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COMPETITION
PROTOCOL

KEY PRINCIPLES

The AEMC is committed to complying
with all applicable laws, including the
Competition and Consumer Act 2010
(CCA), during this forum. Breaching the
CCA can lead to serious penalties for
individuals involved in any breach
(including large financial penalties and

imprisonment for key individuals involved).

This protocol governs the way in which
discussions will proceed at this forum, and
each attendee agrees to adhere to this
protocol in order to comply with the CCA.

Each attendee must make an independent and unilateral
decision about their commercial positions and approach in
relation to the matters under discussion in this forum.

Attendees must not discuss, or reach or give effect to any agreement or
understanding which relates to:

« pricing for the products and/or services that any attendee supplies or
will supply, or the terms on which those products and/or services will
be supplied (including discounts, rebates, price methodologies etc)

- targeting (or not targeting) customers of a particular kind, or in
particular areas

« tender processes and whether (or how) they will participate
 any decision by attendees:

o about the purchase or supply of any products or services that other
attendees also buy or sell

to not engage with persons or the terms upon which they will
engage with such persons (i.e. boycotting); or

to deny any person’s access to any products, services or inputs
they require

 sharing competitively sensitive information such as non-publicly
available pricing or strategic information including details
of customers, suppliers (or the terms on which they do business),
volumes, future capacity etc

 breaching confidentiality obligations that each attendee owes to
third parties.




C 0 M P E T I T I 0 N This forum will be conducted in accordance with the

following rules:

PROTOCOL

The agenda for this forum does not include anything that could contravene
the Key Principles set out in this protocol.

COMMUNICATION AND We will read and minute the below competition health warning:
MEETING GUIDELINES o Attendees at this forum must not enter into any discussion, activity or
conduct that may infringe, on their part or on the part of other attendees,
any applicable competition laws. For example, attendees must not
discuss, communicate or exchange any commercially sensitive

information, including information relating to prices, marketing and
advertising strategy, costs and revenues, terms and conditions with
third parties, terms of supply or access.

Participating in this forum is subject to you having read and understood
the protocol including the Key Principles.

Attendees must ensure that a” We will keep accurate minutes of the forum, including details of attendees.
- - . . S If something comes up during the forum that could risk contravening any

commun ICat.IOI’]S (I nCI Ud I ng emal IS competition laws, attendees should:

and Verbal dISCUSSIOnS) adhere to Object immediately and ask for the discussion to be stopped.

the Key Principles.

Ensure the minutes record that the discussion was objected to and
stopped.

Raise concerns about anything that occurred in the forum with their
respective legal counsel immediately afterwards.

All attendees understand that any competitively sensitive matters must be
subject to legal review before any commitment/agreement can be given.

Any decision about whether, and on what terms, to engage with customers
and suppliers is an independent and unilateral decision of each attendee.




CONSENT

TO USE OF
PERSONAL
INFORMATION

By participating in this workshop, you give your consent
to our collection, use and disclosure of the personal
information you provide to us during this workshop

(like your name) for the purpose of completing our
consultation and publishing our draft and final

determinations and reports on this rule change or review.

This may include publishing a recording or transcript of
the workshop, including your questions or comments.
We will not publish any participant questions or comments
that we consider inappropriate, including offensive or
defamatory language.

Please read our privacy policy for more information.

We may publish a transcript or recording
of this workshop, which may include

your questions or comments

|
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https://www.aemc.gov.au/terms-use/terms-use-0

Forum agenda

OEOOGOEG

Opening of the Public forum and 2:00-2:15pm
Commissioner introduction (Slide 7)

AEMC overview of context and 2:15-2:20pm
scope (Slides 8-11)

Our proposed direction for 2:20-2:35pm
reform (Slides 13-18)

Next steps and timeline

(Slides 19 - 20) 2:35-2:40pm
General Q&A (Slide 21) 2:40-2:55pm
Closing remarks 2:55-3:00pm

LG Presenter

Danielle Beinart — EGM, N&T
Rainer Korte - Commissioner

Martina McCowan - Project sponsor

Ashwin Raj — Project lead

Martina McCowan - Project sponsor

Martina McCowan - Project sponsor

Danielle Beinart — EGM, N&T
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Energy Consumers Australia (ECA) and Justice and Equity Centre (JEC) rule
change requests on gas distribution networks in the energy transition

Depreciation: ECA propose stronger conditions on when scheme pipelines that are gas distribution
networks and the regulator can accelerate the recovery of capital costs through changes to the
depreciation criteria.

