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The Queensland Competition Authority (QCA) has made a final determination of regulated retail electricity
prices (notified prices) to apply in regional Queensland from 1 July 2016 to 30 June 2017. In genegdl, notifi
prices are paid by customers who have not entered into a negotiated or market contract with their retailer.
Notified prices are available to residential, small business and large business customers in regional
Queensland. As retail electricity priciessouth east Queensland will be deregulated from 1 July 2016,
notified prices will not be available to customers in this region.

We began our review in November 2015 under a delegation from the Minister for Energy and Water Supply.
We appreciate the vahble contribution that stakeholders have made to our review, especially those who
attended workshops and made submissions. While we have not necessarily referred to all arguments or
submissions in this determination, we have carefully considered thedgsiged in each submission.

Ourapproach to setting notified prices for 20457 is largely consistent with previous years. In accordance
with the Queensland Government's Uniform Tariff Policy (UTP), we have continued to base notified prices
for residental and small business customers on the costs of supplying electricity in south east Queensland.
We have also continued to base notified prices for large business customers on the lowest cost of supply in
regional Queensland.

We have also undertaken a ddtd review of retail costs (which include the costs of customer
administration, call centres, billing and IT systems, and a retail margin) so that our estimates of these costs
are based on the latest information, including observations from competititasl relectricity markets in
Australia.

Our final determination is based on the most-tgqpdate information available at the time of publication.

As with previous determinations, we have received updated information on the estimated costs of supply
since he publication of the draft determination and have revised our estimates accordingly. In particular,
Energex and Ergon Distribution have provided updated network charges, antiadQitovided revised
energy cost estimates. Consequenthgstnotified prices have increased between our draft determination
and final determination.For example, the notified prices for tariff 11 and tariff 20 have both increased
between the draft determination and the final determinatiomhe higher tariff 11 notified pricgompared

to the draft determination) is due primarily to higher network and energy costs, while the higher tariff 20
notified price is due primarily to higher retail, energy and network costs

Impacts on residential customérs

The main retail tariff fore@sidential customers is tariff 11. Many customers on tariff 11 are also on one of
the 'off-peak’ or ‘controlled load' tariffs (tariffs 31 and 33) for uses such as water heating and pool pumps.

In 201&17, the annual bill for a typical customer on tadiff will increase by 2.8 per cent from $1,457 to
$1,498. For a typical customer on a combination of tariffs 11 and 31 or tariffs 11 and 33, the increases will
be slightly higher (4.8 per cent and 3.1 per cent respectively). However, the impact on iadivisiomers

will vary depending on their consumption. Annual bills for tariff 11 customers with lower consumption than
the typical customer will either decrease or increase by less than 2.8 per cent. Alnwstird of

1 The bill impacts presented ar@bed m typical levels of consumptionThe typical customer dataas
supplied by Ergon Retail and represents the median customer for all customers on the stateGeiff.
Appendix H for further informatiorPlease note that the annual bill amounts in Figliteave been rounded
to the closest dollar
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customers on tariff 11 will facewer annual bills in 2027 compared to 201&16. Annual bills for tariff
11 customers with higher consumption than the typical customer will increase by more than 2.8 per cent.

The increase in typical tariff 11 customer bills is primarily due to highergy costs. Our consultaitCIL.

advised that the rise in energy costs is driven largely by increasing demand from liquefied natural gas plants,
and higher Renewable Energy Target costs. Some of the impact of higher energy costs has been offset by
a decrease in network costs. For lower consumption customers, the outcome of the review of retail costs
has also helped to offset the impacts of higher energy costs as it has reduced the level of fixed retail costs.

Figurel Annual hlls for typical residential customers (GST inclusive)
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Tablel Tariff 11 charges (GST exclusive)

201516 Final 201617 Final Change (%)
Determination Determination
Fixed charge (cents/day) 106.728 89.572 -16.1%
Variable chargécents/kWh) 22.238 24.610 10.7%

Impacts on small business custonters

In 201617, typical customers on the main small business tariff (tariff 20) will face an increase b$236

11.2 per cent in their annual bill. Typical small business customers aedéisenal timeof-use tariff (tariff

22A) will face an increase of $660 or 15.8 per cent. These increases have been driven primarily by higher
energy costs and retail costs. Bill impacts will vary depending on each individual customer's level and
pattern of consumption.

2The bill impacts presented ar@bed on typical levels and patterns of consumptidime typical customer
datawas supplied by Ergon Retail and represents the median customer for all customers on the stéted tari
See Appendix H for further information. Please note that the annual bill amounts in Figure 2 have been
rounded to the closest dollar.

% Please note that this figure does not equal the difference between the annual bill amounts for tariff 20 in
Figure2 ($235), due to rounding of the amounts in Figure 2.
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Figure 2 Annual bills for typical small business customers (GST inclusive)
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Impacts on large business custonfers

In 201&;17, typical large business customers will face increases in their annual bills of between 11.8 per
cent and 12.2 pecent. The increases have been driven primarily by higher energy costs and network
costs. Bill impacts will vary depending on each individual customer's level and pattern of consumption.

4The bill impacts presented are based on typical levels and patterns of consumptiertypical customer
datawas supplied by Ergon Retail and represents the median customer for all customers siattktariff.
See Appendix H for further informatioRlease note that thannual bill amounts in Figuretfave been
roundedto the closest dollar
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Figure 3 Annual bills for typical large business customers (GST Bick)
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Arrangements for customers on obsolete and transitional tariffs

Some business customers are supplied under transitional or obsolete tariffs, which include farming and
irrigation tariffs. These tariffs have been made available for several yeall®tocustomers to transition

to standard business tariffs and recoup some of the investments made to suit the level and structure of
transitional or obsolete tariffs. Based on information from Ergon Retail, many customers on these tariffs
may face loweelectricity bills if they moved to a standard business tariff, but some customers would face
much higher bills.

We have maintained transitional arrangements for 2016. Our general approach in past determinations

has been to increase the charges in edadnsitional and obsolete tariff in line with the percentage
increases in the standard business tariffs customers would otherwise pay. We have then generally applied
an additional escalation factor to limit charges for transitional and obsolete taaiffisg further below cost

in dollar terms.

Standard business tariffs will increase in 2016 so transitional and obsolete tariffs will also need to
increase. Under our general approach in previous determinations, the escalation factors for most of these
tariffs in 201617 would be 1.25 or 1.5.

However, given the substantial price increases that customers on transitional and obsolete tariffs have
experienced in recent years and that customers on these tariffs are more than halfway through the
transition tostandard business tariffs, we have decided to apply the minimum escalation factor of 1.1. This
means customers on these tariffs will face increases of between 12.3 per cent and 13.2 per centin 2016
17 rather thanup to 16.8 per cent if the higher escdlan factors were applied.

New customers will also continue to be allowed to access transitional tariffs.

Vi
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The Queensland Competition Authority (QCA) is an independent statutory authority to promote
compettion as the basis for enhancing efficiency and growth in the Queensland economy.

¢KS v/!Qa LINAYINE NRfS gA0GK NBaAaLISOUG G2 StSOUNROAD
accordance with the requirements of the delegation from the Minisher Energy and Water Supply

(Appendix A) and thElectricity Act 199{the Electricity Act).

Contacts

Enquiries regarding thiprojectshould be directed to:

ATTNSarah Duval or Adam Liddy
Tel (07) 322P555
www.gcaorg.audContactus

Wwww.qca.org.au

Vii
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The Queensland Competition Authority (QCA) has received a delegation from the Minister for
Energy and Water Supply (the Minister) to determine regulated retailrigiggtprices (notified
prices). The delegation specifies that the notified prices we determine will apply-toarkat
customers in the Ergon Energy Corporation Limited (Ergon Distribution) distribution area from 1
July 2016 to 30 June 2017 (see AppeAdlix

The Queensland Government (the Government) has legislated to remove retail price regulation
in the Energex distribution area (covering south east Queensland) from 1 July 2016. As a result,
notified prices will only apply to customers in Ergon Digioh's distribution are&.

The review process

On 11 December 2015, we released an interim consultation paper advising interested parties of
the commencement of the review. We received 12 submissions in response (see Appendix B).

On23 March 2016we released our draft determination andClLs draft repors on the cost of
energyand retail costsln April 2016, we held workshops fivelocations(Brisbane, Bundaberg,
Cairns, Toowoomband Townsvillefo discus the draft determination, and a webinar hostéy
the Chamber of Commerce and Industry Queensland. We receivedbfissions to the draft
determination(see Appendix B)

This final determinationpublishesfinal regulated retail tariffs and prices for 2817 and
explains how they were determinedin making our final determination, we have taken into
account the requirements of th&lectricity Act 1994the Electricity Act) and the delegation,
matters raised in submission&ClILs final repors on the cost of energgnd retail costs, andur
own investigations.

We appreciate the valuable contribution that stakeholders have made to this process, especially
thosewho attended workshops and made submissiovthile we have not necessarily referred

to all arguments or submissions in this report, we haveftdly considered each submission.
Issues raised in submissions that are outside the scope of our review are discussed in
Appendix C.

All nonconfidential documents relating to this review are available onvoeinsite®

5 Note that customers in the Essential Energy distribution area in southern Queensland do not haveoaccess
notified prices, although Origin Energy receives a subsidy from the Queensland Government to ensure that
non-market customers pay no more than similar customers that have access to notified prices.

5 http://www.qca.org.au/Electricity/Regionatonsumers/RedtlectricityPrices/InProgress/Regulated
ElectricityPrices2016-17.
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When we receive a delegation to determine notified prices, we must make the determination in
accodance with our obligations under the Electricity Act. In this chapter, we explain these
obligations, as well as how we decided on the framework we applied to set notified prices for
2016¢17.

2.1 Legislative requirements

The Electricity Act does not specifyteria or principles that we must apply when making a price
determination. Rather, we are directed to have regard to various matters. In accordance with
section 90(5) of the Electricity Act, the matters we are required to have regard to in making a
determination are:

1 the actual costs of making, producing or supplying the goods or services

1 the effect of the price determination on competition in the Queensland retail electricity
market

1 any matter required by delegation
1 any other matter we consider relevant.

When we make a determination, we also have regard to the objects of the Electricity Act, which
are to:

1 set a framework for all electricity industry participants that promotes efficient, economical
and environmentally sound electricity supply and use

1 regulde the electricity industry and electricity use

1 establish a competitive electricity market in line with the national electricity industry reform
process

1 ensure that the interests of customers are protected

i take into account national competition policy recggments.

2.1.1 Key matters we are required to consider by delegation

The delegation sets out additional matters we are required to consider. Consistent with the
approach of previous price determinations, we are required to consider applying the network (N)
plus retail (R) cost buitdp methodology and the Queensland Government's uniform tariff policy
(UTP).

When determining the network cost component, we must consider continuing with the same
general approach we applied in the 2@1% determination. For residgial and small business
customer tariffs, this means using Energex's network charges and tariff structures fgimmen

of-use tariffs (i.e. tariffs 11, 20, 31, 33, 41 and)9Adopting this approach means that network
charges would be below cost, becauthey would be based on network costs in south east
Queensland, not regional Queensland. This is consistent with the Government's UTP. As stated

" Tariff 91 applies to unmetered supgdi¢except street lighting).
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in the delegation, the UTP 'provides that, wherever possible;market customers of the same
class should pano more for their electricity, regardless of their geographic location'.

The Minister's covenig letter clarifies how the Government expects the UTP to apply for
residential and small business customers (small customers):

X w86 S3dz I (S Ral QUNdhsIaBdifor sryall didomhdr? should broadly reflect the
expected prices for customers on standing offers in south east Queehsland.

For small customer timef-use and seasonal demand tariffs (i.e. tariffs 12A, 14, 22A and 24) we
must also consider lsang the network cost component on the price level of Energex's network
charges, while utilising the relevant Ergon Distribution network tariff structures. Under this
approach, network charges would still be below cost, while (because Ergon Distribtdiiffi's
structures are used) price signals would improve and customers would be encouraged to reduce
usage during peak periods, as pointed out in the delegation.

For large business customer tariffs, we must consider using Ergon Distribution's networkscharge
This is the approach we have adopted in previous decisions.

We are also required to consider maintaining transitional arrangements for transitional and
obsolete tariffs, which include farming and irrigation tariffs.

Pricing framework

The matters we areequired to consider according to the Electricity Act and the objects of the
Electricity Act indicate that coseflective prices and promoting retail competition are important
guiding principles. Cost reflectivity is important for efficiency and equgsons. Previous
determinations have also been designed to support retail competition in south east Queensland
and the large business customer segment in regional Queensland.

These principles conflict with the requirement in the delegation to consideGbeernment's
UTP.

Residential and small business customers

Given that we are required to consider conflicting matters in making our price determination, we
have explored a spectrum of possible pricing approaches. These range from setting fully cost
reflective prices to basing notified prices on the cost of supply in south east Queensland (our
previous approach).

Cost base

Setting costeflective notified prices (in this context, prices that reflect the costs of supplying
customers in each region of Ergd@istribution's area) would avoid the need to subsidise
electricity prices and promote retail competition. However, network costs vary across regional
Queensland. Setting coestflective prices would result in notified prices for customers that
varied by rgion, which would be inconsistent with the Government's UTP. It would also lead to
significant price increases, particularly for customers in western parts of the state and those
supplied by isolated system$.

8 Section 5(b) of the Minister's delegation (Appendix A to this document).

9 Cover letterof the delegation (Appendix #& this documeny.

10 A typical tariff 11 customer paying castflective prices in 2016 would pay around20 per cent more in
western Queensland than customers on notified prices in south east Queensland.
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Notified prices could also be set to reflebietlowest costs of supply in regional Queenstand
which is the approach we have used to set notified prices for large business customers since
2012. This approach would mitigate adverse price impacts for some customers and maintain
uniform tariffs. Compad to our approach in previous determinations, it would improve -cost
reflectivity and reduce the subsidy paid by taxpayers to subsidise electricity prices. However, it
would be inconsistent with the UTP and may result in significant price increasesafRglexin
201516, the costs of supplying residential customers in the east pricing zone were about 23 per
cent highet?than in south east Queensland.

At the other end of the spectrum, notified prices could continue to be based on the costs of
supply in sath east Queensland. This would be consistent with the UTP and the requirement in
the delegation to consider basing the network cost component on Energex price levels. However,
it would result in customers continuing to pay much less than the cost of wupptentially
leading to inefficient investment and decisiomaking, as well as ongoing costs to taxpayers.

Cotton Australia, Ergon Energy Queensland (Ergon Retail), Master Electricians Australia and the
Queensland Farmers' Federation (QFF) supporteab@noach based on south east Queensland
costs. The Chamber of Commerce and Industry Queensland (CCIQ) considered that notified
prices based on the cost of supply in regional Queensland would be prohibitively expensive for
small business customers. Canegeos argued that the UTP subsidy should apply to the N
component, and that the R component should be set based on the costs of supply in regional
Queensland, including energy costs.

QCA position

We have decided to base natified prices for residential smdll business customers on the cost

of supply in south east Queensland. We consider this reasonable because it is consistent with the
Government's UTP, which provides for notified prices to be based on the costs of supply in south
east Queensland. This gach also avoids the potentially large price increases associated with
the other approaches.

Framework to determine notified prices

To establish an appropriate framewaork for setting notified prices based on the costs of supply in
south east Queenslandye have considered the Government's policy that notified prices for
small customers in regional Queensland should broadly reflect the expected prices for customers
on standing offers in south east Queenslaad.

Customers on standing offers are suppliedaostandard retail contraét, as defined under the
National Energy Customer Framework (NECF). In areas where there is retail competition,
customers may opt for a market contract. Market contracts often have different terms and
conditions to standard retaitontracts, and prices under market contracts can be lower than
standing offer prices.

Customers who do not, or cannot, opt for market contracts are, by default, supplied
understanding offers. In markets without price regulation, as will be the case i sast
Queensland from 1 July 2016, standing offer prices are set by retailers.

11 Ergon Distribution's east pricing zone, transmission region one.

2 This is the estimated impact in 204K on a typical tariff 11 customer in the ErgoistBbution east pricing
zone (transmission region one) paying easftective notified prices.

B Cover letter of the delegation (Appendix A to this document).

1 Schedule 1, National Energy Retail Rules.
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Ergon Retail supported setting notified prices based on expected standing offer prices in south
east Queensland, in line with the Government's UTP. However, Canegrowersyadasdsis,

CCIQ, Cotton Australia and QCOSS argued that notified prices should be set below expected
standing offer prices in south east Queensland. CCIQ and QCOSS argued that the QCA should
base notified prices somewhere between market contract priced standing offer prices.

Cotton Australia acknowledged that the delegation specified that small customer prices should
be set at standing offer levels under the UTP, but argued that it would be more appropriate to
base prices on the average discountedeoff south east Queensland. Canegrowers Isis argued

that prices should be based on a weighted average of all prices available in south east
Queensland.

QCA position

Our final decision is to determine notified prices based on expected standing offes priseuth

east Queensland. The delegation's cover |étierakes it clear that setting prices below expected
standing offer prices in south east Queensland, as suggested by some stakeholders, would be
inconsistent with the UTP.

In addition, market contras generally have different terms and conditions to standard retail
contracts, so their prices are not directly comparable. Like notified prices, standing offer prices
in south east Queensland will apply to customers on standard retail contracts.

WehaveSA GAYF SR (KS O2ada 27F adzlJ e T2NJ SIFOK NB
GKSNBE ¢S GNBIG GKS b o0ySaeg2N] 0O02adG0 0O02YLRYySyl
and retail cost) component.

