
















9

» Equity Investor Day

» Sydney, May 2008

Leveraging customer insights

Cost-allocated customer segmentation demonstrates the value 
of targeting.
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Increasing potential
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Using data to create customer insight… and Phoenix to leverage it.

Leveraging customer insights

Low

Value

Focus on lower cost to serve

• Address debt/metering

• Use IVR and automation

• Influence payment 
channel

No active retention strategy 

No active cross-sell strategy 

Medium

Value

Focus on cross-sell

• Extend dual-fuel products

• Develop home services

Active retention strategy

• Leverage the relationship

Active cost to serve strategy 

Focus on retention

• Pro-active contact

• Dedicated service agents

• Priority service (queue 
jump)

Active cross-sell strategy

• Tailored propositions

• Service-based approach  

Encourage ‘Opt-In’

High

Value
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Increasing market effectiveness
Delivering differentiated end-to-end customer experiences.
AGL is driving to become more customer centric so that it can:

› Understand the profitability of customer segments and define clear ownership of results, enabling 
investments to be aligned to the most valuable segments

› Combine segmentation with customer value so that sales and marketing activities can be more 
finely tuned to retain, and selectively, acquire high-value customers

› Implement segment specific retention activities

AGL has selected SAP because of its ability to ‘operationalise’ strategy:

› Produce accurate and timely prospect lists for sales campaigns

› Convey information to AGL’s channels that supports real-time sales decisions

› Drive differentiated service delivery through both automation and differentiated service

› In 2006, 25 of the world’s top 30 (9 of the top 10) utilities ran SAP

Phoenix will support all of the things AGL needs to do to become customer centric…and some of 
that differentiation has already begun:

› Win-back campaign data feed now live from SAP and improving capability

› Segmentation initiative underway and due for completion Jun 08

› Underpins future acquisitions by simplifying customer migration

› 2½ years in, to date no competitor has followed 
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Phoenix supports customer centricity
SAP integrates the layers that drive customer value.
SAP enhances AGL’s marketing capability in two discrete ways: 

1. It brings all customer information into a single source that is able to be easily analysed and readily 
compared with market information. 

2. It facilitates differentiation in service and sales activity by giving an end-to-end view of customer 
information
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Organising around customer value

Operational Excellence is a prerequisite to Customer Centricity.
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Key Strategic 
Priorities

There is still substantial work 
required to capture the full 
benefit of the investment AGL 
has made in Phoenix

In the next period, AGL will 
complete the project phase as it 
begins the effort to differentiate
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Key strategic priorities

Complete the Phoenix program:

› Execute to the project schedule

› Deliver the target benefits

› Prepare for growth

Begin the differentiation effort:

› Complete value segmentation

› Target high-value customers

› Demonstrate the capability

Perform in the market:

› Maintain/grow market share

› Grow margins through differentiation



AGL Energy Limited
Financial Management

Stephen Mikkelsen
Chief Financial Officer 

Equity Investor Day

Sydney, May 2008
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Accounting:

› Development fees 

› Derivatives 

Debt capacity for growth investments:

› Balance sheet clean up

› Preparing the balance sheet for growth

Improvements to year end disclosures:

› Cost to serve

› Further merchant analysis

Agenda
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Accounting
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Development fees

Development fee contributions are aligned to the fundamental drivers 
of value:

› AGL identifies, plans and permits wind site and negotiates EPC

› AGL provides full off-take for RECS and Energy, and operates 
the wind farm, typically for 25 years

› This structure is sold to an investor for an upfront fee and this is 
classified as a development fee

› It is an operating lease for accounting purposes

› The drivers of value in the development fee are:

» Investors cost of capital

» Gearing and debt cost

» Off take pricing

› “Live” example follows



5

» Equity Investor Day

» Sydney, May 2008

“Live” example of development fees
Given AGL’s pipeline of opportunities, development fees are a 
sustainable part of the business for the foreseeable future.
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Derivatives

› AASB139 is highly prescriptive as to what financial instruments 
qualify as effective hedging

› It is deficient in fully recognising the physical side of a hedging 
transaction

› Consequently a large number of structured transactions are 
classified as trading, even though they are clearly economic 
hedges

› A greatly simplified example follows
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AGL sells a Cap against Somerton

Assume:

› 100MW

› 3 Years

› @ $12.50/MW/h

Rationale for the transaction:

› Reduce volatility of revenue streams

› Enable higher revenue streams than otherwise predicted

› Capitalise on high availability

Accounting will not treat this as a hedge because sold options are specifically excluded

Further assume:

› Market Cap price at the end of year 1 = $8.50/MW/h

› Market Cap price at the end of year 2 = $15.00/MW/h

Economic hedge

Revenue $33 million or $11 million per annum
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The accounting outcome

Earnings from fair value movements do not impact underlying 
cashflow, and therefore value.

$0 million$2 million($9 million)$7 millionFair value movements to 
the P&L

N/A$0 million($2 million)$7 millionBalance sheet

N/A$0 million$13 million$15 millionLiability at market rate

N/A$0 million$11 million$22 millionLiability at transaction rate

$33 million$11 million$11 million$11 millionRevenue

TotalEnd of 
Year 3

End of 
Year 2

End of 
Year 1
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Debt Capacity for 
New Investments
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These actions will deliver at least $300 million more than is required 
($600m-$700m) to return credit rating to stable.