Capital expenditure criteria: ECA propose changes to the criteria used to determine whether capital
expenditure proposed by scheme pipelines that are gas distribution networks is justifiable. ECA’s
proposal would require, amongst other things, the service provider and the regulator to give explicit
consideration to the impacts of declining demand.

Planning requirements: ECA propose new planning reporting obligations on all distribution networks.
ECA's proposal would provide regulators, governments, electricity networks and other stakeholders with
information required to understand the opportunities to minimise expenditure and energy system costs.

Accelerated depreciation and redundancy: JEC propose changes to the depreciation and redundant
asset provisions applying to gas distribution networks. JEC's proposal would prohibit service providers
and the regulator using accelerated depreciation for the purpose of managing capital cost recovery for
assets at risk of stranding, unless the regulator has undertaken an assessment of asset redundancy and
determined how the redundant asset costs should be shared. JEC propose this as an alternative to the
ECA's Depreciation rule change.



Issues considered by the Gas Networks in Transition rule change project

Our problem statement: Ensure that the regulatory
framework for gas pipelines is fit-for-purpose in the
context of:

1. varying jurisdictional policy paths to
decarbonisation, and

2. an uncertain gas demand outlook in the residential

and small commercial customer segments (see next
slide).

What's being considered:

« The project focuses on potential improvements to the
existing regulatory tools within the current NGR
framework for economic regulation of gas pipelines.

« We will not establish an NGR decommissioning
framework as part of this rule change process - this
is a complex multi-faceted project, involving several
distinct phases and requiring a range of inter-related
activities that need to be supported by coordinated
national and jurisdictional action. We will continue to
engage with key stakeholders, including jurisdictions,
on the best way forward.

[

Summary of key issues

Issues identified in the rule
change requests

4 )
Accelerating depreciation
shifts stranding risks to
consumers and should be
subject to conditions (ECA)

\_
4 Service providers must )
share redundant capital
costs with consumers in
order to accelerate

N depreciation (JEC) )

4 Expenditure provisions )

require amending to

minimise the risk of
unnecessary and

Issues identified by AEMC

in the consultation paper

/ There could be greater \
clarity and transparency of
long-term transition risks

and impacts on
consumers and service
providers in access

K arrangements (AA’s) /
4 )

There could be more
guidance in designing tariff
arrangements to

accommodate uncertainty

o J

inefficient expenditure

\_ (ECA) )

Service providers should
publish a gas annual
planning report about their
investment plans and
future development of the
network (ECA)

Issues identified in
submissions

-~

-

There should be a
transparent process for
considering the treatment
of inflation (real vs
nominal capital base)

A decommissioning
framework should be
established to allow for
efficient recovery of costs

Not being considered in this rule
change process

4 )

There could be more
flexibility to vary AA length
and re-open AA’s (AA
mechanics)

\_ J

No changes recommended

There may be a need to
consider incentives to
maintain service levels if
demand declines

To be considered in draft
determination




The gas transition is taking place in an environment of varying jurisdictional policy
and uncertain demand from residential and small commercial customers

1. Jurisdictional policies on new gas connections and phase-
out are varied

« Jurisdictional policies affecting residential and small
commercial gas use range from explicit phase-out and
electrification pathways to policies that emphasise
customer choice and the continued role of gas.*

* Policy diversity is contributing to uncertainty about the pace
and extent of demand decline, creating challenges for the
economic regulation of gas distribution networks.

Region Mandate Relevant Policy
ACT Ban on new connections for Integrated Energy Plan
Leg;ggntlal and small commercial Climate Change and
ulidings. Greenhouse Reduction Act
(2010)
NSW No state-wide mandate. Several local
governments have introduced bans on
. Development Control Plans
connections for new developments
and large commercial/hotel buildings.
VIC Ban on new gas connections in new
homes and most commercial Gas Substitution Roadmap
buildings.
QLD, No formal gas phase-out or ban on N/A
SA, WA new connections.

2.

Residential and small commercial gas consumption is projected

to decline, projected growth in new connections varies across
networks

120

100
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60

Forecasts point to a long-term decline in residential and small
commercial customer use, driven by electrification, appliance
replacement cycles, emissions policies and relative energy cost.

However, there is considerable uncertainty around the extent to
which the residential and small commercial gas demand outlook
will change across gas distribution networks.

