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EXECUTN&RIJMMARY

Sincethe introduction of full retail competition (FRCpn 1 July2007,electricity customersin Queensland
have been able to enter into a market contract with the retailer of their choice. However, some
customers(particularlyin the ErgonEnergydistribution area) remain on non market contracts paying
regulated retail electricity prices, known as notified prices, which are determined by the Queensland
CompetitionAuthority (QCA).

The QCAhas been delegatedthe task of determining notified pricesfor all regulatedretail electricity
tariffs from 1 July2013to 30 June2016. Duringthat period, the QCAmust set notified priceson an
annualbasis. ThisDeterminationrelatesto the secondpricingdeterminationof the Delegationto apply
from 1 July2014to 30 June2015(the 2014—15Determination).

In preparing this Determination,the QCAhas adopted an N+Rcost build up approachwhere the N
(network cost) componentis treated as a passthrough and the R (energyand retail cost) componentis
determined by the QCA. An additional ‘headroom’ allowance has also been included to support
competitionin the retail market.

Thisis a continuationof the approachdevelopedin settingnotified pricesfor 2012—-13whena new set of
costreflectiveretail tariffs wasestablished. However,due to transitionalarrangementsmanycustomers
continueto accessnotified priceswhich are not costreflective. Thesearrangementsvere introducedto
reduce potentially significantprice increasesfor some customersand in recognition of some physical
constraintson customerschangingtariffs, related to metering and systemschanges. The QCAhas
continuedto maketransitionaltariffs availablefor 2014—15and beyondfor certaincustomers.

Dealingwith carbonuncertainty

Thereis considerableuncertainty regardingthe likely price of carbonin 2014-15. While the Australian
Governmenthasinitiated the processfor repealingthe carbontax, it is uncertainif and whenthe carbon
taxwill be repealedin 2014-15.

Giventhis uncertainty, the QCAhas calculatedtwo sets of retail prices. One set, which includesa full
passthrough of carboncosts,is to applyup until the carbontax is repealed. Thesecond,with no carbon
costs,couldapplyafter the carbontaxis repealed. It isimportant to note that the QCAdoesnot havethe
power to changeretail pricesmid year,soin order to do sowe would require a new delegationfrom the
Minister for Energyand Water Supply(the Minister) if andwhenthe carbontaxisremoved. Alternatively,
the Minister could chooseto make a new price determinationusingthe carbonexclusivenotified prices
calculatedby the QCA.

Underlyingcostdrivers

Costreflectivenotified priceswill risein 2014—15dueto increasesn the underlyingcostsof supply. Most
notably, the wholesalecost of energy,which reflects the price of electricity in the national generation
market, is expectedto increaseby 21.5%comparedto 2013-14,basedon carboninclusiveestimates.
Thisis driven by expectedrisesin industrial demandassociatedwith rapid developmentof the liquefied
naturalgas(LNGexportindustryin Queenslandndhigherfuel prices(mainlygas).

Thesurgein wholesaleenergycostsis offsetto somedegreeby modestdecreasesn other energyrelated
costs. Thesencludethe renewableenergytarget (RET¥schemecostsandthe costsof complyingwith the
QueenslandsasSchemewhichclosedon 31 December2013.
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Thesecondmajor costdriver is the Queenslandsovernment'sSolarBonusScheme(SBS). Thescheme's
costs have almost doubled since 201344 and will continue to push up prices in future years as
distributors recoup costsincurred in payingfeedin tariffs to solar customers. The scheme'simpact on
network tariffs is expectedto peakin 2015-16 at whichtime about 34%of Energex’sietwork priceswill
be dueto the SBS.

Increasesn network costs(excludingcostsrelated to the SBShare the third major costdriver. Network
revenueallowancesare approvedby the AustralianEnergyRegulator(AER). Network priceshave also
increasedbecauseof lower than forecastconsumption,which meansthat network chargesmust rise to
recoverthe allowedrevenue.

Retail operating costs (ROChave increasedmarginallyfrom 2013-14,in line with inflation. The cost
passthrough mechanismhasalso been appliedfor the first time to passthrough smallscalerenewable
energyscheme(SRES)ompliancecoststhat were underrecoveredin 201344. However,the impacton
customerhillsis expectedto be relativelyminor (lessthan $2 for a typicaltariff 11 customer).

Theimpactof priceincreasen individualcustomerswill vary dependingon their retail tariff(s) and their
consumption.

Impactson residentialcustomers

Themainretail tariff for residentialcustomersstariff 11. Thereare alsotwo voluntarytime of usetariffs
(tariffs 12 and 13) which customersmay chooseinsteadof tariff 11 (if they havethe appropriatemetering
installed). Aswell astariffs 11, 12 or 13, residentialcustomersmay alsousethe ‘off peak’or ‘controlled
load' tariffs (tariffs 31 and 33).

Energexhasreducedits network chargesto limit the retail bill increasefor a typicaltariff 11 residential
customerto the levelindicatedin the Draft Determination. Energexhasalsoreducedits network charges
for tariffs 12and 13.

Tariff11

Historically tariff 11 hasnot beencostreflective,with the servicecharge(fixed charge)beingbelow cost
and the variable chargebeing above cost. For 2013—-14,the QCAestablisheda three year transitional
path to rebalancethe fixed and variablecomponentsof tariff 11 sothat eachcomponentis costreflective
by 1 July2015.

Asset out in Tablel, the chargesfor 2014—15are higher than for 2013—-14and will increasea typical
customer’sannualbill from $1,407to $1,599(13.6%pasedon carboninclusivepricesor to $1,480(5.1%)
based on carbonexclusiveprices. While the carboninclusive increaseis the same as in the Draft
Determination the carbonexclusivencreases slightlylower.

Theimpact on individual customerswill vary dependingon their consumption. Lowuse customerswill
facea largerpercentageincreasethan high usecustomers. However,high use customerswill facelarger
dollar increasesand will continue to pay more than their actual costs of supplyto subsidiselow use
customers. Thiscrosssubsidywill continue until the fixed and variable chargesare fully rebalancedto
costreflectivelevels.
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Tablel Tariff 11— Chargesand annualbill impactsfor the typical (median)customer
Carboninclusive CarbonExclusive
Tariff Transitional Transitional Change(%) Transitional Change(%)
Component 2013-14 2014-15 2014-15
Fixedchargé 50.219 83.414 66.1% 83.414 66.1%
(cents/day)
Variablechargé 26.730 28.015 4.8% 25.378 5.1%
(cents/kWh)
AnnualBil? (GST 1,407 1,599 13.6% 1,480 5.1%
inclusive)$)

1 GSTexclusive.
2 Basedon a typical (median)customeron tariff 11 consumingd,100kWhperyear.

Summaryof impactson residentialcustomers

Figure1l showsthe percentagechangesthat typical residential customerscan expectin their annual
electricity bills from 2013-14to 2014—15for eachof the residentialtariffs, inclusiveand exclusiveof the
carbontax. Fortariff 11, bill impactswill varydependingon eachindividualcustomer’sconsumption. For

tariff 12, bill impactswill varydependingon both the levelof eachindividualcustomer’'sconsumptionand
the time of daythey consume.

Figurel Changen electricity bills in 2014—15for typical residential customers
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Summaryof impactson non residentialcustomers

Figure2 presentsthe increasesn annualbills for typical businesscustomerson the costreflectivetariffs,
showingboth carboninclusiveand carbonexclusiveprices. Bill impactswill vary dependingon each
individualcustomer'develand pattern of consumption.
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Figure2 Changesn electricity bills in 2014—15for typical businesscustomers
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Transitionalarrangements

In 2013-14 the QCAextendedthe transitionalarrangementdor customerson what were then known as
obsoletetariffs. Thesebusinesscustomersbenefit from the lowest electricity pricesin Queenslandwith
prices below the cost of supply and usuallymuch lower than the costreflective prices paid by similar
businesses. For example,in 201344, an irrigator on transitional tariff 62 pays an off peak rate of
12.669c/kWh (GSTexclusive),while a businesswith similar consumption,but on the costreflective
tariff 22, paysan off peakrate of 18.668c/kwh.

The QCA'20131.4 determination proposedto retain nearly all of these obsoletetariffs until the end of
the decade. In 2020,customerswould be expectedto moveto costreflectiveprices.

At the sametime, the QCAproposedthe principle that obsolete tariffs should not becomeless costr
reflective over the next sevenyears. The governmentsubsidyto customerson transitional tariffs was
around$110million in 20124.3. Thesubsidyis likelyto be evenhigherin 201344 after the Government
cappedtransitional price increasesat 10%while costreflective pricesincreasedby around 15%or more.
TheQCAhasretainedthesetransitionalarrangementgor 2014-15.

For carboninclusiveprices,we have maintainedthe approachto transitional pricesappliedin 2013-14.
We haveset price increasedasedon the percentageincreasesn the relevantcostreflectivetariffs that
customerswould otherwise pay, plus additional increasesto ensurethe gapsin dollar terms between
prices for transitional and obsolete tariffs and costreflective tariffs do not grow over the transition
period. On this basis,price (and bill) increasedor thesetariffs are between 15%and 18%,as shownin
Figure3.

However,if the carbontax is removed,the percentageincreasesn costreflective tariffs in 201445 will
be small. Asaresult,applyingthe sameescalationfactorswe developedfor 2013—14would do verylittle
to reducehow far customers'ills are below costin dollarterms. We raisedthis scenarioin the 2013-14
Determinationand indicatedthat higherescalationrates might be needed. Instead,we havedecidedto
seta 10%floor to transitionalpriceincreasego preventthe subsidyreceivedby customerson transitional
tariffs from increasing.

New customerswill be allowed to accessthe transitional tariffs, except for tariff 37, which has been
obsoletefor a number of years,and tariffs 41 (large)and 43 (large),which will be removedat the end of
2014-15. New customers accessingthe retained transitional tariffs will be subject to the same
transitional period as existing customers. This will ensure that new and existing nonresidential
customersare treated equitablyin the transitionto costreflectivity.

Vi
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Figure3 Changen electricity bills in 2014—15for customerson transitional tariffs

20.0%

Carboninclusive

15.0% |
10.0% |

| i Carbonexclusive |

5.0% -
Tariff37 Tariff21 Tariff22 Tariff62 Tariff65 Tariffé6

Increaseén annualbill

0.0% -

Tariff41 (large) Tariféd3 (large) TarifR0 (large)

vii



QueenslandCompetitionAuthority Introduction

1

INTRODUCTION

11

Sincethe introduction of full retail competition (FRCpn 1 July2007,most electricity customers
in Queenslandhave been able to enter into a competitive market contract with a retailer of
their choice. However most customersare still ableto chooseto be suppliedby their retailer at
the regulatedor notified prices determined by the QueenslandCompetition Authority (the
QCA).

The QCAhasdeterminednotified pricesunder delegationfrom the relevantMinister (currently
the Minister for Energyand Water Supply)sincethe start of FRC.However,amendmentgo the
Electricity Act 1994 (the Electricity Act) and Electricity Regulation 2006 (the Electricity
Regulation)in late 2011 significantlychangedthe method we are required to follow when
determiningnotified prices.

Before 2012-13, we were required to adjust notified prices annually accordingto our
calculationof the changein the BenchmarkRetail Costindex (BRCI).Sincethen, we have set
notified priceshasedon the N + Rcostbuild up approach where we treat the N (network cost)
componentas a passthrough and determine the R (energyand retail cost) component. This
meansthat retail tariffs are now more costreflectivethan they were underthe BRChpproach,
although transitional arrangementswe have implemented allow certain customer groups a
limited period of accesgo tariffs that are not costreflective.

On5 September2012,we receiveda Delegationfrom the Minister to determinenotified prices
for athree yearperiod from 1 July2013to 30 June2016. On 12 February2013,we receiveda
revisedDelegationwhich changedhe releasedate of the 2013—14Draft Determinationby one
week (seeAppendixA).

While the Delegationis for three years,we are still requiredto set notified priceson an annual
basis. Ourfirst price determinationwasmadeon 31 May 2013for the period from 1 July2013
to 30 June2014. Thiswill be our secondprice determinationand will coverthe period from 1
July2014to 30June2015.

Mattersto consider

In accordancewith section90(5)(a)of the ElectricityAct, the Delegationrequiresthat we have
regardto the following mattersin makingour price determination:

x the actualcostsof making,producingor supplyingthe goodsor services

x the effectof the pricedeterminationon competitionin the Queenslandetail electricity
market

X the matterssetout in the termsof reference.

In accordancewith section90(5)(b)of the ElectricityAct, we mayalsohaveregardto anyother
matter we considerrelevant.

The Delegationincludesa terms of reference which requiresthat we considera number of
specificmatters,including:

! Largenon residentialcustomersin south eastQueenslandEnergex'slistribution area)no longerhaveaccess
to notified prices.
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X basingeachannualprice determinationon the N + Rcostbuild up approach

X in accordanceawith the Queenslandsovernment'suniform tariff policy (UTP)gensuringthat,
whereverpossible hon marketcustomersof the sameclasshaveaccesgo uniform retail
tariffs and paythe samenotified price for their electricitysupply,regardlesf their
geographidocation

X basingthe network costcomponentfor residentialand smallbusinesustomerson the
network chargedo be leviedby Energexandfor largebusinessustomerson the network
chargego be leviedby ErgonEnergy

X transitionalarrangementdor the standardresidentialtariff (tariff 11), tariffs that were
classedhsobsoletefor 2012—-13 and customerson the largecustomerbusinesdariffs
introducedin 20124.3.

Approachto this review

TheDelegationand legislationunderwhichwe must makethe 201445 Determinationhavenot
changedsince we made our 201344 Determination. Given this, and for the purposesof
consistencyand regulatorycertainty, we have broadly maintainedthe approachesve adopted
when makingour 2013—-14Determination,includingthe transitional arrangementswe put in
placefor tariff 11 andthe transitionaland obsoletetariffs.

Thetwo keyfactorsthat we are requiredto considerwhen makingour price determinationare
costreflectivity and the impact on competition. Consistentwith the 2013-14Determination,
we considerthat part of our role in setting notified pricesis to facilitate the developmentof
competition in the Queenslandretail electricity market and provide a transition to price
deregulation particularlyin southeastQueensland.

Competitionin southeastQueenslandasdevelopedconsiderablysinceit wasintroducedmore
than sixyearsago. Asaresult,around 70%of customersin south eastQueenslandare supplied
under marketcontracts. TheQueenslandsovernmenthasannouncedthat it will replaceretail
price regulation with price monitoring in south east Queenslandby 1 July 2015, if certain
pre conditionsare met>.

Whataboutregionalcustomers?

In accordancewith the Delegationwe havecontinuedto set notified pricesthat are consistent
with the QueenslandGovernment'sUTP. As noted above, this means that non market
customersof the sameclasswill have accesso the samenotified priceswhereverthey live,
even though the costsof supply are considerablyhigher in regional areasthan in the more
denselypopulatedsouth eastof the state.

In order to maintain the UTP,the QueenslandGovernmentsubsidisesthe notified prices
payableby regional customerssuppliedby ErgonEnergyQueensland EEQ) via a community
serviceobligation (CSO)payment. Thismeansthat most customersin regional Queensland,
particularly small customers,do not have accessto lower priced competitive market offers

2 Departmentof Energyand Water Supply,The30 yearelectricitystrategy,Discussiopaper, September2013,

p. 9.

® ErgonEnergyQueenslands a subsidiaryretail businesowned by ErgonEnergyCorporationLimited (EECL),
whichisthe regulatednetwork business.EECisreferredto in this FinalDeterminationasErgonEnergy.
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becauseother retailers do not have accessto the CSOsubsidy. As a result, lessthan 1% of
regionalcustomersare suppliedby a retailer other than EEQ.

Giventhat competitionis weak,the Queenslandsovernmentplansto maintainprice regulation
for customersin regional Queensland. However, it is also consideringoptions for improving
competition, including moving towards a network basedsubsidywithin three years. On 18
October 2013, the QCAreceived a Direction from the Minister to provide advice on the
efficiencyand effectivenesf the UTPandoptionsfor maintainingthe UTP.We havealsobeen
askedto provide adviceon approacheso setting notified pricesin regionalQueenslandnce
price monitoring commencesin south east Queensland We releasedan issuespaper in
December2013 and providedour final adviceto the Minister at the end of April 2014.

Thereviewprocesgo date

On 31 July2013,we releasedan interim consultationpaper advisinginterested parties of the
commencemenbf the review. We received25 submissionsn response.

We engagedACILAllen (formerly ACILTasman}o provide expertadviceon estimatingenergy
costs. We alsoheld a technicalworkshopon energycostissueson 27 September2013,which
wasattendedby 19 stakeholders.

On 11 December2013, we releasedour Draft Determinationand ACILAllen'sdraft report on
the cost of energy (ACILdraft report). This was followed by a series of workshopsin
Toowoomba, Bundaberg, Rockhampton,Mackay, Proserpine, Townsville, Cairns, Mareeba,
Brisbaneand Mt Isain February2014. We received32 submissiongincludingone confidential
submission)n responseto the Draft Determination.

All papersreleased non confidentialsubmissionseceivedin response and workshopmaterials
are availablefrom our website, www.qca.org.au A list of all submissiongeceivedto date is
providedin AppendixB.

We are now releasingthis FinalDetermination,whichincludesregulatedretail tariffs and prices
for 201445 and explainshow these were determined. In makingour FinalDetermination,we
have taken into accountthe requirementsof the Electricity Act and the Delegation,matters
raisedin submissionsACILAllen’sfinal report on the costof energy(ACILlinal report) and our
own investigations.

4 -
Ibid, p. 10.

® TheDirectionNoticeis availableon the QCA'svebsite:www.qca.org.au

® QCAJssuedPaper Reviewof RegionaElectricityPriceRegulation December2013
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NETWORKOSTS

2.1

2.2

Network costsare the costsassociatedwith transporting electricity through the transmission
anddistribution networksandtypicallyaccountfor around50%o0f the final costof electricityfor
smallcustomers.

Energexand ErgonEnergyhave not introduced any new tariffs or changesn the structure of
their tariffs for 2014—15,and stakeholdersdid not raise any new issueswith the approachto
passingthrough network costsestablishedfor 2013-14. Asa result, we have maintainedour
approachfor 2014-15whichincludes:

X basingregulatedretail tariffs for non residentialcustomerswith consumptiongreaterthan
100megawatthours(MWh) per year,andfor streetlighting,on ErgonEnergynetwork tariffs

X basingregulatedretail tariffs for all other customerson Energexetwork tariffs.

Background

Retailelectricity pricescomprisethree main costcomponents- network costs,energycostsand
retail costs. Network costsare the largestof theseand are the costsof transportingelectricity
from generatorsto customers, which requires the use of transmissionand distribution
networks. Transmissiometworks transport electricity at high voltagesacrossthe state and
interstate while distribution networksdistribute electricity at lower voltagesfrom transmission
connectionpointsto householdsand businesses.

In Queenslandthe main transmissionmnetwork serviceprovideris Powerlinkand the two main
distribution network service providers are Energexand Ergon Energy. Energex’snetwork
servicessouth eastQueenslandwhile ErgonEnergy’snetwork extendsacrossthe remainderof
the state.

As regulated monopoly businessesPowerlink, Energexand Ergon Energyall earn regulated
revenuesthat are determined by the Australian Energy Regulator (AER). In addition to

recoveringtheir own distribution network costs, Energexand Ergon EnergypassPowerlink’s
costson to customersin network pricesthat are alsoapprovedby the AER.

The Delegationrequiresthe QCAto adopt a costreflective N+Rpricingmodel under which the
network costs(N) are to be passedthrough to customers. The Delegationalso requiresus to
consider:

X basingnotified pricesfor smallbusinessustomers(thoseconsumingup to 100 MWh per
year)andresidentialcustomerson Energexetwork tariffs

X basingnotified pricesfor largebusinessustomersthoseconsumingmore than 100 MWh
per year)on ErgonEnergynetwork tariffs (asonly largebusinesscustomersin the Ergon
Energydistribution areaare ableto accessotified prices).

Networktariffs for residentialcustomers smallbusinessustomersand
unmeteredsupplies

Residentiatariffs

Forthe 2013-14Determination,we used Energex’sietwork tariffs asthe basisfor settingflat,
time of useand controlledloadregulatedtariffs for residentialcustomers.
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Therewas broad support in submissiongor continuingto use Energexnetwork tariffs asthe
basisfor notified pricesfor residentialcustomersin 2014-15. Retailersand distributorsagreed
that the 2013-14approachwasin accordancewith the terms of referenceand did not propose
anychangego the approachfor 2014-15. EnergyAustraliaddedthat maintaininga consistent
approachwould improve regulatory certainty. Submissiongrom some customersquestioned
the structureof, andthe costsincludedin, network prices.

QCAposition

We have continued using Energex’'snetwork tariffs as the basisfor regulatedretail tariffs for
residentialcustomers. Thisapproachwas supportedin submissionsand is consistentwith the
Delegation. Anyfurther refinementof, or addition to, thesetariffs is a matter for Energexand
the AERo determinewithin the requirementsof the NationalElectricityRuleNER).

Energexhasreducedits network chargesto limit the retail bill increasefor a typical tariff 11
residential customer to the level indicated in the Draft Determination. Energexhas also
reduced its network chargesfor tariffs 12 and 13. Energex'schargesfor each residential
network tariff for 2014—15are presentedin Table2.

Smallbusinessandunmeteredsupplies

For the 2013-14Determination,we used Energex’'snetwork tariffs as the basisfor regulated
retail tariffs for businesustomersconsumingessthan 100 MWh per year.

Retailersand distributors supported the same approachfor 2014—15,0n the basisthat it is
consistentwith the requirementsof the Delegation.

Farminggroupshighlightedthe effect of previouspricing determinationson their businesses,
and calledfor the creationof a specific'food and fibre' tariff tailored specificallyfor the needs
of farmersandirrigators. Farminggroupsalsoquestionedthe costsincludedin network prices.

QCAposition

Regardinggommentsby farming groupsabout the impact of retail electricity priceincreasen
their businesseswe have updated our assessmenbf customerimpactsand have maintained
the transitional arrangementswe implemented in 2013-14, which are designedto assist
customersin the transitionto costreflectivetariffs (seeChapters).

In relation to suggestionsy farming groupsabout network charges,we are required by the
Delegatiorto treat network chargesasa passthrough. Asaresult,we cannotsecondguesshe
tariff structure, or the magnitude of charges,and choosenot to passthese coststhrough in
regulatedretail prices. Nor canwe require the distributorsto developnew tariffs for specific
customergroups.

ErgonEnergyhas consultedwith farmers and irrigators as part of its network tariff review,
whichis the appropriateavenuefor stakeholderso commenton theseissues. However,while
ErgonEnergyproposesto changethe structure of distribution chargesfor small customersin
201445, this will not affect notified prices for 2014—15becausesmall customer tariffs are
basedon Energexetwork tariffs underthe terms of the Delegation.

We have continued using Energexnetwork tariffs as the basis for flat, time of use and
demandbasedregulatedretail tariffs for smallbusinessustomersandfor unmeteredsupplies.

