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James Hall: Well good morning everyone, this is James Hall speaking, General 

Manager of Capital Markets at AGL Energy Limited. Welcome to our 

results webcast for the half year ended 31 December 2016. 

 Before we begin our presentation, we draw your attention to our 

standard disclaimer at the front of our slide pack. This covers 

forward-looking statements and the use of underlying profit in our 

results. I'll shortly hand over to our CEO, Andy Vesey, to present 

highlights from the half and a strategy update. Our CFO, Brett 

Redman, will then provide a detailed analysis of our financial results. 

Andy will then provide a market update with comments on our 

outlook and we look forward to taking your questions thereafter. 

 Also with us to answer questions are representatives of AGL's senior 

management team including the respective Executive General 

Managers of Energy Markets, Group Operations and New Energy, 

Stephen Mikkelsen, Doug Jackson and Elisabeth Brinton.  

 Andy. 

Andy Vesey: Thank you James and welcome everyone. It's a pleasure to present 

my fifth set of results. I'd like to begin today's webcast, as we begin 

all AGL meetings, with a safety moment. Our safety strategy is called 

target zero; our goal is zero harm. This is not just about compliance, 

it's about caring for ourselves, our colleagues, our contractors and 

our communities in everything we do because caring means people 

stay safe. I am pleased to report that thus far in this financial year 

our total injury frequency rate has improved and our focus is to keep 

it that way. The months of December and January have been 

incident free.  

 Now, let me spend some time taking you through a few of the 

highlights of our strong, first half results. I'll focus on five key areas 

of achievement, which demonstrate we're continuing to deliver on 

our strategy.  

 First, we've achieved strong financial results and we are expecting 

to be in the upper half of our guidance range for the full year. Second, 

our projected transformation, productivity and performance in proven 

initiatives are on track. Third, we've worked hard to reduce key areas 

of uncertainty, including the Portland smelter contract and key 

enterprise agreements. Fourth, we continue to focus on addressing 

our long-term strategic imperatives, which are prospering in a 

carbon-constrained future and building customer advocacy. Fifth, the 

world is changing and so are we. As a result, some revenue streams 

will decline over time and others will evolve. That's why we've 
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announced several growth initiatives and refined our approach to 

capital management. 

 Now I'll elaborate on our financial results. Underlying profit after tax 

of $389 million is up 4%. This has been driven, in large part, by the 

market for wholesale electricity and by operating cost discipline, 

which as more than offset the headwind of lower margins in our gas 

portfolio. Importantly, we now expect to be in the upper half of our 

guidance range of $720 million to $800 million.  

 Our interim dividend of $0.41 per share reflects our announcement 

at the AGM that we would target a payout ratio of approximately 75% 

of underlying profit over the full year. I note we normally pay a higher 

final dividend than interim dividend.  

 Before we move on, let me recap the strategic narrative we 

presented at our investor day in November. Our scenario planning 

work crystallised the two key strategic imperatives that drive AGL's 

agenda: prospering in a carbon-constrained future and building 

customer advocacy. These imperatives then feed into three main 

objectives which inform our strategy and decision making. Those 

three objectives are one, moving from being a mass to a 

personalised retailer; two, transitioning from an owner and operator 

of large assets to an orchestrator of both large and small assets; and 

three, moving from high emissions to lower emissions generation 

technology. 

 Our strategic framework, with its three pillars of embracing 

transformation, driving productivity and unlocking growth is about 

addressing these key imperatives and enabling the delivery of our 

main objectives in a structured way. This slide places our recent 

achievements and priorities for the second half in the context of our 

strategic framework.  

 Let's start with pillar one, embracing transformation. As I mentioned, 

we've been reducing uncertainty. We have now certainty with the 

Portland smelter after finalising a new four-year supply contract in 

January. In October last year, we successfully completed 

negotiations on a new enterprise agreement at AGL Macquarie. Now 

the priority is to continue our progress in relation to AGL Loy Yang.  

 We have successfully applied to terminate the existing enterprise 

agreement and remain hopeful that the unions at the site will come 

to the table to negotiate a new deal. On the policy front, I am proud 

of our continued industry-leading work. This informs our interactions 

with industry and government, including why and potentially how 
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policy and market design can change to facilitate the structured 

evolution of the market. 

 Our key policy recommendations include: continued deployment of 

cost-reflective pricing by electricity networks; ensuring that 

competition rather than regulation is promoted to deliver new 

products and services for consumers; and a mechanism to support 

orderly closure of coal-fired generation and the introduction of firm 

capacity rights to support the development of renewable energy 

sources. We expect to be able to provide significant clarity in relation 

to our rehabilitation obligations, including the financial implications, 

at our full year results in August. 

 Moving to driving productivity, we are on track to meet our targets for 

opex, sustaining capex and working capital reductions by the end of 

this financial year, as well as achieving our targets for asset sales. 

We intend to finalise over the course of this half our expectations for 

further productivity improvements and to communicate those goals 

at our full year results in August.  

 Finally, unlocking growth, the goal towards which all strategic actions 

drive. Those of you who attended the investor day will be familiar 

with the range of growth initiatives we presented. This slide shows 

the current set of strategic growth initiatives under consideration with 

those at the top being most advanced and those at the bottom the 

least developed. I'd like to walk you through our progress on each, 

reminding you that in all cases we are expecting to earn a 12% plus 

post-tax nominal internal rate of return or higher where we assess 

the risks to be greater than those found in our current business. 

 Starting at the top, the Powering Australian Renewables Fund, or the 

PARF as we call it, maintained strong momentum. Our equity 

investment as of 31 December 2016 was $13 million to support the 

Nyngan and Broken Hill projects. I note the purchase of these assets 

by the fund and by the Silverton Wind Farm last month were 

executed ahead of our original timelines. Our Coopers Gap Wind 

Farm is slated to be the next project offered to the PARF. 

 The next two actions on the list share a common denominator: 

innovating for the customer. They are our customer experience 

transformation, as we are now referring to our digital transformation 

program and technology-led new energy investments. These are 

front and centre to both personalised retailing and the orchestration 

of assets. I'll cover each of these in more depth on a separate slide 

in a moment. 
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 Next on the list is our move into the West Australian gas retail 

market, which is progressing as planned. Our retail licence 

application has now been submitted and our gas supply agreements 

are pending. Our current business plan is to achieve 100,000 

customer in 24 months and we have earmarked an investment of 

$50 million to $100 million for the project. We expect a negative EBIT 

impact of $15 million next financial year and to break even in financial 

year 2019.  

 Our proposal to developed a liquefied natural gas import facility on 

Australia's East Coast is also progressing. We anticipate selecting a 

site this calendar year and to make a final investment decision by the 

end of financial year 2018.  

 The next opportunity is the development of large scale peaking 

power. This of course remains subject to market and policy 

developments, however we do have a development approval for a 

new gas peaker near the Torrens Island site in South Australia. In 

addition, we are actively exploring grid scale storage opportunities. 

We have issued an expression of interest to potential suppliers in 

support of these efforts and we have received responses.  

