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We are Australian Gas Networks. We deliver gas
safely and reliably to more than 740,000 homes and
businesses in Victoria and Albury every year.

Our vision is to be the leading gas infrastructure
business in Australia by delivering for customers, being
a good employer and being sustainably cost efficient.

We are committed to sustainable gas delivery today,
and tomorrow. Gas networks can decarbonise heat
through the use of renewable gases like hydrogen and
biomethane. Through Hydrogen Park Murray Valley
and the Australian Hydrogen Centre we are laying a
foundation for a strong zero emissions future so our
customers can continue to enjoy gas cooking and
heating in their homes and businesses into the future.




CEO Foreword

| am pleased to present the

Victoria and Albury

This document sets out
our plan for the next AA
period. It sets out how
we will deliver safe,
affordable and reliable
services to our
customers during a
period of significant and
rapid change in the
energy sector.

AGN is part of the Australian Gas
Infrastructure Group (AGIG), one
of Austr aleneay s
infrastructure businesses. Through
AGN Victoria and Albury, we serve
over 740,000 customers in
Victoria and New South Wales
including in the Melbourne CBD,
northern, eastern and outer
southern areas of metropolitan
Melbourne, the Mornington
Peninsula, and northern, eastern
and south-eastern areas of
Victoria and Albury. AGN plays a
vital role in delivering safe,
reliable, affordable and low
emissions energy for our
residential, commercial and
industrial customers.

In serving our customers, it is our
vision to be the leading gas
infrastructure business in
Australia. We aim to do this by
achieving top quartile
performance in delivering for
customers, being a good employer
and being sustainably cost
efficient. We are also leading the
industry in its transition to a
renewable gas future.

We will target 100% renewable
gas in distribution networks by
2050 at the latest and 2040 as a
stretch.

In the current AA period we have
performed well against our vision.
Our customer satisfaction scores
have improved throughout the
period, reaching the highest score
to date of 8.6 for AGNin 2021.
We have repaired 99% of leaks
within one hour and continued to
improve our performance against
health and safety metrics.

In the current AA period we have
delivered almost 300 kilometres of
mains replacement, including

| ar gcenspleting mains replacement in

the Melbourne CBD.This will bring
to a conclusion our low pressure
mains replacement program,
which is a significant safety
milestone for our customers and
the business. The mains
replacement program also has the
added benefit of achieving
emissions reductons in the near-
term and ensures our network is
ready for hydrogen in the future.
Finally, we have delivered
operating costs within our
benchmarks.

Our Final Plan has been developed
following a significant program of
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Australian Gas Network s (AGN)
Final Plan for the 2023/24 to 2027/28 period.

customer and stakeholder
engagement. Our program has
delivered repeat engagement to
164 customers and stakeholders,
included through 22 workshops.

The Final Planreflects on the
feedback received from customers
and stakeholders up to and after
the publication of the Draft Plan in
January 2022.

In an Australian first, the three
gas distribution businessesin
Victoria and Albury (AusNet
Services, Multinet Gas Networks
(MGN) and ourselves) conducted
joint engagement with
stakeholders to inform the
development of our respective
Final Plans This was in response
to stakeholder requests very early
in our engagement process, and
has served both stakeholders and
the gas networks well because of
the common issues that we face.

Our Final Planhas been developed
against the backdrop of significant
policy uncertainty on the future
role of our gas networks. This will
likely continue and evolve over
the next AA period, as Victoria
starts to plan for the
decarbonisation of the gas sector
in meeting its 2030 emissions
reduction target and ultimately
achieving its legislated target of
net zero emissions by 2050.

While we consider that natural gas
has an important role to play in

Vi ct or i a éctortedayeweqg y
recognise that if Victoria is to

meet its emission reduction

targets we need to focus on large-
scale decarbonisation of our
Victorian distribution network.
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Our Board has endorsed a low
carbon strategy that includes
targets to deliver at least a 10%
renewable gas blend across our
distribution networks by 2030,

and a stretch target to achieve the
full decarbonisation of our
distribution networks by 2040, or
by 2050 at the latest.

These targets align with
government policy and our
expectations for future
technological developments in
renewable hydrogen (and other
renewable gases). We believe our
network will continue to maintain
a pivotal role in the energy sector
of the future , delivering renewable
gases like hydrogenand
biomethane to our customers.

Given the current policy
uncertainty, our Final Plan aims to
continue to provide options for
our customers by preserving
choice in their future energy
supply. In particular, we will
continue to connect customers
reflective of their ongoing demand
for gas in their homes and
businesses. For AGN continued
network growth in the next AA
period will see around 77,000 new
customer connections. These new
connections will also help to lower
costs for existing customers and
provide new customers with the
infrastructure ready to deliver
renewable gases.

However, we also recognise the
future role of gas networks will
vary significantly depending on
technological developments,
government policy and the
cumulative decisions of Victorian
and Albury customers as the
economy transitions to net zero
emissions.

To start addressing the risks that
may arise if there is a rapid
decline in gas demand, this Final
Plan proposes amodest amount
of accelerated depreciation ($144

million, equivalent to around 7%
of the total value of gas network).

Adjusting depreciation is the right
tool to address the uncertainty we
face, and provides a means to
maintain the cost competitiveness
of our network in the near term in
delivering natural gas, and in the
long term enabling us to be a
most competitive part of a net-
zero emissions energy system.

In adjusting depreciation we have
been careful to avoid exposing
customers to significant price
disruption. The approach adopted
is measuredi balancing the risks
and opportunities of an uncertain
future, while delivering improved
value for customers.

Our proposed approach means
customers do not pay more over
the life of the asset, rather the
profile of asset recovery is
adjusted. Importantly, our
approach to take small steps now
to accelerate depreciation will
provide more stable prices for
customers though time, while
keeping future options open.

Our Final Plan also deliversa
number of complimentary actions
which will ensure a smooth
transition to net zero, such as
small amounts of expenditure to
prepare the network for hydrogen
and a renewable gas
communication and education
program.

We have also included a range of
important initiatives supported by
our customers and stakeholders.
This includes:

1 Investment to improve our
customer communications
through a range of digital
channels; and

i Investing in a Priority Service
Program.

In response to feedback from our
customers and stakeholders
received on our Draft Plan
published in January, we have

decided not to propose a new gas
network innovation scheme at this
time despite customer support.

We consider our proposal strikes
the right balance of continuing to
provide the services customers
expect of us today, while also
taking small steps to prepare for
the transition to a decarbonised
energy future. Our proposal will
ensure the network can continue
to deliver safe, reliable and
affordable energy to customers
now and into the future.

Overall, our Final Plan delive's an
upfront price cut of 10% (after
inflation) on 1 July 2023, which
builds on price cuts delivered by
our business in the current period.

The Final Plan will now form the
basis of a review by the Australian
Energy Regulator (AER), which
will include a stakeholder
consultation process. | strongly
encourage our customers and
stakeholders to participate in the
AERO S paeosure wes
provide the services that
customers value.

Craig de Laine

Chief Exec utive Officer
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We have engaged with
customers in Victoria and
Albury to develop our Final
Plan for the five year period
2023/24t0 2027/28

In line with what our customers

told us was important to them,

this plan has 3 key themes:

* Get the basics right
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* Provide affordable and
accessible services

Lower funding costs
Rate of return of 5.18 %
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Investing in no regrets
actions and renewable gas
communications to
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N * New digital customer
A AN .
O o O services
(DD °*  Priority Service

Program

prepare the network for a
decarbonised future

Efficient incentives
Opex & Capex Efficiency
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Purpose of this plan

Regulatory framework

The National Gas Law (NGL) and
the National Gas Rules (NGR)
provide the framework for the
regulation of certain gas pipelines
in Australia.

This framework is enacted in
Victoria through the National Gas
(Victoria) Act 2008.

In Victoria and Albury, the AER is
responsible for regulation under
the NGL and NGR framework,
including the approval of the Final
Plans (otherwise known as Access
Arrangement proposals) and
revisions every five years.

The AccessArrangement (AA)
contains our proposed reference
services and terms and conditions
under which a customer can gain
access to the AGN Victorian and
Albury distribution networks.

This includes:

1 the services offered provided
to our customers;

i the price paid for those
services; and

i the non-price terms under
which access will be provided.

The terms and conditions
approved through an AA set a
framework around which gas
distribution network operators like
AGN and shippers (energy
retailers and large businesses)can
negotiate access. Theseterms
and conditions then form the basis
of the network component of
residential and business customer
bills.

Our review objectives

Our aim is to develop a plan that:

V'  Delivers for current and
future customers.

V' Is underpinned by effective
stakeholder engagement.

V  Is capable of being accepted
by our customers and
stakeholders.

Important to meeting these
objectives is a
approach to engagement, which
means customers and
stakeholders have been involved
in the development of the Final
Plan.

Aspat of our fino
approach, our stakeholder
engagement program has enabled
our customers and other
stakeholders to inform and shape
the Final Plan. This program was
well received by our customers
and stakeholders.

More details on the stakeholder
engagement program and our
responses to the feedback
received are included in Chapter 5
(Stakeholder Engagement).

This Final Plan provides the
activities and expenditure we
propose to undertake during the
next AA period, incorporating
feedback received on the Draft
Plan and through stakeholder
engagement.

How to read this plan

The first six chapters of this
document provide an overview of
our plans, our business, our
stakeholders and the process we
have undertaken to develop a
plan that meets our objectives.
Chapter 6 Future of Gasexplains
the approach we have taken to
meet the challenge of

decarbonisation of energy supply
in Victoria and Albury and Chapter
7 describes our pipeline services.

Each subsequent chapter then
steps through the regulatory
building blocks that form our
required revenue and prices.
These are:

1 Operating expenditure (opex)

fino ¢ dhe gxpendiusesve require

to run our business day-to-
day (Chapter 8);

1 Capital expenditure (capex) i
the investment in our assets
required to deliver services to

s ur p rourgustomers (Chapter 9);

1 Capital basei the total value
of our investment in the
Victorian and Albury
networks, which we have not
yet recovered from customers
and therefore need to finance
(Chapter 10);

i Financing costsi the cost of
financing our capital base and
meeting our tax obligations
(Chapter 11);

1 Demand forecastsi the total
amount of services we
forecast our customers will
demand over the period
(Chapter 12); and

1 Incentive arrangements i
additional rewards and
penalties that we consider
should be applied to
strengthen our efficiency and
performance, while promoting
the long-term interests of our
customers (Chapter 13).

In the last two chapters, we
outline how we have calculated
the total revenue required, the
resulting prices for our services
(Chapter 14), and the terms and



conditions for access (Chapter
15).

All numbers quoted throughout
this Final Plan are dollars 2022/23,
unless otherwise labelled.

Next steps

Shortly after receipt of this Final
Plan, the AER will commene a
formal engagement process.
Customers and other stakeholders
are encouraged to participate in
this process. We will also continue
to engage with our customers and
stakeholders over this period. We
also welcome any feedback, which
can be provided:

online at
+ by mail
N in person

Contact information is provided on
the back cover of this document.
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PURPOSE

7


http://www.dbp.net.au/

AGN FINAL PLAN 202 3/24 -202 7/28

1 JANUARY TO 30 JUNE 2023 EXTENSION

1 January to 30 June 2023 extension

Framework

In April 2019, the Victorian
Minister for Energy, Environment
and Climate Change advised of
the intention to make changes to
the timing of the Victorian
electricity and gas network price
resets to operate on a financial
year basis. This would allow
network and retail price changes
to both take effect on 1 July and
to bring Victoria into alignment
with other N ational Electricity
Market states. This was seen as a
better outcome for Victorian
energy customers.

On 27 October 2020 the National
Energy Legislation Amendment
Act 2020 (Vic) (NELA Act) came
into effect. On 30 September
2021 the Victorian Government
published an Order in Council
under the National Gas (Victoria)
Act 200810 give effect to the
extension of the current AA
period.

The Order sets out that the six-
month period be treated as an
extension of the current AA
period, so that the next AA period
commences 1 July 2023 (rather
than 1 January 2023). It also set
out requirements for determining
the revenue for the six-month
period 1 January to 30 June 2023.

In line with the Order, the AER
released a position paper on 8
November 2021 that set out
transitional arrangements for the
six-months, including how prices
would be set and how a revenue
adjustment would be made in the
next AA period to true up for any
under or over recovery in revenue
that arises from continuing with
2022 prices in the six-month
period.

Variation proposal

On 1 April 2022, we submitted to
the AER a proposal for the six-
month period 1 January to 30
June 2023. This proposal set out
the key building blocks and
proposed revenue adjustment in
the next AA period consistent with
the arrangements detailed in both
the Order and the position paper.

We have been engaging with the
AER on our Variation Proposal. In
this Final Plan, we have
incorporated updates to the
application of inflation in the six-
month extension period compared
to what we submitted on 1 April
2022. The forecast true up
required to account for the
difference between tariff revenue
and building block revenue for the
six-month period has been
incorporated into this Final Plan,
and is discussed in Chapter 14,
Revenue and Pricing.

The AER is expected to publish its
Draft Decision for the six-month
extension period in July 2022.
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Our Final Plan outlines the activities and investments we propose

to undertake for

the 2023/24

pri ce change for our customers.

IN THIS CHAPTER:

to 2027/28 period and the resulting

I We have delivered against our targets in the current AA period by
providing strong safety, reliability and customer service, connecting a

record number of new customers and completing our low pressure
mains replacement program.

We are proposing a n upfront price cut of 10% (after inflation) on 1 July
2023, building on the price cut of 5% delivered on 1 January 2018.

Customers are at the
centre of our planning,
and their feedback helps
us to deliver the services
they value today and in
the future. Alongside the
other Victorian gas
distribu tion businesses,
we have engaged
extensively with
customers and
stakeholders and their
insights have informed
our Final Plan.

This section highlights how we
have developed our Final Plan, our
achievements for the current
period and the key elements of
our proposal for the next period.

1.1 Developing this
plan

We engaged extensively with a
diverse range of customers and

stakeholders to understand their
values, needs and expectations
for the services we provide.

We held 22 workshops with
around 164 customers across Six
locations over three phases to
allow customer input to inform

and shape the development of our
Final Plan

In the development of this Final
Plan we have completed all four
stages of our engagement

program (see Chapter 5). Further
feedback and engagement

activities since our Draft Plan have
helped to refine our Final Plan.

We will continue to engage with
stakehol der s t hrough
review process.

1.2 Our track record

In the current AA period we

have achieved strong performance
towards our vision, met the key
safety standards set for the
network and delivered the major
outputs set by the AER.

Our vision is to continue to deliver
quality services that our
customers value, be recognised as
a good employer, remain
sustainably cost efficient and lead
the transition of the economy to
renewable gases. During the
current period we have delivered
on that vision, and we aim to
continue our progress during the
next AA period.

Our key achievements during the
current AA period so far are
summarised below.

Delivering for customers

1  Excellent public safety and
reliability performance 1

t h e ofukif 98% of leaks within

one hour and keeping
interruptions low;

i  Strong customer servicei an
average customer satisfaction
score of 8.2, with the 2022
year to April tracking at 8.6,
our equal highest score to
date; and
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99% of new connections
completed within 20 days.

A good employer

1

Continuous improvement in
health and safety i we have
updated our approach to
measuring health and safety
and achieved an average
Total Recordable Injury
Frequency Rate (TRIFR) of
9.9 since we began tracking
this metric in 2018 and Lost
Time Injuries (LTIs) reduced
from three per annum to two
per annum; and

Employee engagement and
skills developmenti annual
average engagement score of
73%, achieving top decile in
2020 and in or near top
quartile for all years; and

compliance training above
90%.

Sustainabl y cost efficient

1

Real price cut of 5% (after
inflation) on 1 July 2018;

On track to complete the low
pressure mains replacement
program totalling

297 kilometres and including
the Melbourne CBD1 this
delivers on our target for the
current AA period, represents
a significant safety milestone
for our network and our
customers, and will reduce
reported scope 1 emissions
by a further 13,500 tonnes
CO2equivalent pa (or 5%)
compared to 2017 levels;

Operating costs have been
within the benchmarks set
during the first AA period in
which we have operated
under both an opex and
capex incentive scheme; and

Made significant progress on
Gas Vision 2050, including
setting clear decarbonisation
targets for the next 4 -20
years.

1.3 What we will
deliver

Our Final Plan for the next period
builds on our strong performance
over the current period. The
activities and expenditure we
propose to undertake in the next
five years are summarised below.

Delivering for customers

1  Responding to public leak
reports within the timeframes
set by the safety regulator
more than 95% of the time;

1 Maintaining customer
satisfaction scores of 8.2 or
above;

1 Connect around 77,000 new
residential, business and
industrial customers;

i1 Introducing a new Priority
Services Program, which will
help us to recognise
individual circumstances of
our customers and provide
them tailored support when
they need it; and

i1 Providing more digital
services and a greater variety
of communication channels.

A good employer

i1  Continuing to target zero
harm and embedding our HSE
culture model;

1  Continuing ongoing health
and safety initiatives,
including our various
wellbeing initiatives; and

1  Targeting top quartile
employee engagement scores
to ensure our staff remain
customer and safety
focussed.

Sustainably cost efficient

i1  Delivering an upfront price
cut of 10% (after inflation) on
1 July 2023, which builds on
the price cut delivered by our

business in the current
period;

Combined operating and
capital expenditure at levels
below the current AA period,
while still continuing to
provide the high level of
service to a growing customer
base;

Taking steps to support the
long-term future of the
network in line with the
decarbonisation goals of
Victoria and
energy sector, as well as our
own plans, such as:

1 Keeping options open by
accelerating $144 million of
depreciation which will
reduce risk, provide price
stability and support the
long-term economic
competitiveness of the
network to provide energy
choice for customers in a
net zero carbon future;

1 Investing $10 million in
activities to ensure the
network is ready for the
distribution of hydrogen,
which includes updating
procedures, testing of
existing pipeline welds,
replacement of
incompatible equipment in
hazardous areas and
further compatibility
studies; and

9 Undertaking a renewable
gas communications and
education program which
will help customers to feel
confident today about
future opportunities and
the role that renewable gas
can play.

Austr al

a
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2 Our Business

We deliver gas safely and reliably to around 740,000 homes and
businesses every year.

IN THIS CHAPTER:

T AGN i s part of Australiads

businesses.

9 Our vision and values drive what we do and the way we do it.

AGN Victoria and Albury
is part of AGIG, one of
the largest gas
infrastructure
businesses in Australia.

2.1 About AGIG

AGIG serves oser two million
customers across every mainland Figure21AGlI G6s operations across Australia
state and the Northern Territory.
Our assets include around
35,000km of distribution
networks, 4,400km of gas
transmission pipelines and 60
petajoules of storage capacity.

In 2017 AGN MGNand Dampier
to Bunbury (DBP) came together

as a group, to form AGIG. The ; » Sprogs
scale and expertise of AGIG is
delivering enhanced benefits to
AGNOGs customers in
Albury in the current AA period as
outlined in Chapter 3 below.

AGIG is also leading the
decarbonisation of gas supply in

Australia. We are already injecting S
. = Transmission pipelines
0,
a 5/0 hydrogen blend Into part Of ® Distribution networks (AGN) '
our SOUth AUStra“an netWOfk, and ¥ Gas distribution area (AGN and Multinet)
we are working towards injecting Storage
a 10% hydrogen blend into our 4 Electrolyser under

construction in SA

Albury and Wodonga network.
Our low carbon strategy is
described in section 2.7 below.



AGN FINAL PLAN 202 3/2 4-202 7/28
OUR BUSINESS

2.2 Ourvision

Our vision is to be the leading gas
infrastructure business in
Australia. Our definition of leading
is to achieve top quartile
performance across all our key
targets compared to other
Australian gas infrastructure
businesses.

To help achieve this vision, we
have set ourselves the following
objectives, which we believe are
consistent with being the leading
gas infrastructure business in
Australia.

1 Delivering for customers i
this means ensuring public
safety and the provision of
high levels of reliability and
customer service.

1 A good employeri this means
ensuring the health and
safety of our employees and
contractors, and having an
engaged and skilled
workforce.

i Sustainably cost efficient i
this means getting the work
done within benchmark levels
by continually looking for
ways to improve cost of
service, pursuing growth, and
ensuring we are
environmentally and socially
responsible.

Discussed further in Section 2.7
below, we are committed to
sustainable gas delivery today,
and for tomorrow. For our
distribution networks, AGIG is
targeting 10% renewable gas by
2030. Our aim is to fully
decarbonise our distribution
networks by no later than 2050,
with the stretch goal set for 2040.

The activities and investments in
this Final Plan are dedgned to
achieve these abjectives. The
chapters that follow will discuss
our plans in the context of these
objectives alongside the

requirements of the NGL and
NGR.

We also publicly report against
our Vision, most recently in our
inaugural

2.3 Our values

Our values of respect, trust,
perform and one team drive our
culture, how we behave and how
we make decisions. As the owner
and operator of critical
infrastructure providing essential
services to Australians, we must
ensure we act with integrity and
do the right thing for current and
future generations.


https://www.agig.com.au/environmental-social-and-governance
https://www.agig.com.au/environmental-social-and-governance

Our vision

To be the leading gas infrastructure
business in Australia. By achieving top
quartile performance on our targets.

)
N A é_\ M/
2028 =32
M2
)
Delivering A good Sustainably
for customers employer cost efficient
Public safety Health and safety Working within industry benchmarks

Reliability

Employee engagement

Delivering profitable growth

Customer service

Skills development

Environmentally and socially responsible

Our values

Drive our culture: how we behave
and how we make decisions.

00
vy g 1]

Perform Trust

Respect One Team

We are accountable to our We act with integrity, we We treat our customers We communicate well and

customers and stakeholders,
we are transparent on our

do the right thing, we are
safe guardians of essential

and our colleagues the way
we would want to be treated,

support each other, and we are
united behind our shared vision.
and we embrace and

raspact diversity.

performance and we deliver Australian infrastructure,
results. We continously improve We act in a safe and

by bringing fresh ideas and professional manner.

constructive challenge.
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2.4 Delivering for
customers

A central el ement

is to deliver for our customers. We
know that if we do not deliver for
our customers on safety,

reliability, customer service, price
and sustainability they will pursue
other energy solutions.

Furthering our commitment to put
customers at the centre of our
business, we are proud to be a
founding member of the Energy
Charter i giving extra visibility
and accountability to this
commitment.

The AGIG Disclosure Report
developed under the Energy
Charter is available at

This commitment is consistent
with our ongoing practice to
engage with customers and
stakeholders prior to providing our
Final Plan to the AER. In
developing this Final Plan, we
have engaged with customers
through several activities. This
engagement process has erabled
customers and other stakeholders
to inform and shape our
proposals. The outcome of this
process is explained throughout
this document, while the
stakeholder engagement program
is detailed in Chapter 5.

2.5 Zero harm

Maintaining the safety of our
workforce and the public is always
front and centre in all our
activities. When developing our
Final Plan and the work programs
that underpin it, our aim is to do
everything we can to continue to
provide services in a safe and
reliable manner.

Qur Zero Harm Principles (shown
in Figure 2.2) highlight areas of
risk in our operations where we
have non-negotiable rules for our
staff and contractors to follow.

These rules are essential to keep
our workforce and the public safe.
They also help us create a strong

ospfetyaceitpresvghere avers i o n
employee is personally committed
to managing health and safety.

Figure 2.2: Our Zero Harm Principles

Zero Harm Principles

&)

%)

Confined Driving and Energy
Spaces Remote Travel Isolation
i: o Om® E@

Mechanical Mobile Traffic
Lifting Plant Management

éﬁ @ i
Excavation and Safety Working at
Trenching Management Height

/4

Fitness Work in Gaseous
for Work Environments
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2.6 The gas supply
chain

AGIG owns and operates gas
infrastructure, including
transmission pipelines, distribution
networks and gas storage facilities
across Australia. Our assets play
an important role in the safe and
reliable supply of gas to
customers at various parts of the
gas supply chain. Key components
of the gas supply chain include
upstream production and
processing, transmission,
distribution, storage and
downstream consumption.

Our customers purchase gas from
retailers, which is delivered
directly to them through our
Victorian and Albury distribution
networks.

Our role in Victoria

Natural gas plays a pivotal role in
Victoria by providing a reliable
source of energy for homes,
businesses and for power
generation. Gas represents almost
22% of the total energy
consumption in the state.