Energex'proposedchargesfor smallbusinessandunmeteredsuppliesare providedin Table3.
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2.3

2.4

Networktariffs for largebusinessustomersandstreetlighting

Forthe 2013-14Determination,we consideredthat network chargesfor ErgonEnergy’seast
pricing zone, transmissionregion one, provided the best availablebasisfor setting regulated
tariffs for businesscustomersconsumingmore than 100 MWh per year,and for regionalstreet
lightingcustomers.

Therewasgeneralsupportin submission$o maintainthis approachfor 2014—15. ErgonEnergy
statedthat network tariffs for its eastpricingzone,transmissiorregionone, most closelyreflect
network price signalsapplicableto large customersin ErgonEnergy'ssupplyarea. We agree
with this view, on the basisthat the east pricing zone includesaround 90%of large regional
customersand transmissionzone one has more customersthan either of the other two
transmissiorzones.

Ergon Energy'sproposed 201445 network chargesfor businesscustomersconsumingmore

than 100 MWh per year, and for regionalstreet lighting customers,are presentedin Table4.

The fixed chargesfor businesscustomersare significantly higher than those for 2013-14.
However this is becauseErgonEnergyhasdecidedto usethe fixed chargedo recoverrevenue
that is recoveredvia minimummonthly demandchargeswhichwill no longerapply. Customers
will only be chargedfor demand use above a minimum monthly threshold. ErgonEnergy
indicatedthat thesechangeswill haveminimalimpactson customers.

EnergyAustralisupported using ErgonEnergynetwork tariffs asthe basisfor large customer
tariffs, but suggestedhat new tariffs shouldbe developedfor customersoutsideErgonEnergy’s
eastpricingzone,transmissiorregionone, to reflect the transmissionand distribution network
tariffs that applyin those areas. Thiswould improvethe costreflectivity of notified pricesfor
large customers. In addition, it would removebarriersto competition, as regulatedpricesfor
customersoutside ErgonEnergy'seast zone are not costreflective, preventingretailers other
than EEQfrom makingoffersto customersin theseareas. However the Delegationrequiresus
to considerthe Government'sUTP which requiresnon market customersof the sameclassto
haveaccesgo the samenotified prices,regardlesf their geographidocation. Thisrequiresus
to setasinglenetwork tariff for eachcustomerclass.

EEQraisedthe issueof street lighting chargesfor customerconnectionassetsthat are owned
and maintainedby ErgonEnergyand suggestedhat EEQshouldbe includedin anydiscussiorof
a price path for passingthese chargesthrough to customers. However, as these are not
network chargesand canbe recovereddirectly from customers section90(3)of the Electricity
Act preventsus from includingthem in notified prices. We understandthat the Queensland
Governments developinga price path to recoverthesechargedrom customers.

QCAposition

We have continued using network tariffs for Ergon Energy’seast pricing zone, transmission
regionone (presentedin Table4), asthe basisfor regulatedretail tariffs for largecustomersand
streetlighting.

Networktariffs for verylargecustomers

In our 2013-14Determination,we noted that a key difficulty in setting notified pricesfor very
large customers(those consumingmore than 4 gigawatthours (GWh)per year)wasthat Ergon
Energy had confidential, individuallytailored network chargesthat reflected the unique
circumstancef eachcustomerin this diversegroup. For this reason,we consideredthat it
wasnot feasibleto basenotified priceson the approved(individual)network chargesfor these
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customers. Instead, we basedthe regulated retail tariff (tariff 48) for very large regional
customerson the samenetwork tariff (for high voltage demandcustomers)that tariff 47 was
basedon.

Ergon Energy supported continuing with this approach for 2014-15 and noted that the
QueenslandGovernmentis reviewing electricity chargesfor very large customers. Until the
outcome from that review is known, Ergon Energysuggestedthat its high voltage demand
network tariff shouldbe usedin determiningthe regulatedretail tariff 48.

CottonAustraliasuggestedhat network chargedfor verylargecustomersshouldnot be applied
in a way that makeselectricity uneconomicfor businessesvest of the Great DividingRange.
However,we note that using network chargesin ErgonEnergy'seast zone already protects
customersin the west from the muchhighernetwork chargeshey would payif they were not

on a regulated tariff. Making the network cost element of notified prices for very large
customersin the west evenlower couldonly be achievedby makingthe samereductionsfor all

very large customers,in accordancewith the Government'sUTP. We do not considerthis is

possiblebecauset is at oddswith the requirementin the ElectricityAct that we haveregardto

the costsof supplyin settingnotified prices.

QCAposition

We have continuedusingnetwork tariffs for ErgonEnergy’shigh voltagedemandcustomersin
the eastpricingzone,transmissiorregionone, asthe basisfor the regulatedretail tariff for very
largecustomers.

ErgonEnergy'roposednetwork chargedor this tariff are presentedin Table4.

Alignmentof retail and network prices

Usingan N+Rapproachto setting notified prices requires a formal processto ensure the
ongoingalignmentof network and retail pricesto ensurethe appropriateallocationof coststo
(andrecoveryof costsfrom) groupsof customerscoveredby eachtariff class. Maintainingthis
alignment would also ensure that distributors are able to engagein effective demand
managemeninitiativesthat rely on correctprice signaldbeingpassedhroughto customers.

Underthe NERthe distributorsare normallyrequiredto submitproposednetwork pricesto the
AERby the end of April eachyear. However,there is alsono formal limit on the time the AER
cantake to approvethe distributors’ pricing proposals. In previousyears,this occurredafter
the QCAhadto publishfinal notified prices. Anychangein the network pricesapprovedby the
AERafter the QCAhaspublishedfinal notified priceswould potentially resultin a misalignment
of network andretail prices.

In its September2012 proposalto the Australian Energy Market Commission(AEMC),the
Independent Pricing and Regulatory Tribunal (IPART)proposed changesto the NERthat
includeda requirementthat network pricesbe setearlier, to allow greaterconsultationon retail
price changesand for customersto receiveearlier notification of the changeto their prices. If
this rule changewas adopted, it would improve the certainty of price setting for the QCA.
However,it appearsthat the AEMCdoes not expectto make a final determination on this
requestuntil August2014.

Previouslywe have used proposednetwork pricesthe distributors provide to the AERby the
end of April each year for the Final Determination. Any material difference between the
network tariffs used in the Final Determination and those chargedto retailers would be
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accountedfor via the cost passthrough mechanismwe implementedin 2013-14 asdiscussed
in Chapters.

Therewasbroad supportfor this approachamongstthose stakeholderghat commented. EEQ
and QEnergysupportedthe changeto the NERproposedby IPARTas the preferred solution,
while recognisinghat our approachwasappropriateunderthe currentrules.

QCAposition

We have continued usingnetwork pricesprovided by Energexand ErgonEnergyfor this Final

Determination. In the eventthat the final network priceschargedto retailersdiffer from those

usedin this FinalDetermination,we will considerusingthe passthrough mechanismdiscussed
in Chapter5 to adjustfor any material difference,althoughthis will dependon the regulatory

arrangementsn placefor 20154.6.

2.6 Network pricesfor 2014—15notified prices
TheQCA'sinalDeterminationisto baseregulatedretail tariffs for 2014—15on:

x ErgonEnergynetwork tariffs and chargedor non residentialcustomerswith consumption
greaterthan 100MWh peryearandfor streetlighting

x Energexetwork tariffs and chargedor all other customersjncludingother unmetered
loads.

Thenetwork chargedo be usedasthe basisfor notified pricesfor 2014—15are presentedin the
followingtables.

Table2 Energexhetwork chargesfor 2014—-15for regulatedresidentialretail tariffs (GST

exclusive)
Retail tariff Energex | Fixed | Variable | Variable | Variable Variable
network charge1 rate rate 1 rate 2 rate 3
tariff c/day (flat) (offr | (shoulder)|  (peak)
ckwh | Peak) | cpawh c/kWh
c/kWh
Tariff 11— Residentialflat rate) 8400 59.100 12.640
Tariff 12— Residentia(time of r 8900 59.100 7.928 11.068 20.042
use)
Tariff 13— ResidentiaPeakSmart | 7600 59.100 5.956 10.802 19.560
(time of use)
Tariff 31— Nightrate (super 9000 5.544
economy)
Tariff 33— Controlledsupply 9100 10.061
(economy)

1 Chargedber meteringpoint.
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Table3 Energexetwork chargesfor 2014—15for other smallcustomerregulatedretalil
tariffs and unmetered suppliesother than street lighting (GSTexclusive)

Retailtariff Energex | Fixed Demand Variable | Variable | Variable
network charge1 charge rate rate (off r rate
. 2
tariff ciday | $/kw/month (flat) peak) (peak)
c/kWh c/kWh c/kWh
Tariff 12— Residentia(time of r 8900 59.100 11.068 7.928 20.042
usey
Tariff20— Businesgflat rate) 8500 80.500 13.432
Tariff 22— Businesgtwo part 8800 80.500 9.240 15.240
time of use)
Tariff41— Lowvoltage(demand) 8300 677.200 24.139 1.497
Tariff91— Unmetered 9600 10.061

1 Chargedber meteringpoint.
2 Shouldeffor tariff 12.

3 Tariff 12 can be accessedy small businesscustomersprovidedit is in conjunctionwith a primary business

tariff.

Table4 ErgonEnergynetwork chargesfor 2014—15arge customerregulatedretail tariffs
and street lighting (GSTexclusive)

Retailtariff Ergon Fixed Demand Variable
Energy charge1 charge rate (flat)
network c/day | $/kW/month | c/kWh

tariff
Tariff44 Over1l00MWh small(demand) EDST1 4,436.774 34.589 1.767
Tariff45 Over100MWh medium(demand) EDMT1 | 14,892.378 31.035 1.767
Tariff46 Over100MWh large(demand) EDLT1 | 43,657.361 29.739 1.767
Tariff47 Highvoltage(demand) EDHT1 | 35,912.216 21.924 1.701
Tariff48 Over4 GWhHighvoltage(demand) EDHT1 | 35,912.216 21.924 1.701
Tariff71 BtreetLighting EVUT1 0.600 20.758

1 Chargedper meteringpoint.

2 Thefixed chargefor streetlighting appliesto eachlamp.
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3 ENERGEOSTS
The secondmain componentof retail electricity pricesis the cost a retailer will incur, either
directly or indirectly,in supplyingenergyto coverthe load of its customers.
For 2014-15,the QCAhas decided to maintain a hedgingbased approach to estimating
wholesaleenergy costs. In responseto stakeholderconcernsabout carbon uncertainty, we
havedecidedto basewholesaleenergycostestimateson carbonexclusivecontractswith a full
passthroughof the carbontax, until the carbontaxisremoved.
We have also developedenergy cost estimatesbasedon carbonexclusivecontractswith no
passthrough of the carbontax. Theseare includedin the carbonexclusivenotified priceswe
have calculated(providedin AppendixG)that could apply in the eventthat the carbontax is
removed.
All other energycostsand energylosseshavebeencalculatedon the samebasisasin 2013-14.
3.1 Background
In previousdecisionswe haveincludedallowancedor arangeof energycoststhat areincurred
by retailers,whichcanbe broadlybrokeninto three categories:
x wholesaleenergycosts
x other energycosts,includinggreenschemesand marketfees
X energylosses.
We engagedACILAllento provide adviceon eachenergycost componentin accordancewith
the terms of reference(ToR)for its engagemen{availableon our website). We are of the view
that retaining the sameconsultantfor this review that we engagedin prior yearswill provide
continuity and certaintyto stakeholders.
Requirement®of the ElectricityActand Delegation
In determiningthe energycostsfacedby retailers,section90(5)of the ElectricityActrequiresus
to haveregardto:
x the actualcostsof making,producingor supplyingthe goodsor services
x the effectof the pricedeterminationon competitionin the Queenslandetail electricity
market
X anymatter requiredunderthe Delegation
X anyother matter we considerrelevant.
TheDelegationrequiresthe QCAto considerwhether our approachcanstrengthenor enhance
the time of use signalsin the underlyingnetwork tariffs, to encouragecustomersto switchto
time of usetariffs andreducetheir consumptionin peaktimes.
3.2 Wholesaleenergycosts

Wholesaleenergycostsrelate to the costsincurredby a retailer in supplyingelectricityto cover
the load of its customers. While the physical electricity is purchasedfrom the National
ElectricityMarket (NEM),this is a volatile spot market and retailersroutinely hedgetheir price
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risk. Thereare a range of measureshat a retailer cantake to reduceits exposureto volatile
pricesin the NEM, including purchasingfinancial derivatives (futures, swaps, options, etc.),
entering longerterm power purchaseagreements(PPAs)with generators,and investingin
generationassets. Thewholesaleenergycoststhat a retailer ultimately facesare a function of
its exposureto NEMpool pricesandthe costof its hedgingstrategy.

Potentialapproachegor 201415

The two prevalent approachesfor estimatingwholesaleenergy costsare the hedgingbased
model and the longrun marginalcost (LRMC)nodel. Throughouta number of previousprice

reviews,we havemadeclearour preferencefor usinga hedgingbasedapproach becauseof its

transparencyand becausewe considerit providesthe best estimateof the electricity purchase
costsfaced by a retailer in a givenyear. We reiterated this preferencein our consultation
paper.

Retailersand industry organisationshighlightedtheir preferencethat LRMCbe factored into
energy cost estimates. However, none provided new information that would compel us to
considerchangingour approachfor 2014—-15. Most submissionsecognisedour preferencefor
the hedgingbased approach and focussed their submissionson improvements to that
approach.

We remain of the view that the hedgingbasedapproachis best for estimatingenergycosts.
Theapproachbetter reflectsthe valueof the electricitythat retailerssupply,and retainingit for
2014-15will provide certainty to stakeholders. The AEMCalso endorsedthe hedgingbased
approachasthe best practicemethod for estimatingwholesaleenergycostsfor retail prices’

Forthesereasons.and drawingon our considerationdrom previousreviews,we havedecided
to retain the hedgingbasedapproachfor 2014-15.

Dealingwith carbonuncertaintyundera hedgingbasedapproach

Sincethe carbon tax was introduced in 2012-13,the QCAhas used energy cost estimates
providedby ACILAllenthat are basedon carboninclusiveenergycontractstraded through the
AustralianSecuritieEExchangg€ASX}.

While retailers hedge some of their energy purchasesusingthese contracts, we understand
most use alternative methods to hedge the majority of their energy purchases. These
alternative methodscommonlyinvolve purchasingover the counter (OTC)ontracts,investing
in generation, and entering bilateral contracts with generators. The majority of these
alternativeshave carbon"passthrough” clause&, which meanthat retailers pay an underlying
carbonexclusiveprice for the contract plus an additional amount that reflects the costs
associatedvith the carbontax, calculatedat the time of contractsettlement.

In previousyears,when market participantsexpectedthe carbontax to remainin placefor the

entire year, the price of carboninclusive ASXcontractsalignedvery closelywith the price of

carbonexclusiveOTCcontracts plus the carbon passthrough. Asa result, we acceptedACIL
Allen'sadvicethat carboninclusiveASXcontractpriceswere an acceptableproxyfor the energy
costsincurredby retailers.

" AEMCAdviceon BestPracticeRetailPriceRegulationMethodology FinalReport,September2013.
& And previouslyunderthe BenchmarkRetailCostindexmethodology.

® Generallybasedon the AustralianFinanciaMarketsAssociatio{ AFMA)CarbonBenchmarkAddendum.
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However, as evidencedin a number of submissions,carboninclusive energy contracts for

2014-15no0 longerincludethe full coststhat would be associatedwith the carbontax if it was
to remainin placefor the full year ($22/MWh). Rather , ACILAllen'sanalysissuggestsa market
expectationthat the carbontax will be in placefor only 14%of the year (which implies an

effectivecarbonprice of $3/MWh). Thisisin contrastto the carboncostsin the alternativeOTC
hedginginstrumentsusedby retailersthat includea carbonpassthrough provision,where the

cost of carbonwill be around $22/MWh while the carbontax is in placeand $0/MWh if it is

removed.

Asthe Delegationrequiresthe QCAto set regulatedpricesto apply for the entire year, using
carboninclusivecontractscould be reasonablebecausethey representthe market'sbestguess
at expectedenergycostsfor the year, duringwhich only part of the carbontax will apply. This
approachwassupportedby the QueenslandCouncilof SocialServicg QCOSS).

However,underthis approach there would be no changeto electricity pricesif the carbontaxis
removed. Thiswould be at odds with the expectationsof customersthat electricity prices
would likely decreasef the taxisremoved.

Furthermore retailersexpressedtoncernthat the useof carboninclusiveASXcontractpricesto
set retail pricesto apply for the entire year might increasetheir risks. If the market for
carboninclusivecontractsis correctabout when the carbontax will be repealed,then notified
pricesbasedon those contractswould allow retailersto recovertheir costs,eventhoughthey
hedge most of their energypurchasesby other means. Thisis becausethe full carboncosts
they will facewhile the tax remainsin place(paidthrough carbonpassthrough clausesill be
offset by the zerocarboncoststhey will facewhenthe taxisremoved.

However,if the marketisincorrect,andthe carbontax isremovedlater than expected retailers
may not recover their carbon costs through the energy cost allowance. Conversely|f the
carbontax is removed earlier than expected,retailers would recover more than their actual
carboncostsfor the year.

In these circumstanceswe considera better approachis to set notified pricesthat includethe
full impactof the carbontax, to applyfor aslongasit remainsin place. A separateset of prices
that does not include any carbon costs could then be implemented after the carbontax is
removed. We think this approachwill result in retail price outcomesthat better reflect the
expectationf customersandthe costsfacedby retailers.

Origin, EnergyAustraliaCouncilon the Ageing(COTA)EEQ the EnergySupplyAssociationof
Australia(ESAA)the EnergyRetailers'Associationof Australia(ERAARNd AGLsupportedthis
approachin submissiongndit wasmet with broad supportat the technicalworkshop.

However, AGLnoted that some retailers would have already incurred coststo hedge their
potential exposureto carbonin 2014-15. AGLsuggestedhat, in the eventthat a carbonprice
doesnot applyin 2014—15 these costsshouldbe recognisedn settingwholesaleenergycosts.
No other retailerssuggestedhis approach.

We do not expectthis to be a significantissuefor largerretailers,whichtogether supplyalmost
90%of customersin southeastQueensland.Largeretailershavenoted over a numberof years
that they hedge the vast majority of their electricity purchasesby investingin generation,
enteringPPAr purchasingdTCcontracts,most of which havea carbonpassthroughclause.

Tothe extentthat somesmallerretailersmay hold carboninclusivecontracts,they will recover
their costsif the market is correct about the timing of the repeal. If the repealis later than
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expected, these retailers will have a windfall gain. However, if the repeal is earlier than
expectedthey maynot recovertheir full costs.

Regardles®sf the approachthe QCAtakesto setting notified prices,thesesmallerretailersare
likely to underrecovertheir costsif the carbontax is repealedearlier than expectedbecause
the majority of their customersare on marketcontracts. In this event, theseretailerswould be
forced to absorbany carbon costsincurred in order to stay competitive (with larger retailers
that are not incurring any carbon costs) or becausethey are required to by the Australian
Competitionand ConsumeCommissiofACCC)°

Asa result, settingpost carbontax notified pricesbasedon carboninclusiveASXcontractprices
may not allow smallerretailers to recoup any carbon costs already incurred. It will simply
provide the larger retailers,who havethe vast majority of non market customersand zero or
low carboncostsafter the tax is removed,with a windfall gain.

CarboninclusiveASXcontract priceshavemovedcloserto the estimatedcarbonexclusiveOTC
contract pricessincethe Draft Determination,revealingthe market'sincreasingexpectations
that the carbontax will be removedsometimeduring2014-15.However,until the carbontaxis
actuallyremoved,the QCAconsidersit prudent to set pricesassumingthat the tax will be in
placefor the full yearand adjust pricesonly whenit is removed. To do otherwise might place
retailersat considerableiskif the carbontax remainsin placelongerthan anticipated.

Takingthis approachmeanssettingan initial set of pricesthat we acknowledgeare too highto

apply for the entire year, givenmarket expectationsthat the carbontax will be repealedmidr
year. However,we considerthis approachis allowed under section90(5)(b)of the Electricity
Act, which allowsthe QCAto haveregardto any other matter we considerrelevantto setting
prices.

Forthesereasonswe havealsocalculatednotified pricesthat couldapplyafter the carbontaxis
removedthat do not includeanyallowancefor carboncosts.

In order to implementthis approach,we askedACILAllento developtwo setsof energycost
estimatesfor 2014—15(in additionto the full yearestimateswe originallyrequested)basedon:

x contractpricesincludinga full passthroughof the carbontax. Thisallowancewould be
applicableuntil the carbontaxisremoved

X contractpriceswith no passthrough of the carbontax. Thisallowancewould be applicable
if the carbontaxisremoved.

Figure4 illustratesthe different outcomesof eachapproachbasedon ASXEnergydataavailable
as at 31 March 2014. Applicationof our previous methodology,basedon carboninclusive
contracts,resultsin a wholesaleenergycost estimate for the Energexnet systemload profile
(NSLPYf $68/MWh at the regionalreferencenode. The new scenarioswith a 0% and 100%
passthrough of carbonresultin costsof $62/MWh and $84/MWh.

19 AustralianGovernmentCleanEnergylLegislation(CarbonTaxRepealBill 2013,November2013.
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Figure4 Wholesaleenergycostsfor EnergexXNSLP—different carbonscenariosfor 2014-15
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Note: Repealof the carbontax is assumedto occurduring Augustand is for illustrative purposesonly. This
assumptionis basedon market expectationsthat the carbontax will remainin placefor 14%of the 201445
year.

It isimportant to note that the QCAdoesnot havethe powerto changeretail pricesmid year.
In order to do so,we would require a new delegationfrom the Minister if andwhenthe carbon
tax is removed. Alternatively,the Minister could chooseto make a new price determination
usingthe carbonexclusivenotified pricescalculatedby the QCA.

A further complicationis that the carbon tax might be 'repealed’ from 1 July 2014, even if
parliamentpasseghe repealbills at somelater date If this eventuates generatorsmight be
requiredto pay backcarboncoststo retailersretrospectively,who could then be expectedto
pay these costsbackto customers. It is unclearhow sucha processwould be implemented.
However,we think it is unlikelythat notified priceswill be affectedbecausereimbursementwill
be requiredfor all customers(not just those on notified prices),and will involve compensating
customerswho actually paid carboncostsbetween 1 July2014 and when the tax is removed
(not providing some carbonrelated discountin notified pricesthat would potentially benefit
customerswho did not incuranycarboncosts).

Enhancindime of usesignals

The Delegationrequiresthe QCAto considerwhether its approachto estimatingenergycosts
could strengthen or enhance the underlying network price signals and provide greater
incentivesfor customersto switchto time of usetariffs and reducetheir energyconsumption
duringpeaktimes.

In previousreviews,the QCAconsidereddevelopingenergycost estimatesthat would include
time of use signalsto consumers. However,retailers pointed out that this did not reflect the

way in whichthey are chargedfor electricityby the AustralianEnergyMarket Operator(AEMO),
whichis basedon the relevantdistributor'sNSLP.

To resolverthis issue,the QueenslandGovernmenthasto propose amendmentsto AEMO's
Metrology Procedurego alignQueensland'gprocedureswith thoseof other states.

