF 
Economic Regulation Authority  Page 26 
 

4. Business expenditures and 
investment drivers 

In this section PB provides a high-level summary of the historical and forecast expenditure proposals 
submitted by Horizon Power for the 8-year period 2006/07 – 2013/14 in the categories of: generation 
capex and opex; other opex; and other capex. 

4.1 Town based reporting 
As part of the review process, Horizon Power has endeavoured to present its expenditures in a 
number of different ways. Primarily, at the request of the Authority, the form of the expenditures has 
been organised into templates based on towns supplied (‘Town Reports’), which itemise revenues, 
operating expenses and capital expenditures in a detailed manner based on nominal (dollar of the 
day) references. 

The key expenditure groupings include: 

 Generation expenses  Other district expenses 

 Transmission expenses  Property and Fleet expenses 

 Distribution expenses  Other corporate expenses 

 Retail expenses  Capex 

The town based reporting framework has not typically been used by Horizon Power, as historically it 
has established and presented its expenditures based on organisation structure and functions 
accounting for its decentralised operating model (refer to section 5.3.1). 

The 41 separate town reports are organised by district in the manner outlined by  
Table 4-1, where it is evident that by customer numbers and energy supplied, the largest towns 
supplied are: Karratha, Port Hedland, Broome and Esperance. 

In addition to each of the individual town report templates provided, Horizon Power also submitted a 
consolidated town report, which essentially presents each of the line items in aggregate across the 
entire supply area.  

Furthermore, for transparency purposes Horizon Power also: 

 provided an adjusted set of the town reports with and without the application of CPI and input labour 
and material cost escalators applied (i.e. $m real 2009/10) – in order to provide an insight into the 
financial impacts of these factors 
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The annual profile of expenditure in the key categories is shown in Table 4-2, which indicates that the 
two most significant opex items are: generation related expenses at 50% of the total 4-year forecast 
opex (this includes electricity purchases, and gas transport / purchases); and other corporate 
expenses at 41% of the total 4-year forecast opex (this includes financial service components such as 
interest on debts, depreciation, amortisation, plus support the business type overheads including 
labour, IT services and strategic management). 

In order to present a clearer picture of Horizon Power’s service provision and to support the business 
related operating expenditure, a view of the operating expenditure is also shown in Figure 4-2, 
excluding the following specific opex line items: 

 Distillate/Waste Oil  

 Gas Transport, Gas Purchases  

 Electricity Purchase (Capacity & Energy)  

 Renewable Energy (Capacity & Energy) 

 Interest12 

 Depreciation12 

 Income Tax12 

 Amortisation12 

 Finance Lease Adjustment12. 

These items are excluded so that the opex directly controllable by Horizon Power can be identified. It 
is noted that excluding these material items has the impact of reducing the historical total opex over 
the four-year period 2006/07 - 2009/10 to $404m, and the forecast total opex over the four-year period 
2010/11- 2013/14 is $632m. The reduction in the forecast is shown in Table 4-3. 

Figure 4-2 also shows the opex trend in real terms, based on a reference point of 2009/1013, where 
the impact of the nominal labour and material input cost escalators (i.e. including CPI) proposed by 
Horizon Power over the forecast period is seen to be around $94m. 

 

 
12 These financial aspects are outside the scope of PB’s review 
13 Historical expenditures have been escalated to the 2009/10 reference point using actual growth in CPI. Forecast figures have 
been deflated using CPI forecasts detailed in Table 5-9. 
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5. Business approach, 
strategy and processes 

5.1 Overview 
PB recognises sound capital governance as an important cornerstone of prudent and efficient asset 
management, as it acts to establish and define the business’ investment approach. PB has 
undertaken a high level review of Horizon Power’s capital governance framework as an integral 
element in the assessment of the efficiency of historical and proposed expenditures. 

In our view, good practice capital governance in the context of an asset manager, involves both good 
practice asset management principles as well as good practice investment management principles. In 
forming a view on the soundness of capital governance practices, PB relies upon our industry 
experience and our knowledge of the broader principles of sound business management practice. We 
also draw upon the principles set out in asset management standards such as PAS 55, the 
International Infrastructure Management Manual, and TAM, as well a range of Australian and 
International Standards. Broadly, these asset management standards define an approach that starts 
with the overarching corporate strategy, devolving this through policies, procedures and plans into all 
aspects of the business’ operations. PB anticipates that good asset governance practice, as set out 
through such standards, would be evidenced by a well developed and integrated framework of 
documentation that forms part of the business’ culture. 

Further to this, PB expects sound capital governance to embody the principles of good practice 
investment management as evidenced through prudent business management practices. Specifically, 
formal delegations from the Board level through to business’ operational levels, supporting policies 
and procedures to control capital investment (including audit practices), as well as control of capital 
investment as evidenced through business documentation which establishes the business case for 
investment throughout the entire asset lifecycle. These practices should be integral with the business’ 
risk management practices, quality practices, compliance practices, OH&S practices, and 
environmental management practices amongst others. 

This section describes PB’s consideration of key policies, strategies, processes and wider operational 
influences that impact on Horizon Power’s levels of capital and operating expenditure. The following 
sections aim to cover: 

 what Horizon Power does in each area, and any recent changes in approach  

 what relevant documentation is available that was used to inform PB’s review 

 what our views are in regards to Horizon Power’s approach 

 how our findings may impact overall expenditure efficiency. 

5.2 Policies and strategies 
This section focuses on the key policies and strategies that inform Horizon Power’s expenditures. 
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5.2.1 Network capacity planning criteria and augmentation 

Horizon Power‘s capacity planning module adequately describes the process used to develop long 
tern plans to meet the projected load on the system from fuel input into generation to customers’ 
connections. The forecasting takes into account: 

 Generation Capacity,  and  

 Transmission Planning Criteria14. 

The key document reviewed by PB is the Demand and Energy Forecast15 to 2019/20. The forecasting 
system appears to be robust and involves several different steps, including from both a macro and 
local micro review level. Capacity planning requires forecasts at the P15 and P10 level which have a 
15% and 10% chance of exceedence. PB notes that most transmission systems are planned on the 
basis of forecast demand with a 10% probability of exceedance and that Horizon Power’s approach is 
consistent with this. 

In the past, discrete loads – such as mines, resorts and prisons – have been included in the forecasts 
but Horizon Power has found that including these loads can skew the forecast as many of these 
developments fail to materialise. Horizon Power has developed a rule whereby these discrete loads 
are only included where there is greater than 80% chance that they will proceed. In PB’s view, this 
approach is appropriate. 

For distribution transformers and low voltage lines, the growth rate is based on the average system 
growth rate and is obtained from the load forecast for the system as well as allowance for any 
development identified from other planning sources including Landcorp plans.16 PB notes that most 
distribution systems are planned on the basis of forecast demand with a 50% probability of 
exceedance and that Horizon Power’s approach is consistent with this for cases where the load 
forecast is well within site capacity. For cases where the load forecast is close to the site installed 
capacity, Horizon Power adopts a more conservative 10% or 15% probability of exceedance forecast 
for distribution as well as transmission and generation elements17. The use of these conservative 
forecasts when distribution plant is nearing its capacity will result in capacity augmentation being 
scheduled earlier than would occur under a more typical 50% probability of exceedance scenario. 

PB concludes that capacity planning is appropriate at generation and transmission level however 
capacity planning at distribution level is conservative and is likely to lead to inefficient scheduling of 
capacity augmentation projects. 

5.2.2 Demand management initiatives 

Horizon Power has 26 separate power systems, ranging from the large NWIS to many smaller stand 
alone systems. Matching generation capacity to the demand for electricity, therefore, is made complex 
by the need to accurately forecast demand in very small community areas. As a result, many 
agreements with IPPs contain limitations for augmentation.  

When demand is forecast to exceed supply, Horizon Power actively pursues demand side initiatives 
as an alternative to installing more generation and networks. A recent example is the Exmouth supply 
area, where temporary generation has been proposed – at a slightly reduced cost over the installation 

 
14  Horizon Power, Planning Policy, DMS 3194808; and Transmission Planning Criteria, DMS#3155037 
15 Horizon Power, 2010, Demand and Energy Forecast FY 2010/11 to 2019/2020, DMS#3238764 Version Final 
16 Horizon Power, 2010, AMP Instruction Module 2010/11 Module 5 – Capacity, p.5 
17 Horizon Power, 2010, Instruction #AS 008/2010 – Demand Forecasting Criteria – 2010/11, DMS#325731, p. 3.  
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of permanent generation for the 2010/11 year – to allow demand side management initiatives to be 
fully explored.18 It is likely that reductions in demand at peak times can be achieved and will result in 
the deferral of the need to undertake augmentation of the supply system. Horizon Power has also 
explored and implemented initiatives such as peak load cycling, peak load shifts and buy back from 
larger users to eliminate the high peaks in demand. 

In July 2009 Horizon Power secured funding from the Office of Energy to undertake energy efficiency 
audits in 16 remote Indigenous communities. The Islanded Systems Development Division (ISD) has 
developed and delivered a comprehensive energy efficiency program to these communities. Horizon 
Power estimates that a minimum of 20% reduction in energy costs will be realised as a result of this 
program. PB confirms that this is in line with industry experience and best practice.  

PB is satisfied that Horizon Power has adequate processes in place to identify and implement demand 
side initiatives in its supply systems. 

5.2.3 Inspection, maintenance and operations approach 

Horizon Power appears to be developing its routine maintenance forecasts from a detailed bottom-up 
view, which accounts for an implicit capex/opex trade-off. 

The business is moving towards a full life-cycle cost and management strategy in regards to existing 
and new assets. It is aiming to adopt a condition-based risk management framework.  The new 
approach is expected to deliver the following benefits (as outlined in a strategy paper to the 
Executive):19 

 An asset database that reflects the current state of assets 

 A justifiable capital budget that reflects the replacement of assets prior to failure 

 A maintenance budget that minimises preventative maintenance without increasing reactive 
maintenance whilst improving performance 

 A positive improvement in asset serviceability. 