Figure 2.3 shows the location and
key features of our Victorian and
Albury distribution networks. The
network is more than 12,127 km
long, serving residential,
commercial and industrial
business customers h the
Melbourne CBD, northern, eastern
and outer southern areas of
metropolitan Melbourne, the
Mornington Peninsula, and
northern, eastern and south-
eastern areas of Victoria

A small sedion of our distribution
network (around 20,000
customers) extends into NSW, and
operates within the Victorian
Declared Wholesale Gas Market
(DWGM).

AGN FINAL PLAN 2023/24 -2027/28
OUR BUSINESS
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Our Services

We own and operate
gas distribution
infrastructure

that delivers gas

to Victorian homes
and businesses.

2 v
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The Gas Supply Chain

The process in which
gas is produced

and used; from the
field to users.

Production and processing

Onshore and offshore gas fields are drilled
to access gas reserves and gas is processed
to specification.

Transmission

Transmission pipelines are large high-pressure
pipelines which carry gas from the gas fields/
processing plants to key markets (large users
and distribution networks). At the end of
transmission pipelines pressure is reduced
before it enters the distribution network.

NN

Our distribution networks deliver gas
directly to homes and small business
customers, providing essential energy for

hot water, heating and cooking for over two
million customers. We are also responsible for
reading the gas meter.

Our renewable gas facility Hydrogen Park
Murray Valley will begin production in 2024.
We will supply this renewable hydrogen blended
with natural gas to around 40,000 customers.

® AGIG Services
® Non-AGIG Services

@

Storage

Gas storage facilities are used to
store gas, including to balance
fluctuations in demand.

Large users and power generation
Most large gas users connect directly to
transmission pipelines to

source gas for their operations.

'
<
1

Distribution

Gas from transmission pipelines is distributed
via a network of low pressure pipelines in
towns and cities to customer sites.

=}

”

7

/ﬁ

=l

Homes Businesses Industry

Renewable gas

The gas sector’s vision for the future
includes supplying renewable/carbon-neutral
gas including biomethane and renewable
hydrogen to customers.

Numerous facilities across Australia are
operational and/or under construction.

Retail

Residential, business and industrial customers

buy gas from retailers. Retailers contract with gas
producers, gas transmission pipelines and gas
distribution networks to enable supply to customers.
Retailer's bill customers for providing these services.
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2.7 Our low carbon Investment Decision (FID) in 2022
. and first production in 2024 .
vision

o Hydrogen Park South Australia
Recognising the need for our (HyP SA)is an Australian-first
assets to be sustglnable in the facility to supply blended
long-term, AGIG is atthe forefront renewable gas via the existing gas

of the emerging hydrogen network. HyP SA is currently
industry in Australia. In 2017 we

) Australiabs | aandqgest el ectrolyser
wor ked with Australg,gf godicliolif Mdy 803K
gas bodies to develop Gas Vision The 1.25MW unit produces

2050171 a pathway to achieve near

T e ‘ renewable hydrogen which is
Zero emissions in our gas sector.

blended up to volumes of 5% with

We have developed a low carbon natural gas and supplied to more
strategy, which includes the than 700 eXIstIng homes in the
following targets: adjacent suburb of Mitchell Park.

It also supplies industry via tube
- 10% renewable gas blend in trailer. We have recently
networks by no later than announced plans to expand the
2030; and reach of HyP SA to supplyover

9 full decarbonisation of our 4000 homes by the close of 2022.

networks by 2040 as a stretch

In Queensland at Hydrogen Park
target, but no later than

Gladstone we are building an

2050. electrolyser to produce renewable
Our low carbon strategy is hydrogen for 10% blending with
consistent with Gas Vision 2050, natural gas. This hydrogen blend
as well as Australian state and will supply the entire network of
territory net -zero ambitions’ Gladstone, inCluding induary. First
including Victoria. production is expected in 2023.

recently completed a feasibility
study determining how the
Dampier Bunbury Pipeline can
introduce hydrogen into its mix.
As a result of this study, there is

strategy by deploying renewable
gas projects. Hydrogen Park
Murray Valley (HyP Murray Valley)
was awarded conditional funding

by the Australian Renewable now a clear pathway for declaring
Energy Agency. HyP Murray Valley a pipeline section as suitable for
is a key part of our vision to use with hydrogen/natural gas
deliver for our customers and blends. This study was supported
employees and to be by the Western Australian
environmentally and socially Government.

responsible. Through the Australian Hydrogen

Centre, we are developing
feasibility studies to decarbonise
gas distribution networks in
Victoria and South Australia,
including studies for 10% ble nding
and 100% hydrogen networks in

Through HyP Murray Valley we
expect to deliver a 10% green
hydrogen gas blend (by volume),
produced with 100% renewable
electricity! to around 40,000
residential, commercial and

industrial customers in Albury and each state.
Wodonga. Along with our partner A detailed overview of hydrogen
ENGIE, we are targeting a Final and renewable gas development is

outlined in Box 1.

1 AGIG will purchase (and voluntarily surrender) Large Scale GenerationCertificates as required to ensure the electricity used to
produce hydrogen is renewable.
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Box 1: Hydrogen and renewable gas development

Hydrogen and other renewable gases represent a significant opportunity to achieve emissions reduction targets in a
cost effective manner by making use of Victoriads exi s
decarbonise Austa | i ads i ndustry, transport and mining sectors.

For a number of AA periods now we have been replacing old low pressure cast iron and other material mains in our
network. While this program of work is driven by safety considerations, it also means much of o ur network consists of
modern polyethylene pipes which are compatible with the distribut ion of hydrogen.

In the future, clean hydrogen could also help firm the electricity grid as renewables reach very high levels, and provide
an important source of contr ollable energy demand to increase power system resilience.

Austr al i -daefmsemissm nrg reduction plan 2021

Clean hydrogen has been identified as a priority low emissions technology i with a stretch target of clean hydrogen
production under $2 per kilogram by 2035.

Australiads Hydrogen Strategy 2019

The National Hydrogen Strategy, which was released in December 2019, recognised the enormous potential of
hydrogen for domestic use and export.

fADomestic use of hydrogen will give us opportunities to expand into new and revitalised industries while helping us to
develop the skills and credibility that will contribute to the development of our export industry. ©

Victorian Renewable Hydrogen Industry Development Plan 2021

The Victorian Renewable Hydrogen Industry Development Plan released in 2021, sets out a blueprint for how the
Victorian Government supports the growth of the emerging renewable hydrogen sector.

AWe have a vision for renewabl e hydrogen t o Zreendssignar t
futureo

AVictoria has the most extensi ve asggnfcanteanbunt ofnatiralgas. k i n A
Renewable hydrogen could become a low carbon substitute for natural gas, either through gas blending or complete
replacementi n t he [ ong ter mo

National Gas Regulatory Reform: introducing hydrogen and renewable gas

The national gas regulatory framework, does not currently contemplate renewable gas (hydrogen and biomethane and
its blends), which means the regulation of hydrogen bl ends and renewable gas is uncertain under the current
arrangements.

In August 2021 Commonwealth, State and Territory Energy Ministers agreed to reform the national gas regulatory
framework to bring hydrogen blends, biomethane and other renewable gases with in its scope, with an initial focus on
gases and blends that can be used in existing natural gas appliances. Jurisdictional Officials, the Australian Energy
Market Commission and the Australian Energy Market Operator have all commenced concurrent consultatons reviewing
various areas of the regulatory and market frameworks (National Gas Law, National Gas Retail Law, Regulations,
National Gas Rules, National Gas Retail Rules and AEMO Procedures).

If these reforms proceed, this will enable hydrogen and other renewable gases to be recognised by the national gas
regulatory framework, including extendin g the functions and powers of the AER and other market bodies in the NGL so
that they will be able to exercise their functions and powers with respect to hydrogen and renewable gas, just as they
currently do with respect to natural gas.

The reforms will also enable hydrogen and other renewable gases to participate in wholesale markets. In terms of
timing, the draft legislative package is aimed to be presented to Min isters for approval by mid-2022 and draft rules in
the latter half of 2022.

Victorian program  of hydrogen and renewable gas regulatory reforms

The National Gas (Victoria) Actwas recently amended to introduce a new power which enables the Minister for Energy
to declare hydrogen, hydrogen bl ends and rposdsefthe Nadonat Gaa b
Law as it applies in Victoria. This is an interim step until the national gas regulatory framework reforms outlined above
are developed and implemented.

Also, the Australian Energy Market Commission (AEMC) has initiated a rulechange process for the National Gas Rules
applying to the Victorian gas market in response to a request by the Victorian Energy Minister. The rule change will
allow hydrogen and biogas production facilities as well as others such as storage facilities to directly connect into the
gas distribution network.
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3 Our track record

In the 2018 to 2022

period we have c ontinued to deliver the

strong safety, reliability and service standards expected by our

customers.

IN THIS CHAPTER:

1

We have again achieved a new high for customer satisfaction
in 2021 of 8.6, following continued improvement in scores over
the period.

We have delivered real opex savings of around 5% compared
to our benchmarks, while also connecting nearly 77 ,000 net
new customers , with our total  customer base expected to

reach 755 ,000 by the end of the period. Both the cost savings
and the new connections will benefit customers through lower
prices int he next period.

Despite major challenges, we are on track to complete the

replacement of all low

pressure mains, including the very

complex Melbourne CBD program. This is a significant safety
milestone for our customers and our business and will deliver
ongoing reported scope 1 emissions reductions of 13,500

tonnes of CO 2-e pa (or 5%) compared to 201

Our focus in the current
period has been on
maintaining the safety
and reliability of the
network through

comp leting the
replacement of all of our
old low p ressure mains
a significant safety
milestone for our
customers and our

business, improving
customer service, and
minimising costs.

This is our first full period as a

part of AGIG. In accordance with
our vision, our aim is to be the
leading gas infrastructure business
in Australia by achieving top
quartile performance on all our
key targets.

Our activities throughout the
current period have been guided

7 levels.

by our key objectives of delivering
for customers, being a good
employer and remaining
sustainably cost efficient. For the
2018 to 2022 period, we set
ourselves a number of targets that
we could use to measure how we
have delivered against our vision.
These targets were shared in our
Final Plan in December 2016.

Figure 3.1 below summarises our
performance in the current period
to date against these targets.



Overall, we have achieved strong
performance on our vision, met
the key safety standards set for
the business and delivered the
major outputs set by the AER.

3.1 Delivering for
customer s

We deliver for customers by
ensuring public safety, reliability
and customer service.

Our 2018 to 2022 targets included
maintaining high performance
levels, improving safety,
maintaining reliability, supporting
customer growth, engaging on our
plans and improving and
strengthening network incentives.

In the current period to date, we
have delivered on these targets

by:

1 Repairing 99% of leaks within
the timeframes set by the
safety regulator;

1 Answering 93% of Emergency
calls within 10 seconds;

T Investing $234 million to
connect around 83,000 new
customers to our network
(99% of the time within 20
days);

1 Completing 190 kilometres of
low pressure mains
replacement to December
2021, and being on track to
complete the replacement of
old, low-pressure mains by
the beginning of the next AA

period (see also
efficiento);

cost
customer satisfaction scores
to 8.6 in 2021, following
continued improvement in our
scores over the period; and

i1 Operating under the Efficiency
Carry Over Mechanism ard
the contingent Capital
Expenditure Sharing Scheme.

3.2 A good employer

To be a good employer we focus
on the health and safety,
engagement and skills and
training of our workforce.

Our 2018 to 2022 targets were
focused on continuous
improvement, including Lost Time
Injury Frequency Rate (LTIFR)
less than 1.0 per million hours,
restricted duties rate less than 15
days, 78% employee
engagement, and training and
compliance monitoring.

In the current period to date, we
have delivered against these
targets by:

i Adopting a new approach to
tracking health and safety,
with Total Recordable Injury
Frequency Rate (TRIFR)
averaging 9.9 since we began
tracking this metric in 2018
and bringing the number of
Lost Time Injuries (LTIs) from
three per annum down to two
per annum;

1 We have introduced a number
of health and safety initiatives
aimed at continuous
improvement including a
refresh of our Zero Harm
principles, annual Zero Harm
workshops, a HSE culture
model and reporting, and HSE
recognition awards;

1 Employee engagement scores
have remained at or near the
6 <op Qyadile for-our |in9ustry,
| AFFRRING V3% d o u r
1 Above 90% of compliance
training has been completed
within the required
timeframes.

3.3 Sustainably cost
efficient
To be sustainably cost efficient we

focus on working withi n industry
benchmarks, delivering profitable
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growth and being environmentally
and socially responsible.

Our 2018 to 2022 targets included
completion of low pressure mains
replacement (297 kilometres),
delivering lower network tariffs in
real terms and continuing to
deliver leading productivity
performance (by lowering
expenditure relative to current
levels).

In the current period to date, we
have delivered on these targets

by:

1 completing 190 kilometres of
low pressure mains
replacement to December
2021, including 29 kilometres
within the Melbourne CBD.
While this has been one of
our biggest challenges in this
period in terms of complexity
and cost, we are on track for
completion of all 297
kilometres 7 which will
complete the low pressure
replacement program 7 by the
start of the next AA period;

1 Completion of the low
pressure mains replacement
program is a significant safety
milestone and has the added
benefit of making the network
hydrogen ready. Completion
of the program also delivers
environmental benefits today,
reducing our reported scope 1
emissionsi as calculated
under the National
Greenhouse and Energy
Reporting scheme’i by a
further 13,500 tonnes of CO-
e pa (or 5%) compared to
2017 levels;

1 We delivered a price cut of
5% on 1 January 2018; and

i Our opex continues to
benchmark favourably against
our peers and we have
lowered our opex further in
the current period with actual
opex forecast to be 5% below
our allowance in real terms.
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Figure 3.1: Our performance against our vision in the current period (2018 to date, with forecast per formance to the end of the period

where applicable)

)
ANV

V]

Which means Which means Which means

Working within industry
benchmarks

A Public safety A Health & Safety
A Reliability A Employee Engagement

A Customer service

Our performance 2018 to date

99 % of high priority leaks
repaired within the timeframes
set by the safety regulator
Maintained strong reliability
performance

93 % of emergency calls
answered within 10 seconds
Around 17,000 new connections
per annum, with 99 % complete
within the required 20 days
Customer satisfaction survey
scored an average of 8.2, with
our highest score to date of 8.6
in 2021

First full period operating under
the new contingent Capital
Expenditure Sharing Scheme

Skills Development

Our performance 2018 to date

New approach to tracking health
and safety, with Total
Recordable Injury Frequency
Rate (TRIFR) averaging 9.9 since
we began tracking this metric in
2018

Lost Time Injuries (LTIs) reduced
from three per annum to two per
annum

Employee engagement annual
average score of 73 %,
remaining at or near the top
quartile of our industry every
year

Compliance training: >90 % per
cent

Delivering profitable growth
Environmentally and socially
responsible

Our performance 2018 to date

5% upfront price cut on 1
January 2018

Mains replacement: on track to
complete low pressure mains
replacement program (297
kilometres) in line with approved
targets — including the
Melbourne CBD mains
replacement, despite challenges
Operating costs have been
within the benchmarks set for
the business, with real savings of
around 5%

Made significant progress on
Gas Vision 2050 and set clear
decarbonisation targets over the
next 20 years

Reported scope 1 emissions
reductions of a further 13,500
tonnes CO2-e pa (or 5%)
compared to 2017 levels related
to the completion of the low
pressure mains replacement
program




AGN FINAL PLAN 2023/24 -2027/28 23
WHAT WE WILL DELIVER

4 What we will deliver

This Final Plan supports our vision to be the leading gas
infrastructure business in Australia by delivering affordable, safe,
reliable and sustainable gas distribution services.

IN THIS CHAPTER:
I  An upfront price cut of 10% (after inflation) on 1 July 2023 building

on the 5% price cut (after inflation) delivered on 1 January 2018.

We will connect around 77
cust omer base expected to reach 809

in Victoria and Albury.

,000 new customers , with our total
,000 by the end of the period

We will invest around $10 million to support the transition of our
network to deliver renewable gases in line with the decarbonisation
and Au s tergy bectar,sweléas our own
plans to achieve 10% renewable gas by volume by 2030 and 100%
renewable gas by 2040.

goals of Victori

We have engaged with
customers in Victoria
and Albury to develop
our Final Plan for the
five -year period
2023/24 t0 202  7/28 .
Their insi ghts have
shaped our plans and
will ensure we continue
to provide affordable,
safe, reliable and
sustainable gas
distribution services
today and for the future.
Our vision is to be the leading gas

infrastructure business in Australia
by achieving top quartile

performance on all of our key
targets.

Our Final Plan presents further
reductions in our prices by
investing efficiently in our assets
and operations. Highlights of what
we will deliver in the next AA
period are included in Figure 3.1
and described in more detail in
the sections that follow.

4.1 Delivering for
customers

Delivering for our customers
means ensuring public safety and
high levels of reliability and
customer service.

Our customers expect and trust us
to maintain the safety and
reliability of the network. In the

next period we will deliver for
customers by:

1 Responding to public leak

reports within the timeframes
set by the safety regulator
more than 95% of the time;

Maintaining customer
satisfaction scores of 8.2 or
above;

Laying reticulation mains and
services, and installing
meters, to connect around
77,000 new residential,
business and industrial
customers;

Introducing a new Priority
Service Program which will
help us to recognise individual
circumstances of our
customers and provide them
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tailored support when they
need it, and

i Providing more digital services
and a greater variety of
communication channels.

4.2 A good employer

Being a good employer means
prioritising the health and safety
of our employees, focussing on
employee engagement and skills
development.

Investing in our workforce helps
ensure we can continue to deliver
services that meet
expectations.

In the next period we will be a
good employer by:

1 Continuing to target zero
harm through workshops and
embedding our HSE culture
model;

1 Continuing ongoing health
and safety initiatives,
including our various
wellbeing initiatives;

i Targeting top quartile
employee engagement scores
to ensure our staff remain
customer and safety
focussed.

4.3 Sustainably cost
efficient

Being sustainably cost efficient
means working within industry
benchmarks, delivering profitable
growth and being environmentally
and socially responsible.

In the next period we will be
sustainably cost efficient by:

1 Delivering an upfront price cut
of 10% (after inflation) on 1
July 2023, which builds on
price cuts delivered by our

o (Pysingss,in thegyrent s o
period. This reduction will
save the average residential
customer $18 per year,
commercial customer $60 per
year and industrial customer
$1,080 per year over the
period;?

1 Maintaining combined
operating and capital
expenditure at current levels,
despite our network growing
in size and customer
numbers;

i Taking steps to support the
long-term future of the
network in line with the
decarbonisation goals of
Victoria and
sector, as well as our own
plans, such as:

2 This savings estimate assumes inflation of 2.8% per annum in years 2 i 5.

1 Keeping options open by
accelerating $144 million of
depreciation which will
support the long term
competitiveness of the
network to provide energy
choice for customers in a
net zero carbon future;

T Investing $10 million in
activities to ensure the
network is ready for the
distribution of hydrogen
which includes updating
procedures, testing of
existing pipeline welds,
replacement of
incompatible equipment in
hazardous areas and
further compatibility
studies; and

9 Delivering a renewable gas
education program which
will help inform our current
and future customers to
feel confident
developments are being
made today for renewable
gas to be available in the
future. T his is an important
part of being a prudent
service provider acting
efficiently to ensure our
customers are informed

Aust r al andeslucated ghoyt gugh a

large transition.



Figure 4.2: Our performance targets for the 2023/24 to 2027/28 period

Which means

A Public safety
A Reliability
A Customer service

Our performance targets
2023/24 -2027/28

90 % of emergency calls
answered within 10 seconds

>95 % of public leaks responded
to within required timeframes
100 % of priority leaks repaired
in timeframes set out in our leak
management plan

100 % of leak surveys completed
on time

Customer satisfaction survey
score above 8.2

Around 77,000 new connections,
with more than 98 % completed
within the required 20 days

80 % of complaints resolved
within two days

Continue to limit gas supply
interruptions to 1 in every 30
years or fewer

Which means

A Health & Safety
A Employee Engagement
A Skills Development

Our performance targets
2023/24-2027/28

Total Recordable Injury
Frequency Rate (TRIFR): <7
Top quartile employee
engagement scores

99 % compliance training
completion
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Which means

Working within industry
benchmarks

Delivering profitable growth
Environmentally and socially
responsible

Our performance targets
2023/24 -2027/28

Initial price cut of 10 % (after
inflation) on 1 July 2023
Small program of targeted
mains replacement to address
localised issues

Deliver efficiency benefits
through the EBSS and CESS

schemes

Making sure our network and
customers are prepared for
hydrogen and renewable gas
blending:
A Deliver renewable gas
education program
A Complete hydrogen
readiness activities
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5 Customer and Stakeholder Engagement

Our Final Plan incorporates what customers have told u s are their
needs and expectations of  AGN. With customers at the centre of

our planning, our Final Plan is un derpinned by the most extensive
customer and stakeholder engagement program undertaken at

AGN to date.

IN THIS CHAPTER:

1 In an Australian first we undertook joint engagement with MGN
and AusNet Services, bringing the three Victorian gas distribution
businesses together for the p urposes of open and transparent
engagement.

We held 17 workshops with customers across 6 location s over 3
phases to allow customer input to inform and shape the
development of our plan.

We received strong support from our customers, with more than
90% of customers supporting our plans.

We have worked together with two reference groups of consumer
rep resentatives and retailers, who have also inputted into the
development of our Final Plan.

Our Plan is underpinned
by effective and
transparent customer
and stakeholder
engagement .

Together with MGN and
AusNet, we have
engaged extensively
with a broad cross
section of customers

and stakeholders to
guide the development
of our Final Plan.

Our engagement does
not, however, end with
thi s Final Plan

submission to the AER.

We will conti nue to
engage to ensure that
our plans deliver on

what matters most to
our customers and
stakeholders.

This chapter outlines
how our engagement
activities have informed
and shaped our
proposals to date. It
also provides further
opportunity for input



into the development of
our Final Plan.

5.1 Overview

Our objective is to develop a Final
Plan which delivers for current
and future customers, is
underpinned by effective
stakeholder engagement and is
capable of acceptance by our
customers and stakeholders.

We adopted a four staged
approached to our engagement
program, which is illustrated in
Figure 5.1. We use this framework
to report the outcomes against
our engagement activities.

In February 2021 we consulted on
our draft engagement strategy as
part of Stage 1. We believe this a
critical step in the process as it
ensures our engagement program
is fit for purpose and identifies key
topics for consultation early in the
process.

Our Final Plan objectives:

V' Delivers for current and
future customers

V Is underpinned by effective
stakeholder engagement

V  Is capable of being accepted
by our customers and
stakeholders
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Innovation in Engagement, Engaging Victorians on the
future of o ur Networks

In mid-2020, we engaged in early discussion with AusNet Services on
opportunities to work more collaboratively on our regulatory resets in the
interests of our customers and stakeholders.

This presented an innovative opportunity for the three Victorian Gas
Networks to deliver a comprehensive engagement program for all
Victorians.

We identified the opportunity to design and deliver a joint program with
key activities delivered in partnership featuring:

i Consistent engagement methodology for all Victorian gas customers
i1 One engagement plan, with consistent timelines and key milestones

i A single customer and stakeholder roundtable to provide one forum
for consumer advocates to attend rather than three separate ones

i Joint engagement projects on key issues of importance of
commonality across networks, in particular future of gas and services
for customers experiencing vulnerability

i Consistent engagement KPIs and reporting
1 One online engagement portal

During consultation on our Draft Engagement Plan, we received very
positive stakeholder feedback. Stakeholders highlighted that the joint
approach promotes consistency and coordination across the networks
and provides a single forum to discuss issues of importance to the
sector. Consumer advocates noted the efficiency in reducing the number
of consumer consultative panels and the benefit of having one platform
to engage on issues relating to gas distribution for all Victorians.

Engaging Victorians
on the Future

QLOUY X! Engaging Victorians
on the Future

of our Networks

July 2023 to June 2028

fbmin, Aunet QLE.
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Figure 5.1. Our four staged approach to customer and stakeholder engagement

1 g

Stage 1 Stage 2 Stage 3 Stage 4

Strategy and Developing Consultation on Refinement and
research our Draft Plan our Draft Plan engagement

Feb - Apr 2021 May - Dec 2021 Jan - May 2022 May 2022 - ongoing
Purpose Purpose

Engaging with Running a series of Focusing on public Finalising our plan and
stakeholders to better engagement activities consultation on our incorporating feedback
understand customer designed to inform the Draft Plan. received during

needs and to consult development of consultation on the draft.
on our proposed our Draft Plan.

engagement approach.

