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I can see clearly now 

 Fresh eyes: A new CEO can be refreshing in how he looks at parts of the 

business, especially troublesome or underperforming assets. The incoming 

AGL CEO, Andy Vesey, has no emotional attachment to AGL's Upstream 

Gas business, which we have previously highlighted as an asset with risks to 

the AGL brand from environmental and social issues to do with coal seam 

gas. This is in addition to the Upstream Gas business continuing to 

underperform, delivering negative NPAT. 

 Impact on retail brand estimated at ~$100mn or less: We believe the 

risks to AGL's energy retail brand are moderate, at the moment, even given 

an expected NSW focus of the GetUp! campaign against the three major 

energy retailers. Previous campaigns in Victoria have had limited takeup 

from GetUp! members, even when savings in energy costs are on offer from 

alternate suppliers. We estimate at most the loss of 30,000 dual fuel 

customers for AGL in NSW at a value of ~$100mn.  

 CEO decision likely to be more economic, balanced with risks of CSG 

operations: We estimate the project needs a gas price of $6/GJ to deliver 

an IRR of 10%, and at our $7/GJ gas price it would deliver an IRR of 12.7% 

and an NPV of $160mn. This must be balanced against the ongoing risks of 

operating a CSG field, and the ability to contract for supply. We believe that 

the market is ascribing far less than the ~$350mn book value to these 

assets, hence any decision to exit at a loss will not be received unfavourably.  

 We maintain our $16.90 TP and Outperform rating on AGL. In our target 

price, we include only $100mn for the NSW CSG assets.  
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Performance over 1M 3M 12M 

Absolute (%) -3.3 9.8 2.4 

Relative (%) -3.0 0.3 -6.7 
 

 Financial and valuation metrics 
 

Year 06/14A 06/15E 06/16E 06/17E 

Revenue (A$mn) 10,428.0 10,549.6 11,212.2 11,627.4 

EBITDA (A$mn) 1,330.0 1,511.0 1,817.4 2,038.5 

EBIT (A$mn) 1,004.0 1,111.0 1,395.1 1,619.7 

Net income (A$mn) 562.0 617.0 806.2 989.8 

EPS (CS adj.) (Ac) 100.69 93.01 117.72 142.55 

Change from previous EPS (%) n.a. ð ð ð 

Consensus EPS (Ac) n.a. 93.60 106.80 115.30 

EPS growth (%) -5.3 -7.6 26.6 21.1 

P/E (x) 14.6 15.8 12.5 10.3 

Dividend (Ac) 63.00 63.00 66.15 72.76 

Dividend yield (%) 4.3 4.3 4.5 5.0 

P/B (x) 1.1 1.1 1.0 1.0 

Net debt/equity (%) 42.9 38.6 30.5 21.8 
 

Relative performance versus S&P ASX 200.See Reference Appendix for 

a description of the chart. Source: CSEC estimates, * Consensus, mean 

range from Thomson Reuters 

 Source: Company data, ASX, Credit Suisse estimates, * Adj. for goodwill, notional interest and unusual items. Relative P/E against 

ASX/S&P200 based on pre GW in AUD. Company PE calculation is based on displayed EPS Currency. 

Rating OUTPERFORM* 

Price (19 Mar 15, A$) 14.68 

Target price (A$) 16.90¹ 

Market cap. (A$mn) 9,886.30 

Yr avg. mthly trading (A$mn) 506 

Last month's trading (A$mn) 607 

Projected return:  

Capital gain (%) 15.1 

Dividend yield (net %) 4.4 

Total return (%) 19.5 

52-week price range 15.5 - 12.7 
 

* Stock ratings are relative to the relevant country benchmark. 

