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give rise to higher contractor costs. In recent years, local authorities have designated tree 
protection zones, which require the use of non-destructive excavation (for example, hydro or 
manual excavation as opposed to mechanical).  

Road reinstatement specifications and traffic management specifications are also becoming more 
stringent. For example, we are now required to conduct full lane with profiling for roads under five 
years old. Specifications can also vary by local authority. This contributes to higher costs, although 
the impact of this on current unit rates has been masked to some extent by volatility in the mix of 
work completed.  

The largest increase in unit rates (+390%) occurs in the cost of piecemeal mains replacement. 
Higher costs have been incurred during the current AA period due to the data now including all 
reactive piecemeal, which was not captured prior to the current AA. Due to the reactive nature of 
these works, they often occur after hours (in an emergency / call out scenario) and are 
increasingly facing higher level of congestion below ground (due to larger number of services to 
homes and businesses), resulting in higher costs. These rates also do not have the benefit of 
planned large scale projects, which enable the fixed costs associated with projects to be spread 
across a large volume of work, putting downward pressure the unit rate. 

The other large increase in unit rates (+71%) occurs in the cost of installing new multi-user 
services. The higher-than-expected costs incurred during the current AA period are due to higher 
than anticipated volume of complex installations coupled with the frequency in inner city fringe 
suburbs that have, and will, involve traffic management and high reinstatement costs. 

Similarly, the 57% increase in unit rates for Existing I&C services is also driven by complexity and 
reflects the impact of challenging to access sites requiring extensive traffic management and non-
destructive digging due to congestion; increased costs associated with soil contamination and 
customer specific requirements associated with the standard of resurfacing. Other notable forecast 
unit rate increases are expected for existing home services (+30%), new home services (+28%) 
and domestic meter replacement (+27%). 

The higher unit rates for existing home services is due to the overall higher site-specific costs with 
traffic management, breakout, excavation and reinstatement costs driving the increase. The higher 
than benchmark unit rate for new home services is driven by the skew for new services in the 
Central and Northern Region of Victoria which tends to be costlier due to high costs involved in 
breakout and reinstatement.  

Some new estates particularly in the inner Northern region have footpaths already established and 
therefore will have additional costs associated with the breakout, excavation, plant and equipment 
usage and disposal. Also contributing is costly reinstatement specially if required to adhere to 
particular developer/estate guidelines.   

The higher unit rates for domestic meter replacement (+47%) is due to alignment with other gas 
distribution businesses with use of new meters, given that the manufacturer is no longer 
committed to refurbishments. Also, the re-categorisation of domestic meters to include meters 
with a capacity up to 25 m3 per hour. The uplift in price is also reflective of the current market and 
the increase seen in freight and materials over the period which have been passed on in a recent 
contract renewal. 

The unit rates for new meter installation are based on actual cost averaged across the last three 
years. There is a notable unit rate decrease in the next AA period for domestic (-19%) and I&C (-
21%) and the reasons for this are operational efficiencies in planning works to realise savings in 
related materials and reducing the complexity of work on site where possible. 

The unit rate categories for steel mains replacement and associated activities are a new activity 
and have not previously been conducted in our Victoria & Albury networks. Therefore, there is no 
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approved benchmark rates for the current period and the forecast for these activities has been 
estimated using a bottom-up approach. 

The unit rate for the steel HP main replacement activity has been based on the current actuals of 
sufficiently similar works. The unit rate for in-line camera inspection has been estimated based on 
the current actuals of similar work AGN has delivered in SA. For all other activities, the unit rate 
estimation has been adopted based on experience AGN has had in carrying out such works for 
similar projects. 

Consistent with NGR 74, the forecast unit rates in this Unit Rates Report have been arrived at on a 
reasonable basis. They are informed by recent revealed costs of the work that will be undertaken 
over the next AA period and reflect the best estimate possible in the circumstances.  

While we have made every effort to derive accurate forecast unit rates, several factors are 
expected to place upward pressure on unit rates over the next AA period. For example, more 
stringent specifications on road reinstatement being directed by local councils, soil testing and 
contaminated soil disposal and additional non-destructive excavation utilisation to enhance site 
safety by preventing asset strikes. These specifications are likely to drive costs upwards and, given 
their recent introduction, are not yet fully reflected in our actual costs. Therefore, the unit rate 
estimates provided in this report are conservative.  

Further details on individual unit rates and variances from benchmark are provided in the 
remaining sections of this report. 
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1 Introduction 

1.1 Overview 

This report explains the derivation of the unit rate forecasts that underpin the capex forecasts for 
the next AA period. We use unit rates to develop our capex forecasts for repeatable or high 
volume works such as mains and meter replacement and new customer connections, which 
together form the majority of our ongoing capital works program for the Victoria & Albury natural 
gas distribution networks. To forecast our capex requirements, we multiply the unit rate for 
replacing (or refurbishing) each type of asset by the volume of those assets we propose to 
replace/refurbish. 

The capex categories and subcategories derived using this ‘unit rate x volume’ forecast approach 
are: 

• Growth capex: 

• Mains – new estates, existing homes and industrial and commercial (I&C) customers 

• Services – new homes, multi-user sites, existing homes and I&C customers 

• Meters – new domestic and I&C customers meter connections 

• Meter replacement: periodic meter change (PMC) (domestic and I&C meters) 

• Mains replacement: piecemeal mains replacement, high density polyethylene (HDPE) 
inspections, service replacement (multi-user services), and high pressure mains 
(decommissioned) 

This document explains how AGN has derived the unit rates for each of the above capex 
categories.  