 We anticipate making more progress in relation to the exploration of 

the remaining opportunities on this list over the remainder of this 

financial year.  

 We know our shareholders want more detail on the customer 

experience transformation program. This is about materially 

changing our customers' experience through a digital-first approach 

that supports the launch of innovative offerings. It is an anticipated 

$300 million investment to the end of financial year 2019. This slide 

is intended to provide a template to report on our progress.  

 Customer experience transformation focuses on three areas of 

investment: one, lifting our foundational capability; two, digital 

adoption; and three, signature moments. The latter are unique 

customer experiences designed to build trust and advocacy while 

differentiating AGL from its competitors. This financial year is about 

the ramp-up phase of the project, focusing on the foundational 

capability, beginning to drive digital adoption and preparing the go-

to-market strategy for our signature moments. 

 Of the $22 million invested since last August, the bulk has been on 

things like acquiring the right skills and capabilities and undertaking 

initial technology improvements, as well as initiatives such as 

improving the capacity of our online account portal and mobile app. 
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We expect investments in the second half to increase a further $58 

million, with a particular emphasis on changes that will make the 

customer experience more seamless and personalised and our 

processes more automated. We are seeing early signs of success, 

such as a reduction in replication errors across core systems and 

improved response times.  

 As we move into the 2018 financial year, we expect to see clear 

evidence of a channel mix shift to digital. That will, in turn, reduce 

churn and drive customer growth over time. The resulting operating 

cost reductions alone are expected to meet our cost of capital and, 

as the program matures, corresponding gross margin uplift will 

deliver in excess of our 12% hurdle rate. We expect to see 

meaningful financial benefits in financial year 2019. 

 Now to New Energy; we are also making progress here and know 

this is another area in which shareholders are eager to see more 

detail. So let me elaborate. The business unit was restructured as an 

innovation accelerator in November. As a result, sales, marketing 

and installation services relating to mature products, such as solar 

rooftops and digital metering, were transferred into energy markets 

and group operation segments. This will enable New Energy to focus 

on fast tracking development of technologies that can position us to 

lead in a future of higher customer centricity and greater asset 

orchestration. 

 Since November, we've seen progress on three key fronts. First, the 

area of digital apps and the connected home; we now have 4,250 

customers using the Solar Command app. This provides us with a 

platform for development, iteration and scaling of services in relation 

to monitoring and managing not just energy assets, but also 

appliances within the home. We anticipate the next iteration of our 

analytic capability will include locational weather data and automatic 

alerts. 

 Second, residential storage and orchestration; to date we have sold 

175 packages and installed 31 of these as part of our 5 MW virtual 

power plant orchestration project in South Australia. We are ahead 

of our targets with the program and encouraged about the prospects 

for further iterations.  

 Third, the Energy Impact Partners fund, in which last November we 

committed to invest US$50 million. To date, about US$7 million have 

been called with the fund now invested in three portfolio businesses. 

We are deeply involved in the process of identifying targets not only 
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for the fund, but also for stand-alone AGL partnerships. It's early 

days for the New Energy innovation accelerator structure, we're 

excited about what's to come as we build upon these key initiatives 

and look forward to continuing to update you on our progress. 

 I now hand over to Brett. 

Brett Redman: Thanks Andy and good morning everyone. I'll start with a summary 

of our key financial metrics. This was a strong first half result in the 

context of the headwinds we faced in our gas business and we are 

trading into the second half with confidence. I'd like to point out that 

there were no significant items in the period; the only difference 

between statutory and underlying profit being fair value movements. 

A full reconciliation of statutory to underlying profit and a breakdown 

of underlying profit by reporting segment is provided in the 

supplementary slides to this presentation. There is also more 

information in the Operating and Financial Review, or OFR, 

published in our Directors' Report. 

 Underlying profit improved 4% versus last year. Cash flow results 

were lower in the half primarily because of timing related working 

capital movements that I will come to shortly. A real highlight of the 

result is our increased interim dividend of $0.41 per share, following 

the introduction of our new policy to pay out approximately 75% of 

underlying profit after tax. As Andy mentioned, we have historically 

paid a higher final dividend than interim dividend. It is our expectation 

that that practice will continue, subject of course to AGL's results and 

the Board's discretion. Consistent with the new policy, the dividend 

is 80% franked.  

 I note for overseas shareholders there will be no Australian dividend 

withholding tax applied on the unfranked component because it is 

paid from conduit foreign income. At a 15% tax rate, that is worth 

about $0.0123 per share on this dividend to foreign shareholders. 

We expect to be able to provide this benefit for about three years at 

similar levels. 

 Turning to slide 14, the key drivers of the change in underlying profit 

after tax are laid out in this waterfall chart. The key thematics are the 

strength and wholesale electricity in eco markets and our ongoing 

cost discipline, which is offsetting the headwinds we are 

experiencing in gas. I'll talk through the energy markets and group 

operations results in more detail in the next few slides in the context 

of our electricity and gas portfolio margins. 
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 Looking at central activities on this chart, the decline in investments 

primarily reflects lower margin in actual AGL, where retail margin has 

come under pressure. The $5 million reduction in centrally managed 

expenses reflects our opex savings program delivering. One other 

point to note on this chart is the $19 million increase in tax expense. 

This includes an adjustment in relation to prior years arising from the 

divestment of the solar projects into the PARF in November, a full 

breakdown of which is included in the OFR. Excluding this impact, 

our effective underlying tax rate was in line with our usual 29%.  

 The next four slides are designed to discuss the results in our 

electricity and gas portfolios, using the same definitions as the 

portfolio market reporting section of the OFR. I'll start with volumes 

in the electricity portfolio here on slide 15. The grey bars show 

generation in the first halves of the 2016 and 2017 financial years 

and the coloured stack bars show our sales volumes. In broad terms, 

this shows how we are now a physical business. In essence, we 

made about 22 TWh of electricity and we sold about 22 TWh of 

electricity.  

 As you can see, generation was down slightly, primarily reflecting 

greater planned outages at Bayswater, although this was largely 

offset by a reduction in forced outages at Liddell. This slide also 

illustrates a slight reduction in sales volume. This was primarily 

driven by lower demand in consumer as milder weather in July and 

August led to lower consumption. Meanwhile, in business 

customers, the acquisition and retention of customers is always 

somewhat changeable depending on market conditions and volumes 

were down in the period. The increase in wholesale volumes reflects 

higher commercial load. 

 Slide 16 shows the margin comparison in electricity across the two 

periods. Electricity margin across AGL was up $100 million in total 

to $730 million. Clearly this was driven by the increase in wholesale 

market pricing. Consumer and business customer margins were 

relatively steady in the competitive market. Wholesale margin, which 

includes both direct sales to wholesale customers and our broader 

wholesale markets activity, was up $58 million. Against a backdrop 

of rising wholesale prices, this reflects the benefit of a long term, 

largely fixed field position as a result of the Macquarie and Loy Yang 

acquisitions. There is a wealth more detail in the portfolio market 

reporting section of the OFR. 

