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Sector: Utilities
AusNet is a diversified energy |nfr§as.truc'.cur§ gr9up. It Sub-Sector: Electric
owns and operates gas and electricity distribution
networks, as well as the electricity transmission network, in Country: AU
the State of Victoria. Ownership: Private
FY ending 31 Dec 2023 2022*
Revenue 2,201 1,554
EBITDA 1,280 945
NPAT 821 1,768
EBITDA Margin (%) 58% 61%
Capital Expenditure 1,087 646
Key Credit metrics 2023 2024
Net Debt 10,422 10,299
Net Debt/RAB (%) 81% 84%
FFO/Net Debt (%) 8.5% 6.7%
FFO Interest Coverage (x) 2.7 3.0
Agency Rating Outlook
S&P BBB+ Stable
Moody's Baa1 Stable
Fitch

Coupon First Maturity Issue Rating
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Revenue Composition (%)

Business Segment AUD m Revenue Electricit
o = rici
Electricity distribution 1069 48% 1% diztcriblcjti);n
Electricity transmission 640 29% 9 -
12% Electricity
Growth & Future networks 260 12% transmission
. o
Gas distribution 245 11% Growth & Future
29% networks
Gas distribution
ons o
Business Segment AUDm  EBITDA EBITDA Composition (%)
Electricity distribution 780 57% . = Electricity
Electricity transmission 300 22% 79 distribution
Growth & Future networks 102 7% Ef:;;ﬁgion
Gas distribution 180 13% 229% Growth & Future

networks

Gas distribution

Ausnet is a solid investment grade company underpinned by the essential nature of its regulated
electricity and gas networks, its strong market position and the transparent regulatory framework that
it operates under. We have a neutral view on Ausnet Pty Ltd's credit trajectory in the next 12-18
months. Our view is underpinned by its solid and predictable cash flows, with revenue certainty until
next regulatory resets in 2026 and 2027, balanced by its sizable capital investment program. Capital
expenditure is expected to peak in FY26/27 which should see leverage remain elevated in the next
few years, but we these to be managed to remain within credit ratings thresholds for the BBB+/Baa
senior unsecured credit rating. As such we expect no change to the BBB-/Baa3 ratings on the
subordinated bonds.

Ausnet continues to spend on increasing its existing electricity transmission network, as well as
investing in the AUD370M Western Renewables Link (WRL) project which is designed to support
Renewable Energy Zone (REZ) projects (for example to accommodate volatile renewable transmission
and two way distribution as renewables with battery grow). We understand that WRL will be operated
based on long term contracts with the Australian Energy Market Operator, which have revenue and
investment clawback arrangements similar to the regulated electricity networks. These projects while
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pressuring credit metrics in the near term are positive overall once complete, improving overall scale
and cementing its importance as renewables become an increasing part of the energy mix.

As of February 2024, Ausnet had liquidity of AUD975M (cash and undrawn facilities) which combined
with cash flow expectations of AUD850M in the next 12 months is sufficient to cover~ AUD990M
capital expenditure, as well as debt maturities and dividend distributions.

Debt Maturity profile (as of February 2024):

= Capital market debt Hybrid = Bank debt Undrawn facilities
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Source: Moody's and AusNet

We expect AusNet's credit spreads to remain well supported given expectations of a stable credit
profile and modest near term debt maturities to refinance.

Company Background

AusNet Pty Ltd is the head entity of AusNet Services Group. Through its subsidiaries, the group owns
and operates two gas and an electricity distribution networks, as well as the electricity transmission
network in the State of Victoria. The majority of revenues and EBITDA are generated from
infrastructure assets and these are regulated by the Australian Energy Regulator (AER). The AER sets
revenue through a revenue cap formula which apply for five years and takes into account a number
factors including inflation, a return on investment, the size of the Regulated Asset Base (RAB) and
recovery of investment completed in the prior regulatory period.

AusNet also owns and operates a portfolio of unregulated assets under the brand Mondo. These
activities include i) expanding the transmission network to integrate renewable energy zones; ii) the
construction, maintenance and operation of connections to individual renewable generators under
long-term contracts; and iii) digital services (including smart meters). Management aims to grow this
contracted asset base to AUD3B by FY26, but will remain likely remain less than 20% of the AusNet's
overall business.
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All debt is issued by a wholly owned finance company - AusNet Services Holdings Pty Ltd - and
benefit from a guarantee group structure which ensures the upstream of cash from operating
subsidiaries where the cash generating assets are held.

AusNet was delisted from the ASX after it was acquired by a Brookfield led consortium in February
2022.The two largest shareholders are Brookfield (45.4%) and Australian Retirement Trust (15%), with
the balance to four North American state pension funds with 9.9% stakes each.