2.2.2 Large business customers

As noted above, whave previously determined notified prices for large business customers
based on the lowest cost of supplying customers in regional Queensland. This approach has the
benefit of being more costeflective than an approach based on south east Queensland,cost
which supports the development of competition among retailers for large business customers in
the lower-cost areas of regional Queensland. It is also consistent with the requirement in the
delegation to consider basing the network cost component on EMtribution's network
charges.

Ergon Distribution, Ergon Retail and Origin Energy supported this approach. Cotton Australia
supported basing all notified prices on south east Queensland costs.

QCA position

Consistent with the requirements in the Ministdelegation, and with previous determinations,

our final decision is to set notified prices for large business customers based on the lowest costs

of supply in regional Queensland, which is Ergon Distribution's east pricing zone, transmission
regonongd 2 S KI @S SadAYriSR GKS O2ada 27F &adziie 7
up approach. This is consistent with our approach to setting notified prices for residential and

small business customers, as discussed above. We consider the effeat aofecision on

competition in Chapter 6.

15 See Appendix A.
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2.2.3 Metering services charges

While most customers who pay notified prices also pay metering services charges, under the
Electricity Act these charges cannot be included in notified ptfdest this reason, all pricesd
figures quoted in this document exclude metering services charges.

Metering services charges for customers on notified prices can be found on Ergon Retail's
websitel’

16 Since 201416, the Australian Eergy Regulator (AER) helassifiedmetering charges aalternative control
services which are not included in network tariffs. Distribut@sover these costs through ACS charges (or
distribution nonnetwork charges) that areatculated and levied sepady to network tariffs We consider
that the reclassification of metering charges means that they now meet the definition of 'distribution non
network charges' in the Electricity Act. Distribution rzgtwork charges cannot be included in notified
prices(s. 90(3)(d) of the Electricity Act).

7 https://www.ergon.com.au/retail/residential/tariffsand-prices/changego-your-bill/what-is-the-metering
servicescharge



https://www.ergon.com.au/retail/residential/tariffs-and-prices/changes-to-your-bill/what-is-the-metering-services-charge
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A retailer incurs network costs when electricity is supplied to its customers. These costs are

associated with transporting electricity through the transmission and distribution netwaoiks

account for around 50 per cent of the final cost of electricity for small customers.

As regulated monopoly businesses, Powerlink, Energex and Ergon Distribution earn regulated

revenues that are determined by the Australian Energy Regulator (AEElition to recovering

their own distribution network costs, Energex and Ergon Distribution pass Powerlink's

transmission networkosts on to customers in network charges that are approved by tha®AER

well.

This chapter sets out our decisions on the imekicharges to be used as the basis of notified

prices for2016;17. In summary, we have decided to:

1 base the flat rate retail tariffs and controlled load retail tariffs for residential and small
odzaAySaa Odzad2YSNB 2y 9y S NRSds ansisfedt iwith2obi) G F N
previous determinations)

1 base the timeof-use retail tariffs for residential and small business customers (tariffs 12A and
HH! O 2y O9NH2Y 5Aa0NROdziA2yQa ySGg2N] GFNRATFT
with our201516 determination)

1 base the obsolete timef-dza S NBGF At GFNAFF F2NJ avylrff odaAiAysS
network tariff structure and prices (consistent with our 2€lls determination)

1 base the seasonal timef-use demand retail tariffs foresidential and small business
Odza2YSNAE O00FNAFTTA mMn FYR HnO 2y 9NH2Y 5AalN
price levels (consistent with our 2@1% determination)

1 base all retail tariffs for large business customers on Ergon Disfipufta y S g2N)y G
structures and prices (consistent with our previous determinations)

1 retain retail tariffs 41, 47 and 48.

3.1 Introduction

A retailer incurs network costs when electricity is supplied to its customdéedwork costs are
the costs associatedvith transporting electricity through transmission and distribution
networks.

Ly GKS WbSidg2N] LI -dmapprosch that weuseddset walifiedpices) thed dzA £ R
network cost component is treated as a pdbsough. To determine the networkost
component to be passed through to retail customers, the QCA must decide:

(a) the level at which network charges should be set (Energex levels or Ergon Distribution
levels)

(b) the network tariff structure on which the network cost component should be based.

Network tariff structures can include, for example, combinations of fixed charges, demand
charges and usage charges.
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3.2 Network tariffs for residential, small business and unmetered supply
customers

This section discusses our approach to setting the netwosk components of retail tariffs for
residential, small business and unmetered supply customers (excluding street lighting
customers seeSection 3.3

For the 201617 determination, we are only setting notified prices for regional Queensland; in
particular, the delegation requires that we consider:

1 for residential and small business customer retail tariffs (except tariffs 12A, 14, 22A and 24),
basing the network cost component on Energex network charges and tariff structures

1 for residential and small bugss customer timef-use retail tariffs (tariffs 12A and 22A) and
time-of-use demandetail tariffs (tariffs 14 and 24), basing the network cost component on
Energex network charges, but using the relevant Ergon Distribution network tariff structures.

Adopting the approach proposed in the delegation would be consistent with our approach in the
201516 determination. Under this approach, the network cost component of each retail tariff
broadly reflects the costs of supplying customers in south east Queehdiut the network tariff
structures used as the basis for setting those retail tariffs vary with the network cost components
of:

1 flat rate retail tariffs (retail tariffs with usage charges that do not vary with the time and/or
level of consumption) bage 2y 9y SNHSEQ& ySiGe2N] GF NAFF &0GNX

1 time-of-use and timeof-use demand retail tariffs (retail tariffs with usage and other charge
N}yGSa (GKIFId OGFNE ¢6AGK GKS GAYS FYyRk2N fS@St
network tariff structures.

Thissection explains our decision to continue with this approach in our @D @8etermination.

We also explain our decision¢ontinue touse Energex network tariff structures for thbsolete
time-of-use retail tariff for small business customers (tarffj andto retain tariff 41.

3.2.1 Energex or Ergon Distribution network price levels

In determining the network cost components of regulated retail tariffs, the first issue we must
consider is the level at which network charges should be set (Energex levadsoiistribution
levels).

As discussed iBection 2.2.1our decision is to base notified prices for residential and small
business customers on south east Queensland costs. Consistent with this decision, we will set
network charges to reflect Energexstdevels. Setting network charges at Energex cost levels
means that customers in regional Queensland will generally pay the same for network services
as customers in south east Queensland.

3.2.2 Energex or Ergon Distribution network tariff structures

The secnd issue we must consider is whether to use the network tatificturesof Energex or
Ergon Distribution.

There are some key differences between the Energex and Ergon Distribution network tariff
structures, including:

1 the proportion of costs recoveredhtough fixed charges
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1 the approach to usage charge rates (e.g. flat usage rates versusghareeclining block
tariffs)

1 the applicable timeof-use and demand charging periods (for example, different peak and off
peak periods)

1 the methodology for calculatg demand charges.

Further information on differences between the network tariff structures is provided in
Appendix D.

The delegation directs us to consider using Energex network tariff structures for the residential
and small business flat rate retatriffs and controlled load tariffs, and Ergon Distribution
network tariff structures for the residential and small business tofeise retail tariffs (tariffs

12A and 22A) and timef-use demand retail tariffs (tariffs 14 and 24).

Consistent with our apgach in the 201816 determination and with the delegation, we have

decided to continue to use a mix of Energex and Ergon Distribution network tariff structures as

the basis for setting retail tariffs. Ergon Retail, Toowoomba Regional Council, CCIQg and th
vdzSSyattyR /2yadzyYSNEQ ! a320AFGA2Y &dzLILR2 NI SR (K

2SS O2Y&ARSNI KI (G dzaAy3 9NH2Y 5Aa&iNsosdzantl 2y Q& Yy
time-of-use demand retail tariffs (excluding tariff 22, which is an obsolete tariff) would be more
cstNB Ff SOGABS (KFyYy dzaAy3I 9ySNHSEQa ySiGg2N] G NI
important that timeof-use and timeof-dza S RSYlI yR NBGlFAf GFNATFFaA NB
network tariffs structures, rather than flat rate retail tariffas the frst-mentionedtariffs send

signals to customers about the costs to retailers that arise due to the time or level of electricity
consumption. As pointed out by the Queensland Productivity Commission (QPC)pfiomse

and timeof-use demand tariff are more efficient than single rate and inclining block tatffs.

¢KS RStS3IFGAZ2Y faz2 LRAylGa 2dzi GKIFG donay3 9 NH?2
of-use and timeof-use demand retatariffs would encourage customers to reduce consuimpt

RdzZNAY 3 LISIF] LISNA2RE& 2y 9NH2Y 5Aa0GNROdzIA2Yy Qa Yy S

Ergon Distribution and Origin were both of the view that we should base all residential and small
0dzaAySaa OdzalG2YSNI NBGIFAE GFNATFTFa 2y 9NH2Y 5A4f0
it would be a further step towards improving cesfflectivity. However, this would result in a

change of network tariff structure for residential and small business flat rate retail tariffs, and
controlled load tariffs, as these tariffs were based oSBHH SEQ& y S 62N] GFNAFTF
201516 determination. This change would have significant distributional impacts on the
customers who are on these tariffs, with lowasage customers in particular likely to face
substantially higher bill® QCO§ RAR y2{( &dzLII2 NI dzaAy3d 9NH2Yy 5
structure for the main residential flat rate retail tariff (tariff 11), as it considered that the change

in the network tariff structure would create confusion and impact adversely on smaibgp

customers.

We also note that Ergon Distribution has acknowledged that its inclining block network tariffs
will, over time, need to be phased out in favour of network tariffs that better satisfy the pricing
principles in the National Electricity Rules RY® This suggests that there may be some
uncertainty about the future of these network tariff structures. We consider it would be

18 Queensland Productivity Commissidectricity Pricing Inquirgraft report, February 2016pp. 76¢79.
19 See Appendi formore information on the customer impacts.
20 Ergon DistributionTariff StructureStatement 20118 to 201%20, November 2015, p. 36.
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preferable to have more certainty abotuture network tariff structuresbefore making major
changes that would affect nelgrall regional customers.

For the reasons above, we do not agree with the suggestion that we should adopt Ergon
SAAGNROdzIAZ2Y Qa ySGo2N] GFNATFF AGNHOGdzNBa F2NI &

Tariff 22

Tariff 22 is an obsolete tafithat is based on an Energex network tariff structure. Consistent
with our 201%16 determination, we will continue to make this tariff available to customers until
30 June 2017, when it will be replaced by tariff 22A (which is based on the Ergon Bdstribu
network tariff structure)?* Tariff 22 will also continue to be closed to new regional customers.

Customers may move to tariff 22A (or another retail tariff that suits their needs) earlier than 30
June 2017 if they choogé.

QCA position

Consistent ith our draft decision, our final decision is to use:

T 9y SNHSEQE ySiig2N] G NAFTF aiGNHOGdNB&a & GKS o
flat rate retail tariffs, tariff 22 and controlled load tariffs

T 9NH2Y 5AaiNROdziA 2y Bs3as i g2 fdlsettifgl tieAngtFork £astNHzO (i dz!
components of timeof-use and timeof-use demand retail tariffs.

3.2.3 Adjusting Ergon Distribution network tariff structures to Energex price levels
l'a RAAOdzaaSRI ¢S KI @S RS OAsRBtRres@thedmsiS forsdtEgR Yy 5 A &
time-of-use and timeof-use demand retail tariffs for residential and small business customers
(excluding tariff 22), while reducing the overall level of prices to Energex levels.

To adjust these network tariff structes to Energex price levels, we have decided to use the
same adjustment process as in our 2016 determination. This procegsvolves adjusting:

1 the residential timeof-use retail tariff (tariff 12A) by adopting the Ergon Distribution usage
chargesandi@ dzOAy3 G(KS 9NH2Y 5AaGNARO6dziA2y FAESR OKI
as possible)

1 the small business timef-use retail tariff (tariff 22A) by adopting the Energex fixed charge
and reducing the Ergon Distribution usage charges

1 the residential ad small business timef-use demand retail tariffs (tariffs 14 and 24) by
uniformly decreasing the Ergon Distribution fixed and usage charges.

We have adopted different adjustment approaches for the four tariffs to prevent our
adjustments resulting in adgted network prices beinget higher than the levels that may be
approved by the AER.

The only differencérom our approachin 201516 is in the mechanics of adjusting the Ergon
Distributionnetwork charges to align with Energex price levels. These chargaequired due
to changes in data availability and reliability.

2LIn our 201516 determination, we decided to make tariff 22 available to customers until 30 June 2017 to
mitigate customer impacts and address metering issues.

22This is subject to customers having apmiate metering in place and meeting the terms and conditions of
their chosen retail tariff.

10
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AppendixD provides more information on the adjustment approach.
QCA position
Consistent with our draft decision, our final decision is to adjust:

1 the residential timeof-use retail tariff(tariff 12A) by adopting the Ergon Distribution usage
OKIF NBSa YR NBRdzOAY3a GKS 9NH2Yy S5AaGNROdzIA2Y 1
as possible)

1 the small business timef-use retail tariff (tariff 22A) by adopting the Energex fixed charg
and reducing the Ergon Distribution usage charges

1 the residential and small business tirm&use demand retail tariffs (tariffs 14 and 24) by
uniformly decreasing the Ergon Distribution fixed and usage charges.

3.2.4 New controlled load tariff

In the interim onsultation paper, we noted that Ergon Distribution was proposing to introduce
a new controlled load tariff from 1 July 2016. If approved, this tariff would only have been
available in conjunction with the residential tinod-use demand tariff. Ergon mibution has
subsequently advised that this tariff will not be introduced in 2(lI& Therefore, we have not
created a new retail controlled load tariff.

3.2.5 Removal of tariff 41

In the interim consultation paper, we indicated that we were considering rengptariff 41 on

the basis that Ergon Distribution does not have an equivalent network tariff available for small
business customers with this structure, and fewer than 300 customers are on thigarififf

41 is a low voltage demand tariff that hasefil, usage and demand charges and is based on an
Energex network tariff. While Energex designates this network tariff as a large business customer
network tariff, it is made available to small business customers on a voluntary basis.

Ergon Retail advisdtiat its customers on this tariff would need to transition to other tariffs, and
considered that the tariff should be closed to new customers and phased out by 30 June 2017.

QCA position
Given that our approach is to use Energex tariff structures fordtattariffs and that the Energex
tariff is available to small business customers in south east Queensland, our decision is to retain
tariff 41.
3.2.6  Network tariffs and charges for 20467

Our final decision is to base regulated retail tariffs for residéndimall business and unmetered
supply customers on;

1 Energex network tariffs and charges for tariffs 11, 20, 31, 33, 41 and 91

1 Energex network tariffs and charges for obsolete tariff 22, which will be available until 30 June
2017

1 calculated network tari§ and charges for retail tariffs 12A and 22A, which are based on Ergon
5Aa0NRO6dziil A 2 y-6fdise BeSvork &nff$. fTo niaitairS the uniform tariff policy

23Based on data from Ergon Retail.

11
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(UTP), the level of charges has been reduced to a level where regional customers will, on
average, pay the same as they would pay on tariffs 11 and 20

1 calculated network tariffs and charges for retail tariffs 14 and 24, which are based on Ergon
5A &l NX O dzii A 2 yaRuse derBandin2tydrkftarifis MY \@ith tariffs 12A and 22A, the
level of chages has been reduced to a level where regional customers will on average pay
the same as they would pay on tariffs 11 and 20 in south east Queensland.

Our final decision on the network charges to apply to each retail tariff is presented in the
following tables. It should be noted that these tables are based on the draft network tariffs that
Ergon Distribution and Energex have provided to the AER. In the event that the final network
tariffs approved by the AER differ from those submitted by distributibrs, QCA will consider
utilising a cost pasthrough mechanism.

Table2 Energex network charges for 20867 for retail tariffs 11, 20, 22 (obsolete), 31, 33,
41 and 91 (GST exclusive)

Retail tariff Energex Fixedcharget Usage Usage charge] Demand
network tariff c/day charge (flat or off- charge
code (peak) peak) $/kW/month
c/kWh c/kWh

Tariff 1T Residential 8400 50.200 11.624

(flat rate)

Tariff 2@ Business 8500 72.000 12.486

(flat rate)

Tariff 22 Business 8800 72.000 14.395 9.683

(time-of-use,

transtional)

Tariff 3T Night rate 9000 6.421

(super economy)

Tariff 33 Controlled 9100 9.686

supply (economy)

Tariff 4T Low voltage 8300 532.100 2.056 24.361

(demand, obsoleté)

Tariff 9 Unmetered 9600 10.298

a Charge per metering point.
b The kVA equivalent demand chargettmiff 41 is $21860kVA/month. A conversion factor of 0.BBhas been
used, as advised by Energex.

Table3 Calculated network charges for 20467 for retail tariffs 12A14, 22A and 24 (GST

exclusive)
Retail tariff Fixed chargg | Usage charge| Usage charge, Demand Demand
c/day (peak) (flat or off- charge charge (off
c/kWh peak) (peak) peak)
c/kWh $/kW/month | $/kW/month
Tariff 12A Residential 61.375 38.375 7.558
(time-of-use)
Tariff 22A Business (time 72.000 30.462 10.236
of-use)
Tariff 14 Residential (time 22.525 3.386 52.885 9.636
of-use demand)
Tariff 24 Business (time 24.540 4.322 71.601 11.765
of-use demand)

a Charged per metering point.