IAP2 Spectrum IAP2 Spectrum
CONSULT/INVOLVE INVOLVE/COLLABORATE  [ReeINEVRVINVeIlY= INFORM/INVOLVE/CONSULT
Engagement Activities Engagement Activities
* Meetings with key * Series of Victorian Publish Draft Plans for Combined deep dive
stakeholders Roundtable meetings AGN, Ausnet & MGN for workshops for Victorian
e Publish and consultona e Series of Retailer a 6 wk consultation period Roundtable and Retailer
Draft Engagement Plan Reference Group Customer workshops Reference Group
e Establish a Victorian Gas meetings to consult on Draft Plan meetings
Networks Roundtable * |terative customer Combined deep dive Future of Gas —
e Engage with the Retailer workshops across Victoria workshops for Victorian Dedicated engagement
Reference Group with key customer Roundtable and Retailer activities
e Establish partnership segments (metro and Reference Group Undertake
opportunities regional) meetings post-lodgement
with stakeholder  Future of Gas Expert Future of Gas Expert engagement activities
organisations Panel co-design Panel co-design workshop ® Meetings/briefings
(e.g. ethnic communities) workshops to consider feedback with key stakeholders
e Establish online portal * Gas Major User Forums on scenarios (e.g. AER Consumer
* Meetings with the Gas Major User Forum Challenge Panel)
Property Industry and Meeting with the
Gas Plumbers Property Industry
® Priority Services Priority Services
Program workshops Program workshop
with Advisory Group with Advisory Group
Key Deliverables: Key Deliverables:
Final Engagement Stage 2 Engagement Draft Plan Final Plans to the AER
Report Findings Summary tables/report Submission of Final
Areport summarisingand  Summary tables/report of all feedback on key Plans for AGN, Ausnet
responding to feedback of all feedback from Stage  [NCICEEAESVELR CIg{i gl tEls & MGN with supporting
and including a Final Joint 2 to inform the Draft Plan. engagement in Stage 4. customer and stakeholder
Engagement Plan. Insight Reports from the engagement reports.
Customer Workshops

& Future of Gas
Engagement Activities.




Our Customer and
Stakeholder Engagement
Process

We commenced our customer and
stakeholder engagement program
18 months prior to the lodgement
of this Final Plan.

We delivered a range of
engagement activities with
customers and stakeholders to
support the development of our
plans, including:

V 10 meetings of the VGNSR
and RRG;

V' Four combined VGNSR and
RRG deepdive workshops on
our Draft Plan proposal;

V'  Three phases of customer
workshops with over 150 AGN
customers from metropolitan
and regional Victoria and
Albury, NSW;

V' Two workshops with CALD
customers in the CBD and
Shepparton in partnership
with the ECCV;,

V' Three forums with major gas
users in collaboration with
EUAA and Ai Group;

V  Six meetings of the Future of
Gas Expert Panel, four of
which were dedicated to a co-
design process;

V'  Three workshops with the
Priority Services Advisory
Panel to design new services
to support customers
experiencing vulnerability.

V  Two Independent Review
sessions with the RRG and
VGNSR to gather views on
how we had responded to
their feedback on our Draft
Plan. These sessionswere
facilitated and reported by
KPMG and we did not attend.

Our engagement journey is

illustrated in figure 5.2 and shows
our iterative engagement process
with customers and stakeholders.
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Critical to our program has been
the ongoing engagement with our
two stakeholder reference groups
through a series of meetings and
deep-dive workshops.

Membership of VGNSR reflects the
diversity of our customer base,
with organisations representing
residential customers, vulnerable
customers, multicultural
communities, business and
industrial customers, builders and
developers, and local government.

The RRG comprises
representatives from gas retailers
who operate in national markets
which we serve, including Victoria
and NSW (Albury).

Through 14 meetings and
workshops we consulted with
stakeholders on topics including:

i our pipeline services;

i customer experience and
flexible solutions;

our price structure;

our capex and opex proposals;
demand forecast;

rate of return;

incentives;

= = = A a4 =

setting our capital base; and
i future of gas

A list of engagement topics
discussed at meetings and
workshops is shown in Tables 5.7,
5.8 and 5.9 of this ch apter.

We also actively engaged and met
with members of t
Consumer Challenge Panel (CCP).
CCP28 were invited to attend and
observe our engagement

activities. The CCPis appointed by
the AER to advise them on

whether the long -term interests of
consumers are being appropriately
considered in the
making and
engagement processes including
how networks respond to
consumer feedback.

assessi

We engaged on a broad range
of complex topics

Our engagement program covers
a broad range of often complex
topics. In developing the list of
topics (see Table 5.1), we asked
our stakeholders and customers
what was most important to them.
We have been guided by our
customers and stakeholders on
where to focus our engagement
activities.

Future of gas was identified as a
critical topic for engagement as
stakeholders are keen to
understand:

1  How decisions we make today
will impact customers in the
future;

1  What renewable gas could
mean for customers in the
energy transition (e.g.
appliances, costs). The
potential role gas will play in
a low carbon future, and how
to best consider and respond
to uncertainty.

he AEROSs

AEROGs decision
ng networ kods
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Regular customer
engagement allowed us to
develop our plans iteratively

Engaging directly with customers
in the development of the Final
Plan is an important part of our
engagement program to ensure
we respond to customer needs
and expectations. Our customer
engagement workshops were run
over three phases with the same
groups of customers, allowing
iterative engagement as our plans
were developed. We held
dedicated workshops for
residential, business,
metropolitan, regional and
culturally and linguistically diverse
(CALD) customers. Repeat
engagement with the same
groups of customers enables us
to:

V' build customer knowledge
over time to allow customers
to make informed decisions;

V' listen, test and validate our
ideas in response to customer
feedback as we develop our
proposals;

V' prioritise and explore issues
in more detail in response to
customer feedback;

V' Three phases of workshops
were held in six locations with
more than 150 AGN
customers (17 workshops
undertaken in total);

V' Customer workshops were
facilitated by an independent
third party (KPMG) to capture
and report how customer
feedback was captured and
documented.

Across the three phases of
workshops we covered the
following to pics with customers:
price and affordability; reliability
of service; public safety; customer
service; sustainability; and
innovation.

Table 5.1: Key Topics for Engagement

Key topics

Price and Affordability

1  Price Paths

il
Public Safety

Reliability of Supply
Customer Service and Experience

Intergenerational equity

1  Services for customers experiencing vuherability

i Digital services

Future of Gas

1 Renewable gas opportunities

Government policy impacts

Future energy scenarios

Customer impacts/ transition to renewable gas

Gas appliances

Development impacts / opportunities

A=A === ==

Demand impacts

1
Mains Replacement

Innovation

Impacts of COVID-19
Regulatory Building Blocks
1 Pipeline services

Long term planning (beyond 5 year reset)

Capital base

Depreciation

Demand forecasting

Capex and Opex proposals

Incentives

E A E R N R ]

Revenue and Pricing

The first phase of workshops were
designed to understand customer
values, needs and service
expectations.

In the followi ng phase of
customer workshops, we validated
customer feedback, explored
issues of importance further and
tested costed proposals for
feedback.

And in the third phase we
presented the Draft Plan
proposals to customers and
further explored key issues
including innovation, education,
sustainability and vulnerable

customer assistance. More detail
about the information we
presented at customer workshops,
the questions we asked and their
feedback is outlined in section
5.5.1 of this chapter.

A full customer engagement
report by KPMG can be found on
our Gas Matters website
(gasmatters.agig.com.au).



We developed an expert panel

to develop futur e scenarios

for gas beyond 2030

The future of gas and how we
respond in the coming regulatory
period was a critical topic of
engagement among customers
and stakeholders.

To better understand what the
future might look like, we
established a future of Gas Expert
Panel comprising of nine high
profile industry leaders with
expertise across the energy supply
chain including the CSIRO,
Grattan Institute and Energy
Consumers Australia. This Panel
was formed to leverage the
unique skills and expertise of each
of the panel members.

More detail about the Expert Panel
and their work can be found in
section 5.4.3 of this chapter.

We collaborated with social
service and community
stakeholders to design
improved services for priority

service customers

We are committed to delivering
for all customers, including
supporting those who are
experiencing vulnerable
circumstances in our community.

We worked closely with social
services organisations, through a
series of workshops, to
collaboratively design a program
to improve the quality of services
we deliver to customers who need
us the most.

You can read more about our
Priority Services Program in
section 5.4.4. of this chapter.

We consulted widely on our
Draft Plan

Publishing and consulting on our
Draft Plan is a key step in our
engagement program. It allows us
to share our expenditure

CUSTOMER AND STAKEHOLDER ENGAGEME

proposals in the context of the
overall price outcome and seek
feedback to refine our plans.

We published our Draft Plan in
January 2022. Open for
consultation for a six-week
period, we published it online
and distributed a copy to major
customers, retailers, government
agencies, reference group
members and other
stakeholders. We received two
submissions on our Draft Plan.

We also developed a customer
overview of the Draft Plan which
was sent to customer workshops
prior to round 3 workshops. Our
third phase of customer
workshops was conducted during
the Draft Plan consultation,
which allowed direct customer
feedback on the Draft Plan.

To support consultation with
stakeholders on our Draft Plan
we ran four deep-dive
workshops combining our
stakeholder reference group
members.

We also engaged KPMG to
undertake 2 facilitated

discussions with VGNSR and RRG
members to test their views on
how we had responded to their
feedback on our Draft Plans.

We received five separate
submissions from retailers
relating specifically to our draft
Terms and Conditions. All
submissions are included in
Attachment 5.1.

Draft Plan feedback and how we
have responded is discussed
throughout out submission.

AGN FINAL PLAN 2023/24 -2027/28
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Matters

Gas Matters 1 our online
engagement platform

All customer and stakeholder
engagement resources relating to
this Draft Plan are publicly
available on our online
engagement platform Gas Matters
at gasmatters.agig.com.au

Resources include: -

V' Five year plan for our Victoria
and Albury Distribution
Networks (July 20237 June
2028) i Draft Plan

V  Engaging Victorians on the
Future of our Networks (July
2023 to June 2028) i Draft
Engagement Plan for
Consultation

V  Engaging Victorians m the
Future of our Networks (July
2023 to June 2028) i Final
Engagement Plan

V  Customer workshop
presentation materials and
KPMGinsights reports

V'  Major User Forum
presentation materials

V' VGNSR meeting presentation
materials and minutes

V  RRG meeting presentation
materials

V' Future of Gas Expert Panel
KPMG report

V' Priority Service Program
Advisory panel workshop
materials

V' Gas Network Innovation
Scheme insights reports

V'  Draft Plan Deep-Dive
workshop presentation
materials and minutes
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How have engagement
activities influenced and

shaped our plans?

All feedback from regular VGNSR
and RRG meetings, Draft Plan
consultation, meetings with
stakeholders and customer
workshops has been captured and
used to shape and refine our Final
Plan.

A high-level summary of customer
and stakeholder feedback on our
Draft Plan is included in Table 5.2.

A complete set of customer and
stakeholder feedback in the Draft
Plan is provided in Attachment
5.2. Each chapter of this Final
Plan also includes a sectionon
customer and stakeholder
engagement.

Feedback tables in each chapter
show how we have listened and
responded to all feedback
received. Final Plan outcomes are
also included in tables to
demonstrate how engagement

has shaped our proposals, and are
illustrated as follows:

Positive/Greeni we
have support for
our proposal

Neutral/Orange i
we do not have full
support for our
proposal

Negative/Red i we
do not have support
for our proposal

Unsure/Grey i
further (external)
information
required before
level of support can
be decided
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Table 5.2: Summary of customer and stakeholder feedbacki Final Plan

1 Stakeholders support our proposal to align our services and terms and conditions across AGN and M@®! in Victoria. N/A
1 Retailers are understanding of our intention to continue to implement our existing credit policy but are keen to
continue conversations outside of AA discussions.
| FuweofGas ... | |
General
1 Stakeholders acknowledge the current uncertainty around policy in Victoria. Stakeholders find it difficult to accept our
future of gas plans as they are subject to change once policy direction becomes clearer.
1 Stakeholders see natural tensions in our plans between accelerated depredation, customer connections (growth
capex) and hydrogen readiness that are difficult to reconcile.
Accelerated depreciation
1 Stakeholders acknowledge that our accelerated depreciation plans have been developed under great uncertainty and
expect that we continue to en gage on and adapt these plans during post lodgement.
T 78% of customers supported our proposal to accelerate depreciation and acknowledged that doing so will protect
future price stability, as well ensure equity for those connected to the network.
| Capital Expendiwre .|
General
i Stakeholders have indicated a clear and general preference for discretionary capex to be minimised.
1 Stakeholders find it difficult to accept some parts of our capex proposal as they are subject to change once policy
direction becomes clearer.
1 88% of customers supported our proposed approach to maintain current safety and reliability levels.
Mains replacement
1 Stakeholderswere clear that preparing our network for renewable gas should not be used as a justification for mains
replacement. Stakeholders wauld like to see our program justified wholly by safety and/or reliability commitments.
1 Stakeholders keen to see ESV assessment of our Plans
Customer Connections (growth capex)
1 Stakeholders struggle to support our growth capex proposals given policy uncertainty and question the prudency of
continuing to connect customers in this environment.
Hydrogen Readiness
1 Stakeholders welcome the reduction in our proposed hydrogen readiness expenditure based on draft plan feedback
but struggle to support our plans given policy uncertainty.
1 88% of customers supported our proposed approach to preparing our networks for renew able gas.
Digital Customer experience
1 We have received limited feedback on the proposed digital customer experience proposal. Stakeholders are generally
supportive of our plans to meet customersd® congi@ini cat.
preferences.
T 77% of customers supported the proposed digital services package, of which 59% strongly supp orted.
IT N/A
1 We received limited detailed feedback on IT-related aspects of our plans. Stakeholders welcome the benefits of
consolidating the IT environments across AGIG.
| Operating Expenditure ... |
General
1 Our plan delivers against customer expectations that customer expectations that current levels of reliability, safety and
customers services are maintained, with the inclusion of new and innovative programs.
1 Stakeholders would like us to minimise expenditure while the future is uncertain.
Priori ty Services Program
1 Most stakeholders support our proposal to introduce a Priority Services Program in Victoria.
1 Social Service Organisations had a strong preference for the program to be Victoria wide, as opposed to network
specific.
1 Customers strongly supported the idea of new services designed to support customers experiencing vulnerability,
noting the impacts of Covid-19 in their communities.
Renewable Gas Communication and Education
1 We received mixed levels of support from stakeholders for investment in renewable gas communication and education.
Stakeholder felt strongly that communication and marketing activities should not be funded as part of a step change.
1 90% of customers supported the proposed renewable gas communication and education program, particularly the
idea of developing materials that could be used as part of school education.
Gas Network Innovation Scheme
1 Stakeholders were not supportive of investment in innovation, and we have therefore not included this initiative as
part of this Final Plan. Stakeholders were supportive of this move.
1 Customers were supportive of this scheme and see innovation as an enable to transition to cleaner energy.
Productivity N/A
1 Stakeholders questioned whether the 0.4%p.a. productivity is sufficientl y ambitious, and whether AGN South Australia
is a good comparison. We have listened and engaged ACIL Allen to undertake somefurther analysis which we will use
to engage stakeholders post-lodgement.
Capex to ope X N/A
T Stakeholders would like to better und erstand the drivers of the capitalisation proposal before they can support it.

| CapitaBase __ ______ _ |

9 We received limited detailed feedback on capital base. N/A N/A
| pevard | |
1 We will continue to engage on our demand forecasts during post-lodgement activities, and review these numbers N/A

based on any new information (i.e., policy positions)
1 Some stakeholder questioned whether our Draft Plan numbers were overly optimistic. We have revised down our
commercial forecasts in response to this feedback.



5.2 Our Customers
and Stakeholders

We have identified several
stakeholder groups with an
interest in how we plan, manage
and operate our gas distribution
network.

In the early stages of
engagement, we consulted with
key stakeholders and sought
feedback on who should be
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involved, to ensure that we
involve all relevant stakeholders.

Stakeholders across all of our
engagement activities represent a
cross-section of our customers,
energy retailers, government
agencies and other businesses
that rely of the delivery of our
services.

Our key stakeholder groups are
illustrated in Figure 5.3.

Figure 5.3: Our customers and stakeholders

Government
Departments
Interests in energy policy,

land managen
environmental protec
bills, security of supply and
customer satisfaction

Eavi | (DELWP, EWOV
nvironmenta &EPA)

Advocates
Environmen

Local Government
Local Government
represents ratepayers
and is interested in town
planning and sustainable
development/
growth

Regulators
The AER and ESC are
responsible for administering
gas regulatory frameworks
and ESV for safety

Other Pipeline
Owners
and Producers
Use the network to
deliver gas to their

customers Customers

Retailers
Ret: ntract
with us t itate the
delivery of ¢
their business
and residential
customers Gas Appliance
Manufacturers
Responsible for designing
and making new and
improved gas appliances
such as cooktops, heating
and hot water
systems

Property Industry
Developers and their
contractors build new
properties and connect
them to the gas
network

Customer
Representative
Groups
Represent the interests
of residential and
business consumers

Land/Building
Owners
May be impacted
by pipeline routes,
land management and
urban planning
decisions

and Community
Business and residential

Major Users Residential Customers in Vulnerable
customers Circumstances

Culturally and Small to Medium Size

Linguistically Diverse Businesses
Customers
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5.3 Our Engagement

Princi ples and
Approach

Our objective is to develop a Final
Plan which delivers for current
and future customers, is
underpinned by effective
stakeholder engagement and is
capable of being accepted by our
customers and stakeholders.

We have adopted a series of
engagement principles as shown
in Figure 5.4. These principles
guide how we engage with our
customers and stakeholders. As
part of stage 1 engagement, we
consulted on these principles, and
they were endorsed by all
stakeholders.

Our approach for this engagement
program was to:

\Y

continue with our four staged
approach, which was
considered a solid foundation
by our stakeholders;

seek opportunities to further
collaborate with customers
where there was an
opportunity to co -design;

engage more broadly with
diverse segments of the
community (e.g. CALD); and

allow for more iteration of our
plans to be developed over
time with customers.

As part of our engagement
strategy, we set KPIs. Our
performance against these KPIs is
illustrated in Table 5.3.

Figure 5.4: Our Engagement Principles

Our Engagement Principles

©

)

Genuine & Committed

We listen and respond to the needs
of our customers and stakeholders,
driving a culture of delivering value
for our customers

Engagement is led from the top

Stakeholder engagement is

embedded in our business planning

We look to continually improve
@

Clear, Accurate and
Timely Communication

We provide information that is clear,
accurate, relevant and timely

o\

Transparent

We clearly identify and explain the
role of customers and stakeholders in
the engagement process, and consult
with customers and stakeholders on
information and feedback processes

Publication and consultation of our
proposed engagement approach

Online public reporting

We publish and consult on our reports

We report how we used stakeholder
insights to inform our plan

%%

Integrated

We will be responsive by integrating
customer and stakeholder feedback
into all aspects of this work

Clear evidence that we have
listened and responded to
customer and stakeholder
feedback in our plans

|

Measurable

We measure the success, or otherwise,
of our engagement activities and are
accountable for our performance

Seek stakeholder feedback at all key
stages of our engagement

Report on feedback

Identify ways to improve our approach

Z>
Accessible and Inclusive

We involve customers and
stakeholders on an ongoing basis
in a meaningful way, to ensure that
our plans deliver for our customers

Stakeholder meetings

Ensuring engagement is accessible
to all stakeholders, regardless of
age or cultural, linguistic or
socioeconomic background




Table 5.3: Our performance against Engagement KPIs
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Theme Key Performance Indicators Our Performance
Genuine and 1 Executive Leadershipat90% | T More than 80% CEO and 100% executive
Committed of all engagement sessions attendance at VGNSR and RRG meetings.

VGNSR andRRGaccess to  50% CEO and 100% executive attendance at
executive leadership customer workshops.

Transparent 1  Public disclosure of details 1  All engagement resources and materials available
about 100% of engagement on Gas Matters.
activities (publish on Gas 9 Draft Plan was sent to customers and stakeholders
Matters) via email, it was also published on Gas Matters.

Publish Draft Plan for 1 Draft Plan open for a consultation period of 6 -
customer and stakeholder weeks.
comment 1 Stakeholders gave a 100% satisfaction rating for

the transparency of meetings and workshops.
Clear, Accurate and 1 +80% agreement that t he 1 95% of customers satisfied/very satisfied with the
Timely information provided to presentation and education materials provided by
Communication customers and stakeholders AGN.
was clear, accurate and 1 90% of stakeholders were satisfied/very satisfied
timely with the accuracy of meetings and workshops.

1  VGNSR members +80% 1  Stakeholders gave a 90% satisfaction rating for the
satisfaction with how relevance and appropriateness of meeting and
meetings are managed workshop topics.

1 Stakeholders gave a 95% satisfaction rating for the
clarity and usefulness of information presented at
meetings and workshops.

1  Some retailers expressed a desire for materials to
be provided even earlier than they were to allow
pre-reading.

Accessible and 1 80%+ of VGNSR members, 1  The stakeholder map was developed in consultation
Inclusive workshop participants and with VGNSR members.
forum members satisfied that | 1 92% of customers were satisfied/very satisfied with
the engagement process is the opportunity to contribute their tho ughts and
accessible and inclusive opinions.

1 96% of customers were satisfied/very satisfied with
the overall engagement process.

1 Stakeholders gave a 90% satisfaction rating for the
inclusiveness and accessibility of meetings and
workshops.

Inte grated and 1 +80% agreement that 1 94% of customers supported our Draft Plan and
Accountable customers and stakeholders investment proposals, in response to their feedback
felt that their feedback had from workshops #1 and #2.
been addressed I Stakeholders gavea 86% satisfaction rating for
how we acted on their feedback.

1  Stakeholder expressed their satisfaction with how
we responded to their feedback in VGNSR meeting
#9.

1 Stakeholders gave a 95% satisfaction rating for the

opportunity to ask questions and seek further
information during meetings and workshops.




38 AGN FINAL PLAN 202 3/24 -202 7/28
CUSTOMER AND STAKEHOLDERIGAGEMENT

Our staff were actively involved in Al l |1 ked] hav/ Mgalsgréceived some positive
our customer and stakeholder various people from comments from stakeholders with
engagement program. AGN available to answer regard to the interactivity and
Our program of engagement has any questions t  hrown at depth of our engagement with
. them, particularly when dealing
been led by our executive them . . .
) with challenging topics of
management team, with our CEO ~ discussipn
attending >80% of all stakeholder nGreat present adsessm.
meetings and half of the customer We// -prepared, well - All enjoyed the]
workshops. informe d presenters interactivity, the clear
All customer engagement sessions We received positive feedback importance of our
were attended by at least one about our engagement program tho ughts and opinions,
executive team member and more and process from customers who the obvious interest in
than 20 AGN subject matter attended our workshops. actioning our thoughts
z;(z;rct;:ctlvely participated in the Avery well struc [I'/Z[(}Vl@_quGN do
' and informative. Also moving forward?o
7Ciear explanations
that customer questions could be oppor' tuntty for the future that you
questions and feedback envision

answered on the spot, and also

provided opportunity for our staff aftl i ked t hej

tol directly fi t i 7 ]

o learn directly from cusfomers and m formation This was actually the
and better understand their | ived provided,

most engaging,
informative, and
enjoyable workshop |

experience of our services.
Customers appreciated the

nGreat present alpppotuiy to see how their

well -prepared, well - feedback shaped our Draft Plans.

informed presenters, GEnoyed the have ever attended so

I 6m I earning /ots : that you. You have all
opportunity to see done well

alfl i ked] havi ngowknere ourinput

people available to take has informed the Draft

questions Plan

Image 5.1: Members of the VGNSR enjoying an online meeting

o Rstalengas




5.4 Developing our
plans

We delivered a series of
engagement activities to inform
the development of this Final Plan,
which included significant
consultation on the Draft Plan
published in January 2022.

These activities included three
phases of iterative customer
workshops, regular VGNSR and
RRG meetings and deepdives,
and dedicated co-design with
stakeholders.

This section covers each of these
engagement activities, customer
level feedback and how this
feedback has shaped our Final
Plan.