1.2 Consistency of forecasts with AER’s approved approach 

When developing the unit rate forecasts, we have adopted the same forecasting approach 
accepted by the Australian Energy Regulator (AER) in our recent South Australian AA review 
(regarding the five-year period beginning 1 July 2021). To estimate each unit rate, we use one of 
three methods: 

1. Current actuals 

We use the current actual unit rate being achieved to forecast unit rates where: 

• the expenditure category involves high volumes of work; and 

• the work is subject to regular and ongoing changes in industry practices (e.g., from a 
safety or technical perspective); 

• the work can be subject to increasing requirements and administrative standards specified 
by third parties (other infrastructure owners); or 

• the work is affected by other factors that are expected to place upward pressure on unit 
rates over the next AA period. 

Examples of works where the current actual provides the best forecast are periodic meter 
replacement and news connections. 



AGN FINAL PLAN 2023/24-2027/28 
ATTACHMENT 9.6 UNIT RATES REPORT 

9 9 

Current actual unit rates in this Unit Rates Report are based on the actual year-to-date unit 
rates for the first nine months of the 2020/21 financial year. 

2. Weighted average of historical actuals  

We use a three-year weighted average of historical actuals (by volume) to forecast unit rates 
where: 

• the expenditure category involves lower volumes of work; and 

• the scope and complexity of the work is subject to a high degree of variability, making it 
difficult to derive meaningful assumptions on the forecast mix of work to be carried out. 

Examples of work where the weighted average historical actuals provide the best forecast are new 
mains or new meters for I&C customers. This is because the technical requirements of one I&C 
customer can vary significantly from the next. 

The three-year weighted average of historical actuals in the Unit Rates Report is based on the full 
2019 and 2020 calendar years, and the first ten months of 2020/21.3 

3. Bottom-up estimate 

We use a bottom-up estimate where current or historical actuals are not available. For example, if 
this is a new type of works where no tender submissions have been made or no historical data 
recorded. We also use bottom-up estimates to validate unit rates estimated via the current actuals 
method in certain circumstances (for example, where there has been a material change in works 
practices in recent years). 

We develop the bottom-up unit rates using informed management estimates and evidence from 
peers or advice from independent technical expert consultants, contractors or vendors where 
available. 

All three methods outlined in this approach provide a reasonable basis for the forecast unit rates 
and represent the best forecast or estimate possible in the circumstances. Therefore, all forecast 
unit rates in this report meet the requirements of Rule 74 of the National Gas Rules (NGR 74). 

Note we also apply the same estimation methods when developing cost estimates and unit rates 
for larger, more bespoke pieces of work such as installation of transmission pressure steel mains 
or district regulator stations and other network or non-network activities such as telemetry and IT. 
The unit rates for discreet capex projects are provided in the individual business cases associated 
with each project and are outside the scope of this Unit Rates Report. 

The remainder of this report provides further detail on how the unit rates for the growth capex, 
meter replacement and mains replacement capex driver categories have been derived. 

1.3 Basis of costs 

All costs presented in this report are direct (excluding overheads) unescalated costs expressed in 
real dollars of June 2021 unless otherwise stated. 

1.4 Summary of unit rates 

Table 1-1 presents the unit rates for our Victoria & Albury networks over the next AA period. 

 
3  If, however, a sufficient time series is not available, it may be necessary to use a shorter measurement period. 
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While we have made every effort to derive accurate forecast unit rates, several factors are 
expected to place upward pressure on unit rates for growth capex activities over the next AA 
period. These are: 

• Costs of carrying out work will increase over time as additional administrative and safety 
standards (including access and permit requirements, third party approval processes, etc.) give 
rise to higher contractor costs. For example, in recent years, local authorities have designated 
tree protection zones, which require the use of non-destructive excavation (for example, hydro 
or manual excavation as opposed to mechanical).  

• Road reinstatement specifications and traffic management specifications are becoming more 
stringent. For example, we are now required to conduct full lane with profiling for roads under 
five years old. Specifications can also vary by local authority. This contributes to higher costs, 
although the impact of this cost pressure on current unit rates has been masked to some 
extent by volatility in the mix of work completed.  

Given the expected ongoing upward pressure on growth capex unit rates that will inevitably be 
realised during the upcoming period, the unit rates forecast for installing new domestic mains, 
services and meters in this Unit Rates Report are conservative.  

2.2 New mains 

The costs we incur when laying mains differ depending on whether the mains are used to supply: 

• New greenfield residential areas (new estates) 

• Existing brownfield residential areas (existing homes)  

• I&C customers 

Typically, the cost of laying mains in greenfield sites is considerably lower than installing mains in 
brownfield sites. This is because with greenfield sites we are often excavating unsealed ground, 
plus there is usually less need for traffic management and customer notices advising of disruption. 
Greenfield developments can also offer the opportunity to use common trenches or install mains at 
the same time as other utility infrastructure. 

The cost of I&C customer mains is typically greater than laying domestic mains, as these 
developments often require higher pressure and larger diameter pipes. 

2.2.1 New estate mains 

Forecasting approach:  Weighted average of historical actuals 

2.2.1.1 Nature of works and costs 

This work involves installation of gas supply and reticulation mains (usually installed within 
common trenches) within new residential greenfield estate developments. The volume of new 
estate mains installation activity is driven by house and land development market conditions. An 
average of approximately 130-150 kilometres per annum of new estate mains is installed each 
year and because the work is quite consistent and the unit rate is relatively stable. 

2.2.1.2 Historical and forecast unit rates 

Table 2-2 sets out the actual unit rates incurred in laying mains in new housing estate over the 
current AA period and the forecast for the next AA period. 






































































