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AusNet Services

About AusNet Services

AusNet Services is a major energy network business that owns and operates key regulated
electricity transmission and electricity and gas distribution assets located in Victoria, Australia.
These assets include:

1 A 6,574 kilometre electricity transmission network that services all electricity consumers
across Victoria;

1 An electricity distribution network delivering electricity to approximately 680,000 customer
connection points in an area of more than 80,000 square kilometres of eastern Victoria; and

1 A gas distribution network delivering gas to approximately 665,000 customer supply points
in an area of more than 60,000 square kilometres in central and western Victoria.

AusNetSer vi cesd6 purpose s 6to provide our cust o
solutions. 0

For more information visit; www.ausnetservices.com.au

Our AusNet Services Values are the foundation
for how we achieve our objectives

We're one
team

We deliver

Contact

This document is the responsibility of the Asset Management division of AusNet Services.
Please contact the indicated owner of the document below with any inquiries.

Tom Hallam

AusNet Services

Level 31, 2 Southbank Boulevard
Melbourne Victoria 3006

Ph: (03) 9695 6000
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Glossary
AEMO Australian Energy Market Operator
AER Australian Energy Regulator
AMS Asset Management System
ASIC Australian Securities and Investments Commission
BAU Business-as-usual
CBD Central Business District
CAM Cost Allocation Methodology
capex Capital Expenditure
CCP Consumer Challenge Panel
CESS Capital Efficiency Sharing Scheme
DCF Discounted Cash Flow
DNSP Distribution Network Service Provider
EAM Enterprise Asset and Works Management
EBSS Efficiency Benefit Sharing Scheme
EGWWS Electricity, Gas, Water and Waste Services
EMV Emergency Management Victoria
EPA Environment Protection Authority
ERP Enterprise Resource Planning Platform
ESC Essential Services Commission
ESMS Electricity Safety Management Scheme
ESV Energy Safe Victoria
EUAA Energy Users Association of Australia
GDP Gross Domestic Product
GFC Global Financial Crisis
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GIS Gas Insulated Switchgear
GST Goods and Services Tax
IAP2 International Association of Public Participation
ICT Information and Communication Technology
IT Information Technology
KPIs Key Performance Indicators
MTFP Multilateral Total Factor Productivity
NGL National Gas Law
NGO National Gas Objective
NGR National Gas Rules
NPV Net Present Value
NSP Network Service Provider
OH&S Occupational Health and Safety
Opex Operating and Maintenance Expenditure
PCRs Protection & Control Requirements
PPIs Partial Performance Indicators
PTRM Post Tax Revenue Model
PV Present Value
RAB Regulatory Asset Base
RIN Regulatory Information Notice
RPP Revenue and Pricing Principles
SCADA Supervisory Control and Data Acquisition
SCO Synchronous condenser
STPIS Service Target Performance Incentive Scheme
WPI Wage Price Index
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Executive Summary

Highlights

Delivering efficient
services and lower

prices

Targeted and
prudent
investment
continues

Listened to
customer views

Recognised
changing
customer
behaviour and
consumption

Evident efficient
outcomes

Strengthening
incentive
regulation

Customers will

benefit from lower

rate of return

By embedding the operating and capital efficiencies achieved in the
current period, the proposal allows for necessary efficient investment to
meet cust omer s AusKet ferices ia proposmgto deliver
an upfront 5% reduction in gas distribution charges, resulting in lower
prices for gas services on 1 January 2018.

Aus Net Servicesbé g a s 11,008 tkw of pipelire®
spanning 60,000 km?. The network reflects more than 100 years of
development with varying performance. Over 7% of AusNetS e r v i
network consists of deteriorated low pressure mains which pose a
safety risk to customers and the community. We will continue to
remove these deteriorated and unsafe assets from the network,
replacing all low pressure mains by 2025.

We have responded to feedback from our customers to develop our
access arrangement proposal. The insights from this engagement
influenced decisions taken in this proposal. Despite gas usage per
customer falling, customers have told AusNet Services that they value
the gas network and rely on our services. As such, there is a continued
need for investment and maintenance on the network. AusNet Services
will continue its commitment to maintain the safety on the network by
completing the low pressure mains replacement program.

Our customers are now consuming less gas than in the past. In
response to this changing environment, our proposed gas marketing will
support both lower average prices for customers and the sustainability
of the network. Further, as gas services are exposed to greater
competition we believe that the continuation of a price cap form of
control will provide AusNet Services with incentives to provide
sustainable services and improve efficiency.