Horizon Power has developed an instruction module with regard to maintenance evaluation.20 This 
module sets out Horizon Power’s maintenance strategy as follows: 

“Each asset or class of asset has a strategy applied to it based on the potential safety impact of the 
failure, the functional requirement of the asset, its criticality, the probable failure mechanism and 
Performance to Failure interval. An asset can be assigned a maintenance strategy that is based on 
one of the following; 

 Run to functional failure 

 Fixed time maintenance, and 

 Condition based maintenance”21 

Horizon Power uses an enterprise asset management system called Ellipse. Ellipse is used for cost 
and logistics management within all projects. Horizon Power has developed five new maintenance 

 
18 Horizon Power, March 2010, Operations Division - Submission To Executive - Exmouth Capacity Issues, DMS #3231832 
19 Horizon Power, June 2010, Submission to the Executive – The future asset management strategy – Asset Lifecycle strategy, 
DMS#3239307 
20 Horizon Power, 2010, ‘Operations Division, AMP Instruction Module 2010/11, Module 10 – Maintenance Evaluation’, 
DMS#3233283 
21 Op cit p.33 
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5.2.4 Technical design standards 

Most of Horizon Power’s design standards are based on Australian Standards and in-house standards 
developed by the former Western Power Corporation. A process is continuing of standardising assets, 
projects and services across its legacy assets to introduce economies of scale (e.g. spares holdings, 
tendered packages, fleet management, etc). 

This refinement of design standards to suit Horizon Power’s unique operating environment should lead 
to efficiencies in the longer term. 

5.2.5 Customer contribution policies 

Horizon Power (in collaboration with Western Power) has developed a comprehensive Western 
Australian Distribution Connections Manual. This manual provides guidance on the policies the 
company adopts with regard to connecting to its network22.  

Horizon Power has developed a list of charging policies applicable to the various customer categories. 
The charges are applicable for standard connections. Where a different connection is required for 
example to improve supply security or provision of an alternate supply arrangement in response to a 
customer’s request, costs associated with the alternative additional connection arrangement or 
network augmentation will be charged at full cost. Customer charging policy categories include:  

 Subdivisions  

 Individual customer (Standard supply)  

 Individual customer ( Non standard supply & non primary producer)  

 Customer more than 25 km from a zone substation (Headworks charge)  

 Non urban resident & primary production customer  

 Overhead to underground conversions (Pole to pillar)  

 Builder and temporary supplies  

 Asset relocations  

 Unmetered supplies (Telephone, street lighting, traffic lights etc.)  

 Equipment hire  

 Equipment sale. 

PB is satisfied that Horizon Power’s manual is a comprehensive document setting out the company’s 
policies for connecting customers to its distribution network. The manual demonstrates that Horizon 
Power has developed appropriate policies for charging customers wishing to connect. 

5.2.6 IT and non-network strategies 

Horizon Power has and continues to undertake major IT business transformation programs, based on 
bringing major systems in-house rather than procuring services from Western Power. They include 
major IT platforms for Ellipse, GIS, and Metering. These programs are further discussed in section 
9.5.1, where PB concludes that the programs are required and reasonable. 

 
22 Horizon Power & Western Power, Western Australian Electricity Distr bution Connection Manual, DMS#7159802 
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5.2.7 Workforce strategy and outsourcing 

In discussions with PB, Horizon Power indicated that it has “no major headaches at present” with 
regard to staffing levels and retention. Staff turnover is around 5%, which is reported to be actively 
managed. 

Horizon Power is aware that there are supply side constraints with regard to skilled employees in 
remote areas of Western Australia and has to compete particularly against the mining industry to 
retain staff. Horizon Power has established recruitment, induction, training and development, and 
performance management processes with the aim of retaining staff. 

The business’s remuneration packages include retention packages, training and career development 
programs and considerable cost of living / locational allowances to manage remote resourcing issues. 

Workforce planning 

Horizon Power’s workforce strategy is outlined in Fact Sheet No. 32 which has been submitted for this 
review and is summarised here. 

The business develops a workforce gap analysis based on current need and forecast work built up 
from the individual projects in the asset management plan.  

Horizon Power undertakes scenario planning to build up a view of future labour requirements, internal 
capacity and external labour conditions. It has identified a four step process to workforce planning: 

1. Scenario development workshop to consider internal and external workforce drivers – 
including effect of the Global Financial Crisis 

2. Identification of critical roles through interviews with staff to determine necessity for new staff 

3. Supply forecasting (including natural attrition) 

4. Workforce analysis to develop strategies for workforce gaps. 

By following these steps the company develops a workforce plan as part of the annual budgeting 
process. 

Outsourcing 

If there is a shortfall in workforce resources identified in the annual asset management planning cycle 
Horizon Power management will outsource work if the number of budgeted employees is not enough 
to undertake minimum levels of planned capital works, major design and engineering functions or 
complex project management. Horizon Power considers outsourcing staff where outsourcing provides: 

 The capacity required to overcome spikes and peaks in the workload 

 A more favourable commercial outcome 

 Required skill sets that are specialised and not available within the existing workforce. 

Where spikes and peaks become constrained, or required skill sets gained through outsourcing 
becomes an ongoing need, the opportunity to bring this work in-house is reviewed. 
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Service level agreements 

Service Level Agreements (SLAs) were drafted by the State Government’s Electricity Reform 
Implementation Unit prior to disaggregation of the Western Australian electricity industry. Under these 
arrangements Horizon Power received discounted services from Western Power, Verve and/or 
Synergy for a wide range of services including IT, Network planning, Networks support, metering and 
call centre handling23. 

For various reasons some of these SLAs have been terminated and new arrangements have been 
established, for example, the other party has decided to outsource the service themselves. In other 
instances the scale and price of new arrangements were deemed unsuitable for Horizon Power and it 
has initiated its own processes or outsourced the service from a third party. 

Examples of how SLAs have evolved include the following:  IT services were initially provided by 
Western Power but this reliance has now been reduced as Horizon Power has developed its own IT 
strategy. Metering services are now also only partially provided by Western Power – the data 
management side while AMRS Pty Ltd provides the meter reading service. Call centre and billing were 
originally provided by Synergy / Western Power but are now provided by an external provider - 
Serviceworks. 

As the nature of the SLAs has evolved so has Horizon Power’s methodology of recording the SLA 
costs. For this reason it is not possible to separately identify individual SLA costs from the Towns 
reports. However PB notes that where Horizon Power has established a new SLA with an external 
supplier, it has done so through a competitive tender process. PB believes that this indicates that the 
new SLAs should be efficient as they will be priced by the market. Examples of new SLAs which were 
contracted following competitive tenders include the provision of a new Customer Information System 
and a new Customer Care and Billing Services system.24 

Essential service officer program 

One of Horizon Power’s key workforce policies relates to servicing remote communities. Instead of 
using contractors to service these communities Horizon Power has initiated the recruitment of local 
indigenous staff within the communities and has developed a training program for indigenous 
managers to national accreditation level25. In terms of providing community benefits, the training of 
district Essential Services Officer’s (ESO’s) is seen as a more expensive option in the short term but it 
is also viewed as a strategy to accrue greater benefits over time - a research study by 
WorleyParsons26 indicated that a utility providing essential services with local engagement and new 
service standards can achieve substantial benefits in social, environment and financial values above a 
business as usual case. Horizon Power has decided to implement this option to capture these 
benefits. 

PB remarks 

PB is satisfied that the workforce planning processes are appropriate for a company undertaking 
Horizon Power’s activities and appropriate consideration is given to outsourcing work. Horizon Power 
operates in a very tight labour market and can be commended on low staff turnover rates. Horizon 

 
23 Horizon Power, 2010: Fact Sheet 32: Workforce Strategy, DMS#3279323 
24 Horizon Power, DMS#3111549 and DMS#3116424 
25 Horizon Power, 2010, Fact Sheet 34: Cost Consideration of ESO Program, DMS#3279336 
26 WorleyParsons, Horizon Power External Engagement Presentation – Remote Communities Essential Services provision, 
DMS#3240064 
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Power’s remote communities essential services provision training of indigenous workers appears to be 
leading to extra social benefits. 

PB has some concerns that the rapid increase in staff within Horizon Power has not been justified fully 
with analysis to show the effects of the renegotiation / cancellation of Service Level Agreements, or 
the growth in customer numbers which would warrant a larger workforce. This issue is discussed 
further in Section 8.8. 

5.2.8 Enterprise and project risk management 

After a review in October 2009, Horizon Power adopted the use of CURA software to manage 
enterprise risk through Corporate Strategy themed risk registers. This approach introduced 
consistency and transparency across the business and supports a risk-focused operating culture. The 
risk framework is aligned to the project management framework and functional design of the business. 

Horizon Power also adopts a semi-quantified risk and project ranking and prioritisation process as part 
of annual budgeting, using pre-defined business drivers as inputs. Horizon Power recognises 
limitations in its approach, including that it takes a project view rather than a portfolio view, that NPV of 
costs and risk overrides are necessary for projects greater than $30m and projects that are 
implemented on other ‘strategic’ projects where timing is discretionary. 

Whilst risk mitigation is considered within Horizon Power’s Asset Management framework, PB 
considers that risk management is not well integrated into the expenditure forecasting process in a 
manner that fully optimises business expenditure. The use of contingencies to cover capital project 
risk is discussed further in section 7.2. 

5.3 Processes 
This section focuses on the key processes used to inform Horizon Power’s expenditures. 

Internal systems (asset management planning, project management and governance, audit/ 
compliance monitoring and reporting, cost estimating, power purchase agreement strategy, etc) are 
impressive, in particular the intent to capture economies of scale, transparency and consistency 
across the business. However, there is some concern that the structure, processes and procedures 
may be adding a top heavy cost disproportionate to the size of the business.  

5.3.1 Annual budgeting and project prioritisation 

Horizon Power actively monitors its expenditures and tracks closely against budgets. This is 
demonstrated by the production of monthly reports to the Managing Director. These monthly reports 
contain financial metrics including changes in business value (as measured by profit and loss 
account), capex expenditure to date and average unit costs (actual vs budget). The reports also 
contain analysis on social, environmental and human resources KPIs. 