¹Target price is for 12 months. 
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Figure 1: Financial summary 

AGL Energy (AGL) Year ending 30 Jun In AUDmn, unless otherwise stated2013 2014 2015 2016 2017 2013 2014 2015 2016 2017

Share Price: A$14.69 Earnings 06/13A 06/14A 06/15E 06/16E 06/17E
Rating c_EPS_SHARESEquiv. FPO (period avg.) mn 550.5 558.1 663.3 684.9 694.4

Target Price A$ 16.90 c_EPS*100EPS (Normalised) c 106.3 100.7 93.0 117.7 142.6

vs Share price % 15.08 EPS_GROWTH*100EPS Growth % -5.3 -7.6 26.6 21.1

c_EBITDA_MARGIN*100EBITDA Margin % 12.4 12.8 14.3 16.2 17.5

c_DPS*100DPS c 63.0 63.0 63.0 66.2 72.8

c_PAYOUT*100Payout % 59.2 62.6 67.7 56.2 51.0

FRANKING*100Franking % 100.0 100.0 100.0 100.0 100.0

c_FCF_PS*100Free CFPS c 76.1 79.5 128.9 151.0 179.9

Profit & Loss 06/13A 06/14A 06/15E 06/16E 06/17E c_TAX_RATE*100Effective tax rate % 29.1 28.0 28.0 28.0 28.0

Sales revenue 10,618.8 10,428.0 10,549.6 11,212.2 11,627.4 Valuation

EBITDA 1,318.0 1,330.0 1,511.0 1,817.4 2,038.5 c_PE P/E x 13.8 14.6 15.8 12.5 10.3

Depr. & Amort. (287.1) (326.0) (400.1) (422.3) (418.8) PEG PEG x 2.2 -2.7 -2.1 0.5 0.5

EBIT 1,030.9 1,004.0 1,111.0 1,395.1 1,619.7 c_EBIT_MULTIPLE_CURREV/EBIT x 12.3 13.1 12.1 9.2 7.5

Associates 0.0 0.0 0.0 0.0 0.0 c_EBITDA_MULTIPLE_CUEV/EBITDA x 9.6 9.9 8.9 7.1 6.0

Net interest Exp. (205.5) (223.0) (253.6) (274.8) (244.2) c_DIV_YIELD*100Dividend Yield % 4.3 4.3 4.3 4.5 5.0

Other 0.0 0.0 0.0 0.0 0.0 c_FCF_YIELD*100FCF Yield % 5.2 5.4 8.8 10.3 12.3

Profit before tax 825.4 781.0 857.4 1,120.3 1,375.5 c_PB Price to Book x 1.1 1.1 1.1 1.0 1.0

Income tax (240.0) (219.0) (240.4) (314.2) (385.7) Returns

Profit after tax 585.4 562.0 617.0 806.2 989.8 c_ROE*100Return on Equity % 8.0 7.4 6.7 8.3 9.5

Minorities 0.0 0.0 0.0 0.0 0.0 c_I_NPAT/c_I_SALES*100Profit Margin % 5.5 5.4 5.8 7.2 8.5

Preferred dividends 0.0 0.0 0.0 0.0 0.0 c_I_SALES/c_B_TOT_ASSAsset Turnover x 0.8 0.7 0.7 0.7 0.7

Associates & Other 0.0 0.0 0.0 0.0 0.0 c_ASSETS/c_EQ_COMMONEquity Multiplier x 1.8 1.9 1.8 1.7 1.6

Normalised NPAT 585.4 562.0 617.0 806.2 989.8 c_ROA*100Return on Assets % 4.4 4.0 3.8 4.9 5.9

Unusual item after tax (209.6) 8.0 6.0 0.0 0.0 c_ROIC*100Return on Invested Cap. % 7.2 6.7 6.3 7.9 9.2

Reported NPAT 375.8 570.0 623.0 806.2 989.8 Gearing

(SUM ( c_BORROW, -c_B_CASH , -c_B_CASH_OPER, -c_B_RESTR_CASH, c_NET_DEBT_ADJ) /  SUM (c_EQ_SUM, c_BORROW, -c_B_CASH , -c_B_CASH_OPER, -c_B_RESTR_CASH, c_NET_DEBT_ADJ))*100Net Debt to Net debt + Equity % 27.8 30.0 27.9 23.4 17.9

Balance Sheet 06/13A 06/14A 06/15E 06/16E 06/17E SUM ( c_BORROW, -c_B_CASH , -c_B_CASH_OPER, -c_B_RESTR_CASH, c_NET_DEBT_ADJ)/c_I_EBITDANet Debt to EBITDA x 2.1 2.4 2.3 1.6 1.1