AusNet Services has continued to respond to operating efficiency
incentives with independent benchmarking analysis concluding that
AusNet Services is one of the most efficient gas distributors in Australia.

Incentives have worked. Therefore, broadening the scope of incentives
that apply to gas networks to include a network innovation scheme and
capital efficiency scheme will drive better performance and efficiency,
and balance the existing incentives on opex. There is also support for
this amongst stakeholders.

AusNet Services is proposing a reasonable return on its assets from

both a custtomémdesamwmdds perspect

fall in interest rates is being passed back to customers.

AusNetSer vi ces has adopted t he AOE
estimating the cost of equity and debt including the AERG&6 s Gu
Transition approach to the cost of debt. The proposed rate of return

of 5.63% is one of the lowest rates ever applied to a regulated

electricity or gas distribution network.
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AusNet Services

Executive Summary

Executive Summary

AusNetSer vi ces 6 gas n e tualgaskomdhe principal bas tragssiissiva dystem
to approximately 665,000 customers across the west of Victoria, including the outer northern
and north-west metropolitan area of Melbourne.

This proposal sets out AusNetSer vi ces 6 p |l a n sbutibnonetwotk tioe thegnexsfived i st r
years (from 1 January 2018) and the associated revenues required to deliver those plans.

AusNet Services will continue to deliver low cost gas services

AusNet Services is proposing to deliver an initial 5% reduction in gas distribution charges,
resulting in lower prices for gas services on 1 January 2018. Following this immediate price
reduction, prices for the following years will increase at 2% per annum. The proposed price
path is set out in Figure 1.

Figure 1: Proposed price path (real $2017)
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Source: AusNet Services

The proposal enables AusNet Services to meet the needs of its customers while continuing to
offer one of the lowest gas network charges in Australia (see Figure 2).

Figure 2: Estimated average gas network charges in 2018

$549

$287

AGN (SA) Jemena (NSW) AGN (VIC) AusNet Services MultiNet Gas

Source: AusNet Services
Note: estimated 2018 network tariffs based on 2016 published tariffs*

Average customer assumptions: Annual usage of 46 GJ per in central zone split between peak/off peak rates and fixed
component. Based on published 2016 gas tariffs.
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AusNet Services

Executive Summary

We manage our assets safely and prudently

The gas distribution network has been constructed over a period of more than 100 years, using
a variety of pipeline materials with varying performance capabilities. The age profile of the
network is varied. The low pressure mains of our network contain the old and most deteriorated
assets.

The replacement of the low pressure mains network had its origins in the 2003-07 Access
Arrangement review process. In this review process, the Essential Services Commission of

Victoria (ESC) noted in its Final Decisiont hat o6i t i s p Bewies]tdaimpfementa] Aus N
long-term program to progressively replace the cast iron parts of the network and thereby
mini mise the possi bi |l i®tAusNe Serviges has pr@psed to domimué de nt s

investment over the next five years to remove the old and deteriorated assets from its network.
This will remove over 410 kms of aged low pressure mains. In turn, this investment will
maintain network reliability and the safety of the network.

As illustrated by Figure 3, without this investment, the annual number of leaks on the low
pressure network will increase by 24% and 55,000 customers will continue to be exposed to a
high level of gas leaks.

Figure 3: Benefits of low pressure mains replacement program

If mains Mains

In 2017... replacement replacement
discontinued... program -

608km of LP 608km of LP 160km of LP
network network network

O—)p &—O
.—’
oO—
H

$110m to 2022

Network composition

Number of leaks

630 leaks per year 785 leaks per year 86 leaks per year

55,000 customers 55,000 customers Exposure reduced
exposed with to 1 in 50 customers
(1in 10) greater exposure + 40,000 customers
with more reliable and
safer network in inner
metro and Geelong

Number of affected customers

Source: AusNet Services

2 Essential Services Commission, Final Decision on Gas Access Arrangement Review 2003-07, p. 117.
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AusNet Services

Executive Summary

AusNetServicesd6 commitment to completing the mains
the serious consequences that major gas leaks can have for public safety. AusNet Services is
committed to:

9 delivering services safely and in line with good industry practice at the lowest sustainable
cost;

1 meeting AusNetSer vi ces6 | egislative and regulatory ol
in a way which contributes to the achievement of the National Gas Objective; and

9 delivering on our vision for the gas distribution network.