 Like the wholesale electricity result, the eco markets result 

improvement of $31 million reflects the benefits of the way we have 
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developed our portfolio in recent years. Prior action to acquire and 

develop hydro, solar and wind assets are putting us at an advantage 

at a time of rising prices for large scale renewable energy certificates. 

 Moving to gas, volumes were up as a result of business customer 

acquisitions and higher generations at AGL Torrens. The slight 

reduction in consumer gas volumes is consistent with our prior 

comments about the milder winter on the East Coast. 

 Slide 18 shows the portfolio margin in gas was down as we have 

previously flagged. This includes the impact of the $1 per gigajoule 

reduction in wholesale margins on Queensland gas sales we flagged 

in May and the impact of commodity costs as a result of having to 

acquire spot gas following the supply curtailment we experienced in 

July. This slide demonstrates those impacts on the portfolio through 

the $72 million reduction in wholesale margin. The $21 million 

reduction in consumer margin reflects state-by-state sales mix 

impacts related to the milder weather in July and August. 

 Now let's turn to operating expenditure on slide 19. Our target is for 

$170 million of real savings by the end of this financial year. We 

delivered $122 million in the 2016 financial year based upon a lot of 

quick wins. As you can see, we added $38 million to that total in the 

first half and therefore have $10 million more to deliver in the second 

half to achieve our target. This has been a broad-based effort across 

AGL to deliver sustainable savings. 

 Slide 20 looks at some key consumer metrics where strong cost 

discipline has really helped us offset the impacts on gross margin 

per consumer customer of lower margins. EBIT per customer was 

down slightly in the period to $52, but this is in the context of a strong 

trend over the past four years as shown in the chart on the right hand 

side.  

 Let me now address the negative movement in working capital of 

$172 million we experienced in the half. There were two key drivers. 

Firstly, the increase in margin calls is a direct effect of rising 

wholesale electricity prices that are driving our earnings. This is a 

good thing. In the short term, simply means we have had to pay 

some margin calls which of course will flush out as a positive 

movement in working capital as and when our positions roll. The 

lower decline in receivables is driven primarily by timing issues, most 

significantly early collections in the second half of the 2016 financial 

year and an increase in DSO of 0.2 days. We anticipate an 

improvement in the second half. 
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 The positive move in inventories shown here reflects reductions in 

coal stockpile, gas inventory and green certificates. We remain on 

track for the delivery of our program to reduce underlying working 

capital by $200 million, as detailed on slide 47 of the backup. This 

relates to our initiatives to optimise our coal stockpile at AGL 

Macquarie, consume our excess gas bank and reduce our surplus 

of large-scale generation certificates, as well as our consumer credit 

and billing initiatives. 

 Slide 22 uses a format we introduced at the investor day in 

November, which shows our generation of cash and allocation of 

investors' capital. I'm pleased to say it remains a positive story, 

notwithstanding the short term working capital related reduction in 

cash flow. You can really see here we're delivering the benefit in a 

reduction in sustaining capex, consistent with our target to reduce 

our total to $315 million for the year. You can also see at the bottom 

of this table the impact of the on-market share buyback we began in 

October. I'll cover that more on the next slide. 

 Slide 23 looks at liquidity in more detail. Our strength in this area is 

enabling our capital management strategy. Our cash balance as at 

31 December 2016 was $969 million with net debt down over the 

period by $154 million to $2.6 billion. The chart to the right shows our 

updated debt maturity profile as at today. A strong cash performance 

coupled with proceeds from the recent US private placement, have 

enabled us to restructure our bank debt. This week we have 

cancelled $500 million of term debt and we are in the process of 

refinancing and extending the tenor on our main revolving credit 

facility. This will mean we have increased average tenor to 5.9 years 

and will have no material bank debt repayments pending until 

September 2020. From June 2019 AGL will have the option to 

redeem the $650 million hybrid at par, shown conservatively in the 

chart as maturing in FY19.  

 Moving to equity capital management, our increased dividend payout 

ratio will result in a $276 million outflow in March prior to any impact 

of DRP participation. We intend to continue with the on-market share 

buyback, which represents the most efficient means by which we can 

return excess cash to shareholders.  

 So far we have acquired $51 million of stock, which equates to 0.4% 

of issued capital, compared with the 5% maximum we can acquire in 

12 months. The relatively slow start to the year we have made 

reflects three key things: not wishing to buy heavily as the share price 

appreciated strongly in October and November; disclosure 
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constraints on our activity as we negotiated the Alcoa contract in 

December; and our usual blackout period from 1 January. The 

further 4.6% of issued share capital available to us under the 

buyback program has current market value of $700 million. 

 My final slide, number 24, is intended to pre-empt questions in 

relation to our periodic review of our rehabilitation provisions, which 

is the subject of much commentary. We anticipate completing the 

current review such that any potential changes can be brought to 

book in our 2017 full year accounts. We are working closely with a 

third party expert currently as part of our periodic assessment of 

rehab options and costs. By the end of the financial year, we expect 

to have outlined our community engagement and consultation 

strategy and to have completed any necessary financial modelling. 

Any resultant changes to provision balances will be offset by 

corresponding change in asset value in our 2017 full year accounts, 

in line with accounting standards and with no impact on the income 

statement. 

 From the next financial year onwards, any change in provisions and 

asset values will affect the income statement via potential changes 

to depreciation and interest expenses NPV calculations unwind. 

 That concludes my comments. I'll now hand back to Andy. 

Andy Vesey: Thanks Brett. Further to Brett's outline, let me make a few closing 

remarks about market conditions and our outlook before we open to 

questions. First, this slide deals with conditions in the electricity 

market and in particular, what the rising forward curve means for our 

outlook. On this slide, we've used our 2016 financial year volumes 

as a base to help display the phasing of our ability to pass the 

forward wholesale price through our electricity portfolio. 

 As Brett made clear, we largely generate what we sell and the fixed 

nature of this cost base puts us in a strong position as wholesale 

prices rise. But our profit growth needs to be sustainable relative to 

the market, industrial competitiveness, community scrutiny and the 

needs of our most vulnerable customers. The stacked coloured bar 

and the corresponding comments on this slide illustrate the time it 

takes to pass changes in the forward curve through our portfolio. 

 In the consumer market, our practice is to change prices annually by 

state as appropriate, with any increases influenced by competitive 

factors. For business customers, contracts typically last two to three 

years, so pass through is longer. Wholesale market pass through is 

even longer, given the long tenure at up to 11 years of the major 
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industrial customers with which considerable load is concentrated. 

In addition, our hedging position takes two to three years to refresh. 

I stress that this is a correct but simplistic view; it cannot be taken as 

guidance, but we hope it proves useful in aiding analysts' 

understanding of this important topic.  

 Let there be no doubt, exposure to a rising curve remains integral to 

AGL's investment thesis and a key driver of profit growth in the near 

and mid-term. We are confident shareholders will continue to benefit 

as a result, but it is essential to maintain perspective as to the 

phasing of the impact.  