5.4.1 Direct Customer
Engagement

Engaging directly with customers
in the development of this plan is
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critical to ensure that we align our
plans and proposals with
customersdneeds and
expectations.

The first two phases of workshops
led to the development of our
Draft Plan, with a third phase of
workshops held as part of Draft
Plan consultation.

We engaged KPMG to &cilitate
and document our customer
engagement activities. A full
report is included in Attachment
5.3.

Customer Workshop
Methodology

Our customer workshops were run
in three phases with the same
group of customers, allowing
iterative engagement as our plans
are being developed and refined.

While our preference was to hold
the customer workshops face-to-
face, owing to COVID-19

Table 5.4: Workshop location, customer segments and attendance

Location Customer

Segment

Phase 1
Attendance

Phase 2
Attendance

restrictions in place at the time, all
phases were held online.

We engaged with customers living
across sixlocations in
metropolitan and regional Victoria
and Albury NSWwith a total of
164 (phase 1), 117 (phase 2) and
88 (phase 3) participants
attending across seven dedicated
workshops per phase. See table
5.4 for a summary.

Workshops consisted of a mix of
residential, small business,
metropolitan, regional and
culturally and linguistically diverse
(CALD) customers.

Participants were recruited
through a specialist third party
provider and represented a broad
cross section of the community,
including customers located in our
Albury network. We partnered
with Ethnic Communities Council

Victoria (ECCV) and Ethnic Council

of Shepparton and District Inc. to
hold dedicated workshops with

Phase 3 Return Rate
Attendance (%)

Melbourne CAID
CBD customers 21 17 13 62
Melbourne Residential and
business 23 17 16 70
CBD
customers
Shepparton CALD 21 12 10 45
customers
Richmond Residential 25 19 11 44
customers
Pakenham Residential 21 16 9 43
customers
Residential and
Traralgon business 20 18 15 75
customers
Residential and
Wodonga business 33 18 14 44
customers
TOTAL 164 117 88 54

39
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CALD cwstomers in the CBD and
regional Victoria.

We utilised a range of digital
techniques to ensure that online
workshops were engaging and
interesting, including
presentations from subject matter
experts, online polling and
surveying. We utilised the chat
function within the digital platform
to answer any customer questions
as they arose, meaning that
customers felt informed
throughout the discussion.

Phase 1 Customer
Workshops: Objectives,
engagement activities, and
results

The objectives of Phase 1
customer workshops were to:

V' Understand customer values,
service expectations and
priorities to inform future
investment plans

V' Engage with, and listen to
customers to understand
issues of importance

V'  Educate customers about
AGN andits role, to facilitate
ongoing engagement at
phase 2 and 3 workshops

Phase 1 workshops were 2 hours
in duration and held online. AGN
presenters and subject matter
experts were available throughout
the session to respond to
questions. We used online break
out rooms, surveying and quizzes
to keep the workshop interesting.

We asked customers a series of
questions relating to reliability,
public safety, customer service,
affordability, the future of the gas
network and innovation.

Key topics, information presented
and insights from Phase 1 are
illustrated in Table 5.5.

In Phase 1, customers told us that

V' Gas supply is an essential
service used every day in the

kitchen, cooking, hot water,
heating in winter and
therefore needs to

be reliable with no
interruptions.

AMy | i fe
standstill if the gas
supply stops. We cook
on gas tops at home and
at my

wi [/

V  Public safety means

responding to leaks as quickly
as possible, maintaining the
network and proactive
technology, safety
campaigns for home
appliances

V' Affordability means keeping

prices as low as possible,
looking after those who are
vulnerable

al woul d be
paying a higher bill if |
knew it would offset a
more needy
bil ]l o

V  Good customer

servic e includes prompt
responses, easilyidentifiable
meter readers, multiple

com

restauvuranto

comf
In

methods for contact,
speaking to a person
V' Acleaner energy is
important for the
environment,
fé.,uture[ ggner%tions, itis the
right thing to do i but cost is
also important
V  Areas ofinnovation include
. Smart metering/apps to
monitor usage and cost
effective management of
assets, sustainable practices

Al want to understand
what my gas
to alter my budgeting
needs o

Phase 2 Customer
Workshops: Objectives,
engagement activities, and
results

rtabl
%hase 51 worksﬁops we looked
to further explore issues of
importance, and gain customer

customero6s

Do you have any
additional comments on
the programs we have
discussed so far?

Safety and reliability

Preparing our network for renewable gas

Priority Service Program
Digital metering

Image 5.2: AGN, KPMG and customers interacting during phase3 workshops

usage

;

S



input into the development of our
plans.

The objectives of our Phase 2
workshops were to:

VV  Validate customer feedback
from Phase 1

VV  Share information about
AGNOs activiti

V'  Explain how prices are set

VV  Explore issues of importance
to AGN and customers

\VV  Test and seek feedback on
costed proposals

Phase 2 workshops were 2 hours
in duration and included
opportunities for open discussion
with AGN subject matter experts
and digital polling. Participants
were invited to vote and rank
initiatives /options that they were
supportive of, using an online
voting tool.

In Phase 2 we presented an early
price forecast to reduce prices by
an indicative 8%. In this context
we presented our proposed
approach for investment in
reliability, safety, mains
replacement and customer
service. We explored areas for
further development as identified
by customers including digital
customer service, preparing the
network for renewable gas,
renewable gas communication,
supporting customers
experiencing vulnerability,
providing support in oth er
languages and digital smart
metering.

Key topics, information presented
and insights from Phase 2
workshops are provided in Table
5.5. A full report on the Phase 2
Workshops and results is available
on Gas Matters
(gasmatters.agig.com.au).
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New Digital Engagement Practices
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Due to COVID-19 restrictions we designed, tested and developed new ways to
interact and engage in a genuine way via online workshops.

New online engagement techniques that were highly valued by customers

included:

1  The opportunity to ask an expert questio ns any time via the online chat
1  Online voting and real time results; and

1  Time dedicated in the workshop to complete of feedback surveys
1  The use of video content where appropriate

In our Phase 2 workshops, we
learned that:

1 Cost remains a key driver of
decision making for some
customers

1 9 out of 10 customers are
comfortable with our proposed
approach to maintain current
levels of safety and reliability

I On communication, SMS
remains a highly valued
feature for many, particularly
CALD and elderly customers

i Customer are interested in the
future of gas, and this
translates to a desire for more
information

1 A large proportion of
customers support investment
in renewable gas
communications to educate
and inform the community

i1 Ensuring that there is support
for priority customers is
accessible and fair is important
to all customers

1 Vulnerable and CALD
customers have specific needs
and require tailored support

1 Customers want to better
understand and improve
efficiency of their daily usage

Phase 3 Customer
Workshops: Objectives,
engagement activities, and
results

Phase 3 of customer workshops
occurred shortly after we
published our Draft Plan. To assig
customers, we developed a plain
language overview of our Draft
Plans and sent them to customers
in advance of their workshop.

The critical focus of these
workshops was to demonstrate
how customer feedback from
phases 1 and 2 had shaped our
Draft Plan. We also validated and
re-tested customer perceptions
across key initiatives for further
refinement.

In Phase 3 we also introduced our
plans relating to accelerated
depreciation. We discussed and
gathered views on how we should
manage the depreciation of our
assets during the energy
transition. Please see the next
page for more detail on how we
engaged on this complex topic.

Phase 3 online workshops were 2
hours in duration and included
opportunities for discussion. We
incorporated videos and surveying
to keep it interesting.

Key topics, information presented
and insights from Phase 3 are
illustrated in Table 5.5. You can
also find all workshop materials
and reports on our online
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engagement platform, Gas 1 A majority of customers
Matters (agig.gasmatters.com.au). (77.6%) are comfortable with
In Phase 3, we learned that: our plalns.to accelerate
depreciation.
1 94% of customers support
our Draft Plan and investment

proposal.

1 A majority of customers
(77%) support the revised
digital services package,
inclusive of the SMS feature
at the lower price point.

1 9 outof 10 customers
support the plan for
renewable gas
communication and
education.

1 A majority of customers are
supportive of innovation
funding to trial new ideas and
technology.

1  Customers were supportive of
greater levels of support in
other languages and
additional services for priority
service customers.

Engaging on Accelerated Dep  reciation

Customers acknowledged the importance of accelerating the recovery of investmen
maintain price stability and equity.

tsto

Our intent for this segment of phase 3 workshops was to understand customer views and collaboratively test the

proposed plans to accelerate depreciation. We allocated around 45minutes of the workshop to this topic.

Given the high level of complexity of th e topic, and accelerated depreciation being a new concept for many customers,
this workshop segment was structured in four parts. There were numerous pulse checks and opportunities for

customers to ask questions.

The four-part approach was structured as follows:

of home loan analogy to support customer understanding of theoretical concept

Partl: Di scussion on how price is calcul ated; i ntr

Checkpoint : Does the concept of depreciation makes sense? Do you have any questions?

Part Il: Discussion on the future of gas, and current uncertainty
Checkpoint : Do you have any thoughts on the future of gas?

discussion of the proposed plans

Partlll: I ntroduction of the concept of O6accelerate

Checkpoint : Does the concept of accelerated depreciation makes sense? Do you haveany questions?

Part IV: Discussionand recap on the proposed plan to accelerate depreciation

questions?

Checkpoint : Are you comfortable with our draft plans to accelerate depreciation? Do you have any
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Engagement Activity
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Key Insights and Results

Get the
basics

right
l

1

f

1

il

f

il

We provided an overview of our business
and role in the energy supply chain and
how we maintain the network
Engagement activities:

1 How important is it to you that your
gas supply is reliable?

1 Why is it important to you that your
gas supply is reliable?

1 What does public safety mean for
you?

1 Over the past 5 years, how satisfied
have you been with public safety and
reliability?

1 What does great customer service look
like?

We presented our current performance on
reliability and safety of our network and
proposed mains replacement.

We presented current customer service
performance and CSAT scores.

We presented proposed options to test
customer needs for improved digital
services (e.g., SMS, online services)

Engagement activities:

T How comfortabl e ar
approach to maintain current levels of
reliability and safety?

1 Which digital package of services do
you think is best value and why? (3
options tested)

We presented our draft plan proposal to

maintain current levels of safety and

reliability

We presented our digital services

package, offering customers more

channels and more choice at $1 p.a.

Engagement activities:

1 Do you have any additional comments
on our safety and reliability program?

1 To what extent do you support our
proposed digital services package?

Vv

\Y,

Customers value their current gas supply and
expect levels of public safety and reliability to be
maintained.

After price, reliability and safety are the top two
priorities for customer.

93% of customers are satisfied or very satisfied
with the reliability of their gas supply.

When communicating with AGN, customers expect
professionalism, respect, simple and clear
language, empathy and patience.

Customers prefer phone for priority services like a
gas leak, whereas digital communications (SMS)
and preferred for updates on outage s and new
connections.

88%ofcust omers supported A
approach to maintain current safety and reliability
performance, with 11% of customers asking for
more information to be able to make a decision.
SMS for communications and customer service
appeals to many customers for convenience and
the ability to receive instant notifications.

57% of customers support investment in SMS
technology for communications at $2.50 p.a bill
impact. The remaining 43% supported website and
email questioning costs given low frequency of
interactions.

Customers value their gas supply and expressed
that they were comfortable with our plans to
maintain current levels of safety and reliability.
77% of customers support
services package, inclusive of SMS, at the $1 price
point.
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Table 5.5: Customer workshop summary feedback (cont.)

Theme

Engagement Activity Key Insights and Results

1 We provided an overview of renewable  \V  Clean energy and reducing carbon emissions is

gas and opportunities to convert the an imperative for the majority of customers.
network to 100% zero carbon gas by V'  88% of customers view climate change and
2040. reducing carbon emissions as important or very
1 We discussed innovation for a range of important.
purposes (e.g., metering, trialling new V' Customers are keen to better understand the
technologies, investing in cost implications for transitioning to renewable
sustainability). gas, including the need to potentially switch
1 Engagement activities: appliancesin the future .

1 Isitimportant to you that AGN V'  Customers viewinnovation as an enabler to
supplies cleaner energy to transition to cleaner energy and more affordable
customers? Why or why not? and safe gas supply.

1 How areas of innovation do you

Focus of think are important?

the future

1 We presented our proposed approach V 89% of customers suppor

and low carbon strategy including approach to preparing our networks for
network readiness and no regrets renewable gas.
investments. V' 74% of customers supported increased

1 We presented current communications, investment ($2-3p. a) beyond AGN
marketing and education activities on activities on more renewable gas communications
renewable gas. and education activities.

1 Engagement activities: V' 52% of customers supported a very broad
1 Are you comfortable with our communications campaign noting the importance

proposed approach to preparing our of school and community education.

networks for renewable gas? Do
you need more information?

9 Should AGN invest in a standard,
medium or broad renewable gas
communications campaign? Why?
(3 options tested)

1 We re-capped our plans to undertake V'  Customers value the continued availability of gas,
no-regrets actions to prepare our and support AGN preparing the network for
network for renewable gas renewable gas on its journey for decarbonisation.

1 We presented our plans to build V' 90% of customers support our plans to introduce
awareness around renewable gas and a renewable gas education and communication
build customer confidence at $2 p.a. campaign.

1 We presented our plans to introduce an V' 84% of customers are supportive of innovation
innovation allowance scheme a range funding to trial new ideas and technology
of price points (3 options tested) V' A majority of customers believed innovation

1 Engagement Activity: funding around $1.50 - $2 p.a offered best value.

1 Do you have any additional
comments on our plans to prepare
the network for renewable gas?

1 To what extent do you support ou r
proposed plans for renewable gas
communications and education?

1 Which level of innovation funding
do you think offers best value?
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Figure 5.5: Customer workshop summary feedback (cont.)

Theme

Engagement Activity Key Insights and Resuts

1 We provided an overview of the V' 36% of customers ranked price as their number
residential and business customer billing one priority .
process and the composition of V  Gas affordability for all is a key customer
residential/business gas bills. sentiment, with specific emphasis on those
1 Engagement Activity: experiencing hardship (financial and non-
1 Do you have any questions on price financial).
and how bills are set? V' Some customers, particularly CALD, desire
1 What does affordability mean to more information and education on gas safety.
you? V' Customers are looking for new digital ways to

manage their gas usage and reduce their bills.

1 We presented on how we set pricesand V  93% of customers thought it was either

Provide our forecast price reduction. We important or very important that we look at
affordable discussed how gas distribution prices dedicated servicesfor customers experiencing
and are set in the context of a regulatory vulnerability, quoting the need for inclusivity
accessible framework. and fairness.
services 1 We presented on ways in which we V' CALD customers noted the importance of
could provide services for people translation services, empathetic and patient
// experiencing vulnerability. customer service and tailored communications.
1 We presented options for digital V' Customers want to better understand and
metering. increase efficiency of their daily usage.

1 We presented some examples of how
we communicate with CALD customers.
1 Engagement Activity:

1 Do you have any questions on our
early forecast on prices?

1 How important is it to you that we
provide services to customers who
might be vulnerable?

T What tools could we make available
to better assist CALD customers?

1 When you think about smart
metering, what would you see the
benefits (options provided) ?

1 We presented an updated price and our V  Customers expressed positive sentiment

forecast price reduction. towards support in other languages and

1 We presented our plans to support additional services for priority services
customers in other languages and customers.
provide additional services for priority V'  Customers are in favour of the proposed
customers Priority Services Program

1 We presented our proposed plans to VvV 78% of AGN customers were comfortable with
accelerate depreciation our plans to accelerate depreciation.

1 Engagement Activities:

9 Do you have any comments on the
metering and priority services
program we have discussed?

1 Are you comfortable with our draft
plans to accelerate depreciation?
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Engaging with Large Gas
Users

Feedback gathered at the outset
of our engagement program
highlighted the importance of
engagement with large gas users
through dedicated activities as
they represent an important
customer segment with unique
needs.

To do this, we partnered with
Energy Users Association of
Australia (EUAA), AiGroup and
Major Energy Users (MEU) and
their members to deliver three
forums in the lead up to the
publication of this Final Plan

These forums focused on
exploring the key issues facing
major gas users when it comes to
their gas supply over the 2023-28
period.

Specificaly, gas major users have
told us that:

V' The price of gas represents a
significant cost to them, and
they would like to see AGN
keep their prices down

V' They expect high levels of
customer service, through
dedicated commercial and
account managers

V' They are concerned about the
continuity of gas supply and
would like to avoid gas
curtailment

V' They would like to
understand our plans when it
comes to the decarbonising of
the gas network and the
potential implications for
them

V' They would like AGN to
continue to grow the network

We held 3 sessions with the Major
User Forum over an 18-month
period leading into this Final Plan.

5.4.2 Stakeholder
Roundtables,
Meetings and
Forums

Victorian Gas Network
Stakeholder Roundtable
(VGNSR)

The VGNSR is made up of
customers and other stakeholders
advocates who represent a wide
range of gas end-users, including
customers in vulnerable
circumstances, culturally and
linguistically diverse customers,
businesses of all sizes and
industries, social service
organisations, local government,
property developers and appliance
manufacturers.

Image 5.3: A face-to-face meeting of the VGNSR in early 2021

. i

Table 5.6: Victorian Gas Network
Stakeholder Roundtable

Membership

9 Australian Industry Group

i Australian Energy Council

1 Brotherhood of St Laurence

1 Council on the Ageing
(COTA)

1 Energy and Water
Ombudsman (BNOV)

1 Energy Users Association of
Australia (EUAA)

T St Vincent de Paul

T Ethnic Commun
of Victoria (ECCV)

9 Ethnic Council of
Shepparton and District

1 Gas Appliance
Manufacturers Association
of Australia (GAMMA)

1 Master Plumbers
Association (MPA)

I Municipal Association of
Victoria (MAV)

1 Property Council of
Australia

1 Urban Development
Institute of Australia (UDIA)

T Victorian Council of Social
Service (VCOSS)




The role of the VGNSR is to:

V' Provide input and feedback to
inform the development of
our plans, working towards
our plan objective of capable
of acceptance by customers
and stakeholders.

V' Inform and shape our
engagement activities to
ensure we deliver best
practice, fit for purpose
engagement.

V  Advocate in the interests of
all constituents to ensure our
plans deliver value for all
customers.

V  Challenge our business to
deliver the best possible
outcomes for current and
future customers.

The VGNSR is kept up to date on
all our engagement activities, and
we extend an open invitation to its
members to observe these. We
also report back to the group on
the outcomes and key highlights
of all our engagement activities.

The VGNSR has metl0 times
between March 2021 and the
development of this Final Plan.
We anticipate that we will meet a
further 2 7 3 times during post-
lodgement engagement.

A summary of key topics and
information presented is
summarised in Table 5.7.

We provided early and ongoing
price modelling updates to
members at our meetings as part
of our déno
engagement which was welcomed
by stakeholders.

We presented our draft
expenditure proposals to VGNSR
members in December 2021, and
again in May 2022.

The VGNSR members were keen
to understand our future plans in
the context of price, and
importantly that our proposals are
cost efficient while delivering for
current and future customers.
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Retailer Reference Group
(RRG)

The RRG is a mechanism used to
formally engage with gas retailers,
who play a major role in
customers experience with our
gas networks.

Through the RRG, retailers are
interested in discussing some
specific elements of our proposals,
including reference services,
terms and conditions, prices and
any new program that might
impact their operations (i.e., a
Priority Service Program).

Membership on the RRG includes
AGL, Lumo/Red Energy, Alinta
Energy, Energy Australia, Origin
Energy, Simply Energy, Sumo
Energy and 1% Energy.

The group has met 10 times in the
lead up to this Final Plan. Table
5.8 below provides a summary of
key topics and information
presented at RRG meetings.

Draft Plan Deep -Dive

Wo rkshops with the VGNSR

and RRG

We ran a series of deep-dive
workshop on key elements of our

Draft Plan as part of our
engagement program with

members of the VGNSR and RRG.

These deep-dive workshops were
designed for deep level
exploration of our plans relating to
the future of gas, capital
expendlgjre snrd 8p§r%t'ﬂg t o

surprisesao

expenditure.

In total, we held 4 deep dive
workshops in March 2022 that
were 2-hours in duration. We also
met with several stakeholders in a
1:1 format following some of
these sessions to answe their
additional questions and share
details of our Future of Gas
modelling.

Participants were provided a copy
of our Draft Plan and well as slide

packs ahead of each session to
aid discussion. Table 5.9 below
provides a summary of key topics
and information presented at the
deep dive workshops.

The following observations
emerged from the deep-dive
workshop process:

1  Acknowledgement that our
Final Plans have been
developed in a period of
policy uncertainty.

1  Aclear need to understand
our plan narrative, and how
we are balancing current
network needs with future
uncertainty.

1 Interestin how
intergenerational equity
issues should be considered

1  General preference that all
non-discretionary expenditure
should be limited in the
upcoming regulatory period

At our VGNSR and RRG meetings
in May 2022 we shared how we
are responding to all feedback on
our Draft Plan and tested their
level of support for this Final Plan.

KPMG6s I ndependent

To ensure that we (i) accurately
interpreted stakeholder feedback
on our Draft Plans and (ii)
adequately responded and
adapted our plans in response to
this feedback (as presented in
May 2022 VGNSRand RRG
meetings), we appointed KPMG to
facilitate an independent review
on our behalf.