1 AustralianGovernmentCleanEnergylLegislationCarbonTaxRepealBill 2013 November2013.

14



QueenslandCompetitionAuthority Energycosts

Othermodellingconsiderations

Submissionalsoquerieda number of technicalaspectsof ACILAllen'smodellingmethodology,
including:

x the numberof high price periodsin ACILAllen'sspot priceforecastsfor 201314

X the relationshipbetweenaone in ten yearload outcomeanda one in A2 yearload outcome
x the impactof consecutivehot dayson electricityconsumptionand spot prices

x the correlationbetweendemandoutcomesandtemperaturesabove35 degreesCelsius

X the treatment of timing differencesbetweenthe assumechedgingstrategyandthe actual
purchaseof contractsby retailers

x the averagingmethodfor derivingthe inferred risk adjustedcarbonprice
X the assumptionsboutcapcontractvolumes
x the frequencyof positivepayoutsfrom capcontracts.

ACILAllenhasconsideredand respondedto theseissuesn its draft andfinal reports. Following
considerationof the variouscriticismsand suggestiongprovidedin the submissionsACILAllen
hasmade someminor refinementsto its method for estimatingwholesaleenergycosts,which
are discussedn its final report. With the exceptionof thesechangesno other compellingnew
material has been presentedin submissionsto persuade ACILAllen to further modify its
modellingapproach. TheQCAacceptsACILAllen'sadviceon thesematters.

Detailed explanationsof ACILAllen's modelling approach,data sourcesand assumptionsare
containedin its draft andfinal reportsto the QCA.

2014-15Wholesaleenergycosts— carboninclusiveand exclusive

Table5 outlines ACILAllen’swholesaleenergy cost estimatesfor 2014—15basedon hedged
price outcomes, with and without a carbon passthrough. Wholesaleenergy costs at the
regional reference node (including carbon) are expectedto increaseby 21.5%comparedto
2013-14reflecting:

x the tighteningof the supplydemandbalancefor electricitydueto increasedoad from LNG
plantsin Gladstone

x significantlyhigherfuel prices(mainlygas)comparedwith 2013-14.
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Table5 Estimatedcarboninclusiveand exclusivewholesaleenergycostsat the regional
referencenode for 2014-15

Settlement Retail Carbonexclusive Carboninclusive
class tariff
$/MWh %changefrom $/MWh %changefrom
2013-14 2013-14
EnergeXNSLP | 11,12,13, 62.26 30.4% 84.38 21.5%
andunmetered | 20,22,41,
supply 91
Energex 31 36.60 44.9% 58.67 24.7%
Controlled
Load9000
Energex 33 50.71 39.0% 72.03 24.4%
Controlled
Load9100
ErgonEnergy | 44,45,46, 55.75 31.7% 77.75 21.3%
NSLRand 47,48,71
streetlights

SourceACILAllen,EstimatedEnergyCostsor 2014—-15May 2014.

3.3 Otherenergycosts

In addition to wholesaleenergycosts,there are a rangeof other energycostsincludingthose
relatingto:

x the largescalerenewableenergytarget (LRET3cheme
x the smallscalerenewableenergyscheme(SRES)

x NEMparticipationfeesandancillaryservicexharges
X prudentialrequirements.

The inclusion of a cost passthrough mechanismto accountfor underrecovered SRES®osts
(wherematerial)is discussedn Chapters.

LRETosts

The LRETchemesetsannualtargetsfor the amount of electricity that must be generatedby
large scalerenewableenergyprojectslike wind farms. Retailersmust purchasea set numberof
large scalegenerationcertificates(LGCsphat is determinedon the basisof achievinghe annual
target, whichincreasesainnuallytoward the ultimate goalof 41,000GWhby 20202

For the 2013-14Determination, ACILAllen estimated LRETcosts using the 2013 renewable
power percentage(RPPJor the first half of the pricingperiod andthe 2014 LRETarget for the
secondhalf of the pricing period, asthe 2014 RPPwas not publishedat the time of the Final
Determination. To estimate the cost of meeting these targets, ACILAllen used LGCprices
publishedby the AustralianFinanciaMarketsAssociatior(AFMA).

2 Renewabl&Energy(Electricity)Act 2000.
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In submissionstetailersproposed(asthey havein previousreviews)that an approachbasedon
the LRMCof renewablegenerationwas more appropriate than using LGCpricesfrom AFMA.
EnergyAustraliaand Origin Energypointed to the low level of liquidity in the secondaryLGC
marketassupportfor adoptingan LRMGapproach.

QCOS4lisagreedwith this view in its submissionon the basisthat marketbased LRETcosts
more closelyreflect the coststo retailers.

Followingan examinationof market prices over recent years, ACILAllen concludedthat the
market price has reacted as expectedto uncertainty over carbon pricing and the recently
announcedreview of the LRETand providesan accuratebasisto estimate LRETcompliance
costs. ACILAllenhasprovideda detailed explanationof its calculationof LRETostsin its draft
report, alongwith information on LG(pricesand assumptionsinderpinningthe RPPs.

EEQsuggestedthat falling liquidity could be accountedfor by using a four year book build
period. EEQalsosuggestedthat the Tradition FinancialServiceg TFS)market data would be
more transparentthan the AFMAdatausedin previousyears.

ACILAllenhasretainedits previousapproachfor estimatingLRETosts,on the basisthat there
were no new or persuasiveargumentsin submissions.

The QCAhasconsidered and decidedagainst,adoptingan LRMCapproachfor estimatingLRET
costs in previous pricing determinations. We have a preference for using marketbased
approachedo estimatingcostswhere possiblerather than proxiessuchas LRMCon the basis
that marketbased approachesare more transparent and more likely to reflect the costs
incurred by a retailer in any givenyear. On this basis,we acceptACILAllen'sadviceon this

matter, andits LRETostestimatesoutlinedin Table6.

Smallscalerenewableenergyscheme(SRES)osts

The SRESoverssmallscaletechnologiessuch as solar panelsand solar hot water systems
installed by householdsand small businesses. Retailershave an obligation to purchase
smallscaletechnologycertificates(STCshasedon expectedratesof STCreation.

For the 2013-14 Determination, ACILAllen estimated SRES osts using the binding 2013
smallscaletechnologypercentage(STPYarget for the first half of the pricing period and the
non binding2014target for the secondhalf of the pricingperiod, asthe bindingtarget wasnot
publishedat the time of the FinalDetermination. Toestimatethe costof meetingthesetargets,
ACILAllen used the clearinghouse price of $40 per STCon the basisthat it expectedany
difference between market pricesand the clearinghouseprice to diminishover time. QCOSS
disagreedwith this approachand consideredthat market pricesshouldbe usedto estimatethe
STrice.

With the exceptionof QCOSSstakeholderswere broadly in favour of retaining the existing
approachfor 2014-15. QEnergyargued for an additional allowance for the forecast risk
between the nonbinding STP (which, due to timing issues, must be used in the Final
Determination)andthe bindingSTRoublishedby the CleanEnergyRegulato(CER).

The QCAacknowledgesQEnergy'sconcern regarding the use of non binding STPsand the
potential for it to create a shortfall between the SRESllowancein notified prices and the
liability retailersactuallyface. We haveimplementeda passthroughmechanisnto accountfor
this, which meansthat an additional allowanceis unnecessary.The passthrough mechanism
andthe treatment of the 2013-14SREShortfall are discussedurther in Chapter5. ACILAllen
hasretainedits previousapproachfor estimatingSRE8osts,on the basisthat submissionsvere
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generallysupportiveof the approach. We are satisfiedwith ACILAllen'sapproachand acceptits
SRESostestimates,asoutlinedin Table6.

NEMparticipationfeesandancillaryservicesharges

NEM participation fees are levied on retailers by AEMOto cover the costsof operating the
national electricity market. Ancillaryserviceschargescoverthe costsof the servicesused by
AEMOto managepower systemsafety,securityandreliability.

For the 2013-14 Determination, ACILAllen used AEMObudget and fee projections as the
sourceof forecastNEMparticipationfees. Ancillaryserviceschargeswere basedon the average
historicalcostsobservedoverthe precedings2 weeks.

Submissiongenerallysupportedretainingthis approachfor 2014-15. Giventhis support, ACIL
Allenfollowed the sameapproachfor 2014—15andits costestimatesare outlined in Table6.

Prudentialcapital

Prudentialcapital costsrelate to the financialguaranteesa retailer must provideto AEMOand
initial marginslodgedwith the ASXor futurescontracts. In 2013—-14 we providedan allowance
to reflect the higher capital requirementsfaced by retailers that use futures to hedgerather
than enteringinto PPA%r investingin generation.

Submissionsaisedno objectionsto the methodologyusedby ACILAllento determinecostsfor
2013-14,with the exceptionof QEnergyand QCOSS QEnergyarguedthat wholesalemarket
volatility had increasedsincethe 2013-14Determination,and to avoid havinglastminute calls
for additional prudential capitalimpact on its cashflow, it now holds excessprudentialswith
AEMOas a matter of course. QEnergysuggestedhat the allowancecalculatedby ACILAllen
was insufficientto cover these higher prudential costs. QCOSS$onsideredthat the casefor
includinga prudentialcapitalallowanceasa separatecostitem is not proven.

We maintain our view that it is appropriateto accountfor prudential costsin the context of
estimatingthe cost of energy becausewe still rely on futures contracts as the basisof our
wholesaleenergycostsestimates. We note commentsmade by QEnergyegardingincreased
market volatility and the effect on AEMOprudential requirements. ACILAllen has estimated
prudentialallowancesdasedon currentmarketvolatility levels,asoutlinedin Table6.

Summaryof other energycostsfor 2014-15

Table6 showsthe other energycost allowancesfor 2014—15which will be applied uniformly
acrossall tariffs.
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Table6 Otherenergycosts—alltariffs— excludinglosses
CostComponent 2013-14Final 2014-15Final Change
Determination Determination
$/MWh $/MWh %

QueenslancGasSchemé 0.25 0.00 100.0%
LRET 4.15 4.01 3.4%
SRES 5.74 4.12 28.2%
NEMFees 0.37 0.47 27.0%
AncillaryServices 0.30 0.48 61.0%
PrudentialCapital 0.58 0.71 22.8%
Total 11.38 9.79 14.0%

3.4

3.5

SourceACILAllen,EstimatedEnergyCostgor 2014—-15May 2014.

1 TheQueenslandsasSchemendedon 31 Decembe013.

Note: Totalsmaynot add dueto rounding.

Energylosses

A retailer must purchasesufficient energy to supply its customers'load and allow for the
transmissionand distribution lossesthat will be incurred. In the 2013-14Determination,we
appliedtransmissionand distribution lossespublishedby AEMOin a mannerthat alignswith
AEMO'ssettlementprocess. Submissionsupportedthis approach.

ACILAllen has retained its approachto applyinglossesfor 2014—15and its loss factors are

presentedin Table?.

Totalenergycostallowancedor 2014-15

Table 7 shows the total carboninclusive energy cost allowancesfor each retail tariff for

2014-15.
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Table7 Totalcarboninclusiveenergyallowancesfor 2014—-15

Settlementclass Retail | Wholesale| Other Energy Total energy Change
Tariff energy energy losses allowance from
2013-14
$/MWh $/MWh % $/MWh c/kWh %
EnergeXNSLRand 11,12, 84.38 9.79 7.1% 100.82 10.082 16.27%
unmeteredsupply 13,20,
22,41,
91
EnergexControlled 31 58.67 9.79 7.1% 73.30 7.330 16.89%
Load9000
EnergexControlled 33 72.03 9.79 7.1% 87.60 8.760 17.85%
Load9100
ErgonEnergyNSLR- | 44,45, 77.75 9.79 15.2% 100.89 10.089 17.79%
small,mediumand 46,71
largedemandand
streetlights
ErgonEnergyNSLR 47,48 77.75 9.79 8.9% 95.35 9.535 16.14%
highvoltagedemand
andcustomersover
4 GWhhighvoltage
demand

SourceACILAllen,EstimatedEnergyCostsor 2014—-15May 2014.
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RETAICOSTS

4.1

41.1

In setting the R componentof notified prices,the QCAmakesan allowancefor retail costs,
which compriseretail operatingcosts(ROCandthe retail margin. ROGare the costsassociated
with servicesprovided by a retailer to its customers. The retail margin is the reward to

investorsfor a retailer’s exposureto systematicrisksassociatedwvith providingcustomerretail

services.

Consistentwith the 2013—-14Determination,we haveadopteda benchmarkingapproachto set
retail costs for this Final Determination. As we are not aware of more recent relevant
benchmarkgo use,or newinformationto update our analysiswe have:

X maintainedthe 2013-14ROGllowancesn realtermsand continuedto applyROQo the
fixed componentof retail tariffs

X maintainedthe retail marginat 5.7%of total costs(includingthe margin)and continuedto
applyit equally(on a percentagebasis)to eachcomponent(fixed, variableand demand)of
eachretail tariff.

Retailoperatingcosts

ROCare the costsof servicesprovided by a retailer to its customersand typically comprise
customer administration (including call centres), corporate overheads,billing and revenue
collection, IT systems,regulatory compliance,and customer acquisitionand retention costs
(CARC)CARGNcludecostsassociatedvith marketing,advertisingand salesoverheads.

Approachto estimatingROC

For our 2012-13 and 2013-14 Determinations,we adopted a benchmarkingapproach to
estimate the ROCallowancesbecausewe consideredthat a bottom up approachmay not
necessarihhaveproducedresultsthat were anymore robustor defensible.

Retailersgenerallysupported a continuation of the benchmarkingapproachfor the 2014-15
Determination,as did QCOSS.QueenslandDairyfarmers’'Organisation(QDO)disagreedwith
the approachbecausseit is basedon costdata from retailersthat may not reflect opportunities
for costefficiencies. The QueenslandConsumersAssociatiorfavoureda bottom up approach
becausédt consideredhat this would providea better estimateof retailers'actualcosts.

We considerthat there are sensiblereasongo continuewith a benchmarkingapproach. Firstly,
we have previouslyset out in detail our reasonsfor pursuinga benchmarkingapproachand
considerthat thesereasonsremainvalid®. Secondlyjt will provide certainty to stakeholders,
particularlyasthisisthe secondyearof a three yeardelegationperiod. Thirdly,the Queensland
Government'$* recentproposalto removeretail price regulationin south eastQueenslandy 1
July 2015 suggeststhat it is questionablewhether changingto a potentially dataintensive
bottom up approachfor one year is warranted. Dependingon the regulatoryframework that

13 QCARegulatedRetailElectricityPrice20134 4, FinalDetermination May 2013,pp. 43 A44; QCARegulated
RetailElectricityPrices20124 3, FinalDetermination May 2012,pp. 56 67.

* QueenslandsovernmentResponséo the InterdepartmentalCommitteeon ElectricitySectorReform June
2013;p. 9; andMinister for Energyand Water Supply,TheHonourableMark McArdle,Media ReleaseEndof
electricitypriceregulationto improvecompetition 17 June2013.
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4.1.2

will be establishedto regulateretail pricesin regionalQueenslandit is likely that we will need
to reconsiderthe approachto settingROGn future.

QCAposition

We havedecidedto continueto usea benchmarkingapproachto determinethe ROGallowance
for 2014-15notified prices.

Implementingthe benchmarkingapproach

In previousdeterminations,we set three separateROCallowancesfor small, large and very
largecustomersandhavedonethe samefor this FinalDetermination.

Establishings benchmarkROGallowancefor residentialand smallcustomers

In our 2013-14 Determination, we increasedthe ROCallowanceto reflect the allowance
adoptedby IPARTn its 2013to 2016draft decisiort”. IPAREstimatedROQusinga bottom up
approachbasedon costinformation providedby retailersand then benchmarkedhis estimate
againstregulatory decisionsin other jurisdictionsand retailers’ publicly reported costs. We
consideredthat it was appropriate to adopt IPART sstimate becauseit reflected the most
up to date and relevantinformation on the efficient level of ROC. We also consideredthat it
wasappropriateto add backlPART 'estimateof the costsassociatedvith late payments($3.80
per customer) because,unlike in New South Wales (NSW),retailers in Queenslandcannot
chargea separatelate paymentfee. Thisresulted in a total benchmarkROCallowance of
$113.80($2012-13).

In our 2013-14Determination,we expressedhe viewthat this allowanceshouldbe maintained
in real terms for the remainderof the delegationperiod, subjectto consideringany updated
analysisn IPART'$inal decision. However,IPARTid not changethe ROCallowancebetween
its draft andfinal decisions.We havealsoreviewedthe recentprice determinationof the Office
of the TasmaniarEconomidRegulato(OTTER and the recentdraft price determinationof the
ACT'sIndependent Competition and RegulatoryCommission(ICRC). However,we do not
considerthat either decisionprovidesany new information becauseboth regulatorseffectively
applieda benchmarkingapproachto setROC.

AGL,EnergyAustraliaERAAand Origin Energyconsideredthat the 2013-14ROCallowance
shouldbe maintainedin realterms.

QCOSSuggestedhat the ROCallowanceshould be basedon the costsof largeretailersthat
haveachievedeconomiesof scale. In contrast, Alinta Energyand LumoEnergysuggestedhat
the allowanceshould be higher, asit shouldbe set for a smallernew entrant retailer, rather
than a largerincumbent. When setting ROCwe aim to reflect the efficient costsof supplying
customers,not the potentially higher costsof smallretailers. We also make an allowancefor
headroom,whichisintendedto sustainanappropriatelevelof competition.

EEQsuggestedhat we should consideradjustingthe benchmarkto accountfor Queensland
specificissuesthat may impact ROC. In particular, EEQsuggestedthat retailers' costs have
increasedbecause:

'* IPARTReviewof regulatedretail pricesfor electricity,2013to 2016,Draft Report April 2013.

16 OTTERReportonthe investigationof maximumpricesfor interim priceregulatedelectricityretail servicegor
smallcustomerson mainlandTasmaniaReport July2013;and OTTERStatementof Reason®n Changeso
the Interim PriceregulatedRetailServicePriceDeterminationsDecember2013.

7 |IcRCStandingoffer pricesfor the supplyof electricityto smallcustomersPraft Report,February2014.
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x risingelectricity priceshaveledto higherdebt levels
x retail tariff reform hasrequiredretailersto investin updatingtheir systemsandprocesses.

We considerthat significantincreasesn electricity pricesare not uniqueto Queensland.IPART
noted that one of the main reasonsit increasedthe ROCallowancewasincreaseddebt levels.
EEQwasthe only retailer that claimedthat retail tariff reform hadincreasedROC.We consider
that reviewingand modifying tariffs is a normal businessactivity for retailers operatingin a
competitivemarketanddoesnot warrantan adjustmentto the benchmark.

While Cotton Australiasuggestedthat the costsfor late payment should not be includedin
notified prices,we maintainour view that those costsshouldbe accountedfor because unlike
in NSW etailersin Queenslandannotchargea separatelate paymentfee, asnoted above.

Customeracquisitionandretention costs

Cotton Australia,QCOSShe QueenslandConsumersAssociatiorand the Queensland-armers’
Federation suggestedthat there should be no allowance for CARCmainly becausemany
customersin Ergon Energy’sarea cannot accessa competitive offer. Retailers generally
supportedthe inclusionof a CARG@llowance.

We maintain our view from previous considerationof this issue that some level of cost
associatedvith customeracquisitionand retention is a real cost normallyincurred by retailers
participatingin a competitive market. Failingto recognisea legitimately incurred cost may
reducethe incentivefor retailersto activelyparticipatein the market.

For our 2013-14Determination,we assessedhe reasonablenes®f our 2012—13allowance
againsta rangeof estimatesthat IPARTincludedin its 2013to 2016draft decision. The QCA's
2012-13allowanceof $43 ($2012—-13)waslower than IPART '®stimate basedon information
from retailers ($48), and around the mid point of the range of estimatesof publicly listed
companies($34to $51). Thissuggestedhat our 2012—13allowancewas set at a reasonable
levelandwe decidedto maintainit in realtermsfor 2013-14.

QCOSsnd the QueenslandConsumers'Associationconsideredthat, if a CARCallowance
continues to be included, it should be lowered because some retailers have stopped
door to door marketing. Origin Energysuggestedhat there was no evidenceto support the
claim that CARGhould be reduced,while Alinta Energysuggestedthat CARGhould not be
reduced,evenif retailers’ marketingstrategieshavechanged. AGLsuggestedhat CARGhould
be maintainedin realterms.

Our CARGllowanceis not basedon any particularform of marketingand we considerthat it is
setat areasonabldevel.

QCAposition

In the absenceof compellingreasongto changeour approachwe havedecidedto maintainthe
2013-14R0OCallowance (including CARC)n real terms and will againinclude an additional
allowancefor regulatoryfees(seebelow).

EstablishindpenchmarkROGallowancedor largebusinessustomers

We have previously found limited evidencewith which to determine an appropriate ROC
allowancefor large customers,becauseregulatorsin most other jurisdictionsonly determine
retail electricity pricesfor smallcustomers. However for our 2012—13Determination,we were
ableto draw on analysisconductedby Frontier EconomicgFrontier)for the WesternAustralian
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Office of Energyin 2009"® and EconomicRegulationAuthority (ERAY in 2012. Frontier's
analysissuggestedhat the costof servicinglarger customerswas significantlyhigherthan the
cost of servicingsmaller customers,which reflected more substantialmarketingand account
managementosts,andthe additionalcostof pricinglargecustomerloads.

While acknowledgingthat there was limited evidencewith which to determine the ROCfor
largecustomerswe acceptedthat retailersmayincurhighercoststo targetlargercustomersas
they are lessnumerousand hencelow cost blanket marketingwould not be appropriate. We
also noted that larger customersare likely to require more time and effort on the part of
retailers, to analysetheir energyneedsand constructappropriate offers, and that it seemed
reasonablethat the largerthe customer,the more time and effort may be requiredto manage
their accounts.

We decidedto sethigherROGllowancedor largeandverylargecustomersbasedon Frontier's
analysis. No additional allowancewas providedfor CARMecauseit wasimplicitly includedin

Frontier's estimates. We maintained these allowancesin real terms for our 2013-14
Determination.

The QueenslandDairyfarmers'OrganisationfQDO)questionedour methodologyfor calculating
the ROCallowancesin tariffs for large and very large customers,and our claim that larger
customersare more expensiveo servethan smallercustomers. It suggestedhat retailersmay
enjoy someefficienciesin servinglargecustomersput did not saywhat those efficienciesmight
be.

QCAposition

Aswe are not aware of any new evidencewith whichto update our estimatesfor 2014-15we
havemaintainedthe 2013-14allowancedor large and very large customersin real terms, and
will againincludean additionalallowancefor regulatoryfees(seebelow).

Regulatoryfees

Aswe havein the past, we haveincludedan allowancefor the regulatoryfeesthat we charge
retailers. AlintaEnergyand OriginEnergysupportedthe inclusionof suchan allowance.

QCOsSHdisagreedwith the inclusionof regulatoryfees, unlessit canbe shownthat regulatory
fees differ materially between Queenslandand other jurisdictions. QCOSSuggestedthat if
regulatoryfeesdo differ, it is the differencebetweenfeesin Queenslandand other jurisdictions
that shouldbe reflectedin ROCnot the full amountof regulatoryfeesin Queensland.

Our ROCestimateis basedon IPART'RROCestimate and we understandthat IPARTdoes not
impose a levy on retailers to cover the costs of regulatingthe electricity industry in NSW.
Therefore we considerit appropriateto includea separateallowancefor regulatoryfees.