Projected connections Projected volumes

Index: FY2022 =100
120

Index: FY2022 = 100

........... 100
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60

40
2022202320242025202620272028202920302031
== Jemena (NSW) AGN (SA)
e EVOENergy (ACT) e Multinet (Vic)
e ATCO(WA)

2022 2023 2024 2025 2026 2027 2028 2029 2030
= Jemena (NSW) AGN (SA)
=== Evoenergy (ACT) e Multinet (Vic)
e ATCO (WA)

* Some jurisdictions have adopted policies that recognise a potential role for renewable gases, including hydrogen blends and biomethane, in gas distribution networks as part of decarbonisation pathways. See South

Australian Government, South Australia’s Hydrogen Action Plan (Department for Energy and Mining, 2021) and New South Wales Government, NSW Renewable Fuels Strategy (Department of Climate Change, Energy, the

Environment and Water, 2024).



http://www.energymining.sa.gov.au/industry/hydrogen-and-renewable-energy/hydrogen-in-south-australia/hydrogen-files/south-australias-hydrogen-action-plan-online.pdf
http://www.energy.nsw.gov.au/sites/default/files/2025-11/20251121-NSW-DCCEEW-Renewable-Fuel-Strategy.pdf.%C2%A0
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Uncertain and/or declining gas demand creates a risk to an orderly energy
transition

Financial risks — falling gas demand may cause

reference tariffs to rise and become more volatile,
potentially being distributed over fewer customers
(who are the most likely to face switching barriers)

Average residential retail bill

3,500

3,000

2,500

Service provision risks — falling gas demand may
increase the risk that service providers are unable
to fully recover their capital, which may affect
incentives to invest efficiently to operate and
provide safe and reliable gas services for those
customers remaining on the network

$2024 real $2024 real

Remaining capital base

2025 2030 2035 2040 2045 2050

-------- Switching point — Rapid decline + Base case

2025 2030 2035 2040 2045 2050

- Rapid decline + Base case = = Rapid decline + Efficient cost recovery

= = Rapid decline + Efficient cost recovery Gradual decline + Base case

— — Gradual decline + Efficient cost recovery Gradual decline + Base case = = Gradual decline + Efficient cost recovery

Our modelling exposes the boundaries of the regulatory framework in addressing the impacts of

rapidly declining demand on consumers and network service providers 13



Our proposed direction: A holistic reform proposal

Long-term outlook

Proposed direction: New requirements on service providers to propose and the regulator to respond to a long term (20 year) outlook

Proposed direction:
Amend existing tools to support
efficient capital recovery

Depreciation: remove presumption
of demand growth and clarify the
L application of the depreciation rules )

Treatment of inflation (real v
nominal capital base): introduce a
decision point for how inflation is to
L be treated in the AA period

/" Redundant capital: Clarifying and )
updating the redundant capital and
re-use of redundant capital
provisions and providing guidance

ﬁ(penditure assessments\

Proposed direction:
Amend capex and opex provisions to

minimise expenditure

Capex: require service providers to
justify all capex through a
quantitative assessment of all
credible options; adopt an
outcomes-based approach for
justifying safety-related capex; and
using forecast (and not existing)
demand to justify capex

Opex: amend the definition of
operating expenditure by adopting
more neutral language to remove
presumption of growing demand

& on their use j

- /

Reference tariffs

Proposed direction:
Amend tariff arrangements to

accommodate different transition
scenarios

/ Reference tariffs: require the \
service provider and the regulator

to consider customer impacts
within and beyond the 5-year AA
period and provide guidance on
khow to apply efficiency concepts/

4 Tariff variation mechanism: N
require the service provider and the
regulator to consider customer
impacts within and beyond the 5-

Kk year AA period j




Embedding a long-term regulatory

outlook

Embedding a longer-term (20 year) outlook into
AAs enhances transparency and promotes
consistent AA proposals and regulatory
decisions by:

« Surfacing transition risks earlier when a broader
set of regulatory tools remains available

 Supporting transparency and accountability in
how service providers and regulators have made
decisions to trade off the use of different
regulatory tools to address transition risks

« Allowing for more effective stakeholder
engagement by providing more insight and
visibility over how present-day regulatory
proposals and decisions are expected to impact
transition risk in the future.

Implementation costs are minimised by building and
expanding on the long-term analysis currently
undertaken by service providers and the regulator

Long-term outlook

Service providers to propose a 20-year outlook
for their networks as part of their AA proposal
and the regulator to consider and respond to
this outlook when making its regulatory
decisions

Service providers and the regulator to assess
and report on the longer-term consequences
of their AA proposals and regulator decisions

for both:

« Consumers, in terms of prices, service
availability and the safety, security and
reliability of service over the short, medium
and longer term
Service providers, in terms of capital cost
recovery, as well as their incentives to

continue to operate and maintain their
pipelines through the transition, or to
repurpose their pipelines

15



Supporting efficient capital cost recovery

Support regulatory decisions that are in the long-
term interests of consumers by:

» Clarifying the role of the regulator when
assessing depreciation, treatment of inflation,
redundant and re-use of redundant capital
proposals.