Cash & equivalents 281.0 456.0 527.2 598.3 795.3 c_I_EBITDA/ c_I_NET_INTERESTInt Cover (EBITDA/Net Int.) x 6.4 6.0 6.0 6.6 8.3

Inventories 133.0 191.0 191.5 203.5 211.0 c_I_EBIT/ c_I_NET_INTERESTInt Cover (EBIT/Net Int.) x 5.0 4.5 4.4 5.1 6.6

Receivables 1,844.0 1,902.0 1,924.2 2,045.0 2,120.8 (c_C_CAPEX/c_I_SALES)*-100Capex to Sales % 5.4 4.9 7.8 4.4 4.6

Other current assets 578.0 862.0 862.0 862.0 862.0 (c_C_CAPEX/c_I_DEPR)*-100Capex to Depreciation % 198.7 155.8 204.6 118.1 128.1

Current assets 2,836.0 3,411.0 3,504.8 3,708.8 3,989.1 MSCI IVA (ESG) Rating 

Property, plant & equip. 6,175.7 6,236.0 8,027.4 8,052.4 8,131.4 TP ESG Risk (%): 2.23

Intangibles 3,149.4 3,248.0 3,248.0 3,248.0 3,248.0

Other non-current assets 1,204.7 1,239.0 1,358.0 1,358.0 1,358.0

Non-current assets 10,529.8 10,723.0 12,633.4 12,658.4 12,737.4

Total assets 13,365.8 14,134.0 16,138.2 16,367.2 16,726.5

Payables 1,444.0 1,417.0 1,407.9 1,465.8 1,496.3

Interest bearing debt 3,109.0 3,714.0 4,064.0 3,564.0 3,064.0

Other liabilities 1,473.8 1,415.0 1,508.8 1,618.4 1,745.5 MSCI IVA Risk: Neutral

Total liabilities 6,026.8 6,546.0 6,980.8 6,648.2 6,305.8

Net assets 7,339.0 7,588.0 9,157.5 9,719.0 10,420.8

Ordinary equity 7,339.0 7,588.0 9,157.5 9,719.0 10,420.8

Minority interests 0.0 0.0 0.0 0.0 0.0

Preferred capital 0.0 0.0 0.0 0.0 0.0

Total shareholder funds 7,339.0 7,588.0 9,157.5 9,719.0 10,420.8

Net debt 2,828.0 3,258.0 3,536.8 2,965.7 2,268.7 Source: MSCI ESG Research

Cashflow 06/13A 06/14A 06/15E 06/16E 06/17E Share Price Performance

EBIT 1,030.9 1,004.0 1,111.0 1,395.1 1,619.7

Net interest -214.2 -194.0 -217.3 -237.2 -205.3

Depr & Amort 287.1 326.0 400.1 422.3 418.8

Tax paid -71.1 -191.0 -146.6 -204.6 -258.6

Working capital -455.4 -272.0 -31.7 -75.0 -52.8

Other 24.5 26.0 0.0 0.0 0.0

Operating cashflow 601.8 699.0 1,115.4 1,300.6 1,521.8

Capex -570.4 -508.0 -818.7 -498.8 -536.7

Capex - expansionary -387.4 -253.0 -558.0 -232.3 -264.2

Capex - maintenance -183.0 -255.0 -260.7 -266.5 -272.5

Acquisitions & Invest 4.2 -77.0 -1,543.0 0.0 0.0

Asset sale proceeds -33.1 -33.0 0.0 0.0 0.0

Other 49.8 -151.0 15.0 14.0 0.0

Investing cashflow -549.5 -769.0 -2,346.7 -484.8 -536.7

Dividends paid -213.9 -269.0 -351.6 -384.8 -453.0

Equity raised -6.1 -4.0 1,337.0 140.1 165.0

Net borrowings -1,258.9 528.0 350.0 -500.0 -500.0

Other -105.2 0.0 -43.0 0.0 0.0 1 Month 3 Month 12 Month

Financing cashflow -1,584.1 255.0 1,292.4 -744.7 -788.1 Absolute -3.3% 9.8% 2.4%

Total cashflow -1,531.8 185.0 61.1 71.1 197.0 Relative -3.0% 0.3% -6.7%

Adjustments 0.0 0.0 0.0 0.0 0.0

Net change in cash -1,531.8 185.0 61.1 71.1 197.0     Source: Reuters 52 week trading range: 12.69-15.51

MSCI IVA Risk Comment: As expected, MSCI has downgraded 

its IVA rating for AGK from A to BBB due to LYA emissions. We 

now agree with MSCI's IVA rating and have a Neutral rating 

outlook.