The aggregateof fees to be paid by retailers is calculated based on our estimate of the
annualisedcost of performingour functions over the five year period from 1 July2010to 30
June2015. Thetotal costto be paid by retailersin 2014—-15s estimatedto be $2,792,000.

18 FrontierEconomicsElectricityRetailMarket Review- ElectricityTariffs:FinalRecommendationBreparedor
the WesternAustralianOfficeof Energy January2009,pp. 68 69.

19 ErontierEconomicsRetailOperatingCosts- A ReportPreparedor the EconomidegulationAuthority of
WesternAustraliag Februarn2012.

24



QueenslandCompetitionAuthority

4.1.3

Retailcosts

Thistotal costis to be recoveredfrom retailersaccordingto their marketshare. Basedon the
most recently availabledata on customernumbersof 2,094,705(as at 31 March 2014), this
translatesinto a costper customerof $1.33for 2014-15.

QCAposition
We haveincludedan allowanceof $1.33per customerfor regulatoryfees.
Conclusioron retail operatingcosts

In summarywe have:

x setthree different ROGllowancedo reflect the costsof supplyingsmall,largeandvery
largecustomers

x escalatedhe 2013-14ROGllowancedy the forecastchangein the consumerpriceindex
(CPI)exceptfor regulatoryfeeswhichare separatelyestimated

X includeda separateallowancefor QCAregulatoryfees.
Theseallowancesare presentedin Table8.

Table8 FinalDetermination—2014—-15ROQ$ per customer)

2013d4Final 201445Final
Determination Determination
Smallcustomersconsumingup to 100 MWh/yr:
BenchmarkROC 116.65 119.85
+CARC 44.25 45.46
+ Regulatonyfees 1.27 1.33
TotalROC 162.16 166.65
Largecustomers(consumingbetween 100MWh and 4 GWh/yr):
BenchmarlROQincl CARC) 717.50 737.23
+ Regulatoryfees 1.27 1.33
TotalROC 718.77 738.56
Largecustomers(consumingmore than 4 GWh/yr):
BenchmarkROQincl CARC) 2,050.00 2,106.38
+ Regulatoryfees 1.27 1.33
TotalROC 2,051.27 2,107.71

Whererelevant, CPlof 2.75%is used,whichis consistentwith the mid range of the RBAforecastof 2.258.25%
for the 12 monthsto 30 June2015. SourceReserveBankof Australia,Statementon Monetary Policy,February
2014.

ApplyingROQo retail tariffs

In our 201344 Determination, we decided to allocate the ROCallowancesto the fixed
componentof retail tariffs becausewe could not find any evidenceto suggesthat these costs
varywith electricityconsumption. No ROGallowanceswvere appliedto the controlledloadretail
tariffs and unmeteredretail tariffs becausewe assumedhat customersaccessinghose tariffs
will alsoaccessanothergeneralsupplytariff and paytheir fixed chargesn that context.
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While most submissionglid not commenton this issue,AGLand EnergyAustralisupporteda
continuationof the approachadoptedin 2013-14.

EEQsuggestedthat most accountsthat include an unmetered supply tariff (tariff 71  street
lightsandtariff 91 other unmeteredsupply),do not alsoincludeanother generalsupplytariff,
meaningthat ROCare not recovered. It is unclearwhy EEQhas not raisedthis issuebefore.
Further information obtained from EEQshowed that these accounts are often held by
customers(such as state or local government agencies)that are charged other tariffs on
different accounts. Thesecustomerswill pay ROCthrough other tariffs they are on. This
outcome is consistentwith our considerationof the issuein our 201243 Determinatiorf°,
wherewe setout our viewthat a customershouldpay ROGnce,regardlesof how manytariffs
they access.

In the absenceof compellingreasonsto changeour approach,we have continued with the
approachadoptedin the 201344 Determination,which is to apply the ROCallowanceto the
fixed componentof eachretail tariff, except:

x controlledloadtariffs (tariffs 31 and 33), becausecustomersaccessingheseretail tariffs will
alsobe suppliedunderone of the generalsupplyresidentialtariffs (tariffs 11,12 or 13)

X unmeteredtariffs (tariffs 71 and 91), becausecustomersaccessinghesetariffs are alsolikely
to be suppliedunderanothergeneralsupplybusinesgariff.

Conclusioron retail operatingcosts

We haveappliedthe relevantROCallowance(for small,large and very large customers)to the
fixed componentof eachretail tariff, asfollows:

x the smallcustomerROMf $166.65per customerwill applyto all residentialand small
businescustomerretail tariffs (tariffs 11,12, 13,20,22and41)

x the largecustomerROQf $738.56per customerwill applyto retail tariffs where
consumptionis generallybetween100 MWh and4 GWhper year (tariffs 44,45,46 and 47)

x the verylargecustomerROQf $2,107.71per customerwill applyto the retail tariff where
consumptionis generallygreaterthan 4 GWhper year (tariff 48)

x no ROGwill applyto controlledloadretail tariffs (tariffs 31 and 33) or unmeteredretail
tariffs (tariffs 71 and91).

Table9 presentstheseallowancesasdaily charges.

Table9 FinalDetermination— ROCallowancesfor 2014—15— FixedChargé

Retail Tariff 2013d4 FinalDetermination | 201445 FinalDetermination
(c/day) (c/day)
11,12,13,20,22,41 44.397 45.626
44,45,46,47 196.788 202.208
48 561.607 577.059

1 Chargedber meteringpoint.

2 QCAFinalDetermination:RegulatedRetailElectricityPrices20124.3, May 2012.
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4.2

421

4.2.2

Retailmargin

Theretail marginrepresentsthe reward to investorsfor committing capitalto a businessand
for acceptingrisksassociatedvith providingcustomerretail services.Aretail marginthat is not
sufficientto compensatenvestorsfor their capitalinvestmentand exposureto systematicrisks
will leadto under mvestmentby existingretailers,deter entry into the marketby new retailers
andstallthe developmentof effectivecompetition.

Approachto estimatingthe retail margin

In previous BRCldecisionsand our 2012-13and 2013-14Determinations,we set the retail
marginon an earningsbefore interest, tax, depreciationand amortisation(EBITDAbasis. This
meantthat an allowancefor depreciationand amortisationwasimplicitly included. Theretail
marginwasalsocalculatedasa percentageof total costs.

In our 2012-13and 2013-14Determinationswe adopteda benchmarkingapproachto setthe

retail margin. We adoptedthis approachbecausewve were not convincedthat a more extensive
and detailed analysis,suchas a bottom up and/or expectedreturns approach,would deliver
significantbenefitsoverthe benchmarkingapproach.

AGL, EEQ, EnergyAustralia,Origin Energy and QCOSSbroadly supported continuing the
benchmarkingapproachfor 2014—15. Consistentwith our reasonsfor continuingto adopt a
benchmarkingapproachto set ROC,we considerthat it is appropriate to continue with a
benchmarkingapproachto set the retail margin. Origin Energysupported our approachof
applyingthe retail marginto all costs,asmanaginghe network passthrough createssignificant
cashflow risksfor retailers. In contrast, QueenslandConsumersAssociationwas concerned
that calculatingthe retail margin as a percentageof total costs meansthat the size of the
marginincreasesn dollartermswhen costsrise.

While we estimatethe retail marginasa percentageof total costs,the alternativeoption would

be to estimateit as a percentageof the energyand retail componentsonly, as the Essential
ServicesCommissiorf South Australia(ESCOSA)did in its 2010 determination. Giventhat

the alternative would simplyresultin a higher marginto be appliedto fewer costs(than if it

were applied to all cost components),we consider that the choice between these two

approachesvould makelittle difference.

QCAposition

We have continuedto applythe benchmarkingapproachto estimatethe retail marginand to
calculatethe retail marginasa percentageof total costs.

Implementingthe benchmarkingapproach

In our 2013-14Determination,we setthe retail marginat 5.7%to reflect the marginthat IPART
adoptedin its 2013to 2016draft decision. IPARTengageda consultantto provide adviceon a
feasiblerangefor the retail marginusingthree approaches— expectedreturns, benchmarking
and bottom up — and appliedequalweightingto the marginsestimatedunder eachapproach.
We decidedthat it was appropriateto adopt the sameretail marginas IPARTbecauseit was
the most recently estimated benchmarkavailable,it wasbasedon extensiveanalysisand we
consideredhat retailersfacesimilarlevelsof riskin Queenslancand NSW.

2 ESCOSRN10Reviewof RetailElectricityStandingContractPricePath, FinallnquiryReport& FinalPrice
Determination December2010.
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4.2.3

AGL,EnergyAustraliaERAAand Origin Energyconsideredthat a retail margin of 5.7%should
continueto applyin 2014-15.QCOSSuggestedhat the marginshouldbe lower because:

X retailers’risksare lower than when priceswere setunderthe BRCapproach

X our revisedapproachto estimatingwholesaleenergycosts,which usesthe 95th percentile
of hedgedoutcomes reducesretailers’risk.

We haveadopteda retail marginthat reflectsthe most up to date estimateof the appropriate
margin for retailers in the circumstancesthey now face. It has not been determined by
referenceto the margin establishedunder the BRCI. We also note that the retail margin
accountsfor retailers’ exposureto systematicrisks,while other aspectsof the determination
(includingthe wholesaleenergycostallowance)accountfor other risks.

In light of our continued role in regulating prices for regional customers,and given that a
significant number of large regional customers are supplied under notified prices, EEQ
suggestedhat we should considerseekingexpert adviceto determineretail marginsfor each
customergroup. EEQconsideredthat this would be consistentwith our approachto setting
different allowancesfor other cost components, such as ROC. As we have previously
acknowledgedthere may be justification for adoptingthis approach,for instanceon the basis
of differencesin risk between customergroups,but we considerthat it is likely to be a highly
subjectiveprocess. Neverthelesswe may reconsiderthis issuedependingon the regulatory
frameworkthat will be establishedo regulateretail pricesin regionalQueensland.

We do not considerthat the recent decisionsof OTTER and the ICR& provide any new
information because aswith ROCboth regulatorsapplieda benchmarkingapproachto setthe
retail margin. We alsonote that there wasno changein the marginadoptedby IPARbetween
its draft andfinal reports.

QCAposition

We considerthat it is appropriateto continueto setthe retail marginat 5.7%for 2014-15.

Applyingthe retail marginto retail tariffs

For our 2012-13and 2013-14 Determinations,we applied the retail margin equally (on a
percentagebasis)to each component(fixed, variableand demand)of eachretail tariff. This
meantthat all customerswould pay the samemarginasa percentageof their total bill but, in
dollarterms, high use customerswould pay more than low usecustomers. We consideredhat
this approachwas appropriate becausethe retail marginis calculatedas a percentageof total
costs.

EEQand EnergyAustraligupporteda continuationof this approachfor 2014-15. We agreeand
do not considerthat there is sufficientevidenceto suggesthat an alternativeapproachwould
be more costreflective.

Conclusioron retail margin

We havesetthe retail marginat 5.7%of total costs,inclusiveof the margin,and haveappliedit
equally(on a percentagebasis)}o eachcomponentof eachretail tariff.

22 OTTERReportonthe investigationof maximumpricesfor interim priceregulatedelectricityretail servicegor
smallcustomerson mainlandTasmaniaReport,July2013;and OTTERStatementof Reason®n Changeso
the Interim PriceregulatedRetailServicePriceDeterminationsDecember2013.

23 |CRCStandingoffer pricesfor the supplyof electricityto smallcustomerspraft Report,February2014.
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COMPETITIOANNDOTHERSSUES

5.1

5.1.1

Competitionconsiderations

We remain of the view that it is appropriateto includean allowancefor headroomto support
competition in south east Queenslandfor residential and small businesscustomersand to
promote competitionoutsidesoutheastQueenslandor largebusinesscustomers.

We considerthat competition in south east Queenslands relatively effective and there are
indications that it may have improved since the 2013-14 Determination was released.
Competitionis still limited for large businesscustomersin regional Queenslandand does not
appearto havesignificantlyimproved,evenwith the introduction of more costreflectiveretail
tariffs in 2012-13. There are other factors that may be preventing the development of
competition in regional Queenslandfor instance,the inability of large businesscustomerson
market contractsto revert to notified prices,the UTParrangementsand the availability of
transitionaland obsoletetariffs, whichare below costreflectivelevels.

Consistentwith our 2013—14Determination,we have made an allowancefor headroomof 5%
of the estimatedefficient costsof supplyfor all retail tariffs.

Introduction

Underthe Delegationand section90(5)(a)of the ElectricityAct, we are requiredto haveregard
to the effect of our price determination on competition in the Queenslandretail electricity
market.

Unlike in some sectorsof the industry (for example,electricity distribution and transmission)
where barriersto entry such as high fixed costs and significanteconomiesof scaletend to

precludethe developmentof competition, there are no significantbarriersto the development
of competition in the retail electricity sector. Thisis evidencedin the Queenslandretail

electricity market, where competition has developedconsiderablysinceit was introduced in

2007, althoughit is largelylimited to south east Queenslandas a result of the Government's
UTP.In southeastQueenslandmost customergaround70%)are suppliedundera competitive
market contract. In contrast, the vast majority of customersin regional Queenslandaround
99%)are suppliedundera standardcontractand pay notified prices.

Wherecompetitionis effective,it generallyprovidesthe bestmeansof deliveringthe goodsand
servicesthat customersdemandat pricesthat reflect efficient costs. Regulationwill almost
alwaysbe animperfectsubstitutefor competitionbecause:

X it candistort incentivesfor businesseso competeandinnovate
X regulatorshaveimperfectinformation uponwhichto determineefficientcostsand prices

X regulatedpricesare not asresponsiveo changesn costsascompetitivelydetermined
prices.

Followinga recommendationfrom the InterdepartmentalCommittee(IDC)on ElectricitySector
Reform,the Queenslandsovernmentannouncedthat it will replaceretail price regulationwith
price monitoring in south east Queenslandby 1 July 2015, if certain conditions relating to
customerprotection and engagementare met. TheQueenslandsovernmentexpectsthat this
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5.1.2

5.1.3

will increase competition, resulting in better outcomes for customersin terms of choice,
efficiency and customer servicé*. Price regulation will be retained in regional Queensland
becausecompetitionis limited. However,the Queenslandsovernmentis consideringoptions

for improving competition, including moving towards a network based subsidywithin three

year$®. We provided adviceto the Minister on issuesrelating to the UTPand regionalprice

regulationon 30 April 2014.

Consistenwith the 2013-14Determination,we considerthat a key objectiveof notified prices
is to facilitate the developmentof competitionin the Queenslandetail electricity market and
to provide a transition to price deregulation, particularly in south east Queensland. In our
previoustwo price determinations we haveaimedto achievethis objectiveby:

X estimatingthe efficient costsof supplyandsettingnotified priceson a costreflectivebasis

x addingan explicitallowancefor excesgrofit or ‘headroom’in notified pricesabovethe
estimatedefficient costsof supply.

2013—-14Determinationon headroom

In our 2013—-14Determination,we includedan explicit allowancefor headroomof 5% of the
estimated efficient costsof supplyin all retail tariffs. Thiswas the samelevel of headroom
includedin the 2012—-13Determination.

We decidedthat the headroomallowanceshouldbe maintainedat 5%basedon an assessment
of the state of competitionin south eastQueenslandthe expectedeffects of other aspectsof
the price determinationon competition,and the impacton customersthat do not haveaccess
to, or choosenot to take up, competitivemarketoffers.

Our assessmenbf the state of competition revealedthat, on severalmeasuresthe level of
competition appearedto have been maintained or improved. We also acknowledgedthat
decliningswitchingrates and indicationsfrom someretailersthat they were no longeractively
marketingin Queenslandnayhaveindicatedthat competitionhad slowed.

However,we did not considerthat there was sufficient evidenceto suggestthat competition
wasdecliningin south eastQueensland.We alsonoted that, evenif competitionwasdeclining,
it would be difficult to determine whether (andto what extent) any declinewasdriven by our
2012-13 Determination or the QueenslandGovernment'sdecisionto freeze tariff 11 in
2012-13.

Shouldthere be an allowancefor headroom?

Retailers supported the inclusion of a headroom allowance. QCOSSand Queensland
ConsumersAssociationobjectedto the inclusionof headroombecauseit increasespricesfor

customerswho do not have the option of, or choosenot to take up, a market contract and

becausethe south east Queenslandnarket would remain competitive without it. QCOS&lso
suggestedthat retailers should enter the market becausethey are more efficient than

incumbents not becausea headroomallowanceincreasegpricesaboveefficientlevels.

24 QueenslandsovernmentRespons#o the InterdepartmentalCommitteeon ElectricitySectorReform June
2013;p. 9; andMinister for Energyand Water Supply,TheHonourableMark McArdle,Media ReleaseEndof
electricitypriceregulationto improvecompetition 17 June2013.

%5 Departmentof Energyand Water Supply The30 yearelectricitystrategy, Discussiopaper, September2013,

p. 10.
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5.1.4

We still considerthat an allowancefor headroomis justified to support competition. Aswe
havepreviouslyargued,competitionis still largelyprice driven, soretailerscompeteby offering
a discountto the notified price to attract customersand build market share. The level of
notified pricesshouldnot act asa barrier to the entry and expansionof smallerretailersin the
market and they should (over time) developmore efficient processesand provide an effective
constrainton the dominanceof the incumbentretailersto the long term benefit of customers.

TheAustralianSugarMilling Council ASMC)Cotton Australiaand QFFobjectedto the inclusion
of headroom becausethere is a limited prospect of successfulcompetition in regional
Queensland. We acknowledgethat competition is extremely limited for most regional
customers,although there is some competition in the large customer segment(see below).
Neverthelessmost regionalcustomersbenefit from notified pricesthat are still lower than the
actualcostsof supply,asaresultof the UTP.

QCOSSuggestedhat by includingheadroomthe QCAhasnot compliedwith the Delegation,
whichrequiresthat pricesreflect costs. QCOS&nd Canegrowerssissuggestedhat headroom
was not a valid cost component. Similarly,Canegrowersuggestedthat headroomdoes not
reflect the costof supplyingirrigators. We agreethat headroomis not a cost. Howeverwe still
considerthat an allowancefor headroomis justified to supportcompetition and cantherefore
be includedin notified pricesaccordingto the requirementsfor setting pricesset out in the
ElectricityAct®.

We considerthat includinga reasonabldevelof headroomin retail tariffs strikesan appropriate
balancebetween promoting competition, while recognisinghat some customersdo not have
accesgo, or choosenot to accept,a competitivemarketoffer.

TheQCA'sposition

We have continuedto includean allowancefor headroom,aboveour estimate of the efficient
costsof supply,to ensurecompetition is maintainedin south east Queenslandor residential
and smallbusinesscustomersandto promote competitionfor largebusinessustomersoutside
of southeastQueensland.

Howmuchheadroom?

As noted above, retail tariffs currently include an allowance for headroom of 5% of the
estimated efficient costs of supply. We have consideredwhether headroom is set at an
appropriatelevelto provide sufficientincentivefor retailersto competeto acquireand retain
customersandfor customerso exercisemarketchoiceand seekout the bestdeal.

Residentiabnd smallbusinessustomertariffs

Toinform our decisionabout the level of headroomto includein residentialand smallbusiness
customertariffs, we assessedhe state of competitionin south eastQueenslandincludingthe

impact of our 2013-14Determination(to the extent possible). Underthe UTParrangements,
any reasonableevel of headroomwould be insufficientto encourageretailersto offer market

contractsto the majority of residentialand small businesscustomersoutside of south east
Queensland.

26 Section90(5)(a)of the Actrequiresthe QCAto haveregardto the actualcostsof making,producingor
supplyingthe goodsor servicesandthe effect of the pricedeterminationon competitionin the Queensland
retail electricitymarket. Section90(5)(b)allowsthe QCAto haveregardto anyother mattersit considers
relevant.
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There was general support in submissionsto continue with the approach to assessing
competitionthat we adoptedlastyear,wherewe consideredhe following factors:

X switchingrates

x the numberof activeretailersand degreeof marketconcentration
x availablemarketoffers

X customerparticipationandengagement.

ERAAsuggestedthat competition in south east Queenslandwas effective. Some retailers
acknowledgedhat there were some positive signsthat competition was starting to improve.

For instance, Origin Energyconsideredthat the 2013-14Determination was likely having a

positiveimpacton competition, particularlybecauseit recognisesnore realisticallowancesfor

ROC,the retail margin and prudential requirements. Origin Energy also suggestedprice

regulationwasthe only remainingbarrier to effective competition in south east Queensland.
However, ERMPower and QEnergyconsideredthat notified prices were too low and were

negativelyimpactingcompetition.

Retailers generally agreed that competition would significantly improve if prices were
deregulatedand welcomedthe QueenslandGovernment'sannouncementthat it intends to
replacepriceregulationwith price monitoringin southeastQueenslandy mid 2015.

Switchingrates

Retailershave previouslyarguedthat switchingrates provide the most useful indicator of the
level of competition in a market. In the 2013-14 Determination, we acknowledgedthat
switching rates had been declining in recent years and that this may have indicated that
competitionhad slowed. However,we havealsopreviouslynoted that switchingratesare one
indicatorof competitivenessbut are not the only indicator,nor necessarilyhe best.

AGLand QEnergysuggestedthat switchingrates were low, which indicated that the level of
competitionwasnot strong,while ERAAQrigin Energyand EnergyAustraliacknowledgedhat
switchingrateshadincreasedn recentmonths.

AEMOpublishesswitching rates for Queensland NSW, South Australiaand Victoria. Asthe
Queenslandswitchingrate is significantlyimpactedby the inclusionof customersin the Ergon
Energyarea,we haveremovedErgonEnergy'ssustomersfrom the calculationto showhow the
southeastQueenslanagwitchingrate comparego other statessinceMarch2011.
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Figure5 Monthly annualisedswitchingratesin south eastQueenslandand other states
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Switchingrates can changequite significantlyfrom month to month, makingit difficult to

identify cleartrends. Asnoted by Origin Energy,variationin switchingrates canoccurdue to
seasonahndother factorsunrelatedto underlyinglevelsof competition.

Basedbn the first 10 monthsof 2013144, the averageswitchingrate in southeastQueenslandn
2013-14is 17%,down slightlyfrom the averagerate of 18%in 2012—-13. Theaverageswitching
rate hasdecreasedn NSW(from 20%in 2012—-13to 15%in 2013-14),South Australia(from
22%to 18%)and in Victoria (from 29%to 28%). In April 2014, the annualisedsouth east
Queenslandswitchingrate was 15%,which was higher than in NSW(149%),but lower than in

South Australia(17%)and Victoria (25%). At current switchingrates, south east Queensland
would be considereda veryactivemarketby internationalstandard$’.

Number of activeretailers and market concentration

Thenumberof activeelectricityretailersandthe relative sizeof their respectivecustomerbases
also provide an indication of the competitivenessof the electricity market. The greater the
number of electricity retailersand the smallerthe market shareof an individualor smallgroup
of electricity retailers, the lesslikely it is that an individualor smallgroup of retailers can use
their market power to raise prices. Furthermore,if retailers are entering the market and/or

smallerretailersare expandingheir marketshare,this suggestshat the marketis attractive to
new entrantsandthat barriersto entry or expansiorarerelativelylow.