AusNetSer vi c e s 6 completing she mains replacement program by 2025 reflects the
serious consequences that major gas leaks can have for public safety. Leakage rate analysis
demonstrates that replacing 465 kms of mains (low and medium pressure) over the next five
years will keep leakage rates within an appropriate safety level. The capacity and integrity of
the network is being improved by replacing deteriorated mains with modern polyethylene pipes.

Listened to customer views

AusNet Services has undertaken a range of engagement activities aimed at understanding its

cust omer so attitudes t o ade-effs Wwetwedn reliabiltye antl sedety t and
outcomes and operating costs. Over 700 customers and stakeholders were participated in the

program across a range of customer categories and insights from their input are summarised

below.

Figure 4: Customer and stakeholder engagement insights

Communicate &

Customers and Safetyis a major concem Customers and Gas is a valued energy

stakeholders expect

more information and
frequent communication
from AusNet Services in

due to the seriousness of
a safety breach.
Customers and

stakeholders value
AusNet Services' high
reliability and want

Customers are highly
sceptical of gas prices.
AusNet Services
recognises a need to be

source which
customers and
stakeholders envisage

stakeholders expect existing service levels . ingi
order {o help them make AusNet Servicez to mgaintained. transpa(rjelrtlt z(ajrgund price uélgﬁslﬂm{;grf l:liuar;
more informed degisions maintain its network to anc s dnvers. decling with the
ensure high levels of introduction of new
safety. technologies.
Source: AusNet Services
The operation of AusNetSer vi cesd0 networ k i n a dhefoeprigntgforner w.

customers. Customers were very supportive of investment that improved network and
community safety, even when presented with the additional costs of certain programs.

Customers expressed a strong preference for current reliability levels. This satisfaction was
shared across different customer and stakeholder groups.

Finally, there was general support for investment in innovation, particularly where it resulted in
lower long term costs or higher community benefits such as improved safety or reliability.

AusNet Services has taken care to ensure its access arrangement proposal details where, why

and how customer feedback influenced or did not influence the proposals presented. At a high

level, however, community consultation has led to a series of coordinated decisions (for

example, on the volume of low pressure and medium mains replacement) that stabilises prices

for AusNetSer vi ces 6 cust omer s wlbsirdd é@mpreveniehtd in abrrunity er i ng
safety.
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AusNet Services

Executive Summary

Services performance has met or exceeded expectations

Over the last five years, AusNet Services has improved its service performance as summarised
below.

Figure 5: Summary of AusNet Services 0 recent service performance

A key reliability
measure (USAIDI) has
remained < 1 minute

over the last 5 years Emergency

~
\ﬁ_’ 50%

Mains and service leaks

are now below 0.4 leaks decreasein
per km reflecting the
benefits of the mains
replacement program 2006

response times

have outperformed
. I l the benchmarks
e — set by the safety
regulator

complaints since

Source: AusNet Services

Changing energy behaviour

l ncrease in customers on the networ kée

At present, the network contains some of the fastest growing urban and regional locations in
Victoria. Within the Melbourne metropolitan area, the number of occupied dwellings in
Wyndham and Melton has grown at 30% and 23% respectively over the past five years and are
forecast to continue grow over the next five years.

In regional Victoria, AusNetSer vi ces 6 gas distribution network
such as Geelong, Ballarat and Bendigo. In addition, regional areas exhibiting strong growth

such as Moorabool, Golden Plains, Macedon Ranges and Surf Coast are all located in
AusNetSer vi c e s 60vare¢he pedod to 2022 customer numbers are expected to grow by
approximately 2% per year. This is lower than the last five years, where customer growth has

been 2.5% per year. Figure 6 shows the total number of actual and forecast customers since

2003 and the corresponding annual growth rate on the right hand axis.

Figure 6: Residential customer growth (LHS) and growth rate (RHS)
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Source: CIE 2018-2022 GAAR Consumption and Customer Forecasts
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AusNet Services

Executive Summary

€ b uflalling gas usage per customer

The current operating environment has seen a change in energy mix and increased energy
efficiency across Victoria and our gas network and this is expected to continue. As a result,
average consumption per customer is forecast to fall by 1.5% per annum in the 2018-2022
period, an acceleration of the weather normalised trend in the last five years where average
consumption per customer fell by 0.9% (see Figure 7).

Figure 7: Forecast residential usage per customer (GJ)
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Source: CIE 2018-2022 GAAR Consumption and Customer Forecasts

Resident and commercial (Tariff V) consumption is forecast to increase by 0.6% between 2017
and 2022, compared to the 7.6% growth over the five years to 2015. Strong growth in customer
numbers, led by forecast household growth, will be largely offset by reductions in consumption
per customer (see Figure 8).