3/19/2015 10:38

AGL Energy is an Australia-based integrated energy retailer. AGL is an integrated 

renewable energy company and is a private owner, operator and developer of renewable 

generation assets.

Credit Suisse View

TP Risk Comment:  We have excluded upside from 

Gloucester CSG and  removed a prie on carbon post the 

repeal of the carbon tax legislation from 1 July 2014

OUTPERFORM
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Does AGL's upstream business belong with AGL? 

 New CEO presents an opportunity for a refresh: AGL's incoming CEO, Andrew 

Vesey, who commenced in the role on 11 February 2015, presents an opportunity for 

a "refresh" on company strategy, especially on the troublesome and underperforming 

Upstream Gas Business.  

 Swift action in announcing a review: The new CEO announced a review of the 

upstream gas business on 18 February (only one week after his arrival) and the early 

departure of the head of that business, Mike Moraza. No doubt he is very aware of 

recent controversies associated with the coal seam gas operations (see separate 

section below) and the potential risk to the AGL brand that could flow. 

 New CEOs can be fresh eyes on a problem part of a business. We surmise that 

both Mike Moraza and the former AGL CEO, Michael Fraser, had a lot invested 

emotionally in the coal seam gas business, having been part of the decision making 

team when these assets were bought. No such emotion binds for the new CEO. 

 What issues does the CEO need to consider: 

o The economics of the Upstream Gas business including developing the 

Gloucester coal seam gas field. 

o The impact of continuing to develop coal seam gas on the AGL retail energy 

brand. 

o The other potential sources of gas supply for the business, if AGL does not 

develop its own gas, and the risks (and upsides) of buying gas versus producing 

its own gas. 

o The management distraction from the Upstream Gas Business. 

o The writedown of assets if development is not pursued. 

o The ongoing environmental and social risks associated with coal seam gas. 

The economics of Gloucester 

 $6/GJ gas price needed: We estimate that the Gloucester project requires a gas 

price of $6/GJ in order to achieve the required rate of rate for AGL (assumed at 10%). 

Given our long-term gas price forecast of $7/GJ for AGL, we estimate an IRR of 12.7% 

and an NPV of $160mn. AGL still carries the Gloucester and other NSW gas assets on 

its books at $350mn, so we do not rule out further writedowns, even if the assets are 

developed.  

 Capex estimates at a discount to Qld: We estimate capex of $600mn to develop 

Gloucester Stage 1, with 110 wells and 25PJa production. We estimate upfront capex 

of $1.20/GJ which is ~20% lower than that observed from the upstream CSG projects 

in Queensland. This reflects a lower cost for the pipeline tie-in due to the proximity to 

the Sydney-Newcastle pipeline; and assumes a fall in contracting costs from peaks 

driven by the development of three concurrent upstream projects in Queensland. 

 Opex in line with Qld projects: We estimate ongoing opex at $1.50/GJ, in line with 

Qld CSG projects.  

 We include only $100mn net value for Gloucester in our AGL valuation, which is 

50% of our estimated NPV of the developed project. 
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What are the risks to the AGL brand? 

 AGL has a strong retail brand. AGL has been around for over 175 years, resulting in 

a brand that is strong. The intangibles (mostly the value of the retail customer base) sit 

on AGL's balance sheet at $3.2bn versus the residual carrying value of NSW gas at 

~$350mn. We value the 3.75 mn customer base at $1380/customer versus the 

$870mn carrying value. We understand AGL is acutely aware of the potential for bad 

practices and community opposition to coal seam gas to impact on its retail brand and 

has been monitoring any potential brand impact.  