 Now, turning to the outlook for gas, as we have stated previously, we 

expect the underlying EBIT impact this financial year, from the 

reduction in Queensland wholesale gas sales margins, supply 

curtailment and other issues, to be at least $100 million. Meanwhile, 

we continue to pursue multiple options to strengthen supply in gas 

and to develop our portfolio in response to a dynamic and volatile 

market.  

 Progress since our November investor day includes the following. 

We have secured flexible transportation arrangements with both 

Epic Energy and APA, which enabled bi-directional movement of 

gas. This supports us in meeting both household and generation 

demand responsibly. Last month, we executed a binding heads of 

agreement with Cooper Energy. This doubles the proposed supply 

to AGL from Cooper's sole project in the Gippsland Basin to 12 PJ 

for eight years from 2019. Meanwhile, we continued to engage with 

other domestic suppliers to source further competitive supply and to 

leverage the flexibility provided our strong storage position. As I said 

at the start of the presentation, the feasibility study for the LNG 

import terminal is progressing and we expect to select a site around 

the middle of this calendar year.  

 I would also like to touch on some key customer metrics before 

finishing. These charts demonstrate that we continue to experience 

lower-than-market consumer churn and that we have good 

momentum with new sales and retentions and with loyalty and 

reward programs.  

 Now, let me close by summarising our outlook. We are on track and 

in a strong position to deliver our guidance for underlying profit after 

tax this financial year. Subject to a continuation of normal trading 

conditions, we now expect to deliver a result in the upper half of our 

guidance range of $720 million to $800 million. The primary drivers 
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of this growth continue to be benefits to our wholesale electricity 

margin, as well as our operational transformation program.  

 In electricity, we expect the benefit of rising wholesale prices to 

continue. The forward curve points to a sustained improvement, 

although the benefit will continue to be phased over time. In gas, the 

challenges are well flagged and were reflected in our interim result. 

Throughout AGL, our focus on safety and cost discipline will continue 

and with that, I bring to a close the formal part of our presentation. 

We now invite your questions. 

James Hall: Well thank you, it's James Hall speaking here and I'd just like to 

remind everyone to ask a question, it is star/one and if we could ask 

people to ask one question at a time and we'll try and get around 

again if you have further questions.  

 The first question in the queue is from Mark Busuttil of JP Morgan. 

Good morning Mark, please go ahead. 

Mark Busuttil: Good morning everyone. Just a question in terms of government 

policies, just in terms of recent weeks, as wholesale prices have 

gone up, there seems to be an increasing pressure on the Federal 

Government to change policy to protect residential and industrial 

customers. Can you maybe talk a little bit about this? I mean what's 

your view on it, do you think there will be policy change, what sort of 

policy change, if any at all, would you be advocating? Yeah, if could 

provide a bit of colour on that, would be appreciated. 

Andy Vesey: Thanks Mark, it's Andy. You know, this is a critical question as we 

start to look forward and see this period over period of potentially 

increasing retail prices reflecting the price rises in the wholesale 

forwards. I think that being attentive to that potential for government 

intervention is a very real thing and that's why when we talk about 

the way we think about this, we do think broadly about the issues of 

competitiveness, about industrial competitiveness as well as we say 

the needs of our most vulnerable customers.  

 I think that instead of anticipating what government may do, we are 

trying to continue to show the benefits of competitive markets in 

electricity. One of the things we are always doing is we always tell 

our customers to shop around, that's really a very important thing. 

But when we think about the environment broadly, we do see that 

these prices continue to rise, which means that it's up to us to 

continue to demonstrate that we're providing value to our customers.  
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 One of areas we're quite keen on is the things we're going to be 

driving out of New Energy, more innovation. You think about the 

Australian markets as being probably in the top three most 

competitive markets in the world, now with having high prices, it is a 

perfect place to see innovation to help customers not so much on the 

price issue, but on the size of bill issue: energy efficiency, more 

effective consumption of the product. So we are going to be in the 

relative near term bringing more innovation out, that's something you 

can be attentive to. You will also see this with the results of our 

customer experience transformation.  

 We're also spending more time thinking about how to work with the 

welfare agencies to make sure that we have the right programs in 

place to actually support those who are going to need that help. But 

I think it's a very important question and I can tell you that we're 

taking it very seriously. But the obligation is on us and other retailers 

to show the benefits of competition and when prices are rising in the 

wholesale markets, we have to make sure that we're providing more 

innovation and more ways for customers to see the value. But we 

always are asking our customers to shop around as well. So that is 

at a high level what we expect. 

 I think from a policy perspective, our view is very clear. We do expect 

that we want to see competition and continue to operate in the 

markets. We basically have been very keen on making sure there's 

ring fencing so competition is dealt with fairly, so innovation comes 

to market. We have, on the other side of the market, we've been 

talking about orderly closure so that we can have a view of the 

markets in a way that allow us to manage the transition and deal with 

the issues of volatility. So it's a big issue and I'm not suggesting, 

other than the policy advocacy positions that we've already taken 

around early closure and ring fencing, I think the government has to 

let the markets work and the obligation is on retailers to ensure that 

in a rising price environment, we can continue to deliver innovation 

and value to our customers while watching those who may need that 

extra help. 

 So I think the obligation is on us and we are absolutely thinking about 

this at AGL and watching this space, you'll start to see more and 

more innovative products coming from us to basically demonstrate 

that the markets should be allowed to work and ultimately they will 

be providing good value to our customers. 

Mark Busuttil: Okay, sorry, if I may, just a follow up, you talked about the 

competition side of it, but would it be fair to say that these changes 
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are actually reducing competition? I mean higher price volatility 

means the hedged cost for pure retailers goes up. We've already 

seen Go Energy go broke last year; I mean it would be fair to say 

that these changes are negative for competition, for retailing. 

Andy Vesey: Well the indicators of competition, look I think in a rising price market, 

different organisations will have different challenges. But 

fundamentally, if you look at churn rates, though, we had a slide on 

churn rates, they still indicate relatively high competition levels and 

that's the indicator. So while some may enter and some may exist 

based on their own business strategies, what we're still seeing on 

the indications, based on the metrics, that these are still, as I said, 

among the most competitive markets in the world and we don't 

anticipate that to be changing in the near future. 

James Hall: Thanks Mark. The next question on the line is from Mike Dargue at 

Citi. Please go ahead Mike. 

Mike Dargue: A follow-on to that question, you've highlighted customer affordability 

being a risk in your outlook, can you give me a bit more colour on 

this? Are you already seeing rising bad debt or more customers 

moving onto hardship programs or is this just being wary of the 

media and physical focus on rising energy bills? 

Andy Vesey: I'm going to again, the answer, hand that question off to Stephen in 

a minute, but I do want to say that affordability always has to be an 

issue. When we think of the market, the issues of asset renewal, of 

the changes in the fuel matrix, the need to deal with CO2 issues, 

security, these are all talking about issues which talk about a market 

transformation in which the fundamental view is that there will still be 

increased costs. 