Annual Budgeting 

While monthly monitoring of financial performance is well developed with an appropriate suite of 
indicators taken into consideration, Horizon Power’s also undertakes an annual budgeting process to 
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enable forecasts of future expenditure to be made. This annual budgeting process has three key 
deliverables27: 

 a mid-year review for the current planning period 

 an asset investment plan for the next planning period (Capital Program) 

 a State Budget Forecast for the next planning period (Operating Expenses). 

The currently approved budgets are treated as a ‘base’ year level of expenditure. Any proposed 
modification to the base budgets must be done through Horizon Power’s internal systems. These are 
designed to ensure that asset management plans and budgets are aligned. 

Each division prepares cases for changes supporting any requested changes to the budget to align 
with strategy. For any changes to the budget to be approved an appropriate level of analysis and 
justification must be undertaken. 

Horizon Power’s policy is that any revisions to the approved list of projects in the capital budget are 
first addressed in the asset management plans. Only when a project is approved will the budget be 
revised. To become approved the capital project must pass business case and other requirements 
contained in the AMP.  

Any increase in the labour budget must be certified and be in line with the strategic development 
plans, and must relate to approved capital and business development initiatives. Any new labour to 
cater for ‘growth’ must be in line with the demand and energy forecasts. 

To assist with budgeting and to ensure appropriate prices are being paid Horizon Power has 
referenced a survey of prices undertaken by SKM28. This survey looks at a range of capex and opex 
costs for distribution equipment & materials and work activities.  

PB has undertaken a high level review of the budgeting process. The budgeting process appears to 
undergo an appropriate level of scrutiny and is designed to meet the company’s needs and to meet 
the needs of reporting to the government. However, PB has not been able to fully see how individual 
project and expenditure items build up into the total budget figures. This is because the Town reports 
have been created by an allocation process and it is not possible to identify specific generic projects 
on this basis.29 

It is not clear how all costs have been captured in the town reports worksheets. PB also notes that 
many of the business’s functions (e.g. majority of retail costs) are not separately accounted for, and 
are placed within corporate ‘buckets’. This makes the analysis of the appropriateness of expenditure in 
categories such as retail difficult. 

Project prioritisation 

Horizon Power has adopted a semi-quantified risk and project ranking and prioritisation process as 
part of annual budgeting, using pre-defined business drivers as inputs. 

Horizon Power’s first stage in prioritising projects is to test whether the project reduces the risk to the 
company. If the project does not reduce risk it is not deemed appropriate and will not be approved for 

 
27 Horizon Power, 2010, Fact Sheet No.5: The Budget Process, DMS#3240064 
28 SKM, 2010, Draft SKM Market price survey #4, DMS#3279776 
29 The town Reports have been specifically developed for this inquiry at the request of the Authority and are not the current 
approach to managing and reporting performance. 
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funding. Projects are assessed against a risk matrix.30 Projects are next ranked according to the type 
of risk reduction which they engender. Those projects which move a situation from high to low risk will 
receive more priority than those which move from high to medium or medium to low. Horizon Power 
demonstrated to PB that it is developing project prioritisation processes. 

PB concludes that Horizon Power actively tracks its budgets and is developing systems to better 
manage its prioritisation processes. PB is of the view that the company will strengthen its processes 
as it captures learning’s in the form of database of variances from budget. 

5.3.2 Gating, approvals and project governance and delivery, economic evaluation 
guidelines, PIR’s 

Horizon Power has adopted a ‘Gating’ process as its instrument to make formal decisions on project 
expenditure approval. The expenditure approval framework has six phases and five ‘gates’ or formal 
decision points.   

Horizon Power has produced a high level overview document which outlines how the business uses 
the gating framework to make decisions on project investment31. This document explains that whilst 
only a few major decisions require the full business case development, due diligence and approvals 
the methodology and considerations apply regardless of project value.  Each expenditure decision 
should have its rationale, recommendation and approval appropriately recorded, be that in an email for 
those of a smaller value or a full business case and accompanying Board and/or Ministerial 
Submission(s). 

Not all project approval decisions require Executive endorsement as Horizon Power has an approved 
governance structure with defined Delegated Financial Authorities (DFA’s). The gating framework 
does not replace these, but ensures they are applied so that smaller projects can be appropriately 
approved and Horizon Power can remain agile and engaged. For larger Opportunity/Projects where 
Executive endorsement is required the Gating Framework focuses effort on those projects and their 
strategic management. 

The framework acts as a filtering mechanism and not all Opportunity/Projects entering the process will 
be implemented.  

The phases and gates of the gating framework are summarised in Table 5-3. 

 
30 Horizon Power advises (email 14 Oct 2010, HP Response to Draft PB Report) that it also uses the Materiality of Change 
matrix to assess growth projects, but PB was not provided information on this process. 
31 Horizon Power, 2010, Gating framework High- level Overview “creating Lasting Value”, DMS#3261374 
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 Statistical uplifts are then applied to the base forecast results to produce a range of probabilistic 
results. 

Horizon Power uses a wide variety of inputs into its demand and energy forecasting process. The 
expenditure forecasting process uses the internal district and business unit budgeting processes to 
build up a 10 year outlook.  

Horizon Power holds a forecasting workshop each year to include consultation with the key business 
stakeholders within the company. The workshop reviews all the individual demand forecasts. 
Individual projects are subject to challenge within the workshop until a robust forecast is made. This 
leads to a single set of reliable, relevant and well understood long-term forecasts for demand and 
energy consumption within Horizon Power’s current customer markets. District managers are used as 
a valuable source of information in the forecasting process. They are able to build up information 
bases relating to future discreet loads. Any discrete loads are only included if they are satisfied there is 
an 80% chance of these loads actually being built. They also retain information relating to segments, 
organic growth, residential growth and consumption per residence. 

External data sources are also used including studies by development bodies and external reports into 
government services commissions. Historic growth rate by district is another input into the forecasting 
process.  

Once the forecast is made, a sensitivity for weather correction is also built in. High and medium growth 
scenarios are developed, 10% and 50% probability of exceedence scenarios are also developed.  

The forecasts feed into operations and asset management planning and help to decide the matrix of 
capital planning in each system. 

Demand management considerations will be integrated into the process once they have been 
established. 

PB concludes that Horizon Power approaches its annual demand and energy forecasting using an 
informed and detailed bottom-up build. 

PB has a concern that, while in principle the process of demand and energy forecasting may be 
appropriate, the business does not place much emphasis on incorporating independent (top down 
view) analysis as part of the demand and energy forecasting processes. It is PB’s experience that 
other companies routinely commission independent research to better understand wider economic 
influences and other factors that may influence future demand and energy requirements. A risk with a 
bottom-up only forecasting approach is that it may not fully capture the effects of economy wide 
impacts.  

5.3.4 Project cost estimating 

The approach to costing major power station and transmission projects is based on independent cost 
estimates from vendor quotes/offers and on previous project experience. There is no evidence that 
forecast costs are not appropriate. 

For distribution, the majority of the capex is forecast through the Distribution Quotation and 
Management (DQM) tool which ensures consistency in the pricing of compatible units across Horizon 
Power. 
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DQM is a well documented project cost estimating package for all distribution related expenditure. Its 
use ensures consistency and transparency, based on a single controlled database where historical 
costs are used to regularly update unit costs for the purposes of forecasts.  The DQM tool is provided 
by Western Power through an SLA. Materials prices in the DQM system are maintained by Horizon 
Power by using monthly price reports provided by Western Power33. 

Horizon Power notes a lack of control of ‘compatible unit’ costs and has indicated there is evidence of 
on-costs, plus on-costs, etc. Horizon Power has provided an independent comparative assessment of 
selected unit costs against other distribution businesses34 that shows the costs reported by Horizon 
Power for a range of capital and operational and maintenance activities are higher than those 
experienced by other distribution companies in Australia. This is further discussed in section 5.4.4. 

5.3.5 Business overheads and capitalisation policy 

Horizon Power’s operating expenditure can be split into direct opex and overheads. In addition 
Horizon Power’s unique decentralised model means that it has an additional layer of ‘District’ costs. 

Its costs are therefore made up of (i) direct operational expenditure which can be assigned to specific 
operational and maintenance practices, (ii) centralised overheads which exist regardless of the level of 
opex activity undertaken and (iii) another cost category which relate to operations at a district level. 
These costs are a mixture between direct and indirect costs. 

Centralised overheads include corporate services such as ‘People’, ‘Shared Services’, ‘Knowledge 
and Technology’ and financial services. These are managed centrally from Karratha and Bentley. 
District costs include district management and work delivery and are separately accounted for in each 
of the six districts.  

Horizon Power contends that the adoption of its decentralised operating model was “a clear 
acknowledgement that the previous centralised management model, employed by Western Power, 
failed to deliver services to remote and regional areas to the satisfaction of communities and 
Government”35. 

Horizon Power has established the decentralised operating model as a method of capturing 
economies of scale. Under this model, towns are clustered into district level as this provides a critical 
mass of functions. As a result many costs which would normally be accounted for as direct – in that 
they relate to core service provision – are considered as indirect in Horizon Power’s system. 

PB Comments 

PB believes that the internal systems (asset management planning, project management and 
governance, audit/compliance monitoring and reporting, cost estimating, power purchase agreement 
strategies strategy, etc) are impressive, in particular the intent to capture economies of scale, 
transparency and consistency across the business. However, there is some concern that the structure, 
processes and procedures maybe adding a top heavy cost disproportionate to the size of the 
business. 

PB understands that the rationale for establishing a decentralised model with overheads structured on 
a district operating level is to capture cost efficiencies and improve management of the company. 

 
33 Horizon Power, 2010, Fact Sheet 28: DQM Update, DMS#3281091 
34 SKM, 2010, Draft SKM Market Price survey #4, DMS#3279776 
35 Horizon Power, July 2010, Submission to the ERA Issues Paper, section A3.9 
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However, it was not immediately clear that it was appropriate that a considerable amount of 
management presence should be deployed in six separate districts. The basis of having six (rather 
than five, or seven) districts appears to stem from the historical number of works depots. 