Thereare 14 retailerssupplyingresidentialand smallbusinessustomersin Queensland.Thisis
down from 15 when we published our 201344 Determination, because AGL purchased
AustralianPowerand Gas(APG)n October2013®. Themarketshareof secondtier retailersin

southeastQueenslanchasgenerallyincreasedover the last coupleof years,asshownin Figure

" VaasaETWorld EnergyRetailMarket Rankings2012, June2012,p. 11.

%8 http://www.agl.com.au/aboutagl/mediacentre/article tist/2013/oct/aglstakeoverofferclosediccessen 1
May 2014.
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6. It hasincreasedsincethe releaseof the 2013—14Determination,from 16.6%in June2013to
17.4%in March2014,evenwith the recenttransferof APG’sustomersto afirst tier retailer.

Figure6 SoutheastQueenslandmarket shares:incumbentvssecondtier retailers
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QEnergyhighlightedthat it wasnot activelyseekingcustomersin Queenslandecausenotified
prices were too low, while Alinta Energy stated that it was only making offers to large
unregulated businesscustomersfor the same reason. QEnergysuggestedthat advertising
activity by retailersas a whole waslow. Althoughit is not possibleto verify these claims,we
note that the purpose of including an allowance for headroom s to support or promote
competition,not to ensurethat individualretailershavea viablebusiness.

Market offers

Ascompetition betweenretailersis still mostly price based,the extent and level of discounting
by retailers can provide anotherindication of the state of competition. While we do not have
accesdo information on the marketoffers availableto businessustomersthere are 66 supply
offers?® availableto residential customers,consistingof offers for both ‘standard’ electricity
supplyand ‘green’ electricity supply. Thesemarket offers provide customerswith a range of
contractualterms and conditions combinedwith other incentives’. Of the 66 supply offers
available 39 offer priceslower than the tariff 11 notified price.

A comparisonof the best generally available discounts offered by retailers to residential
customersin 2012—13and 2013—14is presentedin Figure7®™.

% Asat 8 May 2014.

¥ Thesecan includepayon time discounts cashrebatesfor joiningaretailer, retailer fundedfeed in tariffs,
pointsfor loyalty schemesand offerswith no fixedterm.

1 \We haveexcludedSimplyEnergy’snarketoffer (whichprovidesa 12%discountoff usagechargespecausst
isonly availableto RACQnembers.
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Figure7 Discountsoffered to residentialcustomers(percentageoff total bill)
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SourceQCA'gricecomparator,accesse® May 2014. Discountsare relativeto tariff 11 notified prices. Where
the discountis appliedto the usagecomponentonly and/or cashrebatesare offered, the total discountis
calculatedassumingtypical annual consumptionof 4,100 kWh. Excludesoffers to solar PV customers. In
2012-13 L umoEnergyofferedfrequentflyer pointsand greenenergyinsteadof discounts.

Most retailers'discountsare largerin 2013—-14than 20124 3, althoughthe maximumdiscountis
10%, which is lower than in 201243 (13%). Thesediscountsreflect a point in time only.
Retailersoperating in a competitive market would be expectedto review and changetheir
offers, includingin responseto their competitors’ offers. We note that retailers have been
makingchangedo the offers on the QCA'gorice comparatormore regularlythis yearthan they
havein the past.

Customerparticipation and engagement

Well informed customersthat actively participate in the competitive market put pressureon
retailersto price competitivelyand provide productsand serviceghat meet their needs. Alack
of customer engagementis a recognisedissue in retail electricity markets, even in those
marketsthat do not havepriceregulation.

While we considerthat a lack of customerengagementin the retail electricity market may
indicate that competition is not as effective asit could be, higher electricity pricesin recent
times may be providingsomeimpetusfor customersto becomemore proactivein securinga
better deal. Forexample,over 73,0067 customerssignedup to the ‘Big QueenslancElectricity
Switch’ campaign,which aimed to use the power of group switchingto negotiate a better
electricity deal. The QueenslandGovernmentis also consideringwaysto increasecustomer
engagement.

%2 Sourcehttps://www.onebigswitchcom.au/campaigns/bigjld electricity switch, accessed® November

2013.

% Departmentof Energyand Water Supply The30 yearelectricitystrategy, Discussiopaper, September2013.
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As shown in Figure8, the percentageof customerson market contracts has generallybeen
increasingsinceMarch 2011, which suggestghat retailers are offering sufficientinducements
to encouragecustomersto move from a standard contract to a market contract. Asat 30
March 2014, 70.5% of south east Queenslandelectricity customerswere supplied under a
marketcontract,up from 69.1%in June2013.

Figure8 Proportion of south eastQueenslandcustomerson market contracts
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Source:Data provided by retailers. One retailer advisedthat they mistakenlyclassifieda large number of
customersas market, rather than non market, from the March quarter 2011 to the Septembemuarter 2013.
Theretailer correctedthis error for the Decembenuarter 2013by reclassifyingaround20,000customers.While
we haveaskedthe retailer to correcthistoricdata, in the meantime,we madeour own adjustmentsto previous
guarterson the assumptiorthat 20,000customershavebeenincorrectlyclassifieceveryquarter.

QCAposition

AGL EnergyAustralisdERAfand OriginEnergysupportedmaintainingheadroomat 5%and AGL
noted that this figure wasconsistentwith the level of headroomthat IPARTncludedin its most
recent price determination. ERMPowerand QEnergysuggestedhat a headroomallowanceof

5% was too low. In contrast,the ASMCsuggestedthat headroom should not be increased,
while QCOSSuggestedhat there shouldbe no headroomallowance,but that if there was, it

shouldbe aslow aspossible.

We considerthat competition in south east Queenslands relatively effective and there are
indicationsthat it may have improved since the 201314 Determination was released. For
instance the marketshareof secondtier retailersandthe proportion of customerson a market
contracthaveboth increasedwhile mostretailers’discountsare higherthan lastyear (although
the maximumdiscountis lower). Thereisrelativelylittle changein the other indicators.

However,aswe havepreviouslypointed out, other factorscanimpacton competitionthat are
largelyoutside our control. It canbe difficult to isolatethe impactof our determinationsfrom
theseother factors,whichmayinclude:

x Therelativeattractivenesgo retailersof the marketsthat havepriceregulationcomparedo
marketsthat do not. However the Queenslandsovernment'sannouncementhat it is
consideringderegulatingretail electricity pricesin southeastQueenslandy mid 2015may
haveimprovedthe relativeattractivenesgo retailersof the southeastQueenslandnarket
and positivelyimpactedcompetition.
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x Governmentnterventionin the pricesetting processwhichmayincreasethe perceivedisk
of retailingin Queensland Retailershavepreviouslyarguedthat the Queensland
Government'decisionto freezetariff 11in 2012—13increaseduncertaintyandthe risk of
retailingin Queensland. TheQueenslandsovernmentlsointervenedin the price setting
processn 2013-14by cappingthe increasesn the obsoleteandtransitionaltariffs at 10%,
whichis lower than the increasesve set.

x Meteringtechnologylimitations. Aspointed out by the IDCon ElectricitySectorReform,
limited meteringfunctionalitycannegativelyimpacton competitionby inhibiting product
innovationand limiting the choiceof productsretailerscanoffer customers®. Howeverwe
note that the Governmentrecentlyannouncedhat it endorseda customerdrivenrollout of
advancedmeters®.

X Barriersto customerengagementnd participationin the competitivemarket Asnoted
above,while the levelof notified pricesmay providesomeincentivefor customergo engage
in the competitivemarket,we understandthat the Governmenis establishinga working
groupto developa strategyto improve customerengagemernt' .

We considerthat it is appropriateto maintainthe headroomallowanceat 5%of costreflective
pricesfor residentialand smallbusinessustomertariffs.

Largebusinesgustomertariffs

As discussedin Chapter2, notified prices for large businesscustomersare basedon Ergon
Energy'snetwork chargesbecauselarge businesscustomersin Energex'snetwork area no
longer have accesdo notified prices. Therefore,notified pricesare more costreflective than
they havebeenin the past.

In order to assessthe state of competition for large regional customers, EnergyAustralia
suggestecconductinga surveybecausemost commonlyavailablemeasuresare too hightevel
to produce useful information about this subgroup of customers. No other submissions
discussedhisissue.

Although it is difficult to assessthe impact of more costreflective notified prices on
competition, we note that, in a submissionto the 2013-14price review, AGLindicatedthat it
has been active in providing competitive market offers to these customers since the
introduction of more costreflective tariffs. However,there hasonly beena smallincreasein
the proportion of large regional customerson market contracts since more costreflective
notified priceswereintroducedin 2012—-13. Asat 31 March 2014,around27%o0f largeregional
customerswere suppliedundera marketcontract,comparedto around25%in June2012.

We considerthat, evenif headroomis setat an appropriatelevel, other barriersto competition
remain. Forinstance:

(@) asdiscussedn Chapter2, notified pricesare basedon:

% SapereResearclGroup,Reviewof Competitionin the RetailElectricityand Natural GasMarketsin NewSouth
Wales Reportof Interviewswith EnergyRetailersPreparedor the AustralianEnergyMarket Commission
February2013,p.36.

% |nterdepartmentalCommitteeon ElectricitySectorReform,Reportto GovernmentMay 2013,p.60.

zj DEWSThe30 yearelectricitystrategy,Discussiopaper, September2013,p. 12.

Ibid., p. 10.

37



QueenslandCompetitionAuthority Competitionand other issues

5.1.5

5.2

0] network chargedor ErgonEnergy’sastpricingzone,transmissiorzoneone,
meaningthat customersn other pricingzonesare not payingcostreflectiveretail
tariffs

(i)  for verylargebusinessustomersthe network chargefor highvoltagedemand
customergrather than eachcustomer’ssite specificnetwork charge

(b)  manycustomersare still accessing@bsoleteandtransitionaltariffs, which are setbelow
costreflectivelevels

(c) oncelargebusinesustomersaccepta marketcontractthey cannotrevertto a standard
contract(payingnotified prices) which maydiscouragehem from acceptinga market
offer®,

QCAposition

Competitionfor largeregionalcustomersis still in its early stagesandthere are indicationsthat
the introduction of more costreflective notified priceshashad a limited effect on competition
sofar. However,we haveidentified barriersto competitionthat we considerwill remainevenif
headroomis setat anappropriatelevel.

We do not considerthat includinga different level of headroomto that includedin residential
and small businesscustomer tariffs is justified. Therefore,we will maintain the headroom
allowanceat 5%o0f the estimatedefficient costsof supplyfor all largebusinessustomertariffs.

Conclusioron headroom

We will maintainthe headroomallowanceat 5%of costreflectivepricesfor all retail tariffs.

Accountingor unforeseenor uncertainevents

As the QCAdetermines notified prices based on estimatesof the coststo be incurred by
retailers,the actualcostsincurredby retailersin a givenyearcandiffer from those allowedfor
in notified prices. Costpassthrough mechanismsllow certain costsor savingsncurredduring
a particulartariff yearto be passedhroughin notified pricesin subsequentears.

In the Draft Determination, we proposedto consideradjusting 2014—15notified prices to
accountfor differencesin:

x smallscalerenewableenergyscheme(SRESJosts,wherethe amountsallowedfor in
201344 notified pricesare foundto be materiallyunder ror overstatedasa result of
differenceshetweennon bindingandbindingsmallscaletechnologypercentagegSTPS)

X network chargesjn the eventthat the final chargedilled to retailers(usuallythe AER
approvedchargesyiffer from thoseusedto setnotified prices.

We alsoconsideredhat it wasnot necessaryo prescribea fixed materiality threshold,and that
eacheventshouldbe consideredon its merits.
Submissions

StakeholdersViews on a cost passthrough mechanismfor 201445 were mixed. The ERAA,
retailers (AGL Alinta Energy EnergyAustralia,and Origin Energy)and the distributors (Energex

® Thisrestrictionalsoappliesto anyfuture occupantsof that premises(for examplejf the premisesis soldor
occupiedby anewtenant).
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and Ergon Energy)generally supported a cost passthrough mechanismfor 2014-15,while
consumergroupssuchasCanegrowersindthe ASMQid not.

Despite supporting a cost passthrough mechanism, AGL, EnergyAustraliaand the ESAA
submitted that cost passthroughs should not be limited to certain events. AGL and
EnergyAustralissuggestedthat limiting the passthrough mechanismto differencesin SRES
costsand network chargeswould be a poor regulatoryframeworkin the longterm, but noted
that the current review is focussedon 2014—15and that any passthrough is only relevantto
the current financialyear. EEQsuggestedhat passthrough provisionsmay also needto be
usedin 2015-16to accountfor any significant,unpredictablemovementsin the carbonprice
and/or carbonlegislationduring20144.5.

QEnergyuggestedhat the passthrough mechanisnshouldalsoapplyto incorrectforecastsof
renewable energy target (RET)percentagesfor previous determinations,in addition to the
2013-14Determination. QEnergyalso arguedthat the price usedfor STCdor the 2013-14
Determinationshouldbe re bpenedto reflectthe fact that it hasincreasedrom the start of the
determinationperiodto alevelverycloseto the clearinghouseprice of $40.

AGLandthe ESA/agreedwith our Draft Determinationthat passthrough eventsshouldnot be
bound by a materiality threshold. The ESAAnoted that materiality thresholds are highly
subjective particularlyin isolationof other elementsto whichretailersare exposed. TheESAA
suggestedhat anychangein costswill influencethe ability of retailersto offer discountsbelow
the regulated price, and it is therefore appropriate that cost passthrough proposalsare
assessen their merits. In contrast, QCOS$referreda firm materiality thresholdto ensurea
transparentcalculationof costpassthroughs.

Consumergroups, the ASMCand Canegrowersdid not support the inclusion of a cost
passthrough mechanism. Canegrowersarguedthat retailers are alreadybeing compensated
for the level of risk inherent in the retail electricity market, with allowancesprovided for
margin,retail operatingcostsand headroom,while the ASMGCarguedthat retailersare expected
to have their own risk managementstrategiesto account for the costs associatedwith
unforeseemanduncertainevents.

TheASMGaddedthat, in extremesituations,the Governmentshouldstepin to assistretailersin
the form of an equity transfer, rather than allowing retailers to passthrough the additional
coststo consumers.However this isa matter for the Government.

Approachesn other jurisdictions

A number of other regulatorshaveincludedcost passthrough mechanismsn their multi year
retail price determinations.

In its 2012—14determination,the IndependentCompetitionand RegulatoryCommissior(ICRC)
in the ACTincluded passthrough arrangementsfor regulatory changeeventsand tax change
events. To be passedthrough, an unforeseencost or savingmust translate to an impact on
ActewAGLRetail'srevenue from regulated retail tariffs (during the most recent 12 month
period) of more than 0.259%°.

%9 |CRCFinalReport:Retailpricesfor franchiseelectricitycustomers 01244, 8 June2012,pp. 34 B87. The
ICRMasproposedto largelymaintainthe sameapproachin its 201447 draft decision put to allowfor the
adjustmentof regulatedpricesat anytime from 1 July2014if the carbontaxisrepealed. Seel CRCDraft
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Similarly,in NSW,IPARTincluded a cost passthrough mechanismin its 2013—-16retail price
determinationto allow standardretailersto passthrough materialincreaseganddecreasesjn
costs for defined regulatory or taxation change events that were not anticipated, or were
uncertain,at the time of the determination. IPARTapplieda materiality threshold of 0.25%of
the standardretailers'total revenuefrom regulatedretail pricesfor the yearin whichthe event
occurs.

In South Australia, ESCOSA'8010 price path determination allowed AGL SAto seek the
passthrough of costsfor particular eventsthat are outside the control of AGLSA. However,
sincel February2013, retail electricity pricesin SouthAustraliahave beenderegulated. Asa
result,the passthrough provisionsn ESCOSAZ)10determinationare no longerrequired.

OTTER included cost passthrough provisionsin its 2013 determination on retail standing
offersfor smallcustomersfor the periodfrom 1 January2014to 30 June2016. OTTERIlowed
for the passthrough of differencesin estimated and actual network charges,RETcosts and
AEMOfeesandcharges.

QCAposition

Under the N+Rapproachto calculatingnotified prices, many significantchangesin retailers’
costswill automaticallybe reflectedin the inputs usedto developregulatedtariffs. Combined
with the annual frequency of tariff determinations,the current price setting framework in
Queenslandnherently capturesthe costimpactof manyevents,someof which may otherwise
require costpassthroughsunderlongerterm price determinations.

However,consistentwith our Draft Determination,there are two categoriesof costsidentified
in the 2013—-14Determinationthat are beyondthe control of retailersthat we considershould
be eligibleto be passedhrough:

x differencesin network chargesjn the eventthat the chargesbilled to retailers(usuallythe
AERapprovedchargesyiffer from thoseusedto setnotified prices

x differencesin SRE8osts,wherethe amountsincludedin the determinationare foundto be
materiallyunderstatedor overstatedasaresult of differenceshetweenthe non bindingand
bindingSTPs.

We considerthat limiting the useof the passthrough mechanisnto thesetwo situationsstrikes
a reasonablebalancebetween concernsabout the potential for regulatorygaming(previously
raisedby customersand consumergroups)and the expectationthat retailers shouldhavethe

opportunity to recoverthe efficient incrementalcostsof certain exogenousevents,over which

they haveno control. Themechanismis alsosymmetricalsoit will captureeventsthat resultin

anoverrecoveryof costs.

We disagree with the claims of the ASMCand Canegrowersthat retailers are already
compensatedfor risks associatedwith unforeseenor uncertain events through other cost
allowances. Asdiscussedn our 2013-14Determination,one of the principlesunderlyingthe
costpassthrough mechanismis that passthrough costsshouldnot havealreadybeenprovided
for in the variouscostcomponentsor, for example throughthe retail margin. Theretail margin

Report Btandingoffer pricesfor the supplyof electricityto smallcustomers; July2014to 30 June2017,
February2014.

0 Officeof the TasmaniarEconomidRegulator Reporton the investigationof maximumpricesfor interim
priceregulatedelectricityretail servicegor smallcustomerson mainlandTasmaniaJuly2013.
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compensategetailers for systematicrisks associatedwith supplyingelectricity to customers,
not the risksassociatedvith changedo SRE&nd network costs,which are specificto the retail
electricityindustry (seeChapter4).

While consumergroups consideredthat the costsassociatedwith unforeseenand uncertain
events should be addressedvia retailers' own risk managementstrategies, accepting or
managingrisk comesat a cost and retailers would expectto be compensatedfor this. One
approachwould be to include a premium in the network and energy cost allowancesto
compensateretailersfor acceptingthe risk of actual network chargesand SRE®ostsdiffering
from thoseusedto set notified prices,althoughthis would increaseprices. We havedecidedto
accountfor the risk of these eventsoccurringthrough a cost passthrough mechanismwhich
meansthat customerswill only payif the eventoccurs.

We havecalculatednotified pricesbasedon energycoststhat are fully inclusiveof carboncosts,
to apply while the carbon tax remains in place, and then expect to re determine
carbonexclusivepricesduring 2014—15if and when the carbontax is removed. Thisapproach
will removethe needfor any passthrough of carboncostsor savingsn 2015-16,assuggested
by EEQseeChapter3).

With regard to a materiality threshold, we maintain our view that it is not necessaryto
prescribea firm threshold,and haveconsideredeachproposedcost passthrough trigger on its
merits, in conjunctionwith other relevantfactors.

Assessmendf costpassthroughsfor 2014-15
Accountingfor differencesbetweenestimatedandapprovednetwork charges

Thefinal 2013-14network chargesapprovedby the AERand chargedto retailersdid not differ
from those usedto set 2013-14notified prices. Therefore,no passthrough adjustmentfor
network chargessrequiredin 2014—15notified prices.

Accountingfor differencesin SRESompliancecosts

Asdiscussedn Chapter3, a retailer's SRE$abilities are determined by the STPwhich is the

prescribedvalue that retailers use to determine the number of STCghey must surrenderto

dischargetheir SREJabilities. The STRis set by the CommonwealthGovernment(the Clean
EnergyRegulator CERand changedrom yearto year.

Retailersincur SRE%iabilities for each calendaryear, but notified pricesare determined for

eachfinancialyear. While the binding STHor the first and secondquartersof the prospective
financialyear is known when setting notified prices,the binding STPfor the third and fourth

quartersis not. To overcomethis, ACILAllen estimated SRESostsusingthe averageof the

binding STR(for the first two quartersof the financialyear)and a preliminaryor 'non binding'
STP(for the last two quartersof the financialyear). Where the binding STPfor the last two

guartersturns out to be different from the non binding STPthe SRE&llowancemay underror

over compensateaetailersfor their actualSRE8abilities.

We do not acceptQEnergy'suggestiorto adjust2014-15pricesfor underrecoveriesincurred
in years prior to 2013-14. As foreshadowedin the 2013-14Determination,we have only
contemplatedthe passthrough of additionalincrementalSRE8ostsincurredduring2013—14in
settingpricesfor 2014-15 becausehe mechanisnmshouldonly be applicableoncethe decision
has been made (not retrospectively) and relate to costs incurred within the three year
Delegationperiod. Similarly,we considerthat the recovery of any such costs should occur
duringa tariff yearwithin the current Delegationperiod.
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We alsodisagreewith QEnergy'suggestionto reopenthe estimated STQorice as part of the

passthrough calculation. For2013—-14 we acceptedACILAllen'suseof the clearinghouseprice
for STCspn the basisthat alternative market data is not alwaysreadily (or publicly) available
and the expectationthat any differencesbetween market pricesand the clearinghouseprice

would diminishovertime. We maintainthis view.

Therewas a differencebetweenthe 2014 binding and non binding STPsso we have assessed
whetherthe resultingdifferencein SRE8ompliancecostsshouldbe passedthroughin 201445
notified prices.

Assessment

Retailerswith regulatedcustomersare unlikelyto fully recoverthe costsof complyingwith the

SRE%or 2013-14becausethe non binding STRarget of 8.98%for the secondhalf of 2013-14
was lower than the binding STPtarget of 10.48%". However,as set out in our 201344
Determination,for an eventto be consideredfor passthrough, the incrementalimpact of the

costshouldgenerallybe demonstratedto be material. Theintention is not to allow retailersto

recover relatively minor unforeseencosts that would typically be absorbedby an efficient,
competitiveretailer.

In order to determine materiality, we first calculatedthe underrecoveredamount usingthe
followingapproach(assetout in our Draft Determination):

(1) recalculatethe actualcostof SRESomplianceduring2013—14n terms of centsper
kilowatt hour (c/kWh),basedon the bindingSTRarget for the 2014 calendaryear

(2) subtractthe SRESostincludedin 2013-14notified pricesfrom the updatedcost
calculatedin step 1

(3) adjustthe valuecalculatedn step2 to accountfor transmissioranddistribution losses
(energylossesusingthe 2013144 lossfactorsfor eachsettlementclass

(4) addanallowanceto the valuecalculatedn step 3 to accountfor the time walueof
money(usinga weightedaveragecostof capital(WACCYf 9.7%and CPlof 2.75%)

(5) addthe valuecalculatedin step4 to the c/kWh SRE8ostestimatefor 2014—15 before
applyingretail margin(5.7%)and headroomallowanceq5%).

More detailedinformation about the calculationsis providedin AppendixJ. Tablel0 presents
our assessmenof the 201344 under recoveredamounts.