 When you think about all these policy objectives, affordability has to 

be key because the question is that if we can't continue to bring 

affordability, meaning that people think it's a fair exchange for what 

they're paying for the value they're receiving, then it talks to a whole 

slate of policy interventions that may or may not be helpful.  

 So we are absolutely committed to this sort of competitive path, but 

as we think about how we bring prices to our customers and how we 

try to phase that impact, we have to be concerned, number one, 

about the competitive response because they are competitive 

markets. When we talk about that, this is an issue that takes a lot of 

what we call pricing discipline and is one of the reasons we try to talk 

about the way we go to market.  
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 But let's also be clear, it is a competitive market, we do have to be 

sensitive to how our customers will respond, as we did say on that 

churn chart. As you can see, that our churn is somewhat lower, so 

there's actually benefits that our customers are seeing. But let me 

ask Stephen if he wants to add to how we think about the pricing on 

the retail side and the question of affordability. 

Stephen Mikkelsen: Yes, I think there's two ways to think about it. Firstly, we're just 

coming to the end of our $6 million program that we put in place 

around an affordability initiative and that's giving us some really good 

data as to what worked and what didn't work and we're working with 

community groups on that. So expect to see some outcomes of that 

over the coming months, but I will admit, that's at the really, really 

pointy end of affordability. 

 At the more general area of affordability, as we're seeing the prices 

rise, there's just some really basic things that have to be done and 

none of this is rocket science, so it's about having an accurate bill, 

on time and to expectations. So we're going to be doing more and 

more as digital meters are rolled out, more and more around alerts 

for customers, pre-warning of customers of what their bill is going to 

be, different payment options. Like I said, there is not a silver bullet 

for any of it, but I can promise you it's occupying a lot of my thinking 

at the moment. 

Andy Vesey: The last thing I would say is that also look to our own internal 

operations and the targets we set for our own improvement. We're 

on track to reduce our opex $170 million. I think that the first place 

we have to look is to make sure that we are as efficient as possible 

before we look to be moving import costs on to customers. So our 

ability to continue to be efficient and be able to demonstrate we're 

doing that and what you're seeing our impacts at the markets, so 

these are outside drivers of the need to translate those  into 

consumer prices, I think is something that we continue to be focused 

on and as you see in one of our slides, that at the end of this financial 

year, we will be announcing and holding ourselves accountable to a 

new set of productivity improvement targets, because that does go 

hand in hand with a rising price environment. 

Brett Redman: I might perhaps, Andy, just for clarity, because I know this is 

something that we're going to be talking about quite a lot over the 

next few days as well, the reference to customer affordability is 

primarily a reference to how we're thinking about how the change in 

wholesale price might translate into a change in retail price. So it's 

not particularly trying to point analysts towards were expecting a 
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significant change in cost, for example, through bad debt or other 

things on the cost side of the equation.  

 There might be a little bit of that, but this is more about just simply 

saying when we sit down, for example, in the next few months and 

consider the price increases to go through on 1 July, which a number 

of states will have their annual price rise go through, while on the 

one hand will be thinking about and seeing the change in our cost 

base, both the wholesale price and also our own internal opex 

structures, on the other hand, one of the other considerations we 

think about is simply the impact on customer. So the reference to 

customer affordability is us being mindful about what it means to our 

customers and therefore that's part of the equation in thinking about 

how price changes. 

James Hall: Thank you. The next question in the queue is from Simon Chan from 

Bank of America Merrill Lynch. Please go ahead Simon. 

Simon Chan: Thanks James. Before I ask my question, I just want to make sure I 

heard Brett's comment right. So Brett, I mean in really simple terms, 

are you simply telling me that, sorry, telling us that the recent $30 or 

so uplift in forward curve won't be waxed through to the retail tariffs 

on 1 July but could take a number of years to be implemented? Did 

I hear your comments correctly? 

Brett Redman: No, I think Simon that's sort of extrapolating the comments to get to 

a point of something a bit too explicit. What we're saying is that the 

forward curve has been rising over the last six, 12 and more months. 

Different parts of the market will see the pass through of cost change 

at different times. In the retail part or the consumer part of the market, 

the phasing of where the change on the cost side of the ledger 

translates through to ultimately impact on customer price is phased 

and is affected by broader market considerations. So it's not a 

simple, necessarily one-for-one relationship in the very short term, 

but in the medium to longer term, market through competition should 

settle at a point where changes in cost structures are ultimately 

reflected in change in end prices. 

Simon Chan: Okay, thanks. So just on to my question, I mean a lot of the 

comments that have been made, so benefits of the rising forward 

curve for your revenue line, but I'm just more interested on the cost 

side. So I mean if I take Queensland for example, volatility there has 

been extremely high this summer and perhaps will remain that way. 

I mean I was just wondering if Stephen could give us some insight, 

like how do we think about the cost pressures you guys are facing in 
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that state? It's a big state, you've got a big load, you've got no 

generation and you might have some legacy swaps rolling off there. 

So how do we think about that? 

Stephen Mikkelsen: So Simon we do have Yabulu up in Queensland as some 

generation, but you're right, it is a state where by and large we are 

short because we have more customers than we do generation. 

What I would say is that we manage that the way we manage any of 

the portfolios and AGL has a long history of not being long generation 

at various times through our past before we purchased generation. 

So as part of the contract book, we enter into arrangements with the 

various generators up in Queensland, both swaps and caps and into 

the portfolio it goes. We still have generation coming out of New 

South Wales as well, there's SRAs, there's the whole range of 

portfolio management tools that we use in Queensland. I think you'll 

see, because you're dead right, there's been a lot of volatility and 

high prices up in Queensland over the last six months and it hasn't 

negatively impacted us. I think we've managed it very well. 

James Hall: Next question comes from Peter Wilson at Credit Suisse. Please go 

ahead Peter. 

Peter Wilson: Thank you. I guess just continuing at theme from your comments, 

Brett, your comments around the passing on the wholesale prices to 

consumers, I take your comments around the need to consider your 

competitors and market conditions, so I was hoping maybe you could 

just give us some comments on how you see that your competitors 

are positioned. So it seems like at least one of the big three has 

particularly favourable hedges, which may be rolling off as soon as 

the end of this year and potentially that might make it easier for you 

to pass through high prices into the consumer segment. 

Brett Redman: Look, as a rule, we wouldn't tend to talk about our competitors. The 

way they've set up their position is the way they've set up their 

position. I think most of the major participants in the market trade a 

little bit like we do. There's a wholesale half of your business that is 

trading against that wholesale price and there's a retail half of your 

business that's then managing to direct to customers, levered off that 

wholesale price.  

 So to the extent that one side of the house, the wholesale side of the 

house, is seeing internal movement, what's more important is simply 

where that wholesale benchmark is sitting and therefore what does 

that mean in terms of what might be translating through into retail 

prices. It's hard to be specific; I don't think we particularly want to be 
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specific in thinking about what might an internal hedge book and a 

competitor look like. 

James Hall: Thanks. Next question in the queue is Nik Burns at UBS. Morning, 

Nik. 

