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1. Introduction

1.1. Background

The Riverland Pipeline was constructed in 1995 and consists of 237 kilometres of steel pipe, 232 kilometres of which is 114mm diameter and the remainder 60mm diameter (see Attachment 1). It encompasses eight meter stations, gate stations and township meter stations at Berri and Murray Bridge, a regulator station at Berri and SCADA equipment. 

Construction of a second pipeline (the Mildura Pipeline), which interconnects to the Riverland Pipeline at Berri, commenced in June 1999. The Mildura Pipeline is similar to the Riverland Pipeline in many respects, and although shorter (149km), is of the same diameter, operates at the same pressure and traverses similar terrain to the Riverland Pipeline. It is therefore appropriate, as explained in Section 3, to use the cost of construction of the Mildura Pipeline as a basis in determining the replacement cost of the Riverland Pipeline assets. 

A list of the Riverland Pipeline assets is contained in Attachment 2.

1.2. Valuation Summary

Boral Energy Asset Management (BEAM) Ltd has conducted a valuation of the Riverland natural gas transmission system assets, using the Depreciated Optimised Replacement Cost (DORC) methodology. The resultant DORC valuation for the Riverland Pipeline is $15.25 million, as at 1 July 1999.

2. System Optimisation

Under current operating conditions the Riverland Pipeline, which serves the Berri and Murray Bridge townships and several farm taps, has approximately 50% spare capacity. However, at the commencement of operation of the Mildura Pipeline, this spare capacity will be reduced to 30%. Projections of system utilisation indicate that the Riverland Pipeline will attain full capacity in 2-3 years, at which point there will be a requirement for further compression. In addition to this, it is evident that if the pipeline were one size smaller, ie 80mm, it would not be able to operate effectively without additional compression. For the purposes of optimisation, the current pipeline size and configuration is therefore considered to be acceptable.

3. Replacement Cost

3.1
Transmission Pipe

The pipeline replacement cost has been based on the cost for the impending construction of Envestra’s Mildura Pipeline, with the latter being considered to be an example of a ‘Modern Engineering Equivalent’ (MEE) for the Riverland Pipeline. A MEE is considered to be a welded steel polyethylene-coated pipeline. The fact that Envestra was chosen as the preferred tenderer to supply gas to Mildura indicates that the cost allowed for the construction of the Mildura Pipeline does not allow for any ‘gold-plating’.

A projected construction cost of $49/m ($430/mm/km) has been forecast for the Mildura Pipeline, which includes labour, pipe, valves and other hardware costs but excludes the following: design, management and supervision, obtaining easements and permits, a river-crossing ($300,000), native title, SCADA and meter/regulator stations. In determining the Riverland Pipeline replacement cost, the costs associated with design, management and supervision have been based on the awarded contract prices and cost forecasts for the Mildura Pipeline. Project design and management costs have not been increased when applying them to the Riverland Pipeline, as it has been assumed that the additional length of the Riverland Pipeline would have only a marginal effect.  Therefore the forecast Mildura Pipeline construction cost has been applied to the Riverland Pipeline system on a ‘per metre’ basis, with the exception of river crossing costs, which have been determined and applied separately because the Riverland Pipeline has two river crossings as opposed to one crossing for the Mildura Pipeline.

3.2
Meter/Regulator Stations

Replacement costs have been based on the actual costs for the construction and installation of meter/regulator stations at the time the Riverland Pipeline was built, and adjusted for inflation. 
3.3
SCADA and Communications

Replacement costs have been based on the ‘per unit’ cost associated with the construction and installation of similar equipment associated with the Mildura Pipeline, which is to include 5 SCADA sites. 

3.4
Replacement Cost Summary

The table below lists the Optimised Replacement Cost (ORC) values for the various asset categories.

	ASSET CATEGORY
	ORC

	Transmission Pipeline
	

	Length (metres)
	Diameter (mm)
	$/mm/km
	

	232,000
	114
	430
	$ 11,365,574

	4,500
	60
	430
	$ 116,028

	Design/Management/Supervision
	$3,189,728

	River-Crossings:  2 @ $ 300,000
	$ 600,000

	Sub Total
	$ 15,271,330

	Meter/Regulator Stations
	$ 700,487

	SCADA & Communications
	$ 131,921

	TOTAL
	$ 16,103,738


4. Useful Life

Useful lives of the respective assets have been determined in accordance with operating experience and industry benchmarks. 

The table below summarises the useful lives of each of the asset categories, with comparison to useful lives quoted in other access arrangements.