“! ThebindingSTRvaspublishedin March2014. Seehttp://ret.cleanenergyregulator.gov.au/Abouthe r
Schemes/Abouthe smallscaletechnologypercentage/Abouthe smallscaletechnologypercentage
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5.2.1

Tablel0 SRESNnderrecoveryin 2013144 ($201445)

SettlementClass Retail Tariff SRES&nderrecovery
(c/kwh)
EnergeXNSLRandunmeteredsupply 11,12,13,20,22,41,91 0.040
EnergexControlledLoad9900 31 0.040
EnergexControlledLoad9100 33 0.040
ErgonEnergy NSLP BACHV,CAGandICC 47,48 0.041
ErgonEnergy NSLP SAGlemandandstreetlighting 44,45,46,71 0.043

Note: Underrecoveredamountsincludeadjustmentsfor energylossesthe time value of money,retail margin
and headroom.

The next step is to considerthe impact of the underrecoveryon the returns of the retalil
businessesagainstthe administration costs of passingthrough the underrecoveredcostsin
notified prices.

EE(hasthe largestnumber of non marketcustomerssoit is likely to facethe greatestimpact
on its returns. The SRESInderrecoverytranslatesto a shortfall for EEQof approximately$3
million or 4% of its 201243 reported profit*’. The financial impact on other retailers is
expectedto be lower, amountingto a shortfall of around$1 million in total**.

We considerthat the potential passthrough amount is material becausethe impact on the
returns of retailers (particularly EEQ)is sufficiently large, while the administration costs of
adjustingnoatified pricesare negligible particularlybecausethe adjustmentwill be madeaspart
of the annualnotified price changeprocesé®. We also note that the impact on customersis
likely to be relativelyminor. Forexample,the impacton a typical customeron tariff 11 would
be lessthan $2.

Conclusion

We have decided to allow for the underrecovered costs associatedwith higher SRES
compliancecosts(seeTablel0)to be passedthroughto customersn 2014—15notified prices.

Pasghrougharrangementdeyond2014-15

The QueenslandGovernmenthas stated its intention to deregulateretail electricity pricesin
south east Queenslandrom 1 July2015. If this occurs,the passthrough of underror overr
recovered costsincurred during 2014-15will be at the discretion of retailers when setting
competitive market offers in south east Queenslandrather than capturedthrough regulated
prices.

However,despitethe potential removalof direct retail price controlsin south eastQueensland
after 2014-15there will likely still be a needto establishregulatedretail pricesfor customersn

“2 ErgonEnergyCorporationLimited, SubsidianFinancialStatementsor the yearended30 June2013 August

2013.

“3Basedbn 201213 consumptiondataandassuminghat 30%of consumptionby smallcustomerssby nonr
marketcustomers.

“*4 Theannualadjustmentwe maketo the ROGallowanceto accountfor the regulatoryfeesthat retailerspay
the QCAis of a similarmagnitude(around$2.8million in total for 20144.5) andthe administrationcostsof
estimatingandincludingregulatoryfeesin naotified pricesare alsolow (seeChapter4).
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the ErgonEnergydistribution area, at leastuntil there is effective competition. Dependingon
the form of price regulationthat the Queenslandsovernmentappliesin regionalQueensland
after 2014-15,the passthrough provisionsand trigger eventsdiscussechere may or may not
remainrelevantfor price settingin regionalQueensland.

5.3 Otherissues

A numberof submissionsaisedissueswhich, while relevantto electricitypricingin general,are
outsidethe scopeof this pricereview.

Largecustomerthreshold

Canegrowerslsis suggestedthat all farmers should be classifiedas small customers and
guestionedthe processby which customersare categorisedas smallor large. Thesmall/large
customerthresholdis definedin the ElectricityRegulatiorand cannotbe changedby the QCA.

Applicationof the CSO

Somestakeholdersuggestedhat the Queenslandsovernment'scommunityserviceobligation
(CSO}pubsidypaid to EEQshould instead be paid to ErgonEnergy’sdistribution businessto
allowretail competitionto developin regionalareas.

Any changein CSOpolicy is a matter for the QueenslandGovernment. As outlined in its
discussion paper on the 30year electricity strategy’®, the Queensland Government is
consideringoptionsfor improvingcompetitionin regionalQueenslandincludingthe possibility
of movingto a network basedCSQwithin three years.

Relatedto this, after a round of publicconsultation,we haveprovidedadviceto the Minister on
the efficiencyand effectivenesof the UTP options for maintainingthe UTPand approachego
setting notified pricesin regionalQueenslandonce price monitoring commencesn south east
Queensland) Furtherinformationis availableon our website(www.qca.org.ail

Governmenftconcessions

The ESAAsuggestedhat, as part of the move to costreflective pricing, the electricity rebate
paid by the Queenslandsovernmentcould be better targeted,asthe rebatein its currentform

failed to adequatelyprotect vulnerableconsumers. The Queenslandsovernmentis examining
the eligibility criteria and structure of the electricity rebate as part of the 30 year electricity
strategy. Furtherinformation is availablefrom the Departmentof Energyand Water Supply
website (Www.dews.qld.gov.au/policiesiitiatives/electricitysectorreform).

Solarphotovoltaicissues

The CleanEnergyCouncilraiseda number of issuesrelevantto solar photovoltaic customers.
However,the Delegationrequiresthe QCAto determine notified prices for customer retail
services,which are defined under the Electricity Act as the sale of electricity to customers.
Therefore the issuesaisedare outsidethe scopeof this review.

“5 Departmentof Energyand Water Supply The30 yearelectricity strategy,Discussiopaper, 11 September
2013,p. 10, availablefrom: http://dews.qld.gov.au/policiegnitiatives/electricitysectorreform/discussiorr
paper.
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Impactof the solarbonusscheme

Submissiondfrom customer and farming groups highlighted the impact of the Solar Bonus
SchemgSBSPHn electricity prices. Farminggroupsarguedthat they shouldnot bear the costs
associatedwith the SBSasthey do not benefit from the scheme. SBSostsare recoveredby
distributorsthrough network prices,which are approvedby the AERand are outsidethe scope
of this review. The AERIs conductinga consultation processon the 20152020 electricity
distribution determination and we encourage stakeholdersto participate in that process.
Furtherinformationis availableon the AERvebsite (Www.aer.gov.all
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TRANSITIONARRANGEMENTS

6.1

The Delegation requires that the QCA consider implementing appropriate transitional
arrangementdor tariff 11, andthe tariffs classedasobsoletein 2012—-13shouldit considerthat
customerson thesetariffs would face significantprice impactsif they were requiredto moveto
the alternativecostreflectivetariffs immediately.

Havingconsideredstakeholderssubmissionsand updated data on customerimpactsprovided
by ErgonEnergy,we havedecidednot to changethe approachego transitionalarrangements
establishedor 2013—-14andtherefore proposeto:

X continuewith the three yeartransitionalarrangemento rebalancethe fixed and variable
componentsof the standardregulatedresidentialtariff (tariff 11) sothey are costreflective
by 1 July2015

X maintaintransitionalarrangementdor tariffs classedasobsoletein 2012—13(whichincludes
farming,irrigation, decliningblock,non domesticheatingandlargebusinessustomer
tariffs), where there would be significantpriceimpactsfor customersmovingto alternative
costreflectivetariffs

X continueto allow all customersaccesgo transitionaltariffs.

Rebalancinghe fixedandvariablechargesn tariff 11

The Delegation requires the QCA to consider implementing a three year transitional
arrangement to rebalance the fixed and variable components of tariff 11 so they are
costreflectiveby 1 July2015.

In 2012-13the Queenslandsovernmentfrozetariff 11 chargesat their 201142 levels(with an

additionto the variablechargeto accountfor the impactof the carbontax), rather than setting

chargesat the costreflective levels we had estimated. To implement this decision, the

Governmentdirected Energexto lower the fixed componentof its network chargeto retailers
for residential customerson tariff 11, in order to compensateretailers for lost revenueas a

result of the tariff freeze,and then subsequentlysubsidisedEnergexor its lost revenue. The
Government'slecisionto freezetariff 11 wasfor one yearonly (2012—-13).Thesearrangements
resulted in lower fixed*® and higher variable chargesthan the costreflective chargeswe had

estimatedfor tariff 11in 2012—-13.

Onthe basisof the crosssubsidiesnherentin tariff 11 chargesandthe potential thesehaveto
distort the retail market for electricity in Queenslandwe implementeda three step transition
to costreflectivetariffs, commencingn 2013-14. Thiswasconsistentwith the requirementin
the Delegationfor transitioningto be completedby 1 July2015.

Giventhat the fixed chargeis below cost,and the variablechargeis abovecost,anytransitional
arrangement must involve gradual increasesto the fixed cost component and offsetting
reductionsto the variable cost component’. This approachensuresrevenue adequacyfor

4 Retaileramayusedifferent termsfor this charge ncludingservicefee, servicecharge daily supplycharge
andserviceto property charge.

“" Note that this assumeshat there is no changein underlyingcostsfrom oneyearto another. If underlying
costsincreasethe variablecostcomponentmayactuallyincrease.
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retailersas chargesmove closerto costreflectivity — or, in other words, retailer revenuesstay
the same but the amountindividualcustomerspay changesaccordingo their usage.

The stagedapproachto rebalancingthe fixed and variable chargesof tariff 11 meansthat
customerswith higher annual consumptionwill continue to cover the shortfall in revenue
retailersincur from supplyingcustomerswith lower annual consumption(see Figure9). This
crosssubsidywill continueuntil tariff 11 chargesare fully rebalancedo costreflectivelevels.

Figure9 2014-15Annualelectricity bills basedon costreflective and transitional prices
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Submissions

AGL EnergyAustraliand ESAfadvocatedmovingto costreflectivechargedor tariff 11 assoon
aspossible. AGLand ESA/Asuggestedhis would reduceprice confusionamongcustomersand
enablea smoothertransitionto price monitoring in south eastQueenslandshouldretail price
controlsbe removedfrom 1 July2015. ESAAwvas of the view that holdingtariff 11 below cost
provides an unfair advantageto customersreceivingthe discountedrates and would delay
customersfrom switchingto more efficienttariffs.

Despitepreferringa quickermoveto costreflectivecharges EnergyAustraliaQriginEnergyand
ESAAsupported continuing with the three year transitional arrangementimplemented in
201344, although ESAAsuggestedthat the rebalancingshould minimise the adjustment
required in the final year. Thethree year transitioningapproachwas also supported by the
Queenslandsovernmentand QCOSS.

QCOS8rgedthe QCAto considerthe impact of significantprice increaseson low incomeand
disadvantagedcustomers. COTAsuggestedthat the rebalancingexercise had resulted in
inequitable increasesto the fixed charge for residential customers with low levels of
consumption.

QCOSSuggestedhe QCAneededto havecloseregardto changesdn the structureand level of
network chargeswhen re balancingthe fixed and variablecharges. ERAAecommendedthat
potential changedo network coststructuresbe consideredn the re balancingexercise.

47



QueenslandCompetitionAuthority

Transitionalrrangements

QCAposition

Asnoted in the 2013-14Determination,we considerthat, from an economicperspective,an
immediatetransitionto costreflective chargeswvould be the ideal path to correctdistortionsin
tariff 11. However, we also noted the requirement in the Delegationthat suggesteda
three year steppedapproachwasconsideredmore desirable with at leastsomerebalancingof
fixed and variable chargeseach year. This approachwas supported in submissionsto the
201344 reviewfrom anumberof stakeholdersincludingretailers.

While we recognisethat price regulationin south east Queenslandmay be replacedby price
monitoring from 1 July 2015, we are still required to rebalancethe fixed and variable
componentsof tariff 11 sothat eachcomponentwill be costreflectiveby 1 July2015. In doing
so, we maintain the view that the stepped approachimplementedin 2013-14 strikes an
acceptablebalancebetweenlimiting increasesn the fixed charge to easethe financialpressure
on customerswith low levelsof consumption,and movingthe variablechargecloserto cost,to

reducethe crosssubsidypaid by customerswith highlevelsof consumption.

We agreewith QCOS8n the needto havecloseregardto changesn the structureand level of
network chargeswhen re balancingthe fixed and variable chargesand have therefore based
the re balancingfor 201445 on Energex'sietwork chargesfor 201445, rather than continuing
with the 201344 chargeshat were usedwhenthe re balancingaskcommenced.

We disagreewith ERAA'suggestionto considerpotential future changesin network costsas
these will not be known until Energexsubmitsits revenue proposalfor the next regulatory
periodto the AER.

As submissiongdid not provide any new reasonsto justify a changein approach,we have
decidedto continue with the approachto transitioningtariff 11 that was establishedin the
2013-14Determination. Asthere are only two stepsleft in the transition, the transitionalfixed
chargefor 2014-15is set halfway betweenthe transitional2013—-14fixed chargeand the cost
reflective 2014—-15fixed charge. The variable charge has been set at a level that ensures
retailers are able to recouptheir full costsfrom all tariff 11 customers(basedon an average
annualbill of $1,732f°. Thesevaluesare presentedin Table11, which also showsindicative
valuesfor 2015-16(in 2014—-15values).

Tablell Transitionaland costreflective chargedfor tariff 11 (basedon constant2014—15

costs)
Tariff component Transitional Finaltransitional Final Indicative
201314 201445 costreflective transitional
201415 2015,16

Fixedchargé 50.219 83.414 116.609 116.609
(cents/day)
Variablechargé 26.730 28.015 25.341 25.341
(cents/kWh)
Annualbil®® ($) 1,535 1,732 1,732 1,732

1 GSTexclusive.

2 Basedon Energex’dorecastof averageconsumptionby residentialcustomersin 2014-150f 4,533kWhper

year.
3 GSTinclusive.

“8 Basedon Energex'sorecastof averageconsumptionby residentialcustomersin 201415 of 4,533kWh per

year.
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It must be recognisedthat the end target for the fixed componentreflects 2014—15costsand
assumesnothing else changesover the remainder of the transitional period. As underlying
network chargesand other costsare likely to changein the future, the chargespresentedfor
2015-16areindicativeonly.

Customelimpacts

The transitional chargesfor 2014—15presentedin Table 11 are higher than the transitional
chargedfor 2013-14and will increasean averageresidentialcustomer’sannualbill from $1,535
to $1,732(basedon averageconsumptionfor 2014—150f 4,533kWh per year). Thisincreaseis
dueto anincreasein the underlyingcostreflective chargesfor tariff 11 between2013-14and
2014-15asdiscussedn Chapter7.

Figure10 showshow much customers’annualbills will increasein percentageterms by moving
from the transitional tariff 11 chargesfor 2013—-14to the transitional tariff 11 chargesfor
201445, acrossa rangeof consumptionlevels. Asexpected,the further a customer’slevel of
consumptionis below averagethe largerwill be the percentageincreasen their bill.

Figure10Bill impactsresultingfrom movingto transitional and costreflective tariff 11
charges
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Unfortunately,there is little scopefor increasinghe fixed chargeby muchless,becausedoing
so would require an offsetting increasein the variable charge, which is still well above its
costreflectivelevel. While this approachto transitioningbenefitscustomerswith low levelsof
consumptionwe are mindful that customerswith relativelyhighlevelsof consumptionwill also
includefinanciallyvulnerablecustomersfor whom the level of the variablechargeis far more
important, in terms of impacton their bills, than the fixed charge.

Asnoted previously,we would prefer to seepricesset accordingto cost, and for the needsof
financiallystretchedand vulnerablecustomersto be met via more targeted welfare assistance
measures.A summaryof assistancarrangementdirectly targetingenergycostsis providedin
AppendixCand it would be opento the Governmentto considerwhether additionalassistance
measuresnaybe appropriatefor somecustomersfacinghighercostincreases.
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6.2

Furtheranalysisof the impactson different typesof customersis presentedin Chapter7. It is
beyond the scopeof the current exerciseto provide suggestiongo mitigate the effects of
increasingelectricityprices.

Transitionalrrangementdor obsoleteandtransitionaltariffs

In 2012-13 the QCAintroduceda rangeof new costreflectivetariffs for useby smallandlarge
businessesmade 12 tariffs obsolete and removed three of the old regulated tariffs. In
recognition of both the significant financial impact on many customersand the practical
constraintsof movingto different tariff structures(for example becauseof the needto update
or replacemeters) a transitional period of one year was put in placeto allow time for meter
upgradesand affected customersto adjustbusinessoperationswhere possibleto minimisethe
impactof movingto the newtariffs.

The Delegation requires the QCAto consider implementing an appropriate transitional
arrangementshould we considerthere would be significantprice impactsfor customerson
farming, irrigation, decliningblock, non domesticheatingand large businesscustomertariffs if
requiredto moveto the alternativecostreflectivetariffs.

During consultation for the 2013-14 Determination, it became clear that the impacts to
customerswould be so greatin many casesthat further transitional arrangementswould be
appropriate.

Forthe 2013—-14Determination,we decidedto:

X implementa sevengeartransitionfor customerson tariffs 20 (large),21, 22 (smalland
large),37,62,65and 66

X implementatwo eartransitionfor customerson tariffs 41 (large)and 43 (large)
x removethree little usedtariffs (53 (large),63and64).

In addition, for equity reasonswe openedaccesdo tariffs 20 (large),21, 22 (smalland large),
62, 65 and 66 to all eligible customersover the sevenyear transition period. Thetariffs with
opened accesswere classifiedas transitional and tariffs 37, 41 and 43 were classifiedas
obsolete,either on the basisthat they had been obsoletefor sometime (tariff 37), or because
they will be removedin a shortertimeframe (tariffs 41 and 43).

The QCAset 2013-14 price increasesfor transitional and obsolete tariffs based on the
percentageincreasesn the relevantcostreflective tariffs that customerswould otherwise be
on, plus additional escalationsto ensure the price differences between obsolete and
costreflective tariffs did not widen over the transition period. However,these priceswere
overruled by the QueenslandGovernment,which set pricesfor all transitional and obsolete
tariffs 10%abovethe 2012—-13prices.

Submissions

In general, consumers and consumer groups advocated continuation of transitional
arrangementsalthoughthey disagreedwith the length of time allowed and the level of price
increasesncludedin the 2013-14Determinationandthe 2014—15Draft Determination.

Canegrowerssissuggestedhat the sevengeartransition period implementedin 2013—-14was
not long enough. It arguedthat the farming and irrigation tariffs shouldremainindefinitely as
there is no equivalentirrigation tariff offered by Energexon whichto basea retail tariff. The
Queenslandrarmers'Federation(QFF)suggestedhat the sevenyear transition period would
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be appropriateif tariff increasescould be kept at manageabldevels. However,it arguedthat
setting pricesunder the terms of the Delegationresultedin price increasesso largethat seven
years do not provide sufficient time for irrigators to adjust operations to prepare for
costreflective pricing. In addition, the QFFexpressedconcernthat the Ergon Energytariff
strategyreview may not be completedwithin the sevenyear transition period, and suggested
this provideda further reasonto extendthe transition period.

The size of price increasesfor transitional and obsolete tariffs we proposedin the Draft
Determinationraisedconcernsfor many stakeholders. Canegrowerdsis, CanegrowersCotton
Australia, PioneerValley Water (PVWater), QDOand QFFarguedthat the price increaseof

16.3%for irrigation tariffs could not be absorbedby their constituents. More specifically,
Canegrowerslisagreedwith the 1.25escalationfactor appliedto irrigation tariff increasesasit

isunrelatedto underlyingcostincreases.Further,CanegrowersCotton Australia,QDOand QFF
did not agreewith the 10%floor for the carbonexclusiveprice.

Canegrowerssupportedby the QFF suggestedhat pricesfor the irrigationtariffs 62,65 and 66
shouldbe reducedby 33%. Theyarguedthat the pricerise proposedin the Draft Determination
would resultin consumerssignificantlyreducingtheir usage,andthat a price reduction of 33%
would increaseconsumptionto alevelthat isrevenueneutralfor the retailer.

Of the options identified in the Interim ConsultationPaperfor transitional pricing, Energex
supportedincreasingpricesto the levelthey would havebeen, had the QCAdecisionnot been

overruled,then calculatingpricesfor 2014—15usingthe sameescalationrmethod usedfor 2013r
14. In contrast,EEQthe ToowoombaRegionalCouncil the QFF CanegrowersCotton Australia
and the QueenslandGovernmentdid not support makingup the shortfall, on the basisthat

doing so would negate the benefit to businessef the Government'sdecisionto cap price

increases.EnergyAustraliguggestedhat the price capimposedby the Governmentin 201344

might require some adjustment to transitional arrangements,but not an extension of the

sevenyeartransition period.

EEQsuggestedhat the QCAcould engagewith the distribution companiesto obtain forecasts
of network pricesfor the 2015-16to0 201920 regulatoryperiod,in orderto giveanindicationof
likely priceincreasesn future years.

AGL EnergexEnergyAustraliandthe ESAAlisagreedwith the QCA'2013-14decisionto open

accessto transitional tariffs to all eligible customers. EnergyAustralissuggestedtransitional

arrangementsshouldonly benefit customersfor whom they were put in placeand that access
to new customers should therefore be closed. The ASMC,EEQand the Queensland
Governmentexplicitly agreedthat accesshouldremain open for all eligible customers. Ergon
Energyprovidedgeneralsupportfor the transitionalarrangementgut in placein 2013-14.

The ESAAid not supportany of the transitional arrangementson the basisthat they distort
the market and create financialrisk for retailers. It suggestedthat assistancefor rural and
regionalcustomersshouldbe managedhrough ErgonEnergy'distribution business.

Howmuchto escalatetransitionaland obsoletetariffs

The QueenslandGovernment'sdecisionto cap price increasesfor transitional and obsolete
tariffs in 2013-14raisesthe question of whether future price increasesshould include a
catchup of more than 10%increasesthat customerswere sparedin 2013-14. If not, then
customerswill be left further below costreflective prices, and therefore face larger price
increaseswhen they are forced to move to costreflective tariffs at the end of the transition
period.
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However,the QCAconsidersthat the intention of the Government'sdecisionhas relevance.
Thedecisionto cap price increasesvasa policy decisionto further subsidisea segmentof the

market. Aswe havesuggestedgreviously,it would be more efficientto assistspecificcustomer
groupsdirectly rather than by distorting electricity prices. Neverthelesswe recognisethat it

was the Government'sintention to provide relief to customerson transitional and obsolete
tariffs. Onthis basis,the QCAhasdecidednot to includea catchup of the more than 10%price
increasescustomersavoided. Thiswill benefit customersduring the transition period and was
supportedin submissions.However,asnoted above,it will meanthat large price increasewill

be inevitableat the end of the period when costreflective pricesare the only option.

We disagreewith proposalgfor pricereductionsandno, or low (CPI)priceincreasesn 2014-15
becausehesewould resultin customerspricesfalling further below cost. In cappingincreases
at 10%for 2013-14 the Queenslandsovernmentamendedthe ElectricityAct sothat it did not

haveto haveregardto the costsof supplyfor thesetariffs. However,this appliedfor 201314
only. Asaresult,we are boundby the samelegislativerequirementsthat appliedfor the 2013—
14 Determination, which meanswe must have regard to the cost of supplyin determining
notified prices. Thesecostsincludethosearisingfrom AERapprovednetwork prices,regardless
of whether stakeholderdeel they mayfall in future yearsor maynot be truly costreflective(as
discussedn Chapter2).