Nik Burns: Thanks James and team. Just following on an issue from Simon's 

question earlier, you're sort of focusing on the negative impacts 

potentially in Queensland, but we've seen some increased volatility 

in South Australia yesterday and I think the market operator today is 

forecasting five hours at vol pricing. Just with your exposure to 

Torrens Island there, how should we be thinking about your potential 

positive exposure coming through from these extreme pricing 

events, or do you effectively hedge a lot of your exposure away 

there?  

 Then I guess going on from that, does these extreme events help to 

reinforce your decision or your thoughts process around building 

new open cycle gas-powered generation capacity at Torrens Island 

going forward? Thank you. 

Stephen Mikkelsen: Yes, so firstly in South Australia, you're right, there's been 

extreme weather and prices yesterday and you're dead right, it's 

forecast again to happen today. Yesterday's issue, there was not a 

lot of wind around as well, I think at the peak of it there was only 

around 120 MW across the whole state and you also saw the issue 

that clearly as the sun went down, is when the actual net demand 

peaked and South Australia, about six o'clock last night, a bit over 

3000 MW. So it's a complicated picture.  

 Clearly Torrens Island is the core for us in South Australia around 

hedging. Now how long or short we are to that, I really don't want to 

talk about in a sort of competitive sense at the moment, but what I 

can say is that we do have a large customer base in South Australia 

and we have got Torrens to help hedge that position. I am feeling 

comfortable, as I sit here at the moment, but it is a very, very volatile 

position and today will be interesting, particularly haven't seen the 

weather forecast for wind. 

 What does it mean for open cycle turbines? I think one of the issues 

with  South Australia is it is probably more short of energy than it is 

of capacity, particularly with Northern coming out. So I think OCGT 

will be part of the mix in the solution, but it needs to be part of the 

mix as an overall energy, an increase in energy availability in that 

state as well, because as you're aware, we're a market that's 

completely integrated and gas is in very short supply at the moment. 
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So just having gas to provide short term bursts in open cycle is good, 

but we need a longer term energy solution for South Australia. 

James Hall: We have Rob Koh from Morgan Stanley up next. 

Rob Koh: Good morning guys, thank you. So I think we've covered prices. I 

guess the root cause of the price increases is the rice in the 

wholesale prices, but your generation costs, you've been very 

disciplined on. So is it not open to you, as a strategy, to maybe even 

reduce your retail prices and market share to demonstrate the 

benefits of competition in that way? 

Andy Vesey: Well I'm going to let Stephen talk to this because if somebody's going 

to violate the law by saying that we would do something like that, it's 

not going to be me. No, we have very strict rules. I mean the fact of 

the matter is that we can't exercise market power to get market 

share. So while we can think strategically about how we price versus 

our competitors, we do have certain limitations on what we can do 

given our position. So that said, the idea that we could radically 

under-price in the market against that forward to gain market share 

would probably be something that is not allowed and so we would 

never even consider it.  

 So there is a relatively tight band of strategy around pricing and that 

we do think about it, but I think that the way we think about price, 

since the whole market is thinking about this, is one that we got back 

to before now, when we think about the need not to provoke a 

response by showing we're doing everything we can to make the 

right decisions when it comes to that. So that's why it's a relatively 

difficult decision. 

 The fact that you said is right, is that any increase in those forwards 

is a benefit to us because we have strict cost discipline around our 

very well-run units that we have. The investment thesis around 

MacGen and Loy Yang continues to prove out and we work very hard 

to make sure that the fixed costs are fixed so we have that 

opportunity. So the answer is it’s a very, very narrow range of 

thinking around pricing strategy because there are very clear 

obligations that we have under statute on how we can behave. 

Clearly we will stand very clear away from those type of exposures. 

 I don't know, Stephen, if you want to add anything. 

Stephen Mikkelsen: No, that's fine. 

Rob Koh: Thanks guys. Just to be clear, I would never try to imply that you 

would abuse your market power, that's clearly not what I'm 
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suggesting. Okay, my next question, I guess, also on the issue of 

prices, I guess the cure for high prices generally is increase in 

supply. So can I please get your comments on a couple of different 

new supply options, particularly in light of high certificate prices? I 

mean why wouldn't you just go out and build more renewables and 

have a large scale battery fit into the mix? What kind of government 

support would you need for a HELLER coal fired plant or a HELLER 

upgrade to one of your existing plants, if that fits within your policy? 

Andy Vesey: Yes, well look I mean I think it's a good question. Clearly we 

constantly scan for the ability to deploy more capital that's going to 

meet our hurdle rates and we're always in the market. I mean we 

have been - so the question that was asked earlier about South 

Australia, we continue to look at what we call the blueprint for that 

state to increase security, reliability and actually work against the 

volatility in the market. But one of the challenges that we have as a 

sector is that we have set a standard for ourselves that we will not 

extend the life of our coal plant. So the fact that we could think about 

any kind of repowering or life extension or recurring capacity, we are 

not going to do that.  

 The question about replacement and we've looked hard at various 

things because we've set a standard, we've set a standard in our 

own greenhouse gas policy as to what we believe that cleanliness 

would have to be. We've always said that we're not necessarily out 

of the coal business, but we are in the CO2 emissions business and 

we have taken a hard look at both super critical and ultra critical coal 

plants. Leaving aside for a moment that you would find the financing 

for that because of the way people view carbon risk, but still even in 

the most efficient coal units and let's stop short of talking about any 

kind of carbon capture and sequestration which I don't think is on the 

horizon in the mid-term in a cost effective way, it is still substantially 

higher in terms of carbon emissions than efficient modern and 

combined cycle gas plant. 

 The big challenge that we have and one of the things that we 

continue to advocate for is rationality and coherence in the resource 

policy and market design in gas. This a big challenge because given 

the way we see the gas markets and gas development, it sort of rules 

out what would be considered a very attractive step, which is a move 

towards gas turbine technology either open cycle or in a combined 

way. It's one of the reasons why we're looking to actually improve 

the supply options in looking at the importation facility. So the fact is, 

we look at a lot of things, but I will say that we were absolutely bound 
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by the commitment we made in our greenhouse gas policy and that 

charts opportunities for us. 

 Now that said, through the PARF, we now have about 355 MW of 

projects either in or under development in the PARF. We have 

Coopers Gap which is another 400 MW potentially of wind that will 

be offered to the PARF in the near future. We continue to look across 

the NEM at new generation projects, mostly in the renewable space, 

but we do keep an eye out for other opportunities as policy settings 

change and there may be other developments in the gas market. So 

we're very, very focused on this space and looking at a number of 

things. 

James Hall: Next question comes from Ian Myles at Macquarie. Morning, Ian. 

Ian Myles: Good morning. Can you just remind us, the South Australian 

Government put out a tender for all its volume, come up with 

innovative ideas, where is that in the process and what is your 

relation with the South Australian Government given I think in the 

past you've sometimes been a bit strained? 