Specifically, members of the
VGNSR and RRG were invited to
optional sessions whereby the
KPMG team captred their
feedback and level of support for
our Final Plans. These KPMG
independent reports can be found
on our Gas Matters website
(agig.gasmatters.co.au).
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Meeting #

Table 5.7: VGNSRMeetings

Key Topics

Summary of Information presented

Meeting #1 1  Developing our future plans 1  Proposed approach to developing future plans
1  Stakeholder Roundtable 1  Role of the Stakeholder Roundtable
(March 2021) 1 Our business 1 Our networks
1  Draft Engagement Plan 1  Draft Engagement Plan consultation
1  Pipeline and Reference 1  Pipeline and Reference Service overview
Services
Meeting #2 1  Final Stakeholder 1 Feedback on our Draft Engagement Plan
Engagement Plan 1  Pipeline and Reference Services overview and update
(March 2021) 1 Pipeline and Reference 1  Renewable gas projects, commitments and framework
Services
1  Future of gas
Meeting #3 1  Reference Services Proposals 9  Summary of feedback received on Pipeline and Reference
1  Stakeholder engagement service proposal
(May 2021) 1 Engagement activity update:
0  Major Users Forum
0 Phase 1 Customer Workshops
o  Future of gas engagement
Meeting #4 1 Future of gas expert panel 1 Overview of early expenditure and price modelling
1 Early regulatory modelling 1 Future of gas co-design approach
(August 2021) 1 Stakeholder Engagement 1 Customer workshops update
update 1  Stakeholder engagement activity update
Customer Workshop 1 Customer workshop results 1 Our workshop methodology
and PSP Update 1  Assisting customers 1  Phase 1 findings and insights
(September 2021) experiencing vulnerability i  Priority Service Program overview
Meeting #5 1  Early expenditure modelling 1  Early expenditure and price modelling update
1  Incentive schemes 1 Proposed approach to Incentive schemes
(October 2021) 1 Stakeholder engagement 1 Future of gas co-design update
update 1  Stakeholder engagement activity update
Meeting #6 1 Customer workshops 1 Recap of early price modelling
1  Price modelling 1  Round 2 customer workshops overview
(November 2021) 1 Future of gas 1 Future of gas scenario modelling update
1  Stakeholder engagement 1  Stakeholder engagement activity update
1  AER presentation 1  AER presentation on information paper
Meeting #7 1 Draft Plgn Overview T Early infprmation_ on key parameters of proposals _
1  Expenditure 1  Information detailing proposed opex and capex expenditure
(December 2021) 1 Future of Gas including step changes
Joint with RRG 1  Capital Base 1  Future of gas update and scenario modelling
1  Demand 1  Capital Base
1  Demand forecasts
Meeting #8 1  Draft Plan overview  Draft Plan overview
(May 2022) 1 Deep Dive methodology 1 Deep Dive methodology
1  Stakeholder engagement 1  Stakeholder engagement update
Joint with RRG update
Meeting #9 1  Update to our Plans 1  How plans have been adapted to accommodate customer
1  Postlodgement engagement and stakeholder feedback
(May 2022) 1  Stakeholder engagement update
Meeting #10 1 Our F_inal Plans to be 1  Overview of our Final Plans
submitted on 1 July 1  Stakeholder engagement update
(June 2022) 1  Postlodgement engagement




Table 5.8: Retailer Reference Group Meetings

Meeting #

Key Topics
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Summary of Information presented

Meeting #1 1 Developing our future plans 1  Proposed approach to developing our future plans
1 Our business 1 About our networks
(March 2021) 1 Stakeholder engagement 1 Draft Engagement Plan for consultation
program i1  Pipeline and Reference services overview
i1  Pipeline and Reference Services
Meeting #2 i1  Stakeholder engagement 1  Feedback on our Draft Stakeholder Engagement plan
1  Pipeline and Reference Services 1  Pipeline and Reference Services update
(March 2021)
Meeting #3 i1  Pipelineand Reference Services Pipeline andreference services Proposal overview
1  Stakeholder engagement i1  Stakeholder engagement plan update
(May 2021)
Meeting #4 i1  Early price modelling i1 Overview of early price modelling
1 Future of gas expert panel 1  Future of gas co-design approach
(August 2021) 1  Terms and conditions 1  Terms and conditions overview
i1  Stakeholder engagement i1  Stakeholder engagement activity update
update
Meeting #5 i1  Early expenditure modelling i1  Early expenditure and price modelling update
1  Incentive schemes i1  Proposed approach to Incentive schemes
(October 2021) ¢ Terms and conditions f  Terms and conditions timeline update
Meeting #6 1  Terms and conditions 1  Update on terms and conditions
1 Future of Gas 1  Future of gas update expert panel and modelling update
(November {  Capital Base 1  Capital demand
2021) 1 Demand 1  Demand forecasts
1  Stakeholder engagement 1  Stakeholder engagement activity update
update
Meeting #7 i1  Draft Plan Overview 1  Early information on key parameters of proposals
1  Expenditure 1  Information detailing proposed opex and capex expenditure
(December 1 Future of Gas including step changes
2021) 1  Capital Base 1  Future of gas update and scenario modelling
Joint with 1  Demand i1  Capital Base
1  Demand forecasts
VGNSR
Meeting #8 i1  Draft Plan overview i1  Draft Plan overview
i1  Deep Dive methodology i1  Deep Dive methodology
(May 2022) 1  Stakeholder engagement i1  Stakeholder engagement update
Joint with update
VGNSR
Meeting #9 1  Updated Terms and Conditions |  Updated Terms and Conditions and how we responded to retailer
1  Update to our Plans feedback
(May 2022) 1  Postlodgement engagement 1  How plans have been adapted to accommodate customer and
1 stakeholder feedback
i Stakeholder engagement update
Meeting #10 1  Our Final Plans to be submitted Overview of our Final Plans
on 1 July i  Stakeholder engagement update
(June 2022) 1  Postlodgement engagement
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Table 5.9: Draft Plan Deep-Dive Workshops

Meeting # Key Topics Summary of Information presented

Future of Gas Expert Panel

Modelling update

Customer connections

Potential policy changes

DELWP and Gas Substitution Roadmap

Deep-Dive#1 1  Future of Gas (A)

Deep-Dive#2 1  Operating Expenditure Opex forecasts
Priority Services Program

Gas Network Innovation Scheme

Capex forecasts
Safety and reliability
Growing the network
IT

Other capex

Deep-Dive #3 i  Capital Expenditure

The Future of Gas Expert Panel
Future of Gas modelling assumptions
Accelerated depreciation

DELWP Gas Substitution Roadmap

DeepDive #4 T  Future of Gas (B)

A8 —A-_a_8_8_8 -8 9 -9 E R E E

Image 5.4: A hybrid (face-to-face and online) meeting of the VGNSR in May 2022
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Engagement with the
Table 5.10: Future of Gas Expert Panel

Property | ndustry

With the support of the Urban Membership Expertise

Development Institute of Australia
(UDIA), an advocacy group for the
property development sector, we
met with property developers in
June 2021 and again in May 2022.
A key focus for property
developers is discussingour future
plans for renewable gas
developments, and what reaching
net-zero emissions by 2050 might
look like for gas networks.

Engagement with Gas
Plumbers

In collaboration with the Master
Plumbers Association, we held an
online forum with gas plumbers in
June 2021. The Master Plumber
Association were also a member
on our VGNSR.Gas plumbers are
particularly interested in
understanding our plans to
safeguard the future of the gas
networks, and any related
government positions / policy.

5.4.3 Future of Gas
Expert Panel

Based on our early engagement,
we knew that the future of gas
would be a major focus of our
engagement program. We
established a Future of Gas Expert
Panel comprising of nine key
stakeholders and experts from the
energy sector (see table 5.10 for
details on Panel members).

The scope of the Expert Panel was
to:

1 Co-design four plausible
scenarios for the future energy
system (2030 i 2050), and the
role of gas in each scenario

1 Produce a qualitative
description of the drivers for
each scenario

i1 Ensure the output produced
represented four plausible

Anna Freeman, Director,
Energy Generation Clean
Energy Council

Alison Reeve

Deputy Program Director,
Energy Fellow Grattan
Institute

Lynne Gallagher
Chief Executive Officer,

Energy Consumers Australia

Matt Clemow
Group Manager Gas
Operations, AEMO

Mark Grenning
Director, Energy Users
Association Australia

Dr Patrick Hartley
Leader of CSIRO Hydrogen
Industry Mission

Anna is the Policy Director of
Energy Generation and Hydrogen
at the Clean Energy Council, and a
member of the NSW Energy Sector
Board.

Alison is the Climate Change and
Energy Deputy Program Director at
the Grattan Institute and has two
decades of experience in climate
change, clean energy policy, and
technology

Lynne is an
Economist/Econometrician by
qualification and has substantial
experience in policy reform
processes, including working with
the Council of Australian
Governments.

Matt is responsible for AEMO's gas
operations in eastern Australia,
including Victorian gas
transmission, the wholesale gas
markets, and gas supply adequacy
for power generation.

Mark has been a long-term Director
and past Chairman of the EUAA.

Dr. Patrick Hartley is the leader of
CSI RO6s Hydrogen |
Mission.

** Membership also included AGIG CEO Ben Wilson (to Oct 2021), Craig de

Laine AGI G CEO

Regulation at AusNet

(from Nov 2021) and

scenarios rather than
predications or
preferences for the
future.

The Expert Panel was formed
to leverage the skills and
knowledge of each of the
panel members. Panel
members from diverse
backgrounds were selected to
ensure that the discussions
on all scenarios considered
the relevant political,
economic, social,

FULUre of Gas

What are the plausible scenarios for Victoria's 2030-

2050 energy system and what role does gas play in
each?
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technological, environmental, and
legal drivers.

We undertook four, three hour co -
design workshops with the Expert
Panel. For each scenario the panel
explored key industry trends and
drivers, developing high-level
narratives, outlined assumptions
and enablers and graded the
potential economic outcomes.

At the end of the Future of Gas
co-design workshops we asked
members to complete a short
online feedback survey. They
agreed unanimously that the
insights they shared were heard
and reflected throughout the
process, and the outcomes of the
scenario development phase were
achieved.

AA well
process which made the
most of the time we had
together. Certainly a
good approach to get
the stakeholders to co -
desi gn t he
Expert Panel Member
October 2021

More detail about the co-design
methodology undertaken with the
Expert Parel can be found at
gasmatters.agig.com.au.

5.4.4 Priority Servic e
Advisory Panel

AGN is in the early stages of
implementing a Priority Services
Program (PSP) in South Australia,
designed to better support
customers on that network
experiencing vulnerability. We
were keen to explore a similar
program with our AGN Victoria
and Albury customers but wanted
to ensure that it was fit -for-
purpose for those who might need
a little more support and care.

We know that affordability an d
helping those in need is important
to our customers and

Table 5.11: Priority Services Program
Advisory Panel

Membership

1 Brotherhood of St Laurence

1 Ethnic Communities Council of
Victoria (ECCV)

i Financial Counselling Victoria

1 Safe Steps

1 Energy and Water Ombudsman
(EWOV)

9 Uniting Vic Tas

1 Council on the Ageing (COTA)

Victorian Council of Social
Service (VCOSS)

=

9 Consumer Action Law Centre

faci |l i

St Vincent de Paul

stakeholders. In fact, 93% of
customers in our customer
workshops said that providing

s ¢ e n dedicatedsetvices to vulnerable

customers was important or very
important.

To design a program that truly
delivers on the needs of priority
service customers, we established
a PSP Advisory Panel comprising
of key representatives from social
services organisations with a
national and/or Victorian focus.
Figure 5.7 provides a summary of
members on the Panel.

In November and December 2021,
we held the first two workshops
with the Advisory Group. These
workshops were designed to
explore the role of gas network
businesses in supporting priority
customers, possible initiatives we
could implement and how these
should be prioritised.

We held a third, and final
workshop, with the group in
March 2022 to further refine our
proposed program. We worked
closely with the group to prioritise

and align the program across all
Victorian gas networks, and
ensure that the program would
deliver benefit to those
experiencing vulnerability

You can read more about our
proposed PSP inChapter 7.

5.4.5 Gas Network
Innovation Scheme

Over a period of more than 12-
months (September 2020 to
October 2021) a sector-wide
engagement program to explore
innovation in the gas networks
was undertaken. This sector-wide
approach involved MGN, AusNet
and Jemena Gas Networks (in
New South Wales). Across two
key phases, the aim was to
understand levels of support for
the development of a customer-
funded gas innovation scheme
and if there was majority support,
to co-design a potential network
innovation scheme with
stakeholders.

We established a stakeholder
reference group who was
responsible for providing ongoing
advice and feedback on the
design and delivery of the GNIS
engagement program.

The engagement was supported
by KPMG as the independent
engagement partner and a
stakeholder reference group which
provided ongoing advice and
feedback on the design and
delivery of the GNIS engagement
program. Reference group
membership included ATCO,
Evoenergy, the AER,Energy
Networks Australia, Energy
Consumers Austrdia and APA.

More information on our GNIS
engagement, including
engagement materials and reports
can be found at
gasmatters.agig.com.au.



5.4.6 Public Submis sions
on our Draft Plan

We received public submissions
on our Draft Plan from the
Brotherhood of St Lawrence and
the Energy Users Association of
Australia.

All submissions are included in
Attachment 5.4. We have
incorporated their feedback into
the development of this Final Plan,
and the summary feedback tables
provided in Attachment 5.2.

5.4.7 Consumer
Challe nge Panel
(CCP28)

The AEROs Consumer
Panel (CCP28) was appointed in
December 2021. Since then, we
have been activity engaging and
meeting with the Panel.

CCP28 were able to attend and
observe the tail end of our Stage

2 engagement program.
Specfically, they observed some
of our phase 3 customer
workshops, deep-dive workshops,
independent reviews and
RRG/VGNSR meetings #7, #8 and
#9.

5.5 Conclusion

Almost 2-years ago we set out
with the objective to develop a
Final Plan which delivers for
current and future customers, is
underpinned by effective
stakeholder engagement and is
capable of being accepted by our
customers and stakeholders.

We received positive feedback
about our engagement program
from customers and stakeholders.
More than 92% of customers said
that they were satisfied with the
opportunity to contribute their
thoughts and feeling.
Stakeholders particularly liked our
joint engagement approach,
ultimately streamlining how they

CUSTOMER AND STAKEHOLDER ENGAGEME

engaged with all Victorian Gas
Networks in the development of
our Final Plans.

We have undertaken a wide range
of engagement activities to
support the development of this
Final Plan, including direct
customer and stakeholder
engagement. This input has
shaped and informed the
development of our Final Plan
over time. As noted in this
chapter, 94% of customers
support our plans.

We have developed our plans in
an environment where there is
considerable uncertainty over the
role of gas in a low carbon future.
Many stakeholders have found it

C h difficllteaoragcept our plans given

that they might be subject to
change once policy direction
becomes clear. They are keen to
see the release of the Victorian
Government Policy and our
response to this direction, some
describing the situation as being
in a O6hol ding

l anding pointd
acceptance of our plans.

With that, we are committed to
continued and on-going
engagement with customers and
stakeholders during post-

|l odgement and
Final Decision.

A complete set of customer and
stakeholder feedback during the
engagement program, and how
this feedback has been
incorporated in the Final Plan is
provided in Attachment 5.2.

point,
when it

ahead of the

AGN FINAL PLAN 2023/24 -2027/28

rather than
comes to

AEROGSs
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6 Future of gas

The energy sector is facing sign ificant change and uncertainty as it
transitions to net zero . With lo ng lived assets, we need to start
planning now to offer our customers flexibility in the future, keep
prices stable and reduce risk.

IN THIS CHAPTER:

1 The challenges we face will require flexibility; for us and for our
customers .

Accelerating some depreciation now provides some of thi s flexibility,
enables a smoother transition to net zero and price stability as the
energy sector transitio  ns.

We need to plan using a robust and transparent methodology.

This chapter outlines the approach we have taken to address the
uncertainty and chang e in the sector, and in particular our accelerated
depreciation proposal.

6.1 The energy sector produced and consumed, Gas has always been a fuel of
is rapidly |~nclud|ng the creation O‘f choice and competed with
changing nprosumerso. electricity. However, the future
1 Marketsi technological and will likely present a markedly
The energy sector is going policy change create new different competitive environment
through fundamental change. market opportunities for a with many players offering a wide
The future direction of th e sector wide variety of new services; range of competing and
is subject to considerable energy is unlikely to remain complementary services. The role
uncertainty. The affects are being as the current gas/electric gas networks will play in that
felt now, driven by four key network duopoly. future is uncertain.
factors: 1 Electricity pricesi as the The transition of the energy sector
T Government policy i from need to reflect cost structures to net zero will take time, but the
local to Federal government in electricity becomes more risks and uncertainties it is
and appliances to carbon important. This affects us creating, particularly for an
targets. because we compete with industry with very long -lived
variable electricity charges 3 assets which customers pay back

1  Technologyi particularly
renewable electricity which is
changing the way energy is

over decades, are here now.

3 See AER, 2022,Requlating Gas Pipelines under Uncertaintypp58-9 for more on sectoral
interdependencies.



It is important to consider the
impact of the change and
uncertainty in the energy sector
not just over the next AA period,
but over the longer term. The
earlier we start to address the
risks presented, the smoother the
transition to net zero will be. In
this chapter we explain our
approach to addressing these
uncertainties and risks in the next
AA period, made up of three key
actions:

1  Accelerating a modest
amount of depreciation (7%
of the RAB) in the next AA
period. This approach is
critical to ensuring price
impacts on customers of the
transition are minimised over
the longer term, that
customers have flexibility,
options are kept open in the
future and risks of asset
stranding are mitigated. This
chapter and its attachments
set out in detail the approach
that underpins our proposal.

1  Hydrogen readiness capital
expenditure - keeping options
open for customers and
providing the ability to
respond rapidly as the sector
transitions. Our detailed
proposal is set out in chapter
9 of this Final Plan.

1  Prudent and efficient network
growth providing better price
outcomes for customers and
flexibility to transition to
renewable gas. This is also
addressed in more detail in
chapter 9.

Each action gives us flexibility in a
wide range of future ou tcomes
and starts to mitigate the risks of
uncertainty.

6.2 Regulatory
framework

The key action we propose in the
next AA period is to accelerate
depreciation. NGR 89(1)(a)
provides that a depreciation
schedule should be developed:

a) so that reference tariffs will
vary, over time, in a way that
promotes efficient growth in
the market for reference
services; and

b) so that each asset or group of
assets is depreciated over the
economic life of that asset or
group of assets; and

c) soasto allow, as far as
reasonably practicable, for
adjustment reflecting changes
in the expected economic life
of a particular asset, or a
particular group of assets; and

d) sothat an asset is depreciated
only once; and

e) so as to allow for the service
provider's reasonable needs
for cash flow to meet
financing, non-capital and
other costs.

The key criteria for our
accelerated depreciation proposal
are (a) and (b). Our depreciation
proposal is consistent with the
AEROGs previous
depreciation, in a way that takes
into account the change in
circumstances in the industry.

6.3 Customer and
stakeholder
engagement

We have consulted extensively on
our proposal in relation to the
future of gas, in particular
accelerated depreciation. We
have summarised below some of
the feedback we received and our
response to it. These issues are

4 See AER, 2022,Regulating Gas Pjpelines under Uncertaintyp(vii)

AGN FINAL PLAN 2023/24 -2027/28

FUTURE OF GAS

complex and will likely be a key
part of the regulatory
conversation at least until the
current uncertainties in the energy
sector become clearer. We note
the following outcomes from our
consultation that support our
proposed approach:

1  Customers who attended our
workshops did understand
what we are trying to achieve
by accelerating some
depreciation now and were
supportive of it.

1  As we went through the
process, more stakeholders
came to a better
understanding of what we are
trying to achieve. This did not
necessarily mean they
agreed, however,
understanding is a key first
step in the ongoing debate on
this topic as we move
forward.* The key
stakeholder concern was
around how accelerated
depreciation sat alongside
other initiatives, such as
hydrogen readiness and
customer growth, and
difficulties assessing these
initiatives given the current
uncertain policy position.

1  Most stakeholders trusted the
robustness and transparency

apPpr o aghe mbdiing fram ework.

More particularly, most felt
that the framework was
sufficiently robust that the
AER wouldbe able to ensure
that our accelerated
depreciation proposal was
reasonable and supported by
sufficient evidence. This,
again, is a key part of the
debate.

A summary of what we heard and
our responses are set out in table
6.1 below.
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6.4 The needto
address change
and uncertainty

The AER recognised the
uncertainty faced by gas networks
in the future and the need to start
considering the longer term
impacts in its Regulating Gas
Pipelines under Uncertainty
information paper (see in
particular pp 3-13). We discuss
the topics addressed in the
information paper in significant
detail in Attachment 6.1, but
address the key themes below.

Firstly, it is important to

understand what the risks are and

how they impact us and our
customers. The AER refer to

il otnegr m de ma’nTdisis i s
different to the demand risk that
is usually considered in the
regulatory context. | n assessing
AA proposals, the AER has,
traditionally, considered demand
over the next five years of the AA
period, with a
demand and perhaps a range of
uncertainty around these
estimates. Demand further into
the future has not been com monly
considered.

foc

By contrast, i
risko looks out
the next AA period. Over a
longer time horizon, demand does
not simply have a wider band of
uncertainty around a central
forecast, but could change
fundamentally, dependent on the
view of the future. In particular,
the direction of growth is
unknown. There is a possibility
that demand could continue to
grow as it has in the past, could
flatten out or begin declining,
possibly at rapid pace, and each
possibility is driven by changes in
the energy sector, which is
evolving in a way which cannot
yet be predicted.

ong
mu

-2027/28

Table 6.1: Customer insights on the future of gas

What we heard Our response

1

While stakeholders agree on the need to
reduce carbon emissions and that a
reduction in natural gas consumption will
play a role in that, they have differing
views on how we should be preparing for
the future and who should bear the costs.

Most customers who participated in our
workshops feel positively about the future
of renewables, and renewable gas.

89% of customers indicated that they
were comfortable with our plans to
prepare the network for renewable gas.

Customers stressed the importance of
keeping energy prices sustainable and
stable in the pursuit of decarbonisation to
ensure equity for all customers.

78% of customers in our workshops
supported our proposal to accelerate
depreciation and acknowledge that doing
so will protect future price stabili ty, as
well as ensure equity for those connected
to the network.

Other stakeholders said that they
considered there is a tension between
accelerated depreciation on the one hand
and increased capex and hydrogen
readiness expenditure on the other hand
that is difficult to reconcile.

Given the current policy uncertainty,
stakeholders expressed an inabilty to
decide, at this time, whether they could
support accelerated depreciation,
together with growth capex and
investment in hydrogen readiness.

Retailers noted that the retention of
accelerated depreciation in our Final Plan
as a core issue.

There were broad views that the four
scenarios developed by the Expert Panel
are not equally likely and that we should
put more effort into preparing for others.

Stakeholders want to see our response to
final policy direction by the Victorian
Government, before they can accept our
Plans as they relate to the future of gas.

Our accelerated depreciation proposal
is new, not only in respect of making
a change to depreciation (which has
rarely happened over the past 20
years) but also in respect of the need
to address the uncertainty faced by
the industry at the moment. This
requires some different thinking than
is traditionally the case for a

regulated business.

We acknowledge the challenges our
stakeholders felt in considering our
Plans in the current uncertain
environment. However, it is
necessary for this Final Plan to
balance the need to continue to
deliver safe and reliable services to
our customers over the next AA
period, while also starting to address
the evolving risks as the energy
sector transitions to net zero. In
particular:

1 We propose to start taking small
steps now (eg-modest
acceleration of depreciation) to
ensure the transition to a net zero
future is smooth. The earlier
these risks are addressed, the
better we are able to manage the
transition in th e long-term
interests of customers. This
includes ensuring customers are
not faced with significant price
volatility and asset stranding risk.

i Ensure options are kept open for
the future, for example, small
amounts of expenditure to enable
use of networks to transport
renewable gases and ensuring
cost competitiveness in the
future.

We consider our Plans reflect an
appropriate way to balance these
issues. We also consider we have
used the best available information at
this time to inform our Final Plan .
We will continue to engage on this
topic, including after the publication
of the Gas Substitution Roadmap

Final Plan Outcome

We have maintained our accelerated depreciation proposal for a range
of reasons, including to ensure the smoothest transition to a low carbon

future.

5 See AER, 2022,Reqgulating Gas Pjpelines under Uncerinty, p(X).
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A rapid decline could occur if:

1 Customers become much
more price sensitive than they
are today.

1  Lower cost substitutes
emerge.

1  The sentiment towards
natural gas changes.

As the AERnotes in its
information paper, a material
decline in demand for natural gas

distribution services would have a
number of adverse impacts:

1  Less customers who are left
to share the fixed network
costs.

1  Past efficient expenditure will
be disproportionally borne by
future gas customers or those
least able to leave.

i1  Investors are unable to
recover their investment,
leading to asset stranding
risk.

i1  Price volatility, uncertainty,
reducing demand and the
resultant higher prices leads
to ahédeat aherd
declines in demand.

These outcomes are not in the
long-term interests of customers
and are not consistent with the
achievement of the national gas
objective.

For us, the end result of a death
spiral demand reduction is the
loss of whatever assets have not
been recovered; referred to as
economic asset stranding®
However, before we get to this
point, our customers may endure
many years of rapidly rising
prices; particularly those least
able to leave the network.

It is this customer im pact which
regulatory decisions (and
businesses) seek to avoid. While

the pathway to net zero and how
and when demand for natural gas
services will be impacted is
unclear, what is clear is that
demand risk exists in the future
and that those risks, if not
addressed, will give rise to
adverse outcomes for customers
and investors. The risk can be
mitigated by taking measured, low
cost actions today in the long
term interest of customers.

In this context there are a number
of key considerations which
inform our proposal.

Firstly, it is important to note that
policy (which might support or
hinder our role in a net zero

future) is not static. The Victorian
Government 6s Gas
Roadmap, which is currently
unavailable, may give some clear
direction, but it may not. In any
event, it is highly unlikely to
reflect the final policy position.
Rather, policy is likely to evolve
through time as more information
becomes available. Risk and
uncertainty will likely remain for a
significant period following th e
pl‘gbILijchlti?n of the Roadmap.

Secondly, avoidance of adverse
outcomes for customers is a key
consideration for us, as is
ensuring customers have choice in
the future and that the regulatory
outcomes do not foreclose
options. We are not planning for
a steady decline of our business.
If we were, that would require
acceleration of in the order of
over 30% of our RAB in the next
period (and this would not remove
all asset stranding risk) rather
than the 7% that we are
proposing.

We are optimistic about the fut ure
role gas distribution networks can
play transporting renewable gas
and are actively pursuing those
opportunities. But we will need to

6 See AER, 2022,Regulating Gas Pijpelines under Uncertaintyp25.
" See AER, 2022,Regulating GasPipelines under Uncertainty, p28.
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be cost competitive in the future
to play a role.

Our proposal to moderately

accelerate deprecation now is one
part of a package of options which

seeks to give us and our

customers flexibility across a wide

range of potential future
outcomes.

Thirdly, the risks and uncertainties

we are seeing now in the market
and in the policy landscape are
not risks and uncertainties
reflected in regulated prices.
They are not included in the

WACC, they are not, yet, included

in the economic lives of our
assets, nor in any of the other
building blocks.” If we do

S unbtlsirtg,i thieyuwiill irecnain
unrecognised and unaddressed in
the regulatory framework, but
they will still exist in reality.