PB is also concerned that Horizon Power’s corporate structure developed from a model that was part 
of a larger legacy business, may have incurred significant overhead and asset management costs 
which are no longer appropriate for a company of Horizon Power’s size. 

PB asked whether Horizon Power had reviewed the number of districts to see if it may be more 
efficient to have more or fewer district offices. Horizon Power responded that as part of the Pilbara 
Underground Power Project (PUPP) it had identified that at the project’s conclusion there would be an 
expected reduction in district workload and that the company had decided to rationalise the West and 
East Pilbara District business manager roles into a single Pilbara role36. This will lead to cost savings 
through the amalgamation of senior management roles, however these saving have yet to be 
identified and the restructure will not take place until after the completion of the PUPP in 2012. Opex 
efficiencies arising from PUPP are further discussed in section 9.4.1. 

PB believes this review demonstrates that the company undertakes good practice in monitoring the 
appropriate level of management structure required in its districts, which should lead to reduced opex 
in the longer term. PB makes recommendations about these opportunities for efficiency improvements 
in section 8.8. 

However PB is concerned that a considerable amount of opex overheads are contained in large 
‘buckets’ as this can present problems of transparency. For this review there is a particular problem in 
attempting to identify the efficient retail costs. This is because some of the retail functions are 
accounted for under district costs. For example, a person undertaking both retail and other functions 
does not allocate time in their timesheets for the retail functions. This is further complicated by the fact 
that some retail functions are not done at the district level but at the corporate level, for example call 
centre costs. PB notes that while a new Chart of Accounts has been implemented as of February 2010 
in order to track financial performance more robustly based on activities, the business is not 
implementing full timesheet accounting across the board. 

Overhead allocation 

Horizon Power has allocated corporate overheads to towns and districts based on the energy supplied 
within those areas. PB believes that this is a reasonable approach given lack of any other means of 
identifying individual town’s costs.  

Additionally labour overheads have been allocated to towns and districts based on the number of man 
hours worked. In practice costs are recorded by the works delivery sections within Operations Division 
who consist of trade personnel who provide labour for maintenance, external works, plant operations 
and capital projects.  Overheads such as training, accommodation and protective equipment are 
recorded by Works delivery staff and are charged based on the number of hours charged directly to 
jobs. PB again believes that this is a reasonable approach. 

Efficiency of Overheads 

Horizon Power's integrated value chain leverages off a combined service delivery model at the district 
and corporate levels.  As such, many costs that would normally be seen as direct costs in larger 

 
36 Horizon Power, 2010, Fact Sheet No 46: Decentralised Operating Model, DMS#3284993 
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implemented. Under this new strategy, Horizon Power seeks to minimise costs over the life of the 
asset. Central to this strategy is information about the current and likely future condition of the assets. 

Moving to a condition based ‘Asset lifecycle strategy’ is consistent with good industry practice. PB 
notes that most electricity network business have or are moving to a condition based asset 
management approach. 

The pole replacement program was cited by Horizon Power as an example where this is being 
implemented with tangible benefits. It is also moving towards a full life-cycle cost and management 
strategy in regards to existing and new assets. Horizon Power recently completed a business wide 
maintenance review process and is aiming to adopt a Condition Based Risk Management (CBRM) 
framework to its approach – evidenced by a strategy paper to the Executive40. 

PB notes that Horizon Power has implemented programs to capture the age and condition of its 
network assets (poles and related hardware) and has reviewed the network asset management 
practices that were inherited from the previous Western Power Corporation. Horizon Power found 
many network assets that do not meet the appropriate current standards and have implemented 
rectification programs. It has also reviewed its inspection and testing practices and has plans to 
significantly improve these.  

In PB’s view, Horizon Power has embarked on a program that when complete will place them at ‘best 
practice’. This will require a greater understanding of the operating environment in which individual 
assets are located in order to fully apply its asset life-cycle strategy and the completion of the move to 
condition based management practices.  

5.4 Operational environment 
This section focuses on wider business and operational influences that inform Horizon Power’s 
expenditures. 

5.4.1 Jurisdictional, license and regulatory obligations and compliance manuals 

A strong program of internal auditing, monitoring and reporting has been established to support the 
improvement of business practices. Evidence exists that recommendations from independent reviews 
of Asset Management Plans by GHD and Qualeng have been adopted. 

A compliance policy, framework and program have been established that are available to all 
employees via an internet link. Data from the Online Compliance Register is imported into Risk and 
Compliance Management software (Cura) and each obligation allocated to an accountable officer 
(typically Manager and above). The obligation owner is responsible for identifying existing or required 
controls to ensure the management of the obligation. Once a control has been identified or developed 
this is placed into a Control Register and reviewed on a recurring basis – review cycles are at the 
discretion of the control owner. A number of reports can be generated by Cura and are used to 
monitor compliance with obligations, control review status and progress against audit 
recommendations. 

PB examined the compliance program, which covers legislative, regulatory, environmental and safety 
obligations, and notes that it appears to be comprehensive. 

 
40 Horizon Power, 2010, The Future Asset Management Strategy – Asset Lifecycle Strategy, DMS#3239307 
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5.4.2 Service standards – performance and targets 

The Electricity Industry (Network Quality and Reliability of Supply) Code 2005 specifies that, as far as 
is reasonably practicable, Horizon Power is to ensure that the reliability performance to individual 
customers should not exceed: 

 on average a SAIDI of 290 minutes per year 

 16 interruptions per year 

 should not be interrupted for more than 12 hours continuously. 

Horizon Power has established duration targets of 160 and 290 minutes respectively, for its urban and 
rural areas and either 350 or 500 minutes (depending on the characteristics of the supplying network) 
for its remote rural areas. On average, these targets should result in an overall SAIDI of 260 minutes41. 

As at May 2010, the targeted levels of performance were not being achieved in 5 of the 36 non-
interconnected power systems. All power systems are forecast to meet the required standards by July 
201142, with expenditure of $3.7m included in the forecast period for improvements in the Wyndham 
area.  

In addition, Horizon Power undertakes reliability improvement projects where the economic benefit – 
based on the Value of Consumer Reliability established by VENCorp – exceeds the cost. This 
approach is consistent with other electricity industry participants, as evidenced by the AER’s Service 
Target Performance Incentive Scheme that provides funding for reliability improvement works to 
DNSPs in the NEM states on a similar basis. PB identified only one project in the forecast period – 
$76,000 to address reliability issues at Lake McLeod near Carnarvon. 

5.4.3 Impact of CPRS and MRET 

Horizon Power has dedicated staff responsible for analysing the impact on the business of Renewable 
Energy Certificates obligations and any potential Carbon Pollution Reduction Scheme. 

In relation to the CPRS, Horizon Power has modelled the impact of a carbon cost which it anticipates 
would be passed on to Horizon Power through the PPAs43.  In order to minimise the potential costs on 
its bottom-line or on customers Horizon Power also instigated a review to see if there was any way it 
could legally prevent a cost increase. However, following direction from the Department of Treasury 
and Finance to remove the cost of carbon from its budgets and the announcement that the Federal 
government would not be introducing the CPRS in 2011; Horizon Power no longer estimates the 
carbon costs in its budgets. 

PB agrees that budget forecasts should exclude consideration of a carbon price until greater certainty 
is available regarding the introduction of legislation around such a scheme. 

With regard to renewable energy targets Horizon Power has modelled the effect of its certificate 
liability into its budgets and has made forecasts on future liabilities with regard to government policy 
announcements. 

 
41 Horizon Power, undated circ 2010, Differential Electricity Reliability Measure For Certain Remote Areas, DMS#3237619 
42 Horizon Power, 2010, Performance report May 2010, p.4, DMS#3195883 
43 ‘Horizon Power, 2010, Fact Sheet No.13: CPRS & RET Liabilities – Forecasting, considerations and allowances, DMS# 
3274924; and interview with Brenna Pavey 17 August 2010. 
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estimated market price by between 54% and 235% as well as exceeding the ‘upper credible market 
price’.  

The report concludes that “it [is] highly likely that the final price for typical items of plant and equipment 
procured for use in opex and capex projects within the Australian electricity industry can be expected 
to continue to present real increases for some time to come”52 Horizon Power’s use of material 
escalators is in line with this conclusion.  

With regard to labour price trends, the report concludes that “electricity utility project costs relating to 
the price of specialised labour can be expected to grow in real terms for the foreseeable future by at 
least 1.3%p.a. above national CPI”53. PB concludes that the labour cost escalators used by Horizon 
Power are in line with the SKM conclusion. 

PB concludes that Horizon Power’s use of regional uplift factors is appropriate and this is backed up 
by two independent surveys and analysis of electricity industry materials and labour costs in Western 
Australia and Australia as a whole. 

5.5 PB key findings (Process review) 
PB notes that many of the processes, systems and methodologies had been substantially revised or 
introduced across the business within the past six to twelve months. Prior to this it is apparent that 
Horizon Power relied on many legacy Western Power processes and systems. Given the history of 
disaggregation and the business’ desire to reduce its reliance on legacy systems with limited support, 
a widespread assessment, rebranding and improvement in processes and systems over this period is 
considered to be reasonable.  

In most cases the rigour of the processes and quality of the documentation provided by Horizon Power 
were better than normal industry practice and in PB’s opinion represent an evolution of the business 
rather than a fundamental change in strategic direction. The understanding and acceptance of recent 
changes across the individuals that PB interviewed appeared to be strong, which Horizon Power 
attributed to the consultative continuous improvement culture that has been established.  

The following points summarise PB’s findings with regard to policy and strategy documentation: 

 Process, policy, strategy documentation appears excellent, however the level of implementation 
varies from fully implemented to early stages of roll out. PB has not conducted formal audits of the 
processes and policies reviewed and cannot confirm the level of implementation and compliance 
with these. 