 Requiring explicit consideration of the NGO and
RPPs in service provider proposals and
regulatory decisions.

Capital cost recovery tools represent a
package or regulatory tools to manage pricing
impacts and stranding risks, and emulate what
would happen in a competitive market

« Aligning capital recovery with the expected
use of the network helps smooth price
trajectories

« Removing stranded capital from the capital
base ensures consumers are not paying for
assets they are not using.

Capital cost recovery

Depreciation
 Providing more guidance on the circumstances in which

accelerated depreciation may be appropriate.
» Replacing references to demand growth in the depreciation
provisions with more neutral language.

Treatment of inflation
* Introducing a decision point in the rules for how compensation
for inflation is to be recovered in an AA period.
 Providing more guidance on the circumstances in which a real,
nominal or other approach to inflation may be appropriate.

Redundant capital and re-use of redundant capital provisions

« Clearly specifying the types of redundancy that it can deal
with (i.e. full (unused) or partial (underutilised) redundancy).

 Allowing the regulator to remove partial redundant capital
from the capital base, subject to mandatory considerations
and constraints in the rules.

* Replacing the AA redundant capital mechanism with a rules-
based mechanism.

« Amending the re-use of redundant capital provisions to
provide for appropriate tests for the re-use of both full and
partial redundant capital.




Minimising expenditure while
supporting safety and reliability

Supporting expenditure discipline through
increased transparency and greater
accountability by:

 requiring clearer justification of service
providers’ capex proposals, including
quantitative assessment of credible options

« adopting a more outcomes-focused
approach to justifying safety-related capex

 refocusing the justification for capex to
meet forecast demand (rather than
maintaining existing levels of demand)

* maintaining opex flexibility by removing
demand growth assumptions while allowing
prudent and efficient spending.

« Clarifying that all capex must be justified through a
quantitative assessment of all credible options related to
the provision of regulated pipeline services.

« Amending the justification for safety-related capex from
necessary to maintain and improve the safety of services
to necessary for the safe operation of pipelines and use of
services.

Replacing the reference in the capex criteria to
maintaining capacity to meet existing levels of demand,
with maintaining capacity to meet forecast levels of
demand (excluding where an expansion of pipeline
capacity is required).

» Requiring service providers and regulators to explicitly link
the driver for capex to one of the capex provisions in the
NGR

Operating expenditure (opex)
« Amending the definition of opex to remove the reference to
expenditure being incurred to increase long-term demand

for pipeline services and otherwise develop the market for
pipeline services.

Expenditure assessments
Capital expenditure (capex)




Amending tariff arrangements to
accommodate different transition
scenarios

Supporting efficient tariff arrangements that
promote the long-term interests of consumers
under the energy transition

« Requiring the service provider and the
regulator to consider and explain how
reference tariffs and tariff variation
mechanisms may impact customers within
and beyond the AA period

« Providing guidance on how the concepts of
long-run marginal cost, standalone costs
and avoidable costs should be applied to
suit the specific circumstances of an AA

» Requiring service providers and the regulator to
explicitly consider and explain how tariff classes,
structures and variation mechanisms
would impact customers within and beyond
the AA period.

Clarifying that service providers and the
regulator only need to consider long-run marginal
cost (LRMC) when it contributes meaningfully to

the design of reference tariffs that reflect the
cost of service.

Guiding service providers and the regulator on
how to apply the concepts of standalone and
avoidable cost when designing reference tariffs
to suit the specific circumstances of an AA.

Tariff variation mechanism
» Requiring service providers and the regulator to

explicitly consider and explain how tariff variation
mechanisms would impact customers within and
beyond the AA period.

/ Reference tariffs \
Reference tariffs

18




S e

Next steps and timeline

AEMC 19



Timeline

Q12026 Q2 2026 Q3 2026 Q4 2026
y
19 Mar 2026 30 Apr 2026 27 Aug 2026 17 Dec 2026
Directions Close Draft Final determination
Paper submissions determination published

published published

20
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Keep in touch

wWww.aemc.gov.au

LEVEL 15
> 60 CASTLEREAGH STREET
TS ' SYDNEY NSW 2000 o e e


https://twitter.com/the_AEMC
https://www.linkedin.com/company/australian-energy-market-commission/
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