While it appearsthat recent price increasesnay partly explainlower than expectedgrowth in

total electricity use,we are not convincedthat a 33%reductionin price will causethe increase
in electricity use by irrigators claimed by Canegrowers. A key concernis that the analysis
providedby Canegrowersloesnot appearto accountfor the levelof rainfallandits relationship
with electricity consumption for irrigation, which in many regions dictates the amount of

pumping required each season. The Canegrowerslsis submissionto the 2013-14 Draft
Determination explicitly linked irrigation electricity use to seasonalconditions and explained
that lower usein 2010-11and 2011-12wasa result of them being"wet years". Further,the

charts provided by Canegrowersshow the beginningof the trend of falling consumption
occurringovera numberof yearswhen price increasesvere at or near CPlmakingit difficult to

attribute increasingpricesasthe mainfactor in falling electricity use by customerson irrigation

tariffs.

Forthesereasonswe maintainour view that the minimumfirst step for escalatingransitional
and obsoletetariffs shouldbe an increasesufficientto reflectincreasesn the underlyingcosts
of supply. Thismeansthe sizeof the underlyingcostincreasewould be the samepercentage
increasethat customerswould experienceif they were on the costreflective tariffs that they
would moveto in the absenceof transitionalarrangements.

Table 12 presentsthe increasesin annual bills for typical customerson each of the costr
reflective tariffs, basedon the draft pricesfor 2014-15. The consumptionand demanddata
usedin 2013-14was provided by Energexand ErgonEnergyand is used againthis year for
consistency. Tariffs 47 and 48 are omitted becausethere is only a very small number of
customerson thesetariffs, which may skewthe results.
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Table12 Billincreasedor costreflective tariffs in 2014-15

Retailtariff Carboninclusive Carbonexclusive
Energexnetwork tariffs
Tariff20 11.5% 3.3%
Tariff22° 12.2% 1.7%

ErgonEnergynetwork tariffs

Tariff44 14.3% 2.8%
Tariff45 13.5% 1.0%
Tariff46 13.5% 0.7%

a. Basedon consumptiordata providedby ErgonEnergyand Energexpresentedn Appendix.
b. Assumeg8%/52%peak/off peaksplit, advisedby ErgonEnergy.

In keepingwith the approachin the 2013—-14Determination,we have averagedthe increases
for tariffs 20 and 22, on the basisthat the alignmentof obsoleteand transitionaltariffs to tariffs
20 and 22 is not alwaysclear cut, and the price impactsof movingto tariff 22 are sensitiveto
the assumedratio of peakto off peak consumption. The resulting averageis an increaseof
12%,which hasbeen appliedto the transitional and obsoletetariffs shownin Table13. The
averageincreasefor tariffs 44, 45 and 46 is 14%,and is applied to transitional and obsolete
tariffs that alignwith tariffs 44 to 48, asshownin Tablel3.

Table13 Alignmentof costreflective andtransitional and obsoletetariffs and underlyingcost

increases
Costreflectivetariff Transitionalor obsolete Escalatiorto reflectincreasein underlyingcosts
tariff
Carboninclusive Carbonexclusive
Tariff20 Tariffs21,37,66 12% 3%
Tariff22 Tariffs62,65 12% 3%
Tariffs44 48* Tariffs20 (large),22 (small | 14% 1%
and Iargef, 41 (large)43
(large)

a. Themostappropriateof thesetariffs dependson the customer'skW demandand voltagerequirements.

b. Smallcustomersn tariff 22 (smalland large)will mostlikelymoveto the costreflectivetariff 22, howeveras
the bulk of customerson this tariff are large, it is alignedwith the large customertariffs for this purpose.
Asdiscussedn the 2013-14Determination,the escalationfactors presentedin Table 13 will
maintain the gap to costreflectivity in percentageterms, but in dollar terms the gap will
continueto grow. We havenot changedour view that there shouldbe an additionalincreaseto
limit how far below costcustomersarein dollarterms. Thiswill mitigate the ultimate transition
to costreflective tariffs that customerswill have to make and the cost to taxpayers of
subsidisingobsolete tariffs (noting that customerswill face bigger price increasesto costr
reflective tariffs as a result of the cappingof 2013—-14price increasesat 10%, as discussed
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above). More detaileddiscussiorof the reasoningoehindaddingan additionalescalatiorfactor
canbe found in the 2013—14Determinatiori®.

Analysigor 2013-14of how far customers’pricesare below costrevealedthat the transitional
and obsoletetariffs fall into three broad groups:one where a majority of customers'pricesare

50%or more below cost (that is, they would experienceprice increasesof 100%or more in

movingto costreflective tariffs); one where a majority of customers'pricesare between 50%
and around 10% below cost (that is, they would experienceincreasesof 10100%);and one

where a majority of customers'pricesare lessthan around 10%below cost (that is, they would

experienceanincreaseof lessthan 10%). Ananalysisof updateddataprovidedby ErgonEnergy
(presentedin AppendixD) indicatesthat the samegroupingsare appropriatefor 2014-15.

While costreflective pricesare expectedto increaselessin 2014—15than they did in 2013-14,
the increasesfor carboninclusive prices are still reasonablysignificant. On this basis, we
consider that price increasesfor customerson transitional and obsolete tariffs should be
cappedat the sameupperlimits includedin our 2013—-14Determination,specifically:

x 1.5timesthe underlyingcostincreasedor customersvhosepricesare 50%o0r more below
cost(that is, they would experienceover 100%bill increases)

x 1.25timesunderlyingcostsfor customerswhosepricesare between50%andaround10%
below cost(that is, they would experiencebill increasedetween 10%and 100%)

x 1.1ltimesunderlyingcostsfor customersvhosepricesare lessthan around10%below cost
(that is, they would experiencebill impactsof lessthan 10%).

While Canegrowerdlisagreedwith the use of escalationfactors, on the basisthat they are
unrelatedto underlyingcostincreasesywe maintainthat they are necessanasthey are related
to the actualunderlyingcostreflectiveprice.

However,if the carbontax is repealed,underlyingcostincreaseswill be very low, between 1%
and 3%,asshownin Tablel3. Asaresult,applyingthe escalationfactorsoutlined abovewill do
verylittle to reducehow far customershills are below costin dollarterms. Weindicatedin the
2013-14Determinationthat these escalationfactors may needto be higherin yearsof lower
underlyingcostincreasesto prevent pricesfor transitionaland obsoletetariffs and pricesfor
costreflectivetariffs drifting further apartin dollarterms.

Ratherthan adjustingthe escalationfactors, we have decidedto usethe simplerapproachof
implementinga floor to priceincreaseof 10%. Specificallypricesfor transitionaland obsolete
tariffs will be escalatedoy whicheveris greater,10%or the pricesthat result from applyingthe
escalationfactorsindicatedabove. Onthis basis,we haveset 2014—15carbonexclusiveprices
for all transitionaland obsoletetariffs 10%higherthan they werein 2013-14.

While some submissionsdisagreedwith this proposal, we considerthat a floor to price
increasesof 10%strikesa reasonablebalancebetween protecting customersfrom evenlarger
price increasesand reducingthe subsidyto these customers(which we estimate was roughly
$110millionin 201243 and expectto be higherin 201344 asaresultof the Government'sL0%
capon priceincreases).

For example,if costreflective pricesincreaseby only 5% after 201445, it would take annual
increasef more than 20%in order to eliminatethe subsidyreceivedby the 11,000customers
whosepricesare lessthan half cost. Largerincreasesvould be neededif costreflective prices

9 QCAFinalDetermination:RegulatecRetailElectricityPrices20131.4, May 2013,pp 92 ©3.
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increaseby more than 5%. With increasesn transitional pricesof only 10%,these customers
would still face a significantprice increase(of almost 60%)when they shift to a costreflective
tariff at the end of the transition period.

Thereare more customers(around18,000)whosepricesare between 10%to 50%below cost.

For customersin the mid point of this group (i.e. whosepricesare arounda third below cost),

annualprice increasesof 10%would still leavetheir priceswell below costreflective pricesat

the end of the transition period, requiring a further price increaseof almost 20% (assuming
annualincreasesof 5%in costreflective prices)(seeFigurell). Again,largerincreasesvould

be neededif costreflective pricesincreaseby more than 5%ayear.

Thisfigure alsoclearlydemonstratesthat customersbenefit from the 10%cap placedon price
increasesin 201344 for the rest of the transition period. Had prices not been capped,
transitionalpriceswould havebeenonly 8%below costat the end of the transitionalperiod.

Figurell Hypotheticalexample,if the carbontaxisremoved,of the impactof a 10%floor on
transitional priceincreaseson the gapto costreflective prices
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$6,000 —
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Basedon transitionaltariffs alignedto costreflectivetariffs 20 and 22, whichincludeall irrigation and farming
tariffs. Basedon carbonexclusiveprice increasesor 201445 and assumedannual growth in costreflective
pricesof 5%thereafter.

Transitionperiod

In the 2013-14Determination,the QCAdecidedon a transition period of sevenyearsfor tariffs
20 (large),21, 22 (smalland large),62, 65 and 66. Thebasisof this decisionwasto allow time
for businesseso recoupsomeof the valueof investmentsmadeto suit the leveland structure
of chargesfor obsolete and transitional tariffs. The majority of submissionsthat raised
concernsabouttransitionaland obsoletetariffs were from irrigators. Asaresult,the suggestion
from Canegrowersthat the AustralianTaxOffice (ATO)efineddepreciabldife for anirrigation
pump as 12 years,wasusedasa starting point for settingthe transitionalperiod. Sometariffs
had been obsolete for a number of years,and most investmentsin this type of equipment
would havebeenpartly, if not fully, depreciated.Basedon thesefactors, alongwith the desire
to balancethe transitioningwith the costto taxpayersof continuingto subsidisethesetariffs,
we settled on the shorter period of sevenyearsasan appropriatetransition period.
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Tariffs41 (large)and 43 (large) were retained for a period of two years,on the basisthat a
significantnumberof customerswould be better off on an alternativecostreflectivetariff.

In the Draft Determinationwe proposedto retain the transitional periods establishedin the
2013-14Determination. Settingthese periodswasintendedto provide certaintyto businesses
sothat they could preparefor the new tariffs. Asa result, we do not think it is appropriateto
create uncertainty by potentially changingthe time period unlessan analysisof customer
impactsindicatesthat the tariff could be removedwithout significantcustomerdetriment.

Analysisfor 2014—-15doesnot supportthe removalof anytariffs in 2014—-15(seeAppendixD).
Specificallya largenumberof customerson tariffs with sevengeartransition periodswould still
experiencesignificantpriceimpactsif they movedto costreflectivetariffs immediately.

While we have endeavouredio provide stakeholderswith certainty in setting the transitional
arrangementsoutlined in this chapter,it shouldbe noted that other decisionsmay prevail. For
example,the QueenslandGovernmentrecently announcedthat it intendsto end retail price
regulationin south eastQueenslandn 1 July2015,subjectto certain conditionsbeingmet. It
isunclearwhetherthe Governmentintendsto continuetransitionalarrangementsor the 3,700
customerson transitional and obsolete tariffs in south east Queenslandshouldit decideto
deregulateretail pricingin 2015. If no customersin south east Queenslandhave accessto
regulatedtariffs, it is unlikelythat retailerswould continueto offer lossmakingpricesto those
customerson transitionalor obsoletetariffs.

Accesgo obsoletetariffs

The Delegationrequiresthe QCAto considerwhether customerson large businesscustomer
tariffs 44,45, 46, 47,48 shouldbe ableto accesghe transitionalarrangementdor transitional
largebusinescustomertariffs.

In the 2013-14Determination,we decidedthat all businesscustomersshould have accesso
transitional tariffs throughout the sevenyear transitional period, subject to individual tariff
terms and conditions. Thisappliedto tariffs 20 (large),21, 22 (smalland large),62, 65, and 66.
We madethis decisionto ensureequity for all businessesyut recognisedhat there couldbe an
adversempacton competitionif retailersendedup supplyingtoo manycustomersbelow cost.

The QueenslandGovernment’sdecisionto cap price increasesfor transitional tariffs at 10%
could potentially exacerbatethis issue. It is possiblethe price cappingmight incentivisemore
customersto access transitionaltariff than otherwisewould have. While this might applyto
only a smallnumber of customers,continuedcappingof pricesin future yearsmay expandthe
pool of customersaccessingubsidisegrices.

While some stakeholdersobjectedto the potential financialimpact on retailersthat is caused
by allowingall customersaccesgo transitionaland obsoletetariffs, none of them indicatedhow

significantthis impact was and whether it was getting worse as a result of the Government's
decisionto cap2013—-14priceincreasest 10%.

Asa result, we haveno new information to warrant changingour view that transitionaltariffs
shouldbe opento new customers.

In order to monitor the potential impacton competition, we have obtained from retailersthe
number of customersthey have on eachof the transitionaland obsoletetariffs and their load.
Thisprovidesa basisfor assessingvhether the number of customersmovingto transitional
tariffs is causingmaterialdetriment to retailersovertime. If there isasignificantincreasen the
number of customersusing transitional tariffs, and thereby increasingthe subsidypaid by
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taxpayers,we will considerclosingthe tariffs to new customers. Overthe first six months of
2013-14there had not beena materialincreasen the numberof customerson thesetariffs.

Conclusioron transitionalarrangements

A summaryof the transitional arrangementswe proposefor 2014-15is providedin Table14.
Tariffsavailableto new customersare referredto astransitionalandtariffs not availableto new
customersarereferredto asobsolete.

Tablel4 Transitionalarrangementsfor 2014-15

Obsolete/transitionaltariff Periodto beretained Carboninclusiveprice Carbonexclusive
increase priceincrease

Tariff21—transitional 6 years 18.0% 10.0%
Tariff 37— obsolete 6 years 15.0% 10.0%
Tariff62—transitional 6 years 15.0% 10.0%
Tariff65—transitional 6 years 15.0% 10.0%
Tariff 66 —transitional 6 years 15.0% 10.0%
Tariff20 (large)—transitional 6 years 17.5% 10.0%
Tariff22 (smallandlarge)— 6 years 17.5% 10.0%
transitional

Tariff41 (large)—obsolete lyear 15.4% 10.0%
Tariff43 (large)—obsolete lyear 15.4% 10.0%
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7 FINALDETERMINATION

Thischaptersetsout the QCA'sinalDeterminationof regulatedretail electricity prices(notified
prices)to applyfrom 1 July2014to 30 June2015,aswell asexpectedcustomerimpacts.

Under the network plus retail (N+R)approach,retail tariffs are aligned with network tariffs
approvedby the AER. Forthe purposesof this FinalDetermination,Energexand ErgonEnergy
haveprovidedthe 2014-15network tariffs they intend to chargeretailersduring201445. The
network tariffs usedto developnotified pricesfor 2014—15are discussedn Chapter2.

Chapters3 and 4 set out the QCA'sdecisionson energyand retail costswhich comprisethe R
componentof the tariff calculation. A headroomallowance,discussedn Chapter5, is applied
to the total N+Rcostbuild up to arriveat the final retail tariffs.

The Final Determination also includes notified prices for nine retail tariffs that have been
declared obsolete. Transitionalarrangementsfor accessto these tariffs are discussedin
Chapters.

Dueto uncertaintysurroundingthe future of the CommonwealthGovernment'scarbonpricing
mechanism,the QCAhas calculatedtwo sets of notified prices which reflect the underlying
energypurchasecostswith, and without, carbon pricing. Asdiscussedn Chapter3, the QCA
will setnotified pricesto applyfrom 1 July2014that includethe full impactof the carbontax. If

and when the carbonprice legislationis repealed,the carbonexclusivenotified priceswill be

availableto be applied. To implement these carbonexclusiveprices after the carbontax is

repealed,the Minister will needto makea new price determination,or directthe QCAto do so.

Carbonexclusivenotified pricesare setout in AppendixG.

Theregulatedretail tariffs and notified pricesare publishedin a tariff schedulewhichincludes
other information, includingthe eligibility criteria and terms and conditionsfor eachregulated
retail tariff. Thetariff schedulefor 2014-15is providedin AppendixH.

Thefollowing tablesset out the QCA'sFinalDeterminationof regulatedretail tariffs for 2014—
15, inclusiveof the impactof the carbonpricingmechanism. All tariffs are presentedexclusive
of GST.
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Tablel5 2014-15Regulatedretail tariffs and pricesfor residential customers(GSTexclusive)

Retailtariff Fixed Variable Variable Variable Variable
Energex| charge® rate (flat
netwgrk g (flat rate 1 (off r rate 2 rate 3 (peak)
tariff peak) (shoulder)
c/day c/kwWh c/kWh c/kwWh c/kWh
Tariff11 Residential 8400 83.414 28.015
(flat rate)
Tariff12 Residential 8900 116.609 20.094 23.590 33.583
(time of use)
Tariff 13 Residential 7600 116.609 17.898 23.294 33.046
(PeakSmart)
Tariff31 Nightrate 9000 14.375
(supereconomy)
Tariff33 Controlled 9100 20.997
supply(economy)

a. Chargedber meteringpoint.

Tablel6 2014-15Regulatedretail tariffs and pricesfor other smallcustomersand unmetered supplies
other than street lighting (GSTexclusive)

Retailtariff Energex | Fixed Demand Variable Variable Variable
network | charge® rate rate rate
tariff
Charge (flat) (off peak) (peak)
c/day | $/kW/month c/kWh c/kWh c/kWh
Tariff20 Businesgflat rate) 8500 140.437 26.222
Tariff22 Businesgtime of use) | 8800 140.437 21.555 28.236
Tariff41 towvoltage(demand) | 8300 804.843 26.878 12.933
Tariff91 WUnmetered 9600 22.469

a. Chargedper meteringpoint.
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Tablel7 2014-15Regulatedretail tariffs and pricesfor large customersand street lighting (GST

exclusive)
Retailtariff ErgonEnergy Fixedcharge®* | Demandcharge | Variablerate
network tariff
(flat)
c/day $/kW/month c/kWh
Tariff44 Overl00MWh small(demand) | EDST1 5,165.356 38.514 13.244
Tariff45 ©Over100MWh medium EDMT1 16,807.334 34.556 13.244
(demand)
Tariff46 Overl00MWh large(demand) | EDLT1 48,836.212 33.113 13.244
Tariff47 Highvoltage(demand) EDHT1 40,212.244 24.412 12.552
Tariff48— Over4 GWhHighvoltage EDHT1 40,629.628 24.412 12.552
(demand)
Tariff71 Btreetlighting b EVUT1 0.668 34.390

a. Chargedper meteringpoint. b. Thefixedchargefor streetlighting appliedto eachlamp.

Tablel8 2014-15Transitionaland obsoleteregulatedretail tariffs and prices(GSTexclusive)

Retailtariff Fixed Min Variable | Variable | Variable | Variable | Demand | Capacity | Capacity
chargd | Charge | rate1® | rate2® | rate3° rate flat (Upto (Over
(flat) 7.5kw) 7.5kw)
c/day c/day c/kWh c/kWh | c/kWh c/kWh | $/kw/ $IkWIyr $IKW/yr
mth
Obsoletetariffs for smallcustomersand ErgonEnergylargecustomers
Tariff37° ‘ ‘ 26.283 ‘ 18.717 ‘ ‘ 46.815 ‘ ‘ ‘ ‘
Transitionatariffs for smallcustomersand ErgonEnergylargecustomers
Tariff21 66.014 | 44.859| 42.148| 32.087
Tariff22 161.991 43.691 15.385
Tariff62 69.489 41.202| 34.843| 14.569
Tariff65 69.489 32.867 18.103
Tariff66 153.151 17.227 33.410| 100.453
ObsoleteTariffsfor largecustomersin ErgonEnergy’shetwork area
Tariff 243.474 10.938| 52.020
41(largef
Tariff 243.474 22.255 8.896 22.530
43(large}
TransitionalTariffsfor largecustomersin ErgonEnergy’sxetwork area
Tariff 67.403 32.971
20(large)

a. Newcustomersare not eligiblefor theseretail tariffs.

b. Chargedbermeteringpoint.

c. Tariff 21— first 100kWh tariff 22— 7am®pm M F, tariff 37 — 10:30pm#:30pm,tariff 43 (large)— 7amdlpmM F,tariff
62—7amB®BpmM Ffirst 10,000kWhtariff 65— 12hrpeak.

d. Tariff21—10140,000kWhtariff 62—7am®pmM Fover10,000kWh.

e. Tariff 21— over10,000kWh,tariff 22— all othertimes, tariff 37— 4:30pmd.0:30pm tariffs 43 (large),62, & 65— all other
times.
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7.1

7.2

Underlyingcostdrivers

Costreflective notified priceswill rise in 2014—15due to increasesn the underlyingcosts of
supply. Most notably, the wholesalecostof energy,whichreflectsthe price of electricityin the
national generationmarket, is expectedto increaseby 21.5%comparedto 2013-14 basedon
carboninclusiveestimates. Thisincreaseis expectedto be driven by rising industrial demand
associatedwith rapid development of the liquefied natural gas (LNG)export industry in
Queenslanandhigherfuel prices(mainlygas).

The surge in wholesale energy costs is expectedto be offset to some degree by modest
decreasesin other energyrelated costs. Theseinclude the renewable energy target (RET)
schemecostsand the costsof complyingwith the QueenslandGasSchemewhich was closed
on 31 December2013.

The second major cost driver is the QueenslandGovernment’sSolar Bonus Scheme. The
scheme'scostshavealmostdoubledsince20134.4 and will continueto pushup pricesin future
years as distributors recoup costsincurred in payingfeedin tariffs to solar customers. The
impact of the SolarBonusSchemeon network tariffs is expectedto peakin 2015-16,at which
time about 34%of Energex :ietwork priceswill be dueto the SolarBonusScheme.

Increasesn network costs(excludingcostsrelated to the SolarBonusScheme)are the third
major costdriver. Network revenueallowancesare approvedby the AER. Network pricesare
alsoincreasingbecauseof lower than forecastconsumptionwhich meansthat network charges
mustincreaseto recoverthe allowedrevenue.

Retailoperatingcostshavealsoincreasedmarginallyfrom 2013—-14n line with inflation.

Theimpactof priceincrease®on individualcustomerswill vary dependingon their retail tariff(s)
andtheir consumption.

Customernmpacts

Figuresl2 and 13 showthe percentagechangethat typical residentialand businesscustomers
canexpectin their annualelectricity bills movingfrom 2013-14to 2014-15. Theestimatedbill
impactsare presentedwith andwithout the impactof the carbontax.

It is important to note that the changesshown in the figures are for levelsand patterns of
consumptionthat are typical of customerson regulated tariffs. Somecustomersmay have
consumptionor householdprofiles that differ significantlyfrom the levels assumedin this
analysisandtherefore mayexperiencequite differentimpacts.

The potential repeal of the carbontax could see 2014—15annual bills decreasefor a small
number of customerscomparedto 2013-14. However,this would not be the casefor most
customers. Forexample,evenwithout the carbontax, typical customerson tariff 11 would still
seean increasefrom 2013-14 albeit a smallerincreasethan would have occurred. Basedon
carboninclusiveprices,a typicaltariff 11 bill would increaseby 13.6% ,while in the absenceof
the carbontax atypicaltariff 11 bill would increaseby 5.1%. Thisis dueto the impactof higher
network costsand the rebalancingof the fixed and variable retail tariff components,which
would morethan offsetthe decreasadn tariffs due to removalof the carbontax.