 Capacity planning processes are appropriate 

 Horizon Power has adequate processes in place to identify and implement demand side initiatives 
in its supply systems 

 Horizon Power has developed a robust strategy towards maintaining its assets with appropriate 
emphasis on planning and inspections to maintain assets life and functionality 

 Ongoing refinement of technical design standards to suit Horizon Power’s unique operating 
environment should lead to efficiencies in the longer term 

 Horizon Power has developed appropriate policies for charging customers wishing to connect 

 
52 Ibid p15 
53 Ibid p xi 
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 IT and non-network strategies have resulted in programs of work that appear reasonable 

 Workforce planning processes are appropriate for a company undertaking Horizon Power’s 
activities and appropriate consideration is given to outsourcing work.  PB has some concerns 
regarding the justification for the rapid increase in staff numbers combined with the increase in 
operating expenditure. 

 risk management is not well integrated into the expenditure forecasting process. 

 

The following points summarise PB’s findings with regard to processes: 

 The budgeting process appears to undergo an appropriate level of scrutiny and is designed to meet 
the company’s needs and to meet the needs of reporting to the government. However, PB has not 
been able to fully see how individual project and expenditure items build up into the total budget 
figures 

 Horizon Power actively tracks its budgets and is developing systems to better manage its 
prioritisation processes 

 Horizon Power has recently updated it project management framework to include an E5 gating 
process for project approvals which represents leading industry practice 

 Horizon Power approaches its annual demand and energy forecasting using an informed and 
detailed bottom-up build, however PB has a concern that the business does not place much 
emphasis on incorporating independent (top down view) analysis as part of the demand and energy 
forecasting processes 

 Project cost estimating is achieved through a well documented project cost estimating package  

 PB believes that the internal systems (asset management planning, project management and 
governance, audit/compliance monitoring and reporting, cost estimating, power purchase 
agreement strategies strategy, etc) are impressive, in particular the intent to capture economies of 
scale, transparency and consistency across the business. However, there is some concern that the 
structure, processes and procedures maybe adding a top heavy cost disproportionate to the size of 
the business 

 The approach to overhead allocations is reasonable 

 Horizon Power demonstrated that capex / opex trade-offs are taken into consideration when 
developing budgets 

 Horizon Power has embarked on a program to update and improve its asset management practices 
and documentation, that when complete will place them at ‘best practice’ 

The following points summarise PB’s findings with regard to the operating environment: 

 the compliance program, which covers legislative, regulatory, environmental and safety obligations, 
and notes that it appears to be comprehensive 

 Horizon Power has established service performance targets and has plans in place to meet the 
targets by July 2011 

 budget forecasts currently exclude consideration of a carbon price and PB agrees this is 
appropriate until greater certainty of the CPRS (or similar) scheme is known 
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 Horizon Power is operating efficiently with regard to the level of renewable energy certificate 
purchases required and adequately considers the value of generating electricity from renewables 
instead of buying certificates 

 Horizon Power’s use of escalators is appropriate and this is backed up by two independent surveys 
and analysis of electricity industry materials and labour costs in Western Australia and Australia as 
a whole. 

PB is of the view that many opportunities for opex reduction arise from the work being undertaken by 
Horizon Power in refining its policies, standards, and work practices. PB makes recommendations 
about these opportunities for efficiency improvements in section 8.8. 
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At financial year end the maximum variance of actual expenditure to budget was 18% in 2006/07 – 
Horizon Power’s first full year of operation. In 2007/08 and 2008/09 year end actual expenditures fell 
to 13% and 3% respectively. 

There are a range of factors which influence the variance of actual capex and budgeted capex. The 
most important issues are timing, technical design reviews and resource constraints. 

Approval delays resulted in capital costs being deferred in 2007/08 for the ARC2, SCADA updates and 
the Carnarvon noise mitigation projects. Also in 2007/08 the Marble Bar and Nullagine power station 
redevelopments were delayed due to technical issues. Expenditure in 2007/08 was $16m less than 
budget because of these delays. 

In 2008/09 the Marble Bar and Nullagine power stations were further delayed. This delay together with 
timing issues related to IT separation from Western Power and agreement delays for the second 
phase of the Town reserves regularisation program resulted in expenditure being $13.5m below 
budget for the year. 

In 2009/10 changing load shape led to a technical design review of the Carnarvon power station 
redevelopment. This delay meant that expenditure was  below budget. 

PB has examined the reason for the deferred capital expenditure. With the exception of the SCADA 
upgrades, Carnarvon noise mitigation and the Town reserves programs the delays were due to one off 
factors which were outside the company’s control. For example at Marble Bar, cost overruns were 
identified due to increases in civil works to support the photovoltaic arrays and some contractor issues 
attributable to the remoteness of the site.54 Horizon Power estimates that of the $33.9m budgeted 
capex which was not delivered, $27.6m (81%) was due to circumstances outside the company’s direct 
control and some of the remaining variance may also have been due to external factors.  

With regard to capex budgeting PB has not identified any significant systemic errors in the budgeting 
process. An inability to deliver projects on time has led to an under spend against budgeted 
expenditures; however, Horizon Power has shown a significant improvement over the previous three 
year period and PB did not see evidence that would suggest that the same issues would continue into 
the forecast period. 

6.3 PB key findings (Historical expenditures) 
PB has not identified any systemic bias in the variances of opex expenditure with budget. Although a 
large time series of data cannot be utilised to make firm conclusions, PB believes that it is significant 
that in two of the four years, variances with the opex budgets were extremely small and indicates that 
Horizon Power’s accuracy in setting opex budgets is reasonable. 

With regard to capex, PB has identified a clear trend of underspending against budget. However, as 
noted above, this has largely been due to factors which were outside the company’s control and the 
underspend is reducing as a percentage of budgeted expenditure. 

 
54 Horizon Power, 2010, Fact Sheet 39: Marble Bar Power Station Project Scope, DMS#3285069 
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7. Generation expenditure 
This section examines Horizon Power’s actual and forecast levels of expenditure for generation 
activities. 

7.1 Description 
Operational and capital expenditure associated with Horizon Power’s activities in procuring and 
operating electricity generation for subsequent transmission, distribution and sale forms the vast 
majority of its ongoing costs.  These historic and forecast expenditures are summarised in  
Table 7-1.  Figure 7-1 illustrates the significant capex strategy proposed by Horizon Power to build, 
own and operate power stations in future as an alternative to purchasing generation from third parties. 

 

Note: Historic capex is based on the year the expenditure was capitalised. 

Figure 7-1 Horizon Power’s proposed capex and opex – generation activities 
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7.2 Forecasting methodologies 
The forecasting methodology for supply, demand and energy is discussed in 5.3.3 and provides the 
basis for triggering new capex investment in either generation or transmission. Once the need has 
been identified the new development stages are scoped and timed to manage the demand forecast 
and compliance risk, extract the maximum value from existing plant, and achieve efficient operations 
through the mix of gas and diesel generation plant. Wherever possible, the new generation plant 
should be renewable ready. 

Horizon Power’s Asset Management Plan ‘Instruction Module 2010/11 Module 5 Capacity’ details the 
process in line with Horizon Power’s “Fit For Purpose” criteria to ensure that there is sufficient capacity 
to meet the forecast load and to meet Horizon Power’s reliability and security requirements. 

The generation strategy requires that business cases are prepared which provide an assessment of all 
available options to determine the best value and the most suitable generation solution. A part of the 
decision making process is to allow Horizon Power to build capability within the business. PB has 
been provided with a number of business cases to show how the process works in practice. 

Horizon Power routinely uses the input from external consultants to support decision making process. 

An example of where efficiencies have been achieved in negotiation of capacity expansions is at 
, which currently has a PPA with . Five options were examined to add capacity 

including Horizon Power adding its own generation capacity.55  By negotiating an outcome with  
Horizon Power was able to reduce generation costs by $200,000 annually and a further saving of 
$200,000 per annum was realised by removing the need for a temporary diesel unit for summer peak 
capacity.  

PB’s view is that the expenditure forecasting methodology and subsequent decision making process is 
robust and appropriate. 

7.3 Capex 
The major historic and forecast capex items relate to new generation projects:  Port Hedland Power 
Station and Carnarvon Power Station (forecast capex); and Marble Bar and Nullagine generation 
(historic capex). 

Horizon Power supplies electricity to 26 groups of customers and electricity is sourced either from 
PPA’s with IPP’s or self generated. Horizon Power also has a fleet of mobile generation which can be 
deployed to any area requiring backup. 

Historically Horizon Power (as the former Western Power Corporation) had been faced with 
replacement of a large number of non compliant generation stations at a time when funding for these 
replacements was problematic due to shortage of funds. The Independent Power Procurement Policy 
was introduced to outsource these new stations through a competitive procurement process. In 2006 
the Horizon Power Board requested a review of this generation strategy and resolved to suspend 
outsourcing of generation at Carnarvon, Marble Bar and Nullagine. This was based on the premise 
that a Horizon Power solution would be more cost effective and would facilitate the development of 
organisational capability. 

 
55 Horizon Power, 2010, Fact Sheet 39: Example of where efficiencies have been achieved in negotiation of capacity 
expansions, DMS# 3279200V4 
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Horizon Power’s modelling has also determined that renewable generation could be cost competitive 
with IPP diesel generation. Horizon Power had developed skills in the field of wind/diesel and had 
created a unique capability. The company saw an opportunity to leverage off this capability to develop 
a solar/diesel hybrid. The new model was named MARS – Modular, Automated, Renewable and 
Scalable. 

It is planned that the new power stations will be automated to reduce opex and the renewable 
components will reduce the amount of diesel used. The renewable component is assessed against 
options for conventional generation. In the case of Marble Bar and Nullagine Federal Government 
assistance from the RRPGP Funding of $4.9m was received.  

The current generation strategy is to source the best value solution after consideration of all the 
options available at the time.56 

7.3.1 Generation Cost Methodology and Project Approval 

Capital expenditure estimates for generation projects appear to have been based on prefeasibility cost 
estimates from a proprietary cost estimating database, PEACE, produced by GHD. Budget pricing was 
received and the cost escalated to produce the best estimates for costs for the Pilbara region. 

Following standard business practices, PB would expect a company to request final approval from the 
Board once an Engineer, Procure, Construct (EPC) cost has been established. This does not appear 
to have been the case for either the Marble Bar/Nullagine or the Pilbara Power projects. The figures in 
the business case seem to have been derived from the GHD November 2008 report 'Report for 
Pilbara Power Procurement 2012 Study – Power Generation Options and updated in July 2010 
performance and Cost Update’. 