12
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3.3 Network tariffs br large business and street lighting customers

For the 201516 determination, we based retail tariffs for large business customers and street
fAIKGAY3I Odza2YSNB 2y GKS ySig2N] GFNAFFA | yR
zone, transrnission region one. We have decided to continue with this approach forcag16

because it is consistent with our decision, discusse8eiction 2.2.2to set notified prices for

large business customers based on the lowest costs of supply in regionalSaret

Submissions from Toowoomba Regional Council, Ergon Distribution and Ergon Retail supported
maintaining this approach for 20§67. While Origin expressed similar support, it considered
that there was merit in transitioning large business pricembre costreflective levels to satisfy

the NER pricing principles. Cotton Australia did not support maintaining this approach and
considered that notified prices should be based on south east Queensland costs.

3.3.1 Tariffs 47 and 48

In its submission on thénterim consultation paper, Ergon Distribution requested that we
consider amending the eligibility requirements for tariff 47 so that it is not available to new
customers from 1 July 2016. Ergon Distribution also proposed that we use different network
tariff(s) as the basis for tariff 48. Ergon Distribution proposed these changes because it intends
to phase out its Standard Access Customer (SAC) Large Demand High Voltage network tariff,
which underpins tariffs 47 and 48, in 2@1B.

As these changes weret canvassed in the interim consultation paper, our decision is to leave
the eligibility requirements for tariff 47 unchanged and to continue to base tariff 48 on the SAC
Large Demand High Voltage network tariff. We consider that any changes to8anifpdrticular
should be the subject of more extensive consultation, gitrenpotentially significant adverse
impacts on some customers.

We also note that the QPC, in E&ectricity Pricing Inquigraft report, considered thatherewas
not a strong cae for allowing very large customers to continue to have acceasstifted prices?*

3.3.2 Network tariffs and charges for 20467

Our final decision is to continue to base retail tariffs for large business customers and street
lighting customers onthe networkk F NA F¥& Yy R OKFNHSa L)X &eAy3 G2
zone, transmission region one.

Our final decision on the network charges to apply to each retail tariff is presented in4Tdble
should be noted that these tables are based on the dnaftvork tariffs that Ergon Distribution

and Energex have provided to the AER. In the event that the final network tariffs approved by
the AER differ from those submitted by distributors, the QCA will consider utiisiogt pass
through mechanism.

24 Queensland Productivity Commissidiiectricity Pricing Inquirdraft report, 3 February 2016. 169.
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Table4 Ergon Distribution network charges for 20467 large business and street lighting customer retail tariffs (GST exclusive)

Retail tariff Ergon Distribution Fixed charge Usage charge Usage chargeflat or Demand charge Demand charge
network tariff c/day (peak) off-peak) (peak) (flat/off -peak)
coder c/kWh c/kWh $/kw/month $/kwimonth
Tariff 44 over 100 EDSTT1 4568.700 2.201 35.801
MWh small
(demand)
Tariff 45 over 100 EDMTT1 14751.500 2.283 28.422
MWh medium
(demand)
Tariff 4& over 100 EDLTT1 39607.000 2.467 25.257
MWh large
(demand)
Tariff 47 high EDHTT1 37183.400 2.078 23.257
voltage (demand)
Tariff 4& over 4 EDHTT1 37183.400 2.078 23.257
GWh high voltage
(demand)
Tariff 5 seasonal ESOUDCT1 3822.400 1.779 4.863 54.966 13.257
time-of-use
(demand)
Tariff 7 street EVUT1 0.700 19.445
lighting®

a Charged per metering point.

PSO2RPOINAFOES &/ DK E NNBt SO yid ! fGSN
gl y i ACS fegulbidntbuzing dhadges. YS G SNA Yy 3 OF LIA G

b The fixed charge for street lighting applies to each lamp.
N D i IHJNJ}\yFCFdJ OeRS a

c{2YS 9NH2Yy S5A&GNROGdzZiAZY VS )

iy 0 IK&
nonOF LIAGEE OKIENBSAT (GKS w.Q 02 s F LIL AS&8 GKS NBfS
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4 9b9wD, [/ h{¢{
A retailer incurs energy costs when purchasing electricity to meet the electricity demand of its
customers. Energy costs can be split into three general categories:
(1) wholesale energy costs
(2) other energy costs
(@) Renewable EBrgy Target (RET) costs
(b)  National Electricity Market (NEM) participation fees and ancillary services charges
(c) prudential capital costs
(3) energy losses.
As with previous determinations, we have determined energy costs based on advice from our
consultant, ACILACILhas estimated that overall energy costs will increase for all customers in
2016c17, with increases driven primarily by increased wholesale energy costs anestalme
Renewable Energy Target (LRET) costs.
An overview of how each energy cost compongas calculated is provided below. A more
detailed explanation appears AClls report, which is available on owebsite?®
4.1 Wholesale energy costs

Retailers incur wholesale energy costs when purchasing electricity from the National Electricity
Market (NEM) to meet the electricity demand of their customers. The NEM is a volatile market
where prices are settled evehalf hour and can range from$1000 per MWh to $14,000 per
MWh 2 Retailers use the following strategies to reduce price volatility risk:

1 pursuing a 'hedging strategy' by purchasing financial derivatives like swaps and options
i entering longterm power purtase agreements with generators
i investing in their own electricity generators.

In 201%;16, ACILestimated wholesale energy costs using a hedging strategy approach. We
considered thaAClIs approach was transparent and best reflected the costs retailets imhen
purchasing electricity from the NEM. Hedging strategy approaches have been endorsed by the
Australian Energy Market Commission (AEMC) as best praetimthave been adopted by other
Australian regulators.

Ergon Retail and QCOSS suppoaélls hedging strategy approach. Origin Energy raised some
technical concerns with regard #Clls approach to estimating contract prices and generating
load profiles. Canegrowers argued that the QCA should base the wholesale energy cost
calculation on the Ergoload profile for all tariffs.

25http://www.qgca.org.au/Electricity/Regionatonsumers/RedelectricityPrices

26 Minimum spot price is defined in clause 3.9.6(b) of the National Electricity Rules. The Market Price Ca
published by the AEMC every Februdri{://www.aemc.gov.au/NewsCenter/\Whats-
New/Announcements/AEM@ublishesthe-Scheduleof-ReliabilitySet(4)).

27 AEMCFinal Report, Advice on best practice retail price methodogBeptember 2013.
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Consistent with previous year&ClLestimated wholesale energy costs using a hedging strategy

approach AClLhas provided a detailed explanation of its calculation of wholesale energy costs in
chapter 4 of its report, and aftessed issues raised in submissions related to its calculations in
chapter 3 of that report.

AClLestimated that wholesale energy costs will increase for all retail tariffs. The overall increase
in prices has been driven by an increase in electricityatedfrom Queenslantased liquefied

natural gas (LNG) projects. The increased activity in LNG production has also resulted in higher
fuel costs for gafired generatorsACILlfound that the increase in contracted gas prices has more
than doubled the costfogasfired generation compared to the beginning of 2Q156 28 Electricity

futures contract prices, which are used in retailer hedging strategies, have increased since the
draft determination, as can be seen in Figddaelow.

Figure4 Queensland base futwas contract prices
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Source: ASX energy data.

The latest electricity forecasts from the Australian Energy Market Operator (AEMO) show
electricity demand from LNG production increasing in the short term, and remaining high for the
remainder of the forecagperiod (see Figurb below).

28 ACILEstimated Energy Costs 817 Retail Tariffs17 May 2016, p. 6.
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Figure5 Historical and forecast Queensland annual electricity demand by sector
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Source: Australian Energy Market Operator, National Electricity and Gas Forecasting (medium $€enario).

In addition to increases in demand ahel costs ACILfound that increased solar generation is
continuing to reduce daytime demand but has no effect on peak dediandiich is resulting in

the net system load profile (NSLP) becoming peakier and more expensive to hedge.6Figure
below shows har the NSLP has become peakier over time.

Figure6 Energex net system load profile
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removes differences in absolute scale between years, and pesste relative shape of the profile.

SourceACllanalysis.

2 Data available altttp://forecasting.aemo.com.au/
30 peak demandgenerallyoccurs between 6:3pm and 8:30pm.
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4.2

421

As a resultACILestimated:

1 Wholesale energy costs for the Ergon Energy NSLP will increase by $9.99 per MWh compared
to 201516, which is slightly less than the increase in the Energex NSLBY§er MWh).
The outcomes are slightly different because the load profile of the Ergon Energy NSLP is less
peaky than the Energex NSLP.

1 Wholesale energy costs for controlled load tariffs will also increase. Tariff 31 will increase by
$6.21 per MWh compad to 201516, while tariff 33 will increase by $5.76 per MWh. The
difference in outcomes is due to the load profile for tariff 33 becoming flatter compared to
previous years, resulting in a smaller increase.

QCA position

We consider thatACIls methodolg@y adequately takes into account the issues raised in
submissions and is likely to produce the most reliable estimates of the efficient costs of supply.
Retaining the same approach for 2@16 will also provide certainty to stakeholders.

We acceptACIls advice on this matter and its wholesale energy cost estimates, which are
provided in Table 5. Consistent with the 3TEhe QCA will apply the Energex N8af estimate
for residential, small business and unmetered tariffs.

Table 5 Estimated wholesale rergy costs at the Queensland regional reference node for

201617
Settlement class Retail tariff $/MWh % change from
201516

Energex NSLP and unmetered 11, 12A, 14, 20, 22, $75.32 18.2%
supply 22A, 24, 41, 91
Energex Controlled Load 9000 | 31 $42.31 17.2%
Energex Controlled Load 9100 | 33 $56.15 11.4%
Ergon Energy NSLP and 44, 45, 46, 47, 48, $65.69 17.9%
streetlights 50, 71

SourceACIL.Estimated Energy Costs for 2Q18, 17 May 2016, p. 22.

Other energy costs

In addition to wholesale energy costs, wmeist account for other energy costs that retailers incur
when purchasing electricity from the NEM, which are:

1 Renewable Energy Target (RET) costs
1 NEM participation fees and ancillary services charges

1 prudential capital costs.

Renewable Energy Target costs

The RET scheme, comprised of the Laqgpge Renewable Energy Target (LRET) and-Srakl
Renewable Energy Scheme (SRES), provides incentives for the electricity sector to increase
generation from renewable sources and reduce greenhouse gas emissi@nsodis of these

31See section 2.2.1 for further details.
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incentives are paid by retailers who are required to purchase facgdée generation certificates
(LGCs) and smatale technology certificates (STCs).

LRET costs

The LRET sets annual targets for the amount of electricity that mustuseesbfrom largescale
renewable energy projects like wind farms, with an ultimate target of generating 33,000 GWh of
electricity from largescale renewable sources in 202@Retailers must purchase a set number of
LGCs according to the amount of electyithey have sold to customers in the calendar year.

For the 201816 final determinationAClLestimated LRET costs using a madsased approach.

This approach based LGC prices on forward prices for certificates published by the Australian
Financial Markts Association (AFMAJCllused the 2015 renewable power percentage (RPP) for
the first half of the pricing period, and the latest published 2016 LRET target for the second half
of the pricing period.

Ergon Retail supported calculating LRET costs wsintarketbased approach. However, it
highlighted that the 2014 RET review had suppressed LRET prices during the review period and
considered thatAClLs approach, whereby retailers purchase LGCs over ay&ao period, did

not reflect retailer behaviour ding the review period. Canegrowers considered that the LRET
allowance should be reduced to reflect the efficient costs of producing 4scgke renewable
energy.

ACllforecast LRET costs using an approach consistent with previous years. A detaileatiexplan

of its calculations is provided in chapter 4 of its report prepared for the QCA, along with
information on LGC prices and assumptions underpinning the implied RPPs used. Chapter 3 of
ACIls report addresses issues raised in submissia@slexaminedmarket prices over a number

of years and considers that its markedsed approach, whereby retailers purchase LGCs over a
two-year period to satisfy their obligations, provides the best estimate of LRET costs for the
purposes of setting notified pricesrf@016;17.

ACIls report shows that there has been a significant increase in forward LGC prices since the
revised 33,000 GWh LRET target was implemented in June 2015 (see 7Fhpiosv). ACIL
explained that this is due to a hiatus in new renewable en@rgyect construction. As a result,
ACllforecast that LRET costs for 2Q18 will be $7.83 per MWh for all retail tariffs, an increase

of $3.45 per MWh compared to 20456.

32 Section 40Renewable Energy (Electricity) Act 2000
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Figure7 Largescale Generation Certificatt GCprices
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Source: AFMA ariCllanalysis.

QCA position

We remain of the view thadCllLs marketbased approach, using the most-tgedate targets and

price information published by AFMA, is likely to produce the most reliable estimate of LRET costs
to be incurred by retailers in 20&67. Retaining a consistent approach for 2@18 will also
provide certainty to stakeholders.

We accepfAClls advice on this matter and its LRET cost estimates, which are outlined in Table 6.

SRES costs

The SRES provides an incentive for individuals amadl bosinesses to install eligible srrsdhle
renewable energy systems such as solar panel systems -sraldl wind systems, smaltale

hydro systems, solar hot water systems and heat pumps. Customers installing these systems
receive STCs, which retademust purchase according to the amount of electricity they have sold

to those customers.

For the 201816 determination, ACIL estimated SRES costs using the final 2015
smaltscale technology percentage (STP) target for the first half of the pricirapmerd the latest
available norbinding 2016 STP target for the second half of the pricing period. STC prices were
based on the clearing house price.

AClLestimated SRES costs using the same approach agZ®1l5 forecast a decrease in SRES
costs of .60 per MWh compared to 20Xk3 6. This estimate is based on the final 2016 STP target
and the latest available nebinding STP target for 20£7.

33The final STP for 2016 is lower the Aginding STP used ihé 201% 16 final determination. We consider
this difference as part of our cost paggough mechanism discussed in section 6.2.
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4.2.2

4.2.3

QCA position

We remain of the view thaAClls approach is likely to produce the most reliable estimate of SRES
costs to be incurred by retailers in 2QM&. Retaining a consistent approach for
201617 will also provide certainty to stakeholders.

We acceptAClLs advice on this matter and its SRES cost estimates, which are outlined i6.Table

NEM participationdes and ancillary services charges

NEM participation fees are levied on retailers by the AEMO to cover the costs of operating the
NEM and funding Energy Consumers Australia. Ancillary services charges cover the costs of the
services used by AEMO to manggever system safety, security and reliability.

As with the 20116 determination,AClLused AEMO budget and fee projections to estimate
NEM participation fees for 20&@7. Its ancillary services charges were based on the average
historical costs observedver the preceding 52 weeks.

QCA position

We remain of the view thaAClls approach is likely to produce the most reliable estimate of NEM
participation and ancillary services costs to be incurred by retailers in2@1l&Retaining a
consistent approachof 2016;17 will also provide certainty to stakeholders.

We acceptAClLs advice on this matter and its cost estimates, which are outlined in Table 6.

Prudential capital costs

Prudential capital costs are the costs a retailer incurs to provide finangahgtees to AEMO
and to lodge initial margins with hedge providers for futures contracts. These costs must be
accounted for, as futures contracts are relied upon to derive wholesale energy cost estimates.

In the 201516 determination, prudential capitabsts were considered as part of retail operating
costs, as they were implicitly included in the retail operating cost benchmark we used. However,
as discussed igection 2.3.3 of ACIL's report on retail codtese costs vary according to the
amount of dectricity being purchased by the retailer, as well as the level of volatility in the
electricity market. As suciACllconsidered they should be included in the energy cost allowance.

To avoid double counting, prudential costs have been excluded fromethé cost allowance.
QCOSS supported the QCA's approach to account for prudential capital costs as part of the energy
cost allowance, provided these costs were separated out from retail operating costs.
Canegrowers supported the methodology for estimgtjprudential operating costs but argued

they should be based on costs for the Ergon NSLP.

As with the 201415 determination AClLcalculated prudential capital costs for 2@1& in line
with the latest published AEMO requirements and margin requirememtsdding in the futures
market.

QCA position

We remain of the view thaAClILs approach is likely to produce the most reliable estimate of
prudential capital costs to be incurred by retailers in 2(11B

AClLconsidered the issues raised by stakeholdés discussed igection 2.3.3 of ACIL's report
on retail costsprudential costs were not included within the retail cost allowance, so they were
not double counted. HoweveACILcalculated prudential costs based on the Energex NSLP. We
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consider this apropriate, as under the Government's UThost regional customers will pay
notified prices based on energy costs in south east Queensland.

We acceptACIls advice on this matter and its prudential capital cost estimates, which are
outlined in Table 6.
4.2.4 Summary of other energy costs for 204567

Table 6 sets out other energy costs for 216, which will be added to the wholesale energy
cost components for all retail tariffs.

Table 6 Other energy costs (excluding lossesll retail tariffs

Cost component $/MWh % change from

201516

LRET $7.83 78.8%

SRES $3.74 -13.8%

NEM fees $0.48 2.1%

Ancillary services $0.33 -8.3%

Prudential capital $0.99 nad

Total $13.37 40.0%

a Prudential capital costs were considered as part of the retail operating cost altevia 201616.

b As other energy costs in 20 includes an additional allowance for prudential capital costs, the percentage
change between 20136 and 201617 is greater than the sum of changes in each individual component of other
energy costs.

Note: Totals may not add due to rounding.
SourceACI| Estimated Energy Costs for 218, 17 May 2016, [26-29.

4.3 Energy losses

Some electricity is lost when it is transported across transmission and distribution networks. As a
result, retailers must purclse sufficient electricity to supply their customers' load and allow for
losses. As with previous determination8ClLhas accounted for these losses by applying
transmission and distribution loss factors published by AEMO in a manner that aligns withsAEMO'
settlement process.