Balance sheet clean up

› AGL is committed to restoring its BBB stable rating

› S&P currently requires 5 X FFO interest coverage1

› Actions undertaken to date to restore the stable outlook:

1. Fully underwritten March DRP

2. Sale of Gas Valpo

3. Commenced sale of pipeline assets purchased from Enertrade

4. Commenced PNG sale process
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Options for funding future growth 

Surplus from balance 
sheet clean up

Potential asset 
sales

Debt capacity in new 
investment

Growth without 
equity raising

$0m

$500m

$1,000m

$1,500m

$2,000m

$2,500m
AGL could fund $2 billion of growth without the need for 

new equity and maintain its BBB credit rating
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Year End Disclosures
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Evolving financial disclosure

Delivering greater clarity around our retail cost to serve.

For the year ended June 2007, the cost per customer was presented on a marginal basis 
and with a notional corporate allocation.

(15.4%)(34.6)(39.9)Total other margin (costs recovered) ($m)

0.2%196.0196.4Net operating expenditure ($m)

1.3%85.684.5Net operating cost per mass market account 
($)(with corporate recharge allocation included)

(24.7%)42.932.3Notional corporate overhead allocation ($m)

(3.4%)70.272.6Net operating cost per mass market account ($)

2.5%230.6236.3Total operating costs ($m)

Change %June 06June 0712 months to 
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For the year ended June 2008, retail IT costs and retail rental will be moved from 
the corporate costs to retail in order to more clearly articulate the cost to serve.

It is estimated that on this basis, cost to serve per customer will be $70 to $75, 
the lowest in the market.

Evolving financial disclosure

Delivering greater clarity around our retail cost to serve.

Down 
5.5%

$35.30$33.37Net Operating Costs per Mass Market Account
(average across 6 months)

96.6106.1Net Operating Expenditure (Excl. QLD Customer Amortisation) $m

Change 
%

Pro forma 
Dec 2006

Dec 20076 months to
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Evolving financial disclosure
Delivering greater clarity around our merchant operations.

Merchant – EBIT Analysis (from 1H08 result presentation)

20.9197.6238.9EBIT

(13.7)(65.9)(74.9)D & A

19.1263.5313.8EBITDA

(31.9)(54.0)(71.2)Operating costs

21.3317.5385.0Gross margin

(19.7)(299.1)(358.0)Gas COGS

n/a(46.6)284.3Electricity CFDs

(175.3)(448.3)(1,234.1)Electricity COGS

Costs of Goods Sold

52.31,111.51,692.8Total Merchant revenue

27.515.319.5Equity profits (LYA & QGC)

58.32.43.8PNG oil infrastructure tariffs

18.9102.6122.0External (3rd Party) revenue2

52.720.531.3Hallett development fee

45.080.0116.0ActewAGL1

(20.8)123.898.0Oil liftings revenue

407.225.0126.8Generation revenue

External Revenue

14.2194.4222.0Gas

74.1547.5953.4Electricity

Revenue from Retail Business

Change %Pro forma Dec 2006Dec 20076 months to $m

1. ActewAGL Dec 2007: Electricity sales 78%, Gas sales 
22%; Dec 06: Electricity sales 70%, Gas sales 30%

2. External Revenue Dec 2007: Gas sales 54%, Other 
sales 46%;  Dec 06: Gas sales 52%, Other sales 48%

› Further clarity will be 
provided around the 
transfer pricing of gas 
between the wholesale 
book and generation  

› This will enable better 
analysis of year on year 
trends
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Key Strategic 
Priorities
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Key strategic priorities

› Restore AGL’s balance sheet to BBB stable

› Continue to review capital management options in order to fund 
growth priorities that better fit AGL’s integrated strategy

› Continuously improve the quality of disclosure in order to highlight 
both the robustness of AGL’s business model and the execution of 
our strategy



AGL Energy Limited
Concluding comments

Michael Fraser
Managing Director & CEO 

Equity Investor Day

Sydney, May 2008
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Concluding comments

› Our integrated asset base is pivotal in the Australian energy sector

› Our success with Phoenix provides world class capability

› We are at least two years ahead of our competitors

› We have the leading and fastest growing privately owned 
renewables portfolio in Australia

› We have a competitive and geographically diverse generation 
portfolio
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Concluding comments

› Our gas portfolio is structured to remain competitive under all price 
scenarios, enabling us to sustain retail margins

› Actions underway to restore balance sheet strength and flexibility

› Disciplined approach to acquisitions and development projects

› Our leading position in our chosen markets provides a strong 
platform and a strategic advantage as we pursue new opportunities

› Sustainable earnings and dividend growth are achievable 
objectives given the strength and value of our strategic asset base
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Further Information & 
contacts
A range of information on AGL Energy Limited 
including ASX & Media Releases, Presentations, 
Financial Results as well as historical ‘The 
Australian Gas Light Company’ Scheme 
Booklets, Annual Reports, Sustainability 
Reports, Presentations and Financial Results are 
all available from our website:  www.agl.com.au
or www.aglinvestor.com

Alternatively contact:

Graeme Thompson

Head of Investor Relations

Phone: +61 2 9921 2789

Mobile: +61 (0) 412 020 711

E-mail: gthompson@agl.com.au