	Asset Category
	Distribution/Transmission Network
	Useful Life (years)

	Transmission Pipeline
	Riverland 
	80

	
	AGL  Central West
	80

	
	EPIC  Moomba/Adelaide
	79

	
	EAPL  Moomba/Sydney
	60/80


	
	
	

	SCADA & Communications
	Riverland 
	15

	
	AGL Central West
	10

	
	SA Distribution Network
	10

	
	AGL Distribution Network
	5-10

	
	GSN Distribution Network
	20

	
	Vic. Distribution Businesses
	10

	
	
	

	Meter/Regulator Stations
	Riverland 
	50

	
	AGL Central West
	50

	
	SA Distribution Network
	50

	
	AGL Distribution Network
	50

	
	TPA 
	39-60


5. Residual Value

Straight-line depreciation has been used. No residual values have been assumed.

6. Capital Cost Comparison

In order to determine the reasonableness of the total replacement cost for the Riverland Pipeline, a comparison has been made with other transmission pipeline projects. 

The following table compares the Riverland Pipeline replacement cost (expressed in $/mm/km) with other gas transmission pipelines constructed in Australia. 

	Pipeline
	When Constructed
	Length

(km)
	Diameter

(mm)
	Unit Cost $/mm/km


	Mereenie to Alice Springs
	1985
	270
	200
	733

	Young to Lithgow
	1987
	212
	150
	1120

	Canarvon Lateral
	1988
	171
	150
	722

	Whyalla Lateral
	1989
	71
	200
	1217

	Gladstone to Rockhampton
	1991
	96
	200
	961

	Junee to Griffith
	1993
	170
	150
	808

	Marsden to Dubbo
	1998
	130

125
	200

150
	623

	Riverland
	1995
	232

4.5
	114

60
	603


While there are difficulties in making comparisons between pipelines due to factors such as terrain, location, river crossings, number of compressors, etc, the above table indicates that the derived replacement cost for the Riverland Pipeline compares favourably. 

7. DORC Valuation

The table below lists the ORC, accumulated depreciation and resultant DORC values for each asset category.

	Asset Category
	ORC
	Accumulated Depreciation
	DORC

	Transmission Pipe
	$15,271,330
	$763,566
	$14,507,763

	Meter/Regulator Stations
	$700,487
	$56,039
	$644,448

	SCADA & Communications
	$131,921
	$35,179
	$96,742

	TOTAL
	$16,103,738
	$854,784
	$15,248,954





List of the Riverland Pipeline Assets

	Asset
	Replacement Cost

	Pipeline
232 km of 114mm Outside Diameter (OD)
	

	· From the boundary fence on the discharge side of the compressor station at Angaston to the Berrivale Cannery meter station at Berri
	

	· From the Angaston-Berri Pipeline to the Murray Bridge gate station
	

	 4.5 km of 60mm OD
	

	· From Murray Bridge gate station to Metro Meats meter station
	

	· From Murray Bridge gate station to National Dairies meter station
	

	· From BRL Hardy meter station to Tarac meter station (Berri)
	

	· From Berrivale Orchards meter station to Visy Board meter station (Berri)
	

	· From Berrivale Orchards meter station to Tooravale meter station(Berri)
	

	Ten (10) 100mm diameter isolating valves
	

	Cathodic Protection System
	

	Three (3) anode beds
	

	Three (3) impressed current systems
	

	Sub Total
	$15,271,330

	SCADA & Communications
	$131,921

	Meter /Regulator Stations
	

	Built by PASA
	

	Berrivale Orchards (3,500 scmh)
	

	Visy Board (400 scmh)
	

	BRL Hardy (1,100 scmh)
	

	Berrivale Cannery (2,600 scmh)
	

	Tarac (450 scmh)
	

	Tooravale (290 scmh)
	

	Metro Meats (1,350 scmh)
	

	National Dairies (1,260 scmh)
	

	Berri Gate Station
	

	Murray Bridge Gate Station
	

	
	

	Built by SAGASCO
	

	Berri Township Meter Station
	

	Murray Bridge Township Meter Station
	

	Regulator Station
	

	Sub Total
	$700,487

	TOTAL
	$16,103,738
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� East Australian Pipeline Limited Access Arrangement Information, 5 May, 1999, p.27.


� Costs in the reference paper were reported in 1995 dollars. These costs were adjusted to September 1998 dollars, from an assumed September 1995 base, as reported in the Revised Access Arrangement Information for the Central West Pipeline, February 1999. The costs have been updated to March 1999 dollars.