QCA position

We are satisfied wittACILs approach and accept its loss factor calculations, which are outlined
in Table 7. These losses are based on AEMO's;20 Jfublished loss factors.

4.4 Total energy cost allowances for 2@16

Table 7 summarises energy cost allowances for each retail tariff forc2F16

34 See section 2.2.1 for further details.
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Table 7 Total energy cost allowances for 20467

Settlement class| Retail Wholesale Other Energy Total energy Change
tariff energy energy losses allowance from
20116°
$/MWh $/MWh % $/MWh c/kWh %

Energex NSLP | 11, 12A, $75.32 $13.37 6.5% $94.45 9.445 21.0%
and unmetered | 14, 20, 22,
supply 22A, 24,

41,91
Energex 31 $42.31 $13.37 6.5% $59.30 5.930 22.0%
Controlled Load
9000
Energex 33 $56.15 $13.37 6.5% $74.04 7.404 16.0%
Controlled Load
9100
Ergon Energy 44, 45, 46, $65.69 $13.37 12.0% | $88.55 8.855 20.9%
NSLP small, 50, 71
medium and

large demand
and streetlights

Ergon Energy | 47, 48 $65.69 $13.37 | 52% | $83.17 | 8.317 19.6%
NSLP high
voltage demand
and customers
over 4 GWh

a Other energy costs include an allowance for prudential capital costs. Prudential costs were considered as part
of the retail operating cost allowance in 2@1%.

b As other energy costs in 20l include an additional allowance for prudential capitasts, the percentage
change between 20136 and 201617 is greater than the sum of changes in each individual component of energy
costs.

Note: Totals may not add due to rounding.
SourceACIL.Estimated Energy Costs for 2918, 17 May 2016, p. 31.
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5 wo!L[ /h{c¢{

The second element in the N+R approach, the retail costs component (R), includes retail operating
costs and a retail margin.

In previous decisions, we benchmarked other regulatory decisions to set retail operating costs and
margins. Howeverye consider it may no longer be appropriate to continue with this approach,
given that many comparable jurisdictions (including NSW and South Australia) have removed
retail price regulation in recent years. We consider it is timely to review these ogsbroents

and have engagedClLto undertake a comprehensive review of retail costs based on market
observations and confidential data supplied by electricity retailers.

In summary, we have decided to:

i adopt separate retail cost allowances for residensahall business, large business and very
large business customer tariffs

9 estimate total retail cost allowances for residential and small business customer tariffs based
on benchmarking observations, applied as fixed and variable components

i for large and vey large business customer tariffs, maintain the 2{i¥oretail cost allowances
in real terms.

5.1 Overview
Retail costs include retail operating costs (ROC) and a retail margin.

ROC are the costs associated with services provided by a retailer to its custorheh typically
include customer administration, call centres, corporate overheads, billing and revenue
collection, IT systems, regulatory compliance, and customer acquisition and retention costs
(CARC).

The retail margin represents the return to inves for retailers' exposure to systematic risks
associated with providing retail electricity services. The margin can also include other costs
incurred by retailers, such as depreciation, amortisation, interest payments and tax expenses.

In previous de¢rminations, we estimated allowances for ROC based on publicly reported data
and benchmark observations of other regulatory decisions, predominantly those of IPART. For
the retail margin, we applied an allowance of 5.7 per cent of total costs, which gad lba the

retail margin adopted by IPART in its 2§18 decision on regulated retail electricity prices in
NSWe5

Notwithstanding retailers' preference to maintain our previous approach, we consider it is no
longer preferable to rely on benchmarking dher regulators' decisions to estimate retail costs,
given that many comparable jurisdictions (including NSW and South Australia) have removed
retail price regulation in recent years. Reliance on other regulatory decisions also generates
circularity, whit will lead to regulatory error over time. For these reasons, we have conducted
a comprehensive review of this cost component for 211G

35 IPARTReview of regulated retail prices and charges for electricity from 1 JUB/ta®0 June 2016une
2013, chapters 7 and 8.
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We engaged ACIL to provide advice on efficient retail costs for ouig20etermination. As a

first step, ACIL ppared a methodology paper outlining its proposed approach, which we
released along with our interim consultation paper in December 2015. ACIL also produced a
preliminary report, released with our draft determination in March 2016, and a final report in
May 2016, released with this final determination.

Submissions

Consumer groups (QCOSS and the Queensland Consumers Association) supported a
comprehensive review of retail operating costs and margins. QCOSS noted:

It is timely to undertake a more thoroughs&ssment of these costs as the QCA had previously
used a 2013 IPART estimate as the benchmark. The Victorian market has been deregulated since
2009 and prices in NSW and South Australia have been deregulated more recently. Tariffs and
NB G I A f S Ntares wild Badieichadgdd\shim@ 2013 as retail markets become more niéture.

In contrast, Origin Energy considered the QCA's existing approach to estimating retail costs was
sufficient, if augmented by benchmarking against actual retailer data:

h N& 3 A yred apprdedd ToSletermine a representative retailer's costs is to use the current
Queensland retail operating cost benchmark and to escalate this allowance on an annual basis. To
give the QCA confidence in its own benchmark, Origin believes the QCAstanctan indicative

retail operating cost for a representative retailer based on indicative data provided by retailers.

Ergon Retail also preferred to largely retain the existing approach:

EEQ supports the continuation of the benchmarking approachogenbin 201§16. As ACIL Allen

has clearly stated the intention to use both a benchmarking and bettpnapproach, EEQ
requests the QCA give consideration to the continuing evolution of the regulatory and market
environment. This should include recognitadrthe characteristics of the retail electricity supply

to regional Queensland when setting prices for 20and subsequent periods.

Both Origin and Ergon Retail acknowledged the problems in relying solely on bhaptoetailer
data due to different cst allocation approaches and cost categorisation. Origin noted:
Origin believes that relying on data provided by retailers to determine an appropriate retailer

operating cost is problematic as retailers have different accounting methodologies and how they
allocate costs to electricity and gas customers [sic].

X

We thus believe a benchmarking approach with some comparison to actual costs to assure validity
is the most effective mechanism to determine these c8sts.

Similarly, Ergon Retail submitted:

EEQgefNJ f f & &dzLJLI2NIa '/ L[ !'ffSyQa | LIINRIOK G2 SaidAay
acknowledge, and agree with the concerns raised by other market participants, that a hgttom

approach may have some practical barriers to being an effective methodimiaéisg ROC and

margin. EEQ is also concerned that relying too heavily on a baffomethodology for estimating

36 QCOSS, submission to the QCA interim consultation paper, Regulated retail electricity pricds 2046

37 Origin Energy, submission to the QCA interim consultation p&esgyulated retail electricityries 201617,
29 January 2016, p. 3.

38 Ergon Energy Queenslandjsnission tathe QCAinterim consultationpaper, Regulatedetail electricity
prices 201617, 20 January 2016, p. 7.

39 Origin Energysubmission tathe QCAinterim consultationpaper, Regulded retail electricity prices 20t@7,
29 January 2016. 3.
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5.2

ROC may distort the estimation of efficient costs. This is true for ROC allowances for both small
and large customer®

With regard to the retd margin component of retail costs, Origin supported a retail margin based
on a percentage of total costs as previously adopted. Origin considered a margin of at least 5.7
per cent is appropriaté!

The Queensland Consumers Association questioned howas$ieof capital would be calculated

and included in any estimates of retail costs and margin. We note that, while this was a
component of IPART's assessment of the retail margin, ACIL's benchmarking approachdor 2016
17 does not hinge on estimates of thest of capitaf?

In response to the draft determination, COTA Queensland supported the new approach to retalil
costs. In contrast, CCIQ considered that the QCA should return to the previous approach to
estimating retail costs.

QCOSS and the Queenslandh&loner's Association suggested that the benchmark retail cost
values should be derived based on the weighted average of retail costs, weighted toward the
most prominent retailers, by market share. We have considered this proposal and addressed this
matter in section5.4.2.

The Minister lodged a submission raising concerns about price impacts on small business
customers. The Minister requested that the QCA consider a transitional arrangement for the
updated retail cost estimates for small business cust@men the basis that the estimates
represent a step change and will:

Xresult in a significant price increase at a time when they [small business customers] could
reasonably have expected a more stable outcéfne.

This issue is addressed in sectiof.

Some takeholders raised specific methodolemglated issues regarding ACIL's analysis, which
have been addressed in ACIL's final report. Other issues raised in submissidnQCA
responses where appropriateare set out in Appendix J.

Approach to estimating tail costs for 201617
We have considered ACIL's advice and stakeholder feedback when making our final decisions.

ACIL used a combination of bottemp and benchmarking methods to estimate retail costs,
informed by analysis of publicly available data, eked retail market offers, and detailed
confidential information provided by retailers.

ACIL analysed competitive retail market offers available across several competitive jurisdictions
to derive the implied level of retail costs incurred by retailethis analysis was conducted on
both flat rate (nortime-of-use) residential tariff offers, and flat rate small business tariff offers.

40 Ergon Energy Queenslandjsnission tathe QCAinterim consultationpaper, Regulated retail electricity
prices 201617, 20 January 2016, p. 10.

41 Origin Energysubmission tathe QCAinterim consultationpaper, Regulated retail electricity prices 2Q16,

29 January 2016. 4.

42 Discount rates, using a weighted average cost of capital methodology, are however necessary for estimating
the time value of money associated with amortising discausee, ACIL's final report, May 2016), costpass
through and some components of wholesale energy purchase costs.

43 Minister for Energy and Water Supplybsnission tathe QCAdraft determination,Regulated retail electricity
prices 201617, 3 May 2016.
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ACIL estimated the retail costs in each market offer by deconstructing the components of retail
tariffs, and benchmarkinthe retailer costs. It started with total average customer bills based on
retailer market offers, before deducting network costs and estimated energy purchase costs. The
residual amount reflects the total retail cost component of each tariff.

ACIL normigsed the data for known cost differences between jurisdictions, for example, costs
associated with statdased energy efficiency schemes, and the estimated higher costs of smart
metering in Victoria. This normalisation process produced retail cost cditgmms that, as far as
possible, can be compared on a Hike-like basis across retailers and distribution regiths.

While ACIL was engaged to estimate retail costs for small, large and very large business
customers, it was not possible to benchmark cotitpee market prices available to large and

very large businesses, as retailers tend to develop tailored offers for these customers. As aresult,
no useful information is available on competitive market prices for these segments. Our
considerations of retil costs for large and very large business customers are set out at section
5.7.

Nonetheless, significant data is available on market offer prices to residential and small business
customers, which has allowed ACIL to perform useful benchmarking analykisse market
segments.

To support ACIL's benchmarking analysis, the QCA issued formal information requests under the
Electricity Act to retailers operating in regional Queensland, requiring them to supply cost data.
This data is commercially sensitiaed cannot be reproduced here.

The information provided by retailers was not sufficiently robust for ACIL to use it as the primary
basis for estimating efficient retail costs. The data was of varying quality and completeness' and
highlighted significantlifferences in the way retailers categorise costs. This outcome was not
unexpected and confirms our and ACIL's view that the benchmarking approach should be the
primary method of establishing efficient retail costs, with the bottajmassessment used tose

the reasonableness of the benchmark market observations.

5.3 ACIL's analygisresidential and small business tariffs

5.3.1 Market data benchmarking

In summary, ACIL's analysis indicates that:

1 Average total retail costs for residential retail tariffs are closhtb@CA's existing allowance.
However, retailers appear to recover more of these costs from the variable component of
retail tariffs than previously assumed.

i1 Average total retail costs are higher for small business customers than for residential
customes. As is the case for residential tariffs, the market data indicates that retailers recover
a greater proportion of retail costs from the variable component of small business tariffs,
compared to our previous assumptions.

i There are significant differencéa how retailers allocate retail costs between fixed and
variable components. This also differs across customer tariff classes. For example, the data
indicates that the proportion of retail costs that are recovered through the variable

“4For a comprehensive explanation of ACIL's methodology, please see its methodology paper (December
2015), preliminary report (March 2016) and final report (May 2016), which are available on the QCA website:
www.qca.org.au
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component is higar in the case of small business tariffs than in the case of residential
customer tariffs.
Residential customers

Figure8 illustrates the total retail costs derived from residential tariff observations, and the
allocations between fixed and variable compoits by retailer, based on an average usage of
4,640 kWh per yeat®

Figure8 Benchmark average total retail costs by retaiteresidential customers
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Note: Assumes average annual consumption of 4,640 kWh.

Based on this analysis, the total average ratasit ranges from $195 to $308 per customer per
year, with the majority of observations falling between around $200 and $230 per year. Across
the entire sample of observations, the average total retail cost component is $232 per year. This
is similar to tle equivalent total allowance in the QCA's 2§16 determination of $246°

The fixed component of total retail costs ranges from $92 to $168 per customer per year, and the
variable component from 0.67 to 3.74 cents per kWh.
Small business customers

Figue 9 illustrates the total retail costs derived from small business tariff observations, and the
allocations between fixed and variable components by retailer, based on an average usage of
16,370 kWh per yed.

45 This represents the average usage in 2(iB4for tariff 11 customers, as advised by Energex.

46 Based on the total retail operating costs, and margin costs incurred by a tariff 11 customer consuming 4,640
kWh per year, ansistent with ACIL's average usage assumptions.

47 This represents the average usage in 2{iB4for tariff 20 customers, as advised by Energex.
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Figure9 Benchmark average total retail costoy retailer small business customers
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Based on this analysis, the total average retail cost ranges from $408 to $781 per customer per
year. Across the complete sample of observations, the avei@géeretail cost component is

$604 per year. The fixed component of total retail costs ranges from $130 to $242 per customer
per year, and the variable component from 1.26 to 3.62 cents per kWh.

This analysis indicates that serving customers on smaihbss tariffs cares higher retail costs
than serving residential customers, on average. Possible reasons for this cost difference include:

i different customer risk profiles and potentially a greater likelihood of default for small
business custometsas aresult, retailers may require a higher return on their small business
customers

i1 the need for different marketing approaches and customer acquisition and retention
strategies for example, small businesses may be 'stickier’, which might require retailers to
adopt more intensive and costly marketing approaches to win new customers

i greater use of manual processes and more individual contact with small business customers
compared to residential customers.

The analysis also suggests that retailers recover ategrgmoportion of retail costs through
variable charges from small business customers, compared to residential customers. This is not
unexpected, as small businesses typically have a higher usage than residential customers, which
means the fixed componertends to be a smaller proportion of the overall bill than it is for
residential customers.

5.3.2 QCA position

ACIL's analysis presents a range of benchmark retail cost allowances that could be adopted, along
with approaches for allocating these costs to fixedl arariable tariff components. Based on
ACIL's analysis, we have adopted the following approach:
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(1) Establish an efficient total retail cost amount (inclusive of retail operating costs and
margin), based on ACIL's recommended range of benchmark retail costs.

(2) Determine how the total efficient retail cost allowance should be allocated to the fixed
and variable components of retail tariffs, based on ACIL's analysis of competitive market
data.

(3) Assign a retail cost allowance, and fixed/variable allocation assumfatieach regulated
retalil tariff.

This approach differs from our previous methodology, and that used by IPART in itsd@013
determination. However, we consider it is a robust and transparent approach, as it relies heavily
on outcomes observed in comptitie retail markets.

Our approach means that the retail margin cannot be isolated from any other component of the
overall total retail cost. However, we do not consider it necessary to estimate an efficient retail
margin, or any other discrete retail socomponent. Rather, our approach focuses on estimating
an efficient total level of retail costs, which implicitly includes some retail margin, portions of
which are recovered through fixed and variable charges. The relationship between total retail
cost and the implied retail margin is further explained in ACIL's final réport.

Our approach also means that variable retail costs are recovered as a percentage of underlying
variable costs, similar to the way the retail margin was applied in previous yEses.easons for
this approach, and how it is used to derive variable retail costs, is explained further in Appendix

5.4 Determining efficient total retail cost allowanaesesidential and small
business tariffs

ACIL's analysis produced a range of potewtifitient total retail cost allowances based on market
data. However, we need to determine point estimates from this data to establish efficient
benchmark retail cost allowances to apply to each regulated retail tariff.

5.4.1 Representative retailer charaaistics
2SS KIS LINBGA2dzateée | LILIXASR | WNBLNBaSyalraards
allowances. This approach established a hypothetical retail entity with specific characteristics,
which could be used to inform our decision on the efficileviel of costs. The assumption was
that certain business characteristics, such as scale and integration, are likely to influence overall
retail costs.

However, it is not clear that the representative retailer concept remains useful when establishing
efficient levels of retail costs, for two reasons. First, very few retailers have the characteristics of
the QCA's representative retailer, and benchmarking the costs incurred by these businesses only
is therefore unlikely to deliver robust results. Secpad illustrated in Figurégand 9, ACIL's
analysis does not suggest any clear relationship between the overall level of retail costs and
retailer characteristics, particularly in terms of scale. In fact, some of the smaller retailers appear
to have lowe retail costs than some larger incumbents.

For these reasons, we do not consider it necessary to strictly observe the previous definition of a
‘representative retailer' when determining efficient retail cost allowances. Instead, we consider
it appropriak to include the entire sample of observations from ACIL's analysis, rather than

48 ACILRegulated retail prices for 2041&7: Estimating the efficient retailer cosfinal report, 13 May 2016
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5.4.2

limiting our analysis to observations from those retailers that satisfy our definition of a
'representative retailer'.

Total retail cost allowances

In the draft decision weneposed using the simple average of the derived retail costs from ACIL's
market observations to estimate efficient total retail cost allowances for serving small customers.