PB’s review of the projects undertaken at Marble Bar and Nullagine indicates that Horizon Power’s 
approval process went from prefeasibility (Gate 2) to implementation, missing out the Gate 3 
(bankable feasibility).  The Marble Bar project experienced a cost overrun of 33%, the Nullagine 
project is still under construction.  

PB has a concern over the governance aspects of this process. It appears that the Board and Minister 
have approved projects on the basis of prefeasibility costs. In PB’s experience, approval at feasibility 
cost stage is highly unusual and would only happen if it were expressed as approval in principle 
subject to firm costs being received. 

Standard industry practice would require the Board to approve funding based on a full bankable 
feasibility report.  The bankable feasibility report, which typically costs $1m – $2m, would include 
approvals and firm tender costs.  Final costs are approved prior to giving approval to proceed to 
contract signing. 

The Horizon Power procedure ‘Gating Framework High – Level Overview and Gating Framework – 
Detailed Methodology’ (DMS # 3034541), requires a ”cost estimate” and does not further define how 
accurate this estimate is expected to be.  The procedure mentions an opportunity to review various 
aspects of the business case in section 3.4 but does not specifically require approval of any revisions 
in costs. It is noted in the Business case for the South Hedland Power Station that if the CAPEX 
exceeds the estimate the business case will be revisited; however this could cause even further delays 
and possible additional cost imposition. 

 
56 Horizon Power, 2010, Answer to PB Question #118.  PB asked whether there was a strategic move towards self generation. 
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accuracy level with reference to the costs included so it may be that the approval was given without an 
understanding of the accuracy of the cost estimates. 

The scope of PB’s review includes investigating any substantial differences between projected and 
actual costs.  In the case of the Marble Bar generation project there was a 33% cost overrun 
compared with budgeted cost.  PB has been unable to form a view as to whether the expenditure for 
the Marble Bar project is prudent and efficient as this would require a detailed examination of the 
project which is beyond the scope of this review. PB notes that the procedures set down by Horizon 
Power were not followed and that significant risk exists that other power station projects in the forecast 
period may also vary against budget. Horizon Power conducted a lessons learned exercise and 
documented the issues for future reference.57 

When considering the options for replacement of the generation at Marble Bar, Horizon Power 
included an assessment of diesel only options. Estimates prepared by PowerCorp showed a similar 
cost per kWh as for the solar/diesel option. The decision to proceed with the solar/diesel option was 
made on the basis that this option aligned with Horizon Power’s strategic direction and provided 
additional benefits: 

“…the Net Present Cost and average supply costs are similar… but without the benefits of 
greenhouse gas abatement, diesel price risk management, capability development, positive 
publicity and customer satisfaction.” 58 

PB notes that the assessment does not appear to include the future benefits associated with RECs. 
The inclusion of these benefits would further support the solar/diesel option.  

PB also notes that the cost over-run (+33%) for the Marble Bar power station would make the diesel 
only option preferred, assuming that the diesel only option had been accurately costed. Hence, with 
the actual cost of the selected option now known, it is not clear that the most appropriate option has 
been selected. The lessons learned show that cost over-runs due to scoping and contract 
management issues appear to relate to the solar arrays and the flywheel storage system used to 
integrate the solar and diesel generation. As such, PB believes it unlikely that similar cost over-run 
issues would have occurred if the traditional diesel only option had been selected. It is also unlikely 
that significant changes in costs and scope would have occurred if Horizon Power had followed its 
normal internal processes of undertaking detailed scoping and cost estimating (Gate 3) prior to letting 
contracts. 

On the basis of capital cost, the diesel/solar option was estimated at $12.6m and the diesel only option 
at $8.3m. Horizon Power has calculated the net present costs over 20 years including fuel at $19.5m 
and $19m respectively.59 Based on these cost estimates, PB calculates that adopting the diesel only 
option (assuming that the estimated costs would not have been exceeded) would have resulted in a 
potential saving of approximately $8.5m capex ($2007/08) and increase in opex (i.e. for fuel) of about 
$0.2m p.a.  

A similar situation exists for the Nullagine power station. Horizon Power will need to control costs to 
the estimated value used in the business case in order to ensure that the solar/diesel option remains 
the most appropriate. 

 
57 Logicamms, undated, Marble Bar Power Station Project Post-Implementation Interim Review Report, DMS#3263111 
58 Horizon Power, 2007, Submission to the Board of Directors, Marble Bar & Nullagine Power Station replacement 
(DMS#3068159v5), p.7 
59 Ibid, p.6 
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Supply to these areas is problematic because of isolation, cost in servicing, and lack of accountability. 
Horizon Power’s role is to approach the project by taking a community-focussed approach and 
demonstrating the value of a sustainable approach to maximise return on investment. 

A number of communities have been regularised including Ardyaloon, Beagle Bay, Djirindjin, Warmun 
and Bidyadanga. Lombadina may also be regularised. 

Kalumburu and Yungngora 

Generation projects using diesel /hybrid solar technology for the smaller communities of Kalumburu 
and Yungngora are planned within the forecast period. The larger project can be scaled from the 
Marble Bar / Nullagine design with the exception of the Fly-wheel power store. Being based on recent 
experience, the cost estimates appear reasonable. 

PB has confirmed that associated opex costs have been allocated for electricity purchases at 
Kalumburu in 2011 and 2012 and for Yungngora in 2011. 

7.4 Opex 
Horizon Power currently owns and operates 10 sites providing power generation. 

 Wyndum 

 Kununurra 

 Carnarvon 

 Marble Bar 

 Nullagine 

 Coral Bay 

 Denham 

 Esperance 

 Hopetoun 

 Onslow. 

Appendix B provides details of the type and capacity of the generation. Of these ten sites, three are 
currently in the process of being replaced. Horizon Power also own a mobile fleet of diesel generation 
sets which are available for deployment as required to support demand. 

Table 7-4 provides a comparison of the actual expenditure for power station operations, fuel and 
maintenance costs for 2009/10 compared to budget and the budget for 2011/12.  
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Horizon Power notes that: 

  Marble Bar and Nullagine opex was underspent in 2009/10 due to a decision to stop planned 
maintenance due to impending decommissioning 

 actual 2009/10 opex for Carnarvon was under budget, due to a decision to defer an overhaul in 
favour of prioritised distribution maintenance. 

PB’s view is that the opex expenditure appears to be appropriate given the remoteness of the 
locations. Where diesel fuel is used, fuel cost is directly linked to generation output. PB has compared 
these costs with similar power systems at mining locations, although Horizon Power does not have the 
same economies of scale in terms of diesel delivery and access to engineering facilities as the mine 
sites. 

Table 7-4 also shows significant increases in corrective/preventative maintenance. Preventative 
maintenance is the normal scheduled maintenance and corrective maintenance occurs where plant 
either fails or has impending problems requiring repairs. PB notes that some of the diesel sets are very 
old and where replacements are planned the maintenance is not undertaken unless urgently required. 
Where there are delays or rapid load increases there may be a need for some additional corrective 
maintenance. 

Specific issues noted are: 

Kununurra - The hydro plant has a capacity of 30 MW (2x15 MW units). Horizon Power has diesel 
back up of 10.5 MW. If the hydro loses a unit the back up diesel is required. The diesel set is not 
capable of meeting the town load in the case of a hydro transmission or generation failure and a 
business case has been prepared for additional mobile units to be deployed. 

Wyndum - Has a single transmission line from the Pacific Hydro plant and standby plant of 1.9MW. 
This station is not capable of meeting the load at peak times. The installed plant requires major works 
for it to be used safely as standby in the future. 

Electricity Purchases 

One of the largest items for generation opex is the purchase of electricity from external power 
producers. Figure 7-2 shows that for all towns with the exception of Port Hedland and Karratha the 
growth in power purchase cost is incremental and steady. Port Hedland and Karratha will require 
purchase of electricity to cover demand while the new Port Hedland power station is being built; this is 
the cause of the spike in costs in 2012/13. 
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Total opex (excluding generation fuel and corporate financing costs) has risen from $74.0m in 2006/07 
to $121.6m in 2009/10 and is forecast to grow to $177.5m by 2013/14. 

As discussed in Section 4, Horizon Power’s forecasts for opex include materials and labour cost 
escalators.  When these escalators are removed from the forecasts then opex is increasing by 3% per 
annum over the forecast period to $137.4m in 2013/14. 

Unlike capital expenditure which can vary from year to year by extreme amounts due to individual 
projects, opex is usually characterised by fairly steady ongoing expenditure increasing in line with 
sales and network size. From this perspective it appears that the unescalated opex growth forecast is 
in line with PB’s expectations for a company like Horizon Power. 

This chapter examines each of the opex categories in turn in order to make an informed decision as to 
whether the historical and proposed expenditure is appropriate. 

8.2 Forecasting methodologies 
In response to a request from the ERA, Horizon Power has developed a series of Town Reports The 
reports show historical and forecast levels of opex for each individual town with costs broken down by 
cost function under the following categories: generation, transmission, distribution, retail, other district 
expenses, property and fleet expenses and other corporate expenses. 

While Horizon Power was able to provide specific budget estimates for some costs at a town level, 
many costs are captured only at a district level and need to be allocated to the towns in the district.  
Some district based costs are managed centrally within the business, including property and fleet. 
These are currently captured at a corporate level only and are allocated to towns for the purposes of 
the town reporting. Distribution and generation maintenance costs are budgeted at an asset level (e.g. 
pole, feeder, engine etc), which are then aggregated to towns according to the location of the asset.  

For these reasons, Horizon Power has indicated that while it has been possible to use cost codes to 
allocate historical expenditure on a town basis, it was not able to allocate all forecast expenditures into 
the required line items in the Town Reporting format in time for this inquiry. In order to make some 
meaningful comparison of historical and forecast expenditures, PB has taken the information in the 
consolidated Town Reports and merged distribution, property & fleet and other district expenses. This 
results in four categories which are now examined in the following sections. They are: 

 Transmission expenses 

 Retail expenses 

 Distribution, property & fleet and other district expenses 

 Other corporate expenses. 