Strengths of AusNet
AusNet's cash flows and revenues have a high level of visibility, due to the transparency and
stability of the regulatory framework it operates in. The electricity transmission and
distribution networks (78% of revenue) are regulated under a maximum allowable revenue
basis which protects AusNet from volume risk. AusNet is approaching expiry of the
regulatory reset period for its electricity distribution (2026) and electricity transmission
(2027) businesses, after which is widely expected to result in higher revenues to account for
inflation, higher risk free rate and increases to the RAB.
Undeniably strong market position, with AusNet's energy infrastructure networks effectively
operating like a monopoly in their service areas. Ausnet has been investing to cement this
position to future proof against increasing penetration of large scale renewable and
distribution with battery storage.
Shareholder track record and management commitment to support financial metrics in line
with BBB+/Baa credit ratings. We expect support to come in the form of dividend
retention, capex deferral and/or equity injection if under stress.

Weaknesses of AusNet

Ausnet's financial metrics are aggressive when compared to similarly rated utility peers, partly ¢
large capital expenditure program (across both regulated and unregulated businesses) with sp:
peaking in FY26/27. FFO/Debt will likely be in the 7-8% range and Net Debt/RAB will likely be
78%-83% range in the next 1-2 years which are more consistent with a BBB/BaaZ2 rating. Nonetr
we believe downgrade risks by major external credit ratings agencies S&P and Moody's remain
given expectations of ongoing shareholder support and supportive industry dynamics.

Recent regulatory bans on new gas connections and ongoing electrification of households adv:
impact growth potential of its gas distribution business. This is significant given its gas distributi
network is regulated under a 'price-cap' tariff mechanism which exposes earnings to gas volum
However, we believe the gas business cashflows and earnings profile should remain solid in the
years, underpinned by the recent regulatory resets that provided a higher rate of return. Furthe
gas will remain important given the gradual pace of electrification and its vital role in supportin:
Australia's energy transition. We also note that gas distribution is a relatively small part of reven
EBITDA.
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Disclosure

© 2024 1AM Group | Income Asset Management Group Limited ACN 010 653 862 (ASX: IAM) and wholly
owned subsidiaries, IAM Capital Markets Ltd ACN 111 273 048 AFSL 283119, IAM Cash Markets Pty Ltd ACN
164 806 357 as corporate authorised representative (no. 001295506) of AFSL 283119, Trustees Australia
Limited ACN 010 579 058 AFSL 260038 and IAM Funds Pty Ltd ACN 643 600 088 as corporate authorised
representative (no. 001296921) of AFSL 260038, together the IAM Group.

Disclaimer: The information in this document is for general information purposes only and does not purport to
contain all matters relevant to any particular or financial instrument. It is not intended to be a recommendation,
offer or invitation to purchase, sell or otherwise deal in securities or other investments. Before making any
decisions in respect to a financial product, you should read the relevant Financial Services Guide and Product
Disclosure Statement and seek independent and specific advice from an appropriately qualified professional.
Income Asset Management Group and its subsidiaries shall not be liable for any errors, omissions, defects, or
misrepresentations in the information or for any loss or damage (whether direct or indirect) suffered by
persons who use or rely on the information contained here. The Group is fundraising for The Smith Family. For
every client who opens an IAM Capital Markets account, IAM Group will donate $150 to The Smith Family. The
Group is authorised by The Smith Family (Level 9, 117 Clarence Street, Sydney NSW 2001, Ph: 1300 326 459)
to fundraise on its behalf in ACT, NSW, NT, QLD, SA, VIC, WA, and TAS. All funds raised will go directly to
Australians.

IAM Group offers general financial product advice only. As a result, any information or advice, has been
provided without taking account of your objectives, financial situation and needs. Because of this, you should,
before acting on any advice from IAM consider the appropriateness of the advice, having regard to your
objectives, financial situation and needs. If the information or any advice, relates to the acquisition, or possible
acquisition, of a particular financial product, you should obtain and consider the product disclosure statement
or documents relating to the product before making any decision about whether to acquire the product.
Neither IAM Group, nor any of its directors, authorised representatives, employees, or agents, makes any
representation or warranty as to the reliability, accuracy, or completeness, of any information or advice. Nor do
they accept any liability or responsibility arising in any way (including negligence) for errors in, or omissions
from, any information or advice. IAM Group, its staff and related parties earn fees and revenue from dealing in
the securities as principal or otherwise and may have an interest in any securities mentioned. Any reference to
credit ratings of companies, entities or financial products must only be relied upon by a ‘wholesale client’ as
that term is defined in section 761G of the Corporations Act 2001 (Cth). IAM Group does not provide tax
advice and is not a registered tax agent or tax (financial) advisor, nor are any of the IAM Group staff or
authorised representatives. IAM Group does not make a market in the securities or products that may be
mentioned.

An investment in notes or corporate bonds should not be compared to a bank deposit. Notes and corporate
bonds have a greater risk of loss of some or all of an investor’s capital when compared to bank deposits. Past
performance of any product is not a reliable indication of future performance. Any forecasts are predictive in
character and based on specified assumptions generally available at the time and no reliance should be
placed on the accuracy of any forecast information. The actual results may differ substantially from the
forecasts and are subject to change without further notice. IAM may quote to you an estimated yield when you
purchase a bond. This yield may be calculated by IAM on either A) a yield to maturity date basis; or B) a yield
to early redemption date basis. Some bond issuances include multiple early redemption dates and prices,
therefore the realised yield earned by you on the bond may differ from the yield estimated or quoted by IAM
at the time of your purchase.
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