In response to the draft determination, consumer groups suggested that the retatl c
allowances should be derived based on the average cost weighted by the number of customers
served by each retailer (i.e. market share). ACIL modelled this approach and found that the
difference in the overall retail cost for an average customer isigibte. However, the weighted
average approach results in a slightly higher fixed component for residential tariffs and a slightly
higher variable component for small business tariffs. It should be noted that ACIL's analysis was
based on a number of agsiptions regarding retailer market shares, due to the lack of a complete
publicly-available data set.

Table8 compares the retail cost estimates based on simple averages (as used in the draft
determination) with ACIL's market share weightmeerage estirates.

Table8 Comparison of simple average and market share weightagrage retail cost

estimates
Customer class Simple average Weighted-average

Fixed charge| Variable Total Fixed charge Variable Total

($lyear) charge retail cost ($lyear) charge retail

(c/kWh) ($lyear) (c/kwh) cost
($lyear)
Residential 127.93 2.25 232.21 130.50 2.21 233.04
Small business 181.56 2.58 60379 175.21 2.62 604.10

Notes: Based on average annual consumption in 208.4f 4,640 kWh for residential tariffs and 16,370 kWh for
small business tariffs, as advised by Energex. Totals may not add up due to rounding.

The suggestion to weight retail cost observations by customer numbers appears to be based on
the assumption of an inverse relationship between retailer size and tetailrcosts. |If this
assumption is true, weighting the observations by market share would be expected to produce
retail cost estimates that are lower than the simple average outcomes. However, this is not the
case, as illustrated imable8 above. In adition, as noted in sectiob.4.1, ACIL's benchmarking
does not reveal any clear relationship between retail costs and retailer size (see Bigns).

Using a weighting approach also has other limitations. Firstly, accurately weighting observations
by retailer market share requires data that is not publicly available in all jurisdictions. Relying on
data that is not publicly available results in a less transparent methodology, which is contrary to
the requests of consumer groups for improved trangyay around the modelling approach.
Secondly, it adds complexity and may result in the need-&stanate retail costs in response to

any significant changes in market shares.

For these reasons, we remain of the view that using the simple averageobkalvations is an
appropriate method for determining point estimates from the benchmarking observations, for
this determination.

ACIL's analysis reveals there is a marked difference between the average retail costs of serving
small business and resideait customers. We consider this difference is sufficient to warrant
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5.4.3

5.5

separate retail cost allowances. This means that typical small business customers will pay a higher
retail cost than typical residential customers on average, compared tocd®15

Inflating retail costs to 20X@.7 values

ACIL's market observations reflect retail costs from 2065prices. As a result, we need to
consider whether those values should be indexed to 2Q¥&dollar terms.

ACIL has proposed that the fixed retail costs be la¢lthe 201%16 level for 201617. ACIL
formed this view after reviewing confidential information provided by retailers, and published
financial results, which suggest that that the expected growth in wages and materials costs in
2016c17 appears to be ofét by expected productivity improvements.

No stakeholders commented on this matter.

Our final decision is to accept ACIL's advice that the . Benchmark retail costs should be
applied without escalation in 20%67 notified prices. We will need to risit this issue in the
future (discussed in sectidn9).

QCA position

Our final decision is to establish two separate retail cost allowances to reflect the estimated
efficient costs of supplying residential and small business customers, based on thgesvefa
ACIL's benchmarking observations. T&dsdets out the total retail cost allowances for residential
and small business customer tariffs for 2Q18. These are based on the simple average of market
observations derived from ACIL's benchmarking aslgummarised in Figur8sand 9

Table9 Benchmark average retail costsresidential and small business customers

Customer class Total retail costs ($/annum)
Residential $232.21
Small business $603.79

Note: Based on average annual consumption,688 kWh for residential tariffs and 16,370 kWh for small business
tariffs. These averages represent averages across the entire data samples, and do not represent averages of the
values depicted in Figur@and9.

Determining fixed and variable retail cadmponents residential and
small business tariffs

Having determined an aggregate retail cost amount based on an average level of consumption,
we need to consider whether these costs should be recovered through fixed or variable charges,
or a combinatiorof both.

Generally, the principle of cost reflectivity informs the decision on where the retail cost
allowances should apply in each tariff. If retail costs are mostly fixed, they should generally be
applied to the fixed tariff component; if they are nilysvariable (they change with the level of
usage), they should generally apply to the variable tariff components. In previous
determinations, we allocated the retail operating costs allowances to the fixed component of
retail tariffs only, as we had ndreng evidence to conclude that these costs varied with energy
usage. The retail margin was applied as a percentage of total costs, which means it had a fixed
and variable component.

Stakeholders expressed mixed views on how retail costs should be atldoatween fixed and
variable components. In response to the interim consultation paper, the Queensland Consumers
Association submitted:
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The Association emphasises the need for these to be accurately and fairly allocated given that they
have major impact®on the bills of different types of consumers and on incentives to change
consumption.

In this regard the Association requests that the review of ROC establish the extend [sic] to which
any significant retail costs, for example financing costs, are volefated and take these into
account when deciding whether to continue to regard all retails costs as fixed and to add them to
the daily charge®?

In contrast, Toowoomba Regional Council considered that:

Xthe [retail operating costs] should be a fixed rade éach account and should not be linked with
consumption and hence the variable componéht.

Ergon Retail also considered the majority of retail costs are fixed, stating:

EEQ supports the principle of cost reflectivity, in the application of ROC, tafidedriable

OKIFNBS&ad Ly 99vQad @OASés F YIr22NARGe 2F GKS Ozada Ay
costs] represent fixed charges. Applying the ROC to the fixed component of notified prices is likely

to be the most appropriate approach. Wever, consideration should be given to the impact of

fixed charges on customers with low usage, in particular, those who are vulnerable or experiencing

financial hardship3t

Ergon Retail also noted, in the context of estimating the retail margin, thatt&@ation and
depreciation should be captured in the fixed retail cost component, rather than the variable
(margin) component. It noted:

Many retailers are reducing the number of acquired assets and instead using service arrangement
for their systems andequired assets (e.g. IT systems, buildings, etc). The reclassification of
depreciation and amortisation expenses from retail margin to ROC will assist with future
benchmarking proces&

Origin Energy also considered that the fixed component should behigtating:

Origin does not agree with the proposed rebalancing of the fixed and variable components of the
retail tariff. It does not reflect a true allocation of costs to customers in Queensland and it may
lead to the cross subsidisation between custosegments as retailers attempt to recover fixed
costs3?

The preference for higher fixed charges among retailers is understandable, as it provides greater
revenue certainty, particularly when consumption is declining. Itis also understandable tleat larg
customers would prefer a fully fixed retail cost allowance, as this means retail costs would likely
represent a relatively smaller portion of their overall bill.

In practice, fixed and variable retail costs are closely related and dependent on retailer
preferences, as ACIL noted:

The allocation of costs between the two categories may sometimes be arbitrary and for a given
retailer may change over time. A retailer could, for example, invest in IT and increase the level of

49 Queensland Consumers Association, submission on the QCA interim consultationReapéated retail

electricity prices for 20xd7, 18 January 2016, p. 2.

%0 Toowoomba Regional Council, submission on the QCA interim consultation Bageitated retaielectricity

prices for 201617, 17 December 2015, p. 2.

51 Ergon Energy Queenslaraipmission on the QCA interim consultation pafeegulated retail electricity
prices for 201617, 20 January 2016, p. 9.

52 Ergon Energy Queenslaraipmission on the QCAterim consultation paperRegulated retail electricity
prices for 201617, 20 January 2016, p. 9.

53 Origin Energy, submission tme QCA draft determinatioriRegulated retail electricity prices for 2Q1&, 20
April 2016, p. 1.
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automation in the business, whiaghay decrease the fixed retailer cost (the costs to serve a
customer) and increase the variable retailer cost (the return on and of the IT &4sets).

In setting its fixed retail cost allowance at the mpidint of the estimated range for its 20436
determingion, IPART also acknowledged this trasfEbetween fixed and variable costs:

[Setting the retail operating cost allowance at the rpioint] ... takes account of the fact that
NBGFAESNBEQ OFLAGEE SELISYRAGINE R&dedingetie F NB y2i Ol
retail margin. If retailers have lower ROC because of higher capital expenditure, then setting ROC

at the low end of the range may understate their total costs given our method for estimating the

retail margin. Further, choosing the lowend of the range may place too much weight on one
NEBGFAESNRa REGEEZ 3IAGSY (GKIG GKS RATTFSNByOSa I ONRaa
their reporting and cost allocation methods.

5.5.1 Market data benchmarking

Our previous methodology fapplying retail costs implies recovery of around 77 per cent of total
retail costs (retail operating costs and margin) through the fixed component for residential tariffs
and around 50 per cent for small business tafiffslowever, ACIL's analysis indicatbe fixed
component is generally smaller on average.

For residential customers, the market data analysis reveals that 45 per cent of retail costs are
recovered through variable charges and 55 per cent through fixed charges, on average. This
allocationis quite different for small business tariffs, where around 30 per cent of costs are
recovered through fixed retail charges, and 70 per cent through variable charges, on average. This
is understandable, as small businesses typically have higher usagestidantial customers,

which means the fixed component tends to be a smaller proportion of the overall bill than it is
for residential customers.

ACIL's analysis also reveals differences in how individual retailers recover retail costs from fixed
and varidle tariff components. Notwithstanding these differences, there is a clear inverse
relationship between the two componerttshigher fixed retail costs tend to be offset by lower
variable retail costs and vice versa.

5.5.2 Confidential retailer data bottom-up aralysis

Confidential data supplied by retailers was varied and did not allow us to draw any firm
conclusions on the appropriate allocation of retail costs between fixed and variable components.
However, it has provided some guidance on the likely readenednge of the fixed retail
component.

ACIL analysed the confidential retailer data and derived a reasonable range for the fixed
component of retail costs for small customers of between $80 and $175 per customer per year.
This range effectively reflected upper and lower limit of costs that could potentially be treated

as fixed retail costs by a retailer. The lower limit includes only those costs that are typically
considered to be directly related to customer numbers such as call centres, billing\samliee
collection and customer acquisition and retention costs. The upper limit includes those same
costs and others that could be considered fixed, but which retailers may choose to recover
through variable charges. These costs include depreciation, tesawion, tax and interest

54 ACILRegulated retail pces for 201617: Estimating the efficient retailer cosfial report, 13 May2016.

S5 |PARTReview of regulated retail prices and charges for electricity from 1 July 2013 to 30 Jun&ud@l16
2013, p. 105.

6 Based on 201616 tariff 11 notified prices ith the average annual usage 4640kWh, and 201§16 tariff
20 notified prices with annual average usage of 16,370 kWh.
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5.5.3

5.6

payments, which have typically been considered as recovered through the variable retail
component (the retail margin in previous determinations).

The midpoint of the estimated range of the fixed retail cost component derivethftbe retailer

data is $127.50. This is very close to the average fixed component of residential retail costs
derived from the market data analysis, which supports the validity of the benchmarking
observations.

QCA position

While retailers considered thahe fixed component of retail costs should be higher, no new
information or evidence was provided to support this view. On this basis, we consider using the
allocation implied by the average fixed and variable retail cost allowances derived from ACIL's
market observations remains a reasonable approach to allocating total benchmark retail costs.
Details on how the fixed and variable components have been applied are set out in Appendix J.

Adopting the average benchmark allocation between fixed and var@iigonents would see
residential and small business notified prices 'rebalanced' to place greater weight on recovery of
costs through variable charges. For tariff 11 customers, this would result in a reduction in the
fixed daily charge of arountl centsper day, and an increase in the variable chargg. b7 cent

per kWh. For small business customers, this would result in a reduction in the fixed daily charge
of around3.8 cents per dayand an increase in the variable chargd &9 cents per KWH'

The allocation between fixed and variable components has distributional implications for
different customers. Recovering a larger proportion of retail costs from the fixed component will
have a proportionally greater impact on lewsage customers (as fixedste are a relatively larger
part of their bill), while recovering more costs through the variable component will have a
relatively greater impact on highsage customers.

Assigning fixed and variable retail costs to residential and small business
customertariffs

After establishing the total retail cost allowances, and the benchmark allocation between the
fixed and variable components, we then determined the appropriate way to assign these
allowances to each individual retail tariff.

Flat rate tariffs andime-of-use tariffg tariffs 11, 12A, 20, 22 and 22A

Tariffs 11 and 12A can be accessed by residential customers and small business customers.
However, they can only be accessed by small business customers in conjunction with a primary
small business tdfi Likewise, tariffs 20 and 22 can be accessed by residential customers in some
circumstances. However, the predominant users of tariffs 11 and 12A are residential customers,
and small business customers are the predominant users of tariffs 20 ands22icl& we have
decided to apply the small business retail cost allowance to tariffs 20, 22 and 22A, and the
residential retail cost to tariffs 11 and 12A.

Demand tariffs tariffs 14, 24, 41

Tariff 14 is a residential tariff and tariffs 24 and 41 are smainess tariffs. We have applied the
corresponding retail cost allowance to each of these tariffs.

57 This represents the impact on the retail cost component only and assumes all other costs are held constant.
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In previous decisions we applied the retail margin equally (on a percentage basis) to all
components of each retail tariff, including demand charges. @vsider this approach remains
appropriate for apportioning variable retail costs to tariff components that are not volume
related, such as demand charges. We have applied the relevant variable retail cost percentage
allocators set out immable37, columnE (Appendix)lo the demand and usage components of
each of these tariffs.

Controlled load tariffs tariffs 31 and 33

Tariffs 31 and 33 are available to both residential and small business customers. However, we
note the majority of customers accessingetie tariffs are residential, and weve therefore
appliedthe benchmark retail cost allowance for residential customers.

We previously decided not to apply fixed retail cost allowances to the controlled load retail tariffs,
because we assumed that custoraeaccessing those tariffs would also access another general
supply tariff (e.g. tariff 11 or 20) and pay their fixed retail costs through that tariff.

In 201617, we will continue with this approach and apply only a variable retail cost to tariffs 31
and 33.

Unmetered loads tariff 91

Tariff 91 is available for small unmetered supplies (other than street lighting) as approved by the
distribution business. This tariff is primarily used for loads that are predictable and reasonably
calculated without megring, or where it would not be cogfffective to install a meter. As tariff

91 is intended for small loads, we have applied the small business variable cost percentage
allocator to the usage charge of tariff 91.

In previous decisions, we did not applyfiged retail cost component to tariff 91, because
customers accessing this tariff were also likely to be supplied under another general supply
business tariff. We have decided to continue this approach in 0.6

Transitional arrangement for small buess retail costs

As noted in sectiorb.3, adopting ACIL's analysis means higher retail costs for small business
customers compared with 20£%6. In isolation, the shift from the IPART benchmark to ACIL's
benchmark estimate is responsible for aroundr percentage points of the overdlll.2per cent
increase in a typical tariff 20 customer bill in 2Q18. We have considered the suggestion by the
Minister to transition the impact of this change over more than one determination period.

While we previougl transitioned the rebalance of tariff 11 after the move away from the
Benchmark Retail Cost Index (BRCI) approach to setting notified prices, that was about removing
a crosssubsidy within the residential customer group, not holding prices below cosifentire
customer group. We have also previously transitioned the move from some BRCI tariffs to
standard business tariffs, but only where there were very substantial customer impacts.

In contrast, we have not previously transitioned the impacts of changeindividual cost
components, even where those changes have been very substantial. The reasoning behind that
approach has been that transitioning changes in individual cost components would mean setting
prices that are below the actual costs of supfdy further below the actual costs of supply in
regional Queensland).

Transitioning the change in retail cogte small business customewngould result in prices being
set at a level that is further below the actual costs of supply in regional Queen$&atting prices
further below cost will also have an adverse impact on retailers, other than Ergon Retail, that
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5.6.1

5.7

supply small business customers in regional Queensland. Based on information provided by
Ergon Distribution, these retailers supply almogb® small business customers in regional
Queensland. They are likely making a significant loss on these customers, as they do not receive
the Customer Service Obligation (CSO) payment that allows Ergon Retail to provide subsidised
prices; they also canndransfer these customers back to Ergon Retail.

Further, transitioning the change in retail costs would likely result in notified prices that are lower
than expected standing offer prices in south east Queensland, which would be inconsistent with
the UTP. In addition, it would necessitate a 'catgpi of costs in 201F18, which would likely see
notified prices for small business customers increase again, regardless of any increases in actual
underlying costs.

For these reasons, we have decided that tfenge in the retail cost allowances for small
business should be passed through in full in 20176

QCA position

Our final decision is to apply the total retail cost allowances to the fixed and variable components
of retail tariffs based on the averagdaation derived from ACIL's analysis (see T@hland the
variable cost percentage allocators set out in TakBe(Appendix J). Tablg9 (Appendix J)
summarises the application of these costs to each retail tariff. Consistent with our previous
determinations, secondary retail tariffs do not attract a fixed retail cost allowance.

Large and very large business customer tariffs

For the reasons set out in sectiér?, ACIL has advised that there is no compelling evidence that
the retail costs for large angery large business customers should vary from the QCA's previous
allowances.

