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Reviewing the Gas Distribution System Code of Practice
Dear Ms Symons,

We welcome the opportunity to respond to the Essential Services Commission's (the
Commission) Draft Decision on the review into the Gas Distribution System Code of Practice
(the Code).

The Australian Gas Infrastructure Group (AGIG) is one of Australia’s largest energy
infrastructure groups with distribution, transmission and storage assets worth over $9
billion. We deliver natural gas reliably, safely and efficiently to over 2 million residential,
commercial and industrial customers across Australia, with 1.4 million of them in Victoria
served by Multinet Gas Networks and Australian Gas Networks.

We are committed to decarbonisation and leading the transition from natural gas to
renewable gases such as hydrogen and biomethane. We are investing in renewable gas
projects — today we have three projects operating or under construction, and a pipeline of
several projects at earlier stages which will provide confidence in the deliverability of
renewable gas to customers.

We have significant concerns with the Draft Decision, particularly the proposal to require
upfront connection charges for new gas connections. We believe it is based on several
misunderstandings, factual errors and omissions and is in conflict with the Commission’s
objectives, particularly the objective to promote consistent regulatory treatment across the
electricity and gas industries.

Two broad arguments support our view and are elaborated in our responses to the
consultation questions:

1. The Draft Decision misunderstands and includes factual errors regarding the operation
and outcomes of the current Economic Feasibility Test (EFT). The EFT is designed to
produce efficient outcomes and is effectively the same test that applies to electricity
connection charges in Victoria and gas connection charges in other states. When
properly understood, we consider it is clear the current approach will continue to deliver
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appropriate outcomes for all energy customers as the Victorian economy decarbonises
and no change is required; and

2. We consider various costs and consequences resulting from the proposed upfront
charges have been omitted from the analysis, including:

o A likely increase to gas distribution prices, not a decrease as implied in the Draft
Decision. In circumstances up to now a new connection lowers tariffs for all
customers as demonstrated in modelling which forms the basis of our tariffs
approved by the Australian Energy Regulator (AER).

o Furthermore, to the extent the introduction of the upfront charge will dissuade new
connections, the outcome will be to increase prices for existing gas customers.

o Blanket application of upfront charges will introduce cross subsidies, not remove
them. This will occur as new customers, who have already paid for their own
connection costs through the upfront charge, will also be paying for existing
customers’ connection assets through the network tariffs we charge. To avoid this,
we will need to duplicate the current schedule network tariffs with a lower rate.

o Retrospective application of the Code to parts of the network where the EFT has
already been applied and the impact on in line developments means additional
costs and increased asset stranding risks. Each of these issues will add to the costs
of operating gas distribution networks if the Draft Decision is maintained in the
Final Decision.

We consider that the concerns outlined above and in more detail in the attached submission
result in the Draft Decision being in conflict with several objectives and matters the
Commission must have regard to in achieving those objectives. These include the objective
in the Gas Industry Act “to promote a consistent regulatory approach between the gas
industry and the electricity industry” (section 18), where the proposal to require an upfront
charge and the removal of the EFT would make the treatment of new connections for
electricity and gas inconsistent. The proposed approach in the Draft Decision departs from
this objective and does not provide any arguments as to why such a departure would be
more efficient or practical.

Once again, we welcome the opportunity to respond to the Draft Decision. We strongly urge
the Commission to reconsider its Draft Decision with regard to connection charges, having
regard to all of its objectives. Properly recognising how the current Code and EFT operate in
practice, and appropriately recognising the costs of upfront charges should lead the
Commission to a different conclusion.

Should you wish to discuss our response please contact Peter Bucki, Head of Regulation

Yours sincerely,

Roxanne Smith
Executive General Manager Corporate and Regulation
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Further, a new residential build that connects to the gas network is unlikely to
leave the network before their connection cost has been recovered.

Asset stranding

It is also important to address the concerns raised in the Draft Decision about
asset stranding.

It is true that through an upfront charge, connection assets would not make their
way into the RAB as the connection asset is funded fully upfront.