 

Figure 2: AGL asset base ï customer base valued at $3.249bn 

 
Source: Company data 

 GetUp! campaigns: GetUp!, Australia's largest grassroots activist group with 885,000 

members, has been running a campaign in Victoria against the three major energy 

retailers, AGL, ORG and Energy Australia (EA ï owned by CLP in Hong Kong). The 

campaign has focussed on the major retailers' lack of support for renewable energy 

and their investment in coal fired generation. The campaign has encouraged people to 

switch retailer to Powershop, a subsidiary of MEL.NZ (Meridian Energy, from New 

Zealand), which has a discounted online retail offering backed by wind energy. So far 

GetUp! has reported that of 120,000 targeted consumers, 6,000 have switched, a 5% 

conversion rate. We found that conversion rate is quite low, given the constituency 

base of GetUp! members and the savings on offer. 

 GetUp! has flagged that the campaign will move to NSW: GetUp! has a national 

campaign against both coal seam gas (CSG) and coal mining. The GetUp! campaign 

to stop CSG in the Great Artesian Basin has over 110,000 signatures. The campaign 

to stop AGL fracking at Gloucester has over 30,000 signatures (refer Figure 4) and 

rated as the fourth highest priority issue of GetUp! members (refer Figure 6). GetUp! 

has indicated that it will move its campaign against the three major energy retailers to 

NSW.  
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Figure 3: GetUp! Campaign signatures  Figure 4: GetUp! 2014 survey 
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Source: GetUp!, Credit Suisse   Source: GetUp!, Credit Suisse  

 

Figure 5: GetUp! Community campaign 2015   

 

  

Source: Getup!   

 

 Max impact estimated at ~$100mn to AGL's Retail brand: At this stage we do not 

believe the GetUp! campaign against coal seam gas and the major retailers will have 

any substantial impact on AGL's customer numbers. Only 5% of the estimated 

120,000 GetUp! member base in Victoria chose to switch energy retailers. If the 

30,000 signatories to stop AGL fracking at Gloucester is an indication of the success 

of a campaign in NSW, then we estimate the loss of a maximum of 30,000 dual fuel 

retail customers at ~$100mn. This does not assume any loss of wholesale margin for 

electricity but the loss of gas wholesale margin of ~$600/customer plus the loss of 

$1380/customer value for 30,000 electricity customers and 30,000 gas customers. We 

believe this is a worst case scenario. 
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Figure 6: GetUp! Campaign against major energy retailers  Figure 7: GetUp! Campaign against coal seam gas 

 

 

 
Source: GetUp!  Source: GetUp! 

 

Is this a big issue yet for AGL's brand? 

 Google search trends suggest that CSG issue has little momentum, peaked in 

2011: Figure 8 and Figure 9 show that the number of people searching for "coal seam 

gas" via google peaked in 2011 at the time of the NSW inquiry into CSG. Search for 

"Fracking" appears to increase on a national level possibly becoming part of the 

lexicon, however this trend is not seen in NSW where our attention is focused. 

 No evidence that concern about gas prices is increasing: We hypothesise that a 

public that is increasingly concerned about gas prices is less likely to support a cause 

which constrains supply. The interest in "gas price" has not increased over the last 24 

months despite regulated increases from IPART. 

 "Coal seam gas" not significant in context of AGL brand: We compare the number 

of searches related to CSG versus the number of searches for "AGL" in Figure 9. We 

see that CSG does not capture much attention when compared to the AGL brand 

either nationally or in NSW. 

Figure 8: Google trends nationwide for coal seam gas etc  Figure 9: Google trends in NSW for coal seam gas etc 

 

 

 
Source: Google, Credit Suisse   Source: Google, Credit Suisse  
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Figure 10: Google trends nationwide for AGL etc  Figure 11: Google trends in NSW for AGL etc 

 

 

 
Source: Google trends, Credit Suisse   Source: Google trends, Credit Suisse  

 

AGL has alternatives for gas supply 

 Known gas supply cliff: AGL has not hidden the fact that they need additional gas 

supply post 2017 when their existing contract with the Gippsland Basin JV expires 

(refer Figure 13). They have also published papers ïsuch as Solving for X ï which 

predict gas shortfalls in the winter of 2016 and 2017 in NSW due to the lack of 

indigenous gas supply and the redirection of the Cooper Basin gas to LNG export. 