Fourthly, although the national
gas objective (NGO) and the

phrase
consumer so

Al ong t

has

a lot in recent years, it has never
been more important than in the
dynamic and uncertain world we
are facing. In particular, the NGO
requires networks and the AER to
look well beyond the time horizon
of the next AA and consider
longer term demand impacts (see
above).

Regulatory decisions made now
can play a key role in looking
beyond the immediate needs and
options of investors and current
customers and ensure that:

1

options for future customers
remain open

the transition to net zero and
the impact on customers is
smooth

price volatility is minimised.
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The New Zealard Commerce
Commission has recently
recognised this, allowing
accelerated depreciation for New
Zealand gas distribution networks
as well as new customer growth.
Other regulators, including the
AER have made similar decisions®

6.5 How we propose to
respond

The changes we and our
customers face moving forward
are very different from those
faced in the past. We have scope
to ensure the risks that come with
the uncertainty of the future are
addressed and managed, if we act
early. Asthe AER notes, the
longer the time we have to make
adjustments (such as accelerating
depreciation) the smoother the
depreciation profile and price
impacts will be.® Delivering stable
prices for customers through time
provides the greatest opportunity
to meet the national gas
objective.

However, failing to act at all, or
taking actions which do little to
respond to the future uncertainty
and relevant long term demand
risks could create a path
dependency, close off future
options for customers and give
rise to price volatility and asset
standing risk. This makes for a
difficult challenge.

A core tool to help address these
challenges is the creation of
options. These are relatively low-
cost actions which reduce barriers
to the flexibility which is desirable
to face the future. By way of an
example, the legislative
framework does not currently
allow gas distribution networks to
carry hydrogen in all jurisdictions,

8 The Nz decision is available

and changing legislation, although
it is relatively low cost, takes time.
The AEMC, among others, has
accordingly started this process of
legislative change now, rather
than waiting until the future of
hydrogen is clear. This creates
an option for us to move quickly
to satisfy
transition evolves.

The creation of options is not
typically part of a reg ulatory tool -
kit, although it is starting to be
considered as regulators and
networks make more use of
scenario planning. The regulatory
framework was not designed with
the kinds of uncertainties and
challenges that option creation
can address in mind.10

In a competitive market (which
the regulatory framework seeks to
replicate) it is standard practice.
If a firm in a competitive industry
waits until all uncertainty has
been resolved before investing, it
will find its potential market share
has been taken by a more nimble
rival. In part, our focus on
developing flexible options is a
consequence of us responding to
the competitive pressures we can
already see coming.

There are three key actions
(options) which help give us and
our customers flexibility, and
which form part of o ur Final Plan.

The first of these is accelerated
depreciation. The amount we
propose is far less than what
would be required if we were
planning for a future that did not
see gas distribution networks
playing a role in the net zero
energy sector. However, it is
sized correctly to provide options
and flexibility to us and our

customers, while also reducing the

9 See AER, 2022,Regulating Gas Pjpelines under Uncertainty p44.
10 See AR, 2022, Regulating Gas Pijpelines under Uncertainty pp57-64 for a much wider discussion on issues our future challenges

pose for the regulatory system.

11 See AER, 2022,Regulating Gas Pijpelines under Uncertainty p52.

customer

risks that will arise if there is a
rapid decline in demand and, for
example, electrification becomes
the certain future.

Importantly, the Final Plan as a
whole, including the accelerated
depreciation proposal, delivers a
price cut to ourdpustomers and
eﬁs%resnm%rg sta%le Slricszes in tlillee
future by starting to reduce the
amount of investment required to
be recovered in future periods.
We recognise the importance of
affordability and price stability in
the uncertain environment we and
our customers face. Our approach
has been designed such that it
can be adjusted as the future
unfolds. Customers, over the life
of the asset, will have paid not
one dollar more for its use.

The second action we propose is a
very small amount of capital
expenditure (some $10) to
address network issues that would
prevent even low blends of
renewable gas. The proposed
expenditure has been moderated
since the Draft Plan and relates
to, for example, updating
procedures and replacing any
identified equipment incompatible
with hydrogen. This gives us the
flexibility to increase hydrogen in
our network if it is successful. 1!
We are also proposing a small
amount of incremental
expenditure on renewable gas
communication and education
programs (see Chapter 8). Itis a
prudent and efficient step for a
business facing a major transition
to communicate and educate
customers about the future
options.

The third action is prudent and
efficient network growth. Setting
aside the fact that we must,
legally, connect new customers

. For other jurisdictions, see AER, 2022, Regulating Gas Pipelines under Uncertaintyp40-42.
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where it is efficient to do so, not
connecting new customers will
only increase risk and reduce
flexibility for customers.

If a new connection is less costly
to the network than the average
of existing connections, then
adding them to the network
brings down price, which in turn
lowers demand risk. This analysis
holds under various future
scenarios, for example, even
where asset lives are shortened
due to electrification (see
Attachment 6.1). More
importantly, by virtue of a
connection charge,'? we can
ensure that each new connection
costs less than the existing
average, and therefore lower
prices and risks for customers.
Doing so also increases flexibility;
it is much cheaper to connect a
new sub-division now than it is to
go back and dig up by then
established streets in future to
give customers the option of
hydrogen.

As Incenta point out in their
expert report; 13

It would be logi cal for the
Victorian Networks to
continue connecting
customers notwithstanading
the future risks to the sector,
provided that the incremental
cost of connecting a new
customer is below the
average cost of supply. Under
this condition, new customers
put downward pressure on
prices and so act to reduce
the risk of asset stranding.

Our customers also continue to
choose gas to heat their homes

and businesses and expect to be
able to continue to use gas now
and into the future.

We appreciate that there can and
should be a debate about the
scale and nature of options that
then translate into prudent and
efficient actions within the
regulatory framework. However,
ignoring future possible scenarios
and waiting for certainty gives rise
to the risks we have discussed
above and is not in the long term
interests of customers. Taking
small steps now to address these
risks and provide flexibility to
adapt as the future becomes more
certain is in our view the
appropriate way to address the
new challenges we face.

It also is important that the
regulatory process understands
and recognises these risks and
takes action, not just in the long
term interests of customers, but
also to enable service providers to
attract the efficient investment
necessary to operate. This is
particularly important for credit
rating agencies and financiers
more broadly and to ensure
networks are able to fund
operations consistent with the
benchmark assumptions.

6.5 Accelerating
depreciation

We now turn to our approach to
determining how much and what
kind of accelerated depreciation
we consider is required. Our
approach involved a lengthy
development process, involving a
great deal of detailed stakeholder
input and consultation (see
Chapter 5 and Attachment 6.1)
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and an expert panel who
developed four future scenarios
underpinning our analysis. It also
benefited from early and quite
detailed consultation with the
AER. We provided copies of our
models early in the process and
benefited greatly from
suggestions from the AER in
improving them.

More detail on our process is
provided in Attachment 6.1. We
provide a summary of our
approach, and its results, below.

Our approach to determining
a prudent change to

depreciation

The core in terms of economic
theory for our modelling is a
paper by Crew and Kleindorfer
(1992) which looks at ap propriate
depreciation schedules in
situations where a current
monopolist is likely to face
competition in the future as the
price of substitutes fall. This
model was largely implemented in
our recent Access Arrangement
proposal for our DBP transmission
pipeline, which was accepted by
the ERA4

12 Note that there are restrictions in Victoria on connection charges, which can only recover the excess above the current average,
without taking into account asset stranding risk. Some change to this Victorian Gov ernment process would be required to allow us
to take asset stranding risks into account in connection charges, but that sits outside the AA process. See AER, 2022, Regulating

Gas Pipelines under Uncertainty p5 7

13 See Attachment 6.4, [8].

for the

AEROGSs

Vi ews

connection

14 See Crew, M and Kleindorfer, P, 1992, Economic Lepreciation and the Regulated Firm under Competition and Technological

Change, Journal of Regulatory Economics, 4(1), 1992, 51-61 (available

»), and note that we focussed on how much d epreciation

ought to be increased now, rather than working out, as the paper does, the last point at which the regulator could act.
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https://link.springer.com/article/10.1007/BF00134218
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Since distribution has a large
number of small consumers
instead of a small number of large
consumers, we have had to adapt
the model we built for a
transmission network to the
distribution context, but it still
operates in basically the same
way; consumers respond to falling
prices of substitutes through time,
and we adapt our prices to these
forces using the depreciation
schedule.

Table 6.2: Scenarios for Future of Gas modelling

Scenario
name

Scenario description

Electric
Dreams

Characterised by deep electrification underpinned by strong market driven
growth of renewables, investment in system flexibil ity and efficiency and

policy support for net zero by 2050. Accelerated electrification of a wide

range of applications leads to a rapid rise in electricity demand, which

outstrips renewable supply and briefly prolongs the reliance on fossil fuel

generation. This is largely replaced with renewables and grid-firming

infrastructure at an orderly and increasing pace over the next decade. Gas

distribution networks become increasing stranded as customers electrify

through to the late 2030s.

The model we use consists of a
consumer choice model and a
simplified building block model
(see Attachment 6.1 for more
detail).

In the consumer choice model,
there are a number of customers
(with certain characteristics

Dual Fuel

Charaderised by the fusion of extensive domestic electrification and the

development of a material expert industry for hydrogen in the medium

term. Domestic hydrogen is utilised for certain indus trial applications and

in select residential locations. Net zero is achieved by 2050 due to focused

market and policy action and the orderly retirement of fossil fuel use. Gas

networks are largely stranded by 2050, however, a subset service of 100%

hydrogen customers.

driving choice) who have
appliances due for replacement
each year and who go to market
to compare the purchase and
operating costs of new electric
and gas replacements. One part
of this decision is the gas (or

Muddling
Through

This reflects an uncontrolled, uncoordinated future characterised by stop-
start progress towards net zero and limited changes to energy market

dynamics. In this scenario, net zero by 2050 is at risk, driven by disorderly

and uncoordinated government policy action. This leads to a combination

of electrification with some gas distribution networks converted to low

carbon fuels in the late 2030s as they attempt to remain viable.

hydrogen) price, which comes
each year from the simplified
building block model.

The consequences of that choice
are reflected in realised (in the
consumer choice model) demand,

Hydrogen
Hero

Australia reaches net zero by 2050 through the orderly growth of a
significant hydrogen industry for export and domestic use through

widespread renewable generation. Hydrogen and electricity networks

become linked in the 2030ss to provide stable, economically competitive,

decarbonised energy. Gas distribution networks are fully utili sed to deliver

hydrogen to home, commercial and industrial applications.

which then goes back to the
building block model to forecast
opex, capex and price for the next
period. That new price goes back
to the consumer choice model and
the process starts again.

Once the model is run for a period
of 80 years (to 2100), we can
compare the stream of costs from
the simplified building block model
with the series of revenues (price
times demand) from the
consumer choice model. If they
are equal in an NPV sense, then
nothing needs to be done. If the
costs are greater than revenues,
then the lever we pull (in the

building block model) is to change
the pattern of depreciation to
bring forward more of the
depreciation of the longest-lived
assets in the RAB?!®

This works because the relative
difference between gas and
electricity prices now are such
that an increase in gas price will
elicit only a small response; much
less than the larger (and opposite
in direction) response in future as
customers face lower prices.
There is a natural limit in the
model because too much
acceleration of depreciation will

cause prices to rise too much too
soon, and precipitate precisely the
kind of death spiral demand
reduction we discuss earlier. In
effect, the exercise seeks to
ensure we can meet our
competition and keep our
customers, just like any
competitive business would.

Given the high levels of
uncertainty about the future, it is
not appropriate to run the model
in some Amost ori
even to combine scenario
outcomes in some kind of
weighted average manner.

kel yo s

15 The model also has an ability to alter asset lives, which has a similar effect. However we use the tilt mechanism as this better
allows us to price match to electricity through time.



Rather, we use the model to test
depreciation profiles across the
four scenarios developed for us by
the independent panel of
experts,'® and accept the
depreciation profile which delivers
the most stable prices across the
largest number of scenarios. This
is emerging as a form of best
practice in environments of
uncertainty like that which we
face.l”

Our approach in the context
of the
Paper

The
expressed a preliminary view that
adjusting regulatory depreciation
is the most accessible regulatory
tool to manage the demand
uncertainty and influence the
trajectory of future prices. 18 The
AER notes that adjusting
depreciation offers the greatest
flexibility to respond to new
information if future pathways
turn out to be differen t.

The AER set out in the information
paper what it expects to see from
regulated businesses to support a
proposal to accelerate
depreciation. There are two parts
tothe AEROS
first of these is the National Gas
Rules, and in particular NGR 89(1)
which covers how depreciation
schedules should be developed.
The requirements of the Rule are
set out in section 6.2 of this
Chapter.

We note in these criteria that
there is nothing requiring straight
line depreciation, which is simply
current practice. More
importantly, there is nothing
preventing changes in asset lives;
indeed we are required to use

asset lives that can be changed
when circumstances change.

There is also nothing which
precludes consideration of asset
stranding. Although the
background reasons were
different, we note that the AER in
the current period made changes
to the depreciation of cast iron
mains reflecting a change in
circumstances (the removal of
those mains as part of our mains
replacement).

AEROs | nf or nThelastdour of the criteria are

relatively easily met; by
construction the PTRM will

AERO sonpapdror mat i depreciate an asset over its life,

whatever that might be and will
do so only once. Meeting our
cashflow requirements is
something that is in our own self -
interest and is more a check on
the AER than on us, to prevent
depreciation schedules that leave
long periods where a firm cannot
meet its cashflow requirements.

The key criteria are in NGR
89(1)(a) and (b); we need to
depreciate (only once) each asset
over its economic life in such a way
as to produce efficient prices. Our
approach in this respect is a
continuation of what the AER does

requir e m@dadySnawlyhtft takes into

account the change in
circumstances in the industry.

The RAB is a fixed cost which
needs to be allocated to customers
across time. The efficient way to
allocate such fixed costs, which
distorts customer demand the
least, is to do so on the basis of
the elasticity of demand (See
Attachment 6.4). If afirmis a
monopoly and likely to continue to
be so forever, then not only will
elasticity of demand be low, but it
will also most likely be uniform
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through time. Allocating the RAB
based on elasticity results gives
rise to the same allocation each
year, or straight-line real
depreciation.

However, if the prices of
substitutes are falling, the elasticity
of demand will rise (See
Attachment 6.4). Now, allocating
fixed costs through time means
allocating fewer fixed costs to the
future, when the elasticity of
demand is higher, and more now,
when it is lower. This is what our
approach does; we are not
changing the
approach, but merely taking into
account a change which has
occurred in the exogenous
environment in which that
approach is applied.

Our modelling approach captures
the same increase in price
sensitivity for futu re demand, and
the depreciation response is
designed to change depreciation
(the allocation of fixed costs across
customers) to minimise changes in
demand.

As Incenta point out in their expert
report: *°

éthe Victorian
modelling of consumer
choice is, in our view, the
most robust method for
accounting for the response
of customers to changing
relative prices in the future.
The alternative would have
been to assume elasticities
of demand (with differing
elasticities applying at the
point in time whe re
customers make a choice of
appliances than applies
between appliance
decisions), but this
alternative would have been

16 We do use scenarios however; 4 of them. These were developed for us by an independent expert panel (see Attachment 6.1).

7 See
this further in future.

i mpl ement our

model in a

mor e

18 See AER, 2022,Regulating Gas Pjpelines under Uncertaintyp 44

19 See Attachment 6.4 [74]

. The methodologies used to plan in such a world are often much more sophisticated than ours, and we plan to explore
Eventually, we hope that the information set evolves such that the deep uncertainty is gone, and we can
conventional

fopti mi sationo
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https://link.springer.com/book/10.1007/978-3-030-05252-2
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much less reliable and
informative than the
Victorian

to reflect the potential decline

in long-term demand
Net wor ks o

(point 4), show how this can be
addressed by adjusting economic
lives (point 3) and maps this into

approach of modelling the 4. the value of stranded assets long term price consequences
key drivers of long-term gas under the different (point 7). The different scenarios
consumption forecasting scenarios also involve different expenditure
. . ) (point 5), which we explain in
The second requirement is to meet 5. the costs that may be avoided Attachment 6.1.
the evidentiary requirements noted or incurred in the different
by the AER to identify:2° forecasting scenarios The second of the
discussed in Chapter 9. Itis a
1. the factors that influence the 6. the level of customer support separate issue to our consumer
estimates of expected for the busi nes s dchoic@modaiimgsbeiny an
economic lives, such as action to manage the risk and engineering issue which forms an
applicable government the quality of that customer input into the consumer choice
policies, evidence of their engagement model.
¢ u S .t omerso sentl m7e ntrﬁesﬁ)ricé i|1r11pact for the The penultimate point in respect
switching away from gas, i R of customer and stakeholder
businessds pr opos&fﬁlI e 2 %%

developments in competing
technology etc In Attachment 6.1 we map our
response to each of these points

2. those assets that may be in some detail.

repurposed for transporting
hydrogen and those that
cannot be

The first, third, fourth and final of
these are covered by the
modelling. In fact, the model is
intended to take information like
that suggested in point 1, discover
what it me ans for asset stranding

3. those assets whose economic
lives may need to be adjusted

Figure 6.1: Future of Gas Model Results

Electric Dreams volumetric price per GJ Growth Index

support is covered in detail in
chapter 5.

The results of our approach

The results of our modelling are
shown in Figure 6.1. This figure
shows the impact of increasing
accelerated depreciation by $144
million over the forthcoming AA
period. If we do nothing (orange
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lines), our network would strand
in all scenarios except the one
where hydrogen is most
successful, and prices would rise
substantially for customers.

Accelerating depreciation allows
the network to continue to provide
services at prices lower than the
regulatory constraint imposed by
the model for a significant period
of time in almost all scenarios, as
well as recover our invested
capital.?! This significant period of
additional operation allows us
ample time to prepare for our
future, and at a relatively small
cost today.

Bringing forward some
depreciation in the next AA period
also results in an increase in
demand itself in all scenarios
except Electric Dreams. Since we
bring forward depreciation from a
time when demand is more
sensitive to a time when it is less
sensitive, the increase in future
demand from lower prices is
significantly greater than the loss
in current demand in each
scenario. This increase ranges
from 7 percent in Hydrogen Hero
to more than 50 percent in Dual
Fuel. This points to a significant
gain in the efficiency of the use of
the asset, just from changing the
depreciation schedule. It will also
assist to ensure price stability
during the transition.

The model does not solve for

either decreasing or are stable.
The modelling shows that our
proposal makes significant inroads
into protecting the long term
interests of consumers and our
business while also delivering
price stability. Sensitivity analysis
around this central result is
provided in Attachment 6.1.
Significant increases in
depreciation now do not give rise
to substantially better long run
demand or price performance and
significant decreases in
depreciation do not allow us to
manage our risks effectively. We
consider our proposal achieves a
reasonable balance based on
those results.

Incenta expressed the following
view in its expert report which
assessed ourproposal:??

In our view, the outcomes of
the Victorian Networks
modelling provide a firm basis
for accepting that their
proposed advancements of
depreciation would better
meet the requirements of the
gas regulatory regime than
the current depreciation
method (straight line
depreciation with an
Inflation-indexed capital
base).

We note that we may need to
adjust our proposal to accelerate
depreciation to take into account
further information we receive

Afopti mal o0 ndneopntse ¢ i a taften lodging this Final Plan,

but rather serves as a way to test
different proposals. Our proposal
to accelerate $144 million of
depreciation was developed to
balance the need to start
addressing the risks that arise
from the future uncertainty with
our commitment to and
desirability of ensuring prices are

21 We impose a price constraint of 1.7 times current prices as the maximum for the model and this maximum (grey line) price would

including the Gas Substitution
Roadmap and other key Federal,
State and Local Government
policy announcements.

6.6 Summary

Our future of gas approach has
looked at the complex question of
how our network might evolve
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over coming decades, where
multiple future realities for the

energy sector are feasible. We
have found that our interests and

those of our customers are
inextricably interlinked; if we

cannot remain competitive, prices

for customers will rise, and
ultimately, we will see some of
our assets strand.

However, it is possible, if we act

early enough, to address this

issue; a relatively small change in

depreciation allows us to offer
smoother prices to consumers
and, as a consequence,

significantly reduce our own asset

stranding risk.

leave around 8% of our RAB unrecovered by 2047 in the Electric Dreams scenario, and around 4% (in 2095) for Dual Fuel. A

slightly higher price now, if all owed, would likely allow full asset recovery. AGN is slightly more challenging than Multinet because

electricity prices are slightly lower in those parts of Melbourne. This is discussed in more detail in Chapter 4 of Attachment 6.1

22 See Attachment 6.4 [79]
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/ Pipeline and reference services

Our pro posed services for the next AA period are largely

the same

as those currently provided by the Victoria and Albury distribution

networks.

IN THIS CHAPTER:

I We prop ose to largely maintain the same suite of reference and non
reference services in the next AA period.

Our proposed ref erence services include a range of haulage and
complementary ancillary services.

We offer a range of
pipeline services to meet
our

In the current AA period we have
offered a number of different
haulage and ancillary services.

The haulage services and most
commonly used services arcillary
to providing a haulage service
have been classified as reference
servicesi haulage reference
service (HRS) and ancillary
reference services (ARS).These
services, which have accounted
for over 99% of the revenue
earned in the current AA period,
are the basis of the reference
tariffs approved by the AER in the
current AA period.

A small number of less frequently
used services have been classified
as non-reference services, with

customer sb

23 see:

24 See

the price reflecting the cost of
providing the services by AGN.

Basedon the stakeholder
feedback received to date, we
propose to largely maintain the
same suite of reference and non-
reference services we propose to
offer in the next AA period.

The following sections provide
further detail on the reference and
non-reference services we
propose to offer in the next AA
period. Details of the price and
other terms and conditions that
will apply to the reference services
are provided in subsequent
chapters of this Final Plan

7.1 Regulatory
framework

This Final Plan describes all of the
pipeline services that we can
reasonably provide. It also
specifies which pipeline services

are proposed to be the regulated
reference services we intend to
provide, which must be consistent
with the AERO6Ss
Propasal (RSP) decision, unless
there has been a material change
in circumstances.

On 1 July 2021 we provided our
RSP to the AER for thenext AA
period.? This RSPwas developed
on the basis of feedback provided
by our customers and
stakeholders, and the reference
service factors set out in the
National Gas Rules.

The AER consulted onthe RSP
with stakeholders and in
November 2021 approved our
proposal.?

Ref erence


https://www.aer.gov.au/system/files/AGN%20Vic%20Albury%202023%E2%80%9328%20-%20Reference%20service%20proposal%20-%20AER%20final%20decision.pdf
https://www.aer.gov.au/system/files/AGN%20Vic%20Albury%202023%E2%80%9328%20-%20Reference%20service%20proposal%20-%20AER%20final%20decision.pdf

Reference service factors

The reference service factors in
the NGR require consideration
to be given to:

Actual and forecast demand for
the service and the number
of prospective users of the
service;

The extent to which the service
is substitutable with
another reference service;

The feasibility of allocating
costs to the service;

The usefulness of specifying a
service as a reference
service in supporting
negotiations and dispute
resolutions for other
services and

The likely regulatory cost.

7.2 Customer and
stakeholder
eng agement

When developing our RSP, we
met with our VGNSR and RRG.
Through this engagement
process, we asked whether:

i the services offered in the
current AA period met our
customer sb

i the current reference services

are appropriate to continue in
the next AA period,;

i there were any additional
services that should be
reference services; and

i there was support for
alignment of services across

the three network businesses.

Our reference groups generally
supported the retention of the
existing reference services and
non-reference services for the
next AA period as they met our
customer so

One member of our RRG
suggested one additional service
(Cross Mder Investigations)
should be classified asan ARS
However given the low demand

we considered it should remain as

a non-reference services at this
point.

No additional services were

considered necessary by reference

group members.

After submitting our RSP, the AER

provided stakeholders an
opportunity to comment before

making its final decision. The AER

received one submission, which
focussed on promoting price
transparency on our non-

reference services. Providing cost
needs ;transparency to our customers is

Table 6.1: Customer insights on pipeline and reference services

What we heard

1 Stakeholders supported the proposed reference and non

reference services.

Final Plan Outcome
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embedded in our existing
processes, however we will

continue to improve our processes
to ensure our services meet our
customerds needs,
understand how the cost of those
non-reference services have been
determined.

needs.