Residentiatustomers

Figure12 showsthe percentagechangeshat typical residentialcustomerscan expectin their
annualelectricity bills from 2013-14to 2014—15for eachof the residentialtariffs. Fortariff 11,
bill impactswill vary dependingon eachindividual customer’slevel of consumption,but will
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generallybe higher (in percentageterms)for those consumingessthan the average. Fortariff
12, bill impactswill vary dependingon both the level of eachindividualcustomer’sconsumption
andthe time of daythey consume.

Figure12 Changesn electricity bills in 2014—15for residentialcustomers’

20%

Carboninclusive
Carbonexclusive

15%

10%

5% -

0% -

%Increasen annualbill
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a. Billimpactsare basedon assumedannualconsumptiorlevelsassetout in Appendix.

Analysisof the transitional arrangementsfor customerson residentialtariff 11 is providedin
Chapter6. Table19 providesfurther scenariosto give a wider illustration of the impactsfor
different typesof customers.

This table shows that the lower the customer's consumption, the higher the percentage
increasein the customer'shill will be. Thisis dueto the impactof the risingfixed chargewhich

hasincreasedby more than the variable chargedue to the rebalancingof fixed and variable
componentstowardsa more costreflective pricingstructure. Theimpactsfor different typesof

customersexcludinga priceon carbon,are shownin Table20.
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Table19 Changan electricity bills in 2014—15for tariff 11 customers(includingcarbon)

CustomefTypé Annual 2013-14 | 2014-15 | Typical Typical
consumption Annual Annual increase | increase

(KWhy’ Bill Bill (%) (%)

Mostly vacantholidayhome 1,000 $495.79 | $643.30 | $147.51 | 29.8%

Frugalsingleperson 2,200 $848.62 | $1,013.10 | $164.48 | 19.4%

Frugalcouple;high earnersingle 3,070 $1,104.31 | $1,281.08 | $176.77 | 16.0%

person

Singleparentone child; coupleno 4,091 $1,404.69 | $1,595.90 | $191.22 | 13.6%

children

Couplewith one child;singleparent 5,112 $1,704.83 | $1,910.48 | $205.65 | 12.1%

two children;

Twoparent,two childfamily 6,133 $2,004.97 | $2,225.05 | $220.08 | 11.0%

Twoparents,two children,pool; two 8,490 $2,697.93 | $2,951.33 | $253.40 | 9.4%

parentsfour children

Twoparents,four children,pool; two 10,572 $3,310.21 | $3,593.06 | $282.85 | 8.5%

parentssixchildren

a. Tariff 11 customerswill typicallyalsohaveconsumptioron one of the off peaktariffs (tariff 31 or 33)
b. Annual consumptionthresholdswere basedon ACILTasman's'Electricity Bill Benchmarksfor Residential

Customers'DecembeR011;andthe AustralianEnergyRegulator'sEnergyMade Easycomparator,availableat:
http://www.energymadeeasy.gov.au/bibenchmark

Table20 Changdn electricity bills in 2014—15for tariff 11 customers(excludingcarbon)

CustomerTypé Annual 2013-14 | 2014-15 | Typical Typical
consumption Annual Annual increase | increase

(kWhy Bill Bill (%) (%)

Mostly vacantholidayhome 1,000 $495.79 | $614.29 | $118.50 | 23.9%

Frugalsingleperson 2,200 $848.62 | $949.28 | $100.66 | 11.9%

Frugalcouple;high earnersingle 3,070 $1,104.31 | $1,192.04 | $87.73 7.9%

person

Singleparentone child; coupleno 4,091 $1,404.69 | $1,477.23 | $72.54 5.2%

children

Couplewith one child; singleparent 5112 $1,704.83 | $1,762.19 | $57.36 3.4%

two children;

Twoparent,two child family 6,133 $2,004.97 | $2,047.16 | $42.19 2.1%

Twoparents,two children,pool; two 8,490 $2,697.93 | $2,705.08 | $7.15 0.3%

parentsfour children

Twoparents,four children,pool; two 10,572 $3,310.21 | $3,286.39 | $23.82 07% r

parentssixchildren

a. Tariff 11 customerswill typicallyalsohaveconsumptioron one of the off peaktariffs (tariff 31 or 33)

b. Annual consumptionthresholdswere basedon ACILTasman's'Electricity Bill Benchmarksfor Residential
Customers'Pecembe2011and the AustralianEnergyRegulator'sEnergyMade Easycomparator,availableat:
http://www.energymadeeasy.gov.au/bibenchmark
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Nonresidentialandbusinessustomers

Figure13 presentsthe expectedincreasesin annualbills for typical businesscustomersfrom
2013-14to 2014-15. Billimpactswill vary dependingon eachindividualcustomer’slevel and
pattern of consumption.

Figure13 Changen electricity bills in 2014—15for businesscustomers®

16.0%

Small customers ErgonEnergylargecustomers
A \

14.0%

12.0%

Carboninclusive

10.0%

Carbonexclusive

%lncreasein annualbill

Tariff 20 Tariff22 Tariff44 Tariff45 Tariff46

a. Billimpactsare basedon assumedannualconsumptiorlevelsassetout in Appendix.

Transitionalarrangementdor customerson obsoletetariffs

In 2013-14,the QCAestablishedtransitional arrangementsfor customerson most of the
existingobsoletetariffs as many customerswould have faced significantprice impactsif they
were immediatelymovedto a costreflectivetariff.

The QCAhas maintained these transitional arrangementsfor 2014-15. Basedon carbonr
inclusiveprices,the bill increasedor thesetariffs are between 15%and 18%. Theseincreases
are basedon the increasein the underlyingcost of the costreflective tariff customerswill

eventually move to, plus a further increaseto ensure that the gap, in percentageterms,

betweenthe obsoleteand costreflectivetariff doesnot grow.

If carbonexclusivepricesare used,the percentageincreasesn 2014—15would be small,which
would do very little to reduce how far customers’bills are below cost in dollar terms. To
prevent this, the QCAhas set a floor to price increasesof 10%. Thisis consistentwith our
statement in the 2013-14Determinationthat in future yearswe may increasetransitional
tariffs by more than the underlyingcostdriversif the costdriversin that yearwere low.

New customerswill be allowed to accessthe retained obsolete tariffs (to be referred to as
transitional tariffs), exceptfor tariff 37, which hasbeen obsoletefor a number of years,and
tariffs 41 (large)and 43 (large),which will be removedat the end of 2014—15. New customers
accessinghe retained transitional tariffs will be subjectto the same transitional period as
existing customers. This will ensure that new and existing non residential customersare
treated equitably in the transition to costreflectivity. Figure14 summarisegshe QCA’sFinal
Determinationon transitionalarrangementgor obsoletetariffs.
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Figurel4 Changen electricity bills in 2014—15for customerson transitional tariffs
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GLOSSARY

|

ACIL ACILAllen

AEMC AustralianEnergyMarket Commission
AEMO AustralianEnergyMarket Operator
AER AustralianEnergyRegulator

AFMA AustralianFinanciaMarketsAssociation
ASMC AustralianSugamMilling Council

ATO AustralianTaxationOffice

BRCI Benchmarketail costindex

|

CARC Customeracquisitionandretention costs
CER CleanEnergyRegulator

CPI Consumepriceindex

CSO Communityserviceobligation

|

EBITDA Earningsdefore interest, tax, depreciationand amortisation
EECL ErgonEnergyCorporationLimited

EEQ ErgonEnergyQueensland

ElectricityAct ElectricityAct1994

ElectricityRegulation ElectricityRegulatior2006

ERA EconomidRegulatiorAuthority

ESAA EnergySupplyAssociatiorof Australia

ESCOSA EssentiabervicesCommissiorof SouthAustralia

|

Frontier FrontierEconomics

|

GWh Gigawatthour

ICRC IndependentCompetitionand RegulatoryCommission
IDC InterdepartmentalCommitteeon ElectricitySectorReform
IPART IndependentPricingand RegulatoryTribunal

|

kWh Kilowatthour
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|

LRMC Longrun marginalcost

|

Minister Minister for Energyand Water Supply

MWh Megawatthour

|

N Networkcost

NEM NationalElectricityMarket
NER NationalElectricityRules
NSLP Netsystemload profile
NSW New SouthWales

OTTER Officeof the TasmaniarEconomidRegulator

PVWater PioneerValleyWater

QCA QueenslandCompetitionAuthority
QCOSss QueenslandCouncilof SocialService
QDO QueenslandairyfarmersOrganisation
QFF Queensland-armersFederation

R Energyandretail cost

RET Renewablesnergytarget
ROC Retailoperatingcost

RPP RenewabléPowerPercentage

|

SBS SolarBonusScheme

SRES Smallscalerenewableenergyscheme
STC Smallscaletechnologycertificate
STP Smallscaletechnologypercentage

|

TFS TraditionFinanciaServices

TUOS Transmissiomseof system

|

UTP Uniformtariff policy
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APPENDIR: SUBMISSIONS

Submission$o the Interim ConsultationPaper

Organisation/individual

1. AGL

2. AGLsupplementarysubmission

3. AlintaEnergy

4, Canegrowers

5. Canegrowerssis

6. CleanEnergyCouncil

7. CottonAustralia

8. Energex.td

9. EnergyAustralia

10. EnergySupplyAssociatiorof Australia
11. EnergyRetailersAssociatiorof Australia
12. ErgonEnergyCorporationLtd

13. ErgonEnergyQueenslandPtyLtd

14. ErgonEnergyQueenslandPty Ltd supplementarysubmission
15. ERMPowerLtd

16. LumoEnergy

17. OriginEnergy

18. OriginEnergysupplementarysubmission
19. PioneerValleyWater Copperativeltd
20. QEnergy

21. QueenslandConsumersAssociation
22. QueenslandCouncilof SocialServices
23. Queensland-armersFederation

24. Queenslandsovernment

25. ToowoombaRegionalCouncil

Submission$o the Draft Determination

Organisation/individual
1. AGL
2. AlintaEnergy
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Allan,C.& S.

Australiandn Retirement,Cairnsand DistrictBranch
AustralianSugamilling Council

Burnett,R.

Canegrowers

Canegrowerssis

© © N o g > W

COTAAustralia

10. CottonAustralia

11. Energextd

12. EnergyAustralia

13. EnergyRetailersAssociatiorof Australia
14. EnergyRetailersAssociatiorof Australiasupplementarysubmission
15. EnergySupplyAssociatiorof Australia
16. ErgonEnergyCorporationLtd

17. ErgonEnergyQueenslandPty Ltd

18. Jessop,.

19. LaurieK.

20. LocalGovernmentAssociatiorof Australia
21. LumoEnergy

22. Miller, R.

23.  Miller, W.

24. Namewithheld

25. OriginEnergy

26. PioneerValleyWater Cooperativeltd
27. QueenslandConsumersAssociation
28. QueenslandCouncilof SocialServices
29. QueenslandairyfarmersOrganisation
30. Queensland-armersFederation

31. TheSolarGuys

32.  Tonkin,C.

33. Confidentialsubmission
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APPENDIZ:SUMMARYFCONCESSIONARRANGEMENFOR
ENERGN QUEENSLAND

ConcessiolName

Eligibility Criteria

Annual Amount*

ElectricityRebate Customerswith a PensionelConcessioCardissuedby either $282.54
Centrelinkor Departmentof Veterans'Affairs,a Departmentof
Veterans'AffairsGoldCard(andrecipientof the WarWidow
Pensioror specialrate TPIPension)pr a Queensland
GovernmentSeniorsCard.

ReticulatedNaturalGas Asfor ElectricityRebate. $65.58

Rebate

MedicalCoolingand Queenslandesidentswith a qualifyingmedicalcondition $282.54

HeatingElectricity requiringcoolingor heatingto preventthe declineof

Concessioscheme symptomswho resideat their principalplaceof residence
whichhasan air conditioningunit.

HomeEnergyEmergency Customersnusteither hold a current, eligibleconcessiortard, | Upto $720per

Assistancé&cheme

or haveabaseincomeof no more than the Commonwealth
Government'snaximumincomerate for part agepensioners,

householdper yearfor
amaximumof two

or be on their retailer'shardshipprogramor paymentplan. consecutiveyears.
ElectricityLife Support Customersnustbe medicallyassesseth accordancewith the Upto $575.44peryear
Concessiotscheme eligibility criteriadeterminedby Queenslandealth. In for eachoxygen
addition, oxygenconcentratorsmustbe providedrent free by concentrator;
Queenslandealthto personswho hold an eligibleconcession Upto $385.36for each
cardandmeetthe eligibility criteria of the MedicalAidsSubsidy kidneydialysis
Scheme Kidneydialysismachinesmustbe providedrent free machine.
by QueenslandHealthto personshasedon clinicalneedsand
suppliedthrough Queenslandospitals.
Droughtrelief Certainfarmerswho useelectricityfor irrigation pumping. Thefixed electricity
chargeis waivedfor
ErgonEnergy

customersandis
reimbursedfor

non marketcustomers
of other retail entities.

1 GSTinclusive.

2 Information provided is a guide only. Full details are available from: http://www.dews.qgld.gov.au/energyvater r
home/electricity/rebatesand https://www.ergon.com.au/youthome/electricityprices/droughtrelief
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APPENDIR: ERGONNERGEUSTOMERIPACTS

This appendix containsthe analysisof bill impacts for customerson transitional and obsolete tariffs
discussedn section6.4.

Information provided by ErgonEnergyis basedon customersmovingfrom their obsoleteor transitional
2013-14tariffs to costreflective 2014—15tariffs. Theimpactswill therefore be largerthan indicatedin
the Draft Determinationwhich, due to time constraints,only showedprice impactsof movingto 201344
costreflectiveprices. ErgonEnergyindicatedthat somecustomersare suppliedunder multiple tariffs and
that the impactsof price changesn thesetariffs are aggregatedor eachcustomer. Wherecustomersare
on multiple tariffs, they havebeengroupedaccordingto the tariff on which they consumemost of their
electricity.

Tariffs21,37 and 66

Tariffs21, 37 and 66 alignwith the costreflectivetariff 20 for smallcustomers,and large businesdariffs
44 to 48 (dependingon the customer'sdemandand voltagerequirements)for large customers. Figures
15to 19 showthe impactsof customersmovingto thesecostreflectivetariffs.

Figurel5 Changen electricity bills for smallcustomerson tariff 21 movingto tariff 20
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Costimpact (%)

X Tariff21isatransitionaltariff for generalbusinessupplyandis usedby manythousandsof
customers.

x Useof tariff 21is characterisedy verylow levelsof consumption.

x Themajority of customerswould experiencea bill impactof over 100% althoughdollarimpactsare
relativelylow.
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x Dueto the highnumberof customersandsignificantpercentagempacts,tariff 21 will be retainedfor
anothersixyearsandthe chargeswill be 18%higherthanin 201344 if the carbontax remains(1.5
timesthe underlyingcostincreaseland 10%higherthanin 2013-14if the carbontaxis repealed
(beingthe greaterof a 10%increaseor 1.5timesthe underlyingcostincrease).

Figure16 Changen electricity bills for smallcustomerson tariff 37 movingto tariff 20
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Figurel7 Changen electricity bills for large customerson tariff 37 movingto a large businesgariff
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An assumeddemandprofile hasbeenusedwhere demanddata is unavailable. Asa result, costimpactsmay be overror
understated.

X Tariff37isfor non domesticheatingloadsand hasbeenobsoletesince2007 08.
X Thereareafew hundredcustomerson this tariff.

x ErgonEnergyindicatedthat the meteringrequiredto measuredemandfor largecustomersvho would
moveto demandbasedchargeson tariffs 44 48 would not be in placefor 2014-15.

X Themajority of customerswould experiencea bill increaseof 10%100% mainlybecausehese
customersenjoylow off peakchargedor almostall of the standard8amto 5pmworkday,whereas
thesehoursare chargedat a higherrate undertariff 20.

x Dueto priceimpactsand meteringconstraints tariff 37 will be retainedfor anothersixyearsandthe
chargeswill be 15%higherthanin 2013-14if the carbontax remains(1.25timesthe underlyingcost
increaseand 10%higherthanin 2013-14if the carbontax is repealed(beingthe greaterof a 10%
increaseor 1.25timesthe underlyingcostincrease).
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Figure1l8 Changen electricity bills for smallcustomerson tariff 66 movingto tariff 20
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Figure19 Changen electricity bills for large customerson tariff 66 movingto a large businesariff
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An assumeddemandprofile hasbeenusedwhere demanddata is unavailable. Asa result, costimpactsmay be overror
understated.
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x Tariff66isaflat irrigation tariff usedby a few thousandcustomers.

x Ofthe smallcustomers24%would be better off on tariff 20 dueto alower dailychargeandthe
absenceof a capacitychargefor tariff 20, howeversomecustomerswould experiencdargebill
increasesgdueto the highervariablecharge.

x Billimpactsare generallyhigherfor largecustomersbecausdariff 66 doesnot includedemand
chargeswhichareincludedin the costreflectivelargebusinesgariffs.

x ErgonEnergyindicatedthat the meteringrequiredto measuredemandfor largecustomersvho would
moveto demandbasedchargeson tariffs 44 to 48 would not be in placefor 2014-15

X Themajority of customerswould experienceincreasedetween 10%01.00%.

X Dueto priceimpactsand meteringconstraints tariff 66 will be retainedfor anothersixyearsandthe
chargeswill be 15%higherthanin 2013-14if the carbontax remains(1.25timesthe underlyingcost
increaseand 10%higherthanin 2013-14if the carbontax is repealed(beingthe greaterof a 10%
increaseor 1.25timesthe underlyingcostincrease).

Tariffs62 and 65

Themajority of smallcustomerson tariffs 62 and 65 will move to the costreflective tariff 22, and large
customerswill move to large businesdariffs 44 A8 (dependingon demandand voltage requirements).
Figure20to 23 showthe impactsof customeramovingto thesecostreflectivetariffs.

Figure20 Changen electricity bills for small customerson tariff 62 movingto tariff 22
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Figure21 Changen electricity bills for large customerson tariff 62 movingto a large businesgariff

30%

25%

N
o
X

10%

Proportion of Customers
[
(6)]
X

5%

0%

Jeo

o s° S S S se S & $ $
& o\o\'o e\e\'o ,@N \.0\' \.0’» \o'\/ xolb \,Ob‘ 0(7 o/\ 0’\0 "\9
B SRS LR I LS L P S
& N N S 0 S ) <5 5
Costlmpact (%)

An assumeddemandprofile hasbeenusedwhere demanddata is unavailable. Asa result, costimpactsmay be overror
understated.

X Tariff62isatime of usefarmingtariff usedby manythousandsof customers.

X Thereare awide rangeof impacts,mostlyincreaseslueto a higheroff peakrate on costreflective
tariff 22 (for smallcustomersland movingto a demandbasedtariff (for largecustomers).

X Themajority of increasesare between 10%8.00%.

x Dueto the highnumberof customersandsignificantpercentagampacts tariff 62 will be retainedfor
anothersixyearsandthe chargeswill be 15%higherthanin 2013-14if the carbontax remains(1.25
timesthe underlyingcostincrease)and 10%higherthan in 2013-14if the carbontaxisrepealed
(beingthe greaterof a 10%increaseor 1.25timesthe underlyingcostincrease).
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Figure22 Changen electricity bills for smallcustomerson tariff 65 movingto tariff 22
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Figure23 Changen electricity bills for large customerson tariff 65 movingto a large businesariff
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An assumeddemandprofile hasbeenusedwhere demanddata is unavailable. Asa result, costimpactsmay be overror
understated.
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x Tariff65isatime of useirrigationtariff usedby manythousandsof customers.

x Thereare awide rangeof impacts,mostlyincreasesdueto a higheroff peakrate on costreflective
tariff 22 for smallcustomersanddemandbasedchargesn tariffs for largecustomers.

x Themajority of increasesre between10%0.00%.

x Dueto the highnumberof customersandsignificantpercentageampacts,tariff 65will be retainedfor
anothersixyearsandthe chargeswill be 15%higherthan in 2013-14if the carbontax remains(1.25
timesthe underlyingcostincreaseland 10%higherthanin 2013-14if the carbontaxis repealed
(beingthe greaterof a 10%increaseor 1.25timesthe underlyingcostincrease).

Largecustomertariffs

Transitionallarge tariffs 20, 22, 41 and 43 alignwith costreflective tariffs 44 to 48, which are basedon
ErgonEnergynetwork tariffs. Figures24to 27 showthe likely impactsfor customersmovingfrom these
transitionalor obsoletetariffs to the mostappropriateof thesecostreflectivetariffs. In mostcasesErgon
Energyused an assumeddemandprofile, as actual data was not available. Thiscould lead to overror
under estimationof bill impacts,dueto the sensitivityof billsto changesn maximumdemand.

Figure24 Changen electricity bills for customerson tariff 20 (large)movingto alarge businesdariff
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Figure25 Changen electricity bills for customerson tariff 22 (large)movingto alarge businesdariff
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An assumeddemandprofile hasbeenusedwhere demanddata is unavailable. Asa result, costimpactsmay be overror
understated.

X Tariffs20and22 arefor largebusinessustomers.In 2013-14 tariff 22 wasmadeavailableto small
customersalthoughthe bulk of customerson transitionaltariff 22 arelarge.

x Afew thousandcustomersare usingthesetariffs.

X Themajority of customerson tariffs 20 and 22 would experienceémpactsof between10%and 100%,
mainlydueto higherfixed chargesand demandbasedchargeson the costreflectivetariffs 44 A8.

x ErgonEnergyindicatedthat the meteringrequiredto measuredemandfor largecustomerswho would
moveto demandbasedchargeson tariffs 44 A8 would not be in placefor 2014-15.

X Basedon the numberof customersthe level of impactsand meteringconstraints tariffs 20 (large)
and 22 (smallandlarge)will be retainedfor anothersixyearsand chargeswill be 17.5%higherthanin
2013-14(1.25timesthe underlyingincrease).If the carbontaxis repealed,pricesfor both will be 10%
higherthanin 2013-14(beingthe greaterof a 10%increaseandtheir respectiveunderlyingcost
increases).
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Figure26 Changen electricity bills for customerson tariff 41 (large)movingto alarge businesdariff
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An assumeddemandprofile hasbeenusedwhere demanddata is unavailable. Asa result, costimpactsmay be overror
understated.

x Tariff4lisalargebusiness|ow woltagegeneralsupplydemandtariff usedby afew hundred
customers.

X Themajority of customerswould experiencemoderateimpactsof up to 20%becausecustomersare
alreadyfacinga higherdemandchargeon tariff 41, whichin manycaseoffsetsthe lower variable
charge.

x Tariff41 (large)will be retainedfor 2014—15only, andthe chargeswill be 15.4%higherthanin
201344 if the carbontax remains(1.1timesthe underlyingcostincrease)and 10%higherthanin
2013-14if the carbontaxis repealed(beingthe greaterof a 10%increaseor 1.1timesthe underlying
costincrease).Whilethe majority of increasedalling between10%and 100%would indicateusinga
multiple of 1.25,we haveapplieda multiple of 1.1asmostincreasesare closeto 10%. Thisis
consistentwith the approachundertakenin the 2013—14Determination.
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