Stakeholders expressed differing views on the appropriate level of retail costs for large business
customers. Toowoomba Regional Council stated:

Council questions the findinbdt the costs to serve large and very large customer is higher than
for small and residential customers. In fa€buncil believes the opposite to be true. Large and very
large accounts are likely to be controlled by organisations with multiple accoudthemce
availing themselves of electronically issued consolidated invoices. Whereas small and residential
customers are invoiced on paper for each individual account [sic]. Council considers that the cost
to administer a large or very large account wobklsimilar if not less than the cost to administer

a small account, and hence does not support the proposal to continue to charge larger accounts
with a higher ROCG8

In contrast, Ergon Retail submitted that large customers are more costly to servestinalh
customers and supported separate allowances for large customers:

The requirements of large and very large customers often result in more tailored product offerings
and bespoke servicing. This impacts operational activities across multiple funcitbirs av
business including:

i Customer administration (call centre specialists and dedicated customer service
representatives)

i Trading

i Billing and revenue collection

58 Toowoomba Regional Cocil, submission to the QCA interim consultation pajgulated retail electricity
prices 201617, 17 December 2015, p. 2
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5.7.1

5.8

1 CARC?

We note Toowoomba Regional Council's suggestion that retail costs should be loveegéoand

very large customers. While potential cost savings could be made by consolidating billing for large
customers with multiple accounts, other characteristics of the relationship between a retailer and
large customer may lead to higher costs, ated by Ergon Retail.

We also note that Frontier Economics previously examined this issue and found that it costs
considerably more to serve large customers than small custofiélrkis cost difference was
based on the higher costs of marketing, accourgnagement, and pricing of large customer
loads.

QCA position

On balance, we consider there is no conclusive evidence to suggest that the retail cost allowances
for large and very large business customers in 20T6&hould be materially different from those
allowed in 201§16.

Therefore, our final decision is to base retail costs for large and very large business customers on
our 201%16 allowances, with the fixed retail components escalated by forecast inflation to
maintain them in real terms. Details dmow we have applied retail costs to each pricing
component are set out in Appendix J.

Tablel2 sets out our decision on retail cost allowances for each large and very large business
tariff.

Retail cost allowances for 20457

Tables10 to 12set out our firal decisions on the retail cost allowances for each regulated retail
tariff for 2016;17. Each fixed retail cost component includes an allowance for QCA regulatory
fees, as set out in Tab# of Appendix.

% Ergon Energy Queenslaraipmission tathe QCAvriterim consultationpaper, Regulated retail electricity
prices 201617, 20 Januar 2016, p. 8.

80 Frontier EconomicRetail Operating Costseport prepared for the Economic Regulation Authority of
Western Australia, February 2012.
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Tablel0 Final determinatiort retail costs forresidential customers and controlled loads for
2016;17 (GST exclusive)

Retail tariff Pricing component
Fixed retail Usage (c/kwWh) Demand ($/kW/month)
component
(c/day) Peak Off-peak/flat Peak Off-peak/flat
T11 35.107 2.376
T12A 35.107 5.392 1.917
T14 35.107 1.447 5.963 1.086
T31 n/a 1.393
T33 n/a 1.927

Tablell Final determinatiort retail costs for small business customers for 2@16 (GST

exclusive)
Retall tariff Pricing component
Fixed retall Usage (c/kWh) Demand($/kW/month)
component
(c/day) Peak Off-peak/flat Peak Off-peak/flat
T20 49.790 2.807
T22A 49.790 5.108 2.519
T24 49.790 1.762 9.165 1.506
T41 49.790 1.472 3.117
T91 2.527
T22 (transitional) 49.790 3.052 2.448

Tablel2 Final determinatiort retail cods for large business, very large business and street
lighting customers for 201617 (GST exclusive)

Retail tariff Pricing component
Fixed retail Usage (c/kwWh) Demand ($/kW/month)
component
(c/day) Peak Off-peak/flat Peak Off-peak/flat

T44 492.445 0.668 2.164
T45 1117.230 0.673 1.718
T46 2632.909 0.684 1.527
T47 2372.031 0.628 1.406
T48 2787.627 0.628 1.406
T50 456.956 0.643 0.829 3.322 0.801
T71 n/a 1.711
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5.9

5.9.1

Updating the retail cost allowances from year to year

A thorough bottomup and benchmark review of the efficient retail cost allowance represents a
time-consuming and costly exercise, and places a significant reporting burden on electricity
retailers. We consider that the cost of doing this exercise on a yearly basis wouldikabst |
outweigh any incremental benefit over the short term. Rather, we envisage that a thorough
review of retail costs for the 20%87 determination should produce robust estimates that can
then be updated annually using a defined escalation method.

Any brm of annual escalation could not be conducted indefinitely, and a further detailed review
of retail costs would need to be conducted in due course. This would become particularly
important if there were material changes in cost drivers that flowed tigioto retail costs.

QCA position

With the exception of retail costs for large and very large business customer tariffs, the escalation
of benchmark retail cost allowances is not necessary in 06 For this reason, wkave
deferredour consideration othis issue to next year, should we be delegated the task of setting
notified prices.
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6.1

This chapter sets out our final decisions on the inclusion of additional allowances above the
estimated efficient costs of supply, and the cost ghssughmechanism. Our final decisions are
to:

i provide an allowance for headroom of five per cent of the estimated efficient costs of supply
for all large business customer retail tariffs, consistent with our 208 Sletermination

i include a five per cent allowaa above the estimated efficient costs of supply in south east
Queensland for all residential and small business customer tariffs, to reflect the difference
between the expected level of market offer prices and standing offer prices Q12016

1 require thenegative passhrough of a small overecovery of Smalbcale Renewable Energy
Scheme (SRES) costs incurred duringcd®15

Allowances above the efficient costs of supply

Under section 90(5)(a) of the Electricity Act, we are required to have regard &ffdet of our
price determination on competition in the Queensland retail electricity market. We must also
have regard to the objects of the Electricity Act, which include:

(@) establishing a competitive electricity market in line with the national elatgrindustry
reform process

(b) taking into account national competition policy requirements.

Where it is effective, we consider that competition provides the best means of delivering the
goods and services that customers demand at prices that refleciegificosts. In previous
determinations, we have included an allowance for ‘headroom'’ to facilitate the development of
retail competition in south east Queensland for residential and small business customers, and in
regional Queensland for large businesstomers. The headroom allowance is an amount, in
addition to the estimated efficient cost of providing customer retail services, included in notified
prices for the purpose of encouraging customers to engage in the market and seek out more
attractive maket offers. Since the 20£23 determination, we have set this allowance at five per
cent of total estimated efficient costs.

Retail competition in the residential and small business customer market is very limited outside
of south east Queensland. Thislargely because the Queensland Government's Uniform Tariff
Policy (UTP) delivers a subsidy to Ergon Retail to supply electricity at notified prices which are, in
most cases, well below the true cost of supply. Other retailers cannot access this sarmbidy
therefore typically cannot compete with Ergon Retail's subsidised notified prices. While
headroom has performed the function of encouraging competition in the south east Queensland
market where there is a choice of retailers, the inclusion of headronwotified prices for small
customers in regional Queensland has been a consequence of the UTP, rather than a means of
promoting competition.

While we are setting notified prices to apply in regional Queensland only, headroom remains a
relevant issue foR016¢17. Firstly, headroom is an important consideration when setting notified
prices for large and very large business customers in the Ergon Distribution area, as many of these
customers have access to competition. This is discussed further in sécti@n In the draft
determination, we applied a headroom allowance of five percent of total costs for large and very
large business customer tariffs, consistent with our approach in previous years.
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6.1.1

Headroom is also a relevant concept when determiningetkigected level of standing offer prices

for small customers in south east Queensland. Conceptually, headroom can be likened to the
increment of standing offer prices over market offer prices where we assume that market offer
prices are based on the efiént costs of supply. In the draft determination, we considered that
there would likely be differentials between market and standing offer prices in south east
Queensland in 20XA.7, and there were no reasons to conclude that those would be any different
to the differentials between market offer prices and notified prices observed in the market in
201516. On this basis, we proposed to apply an allowance of five per cent above the estimated
efficient costs of supply, to reflect expected standing offecgsifor small customer tariffs.

Submissions

Canegrowers Isis, Canegrowers, Cotton Australia, FNQEUN, QCOSS, and QFF opposed the
inclusion of headroom in regulated retail tariffs on the basis that it increases prices for regional
customers, most of whom daeot have access to competitive market offers.

In contrast, Ergon Retail and Origin Energy supported the continued application of a five per cent
headroom allowance for large and very large business customer tariffs.

Ergon Retail supported a standingesftlifferential of five per cent for small customer tariffs, but
recommended the QCA review this approach in following years as the deregulated market in
south east Queensland matures. The Queensland Consumers Association suggested that the QCA
should comsider weighting each observed discount by the retailer's market share when
determining the differential required to establish expected standing offers prices.

QCOSS suggested that the analysis of price differentials should include market offers that are
above the notified price level, which the QCA purposely excluded from the analysis. These issues
are addressed below.

Estimating price differentials in south east Queenstanesidential and small
business customers

Notwithstanding some stakeholders' opptien to the concept of headroom, the Queensland
Government's definition of the UTP leads the QCA to set DA 6otified prices for small
customers in regional Queensland that broadly reflect the expected level of standing offer prices
in south east Queetend (see section 2.2.1). As discussed below, market prices in south east
Queensland reveal that most retailers' best market offers are generally lower than notified prices
in 201516, albeit by varying amounts. In essence, these price differentialsesepr a form of
‘headroom’ reflecting the amount competed away through conditional and-camditional
discounts.

The QCA uses an N+R bottam approach to derive the estimated efficient costs of supplying
small customers in south east Queensland. In drteams, this produces price levels that we
would expect to reflect efficient market offer prices. To estimate the expected lewthiofling

offer prices it is necessary to add an amount that represents a reasonable expectation of the
difference betweerexpected efficient market offer prices and expected standing offer prices.

Why is there a difference between market and notified prices?

There are a number of possible reasons why notified prices tend to be higher than market offer
prices. In many casethe difference reflects the fact that the notified price contracts often
provide terms and conditions that are more favourable to the customer. The premium could then
be considered as compensation to the retailer for accepting the additional costsisksl r
associated with providing those terms and conditions.
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Through market offers, retailers are able to adopt different terms and conditions designed to
reduce their direct costs or risks, which may enable them to offer a better price or other
incentivesto the customer. For example:

9 Incentivising customers to pay on time can reduce a retailer's bad debt risk, improve its cash
flow position and reduce costs.

i1 Requiring customers to use direct debit payment methods achieves a similar outcome, and
many rdailers offer discounts to customers who use it, to reflect the lower risk of default
and bad debts.

i1 Requiring customers to subscribe to onlioely (paperless) billing allows retailers to save on
printing and postage costs.

The difference between marketral notified prices may also be an indication of differential
pricing strategies, whereby retailers target different customer segments with different prices,
according to their sensitivity to price changeStanding offer prices will most likely be takem u

by nonprice-sensitive customers (g. Solar BonusSheme and small consumers) and as such will
be set artificially high.

What is an appropriate price differential to apply to efficient costs?

In previous price determinations, when notified prices welgoabeing set for south east
Queensland customers, we estimated the efficient cost of providing customer retail electricity
services and increased that amount by five per cent to reflect the headroom allowance. However,
when setting small customer notifileprices for the 201617 determination, our aim is to form a
view on the expected price differential between market offers and expected standing offers, and
build that amount onto our estimate of the efficient costs of supply in south east Queensland to
arrive at an expected standing offer price level. We have considered the following matters when
estimating this expected price differential:

i the potential effect of deregulation on retail prices
i the experience in other deregulated jurisdictions
i observed pice differentials in the south east Queensland market.

Price deregulation

From 1 July 2016, retail electricity prices will be deregulated in south east Queensland and
retailers will be able to set standing offer prices at levels of their own choositngrréttan using
notified prices. This clearly has the potential to influence the differential between market and
standing offer prices in 20£&7.

There are differing views on the likely effect of price deregulation on standing offer prices in
2016c17. Caegrowers considered that standing offer prices would fall following deregulation,
noting:

the change to price monitoring in SEQ is likely to trigger further changes to prices and innovation

in the value propositions that retailers offer customers conretbethe Energex network. It is

likely that 'standing offer prices' in SEQ will be below existing price levels and well below the prices
foreshadowed in QCA's [204%7] draft determinatiorf?

61 Canegrowerssubmission to the QCA Draft DeterminatRegulated Retail Prisfor2016¢17, 21 January
2016 p. 4.
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A contrasting view is that deregulation will lift the constrairin retailers and allow them to
potentially set standing offers that are higher than the notified prices that applied in south east
Queensland in 20186. As Canegrowers Isis obserfeéd:

Standing offer prices will most likely be taken up by-poce-sendtive customers (eg. Solar bonus
scheme and small consumers) and as such will be set artificially high.

However, there are countervailing factors that may influence retailers' pricing decisions. First,
the legislative provisions which give effect to pritsgegulation in south east Queensland from 1
July 2016 include provisions for independent price monitoring, and the option for the Queensland
Government to reinstate retail price regulation if necessary. These factors are likely to moderate
incentives toset standing offer prices in 20467 that are significantly higher than the notified
prices that applied in south east Queensland in 2056

Second, there is likely to be some circularity between the notified prices we determine for
regional Queenslandand standing offer prices that eventuate in the deregulated south east
Queensland market in 20&&7. As the Queensland Productivity Commission (QPC) noted:
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the cost of supplying customers in SEQ is also likely to provide a benchmark price for standing

offers in SEQ going forwafd.

Therefore, while retailers may have plausible reasons to set their standing offer prices in 2016
17 at levels above or below thetified prices which applied in south east Queensland in 2015
16, these reasons do not provide a sufficient basis to predict how standing offer prices might be
set immediately after deregulation.

Experience in other deregulated jurisdictions

Jurisdictimal experience of standing offer price movements following retail market deregulation

is mixed. In Victoria, where the electricity retail market was deregulated in 2009, the difference
between market and standing offers has increased considerably in idjet gears since
deregulation, reaching up to 18 per cent in some c&4eshis is likely indicative of increased
rivalry in @ more mature market, with increased discounting made possible by differential pricing
and a base of pricesensitive or 'stickytustomers remaining on standing offers. In South
Australia and New South Wales (NSW), where the governments have deregulated more recently
(February 2013 and July 2014, respectively), standing offer prices in the early years of
deregulation have been infénced by other factors and are not likely to be representative of
expected outcomes in the south east Queensland market in 0.6

When the South Australian retail market was deregulated on 1 February 2013, the South
Australian Government reached an agmeent with AGL (the incumbent first tier retailer) to
lower its residential standing offer prices by 9.1 per cent and small business tariffs by 4.5 per cent
following deregulation, and to cap increases in the retail component of the standing offers for
two years®® Preliminary observations of South Australian market prices from early March 2016,
immediately after the controls on standing offers were lifted, indicate that the difference

62 Canegrowers Isi§ubmission to interim consultation pap&B January 2016, p. 1.

83 QPC 2016&lectricity pricing inquirydraft report, 3 February 2016, p. 124.

84 See AERState of the Energy Market 201p. 137.

8 Government of South Austlia,Lower prices for South Australimediarelease, 18 December 2012.
Available atttp://archives.premier.sa.gov.au/images/news_releases/12_12Dec/eneiggmdf accessed
19 February 2016.
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between standing offer prices and retailers' cheapest market offer pifigeresidential customer
tariffs ranges between zero and 20 per cent, with an average of around 8 pefécent.

Similarly, when the NSW retail market was deregulated on 1 July 2014, small customers who were
on a regulated contract were moved to a ‘transitéd tariff' for up to two years, after which they
would be required to move to a market offer. In the first year of deregulation, the NSW
Government approved arrangements that would see the transitional tariff decrease by at least
1.5 per cent from exigtig standing offer prices. In the second year, average increases in the retail
component of the transitional tariff were capped at CPI.

Evidence of price differentials in south east Queensland

We also analysed standing offers and market offers availableustomers in south east
Queensland using the AER's 'Energy Made Easy' online price comparison facility to reveal the
current price differentials in the market.

Standing offers are basic contracts with regulated terms and conditions. In markets igih pr
regulation (such as south east Queensland in 2065, standing offer prices are the notified
prices. In markets without price regulation, standing offers are set by the retailer. They also tend
to be the benchmark price from which retailers offesabunted market prices.

From our analysis, it is clear that the market offers of most south east Queensland retailers are
materially lower than standing offers set at 2@1% notified price levels. At the time of our
observations in early February 2016tailers' best discounts off a typical annual residential bill
based on a flat rate tariff (i.e. a tariff 11 equivalent) ranged from zero to 10.2 pe¥’ ceiith an
average of around 5.5 per cefit.

Analysis conducted on offers available to small businesses®uth east Queensland yielded
similar results. Based on the sample of market offers available to small businesses aata flat
tariff (i.e. a tariff 20 equivalent), net discounts off a typical annual small business customer bill
are in the range afero to 10 per cent, with an average of 5.6 per cent. Figl®eend 1lillustrate

the results of this analysis.

56 QCA analysis of results framtps://www.energymadeeasy.gov.apaccessed on 11 March 2016. Based on
typical annual residential usage of 3,870 kWh and excludingdisoount offers, except where they are the
only tariff offered by the retailer.

57 QCA analysis of data fromvw.EnergyMadeEasy.coas at 3 February 2016. This analysis assumes a typical
annual usage d3,860 kVh, which is the mediatariff 11 consumption in 20125 as advised by Energeyet
discounts are calculated as the net impact of afesignup bonuses, conditional and naronditional
discounts, as well as any account establishment or connection fe¢sright offset some of the headline
discount available. The analysis doesot take account of thosenarket offers that feature prices higher than
the notified prices. These offers have been excluded from our analysis as it is not clear that a significan
number of customers would take up these offers.