Our response

We propose to largely maintain the same suite of

reference and non-reference services in the next
AA period, which is consistent with our Reference
Service Proposal approved by theAER in
November 2021.

Stakeholders support our proposal to largely maintain the same suite of reference and non-reference services in the
next AA period, which is consistent with our Reference Service Proposal approved by the AER inNovember 2021.

Stakeholders (retailers)

were supportive of our proposed pipeline and reference services.




7.3 Pipeline services

Table 6.2 sets out the reference
and non-reference services we
propose to offer in the next AA
period and consistent with the
AEROGSs

The classification of the services in
this table as either reference or
non-reference services is largely
consistent with the classification
that applies in the current AA
period. It is also consistent with
our July 2021 RSR which the AER
approved in November 2021.

As Figure 6.1 shows, the proposed
reference services have accounted
for over 99% of the revenue
earned by AGN in the current AA
period, while non-reference
services have accountd for
around 0.5%. What this m eans is
that the AER determines the price
we charge for services that make
up more than 99% of our

revenue.

7.3.1 Reference
services

In the next AA period, we propose
to offer two haulage services and

six ancillary services as reference
services (refer Table 6.1).

Our haulage reference services,
which is the delivery of gas to our
AGN customers fall into two
categories:

volume haulage service, delivering
gas to around 740,000
residential and over 23,000
commercial customers; and

demand haulage service,
delivering gas to over 280
industrial customers.

The proposed reference services
remain the same as those in the
current period, with on e non-
reference service (Appointment
for Special Meter Read) proposed
to be classified as an ARS in the
next AA period.

RSP decision.
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Figure 6.1: VIC and Albury distribution network share 2016 to 2020

0.5%

2%

96%

= Volume haulage reference services = Demand haulage reference services

Ancillary references services

Consisent with the reference
services factors, these services

i are the most sought after
services by our customers;

i are not generally substitutable
with other services;

i1 have largely predictable costs
that can either be attributed
to individual users or
reasonably allocated across
users of a particular service;

i can aid prospective users in
access nhegotiations and
dispute resolution for ot her
pipeline services and

T will minimise the regulatory
cost for all parties.

7.3.2 Non -reference
services

In the next AA period, we also
propose to offer several non-
reference services.

These services have been
classified as non-reference
services because, in contrast to
reference services:

i are generally substitutable
with other services;

= Non-neference services

1 the demand for these services
is relatively low and in most
cases unpredictable; and/or

i the cost of providing most of
these services varies markedly
depending on the specific
customer requirements.

We are proposing to treat two
existing non-reference services
(Downgrade Meter Size and
Pressure Changé that are
currently classified as Other non-
reference services as separately
identified non-reference services
in the next AA period.

While we are not proposing to
define these services as reference
services in the next AA period, we
understand customer preferences
are changing. We will therefore
re-evaluate the classification of
services for the subsequent AA
period and consult with our
stakeholders at the time.

7.4 Summary

We propose to largely maintain
the current set of reference and
non-reference services in the next
AA period. Our customers support
this approach, which is also
consistent with our RSP approved
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by the AERin November
2021.Table 6.2: Summary of
pipeline services for the Victoria
and Albury distribution networks
2023/24 i 2027/28.

Table 6.2: Summary of pipeline services for the Victoria and Albury distribution networks 2023/24 i 2027/28

Service Description

Haulage Reference Services

Volume Haulage ~ The delivery of gas to through an existing Volume Delivery Point (DP).

Service A DPis a volume DP for a given period if it is not a Demand DP.

Demand Haulage ~The delivery of gas through an existing Demand DP. A DP is a Demand DP if the Quantity of

Service Gas delivered at that DP has either:

1 exceeded 10 TJ in the preceding 12 month period (or, if less than 12 months of data is
available, 10 TJ reduced in proportion to the period for which data is available as a
proportion of 365 days); or

1 exceeded 10 GJ in any hour during the preceding 12 months.

Ancillary Reference Services

Meter and Gas On-site testing to check the measurement accuracy of a Metering Installation and the
Installation Test soundness of the gas installation downstream of the Metering Installation.

Disconnection Disconnection by the carrying out of work using locks or p lugs at a Metering Installation in
order to prevent the withdrawal of Gas at the DP.

Reconnection Action to restore the ability to withdraw Gas at a DP, following an earlier Disconnection (that
is, the removal of any locks or plugs used to isolate supply, performance of a safety check
and, where necessary, the lighting of appliances).

Meter Removal Removal of a meter at a Metering Installation in order to prevent the withdrawal of Gas at the
DP.

Meter Reinstallation of a meter at a Metering Installation, performance of a safety check and the

Reinstallation lighting of appliances where necessary.

Special Meter Meter reading for a DP that is in addition to the scheduled meter reading that forms part of

Read the Haulage Reference Service.This service alsoincludes a service request for an

appointment to read a meter.

Non-reference Services

Same day Used for jobs requested to be done on the same day. This premium is in addition to the
premium charge  original job charge like the reconnection service.

Disconnect This may be requested by RB, or by Distributor as a matter of safety, when disconnection of
service in street supply is intended to be longer term due to non -payment of outstanding account by

for debt i consumer.

requiring

excavation

Incomplete Meter  Original Meter Fix request was unable to be completed on appointment date due to site not
Fix ready and includes 'no access to site' or appliances not installed.
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Service Description

Alter Meter To be used when a customer is requesting the relocation of an existing gas meter to a new
Position position.

Attend meter fix Where a consumer requests a meter to be connected to a property where the gas main and
after faults service pipe are already connected.
rectified

No Access (gas Field crew could not gain access to the property on the agreed day to perform the service.
meter)

Other non- Any other non-reference service requested by the customer or retailer and which the Service
reference Provider agrees to provide.

services

Cross Meter Used when investigating Cross Meter enquiries - charged if not a Crossed Meter.
Investigations

Reconnect Used to request reconnection of gas supply, previously disconnected in the street, following

Service in street satisfactory payment by consumer (or other agreed arrangement).
after payment

Relocate savice Used to relocate the service or "Inlet" pipework.
pipe

Upgrade service Used when the increased gas load requires a larger capacity of service line to be installed.
request

Downgrade To be used where a retailer requestsa ¢ u s t o neeto lledowmgeated.
Meter Size

Pressure Change To be used when a customer requests a change in gas pressure and may involve a regulator.
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Our operating expenditure will ensure we maintain the strong

performance our customers

value, provide tailored support to

customers in vulnerable circumstances and communicate our

plans for decarbonisation

IN THIS CHAPTER:

9  Our opex forecasts have been developed using the

methodology approved by the AER.

We have delivered real opex savings of around 5% compa

base -step -trend

red to our

benchmarks, while also servicing a forecast 70,000 net additional
customers. Lower costs and higher connections will benefit

customers through

lower prices in the next period.

We are proposing two new opex initiatives in the next AA period
which have been shaped by our customers and input from

stakeholders; the Priority Services Program and renewable gas
communications.

the total costs we are incurring
now and project those costs
forward, but for some items we
develop specific forecastsgiving
consideration to the individual
factors that drive those costs.

The operating
expenditure (opex) we
incur supports the safe,
efficient and reliable
delivery of gas to homes
and businesses every
day. It ensures we can
meet the service
expectations of our
customers and the day -
to -day needs of our
workforce

On an aggregate basis, our opex
is forecast to be $490 million over
the next AA period (see Figure 8.1
and Table 8.1. Excluding the
effect of our proposed changein
capitalisation policy, this is around
13% ($51 million) higher than
what we expect to incur in the
current AA period (forecast to

Consistent with our approach in December 2022).

previous reviews, we have
adopted t hestepERGs blAigicrease in opex can be
trend methodology. This means attributed to the recent short term

for most opex items we look at hlgh inflation (arOUnd $5 mi”ion),

real cost increases of some costs
that we have incurred over the
current AA period from 2018 to
2021 (in particular, higher safety
levies), along with new activities
in the next AA period including
uplift of our cyber security,
renewable gas communications
and our Priority Service Program.

For most other categories we
have been able to keep costs at
similar levels to those we will
incur in the current AA period,
despite servicing an additional
70,000 net customers in the
current AA period and a further
54,000 net in the next AA period.
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Table 8.1: Total forecast opex ($million, 2022/23)

Category $m June 2023

Current AA Next AA  Drivers
period period

Baseyear opex excluding

DRC

402.3 V' Overall real cost saving of ~4% compared to
benchmarks and reflecting real cost increases
incurred between 2018 and 2021

Pluschange in capitalisation

of some overheads

37.7 V' We have adjusted our base year for a change in
the capitalisation of some overheads (i.e. have
opted not to capitalise some costs, and kept
them as opex)

PlusTrend

18.3 V Includes real labour cost escalation, output
growth and 0.4% pa productivity growth

PlusCapex to opex activities

16.3 V' Activities previously treated as capex which do
not extend asset lives

Pluscyber security uplift step

change

6.9 V' Uplift cyber risk management capabilities in line
with new obligations and good industry practice

Plusrenewable gas

communication step change

3.0 V' We are investing in a renewable gas
communications package as, while 88% of
customers consider decarbonisation as important,
very few know about the decarbonisation plans
for the gas networks

PlusPriority
ServicesProgram

Total opex excluding DRC

Figure 8.1: Comparison of opex
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Figure 8.2 below shows a
comparison of benchmark and
actual opex per customer in the
current AA period compared to
forecast opex per customer. It
shows that we have achieved a
reduction in opex per customer in
the current AA period compared
to benchmarks and that opex per
customer is also forecast to
decrease in the next AA period,
before the proposed changes in
capitalisation and new activities.
While new activities increase
overall cost of service per
customer by $4, the change in
cost treatment represents a shift
rather than an increase in total
costs.

The incentives provided by the
operation of the Efficiency
Carryover Mechanism(ECM),
coupled with our internal and
external controls, will continue to
ensure that the opex we incur is
both prudent and efficient. This
will also ensure that any cost
savings are passed through to
customers, in the same manner as
the efficiencies achieved in the
current AA period will be.

The following sections provide
further detail on the standard our

forecasts must meet under the
regulatory framework, the
forecasting method we have used
and our forecasts for the next AA
period. Further detail is also
provided on how we have
performed in the current AA
period and how we ensure the
expenditure we incur is both
prudent and efficient.

All numbers quoted in this section
are expressed in 2022/23 dollars,
unless otherwise stated.

8.1 Regulatory
framework

Our AA proposal must include the
forecast opex for the next AA
period.

In keeping with the NGR, our
forecast must reflect the
expenditure that would be
incurred by a prudent gas pipeline
business, acting efficiently, in
accordance with good industry
practice, to achieve the lowest
sustainable cost of providing
services to our customers.

Our forecasts must also be arrived
at on a reasonable basis and
represent the best forecast or

Figure 8.2: Comparison of opex per customer
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estimate possible in the
circumstances.

8.2 Customer and
stakeholder
engagement

We have developed our opex
proposal in consultation with our
customers and stakeholders.

A summary of customer and
stakeholder insights that relate to
our opex is provided in Table 8.2.

8.2.1 Customers

Customers told us they value their
current gas supply and expect
levels of public safety and
reliability to be maintained. While
price is the top priority for our
customers, they are adamant
lower prices should not
compromise safety or reliability.
With this in mind, our opex
proposal focuses on maintaining
current levels of safety and
reliability, while also keeping
prices stable.

$14

Next period forecast

H New activities
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Table 8.2: Customer insights for our opex plans

What we heard Our respon se

1  Customers expect us to maintain current levels of Our opex proposal has been developed to
reliability, safety and customers services. maintain current levels of safety, reliability and

. N . . customer service.
i1  Stakeholders would like us to minimise expenditure while

the future is uncertain. We recognise there is policy uncertainty and have
used the most up to date information available to
9  Stakeholders would like to better understand the drivers inform our proposals. We note we must continue
of our change in capitalisation proposal before they can to maintain and invest in our network to ensure
support it. we meet our safety and reliability obligations and

deliver on the expectations of our customers.
1  Customers strongly supported the idea of new services

designed to support customers experiencing vulnerability,
noting the impacts of Covid-19 in their communities.

Sections 8.4.1 and 8.4.2 explain the drivers for

our proposed changes in capitalisation of

overheads and capex to opex activities. An

f Most stakeholders support our proposal to introduce a independent review of the changes is also
Priority Services Program in Victoria. A few expressed the ~ Provided as Attachment 8.3 to this Final Plan.
need to ensure effective safeguards are established when  \ve have included the Priority Service Program in
developing the Priority Service Register. our Final Plan. The proposed program which has

. been developed through engagement with the
1  Stakehdders are keen to see more detail on the PSP Priority Service Panel is outlined in Section 8.6,

including the specific activities being proposed and where | . 0 detail available in our PSP Business
spend is being allocated. Some questioning whether these  ca5e (Attachment 8.2).

activities should be funded through a step change.
We have reduced the opex step change we are

i1  Social Service Organisations had a strong peference for seeking in relation to our proposed renewable gas
the Priority Service Programto be Victoria wide, as communication and education program by over
opposed to network specific. half from our Draft Plan. The proposed

communication and marketing activities will be

I Customersasked AGN to do more to engage and funded by the business (no step change) and the
community with customers on renewable gas. Customers  uplift in community education activities and school
strongly support AGNO6s proposal f or a program will be funded by customers through a
communications and education package that includes step change (see Section 8.7 and Attachment
community activities and student learning and education. ~ 8.2).

1 We received mixed levels of support from other We have listened and engaged ACIL Allen to

undertake some further opex productivity analysis
for AGN Victoria and Albury which is provided in
Attachment 8.6. We will use this work to engage
further with stakeholders post-lodgement.

stakeholders for investment in renewable gas
communication and education. Stakeholders felt strongly
that communication and marketi ng activities should not be

funded as part of a step change.
We will continue to engage on our opex plans
ﬂ Stakeh0|ders questionaj Whether the 04%pa during our post_'odgement engagement program_
productivity is sufficiently ambitious, and whether AGN

South Australia is a good comparison.

Final Plan Outcome

Our opex proposal will ensure we can maintain strong safety and reliability performance and continue to meet
customer service expectations.

This Final Plan provides detailed supporting information to support our proposed opex programs (see Attachments
8.17 8.6).

Customers were highly supportive of our opex plans, particularly Renewable Gas Education and the PSP.

Stakeholders wanted to see us minimise opex expenditure while the future is uncerta in.




Tailored and accessible services
designed to better support priority
customers and those experiencing
vulnerability is critically important
to customers. Our opex proposal
will ensure continued
improvement in customer service
experience in terms of inclusivity
and accessibility of
communications and new
investment in a Priority Service
Program for customers
experiencing vulnerability. More
information on our Priority Service
Program can be found in section
8.5.

Customers seek communication
that raises awareness about
renewable gas and equips them
for decision-making around their
future energy mix. They
expressed a desire for AGN to play
arole in educating customers and
communities at large about
cleaner energy and 90% of
customers supported our draft
proposal for renewable gas
communications and education.
Our renewable gas
communications and education
program is discussed in section
8.6.

8.2.2 Stakeholders

Stakeholders are supportive of
maintaining safety, reliability and
customer service. However,
throughout our consultation
process, stakeholders emphasised
they would like us to minimise
expenditure while the future is
uncertain.

Stakeholders were supportive of
how we have developed our
proposal with most of the
discussion focussed on base year
adjustments and new proposals,
including changes in capitalisation,
the Priority Service Program and
renewable gas communications
and education.

In particular, stakeholders wanted
to understand what was driving

the proposed changes in
capitalisation. This Final Plan
includes more information on the
drivers for our proposed changes
in capitalisation (section 8.4.1)
and capex to opex activities
(section 8.4.2). We also had these
proposed changes independently
revi ewed by BDO.
provided as Attachment 8.3 to this
Final Plan.

The majority of stakeholders were
supportive of our proposed
Priority Service Program,
acknowledging the role networks
play in the face-to-face
relationship with customers.
Collaboration with other
organisations including retailers
and social service was a strong
theme in our discussions. More
information on our proposed
Priority Service Program can be
found in section 8.5.

There was mixed support amongst
stakeholders for our renewable
gas communications and
education program (in contrast to
strong support from customers).
We consider this is a very
important program as our
business and customers navigate
the energy transition. However,
we have halved the step change
(from the Draft Plan) associated
with the program to cover the
community engagement activities
and school sé
strongly valued. We will absorb
the other costs associated with
the proposed program. More
information on our revised
renewable gas communications
and education step change can be
found at section 8.6.

program which
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they
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8.3 How we develop
our opex forecast

Our opex forecast for the next AA
period has been developed using
the base-step-trend approach for
our opex excluding ancillary
reference services, UAFG and debt
raising costs (DRC). A bottom-up
approach has been used to
develop category specific
forecasts for opex categories that
cannot reasonably be estimated
using the base-step-trend
approach (i.e. debt raising and
Priority Service Program).

The use of this approach is
consistent with thi
preferred approach and the
approach we have used in prior
AA periods.

Figure 8.3 illustrates the key
elements of this approach.

8.4 Our opex forecast
for the next AA
period

The following sections set out how
each element of our opex forecast
has been developed.

8.4.1 Base year opex

Selecting our base year

Under the base-step-trend
approach, the actual costs
incurred in the penultimate year
of the current AA period are used
as the base for forecasting costs
in the next AA period. This year
represents the most up to date
actual cost information available
at the time that the AER will make
its decision.

The penultimate year of the
current AA period is 2021. Actual
costs incurred in 2021 have been
used as the base yea.

Figure 8.3: Forecasting method used for opex

\ 4
Step 2 Step

Account for any step changes in opex that are expected to occur over the next
AA period (e.g. as a result of changes in legislative or regulatory obligations)
that are not adequately compensated for in the base year or rate of change.

Step 3 Trend

Account for changes in input costs, output growth and productivity growth that
is expected to occur in the next AA period through the application of a ‘rate of
change’ to the base year opex and, where relevant, step change opex, where:
rate of change = input cost escalation + output growth — productivity growth

Step 4
Category specific forecasts
for other opex categories

Add the expenditure that is expected to be incurred for other opex categories
that can’t be forecast using the base-step-trend approach (e.g. debt raising
costs and priority services program)




Removal of non -recurrent
opex

As noted in Figure 8.3, once the

base year costs are determined,

they must be adjusted to remove
any non-recurrent costs.

Unaccounted for gas (UAFG) costs
in Victoria are the responsibility of
the retailer. To incentivise us to
maintain our network in a way

that minimises gas losses, the
Essential Services Commission in
Victoria (ESCV) sets an efficient
benchmark for UAFG. If losses are
above the benchmark, we must
pay the retailer for the additional
gas it has had to purchase, if
losses are below the benchmark,
we are compensated for the gas
saved by the retailer.

As this can vary year-to-year, and
the efficient level is deemed to be
zero (i.e. UAFG on our network is
in line with the benchmark and
hence no payments between us
and the retailer are required) we
remove non-recurrent UAFG costs
incurred in the base year. The
adjustment for non -recurrent
UAFG costs in 2021 is $1 million.
All other costs incurred in 2021
are recurrent, therefore no further
adjustments have been made.

Adjusting the base year to
reflect a full year of costs for
some recurrent activities

The base year may also be
adjusted to reflect a full year of
costs for recurrent activities which
have not been incurred for the full
year of the base year.

For AGN, the opex we have
forecast to incur in 2021 reflects a
full year of all recurrent activities,
therefore no adjustments have
been made.

Removal of opex categories to

be forecast separately

The final adjustment that must be
made to the base year costs is to

remove those opex categories for
which category specific forecasts
are required to better estimate
efficient costs.

As noted above, we have
developed separate forecasts for
the costs associated with ancillary
reference service and debt raising
costs. We have therefore excluded
$3 million from the 2021
estimated expenditure to remove
the costs associated with ancillary
reference services, and $1 million
for debt raising costs. This is
consistent with our Draft Plan.

Accounting for change s to

capitalisation of overheads

Base year costs must also be
adjusted to account for any
changes in the treatment of costs.

Our capitalised overheads account
for around $12 million of
expenditure per year. These
overheads relate to activities
undertaken by our lead contractor
APA, such as:

i the cost of operations
administration, operations
management and regional
operations involved in the
management of capital
projects;

1  the network management fee
payable to APA for
management of the network;

1 network analysis, design,
mapping and costing support
in relation to network
extensions and modifications;

i  technical assurance, which
includes technical audits,
employee training and
competency assessment;

1  costs of providing design and
engineering services for high-
pressure and non-standard
distribution assets; and

i indirect costs to support the
provision of the above
activities such as property
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costs, human resources and
HSE.

We have reviewed the activities
included within our overhead
costs which we have historically
capitalised. We have identified a
portion of these activities which
are more akin to operating
expenditure than capital
expenditure, and we are
proposing they be treated as
operating expenditure going
forward. These activities are:

i the costs of operations
administration, operations
management and regional
operations involved in the
management of capital
projects;

1  the network management
fee; and

1 indirect costs to support the
provision of the above
activities such as property
costs, human resources and
HSE.

We engaged BDO to
independently review this
approach against accounting
standards and regulatory
precedent in Australia. BDO
agreed treating these costs as
opex is reasonable and consistent
with accounting standards and
regulatory precedent, and how
other businesses treat similar
costs. BDO®6s
Attachment 8.3 to this Final Plan.

To account for this capitalisation
policy change in the opex
forecast, $8 million (or 65%) of
the forecast capitalised overheads
for 2021 have been included in
the base year opex. This results in
a $38 million increase in the five
year base expenditure. An
offsetting change has also been
made to our capex forecast for
the next AA period, resulting in a
capitalised overhead rate of 4%
compared to 10% in the cur rent
AA period. This is consistent with
the values proposed in our Draft

report
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Plan and similar to the overhead
rate that applies in MGN.

The reclassification of these costs
will have no effect on our overall
costs, because the increase in
opex arising as a result of the
reclassification will be offset by a
reduction in capex.

Base year opex used for
forecasting

The base year opex that we have
used for the purposes of the Final
Plan is $78 million. The costs can
be assumed to be both prudent
and efficient given the operation
of both:

1 the ECM (see Chapter 12),
the objective of which is to
provide a continuous
incentive to pursue
efficiencies and achieve the
lowest sustainable cost of
providing services in every

year; and

our internal and external
controls on asset
management, procurement
and financial governance (see
Governance), the objectives
of which are to ensure we
undertake opex in a prudent
and efficient manner, in
accordance with good
industry practice.

To this end, the AER noted in its
decision for the current period
that:

AAGN's opex was subject to the
incentives of an ex ante regulatory
framework, including the
application of an efficiency
carryover mechanism in the 20131
17 period. Typically, where a
service provider Is subject to
these incentives, we are satisfied
there /s a continuous incentive for
a service provider to make
efficiency gains and it does not
have an incentive to increase its

25AER, AAttachment 7

2018 to 220 July 2017, p 12.

opex in the proposed base year.
Taking this into account, and in
the absence of any evidence to
the contrary, we are satisfied
AGN'sproposed 2016 base year
reflects its year-to-year opex
requirements. %9

The costs we incur in the base
year will therefore provide a
prudent and efficient basis for
forecasting opex in the next AA
period.