 

8.3 Transmission 
Transmission opex includes maintenance, asset management implementation, overhead recovery and 
other. 

Actual transmission operating expenditure has risen from $1.3m in 2006/07 to $1.90m in 2009/10 in 
nominal terms. The company forecasts transmission opex to rise to $6.0m by 2013/14. The forecast 
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PB has reviewed un-escalated divisional opex forecasts and identified four step changes. Horizon 
Power has given the following explanations for these changes in opex66: 

a) Islanded Systems Development: Materials expenditure is forecast to drop from $2.2m in 
2010/11 to $206k in 2011/12 and remain constant thereafter. 

The reason for the significant reduction in materials expenditure from 2011/12 onwards is due 
the completion of house wiring work as part of the ARC 2 program. 

b) Knowledge & Technology: Other Operating expenditure jumps from $9.4m in 2010/11 to 
$11.7m in 2011/12 and remains constant thereafter. 

The increase in "other" expenditure from 2008/09 to 2009/10 is predominately related to IT 
charges, which have increased by over $1m in 2009/10 compared to 2008/09.  The main area 
of increase has been Western Power SLA charges for Desktop Support and DFIS Support. 
Actions to address these increases by in-sourcing are discussed in section 9.5.1. 

c) Operations: Materials expenditure constant except for a one off increase in 2012/13 to 
$24.1m. 

The major driver of the increase in Operations Materials in 2012/13 is a major generation 
overhaul in Carnarvon. A number of overhauls are now scheduled to be undertaken in the 
same financial year, changing the spending profile from that experienced in previous years67. 

d) Strategy & Business Development: Operating materials expenditure step increase from $389k 
in 2012/13 to $6.1m in 2013/14. 

Materials expenditure has been budgeted to increase to just under $6m per annum from 
2013/14 as a result of the Gen 2013 expansion strategy. 

PB concludes that forecast opex is very much ‘business as usual’. Where significant changes in opex 
have been identified, the company has provided valid reasons for the changes in the opex profiles.  

8.8 Global Efficiency and opex savings 
PB has been asked to examine Horizon Power’s projected operating expenditure, cost drivers and 
processes and determine the scope for efficiency gains in comparison to past performance and other 
service providers. 

One methodology for assessing efficiency is to benchmark the company with other service providers.  
Because of the unique functions that Horizon Power undertakes as a vertically integrated electricity 
utility operating in a very diverse and region it has not been possible to find a directly comparable 
company.  

Another way of assessing efficiency is to establish an efficient base year of operating expenditure and 
determine whether increases in opex from this base year are appropriate. 

It has not been possible to establish a base year for Horizon Power as the period since inception has 
been an establishment phase involving significant restructuring to deliver its services. The Service 

 
66 Horizon Power, 2010, Actual Vs Budget comparisons as part of 10, DMS#3284631 
67 Horizon Power, 2010, Fact Sheet No. 64, DMS#3287960 
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9. Capex review 
This section presents PB’s review of Horizon Power’s capital expenditure as submitted to the ERA in 
the Town Reports and supported by the additional information provided in response to PB’s enquiries.  
It excludes generation capex which is discussed in section 7. 

To provide a recommendation of the efficient level of historical and forecast capex, the PB review has: 

 compared Horizon Power’s actual capital expenditure with the projected capital expenditure for the 
period from 2006/07 to 2009/10, including the investigation of the reasons for material variations 
from the budget and identification of material capex items that are not considered to be appropriate 

 considered the processes used by Horizon Power to approve capex including how those processes 
can be improved to ensure efficiency in capital investments 

 provided an assessment on the fitness for purpose of engineering solutions for the major items 
reviewed in detail 

 identified forecast capital expenditure that is not considered to be both prudent and efficient. 

In undertaking the review, PB has referred to the independent reviews of Horizon Power’s Asset 
Management Plans previously conducted68.  

9.1 Description 
Horizon Power has reported total historical capex of $203.5m (nominal) for the 4-year period 2006/07 
to 2009/10 and proposed a total forecast capex of $471.2m (nominal) for the 4-year period from 
2010/11 to 2013/14. The proposed total historical and forecast capex is shown in Figure 9-1 below.  

 
68 GHD, 2008, Asset Management Systems Review Audit Report ,Rev 2; and Qualeng, 2010, Horizon Power Electricity Licence 
Asset Management Review 
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9.2.3 Contingencies 

PB found the addition of a 10-30%71 contingency in project estimates and is concerned that this may 
overstate the level of risk contingency at a portfolio level as it introduces an asymmetry to the 
accuracy of the estimation process. The Project Evaluation module in the Strategic Asset 
Management Plan also indicates that the contingency makes allowance for ‘cost growth during 
construction’ and ‘contractor availability’72. PB considers that these factors double count the escalation 
applied in both the materials and labour escalators used in the budget process and the relatively high 
unit costs used by Horizon Power (see section 5.3.4). In PB’s view the contingency should be 
removed to allow the integrity of the material and labour escalation process to be retained.  

The additional scope related risks identified in the SAMP module relate to unforseen project risks that 
should be separately considered at a portfolio level to ensure that the smoothing effects provided by 
diversifying risks (and upside benefits73) across a larger project portfolio are appropriately captured. As 
this has not been undertaken by Horizon Power, PB has referred to recent regulatory decisions.  
Based on the information contained in the AER’s determination for ElectraNet, the application of a 
diversified risk contingency across a project portfolio typically ranges from 2.6% for large portfolios to 
4.6% for smaller portfolios where risk is diversified across fewer projects74. This range is confirmed in 
the TransGrid determination where the approved risk allowance was 2.8%75 and in the Powerlink 
determination where the approved risk factor was 2.6%76. Therefore PB recommends that the 10% 
contingency on the base capex is removed and replaced with a 4.6% portfolio level risk contingency to 
account for the probability of cost underruns when risk is priced into cost estimates. This allowance 
represents a conservative estimate consistent with the upper end of the AER’s expected range. 
Recommended adjustments are set out in Table 9-16. 

9.3 Transmission 
Horizon Power has reported total historical transmission capex of $20.1m (nominal)77 for the period 
2006/07 to 2009/10 and proposed a total forecast transmission capex of $124.6m (nominal) for the 
period from 2010/11 to 2013/14.  The proposed total historical and forecast capex is shown in Figure 
9-3 below.  

 
71 Horizon Power, undated, Business Case – Underground Mungan St, DMS#3241728, p.4 
72 Horizon Power, 2010, AMP Instruction Module 2010/11 - Module 2 – Project Evaluation, DMS#3224871, p.8 
73 Such as the $2m benefit realised in cable procurement efficiencies (DMS#3250971 p.3) and $600k benefit in avoided land 
acquisition costs (DMS#3250971 p.3 & DMS#3104240v02 p.21) for the Fairway Drive Substation project. 
74 AER, 2008, ElectraNet Transmission Determination 2008-09 to 2012-13, p.133 
75 AER, 2009, TransGrid Transmission Determination 2009-10 to 2013-14, p.35 
76 AER, 2009, Powerlink Queensland transmission network revenue cap 2007-08 to 2011-12, p. 43 
77 PB notes that the historical figures are based on changes to the Fixed Asset Register. Despite indicating a similar scale of 
expenditure over the period, these figures do not reconcile with the historical capex and timing reported in the consolidated town 
reports sheet. PB has not investigated the reasons for the discrepancy. 
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over the period from 2007 to 2011 when compared to the current 2009 forecast.  The 5 year planning 
horizon in this example is comparable to the forecasting horizon used to support the timing of the 
Fairway Drive substation in 2013/14. 

 
Source: Horizon Power Broome – 2009 Planning Review of Fairway Drive Substation 

Figure 9-4 Broome planning forecast comparison 2006 to 2009 

While land clearing and a call for interest in providing display homes has commenced, it is not clear 
that this will result in an increased demand for electricity within the forecast period. To test the 
accuracy of the forecast over the short term, PB compared the forecast underpinning the timing of the 
Fairway Drive substation augmentation to the most recent demand forecast for Broome89. 

In the case of Fairway Drive, the demand forecast that has been used to determine the required 
augmentation timing is based on a starting point associated with an unusual network event in 2007/08 
(load switching following an outage) and comparatively high (5.5% p.a.) growth figures in the early 
years of the forecast to 2010/1190.  Furthermore, PB notes that the most recent 2010/11 forecast for 
Broome has revised the demand downward “…by 800 kW in order to reflect the lower than expected 
actual maximum demand of 28.6 MW (March 2010)”91. Additionally, information provided by LandCorp 
about the proposed development of the Broome Road Industrial area92 states that LandCorp is in the 
process of seeking planning and environmental approvals and requests Horizon Power to commence 
forward planning, indicating that significant industrial loads in the area are not likely in the near future. 
On this basis, PB considers that the 2008/09 forecast used to support the timing of the Fairway Drive 
Substation overstates the expected load growth.  

 
89 Horizon Power, 2010, Demand and Energy Forecast FY2010/11 to FY2019/20, DMS#3238764, p.30 
90 Horizon Power , March 2009, Broome – 2009 Planning Review of Fairway Drive Substation, DMS#3158162v01, p.17 
91 Horizon Power, June 2010, Demand and Energy Forecast FY2010/11 to FY2019/20, DMS#3238764, p.30 
92 LandCorp, Aug 2010, Broome Road Industrial Area, Letter to Horizon Power 
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The scope and timing of the PUPP program was influenced by the Department of Regional 
Development, Horizon Power’s existing program of capacity upgrade and network extension and the 
broader policy direction of the State Government – the Pilbara Cities of the North Policy. PB notes that 
the scope of the project examined by Deloitte was restricted to residential areas, whereas the PUPP 
includes light industry, voltage upgrades and transmission capacity upgrades. 

PB has reviewed the Deloitte report and the Project Management Plan which was provided by Horizon 
Power in response to PB’s request for the Business Case for the project106. 