%8 \We note that the AER has published market discount analysis in its 2014 and 2015 State of the Energy
Market reports which suggest lower average discounts, closer to two per cent. However, we do not have
access to the underlying assumptions of this analysis and as such have been unable to replicate these results.
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Figurel10 Discounts available in south east Queensland at February 2016: Residential flat rate

tariffs
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Note: Discounts are calculated basmdthe estimated annual bill of a typical customer consuming 3,860 kWh per
year.

Figurell Discounts available in south east Queensland at February 2016: Small business flat

rate tariffs
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Note: Discounts are calculated based on the estimated annuaf hitlypical customer consuming 6,470 kWh (the
median tariff 20 consumption in 20445 as advised by Energex) per year.

This analysis is indicative only for illustrating the existence of price differentials in the south east
Queensland market, and has sorlimitations. Most notable is the constraint created by
regulated prices in 20136, which means that retailers' standing offer prices are set at notified
price levels. As a result, the differential between market and standing offer prices can only be
driven by retailers changing their market offer prices. In deregulated markets, retailers are able
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to change the level of both their standing offer and market offer pri€dsor this reason, we do
not consider it appropriate to use the observed averageedifferential in 201§16 as a direct
proxy for the expected price differential in 2067. Other limitations of this analysis include:

i Pointin-time observations such as these taken from price comparison websites do not
capture market offers that someustomers may currently be receiving, but which are no
longer available (or advertised) to new customers.

1 We do not have sufficient information to determine how many customers are receiving each
market offer, so it is not possible to determine a weightaderage effective discount across
the whole market, which would offer a more representative estimate of the level of price
differentiation in the market.

i This analysis is sensitive to the annual usage assumptions, particularly given that most retailers
offer discounts off the usage component only, rather than the whole bill. Usage only discounts
mean that highusage customers tend to receive discounts that represent a relatively larger
proportion of their overall bill than lowasage customers.

It is alsamportant to note that each individual retailer's capacity to discount is highly dependent

on its own underlying costs. These costs can vary significantly between businesses due to many
factors, including degrees of efficiency, scale, productivity,miekile, marketing strategies and

other characteristics. We have not attempted to normalise the samples for these differences.
These different characteristics are likely to be major drivers of the variation seen in the level of
discounts across the sangg, as illustrated in Figurd®and11.

QCA position

Based on the information available, the QCA considers that differentials between market offer
and standing offer prices will prevail in south east Queensland for small customer tariffs in 2016
17. Ultmately, the size of the differential between market and standing offer prices immediately
following deregulation is uncertain and will likely be the result of individual retailers' pricing
strategies, changes in underlying costs of supply, and other imesntreated by the regulatory
and legislative environment.

As we cannot predict the size of the expected price differential with any certainty, we consider it
reasonable to assume it will remain at a level similar to the differential between notified pric
standing offers and market offers in the south east Queensland market at the moment.

Analysis of the existing differential between notified price standing offers and retailer market
offers reveals the average level of discounting is around five toesixgnt for a typical small
customer's total annual bill. The five per cent headroom allowance applied ig20t&s likely
been a major contributor to the existence of this differential, among other factors.

We note the suggestion by the Queensland €loners Association to establish the standing offer
differential based on the average of discounts available in south east Queensland, weighted by
each retailers' market share. This is not necessary as, in this case, the average observed discounts
are notused as a direct proxy for the expected price differential in the south east Queensland
market in 201617. Rather, the analysis of discounts above simply confirms the presence of a
differential between market and standing offers (notified prices). Afiaxe noted, this simple

%1n the absence of temporary price controls or other negotiated outcomes, such as those seen in New South
Wales and South Australia.
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6.1.2

discount analysis has limitations, most notably that the observed differentials are influenced by
regulation which has constrained standing offer price levels in @045

For the same reason, adopting QCOSS's suggestion to inchrifetroffers that are above the
201516 notified price level would not lead us to a different conclusion; rather, it would only
change the level of observed average discount.

While stakeholders challenged our analysis and offered alternative approachexéat to
produce a smaller standing offer adjustment, no evidence was provided that differentials
between market and standing offer prices in 2Q18 will be any different to those currently
observed in the market.

On this basis, our final decision is twdaan amount above the efficient costs of supply in south
east Queensland that would deliver a similar average price differential ing2@16ll other things
being constant. We consider that an amount of five per cent of total tostmial to the
headroomallowance applied in previous years' determinatioris a reasonable estimate of the
amount required to deliver similar price differentials to those observed in 2085

The QCA will consider whether this approach remains appropriate, should it be deleébate
task of setting notified prices at standing offer price levels for 2087

Estimating headroom for large business customer tariffs

In the draft determination we applied a headroom allowance of five per cent to large business
customer notified price. We considered this appropriate so that notified prices are not an
impediment to the further development of competition in the large customer market in regional
Queensland. This approach was supported by Ergon Retail and Origin Energy.

Since our 201213 determination, we have included an allowance for headroom of five per cent
of efficient costs to facilitate and encourage competition in the large customer market in regional
Queensland.

Competition in regional Queensland

While there is very limitedampetition in the small customer market in regional Queensland,
competition in the large customer segment shows greater promise of developing further,
particularly in areas where notified prices more closely reflect the actual costs of supply.
Competitionin this market segment can be supported by applying an appropriate level of
headroom to notified prices with the aim of encouraging customers to engage in the market and
seek out better offers.

The use of a headroom allowance is a generally acceptertbapip to stimulating competition
and customer engagement in emerging competitive markets. The QPC highlighted the role that
headroom plays in supporting competition in regional Queensland:

Evidence demonstrates that some level of headroom is needecttriate prices to support the
development of a competitive retail market. Competition is already in effect in certain customer
segments in regional Queensland. The number of large and very large customers on market
contracts is a direct result of compéti market offers made possible through the retail headroom
allowance. Removing the headroom component of notified prices for regional customers would
effectively preclude any further development of regional competition. It also would raise issues
around wistomers who have already taken up market offérs.

0 QPC 201&Electricitypricing inquiry draft report, 3 February 2016, p. 159.
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How much headroom should be included?

It is difficult to assess the impact of more costlective notified prices and the inclusion of
headroom on competition. There has only been a small increase iprth@ortion of large
regional customers on market contracts over the last few years. As at 30 June 2015, around 28
per cent of large regional customers were supplied under a market contract.

However, in the Ergon Distribution east pricing zone, transimisregion one where notified
prices are based on the estimated efficient costs of supfie proportion of large customers on
market contracts is higher and has been increasing. In@®.2around 44 per cent of large
customers in this area were on matkcontracts; that number has increased to 47 per cent as of
June 2015. Notwithstanding this increase, some barriers to the development of widespread
competition in the regional large customer market remain:

i Setting uniform retail tariffs means that cushers in higheicost areas of regional
Queensland are not paying ceagfflective notified prices and very large customers are paying
a notified price based on a network charge for higiitage demand customers (rather than
their site-specific network chag.

f alye OdzAaG2YSNER INB adAatt | O0O0SaaAiry3a 20a2fSas
reflective.

9 Once customers accept a market contract with a second tier retailer, they are not allowed to
return to Ergon Retail, which may discourage them fronepting a market offer!

Even if headroom is set at a reasonable level, these barriers will likely continue to limit the extent
to which competition develops throughout regional Queensland in the foreseeable future.
However, we consider that it is approgte to continue to include an allowance for headroom so
that the level of notified prices does not create a barrier to competition the extent possible

and to encourage customers to engage with the market and actively seek out better offers.

QCA positin

In the absence of any further information, or compelling reasons to change the level of headroom,
our final decision is to continue to include an allowance for headroom in notified prices for large
and very large business customers and to maintain tlosvance at five per cent of total costs.

6.2 Cost passhrough mechanism

Cost pasghrough mechanisms are used by regulators to mitigate the risk that the costs allowed
for in regulated prices are higher or lower than actual efficient costs. Costthrasgh
mechanisms are usually restricted to events that are outside the control of the regulated entity.

Consistent with the Government's stated intent of the UTP, our final decision is to continue to
base notified prices for residential and small businessarusts on the costs of supply in south
east Queensland. Not allowing a trup of costs resulting from events that are outside retailers'
control may result in notified prices being out of alignment with south east Queensland costs,
which could deviate fnm the intent of the UTP.

We applied a cost paghrough mechanism for the first time in our 20q¥6 determination to
pass through an undeecovery of costs in 20£34 associated with the SRES. We also decided

" This restriction also applies to any future occupants of that premisesif{ the premises is sold or occupied
by a new tenant).
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that the mechanism could be used to accototmaterial differences in network charges, in the
event that the charges billed to retailers (usually the ApRroved charges) differed from those
used to set notified prices. However, this application of the mechanism has not been needed to
date.

In the draft determination, we proposed to consider passing through differences in SRES costs,
where the costs provided in the 20456 determination were underor overstated as a result of
differences between the nebinding and binding smadicale technolog percentage (STP) for
2016. The approach to calculating SRES costs is set out in d&adtion 4.2.J7and inACIls

report on estimating energy costs.

Ergon Retail and Origin Energy supported the continued use of thethrasgh mechanism for
differences in SRES costs. No other stakeholders commented on this issue.

Pass through of SRES costs incurred in 2045

As discussed iSection 4.2.1a retailer's SRES liabilities are determined by the STP, which is the
prescribed value that retailers use tetgrmine the number of sma#icale technology certificates

(STCs) they must surrender to discharge their SRES liabilities. The STP is set by the Clean Energy
Regulator (CER) and changes from year to year.

Retailers incur SRES liabilities for each caleyefar, but notified prices are determined for each
financial year. While the binding STP for the first and second quarters of the prospective financial
year is known when setting notified prices, the binding STP for the third and fourth quarters is
not. To overcome thisAClLestimates SRES costs using the average of the final STP (for the first
two quarters of the financial year) and the preliminary or 'dmnding' STP (for the last two
guarters of the financial year). Where the final STP for thetlastquarters turns out to be
different from the nonbinding STP, the SRES allowance provided through notified prices may
under- or overcompensate retailers operating in south east Queensland for their actual SRES
liabilities during a financial year.

Basecbn the binding STP for 20186, retailers with customers orrmarket contracts are likely to
have ovefrecovered the costs of complying with the SRES in@BL5This is because the binding
STP target for the second half of 2@16 0f9.68per cent, was laver than the norbinding target
of 9.98per cent, which was used for setting notified prices in 2066

We estimate that returning these oweecovered SRES costs to customers would reduce the
usage charge for residential and small business tariffsgpyoximately0.008c/kWh (including

the application of the losses, retail margin and headroom that applied in A®)5 The
calculation of the SRES pdlssugh amount is set out in more detail in Appendix K. TdBle
presents our assessment of the 2@15 overrecovered amounts.

Tablel3 Total SRES owvaecoveries in 201816

Settlement class Retail tariff SRES over
recovery
(c/kwWh)
Energex NSLPResidential, small business, unmetere 11, 12A, 14, 20, 22, 22A, 24 0.0077
supply and controlled loads 41,91, 3land 33
Ergon Energg NSLR SAC demand and street lighting 44, 45, 46, 50, 71 0.0081
Ergon Energg NSLR SAC HV, CAC and ICC 47, 48 0.0077

a. Includes allowances for losses, margin and headroom recovered Q18015
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QCA position

Our final detsion is to require the negative padsough of a small overecovery of 201§16
SRES costs into 2@ notified prices, as set out in Taldlg@above.

Although these are relatively small amounts, we consider this-fraesigh is appropriate given

that the QCA's intent for the paghrough mechanism has always been for it to operate
symmetrically. It also ensures that notified prices are aligned with south east Queensland costs,
which is consistent with the intent of the UTP.

We have previously consideat the cost pasthrough mechanism could be used to account for
differences in network charges. However, as the final 206%etwork charges billed to retailers
did not differ from those used to set 20456 notified prices, no adjustment is required.

Depending on the regulatory framework that will apply to future price determinations, and
whether any changes are made to the UTP or the subsidy arrangements underpinning it, the pass
through provisions discussed here may or may not remain appropriateeifuthre. Therefore,

the QCA cannot commit to the continued availability of a costffasgaigh mechanism beyond

this price determination.
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7.1

7.1.1

The delegation requires that we consider maintaining transitional arrangements fifs tdeissed
as transitional or obsolete, which include farming and irrigation tariffs.

For the 201617 tariff year, we have decided to:

i maintain the transitional arrangements for tariffs classed as transitional or obsolete because
there would be significet price impacts for some customers moving to standard business
tariffs

9 continue to allow all customers access to transitional tariffs

i increase transitional and obsolete tariffs in line with increases in standard business tariffs, and
apply an escalationattor of 1.1 to limit charges for transitional and obsolete tariffs from
falling further below cost in dollar terms.

Transitional arrangements for obsolete and transitional tariffs

Snce 201213 the QCA has set notified prices based on a network plusl iats (N+R)
approach. The introduction of this approach meant that a number of existing retail tariffs did not
align with a network tariff. These included farming and irrigation taffffs.

In previous determinations, we decided that most of these tasiffsuld continue to be available

for a transitional period before customers are required to move to standard business tariffs
because some customers would face significant financial impacts if they moved to a standard
business tariff immediately.

The delgation requires that we consider maintaining these transitional arrangements and
continuing to allow all customers access to transitional tariffs. Canegrowers and Cotton Australia
supported retaining transitional and obsolete tariffs.

QCA position

We havedecided to maintain transitional arrangements for 2Q18. We consider it appropriate

to maintain these arrangements, as analysis from Ergon Retail (see Appendix E) shows that, while
a significant number of customers on transitional and obsolete taritig face lower electricity

bills on standard business tariffs, some customers are paying electricity bills significantly below
their cost of supply and would face significant price impacts if they immediately moved to the
standard business tariffs paid bther businesses in regional Queensland.

Transitional periods

We established transitional periods for each transitional and obsolete tariff in ourc2@d13
determination. In subsequent determinations we decided to maintain these periods. Tariffs 20
(large),21, 22 (small and large), 37, 62, 65 and 66 were made available until 2020 to allow time

2\We note that the QPC is examining issues arounaisitinal and obsolete tariffs as part of its electricity
pricing inquiry, and has made a draft recommendation for the government to develop an industry assistance
arrangement to help businesses on transitional and obsolete tariffs to adjust to standsirtkls tariffs. See
www.qpc.gld.gov.ador further information on the QPC's electricity inquiry.
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for businesses to prepare for the transition to standard business tariffs and recoup some of the
value of investments made to suit the level and structure of thesiffsa®

Toowoomba Regional Council supported allowing transitional periods to run their full course to
allow customers to continue to explore options to adapt their operations to standard business
tariffs. Cotton Australia and the QFF did not support siional and obsolete tariffs being
removed in 2020, with Cotton Australia arguing for transitional tariffs to remain available to
existing customers indefinitely. Cotton Australia highlighted that electricity costs for some of their
members would triplefithey were to move to standard business tariffs. The QFF had reservations
about the removal of transitional arrangements in 2020, as it considered farmers were poorly
informed about the transition to new tariffs and there was no transitional programdsathem.

QCA position

We have decided to maintain the existing transitional periods, established in oug20I®al
determination. We consider this will provide certainty to businesses and allow them to prepare
for moving to standard business tariffdle do not propose to remove transitional tariffs earlier

than scheduled as, based on customer impact analysis (see Appendix E), some customers would
experience significant price impacts if they moved to a standard business tariff immediately.

We have decied not to extend existing transitional periods beyond 2020 for two reasons. Firstly,
as explained in previous determinations, we decided on the transitional period by using the
Australian Taxation Office's defined depreciable life of an irrigation purif géars as a starting
point and then reducing it, because we considered that most investments of this type would have
already been partly, if not fully, depreciated. Secondly, indefinitely subsidising prices beyond
already subsidised UTP levels will amame further uneconomic investment by businesses and
networks.

7.1.2 Access to obsolete tariffs

The delegation requires that we consider continuing to allow all customers access to transitional
tariffs.

In the 201814 determination, we decided that all buss® customers should have access to
transitional tariffs throughout the transitional period, subject to individual tariff terms and
conditions. The transitional tariffs are tariffs 20 (large), 21, 22 (small and large), 62, 65, 4nd 66.
We made this decisiorso that all businesses could be treated equitably. In subsequent
determinations, we noted that we would consider closing access to transitional tariffs to new
customers if there was a significant increase in the number of customers accessing transitional
tariffs, and thereby an increase in the subsidy paid by taxpayers. However, as we found no
significant increase, we decided to continue to allow open access.

Origin suggested that access to transitional tariffs should only be available to those customers
who have made investments on the expectation that these tariffs would remain. Cotton Australia
supported transitional tariffs being available to existing customers on transitional tariffs.

B Tariffs 41 (large) and 43 (large) were made available until 302t on the basis that a significant
number ofcustomers would be better off on a standandsiness tariff.

74 New customers cannot access tariffs classified as obsolete. We made this decision on the basis that they had
been obsolete for some time (tariff 37), or that they would be removed in a shtineframe (tariffs 41
(large) and 43 (large), which were removed on 30 June 2015).
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7.1.3

QCA position

We have decided to continue to allow all business@umgrs to have access to transitional tariffs.

Our analysis shows that there has not been a significant increase in the number of customers
accessing transitional tariffs. We consider that limiting transitional tariff access to customers
based on their expetations at the time of making their investments, as suggested by Origin,
would not be equitable and may prevent customers from moving to a standard business tariff.