Andy Vesey: I'm going to let - if you turn to back to EOI that the South Australian 

Government has, we'll talk to that in a minute. In terms of 

relationships, look I think we spent a lot of time developing what I 

would consider strong and productive relationships with all the state 

governments and the Commonwealth Government as well. We 

believe that given that we're involved in a market that has at its heart 

the public interest and as you can tell from the earlier questions, it's 

considered to be an essential service, we view our relationships with 

not only government but social welfare agencies to be absolutely 

critical.  

 That said, in time our relationship in South Australia, let me put it this 

way, we are held accountable in South Australia for what happens. 

It's an important market to us, we try to do what we think is the best, 

we have, I think, a productive relationship with that state government 

because I think jointly we will benefit for finding those solutions. So I 

would say it's productive, is the way I would categorise it.  

 I'm just trying to see if anybody has the latest on the EOI that the 

South Australian Government has offered. 

Stephen Mikkelsen: Ian, it's Stephen here, not much to report, it's just ongoing. So no 

outcome yet. 
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Ian Myles: Just a follow up to that, when does your contract with the government 

come towards an end? I know they had quite a few terra watts to 

actually shift across to the new system. 

Stephen Mikkelsen: Yes, we had a contact with the smaller sites in South Australia 

and that came to an end at 31 December. 

Ian Myles: Okay, thanks. 

James Hall: Thanks Ian. Next up we have Baden Moore at CLSA. Morning, 

Baden. 

Baden Moore: Morning guys. You've answered a lot of my questions already. I 

guess I was more interested in a follow-on maybe from, I think it was 

Nik Burns asked the question around SA cash generation. In your 

slide pack today, you talk about policy settings, that it can support 

further investment. I was just wondering, which particular policy 

settings were you hoping for clarity on or can you give any more 

detail on what you're watching there? 

Andy Vesey: I had trouble hearing, that was in South Australia? Yeah. Well clearly 

one of the major issues in South Australia for us and it's one of the 

policy settings that we've been talking about for a while, which is a 

sense of the energy-only markets, the large intermittency and to be 

able to have a mechanism for somehow firming up renewables. Now 

I have for a while been talking about the need for something other 

than just a pure energy market, to somehow have a market making 

sure it's bringing in security through making sure there's capacity 

available. These types of changes are viewed as very long term in 

the NEM, so we have suggested a process of creating a secondary 

market by firming up renewables so that new renewable projects do 

have to bring along firm capacity as well and therefore creating the 

incentive to build. 

 We talked about a potentially open cycle gas turbine in South 

Australia and assuming that the gas was available and well-priced, 

which is an assumption because that deals to other issues, then the 

question is, based on some modelling, if we were only running that 

gas turbine 3% of the year for when it was needed, it would be very 

hard to make that a viable project. So the fact that we're not getting 

paid to have that capacity available at those times is very difficult.  

 Now we're looking at a lot of things, but quite honestly, when we get 

back to it and perhaps it will come out of the Finkel review, which we 

think is a very important thing and will give us some insights into the 

market, is that the energy-only market is very difficult to deal with 
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large investments and intermittent sources. It's not just finding that 

here in Australia, but you're finding that around the world. Now if the 

reason that you're driving to renewables is only for the CO2 issue, 

there are other ways of sorting CO2 and energy-only markets can 

deal with that. But given that we don't have a bridging capability of 

gas and therefore any renewal or new investment is going to be in 

intermittent sources, we do need to think about market design.  

 So we're trying to reset policies to recognise that and come up with 

viable approaches that allow and give confidence that one can build 

large-scale renewables without impacting the security of the system. 

That is, South Australia is where you can see this very strongly and 

we're hoping that this conversation and debate continues and we're 

looking forward to seeing some of these indicators or need for policy 

reform coming out of the Finkel review. 

James Hall: Thanks Baden. Next question, John Hirjee from Deutsche. Morning, 

John. 

John Hirjee: Morning, thank you. Two questions if I may. One is on your gas 

contracting strategy and I just wanted to further understand in terms 

of the exposure to oil, how you're managing that, if indeed gas prices 

are still into oil, domestic gas prices that is and how you're managing 

that. Or are you seeing a trend to more fixed price gas contracts 

rather than what used to be over the last couple of years, where 

they're all oil linked. 

Stephen Mikkelsen: So John, Stephen here, a couple of comments on that. One is 

we're seeing a trend to getting hold of gas is difficult full stop, oil 

linked or otherwise, so that would be my first comment. The existing 

oil-linked contract that we have, we have largely hedged through a 

sale contract. So since we last did that contract, there actually 

haven't been many come up, so whether there's going to be a trend 

away from oil linked or whether oil linked will stay, we'll have to wait 

and see. 

 I guess what you're seeing as a result of that, part of our gas 

contracting strategy, well there are twofold things. Firstly, you would 

have seen the sole deal announced with Cooper Energy, so we're 

looking to diversify ourselves away so we've got more sources of 

gas. When you combine that with the Iona storage which we will have 

half of from 2020, we see that as a way of taking some maybe quite 

unusually shaped gas and shaping it to meet our customers' needs. 

Of course secondly, we're working flat out on the feasibility of the 

LNG import terminal. So I guess it's a mini pronged approach, but in 
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specific answer to your question, it's too early to tell is there a trend 

to or from oil-linked contacts. 

John Hirjee: So in WA, do you have a sense if they're still oil linked, that it's largely 

the case? 

Stephen Mikkelsen: So the one we signed with GB JV was absolutely oil linked. We 

haven't signed another one since then. 

John Hirjee: Okay. My next question relates to the electricity hedge book and I 

just wonder and you've outlined your position on slide 47, I'm 

wondering whether there's any preparedness or thinking as to 

whether you would like to get more exposure to (65:14), given as you 

all have said about the rising trend of the trajectory of electricity price 

forward curve. So I'm just wanting to get a sense of whether there's 

any potential change in your electricity contracting hedge book. 

Stephen Mikkelsen: It's Stephen, I don’t think there is. I mean we are very physically 

hedged, AGL is very physically hedged, which is not what we used 

to be a few years ago and I don’t see that position changing. A couple 

of comments on that, clearly Liddell is slated for closure in 2022, so 

that will be a chunk of energy out there. If I look at it, so I think both 

in New South Wales and Victoria, I think we've got a good position; 

it's hard to see those states needing to build something in the near 

future and I think an acquisition would be difficult. South Australia 

we've got Torrens, comfortable with that position and I think it was 

earlier identified Queensland as the one state where we don't have 

a particularly large physical position, other than Yabulu. 

 So our contracting strategy, as we contract around those physical 

assets and that is both buying and selling swaps ad options 

obviously, but it's all around those physical contracts and those 

physical stations and what our customers' requirements are. 

James Hall: Now moving on to Perry Williams from Bloomberg. Good morning, 

Perry. 

Perry Williams: Good morning, thanks for that. I just had a quick one, just wanted to 

get a bit more colour, I guess, on how you're thinking about the LNG 

import proposal. Can you sort of tell us how interest in the market's 

been so far, whether you're looking at onshore regasification and 

anything on gas supplies for the unit? 