Figure 8: Residential consumption (Actual/forecast)

35

o feemmemmmmmmmmmmToos

o

w
o

{

N
o

—
(8}

—
o

Residential usage (PJ/year)

&)}

0 T T T T T T T T T T T T T T T T T T T 1
2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

Weather normalised = = = =Forecast

Non-weather normalised

Source: CIE 2018-2022 GAAR Consumption and Customer Forecasts
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AusNet Services

Executive Summary

Marketing program to support gas demand and lower future average prices

Natural gas is a fuel of choice, which means that customers must make a conscious decision to
connect to the network and install gas appliances. Marketing plays an important role in
encouraging customers to use gas and to improve the relative competitiveness of gas vis-a-vis
other fuels. While there has historically been little need to promote the use of natural gas in
Victoria to date, average consumption per customer is in decline and this is expected to
continue. The Australian Ener gy BVDJ rkosttrecettpmjecionsosugiest ( A
that annual gas consumption in Victoria will fall from 206 PJ to 193 PJ between 2015 and 2022.3

AusNet Services proposes the following measures to mitigate the effect of the projected decline
in residential consumption and encourage greater take-up of gas in regional areas:

1 an appliance rebate program, which will provide residential customers a financial incentive
of up to $750 to purchase gas appliances including gas heaters and hot water systems;

1 an advertising campaign, which will use a combination of television, print, outdoor and
digital media to promote the use of natural gas, reinforce the benefits of using gas
appliances and promote the appliance rebate scheme; and

1 industry representation, which will promote the use of natural gas to intermediaries who can
influence a residenti al customer o0s decision t
plumbers, gas fitters and appliance retailers).

Together, these measures are expected to counter some of the projected decline in demand

over the next five years and add 1,054 new connections in AusNetSer vi c e s 6By2@2 wor k.
the additional demand attributable to the proposed marketing activities results in demand being

1.2% higher than would otherwise be forecast.

The incremental effect of the marketing program on demand is shown in Figure 9. The uptake
of gas appliances will continue to have an effect on residential and small commercial demand
post 2022, with a further 5.8 PJ of demand expected to be added between 2023 and 2041 as a
result of the marketing program.

Figure 9: Effect of Marketing Program on Tariff V Demand

40
0.09 0.18 0.27

30

20

PJ per annum

10

2017 2018 2019 2020 2021 2022
W AusNet Demand Forecast ex Marketing ™ Effect of Marketing on Demand

Source: Axiom Economics (2016)

3 AEMO, National Gas Forecasting Report V2.0, 2 March 2016.
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AusNet Services

Executive Summary

Independent expert analysis indicates that while the program will result in slightly higher

average costs per customer up until 2022, the reduction in average costs per customer in
subsequent years brought about by the additional demand will more than offset this increase as

the fixed costs of providing services are spread over a greater number of customers (see Figure

10). The marketing program is therefore in the long-term interests of AusNetSer vi ces 0
consumers.

Figure 10: Effect of Marketing Program on Average Cost per GJ
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Meeting the needs of the network efficiently

Benchmarking analysis indicates AusNet Services is one of the most efficient gas businesses in

Australia. AusNetSer vi ces 6 costs ar eas pefleateddmAusNetB8d r wif ¢ & £ 0
average totex (capex plus opex) per customer over 2009-13, which again is one of the lowest

amongst gas distributors in Australia.

AusNet Services6productivity compares well. Productivity analysis usingth e AERO® s
Multilateral Total Factor Productivity (MTFP) economic benchmarking method shows
AusNetSer v i c e gidity has imptdoued by more than 10% over the last decade.
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AusNet Services

Executive Summary

The above high-level indicators of efficiency show that AusNet Services performs well in terms
of efficiency. This indicates that AusNet Services is responding to the incentives provided by
the regulatory framework. Our positive response to these incentives and sound benchmarked
performance demonstrate our practices lead to efficient outcomes.

Current period performance

For the current regulatory period, total (gross) capital expenditure is projected to be 10% under
the comparable approved allowance. Total operating expenditure is projected to be 2% below
the allowance set by the AER. In the current period, AusNet Services is on track to deliver the
approved mains replacement volumes and connect approximately 81,000 new customers. The
capital expenditure outperformance expected for the current period is due largely to

AusNetServices6 ability to drive contractor effi

in relation to residential connections.