Table 8.3: Establishing the base year
for forecasting opex in the next AA
period ($million, 2022/23)

Category

Total opex 81.9
Minus UAFG and 0.7
provisions

Minus category 4.9
specific forecasts

(debt raising costs

and ancillary

reference services)

Base year opex 76.3
Pluschange in 7.5

capitalisation of
overheads

Base year for

forecasting

O p & Deaidion AugtralExGas Netivorks Victagia and Albunadas access arrangement
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Another tool used to consider

efficiency of the base year is Figure 8.4:Normalised opex per customer (2015-2019)

industry wide benchmarking. The 300
most recent industry
benchmarking study for gas 250
distributors was undertaken by
Economi Insights in June 2020. 200
Economic Insights analysis shows
that AGN Victoria and AGN 150
Al buryés actual op: ) N _
between 2015 and 2019 was 100
below the average, with
normalised opex per customer 50
(which takes account of several
variables such as customer 0
numbers, mains length, capital & e 0 055\?" \L%V < e e:3" \}@é >
stock and time) at or around the }@"r v © N
a\./era.ge. We also note AGN mmm Actual ===Normalised ----- Average
Victoria and Albury achieved opex
efficiency gains over the period S
2015 to 2019, and that 2021 opex
(which forms the base year) is 2500
consistent with 2019 levels.
200.0
8.4.2 .Step changes and 500
Capex to Opex P | R T N
Activities 1000
The next element of the base- 50.0
step-trend approach requires any
6step changesod in « oo
AA period to be identified. Step vﬁ‘\ e o 9 @é‘“ « v"‘\ﬁ? * N @}&“ * @@‘* ®
Changes may arise as a result of —JActual Opex per Cust($) == Normalised Opex per Cust ($) ---Averzg; normalised

changes to legislation, regulatory

obligations, new activities or

where it is efficient to s ubstitute i additional opex for the

capex with opex. delivery of more digital
customer servicesi absorb;

Table 8.4: Opex step changes in the
next AA period ($million, 2022/23)

Category Total AA

Cyber uplift 6.9

Step Changes
1 anew renewable gas

number of potential step changes education program i opex

in opex over the next AA period, step change; and

we donét intendé to seek addition
funding for all of these at this 1 one-off opex activities

time. A summary of positive step associated with our hydrogen
changeswe expect in the next AA readiness network adaptation
period, and how we intend to plansi absorb.

treat them, are:

Renewable gas 3.0
education

Total step

changes

As acritical infrastructure

i - levels to continue the uplift
business, we are uplifting our

1 higher IT opex driven by program and then maintain

cyber security capabilities in line
with new legislative obligations
and the risks our business faces
from cyber threats. This requires
additional workforce and security
services compared to current

continuing requirements to
improve our cyber security T
opex step change;

ongoing good practice cyber risk
management. More information
on our cyber program can be
found in our AGIG One IT
business case at Attachment 9.14.
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Our renewable gas
communications and education
program has been developed in
response to customer feedback.

In our Draft Plan we pro posed $7
million for broad communications,
more community engagement
activities and a school education
program. While 90% of customers
who participated in our workshops
supported our proposed program,
there was mixed support from
stakeholders, with some feeling
strongly that communication and
marketing activities should not be
funded as part of a step change.

We have therefore revised the
step change for renewable gas
communications and education in
this Final Plan to $3 million. This
reflects that the business will fund
the broad marketing and
communications activities
proposed, with customers
(through this proposed step
change) funding the uplift in
community engagement activities
and new school education
program. This is consistent with
the areas strongly valued by our
customers and will ensure that
customers are aware about
renewable gas and equipped with
information to support them in
their decision-making around their
future energy mix. More
information on our renewable gas
communications and education
program can be found at section
8.6 and in our renewable gas
communications and education
business case at Attachment 8.2.

Capex to Opex Activities

In addition to the step cha nges
outlined, we have also identified
programs previously classified as
capital expenditure that would
better fit the definition of opex.

We engaged BDO to
independently review this
approach against accounting
standards and regulatory
precedent in Australia. BDO

agreed treating these costs as
opex is reasonable and consistent
with accounting standards and
regulatory precedent, and how
other businesses treat similar
costs.
Attachment 8.3 to this Final Plan.

The forecast scope ard costs of
these capex to opex activities
have been developed using a
bottom-up approach.

The activities include;

1 a HDPEsampling and
assessmentprogram which
will collect material samples
from across the HDPE
network and have them
assessed to determine the
remaining life of these mains,
and inform ongoing asset
management required in
future AA periods;

1 sampling of high pressure
small diameter steel mains
from 50 locations across the
network to better understand
asset condition;

1 reactive mains replacement
where we reactively repair
and replace small sections of
mains which have failed in
service;

1 inline inspection of
transmission pipelines using a
tool called a pig; and

i direct current voltage gradient
survey and coating repairs on
pipeline.

Table 8.5: Capex to Opex transfers in
the next AA period ($million, 2022/23)

Category Total AA

BDOO6s report HDPE Agséssment d el@ as

Steel sampling 0.6

Reactive Mains 6.6
Replacement

Pipeline Inline 2.6
Inspection

DCVG Surveyand 53
Coating Repairs

Total Capex to

Opex

8.4.3 Trend

The final element of the base-
step-trend approach requires
consideration to be given to the
extent to which our costs are
expected to change over the next
AA period as a result of:

i input cost escalation;
i output growth; and
i productivity growth.

These three factors are accounted
for through the application of the
trend rate of change to the base
year opex and, where relevant,
any step changes.

We engaged independent experts
to develop forecasts for
components of the trend, resulting
in a trend rate of change of 1.4%
per year. Further detail on the key
determinants of this rate of
change is provided below.



Input cost escalation

The input cost escalator accounts
for costs that are expected to
increase at a different rate than
inflation (real cost escalation).

To calculate the input cost
escalation rate we have applied
the AER benchmark weights as
follows: 26

1  labour costs are assumed to
account for 59.7% of our
opex and are forecast to
grow in real terms by an
average annual rate of 0.7%
per year over the next AA
period; and

1  materials costs are assumed
to account for 40.3% of our
opex and are assumed to
grow in real terms by 0%
per year over the next AA
period.

The growth rate assumed for
labour costs is based onthe
average of the Wage Price Index
forecasts for Electricity, Gas,

AGN

Water and Wastewater Services
developed by BIS Oxford and
Deloitte Access Economics (as
shown in Table 8.8).

We engaged BIS Oxford to

provide input price escalation

forecasts t0 2027/28. B1 S Oxf or
report is provided as Attachment

8.4 to this Final Plan. The AER
engages Deloitte Access

Economics to provide input price
escalation forecasts. We have

used the Deloitte Access

Economics forecasts the AER used

in its most recent decision for
AusNet bés Victorian
Transmission business.

The materials cost growth rate is
based on the growth rate
assumed by the AER in recent
regulatory decisions, which is
zero.

The application of these
assumptions results in a real (i.e.
before inflation) average annual
input cost escalator of 0.4% per

Table 8.8: Calculation of annual real labour cost escalation
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year over the next AA period (see
Table 8.9).

Output growth

The output growth factor accounts
for the additional opex we will
igcyr &s a result of the forecast
growth in output.

Our proposed output growth
factor has been calculated having
regard to the forecast growth in:

i1 customer numbers over the
next AA period; and

71 kilometres of network over

E 1t Relkt’aA Setiolt. Y

The forecast customer numbers
and kilometres of network added
over the next AA period are set
out in Chapters and 13. We have
applied weights to each factor
consistent with the AER
benchmark rates, with customer
numbers given a 51% weighting
and kilometres a 49% weighting.

The application of these
assumptions results in an average

Labour cost estimates 2023/24 2024/25 2025/26 2026/2 7 2027/28
BIS Oxford (A) 1.03% 1.42% 1.49% 0.87% 0.68%
Deloitte Access Economics (B) 0.18% 0.32% 0.50% 0.28% 0.28%

Annual labour cost escalation

(average of A and B)

0.60% 0.87% 1.04%

0.57% 0.48%

Table 8.9: Calculation of annual input cost escalation (weighted average of real cost escalation for labour and materials)

Category

Labour

Weight

59.7%

2023/24 2024/25 2025/26

0.60% 0.87% 1.04%

2026/2 7 2027/28

0.57% 0.48%

Materials

Annual input  cost escalation

Cumulative input cost
escalation

40.3%

0.00% 0.00% 0.00%
0.52%

0.88%

26 These weights are based on the A E Rigeschmark weights.

0.00% 0.00%
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annual output growth rate of
1.38% per year over the next AA
period (see Table 8.10).

This is consistent with the
approach recently approved by
the AER for
Wales gas distribution network
and our AGN South Australia gas
distribution network.

We consider this approach reflects
the drivers of our costs.

Productivity growth

In applying the base-step-trend
approach, the AER considers
whether there should be an
adjustment to capture expected
changes in the productivity of the
business (which could be positive
or negative).

In this Final Plan, we have applied
annual productivity growth of
0.4% per annum. This is
consistent with the value applied
in our Draft Plan.

In our Draft Plan we explained the
0.4% productivity per annum w as
based on the value accepted for
A G N Sasith Australian network,
work we engaged ACIL Allen to
undertake on productivity trends
for that review and evidence in
ABS statistics of a slowdown in

productivity over the past year,
since our South Australian
Network decision.

Stakeholders queried whether this
value was ambitious enough and

J e me n a twhethdrehe valii® ap pliéd for AGN

South Australia was appropriate
for application to the Victorian
networks. In response, we have
engaged ACIL Allen to update its
analysis for all three of the
Victorian distribution businesses,
plus AGN Albury. ACIL found an
average forecast opex productivity
growth factor of 0.2% pa,
therefore we consider our
application of 0.4% pa is

ambitious. ACIl Lb6s

provided at Attachment 8.6 to this
Final Plan.

The application in this Final Plan
of a productivity growth factor of
0.4% per year over the next AA
period results in a $5 million
reduction in total opex when
compared with a factor of 0% as
was applied in the current AA
period.

8.4.4 Category specific
forecasts

As noted above, separate
forecasts have been developed for

Table 8.10: Calculation of the output growth factor

ancillary reference services and
debt raising costs. Consistent with
our Draft Plan, we are also
proposing a new category specific
forecast for our priority service
program.

The Priority Service Program is
similar to the vulnerable customer
assistance program approved in
our AGN South Australia AA. In
l'ine with the
for that network we have included
this program as a category
specific forecast so that the costs
and activities delivered within this
program can be separately
tracked.

" TRwy it whickoeach of the

category specific costs have been
forecast is outlined below.

Ancillary reference services

Ancillary reference services (ARS)
are services such as speial meter
reads, meter relocations or
disconnection and reconnection
that may be required by individu al
customers from time to time.

Category Weight 2023/24 2024/25 2025/26 2026/2 7 2027/28
Customer numbers 50.6% 1.05% 1.48% 1.45% 1.44% 1.42%
Network length (km) 40.4% 1.59% 1.37% 1.30% 1.33% 1.29%

Weighted output growth factor

Table 8.11: Calculation of output growth net of productivity growth

Category

Weighted output growth factor

2023/24 2024/25

1.32% 1.43%

2025/26

1.38%

2026/27 2027/28

1.39% 1.36%

Annual productivity

Annual output growth net of

productivity

0.40% 0.40%

0.98% 1.03%

0.40%

0.92%

0.40% 0.40%

0. 99% 0.96%

AEROGSs

Fi

na



Our ARS forecast has then been
calculated by multiplying:

i the average annual volume of
each ARS in the last three
years; by

i the forecast average cost of
providing each ARS

We forecast to spend a total of
$21 million for the provision of
ARS inthe next AA period.

Debt raising cost forecast

Debt raising costs are the costs
businesses incur when raising or
refinancing debt and the costs
associated with maintaining a
debt facility.

Our debt raising cost forecast has
been calcul ated
standard benchmark method.

The application of this method
produces a debt raising cost
forecast of $5 million in the next
AA period.

Priority Service Program

Our Priority Service Program is a
new program which provides
tailored services and support to
customers facing circumstances of
vulnerability.

This program is being introduced
in Victoria for the first time in
response to customer and
stakeholder feedback that
supporting customers facing
vulnerable circumstances is
important to them.

We forecast a total of $5 million in
the next AA period to deliver this
program. The costs have been
forecast using a bottom-up
approach for a program of
activities which have been co-
designed with our customers and
stakeholders. For more
information on our Priority Service
Program see section 85 and our
Priority Service Program business
case at Attachment 8.2 to this
Final Plan
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Figure 8.5: Opex in the next AA period by category ($million, $2022/23)

C?)%i’; to Step change,

9 20 PSP 5.0, 1%
Trend, 183, _activities, ' 270

4% 16.3, 3%

Base year

adjustments, 37

8%
ARS 20.

4%
Base 381.7,

8.4.5 Summary

Figure 8.5 and Table 8.12 set out
our forecast opex for the next AA
period.

We expect to incur $495 million in
opex over the next AA period.
This is $34 million above that in
our Draft Plan and 28% higher
than what we expect to incur in
the current AA period (for ecast to
31 December 2022).

The key drivers of the increase
since our Draft Plan are higher
actual opex in the base year
compared to forecast, higher
forecasts for cyber uplift and
capex to opex activities and
higher inflation forecasts for 2022
and 2023.

Excluding the effect of the
proposed changes in
capitalisation, capex to opex and
new activities, our opex in the
next AA period is around 13%
($51 million) higher than what we

78%

expect to incur in the current AA
period. Our opex in the next AA
period aligns with our vision by:

i1  delivering for customers i we
will respond to leaks on our
network (one of the most
important activities we
undertake to ensure public
safety) and maintain our
network assets as required by
our asset management plans
(AMPs) along with other
operational activities to
maintain our strong safety,
reliability and customer
service performance;

1  being a good employer i we
will undertake workplace
health and safety programs,
and employee and contractor
training and development
initiatives to maintain a
healthy, safe and skilled
workforce; and

1  being sustainably cost
efficient i we will pass
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Table 8.12: Opex forecast summary ($ million, 2022/23)

2023/24 2024/25 2025/26 2024/25 2025/26 Total

Base year opex forecast 76.3 76.3 76.3 76.3 76.3 381.7
Change in capitalisation of 7.5 7.5 7.5 7.5 7.5 37.7
overheads

Base year 83.9 83.9 83.9 83.9 83.9 419.3
Capex to opex activities 2.7 4.0 2.7 4.1 2.8 16.3
Cyber security step change 1.3 1.3 14 14 14 6.9
Renewable gas education 0.6 0.6 0.6 0.6 0.6 3.0
Ancillary Reference Services 4.1 4.1 4.1 4.2 4.2 20.6
Priority Services Program 1.2 0.9 1.0 0.9 1.0 5.0

Total opex forecast (ex

debt raising costs)

Debt raising costs 1.0 1.0 1.0 1.0 1.0 5.0

Total opex

through opex savings made in what this means for our
the current period to our customers now and in the
customers and incur similar future.

levels of opex to that incurred
in the current AA period
(excluding the effect of the
change in capitalisation
policy), while facing upward
cost pressures.

The following sections provide
more information on two key
areas of our opex proposal which
have been developed in response
to the insights and feedback from
our customers and stakeholders:

9 our Priority Service Program
to provide additional support
to customers facing
circumstances of vulnerability;
and

i our new renewable gas
education program which
focusses on getting the
message out there about
renewable pathways for gas
distribution networks and



8.5 Priority Service
Program

This section sets out our plans to
improve services for vulnerable
customers over the next AA
period. Since our Draft Plan, we
have made refinements to our
proposed Priority Service Program,
working together with Multinet

and AusNet, the other two gas
distributors in Victoria.

As discussed in Chapter 2, we are
one of the founding businesses
across the energy supply chain
who have committed to the
Energy Charter. The Energy
Charter seeks to bring energy
business together to deliver
energy for a better future, whi ch
includes supporting customers
facing a vulnerable circumstance
as a key principle.

We know affordability and helping
those in need is important to our
customers and stakeholders. In
fact, 93% of customers said that
providing dedicated services to
vulnerable customers was
important or very important.
summarises the key findings on
priority service for customers
facing circumstances of
vulnerability across our series of
customer workshop.

Gas networks have a role to play
in recognising the circumstances
of customers and providing
support. As highlighted in the
CPRCOs report to
fessential servi
exacerbate harm if they do not
respond in an informed, sensitive
way to the personal circumstances

of their Zust omer s . fqundinthe Priority Service

Customers in vulnerable
circumstances can include people
with a disability, those who are
chronically sick, older Australians,
and also those in financial
hardship.
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Figure 8.6: Customer insights on priority services for customers facing circumstances of
vulnerability

Tailored and accessible servies designed
to better support priority customers and
those experiencing vulnerability is critically
important to customers

i Customers recogni that circumstances vary, and support the need to
provide dedicated and tailored support where required.

i1 There is a high level of customer support for AGN providing dedicated
services to priority customers, and ensuring CALD customers have
tailored support and channels to receive information.

i1 Customers emphasise the importance of a fair and holistic definition of
vulnerability.

1 Customers support AGNd6s proposal to create i
role/team, train frontline staff, provide rebates (i.e. for free gas safety
checks) and develop a Priority Service Register.

Importance of AGN providing dedicated services to customers who might be
vulnerable

n=111

W \ery important W Important W Somewhat important W Mot important
To help us design a fit-for-purpose Service Program. Importantly, the
priority service program we set up program has been designed in a
an Advisory Panel of experts from way that:

community organisations and

; . not li Xistin
worked with them over a series of 1 does not duplicate existing

t hworkspgpsdo develop our programs;
c e PpRogeg prigrigy sgyvice pjogram. 1 provides a material uplift in
More information on th e Priority customer service; and

Services Advisory Group

1  considers implementation
engagement and outcomes can be

implications.
Program Busgness Case in Our proposed Priority Service
Attachment 8.2 to this Final Plan. Program is a new program for the
. next AA period, with the following
The feedback received from the S
objectives:

Panel, along with the feedback
and insights gathered through our
customer workshops has helped
us to shape our proposed Priority

27 CPRC, Exploring regulatory approaches to consumer vulnerabilityi A report for the AER, February 2020
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1 Doing more to financially
support our customers and
improve affordability;

1 Improving how we
communicate with our priority
service customers, especially
CALD customers; and

1 Simplifying our processes to
ensure that they are easily
accessed by dl.

To meet these objectives, we
propose the following initiatives,
which were identified as having
considerable customer benefit by
members of our Priority Service
Advisory Panel:

1 The establishment of a
dedicated Customer
Support role within MGN
which will be responsible for
resolving complaints involving
our priority service customers,
liaising with community
organisations, developing
referral programs for our
customer service teams and
implementing the new
services included in the
program.

i Train front line staff to
engage with empathy and
sensitivity and refer priority
service customers to:

9 our program and other
initiatives available from
MGN to support them;

9 dedicated support services
where available and
required;

1 energy efficiency advice
available through trusted
organisations; and

1 Retailer programs that
enabl e

readd their

i1 Improve our
communications  with
priority service and CALD
customers by improving the
accessibility of our
communications, including by

cust emer

=]

making information available
in multiple languages, using
easy English and using visuals
where possible.

Ensuring optionality

around communication
channels to ensure that
priority service customers are
able to choose how they
receive our communications.

Provide funding for:

1 Gas appliancesafety
checks;

1 Emergency appliance
repairs; and

1 Emergency heating and
cooking appliances during
extended outages.

The development of a
Priority Service Register
using an upgraded Customer
Relationship Management
Systemi this register will
form the basis of a range of
services to our priority
customers. The development
of this register would also

Figure 8.7: Our Priority Services Program

Priority Service

Program initiatives’

@) Dedicated customer
support team’

Check-ins
and additional
support during
outages’

CALD
communications’

Gas appliance safety
checks'

&

Emergency
appliance repairs’

mean that customers do not
need to self-identify as
vulnerable, which reduces the
burden of providing proof and
potential stigma associated
with asking for support.

The program is summarised in
Figure 8.7 below.

We will continue to work with the
other Victorian gas networks,
energy retailers, stakeholder
groups, government and social
services organisations in the next
AA period to operationalise the
program.

Customer benefits’

Specialist team trained to
support PSP customers

Additional care

and consideration
during extended gas
outages e.g. heating,
cooking’

Tailored, digital and easy
English comms’

Direct financial benefits to
customers and peace of
mind at home'



8.6 Renewable gas
communications
and education

Customers want AGN to play a
role in educating customers and
communities at large about
cleaner energy. Customers
expressed a strong interest in
learning about the future of gas
and opportunities for cleaner
energy practices. Some customers
cited a desire for information and
transparency on efforts taken by
AGN in the transition to more
sustainable practices. Specifically,
customers expressed interest in
AGN:

i Educating the community
around the future of gas and
the transition to renewables,
in order to increase
awareness and
understanding;

i1 Being transparent on its
progress in the transition to
cleaner energy;

i Being transparent on price
implications as it transitions to
renewables;

1  Informing customers of the
process and impact (such as
on appliances), as a result of
the shift to renewables.

We are also of the view that clear
and informed customer education
and communication is required to
manage any major transitional
change such as the shift away
from natural gas to renewable
gas. A prudent service provider
acting efficiently would seek to
ensure its customers are informed
and educated about such a large
transition. The low levels of
customer awareness of our low
carbon future support this.
Related, if our customers are not
aware of our future, they are
more likely to choose alternate
energy such as electricity, where
awareness levels are far greater.
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Figure 8.8: Customer insights on renewable gas communications

Customers seek communication that raises
awareness about renewable gas and equips
them for decision-making around their
future energy mix.

i Customers have low levels of awareness of renewable gas and are keen
to learn more

i There is customer support for investment in a renewable gas
communications campaign, with customers citing student education and
community events as key.

i Targeting and educating children was viewed as critical, particularly for
the CALDcommunity.

i Customers support AGN & s p rfar @rengveable gas communications
and education package that includes community activities and student
learning and education.

I  Customers want as much transparency as possible

i  fAiThe more positive message® and the more information available to
educate people on what is being planned, the bett er

Support for renewable gas communications and education
n=80 1%

SI% H

68% 22%
m Strongly support m Somawhat support mMsutrs
B Somswhat oppose Strongly oppose m Need mers information
In our Draft Plan, we proposed a 1 Allows customers to be

Renewable Gas Communications

Program which included broad
communications, more community
engagement activities, and a new

school education program. This T
reflected customer input that a

mix of community activities,

schoolbased education and media

and digital communications will

enable us to reach most

customers and provide engaging  Delivers against customer and
educational opportunities for all of stakeholder expectations that
our customers and the the future of gas is of c ritical
community. importance to customers in
Victoria and Albury.

informed, involved and
engaged in the energy
transition as it relates to gas.

Provides customers and
communities the information
they need to make informed
choices about energy in their
homes and businesses (e.g.,
appliances).

We consider that the proposed

enhanced program is needed as
it:

Reflects prudent and efficient
commercial practice to
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manage a major industry
transition such as the shift to
renewable gas.

9 Is an appropriate and prudent
investment to compliment
technical and operational
investments to support our
low carbon strategy and the
energy transition (See
Chapter 6 Future of Gas).

Since our Draft Plan we have
revised the program to be funded
by customers in response to
stakeholder feedback. In this Final
Plan we are proposing to
undertake all of the same
activities we proposed in our Draft
Plan, however, broad customer
communications activities will be
funded by the business and will
no longer form part of an opex
step change. The $3 million
proposed opex step change for
renewable gas communications in
this Final Plan will deliver an uplift
in community engagement
activities and a new school
education program. These
initiatives were most strongly
valued by our customers through
our customer workshops.

We will leverage our recent
experience implementing
enhanced communications on our
low carbon future to our South
Australian customers which has
delivered very positive results to
deliver broad customer
communications on the renewable
future for gas.

Our proposed Renewable Gas
Communications and Education
program is summarised in Figure
8.9.

Figure 8.9: Summary of our Renewable Gas Communications Program

Funded by the
business

Funded by
customers

($3 million over
five years, or
<$1 per
customer p.a)

Customer Communications (35% reach)

Renewable Gas advertisements on free-
to-air television channels, introducing
renewable gas and encouraging
consumers to visit the website to learn
more (2 month campaign, twice yearly)

Digital advertising on a range of news
and high traffic websites

Social media engagement on renewable
gas

Community Activities

Presentations and forums with community
groups, including CALD

Site tours at renewable gas facilities
Attendance at community events
Supporting online renewable gas materials

Student Learning and Education

In person and online resources to educate
students, tailored to CALD students
Hands-on and interactive curriculum
Professional learning opportunities for
teachers

Attendance at student events, including
science fairs



8.7 Summary

Our $490 million opex forecast for
the next AA period is higher than
the opex we expect to incur in the
current AA period, on a like for
like basis. We are also introducing
two new initiatives and shifting
some costs that have previously
been treated as capex. Overall,
our customers will benefit from
the opex savings we have
achieved over the current AA
period, as well as the new focus
on supporting those facing
vulnerable circumstances and the
future of gas.

Our opex forecast will also ensure
that we:

i maintain our strong safety,
reliability and service
performance;

1 have a healthy, engaged and
skilled workforce; and

i are sustainably cost efficient
into the future .
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https://www.aer.gov.au/networks-pipelines/guidelines-schemes-models-reviews/rate-of-return-instrument-2018
https://www.aer.gov.au/networks-pipelines/guidelines-schemes-models-reviews/rate-of-return-instrument-2018
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https://www.aer.gov.au/system/files/AER%20Information%20Paper%20-%20Regulating%20gas%20pipelines%20under%20uncertainty%20-%2015%20November%202021.pdf
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