 Facing potential opportunity cost rather than supply shortfall risk: Despite the 

fall in contracted supply, AGL still does have ~100PJa of contracted supply beyond 

2017. This is enough to supply its entire retail load of ~60PJa plus half of its 

commercial load of 80PJa. The risk to AGL is not that it won't be able to secure 

sufficient gas to supply customers; the risk is solely that it may be forced to use its 

high opportunity cost Queensland supply to do so. We assume a price arbitrage will 

exist between buying Victorian gas cheaper and selling contracted Queensland gas at 

higher prices, post 2017, and factor in 15PJa at $3.50 margin for FY18 ï FY21, with a 

step down commensurate with contractual step-downs. Currently AGL is unable to 

execute on this strategy until it contracts sufficient Victorian gas. 

 Un-contracted supply exists, we expect deal to be done in next 6-12 months: The 

Gippsland Basin JV is yet to commit the 200PJa of supply contracts with EA and AGL 

that roll off in 2017. We believe that AGL is seeking to finalise a new contract within the 

next 6 to 12 months to give certainty on this issue and allow sufficient time for further 

expansion of gas pipeline capacity between Victoria and NSW.  

Figure 12: AGL's surplus gas being sold in Queensland  Figure 13: AGL's gas shortfall 

 

 

 
Source: Company data, Credit Suisse estimates  Source: Company data, Credit Suisse estimates 

 

 

http://aglblog.com.au/wp-content/uploads/2014/03/No.40-Solving-for-X-FINAL.pdf
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 Take equity gas and let someone skilled operate gas fields: AGL also has had the 

option in the past to be an upstream gas field participant but as a non-operator, 

leaving the more risky and skilled role of operator to those with a long history of 

success. AGL did not have that long history of successfully operating upstream gas 

businesses, let alone taking a field from exploration into production. This option to get 

equity gas through non-operatorship is still a reasonable risk mitigation strategy 

available to AGL.  

Some recent controversies at AGL 

 Gloucester CSG project currently suspended due to potential contamination 

concerns: AGL's Gloucester CSG project has faced several challenges to date. 

Recently it suspended pilot production following the detection of traces of BTEX in 

samples of flowback water. BTEX stands for benzene, toluene, ethyl benzene and 

xylenes, which are carcinogenic and potentially harmful to the central nervous system. 

It is not yet known the cause of the BTEX chemicals traces and we suspect it will not 

be known for some time. AGL has stated that it does not use BTEX substances in the 

fraccing fluid though it is argued that hydraulic fracturing can potentially release 

naturally occurring BTEX chemicals. Concerns from local residents and environmental 

organizations over the potential health impacts for those living near CSG operations is 

one of the main reasons driving resistance to CSG in NSW.  

 Slow to report has drawn criticism from the regulator: AGL detected the elevated 

BTEX levels on 15 January 2015, though did not notify the EPA until 27 January. In its 

own words, the EPA said that it was "very concerned" about the "lack of timeliness 

and transparency" from AGL. The timing in an election year for NSW could not have 

helped AGL.  

 Concerns about the disclosure: We understand from several local Gloucester 

residents that Mike Moraza, former head of the AGL Upstream Gas business, 

attended a community forum in Gloucester in the period between 15 January and 27 

January without disclosing the elevated BTEX levels. For local residents concerned 

that AGL's community forums were not true forums, this was the final straw. The 

Gloucester Council has since voted to expel AGL from its Gloucester dialogues 

community discussions process.  

 Complex geology may add to issues: In our original 2014 note on AGL's Gloucester 

assets, we highlighted the complex geology in play in this valley (refer Figure 14). This 

may predispose it to releases of naturally occurring BTEX when fraccing is 

undertaken, meaning the geology may be unsuited to CSG production. 

 Flowback water: AGL is also making an application to change its management of 

flowback water from the Waukivory Project. Arrangements with several companies to 

take AGL flow back water for disposal have fallen through, including with TPI and 

Worth Recycling at Windsor. 