Andy Vesey: Yeah, look it's still early in the game, we're finishing up our 

engineering detail and to that we're exploring really two options. One 

is floating re-gas or floating storage and onshore re-gas. It will 

depend on a number of factors, including the type of optionality we 
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want and those decisions will be made in the relatively new future as 

we did talk to site selection for the facility in mid calendar year. We're 

constantly looking, when we say the East Coast, it's New South 

Wales, Victoria and South Australia all under consideration. Part of 

that consideration is not only the harbour, but also the 

connectedness to gas network and ability to get not only to our 

customers, but to storage.  

 That said, we are looking broadly at sourcing, but we are still early in 

that game. We will not only be looking at available, long term supply, 

but the potential of trading and looking at often cargoes looking to 

take advantage of the north-south hemisphere opportunities 

between load. In terms of the reaction from the market, I would say 

initially there was a lot of scepticism but we're seeing building 

positive support for this. Really what that will determine is whether 

we continue to see this divergence between domestically priced gas 

and the availability of molecules and what's available on the oceans 

in terms of LNG cargoes.  

 We continue to see in the near and mid-term significant available 

supply globally where it's sourced, this is secondary to the issue, but 

there seems to be a strong supply position and we believe the ability 

to find opportunities unless of course the markets in Australia 

rationalise. We have a view that not only will pricing be right, but 

there will be molecules available to supply to our customers. So 

we're driven with the ultimate need to get a good priced service to 

our customers as that's where the pinch point is at the moment. 

 Stephen, I don’t know if you want to add anything. 

Stephen Mikkelsen: No, I think that's fine. 

James Hall: Thanks Perry. Angela Macdonald-Smith from the AFI is up next. 

Good morning, Angela. 

Angela Macdonald-Smith: Hi, just wanted to go back onto the South Australian 

situation, Andy, yeah another blackout of course and that's 

engendered criticism from the South Australian Government that the 

system in the end is a failure, the system is broken, what are your 

thoughts on that? Under the current policy settings, if those don't 

change, frequent blackouts, are they just going to become basically 

something we have to expect from now on? 

Andy Vesey: Let's say a few things. One is that yesterday, we'd call that a rolling 

blackout or brown out. I mean that was a managed event as opposed 

to what happened during the very, very significant storms earlier 
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where it was a number of issues that caused what then would be a 

system black condition. So when you're thinking about it, right now 

you're seeing two events on extremes and when you get to 

extremes, there is probably not an electric system in the world that 

is fully bullet proof, only because of the cost of it.  

 Now we do know there are some inherent factors of South Australia. 

One is the very significant amount of intermittent sources that are 

available, as well as the fact that it is on the end of a very long and 

thin interconnector, which means a few things. It means that the 

ability to have very good operational control of this system is 

paramount and that there is some level of planning for the new 

sources. We are currently involved within the current policy 

framework, of looking at what we call a blueprint for South Australia 

which will not only look at potential appropriate investments, but also 

a lot on customer sites and the use of a greater degree of distributed 

resources to actually work within the current policy limits to come up 

with solutions. 

 I think the Finkel review will be very important to this and I think what 

you do need is broad engagement to find those solutions. In the 

meantime, when we talk about the events of yesterday, our plant at 

Torrens, the majority of units were available; we had over 1000 MW 

available, so we were there. But you did have extremes of weather 

when the wind doesn't blow and that does stress the system. But I 

think it has focus, I think we're bringing solutions. 

 It gets back to and one of the things that we've talked about since 

the first time, Angela, you and I talked, which is we need to have a 

view around orderly closure, what is that and what happens there. 

Because what you see in South Australia as you now see to some 

degree in Victoria is you need to plan for when plants leave, you 

have to have the idea, you have to know what's coming next. There 

is a need for overall direction and policy in terms of an energy plan. 

So other than the orderly closure, the need for thinking about how to 

pay for reliability and security in the system, which I mentioned 

earlier, becomes critically important. But I think South Australia is a 

very unique situation based on what's there and where it is vis-à-vis 

the interconnectors. 

 That’s brings up that whole other question, because we've said for a 

while does a second interconnect sort that problem? Not necessarily 

because you do need in-zone generation and to the degree that we 

continue to talk about new interconnectors, it will chill investment in 

new generation in in-zone. So it's a very complicated situation which, 
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Angela, I believe is sorted by having a comprehensive and cohesive 

view of where we need to go. We hope to engage in that discussion, 

we're waiting for the outcome of the Finkel review and we also will, 

in the near term, come out with our own blueprint for South Australia 

because it's an important market to us, we are there, we intend to 

continue to be there and we want to put forward our plans for how 

we're going to continue to invest in that market. 

James Hall: We have a question now from Sonali Paul at Reuters. 

Sonali Paul: Hi Andy, just a follow-up on the South Australian issues, the Premier 

has said today that really all we need is an emissions intensity 

scheme and that would really sort the problem. Is that the silver bullet 

answer? 

Andy Vesey: Look, I think the question is there are no silver bullet answers to 

anything, especially in a system that is this complex. What it requires 

is really quite honestly for all stakeholders to get around the table 

and to come up with a policy architecture that deals not only with the 

needs today, not only with the issue of emissions but security, 

reliability, affordability, these were all major issues. I don't think there 

are silver bullets. However, that said, I do think it's well within the 

capability of market players and government to get around and 

decide a path that will get us to where we need to be, but it won't be 

easy. We're starting with, to answer my last question, a very unique 

and difficult starting point in South Australia, not only because of the 

current matrix, but also because of its location within the NEM.  

 So I think there are no silver bullet answers, I think it will take a lot of 

voices and looking at this problem through a lot of lenses and also 

to basically start to think about the important thing about how we 

include end users into the solution. As an example, there's a 1000 

battery virtual power plant in South Australia which will 

fundamentally, within probably the next 15 months, give us a 5 MW 

solar peaking plant on the edge of the grid. While it's just a pilot, it 

shows the capability of saying you know what, let's make the end 

users part of this as well. We think about industry and end users; 

they need also to be part of the solution. The technology exists to 

start to bring them in and to think about this thing differently and also 

set a new path and a new standard for how we're going to approach 

problems like this. 

James Hall: That's the final question, Andy. 

Andy Vesey: Okay, well let me thank everybody for joining the call and reiterate a 

couple of things. One is that we believe that what we're seeing in 
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terms of our results are quite strong, we believe that this is a very 

clean result and it's a result of not only what's happening in the 

electricity markets, but also the work we're doing internally in terms 

of productivity and price discipline. I think, as we said on the call, that 

there is this issue about how sustainable is this path. We believe it 

is sustainable. What it will lead to is more innovation coming from us 

and our ability to deliver our customers what they need, which is they 

feel that the prices that they're paying is equal to the value that 

they're getting. Of course we always say that the best thing is a 

competitive market and a competitive market will best serve all. 

 So with that said, I thank you for your participation and questions and 

look forward to seeing you all in the near future. 

END OF RECORDING (76:52)  
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