However, asset stranding risks are complicated. For example, where a new
customer has a lower marginal cost of connection than the existing average cost
of connection (as would likely be the case for residential connections that are
connecting to an already existing network), including that connection in the RAB
actually lowers our risk of asset stranding, even in cases where demand is
declining (this is clearly demonstrated in our recent Access Arrangement that
formed the basis of our current tariffs approved by the AER).3

The Commission should provide its detailed modelling which shows why it
believes that its proposed approach will have the reduction in asset stranding it
suggests, as this is contrary to the evidence accepted by the AER.

Impact on existing inline developments

There are also specific implications of the Draft Decision for gas infrastructure
installed in new land developments, which investment decisions were made
under the existing Gas System Distribution Code of Practice i.e. the current EFT.

The Draft Decision, if maintained, would fundamentally alter the EFT that was
applied to justify the investment needed to support these new connections, as
well as fundamentally altering the business case for developers who have already
made their investments, including the need to augment the electricity network to
accommodate energy load that was planned to be gas but is now electricity

An increased portion of the as yet unbuilt homes would likely no longer choose to
connect if they suddenly faced with a connection fee which did not exist when
the development was planned. The assets in question are already part of our
Regulated Asset Base (RAB), and, to the extent that connections do not
materialise, existing customers will therefore bear the costs of recovery of those
investments through increased prices.

To prevent this from happening, if the Commission does implement an upfront
connection charge, it should only do so for new developments, which have not
yet commenced, grandfathering developments that have already started.

3 Attachment 6.1 - Future of Gas: Our approach to accelerated depreciation, July 2022, pp19-20, available here









We also note the potential increased customer complaints and bad debt issues as
customers (in some cases with homes already designed or even partly
constructed with a gas connection) react to the imposition of the upfront charge.
This will increase costs for customers as a whole. Again, these issues need to be
balanced against the relatively small number of connections in question.

As outlined above, the Commission’s role is not to choose between alternative
options for achieving net-zero emissions. Nonetheless, it is worth noting that the
argument that discouraging new connections will decrease emissions is incorrect.
Even allowing for the improved efficiency of heat pumps, switching from natural
gas to electrification will result in higher carbon emissions for years to come so
long as Victoria's electricity grid continues to rely on brown coal®.

We would also like to note that the Commission has not presented it's detailed
modelling to demonstrate the costs and benefits of its preferred approach. The
outcomes presented in Table 5 of the Draft Decision differ significantly from
those in our models presented and approved by the AER. It would be beneficial if
the Commission could publish its modelling to show how the results were
derived;

As a final point on upfront connections charges, many of the Commission’s
conclusions appear to be based on evidence, which has not been included. It is
vital that the Commission in making conclusions share its information and
modelling, particularly where the results will need to be replicated in distributor’s
own models to achieve the outcomes predicted for customers.

The Commission suggests (p28) that the benefits of its change outweigh the
costs, but no formal cost-benefit analysis has been provided, nor has any
regulatory impact statement, which we would have expected with this

change. In particular, the two benefits listed on p28 are either wrong (the case
of decarbonisation, see above) or incompletely assessed in the case of asset
stranding (see above).

There is a qualitative summary of the Commissions conclusions in Table 4, but
this is not the same thing as providing stakeholders with the results of a formal
cost-benefit analysis. This is particularly important here because the affected
customers, given the new residential connection ban and current practice in
respect of industrial customers, are likely very small in number, so the absolute
size of the net benefit, if it does exist at all, is important.

2. Should the proposed code be more specific about how distributors
calculate the costs of a new connection, as an upfront charge to
customers? If so, how?

3 See The Role of Gas Infrastructure in Australia’s Energy Transition p10 https://www.agig.com.au/gas-
infrastructure-crucial-to-australia-energy-transition. As of December 2023 67% of energy delivered in Victoria
over the previous 12 months was supplied by brown coal. Source — NEM Data Dashboard,





