 Ground water fluctuations: Separately, AGL's groundwater monitoring has found 

large fluctuations in ground water levels. AGL has stated that the fluctuations are not 

caused by aquifer interconnectivity. The NSW EPA is conducting an investigation. 

However this news is likely to raise concerns that the project could impact the quantity 

and quality of groundwater available to agricultural users. 

 Controversial assets risks customer loss: We have published several reports in 

2014 about the environmental and social challenges facing AGL (AGL: Goings on at 

Gloucester and AGL: What about the vocal minority?). AGL is the only gas and 

electricity retailer with NSW CSG operations, which to date, have been more 

controversial than CSG in Queensland.  

https://plus.credit-suisse.com/r/qzUdmB
https://plus.credit-suisse.com/r/qzUdmB
https://plus.credit-suisse.com/r/qzUcnJ
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 Handing back some acreage: AGL has announced that it has sold back to the NSW 

Government its PEL5 exploration lease which ran from Wyong to Morisset on the 

Central Coast of NSW. This lease covered 398 square km of land around built up 

communities. We note that acreage was due for renewal. AGL also has PEL2 

(6,694km) at Camden and PEL267 (4,906) due for renewal in the Hunter (refer Figure 

15 and Figure 16). Community groups are calling for parts of PEL2 on the Central 

Coast to be cancelled. Other licences, not held by AGL, in the Northern Rivers have 

been handed back to Government. AGL's PEL 285 over the Gloucester area was 

renewed in 2014 for six years. 

Figure 14: Gloucester geological Cross Section  

 
Source: ParsonsBrinckerhoff, AGL 

 

Figure 15: AGL's acreage at 1H15. 

 
Source: AGL, Credit Suisse estimates r ï due for renewal 
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Figure 16: AGL's permits in NSW 

 
Source: NSW Department of Trade & Investment, Resources and Energy 

 

Ongoing environmental and social risks of coal seam 

gas 

 The everyday risks and the black swan events. A different business always 

introduces a different set of risks. For upstream gas operations, we have seen the 

environmental and social risks that have applied to other operators. Examples include 

the asbestos in drilling fluids issue that ORG faced, highlighting the extreme 

challenges that companies have in managing their supply chain. This incident stopped 

drilling activities for 6 days, but could have been more serious had ORG not had 

strong systems and processes in place to report the incident immediately and give 

confidence to communities, staff and regulators that the company was dealing with the 

issue appropriately. An example of a current issue for AGL is that it has no 

arrangements for disposal of flowback water from its Waukivory pilot at Gloucester. 
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 Further green tape costs?: The NSW's Government's Select Committee on the 

Supply and Cost of Liquid Fuels in NSW reported in February 2015 Amongst its 

conclusions : 

o The Committee did not accept the argument that progressing the state's CSG 

industry, by itself, would lead to any meaningful reduction in the domestic gas 

price. 

o The Committee recommended that the NSW Government fully implement the 

Chief Scientist and Engineer's Final Report of the Independent Review of Coal 

Seam Gas Activities in NSW (Sep 214) before any expansion of the CSG industry 

in NSW is contemplated (refer Figure 17).  

o The Committee advocates an Australian wide domestic gas reservation policy, as 

well as formalisation of the commitments of STO and AGL to only use their 

Gloucester and Narrabri gas to supply NSW customers.  

Figure 17: Chief Scientist's recommendations 

 
Source: Select Committee on the Supply and Cost of Liquid Fuels in NSW 2015 
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Management distraction 

 It's the Retail Businessé: AGL's primary focus is a Retail and Wholesale energy 

business. Upstream Gas is quite a different beast. Very few businesses have 

successfully combined both u100pstream gas and energy retailing. ORG has both 

businesses, but in the past there had been the view that the early focus on APLNG 

might have distracted ORG from its Retail brand, contributing to customer losses in 

2011-13.  

 What else could go wrong? We think management distraction is also driven by 

ongoing environmental and social risks. We have covered some of those risks in the 

above section. For us, the key thing is that the CEO can be more objective about the 

business. 