Capex is 10% below bet total opex is slightly below
$60

$120 - $50

$40
$80 -

$30
$40 - $20

$10

2013 2014 2015 2016 2017 $0
2013 2014 2015 2016 2017
Gross capex allowance mmm Total opex (actual/forecast) ——AER Allowance

N (3r0SS capex Gifted asset projects
Source: AusNet Service

Note: Real 2017$

AusNet Services has delivered on investments to the network which has led to improvements in
its performance since 2004. Between 2013 and 2017, AusNet Services will be removing over
500 kms of mains replacement of its most deteriorated low and medium pressure network.
Over the five year period, AusNet Services will also deliver of savings via lower opex costs and
capex unit rates. This demonstrates efficient management of AusNet S e r v igasaetwiork.

Strengthening incentives and encouraging innovation

AusNetSer vi ces 6 pie rofex isaviage @wer successive regulatory periods has
delivered significant efficiency improvements and thus lower ongoing prices for consumers.

The scope of the incentive arrangements that apply to gas distribution networks is currently
much narrower than the arrangements for electricity. There is broad support for strengthening
the incentive framework in gas to further improve efficiency and service performance. For the
forthcoming regulatory period, AusNet Services proposes to apply:

1 Expenditure efficiency sharing schemes for opex and capex, which provide incentives to
make operating and capital expenditure efficiency improvements. The proposed capital
expenditure efficiency scheme includes a conditional payment approach on an asymmetric
sliding scale. This means that if AusNet Services achieves capex savings at the expense of
not meeting its targets on agreed KPIs, a deflator applies to the efficiency reward.

1 A Network Innovation Scheme, which provides an allowance for innovative projects which
have the potential to deliver benefits to network customers.

ACCESS ARRANGEMENT R EVIEW 2018-22 16 DECEMBER 2016 14/316
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AusNet Services

Executive Summary

1 Guaranteed Service Levels, which compensate customers who have experienced service
performance below the expected standard.

AusNet Services believes that balancing incentives covering expenditure efficiency and
innovation will drive continuous improvement in cost and service outcomes for customers.

Ensuring areasonable return on assets

It is essential that the rate of return is set at a level that reflects the efficient financing costs of a
benchmark efficient entity.

AusNet Services is proposing a fair return on its assets from both the perspective of customers
and investors, thus achieving the objectives reflected in the National Gas Objective. In
particular, the significant fall in interest rates and inflation experienced in worldwide markets are
being passed back to customers.

AusNet Services has adoptedt he AERG6s Gui deline approach for
Using the AEROs apigheriMarkehRisk Rreimium ahowdsbe applied than has
recently been accepted by the AER, due to the current lowest ever risk free rate.

AusNet Serviceshasalsoadopt ed t he AEROGs Guideline approach

AusNetSer vi ces 6 p ofequity $78%) acdaast of debt (4.5%) are among the lowest
approved by the AER and lower than those applied during the current access arrangement
period. This yields a proposed rate of return of 5.63% which is one of the lowest rates ever
applied to a regulated electricity or gas distribution network (see Figure 11). This results in
considerable savings for customers.

Figure 11: Weighted average cost of capital T electricity and gas distribution
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Further detailson AusNetSer vi ces 6 Revenue Proposal

The access arrangement proposal balances each of the elements of the National Gas Objective

by continuing to invest significant network capital as is requiredto meetcust omer sd expect
for their network service and, particularly, to maintain network safety. Simultaneously, the

proposal seeks to constrain prices and deliver a network service that is sustainable in the long

term.
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AusNet Services

Executive Summary

Total forecast revenues are $1,088M (real 2017%$) leading to a 5% real price decrease for
customers on 1 January 2018 (see Figure 12).

Figure 12: Proposed price path (real 2017%)

Source: AusNet Services

AusNetSe r v i c eferérastob2018-22 capital expenditure (capex) is $513.1 million (gross).
The forecast equates to $486.7 million of net capex after customer contributions. The forecast
is 0.4% lower than the projected capex in the current period.

Expenditure is expected to be relatively flat over the five years, with safety and customer
connections driving capital expenditure (see Figure 13). Augmentation, the capital required to
expand network capacity to maintain prescribed minimum pressure levels, makes up a smaller
portion of the overall capital expenditure than it has in the past.

Figure 13: Total gross capex by category ($M, real 20173%)

Source: AusNet Services
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