Opex benefits - PB notes that the total opex benefit for the network hardening program estimated by 
Deloitte is approximately $4.5m p.a. (real 2007/08) for a program covering 13 towns107 and the full 
scale of these benefits would not be realised until 2021 following the completion of the entire program.  
The primary benefit, however, of network hardening included in the Deloitte report is a $2m per annum 
saving in emergency and adverse events108 that occurs in each year from 2013/14 to 2036/37. Deloitte 
notes that this assumption has been compared to historical costs experienced by Horizon Power109 
but, as with the other management assumptions regarding opex benefits, should be tested further110. 
PB has tested this assumption against the distribution expenditure forecast contained in the Karratha 
town report and found that annual benefits in the order of $1-2m (nominal) appear to have been 
incorporated into the forecast. PB was concerned about the unverified nature of the opex benefits 
associated with the full scope of the PUPP and requested further evidence that the expected opex 
reduction had been factored into expenditure forecasts. The impact on labour in the Pilbara area was 
provided and showed an opex saving of $1.5m from 2012/13.111 PB is satisfied that opex savings due 
to the PUPP have been included in the forecast period. 

Cost forecast - PB notes that the Deloitte report identifies the costs as 2007/08 dollars112, however 
Horizon Power have applied an escalator of 12.1% to the costs to escalate the costs to a 2008 
calendar year basis and a further 8.9% to escalate the costs to a 2009113 calendar year basis, a total 
composite escalation of 22.1%. Taking the midpoint of the periods, the WA Department of Treasury 
and Works Building Cost Index (BCI)114 indicates a 4.3% escalation from December 2007 to June 
2008 followed by a 6.9% decrease in prices to March 2009 (the latest date where data is available) 
resulting in a 2.9% decrease from December 2007 to June 2009. This is consistent with SKM’s 
observation regarding copper, aluminium, oil and steel prices that: 

 “…having fallen so dramatically in the latter half of 2008 and first two quarters of 2009, market prices 
for these commodities are now generally being forecast to recover in the short term.”115 

Similarly, over the period to June 2010 Horizon Power noted that it was able to achieve 31% savings 
in cable procurement for another project116 which supports the view that the escalation factors that 
have been applied in the budget process are higher than those experienced in practice. Therefore, 
due to the volatility in escalation of commodity prices over the period, PB recommends the use of BCI 
to escalate the Deloitte estimates from December 2007 to June 2009 on the basis that the BCI is cited 

 
106 PB question 25 
107 Deloitte, 2008, Drivers and Impacts of the Proposed Networks Hardening Strategy, p.42 
108 Deloitte, 2008, Drivers and Impacts of the Proposed Networks Hardening Strategy, p.42 
109 Ibid, p.36 
110 Ibid, p.47 
111 Horizon Power, 2010, Fact Sheet No 32, Horizon Power’s Workforce Strategy, DMS#3279323, p.6 
112 Deloitte, 2008, Drivers and Impacts of the Proposed Networks Hardening Strategy, p.8 
113 Horizon Power, 2009, Project management Plan – Pi bara Underground Power Project, Appendix B  
114 Provided as DMS#3281351 
115 SKM, 2010, SKM Market price Survey #4 – Results for Horizon Power, Draft, p.viii. 
116 The $2m benefit against a budgeted $6.5m feeder cable costs through procurement efficiencies for Fairway Drive Substation 
(DMS#3250971 p.3) 
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The forecast expenditure is based on a unit cost of $6,200 to replace an intermediate pole and 
$23,700 to replace a corner pole. Given a forecast expenditure of $18.6m to replace 2675 wood poles 
the implied average unit cost is $6,960 per pole. The unit costs were independently compiled by 
Deloitte122. 

The two largest pole replacement programs at $7.0m and $5.7m over the forecast period are located 
in the Esperance district where the recently completed $12m ENRUP 3 phase program was intended 
to address bushfire risks associated with undersized poles, long bays, clashing conductors and aging 
wood poles. In addition to this program, Horizon Power has forecast a further $15.7m in expenditure in 
the ENRUP program to address similar issues on the single phase rural network and a number of 
smaller undergrounding projects have also been forecast on the basis of the undersize conductor and 
pole age. In total $40.9m has been, or will be, invested in the Esperance network over the period from 
2006/07 to 2013/14 which would be sufficient to replace approximately 20% of the poles in the 
Esperance network.  

Given the scale of these programs and the focus of the previous ENRUP program on high risk 
conditions on the three phase network, PB is of the view that the scale of the investment forecast by 
Horizon Power is overstated. To evaluate the level of pole management capex forecast by Horizon 
Power, PB has considered: 

 the level of pole replacement capex  

 the level of pole reinforcement capex. 

Under the ‘fit for purpose’ asset management strategy, Horizon Power currently adopts an age based 
approach to wood pole management where poles are scheduled to be reinforced at 25 years of age 
and replaced at 40 years of age123. Horizon Power has recognised the inefficiency of this age based 
approach and proposes to undertake a new condition monitoring approach to manage the remaining 
life of both wood and steel pole assets. In the business case outlining this strategy124, Horizon Power 
identifies that there are a large number of wood poles that exceed 25 years but have not been 
reinforced. In addition, 2,675 wood poles are expected to fall due for replacement as they exceed 40 
years over the period to 2013/14, resulting in capex of $18.6m. 

To account for the new condition monitoring program, Horizon Power has reduced its forecast 
expenditures on wood poles by between 48% and 63%125 in the years from 2011/12 to 2013/14 arising 
from approximately $8.5m expenditure in 2010/11. This figure appears to include the $1.0m 
expenditure forecast for 2010/11 to develop a best practice pole management program126.  

PB accepts that a change of this scale is within the expected reduction in volume that is typically 
achievable through adopting condition based asset replacement programs. For instance, in the case 
of ETSA Utilities recent regulatory proposal, two independent age based replacement modelling 
approaches indicated that between $420m and $6b in deferred replacement was providing the 
business with an annual benefit of between $40m and $540m127 through operating assets that remain 
in an acceptable condition past their nominal replacement dates. PB notes that the wide variation 
between the two estimates demonstrates the acute sensitivity of age based forecasts to asset life 
assumptions.  

 
122 Deloitte, 2008, Drivers and Impacts of the Proposed Networks Hardening Strategy 
123 Ibid 
124 bid 
125 Horizon Power Data Cube CXMD:HBM Capital Projects (forecast) – pole replacement programs excluding pole base 
reinforcing expenditure 
126 Horizon Power, 2010, Business Case – Pole Management, DMS#3247856, p.17 
127 PB, 2009, Review of ETSA Utilities Regulatory Proposal of the Period July 2010 to June 2015, p.52 





















Inquiry into Funding Arrangements for HORIZON POWER 
Operating and Capital Expenditure Review 

 
 

PARSONS BRINCKERHOFF 
Economic Regulation Authority  Page 116 
 

 Dampier to Karratha Transmission line replacement and transformer augmentation project – the 
design of the system following the disconnection of the RTIO network is not optimal and if the 
disconnection is confirmed Horizon Power should re-established the system at 33kV (or 132kV if 
this is deemed efficient) under distribution planning standards 

 Fairway Drive substation – can be deferred by one year 

 Pilbara Underground Power Project – the forecast expenditures for the PUPP program should be 
modified to adjust the escalators applied when forecasting costs 

 Pole management strategy – the replacement and reinforcement programs should be reduced by 
basing the program on condition rather than age 

 ENRUP single phase program – the program should be conducted over a 5 to 7 year period to 
address the defect issues based on a condition and risk approach 

 Buildings – the Esperance Depot should be scaled down to better suit the number of staff to be 
accommodated.   

The need for the adjustments is due to: 

 inappropriate scoping of projects (Dampier to Karratha Transmission line replacement and the 
Esperance Depot),  

 inappropriate timing (Karratha to Roebourne 220kV line, Fairway Drive substation and ENRUP 
single phase program) and  

 the use of aged based replacements.  

PB has formed the view that these are systemic issues that are likely to be found in most major 
projects in the capex forecast. PB notes that its review focussed on the larger projects in the capex 
program and it is of the view that the scope/scaling issues found are not likely to extend to smaller 
projects. Similarly for the timing issues, the impact of delaying a major project by a year is large but 
the delay of smaller projects, particularly those forming an on-going program of works in accordance 
with the asset management plan, is unlikely to occur. For these reasons, PB does not recommend a 
reduction to those projects that it has not specifically reviewed. 
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10. Other matters 
This section provides information on other aspects of the review not covered elsewhere. 

10.1 Alternative service arrangements 
As part of the inquiry’s Terms of Reference, the Authority is asked to consider and develop findings on 
opportunities for alternative arrangements for service delivery in remote regions. In conducting its 
review, PB was asked to identify any such alternative service delivery arrangements that become 
apparent. 

PB noted the following possible alternatives to service delivery in generation, network service 
provision and retail. 

Generation can by sourced from external providers or by plant owned by Horizon Power. Currently, 
most generation is provided by IPPs. A policy of building and owning generation plant has been 
implemented for new solar/diesel plants at Marble Bar/Nullagine power stations. PB notes that 
alternative fuels, providers and commercial arrangements are considered in selecting generation and 
that interconnection with third party networks exists. PB did not identify any other viable alternatives. 

Network can be sourced from independent providers or by Horizon Power. Currently, all shared 
network assets are owned by Horizon Power. PB notes that independent providers are rare in large 
networks and considers them unviable in the small networks that comprise Horizon Power. 

Network expenditure can also be avoided by demand side initiatives, such as solar within a customer’s 
electrical installation, or demand reduction particularly at times of peak demand, or load curtailment. 
Horizon Power actively seeks demand side initiatives before implementing augmentation of its 
generation and networks assets. PB did not identify any other viable alternatives. 

PB did not examine the retail activity in sufficient detail to form a view about alternative service 
delivery arrangements. PB notes that some advanced metering will provide opportunities for both 
network and retail improvements. Some advanced metering has been installed and more is under 
review.  

At the corporate level, alternative service delivery models might involve more or less centralisation. PB 
notes that two districts currently exist in the Pilbara and Horizon Power is investigating consolidation to 
one only. This seems prudent. PB did not see evidence to suggest that the corporate arrangements 
were not appropriate at this time. 
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Appendix A 

Confidential project reviews 
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Appendix B 

Details of generation in Horizon 
Power service area 
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Interview schedule 

 

 