The writedown/Valuation 

 Impact on valuation: Our DCF valuation of a development at Gloucester is $160mn, 

but we include only $100mn in our valuation due to the environmental, social and 

financial uncertainties. Versus book value of $347.5mn, this represents 2.2% 

downside for ESG in developing Gloucester CSG.  

 Market unlikely to see an exit as negative: Judging by the lack of concern over a 

further 12-month delay announced at the 1H15 results, we do not believe that the 

market is attributing a high probability of success for this project. Hence we feel that 

any decision to exit the project at a loss would not be a negative for the share price 

and may even be viewed favourably if it signalled a clearer direction.  

Figure 18: AGL sum-of-the-parts valuation 
AGL Energy SOTP Valuation Metric EV / Metric

A$mn $ps FY15F FY16F FY15F FY16F

Retail 5,148 7.52 404.5 431.4 12.7x 11.9x 3,780 cust1,362/cust

Merchant 10,900 15.93 1,276.1 1,533.1 8.5x 7.1x 10017 MW10,888.6

Total Energy Markets 16,048 23.45 1,681 1,965 9.5x 8.2x 3,780 4,245/cust

Investments* 521 0.76 24.2 40.4 21.6x 12.9x

Upstream gas - production 331 0.48 4.2 15.4 78.9x 21.5x 191 PJ 1.74/GJ

Upstream gas - non-productive656 0.96 (3.2) 0.1 -203.7x 5,502.2x 3,336 PJ 0.20/GJ

Corporate overhead -2,270 -3.32 (197.9) (202.8) 11.5x 11.2x

Other / working capital growth -242 -0.35 -31.7 -75.0 7.6x 3.2x

Asset valuation 15,043 21.98 1,476.1 1,742.5 10.2x 8.6x

Tax benefit 326 0.48 93.8 109.6 na na

AGK Enterprise value 15,368 22.45 1,569.9 1,852.1 9.8x 8.3x

AGK Net Debt 3,251 4.75

AGK Equity value 12,117 17.70

Less: Moranbah upside (Expl) 555 0.81

Target price 11,562 16.90

EBITDA EV / EBITDA

ESG value impact: 2.2%.  We have excluded upside from Gloucester CSG 

and  removed a prie on carbon post the repeal of the carbon tax legislation 

from 1 July 2014  
Source: Company data, Credit Suisse estimates 
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Reference Appendix 

Our new òTotal return forecast in perspectiveó chart helps visualize Credit Suisse and consensus views of a companyôs 12-month return within 
the context of forecasting risks and its historical trading pattern:  

12mth Volatility is calculated as the annualised standard deviation of weekly total return series over the past 12 months. It illustrates variability of 
stock returns; in other words, risk. The way to think about it is that one would rather take 10% forecast return from a stock that has 20% volatility, 
than from the stock that has 40% volatility. The shaded area shows the one standard deviation range based on past 12 months volatility. In statistical 
terms, once you make a number of brave assumptions, there is a 68% probability that the share price will end up inside that range in 12 monthsô 
time.  

52wk Hi-Lo is maximum and minimum daily closing price over the past 52 weeks. It is often handy to know the price momentum especially when the 
stock is trading close to its highs and lows: Is the stock trading close to its peak? Is the momentum against the stock?  

*Consensus is IBES consensus supplied by Thomson Reuters. IBES is a survey of sell side research analysts, collecting a few dozen data 
points such as EPS, DPS, Sales, Target Price, ROE and so on. *Mean is the average of target returns, while the shaded area around the mean 
represents the range of estimates from the lowest to the highest estimate. This aids visualisation of a number of important factors such as: the range 
of analyst estimates; where Credit Suisseôs estimates on this stock sit relative to consensus; and where the share price is relative to consensus 
mean and consensus range target.  

Target return is calculated as capital gain plus forecast dividend yield (net) over the next 12 months. For "CS tgt" we have used Credit Suisseôs 
target price and Credit Suisse forecast for 12-month forward dividend, grossed up for franking. For the consensus mean and range, we have used 
consensus target price and consensus dividend forecasts for 12 month forward.  
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3-Year Price and Rating History for AGL Energy (AGL.AX) 

 
AGL.AX Closing Price Target Price    
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