Escalation of transitional and obsolete tariffs

Transitional and obsolete tariff chargamlike other tariffs, are not determined using an N+R
approach. In past determinations, our general approach to setting charges for each transitional
and obsolete tariff was to escalate the charges based on the percentage increase in the charges
in the sandard business tariff that customers would otherwise pay. We then applied additional
escalation factors to these increases to limit charges for transitional and obsolete tariffs falling
further below cost in dollar term&.Escalation factors of 1.1, 1.851.5 were applied, depending

on the gap between customer bills under transitional and obsolete tariffs, and corresponding
standard business tariffs. Where most customer bills would likely be impacted by 10 per cent or
less, an escalation factor of 1.1 svapplied; where impacts were between 10 per cent and 100
per cent, an escalation factor of 1.25 was applied; and where impacts exceeded 100 per cent, an
escalation factor of 1.5 was applied.

In the 201516 determination, the charges in standard businessiffs fell slightly. We
determined that maintaining charges in transitional and obsolete tariffs at their 2B 4evels
would be sufficient to limit these charges from falling further below cost in dollar terms.

Bundaberg Regional Irrigators Group, Gaogvers and Canegrowers Isis highlighted the impact

of significant price increases in previous years on their members' operations. Canegrowers stated
increases in transitional tariffs would exacerbate what they consider to be an already
unsustainable regated price structure. Canegrowers lIsis highlighted that a recent study had
shown that it was more economical to run a diesel irrigation pump than an electric pump on tariff
22A.

Canegrowers and Cotton Australia stated that further increases in transittan#fls were
unjustified. Canegrowers and Pioneer Cane Growers Organisation (PCGO) disputed that irrigation
tariffs (tariffs 62, 65 and 66) were below cost. PCGO argued that, as a number of irrigators may
pay less on tariff 20 or 22A, escalation factoesewnot warranted. Cotton Australia opposed the
escalation of transitional tariffs.

QCA position

We have decided to increase transitional and obsolete tariffs in line with increases in standard
business tariffs, and apply an escalation factor of 1.1 t tharges for transitional and obsolete
tariffs falling further below cost in dollar terms.

Tablel4 maps transitional and obsolete tariffs to small and large customer tariffs and shows the
percentage increase in the standard business tariffs in 202.8Jnlike previous determinations,

we have used only small business tariff 20 as the basis for escalating small customer transitional
tariffs 21, 62, 65 and 66, rather than the combination of tariff 20 and tariff 22. This is because

S As any given percentage increase in a higher (such as a standard business tariff) bill will be greater in dollar
terms than the same percentage increase in a smalleih(sga transitional or obsolete tariff) bill-or
example, if two bills of $1,000 and $2,08&chincrease by 10% to $1,100 and $2,200 respectively, the
dollar difference betweerthe two bills wouldincrease from $1,000 to $1,100.
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tariff 22 is no longer stable as a benchmark, as it is now an obsolete tariff which customers on
transitional tariffs are not able to access. While small business customers on obsolete and
transitional tariffs also have access to a seasonal-tifrgse tariff, tariff 22A, we alsdo not
consider this to be an appropriate benchmark, as charges under this tariff are adjusted by the
QCA based on the price level of tariff 20.

Table14 Alignment of tariffs and underlying cost increases

Standard business tariff Standard business taffif Transitional or obsolete tariff
annual bill increase

Tariff 20 11.2% Tariffs 21, 62, 65, 66

Tariffs 44462 12.0% Tariffs 20 (large), 22 (small and large); &

a The most appropriate tariff depends on the customer's demand and voltage requirements.

b This is the average of typical customer bill increases across tariffs 44, 45 and 46. Tariffs 47 and 48 are omitted
because only a very small number of customers are on these tariffs, which may skew the results.

¢ Small customers on tariff 37 will moskdly move to tariff 20 or 22A; however, as most customers on this tariff
are large, it is aligned with the large customer tariffs for this purpose.

Table15 summarises the likely percentage impacts on electricity bills for customers on each
transitional and obsolete tariff moving to an equivalent standard business tariff (see Appendix E
for further details). Applying escalation factors consistent with previous determinations would
result in the QCA applying escalation factors of 1.25 or 1.5 to@F16tardard business tariff
increases for most transitional and obsolete tariffs.

6 See Chapter 3.
" Tarifs 62 and 65 would have an escalation factor of 1.1 under the approach in previous determinations.
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Tablel5 Likely impact on electricity bills for customers on transitional and obsolete tariffs
moving to equivalent standard business tariffs in 205

Transitional Standad Percentage of | Percentage of | Percentage of | Percentage of

tariff business tariff | customers who| customers customers customers

would who would who would who would

experience | experience les§  experience experience

reduced bills than 10% 10% to 100% | greater than

increase in increase in 100% increase

bills bills in bills
Tariff 20 (large) | Tariff 44 to 48 8.2% 18.6% 73.2% 0.0%
Tariff 21 Tariff 20 7.0% 9.0% 39.0% 45.0%
Tariff 22 (large) | Tariff 44 to 48 2.3% 5.8% 91.9% 0.0%
Tariff 37 Tariff 20 11.5% 45.5% 39.0% 4.0%
Tariff 22A 59.5% 24.0% 13.0% 3.5%
Tariff 44 to 48 0.0% 0.0% 100.0% 0.0%
Tariff 62 Tariff 20 29.0% 16.6% 53.8% 0.6%
Tariff 22A 36.2% 13.4% 48.2% 2.2%
Tariff 44 to 48 2.1% 4.1% 93.8% 0.0%
Tariff 65 Tariff 20 38.9% 20.8% 40.0% 0.3%
Tariff 22A 61.7% 12.2% 24.9% 1.2%
Tariff 44 to 48 0.0% 1.6% 98.4% 0.0%
Tariff 66 Tariff 20 50.5% 20.3% 29.2% 0.0%
Tariff 22A 73.0% 19.1% 7.8% 0.1%
Tariff 44 to 48 0.0% 0.0% 100.0% 0.0%

a Sandard business tariff determined based on individual customer usad@emand levels

Note: Ergon Retail data applies a derived demand profile for customers where demand data is unavailable. Cost
impacts may be oveor understated for individual customers depending on their unique demand profile.

Source: QCA analysiskrjon Retail data.

We disagree with suggestions that transitional and obsolete tariffs should not be increased at all,
or that escalation factors are unwarranted. As discussed above, Ergon Retail analysis shows that
while a number of customers may pay lemprices on standard business tariffs, there are some
customers on transitional tariffs, particularly those with higher usage levels, who pay significantly
less than they would pay on standard business tariffs. As standard business tariffs are estimated
to increase in 20167, leaving transitional and obsolete tariffs unchanged, and not applying
escalation factors, would result in charges for most of these customers falling further below cost.
This would risk encouraging further uneconomic investment,laading customers further away

from standard business tariffs at the end of the transitional period.

Having said that, we acknowledge stakeholders' concerns about price increases in previous years
and the impact that further price increases may have oairttbusinesses. For this reason, we
have decided not to apply the higher escalation factors of 1.25 and 1.5 used previously, and
instead apply only the lower escalation factor of 1.1 to all transitional and obsolete tariffs. We
note that this will resultn more customers facing price increases at the end of the transitional
period than if higher escalation factors were applied.
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Transitional arrangements

As noted by the PCGO, a humber of customers on transitional tariffs, especially those with lower
levels of consumption, could pdgss by changing to a flat standard business tariff, like tariff 20.

It is possible that some customers could also benefit from 4irfiese or demand tariffs.
However, we note that the need to install appropriate meters may be deterring some customers.
We encourage customers on transitional tariffs to contact their retailer about options they may

have to save on their electricity costs.

7.2 2016;17 transitional arrangements

A summary of transitional arrangements for 2Q18 is provided in Tabls.

Tablel6 Transitional arrangements for 20137

Obsolete or transitional tariff Period to be retained 201617 price increase
Tariff 20 (largg) transitional 4 years 13.2%
Tariff 2t transitional 4 years 12.3%
Tariff 22 (small and large)transitional 4 years 13.2%
Tariff 37 obsolete 4 years 13.2%
Tariff 62 transitional 4 years 12.3%
Tariff 65 transitional 4 years 12.3%
Tariff 66 transitional 4 years 12.3%

8We understandergon Retailvrote to around 2,000 customers in this situation to encourage them to change
to standard business tariffs and lower their elécity costs However, éss than 100 of those contacted opted

to do so.
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This chapter sets out our final determination of regulated retail electycites (notified prices)
to apply from 1 July 2016 to 30 June 2017, as well as customer impacts.

Under the network plus retail (N+R) approach, retail tariffs are aligned with network tariffs
approved by the AER. For the final determination Energex and Ergergy have provided 2G16

17 network tariffs and charges (as submitted to the AER). The network tariffs used to develop
retail tariffs are discussed in Chapter 3.

Chapters 4, 5 and 6 set out our decisions on energy costs, retail costs and other ltiokts, w
comprise the R component of the retail tariff calculation.

Chapter 7 sets out our decisions on notified prices and transitional arrangements for retail tariffs
that have been declared transitional or obsolete.

The regulated retail tariffs and no#fil prices are published in a tariff schedule, which includes
other information, including the eligibility criteria and terms and conditions for each tariff. The
tariff schedule for 201617 is provided in Appendix G.

The following tables set out our firdétermination of regulated retail tariffs and prices for 216
17. All tariffs are presented exclusive of goods and services tax (GST).

Tablel7 2016¢17 Regulated retail tariffs and prices for residential customers (excl GST)

Retail tariff Fixed Usage Usage Demand Demand
charge charge charge charge charge
(peak) (flat/off - (peak) (off-peak)
peak)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 11- Residential (flat rate) 89.572 24.610
Tariff 12A- Residential (time 101.306 55.865 19.859
of-usey
Tariff 14- Residential (timeof- 60.514 14.984 61.790 11.258
use demand)
Tariff 31- Night rate (super 14.423
economy)
Tariff 33- Controlled supply 19.960
(economy)

a. Charged per metering point.

b. Peakg 3:00pmto 9:30pm (December, January anelbfuary) off peak- all other times

c. Peak demand 3:00pm to 9:30pm (December, January and February); off peak denga@@pmto 9:30pm

(March to November).
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Tablel8 2016;17 Regulated retail tariffs and prices for small business and unmetered supply
customers, other than street lighting (excl GST)

Retail tariff Fixed Usage Usage Demand Demand
charget charge charge charge charge
(peak) (flat/off - (peak) (off-
peak) peakflat)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 20- Business (flat rate] 127.8® 25.968
Tariff 22- Business (timef- 127.879 28.229 22.648
use)(transitionaly
Tariff 22A- Business (time 127.879 47.258 23.303
of-usey
Tariff 24- Business (timef- 78.046 16.299 84.804 13.935
use demand)
Tariff 41- Low voltage 610.984 13.615 28.841
(demand)
Tariff 91- Unmetered 23.376

a. Charged per metering point.

b. Peak- 7:00am to 9:00pm, weekdaysffepeak- all other times. This tariff is only available to customers who
were supplied under Tariff 22 at 30 June 2015.

c. Reak-10:00am to 8:00pm on weekdays (December, January and Februaiygagffall other times.

d. Peakdemand- 10:00am to 8:00pm on weekdays (December, January and February); off peak demand
10:00am to 8:00pm on weekdays (March to November).
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Tablel9 2016;17 Regulated retail tariffs and prices for large business and street lighting
customers (excl GST)

Retail tariff Fixed Usage charge, Usage charge Demand Demand
charge (peak) (flat/off - charge charge
peak) (peak) (off-
peakiflat)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 44- Over 100 5314.202 12.302 39.863
MWh small (demand)
Tariff 45- Over 100 16662.167 12.393 31.647
MWh medium
(demand)
Tariff 46- Over 100 44351.904 12.599 28.123
MWh large (demand)
Tariff 47- High voltage | 41533.203 11.567 25.896
(demand)
Tariff 48- Over 4 GWh | 41969.578 11.567 25.896

high voltage (demand)

Tariff 50- Over 100 4493.324 11.832 15.266 61.203 14.761
MWh seasonal time
of-use (demand)

Tariff 71- Street 0.735 31.503
lighting®

a. Peak demand chnged onmaximum metered demand exceeding 20 kilowattsneekdaydetweenl10:00am

to 8:00pmin Summermonths (December, January and Februar@)ffpeak demand charged omaximum
metered demand exceeding 40 kilowatlisring non-summer months (March to Noveber). Peak usage charged
on all usage irSummemonths(December, January and Februa@jffpeak usage charged on all usage during
nonsummer months (March to November)

b. The fixed charge for street lighting apglie each lamp.
Table20 2016¢17 Trandional and obsolete regulated retail tariffs and prices (excl GST)

Retail tariff Fixed Min Usage Usage | Usage | Usage | Capacity| Capacity
charge | Charge | rate 1° rate % | rate 3 rate (Up to (Over
(flat) 7.5kw) 7.5kw)
c/day c/day c/kWh c/kWh | c/kWh | c/kWh | $/kW/yr | $/kW/yr
Tariff 372 28.460 | 20.267 50.691
Tariff 20 (Ige)| 71.429 34.940
Tariff 21 69.107 | 46.962 | 44.124 | 33.590
Tariff 22 171.670 46.301 16.304
Tariff 62 74.644 44,259 | 37.427 | 15.650
Tariff 65 74.644 35.305 19.446
Tariff 66 164.512 18.505 | 35.888 | 107.903

a. Tariff 37 became obsolete on 1 July 2007. It is only available to customers taking supply under tariff 37 on 30
June 2007.

b. Tariff 21¢ first 100 kWh, tariff 22, 7am-9pm MF, tariff 37¢ 10:30pm4:30pm, tariff 62¢ 7am-9pm MF first
10,000kWh, tariff 6% 12hr peak.

c. Tariff 21¢ 101-10,000 kWh, tariff 62, 7am-9pm MF over 10,000kWh.

d. Tariff 21¢ over 10,000 kWh, tariff 22 all other times, tariff 3% 4:30pm10:30pm, tariffs 62, & 6§ all other
times.
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Final determination

Cusbmer impacts

Impacts orresidentialcustomerg?®

The main retail tariff for residential customers is tariff 11. Many customers on tariff 11 are also
on one of the 'offpeak’ or 'controlled load' tariffs (tariffs 31 and 33) for uses such as water heating
andpool pumps.

In 201617, the annual bill for a typical customer on tariff 11 will increase by 2.8 per cent from
$1,457 to $1,498. For a typical customer on a combination of tariffs 11 and 31 or tariffs 11 and
33, the increases will be slightly highe(ger cent and 3.1 per cent respectively). However, the
impact on individual customers will vary depending on their consumptids.Table 21 below
shows, annual bills for tariff 11 customers with lower consumption than the typical customer will
either decrease or increase by less than 2.8 per cAlmostone-third of customers on tariff 11

will face lower annual bills in 2067 compared to 2018L6. Annual bills for tariff 11 customers
with higher consumption than the typical customer will increase loyarthan 2.8 per cent.

Table21 Changes in electricity bills in 20167 for tariff 11 customers (GST inclusive)

Description Annual 201516 201617 Changes Changes
consumption | Annual Bill Annual Bill $) (%)
(kwh) ®) $)
25th Percentile usage 2055 $931.50 $916.19 -$15.31 -1.6%
Median usage 4203 $1,456.94 $1,497.67 $40.74 2.8%
75th Percentile usage 6412 $1,997.30 $2,095.67 $98.37 4.9%

a One quarter of regional Queensland customers will use less electricity than the 25th pecostiiteer.

b Half of regional Queensland customers will use less electricity than the median customer.

¢ Three quarters of regional Queensland customers will use less electricity than the 75th percentile customer.
Note: 25th percentile, median and 75th perttile usage data for regional Queensland customers are supplied by
Ergon Retail, who calculate these figures based on all their customers on the stated tariff(s). See Appendix H for
more information. Totals may not add up due to rounding.

The increase inypical tariff 11 customer bills is primarily due to higher energy costs. Our
consultant ACIL advised that the rise in energy costs is driven largely by increasing demand from
liquefied natural gas plants, and higher Renewable Energy Target costs. oStiraémpact of
higher energy costs has been offset by a decrease in network costs. For lower consumption
customers, the outcome of the review of retail costs has also helped to offset the impacts of
higher energy costs as it has reduced the levelefifiretail costs.

®The bill impacts presented are based on typical levels of consumption. The typical customer data was
supplied by Ergon Retail and represents the median customer for all customé#rs etated tariff. See
Appendix H for further information. Please note that #aenual bill amounts in Figure have been rounded
to the closest dollar.
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Figurel2 Annual bills for typical residential customers (GST inclusive)
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Table22 Tariff 11 charges (GST exclusive)

201516 Final 2016¢17 Final Change (%)
Determination Determination
Fixed charge (cents/day) 106.728 89.572 -16.1%
Vaiiable charge (cents/kWh) 22.238 24.610 10.7%

Impacts on small business custoni€rs

In 201&;17, typical customers on the main small business tariff (tariff 20) will face an increase of
$236 or 11.2 per cent in their annual bill. Typical small busineswirgss on the seasonal
time-of-use tariff (tariff 22A) will face an increase of $660 or 15.8 per cent. These increases have
been driven primarily by higher energy costs and retail costs. Bill impacts will vary depending on
each individual customer's leland pattern of consumption.

80 The bill impacts presented are based on typical levels and patterns of consumption. The tygiimaleru
data is supplied by Ergon Retail and represents the median customer for all customers on the stated tariff.
See Appendix H for further information.

81 Please note that this figure does not equal the difference between the annual bill amountsifb2€ain
Figure 13 ($235), due to rounding of the amounts in Figure 13.
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Figurel3 Annual bills for typical small business customers (GST inclusive)
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Impacts on large business custoni@rs

In 2016;17, typical large business customers will face increases in their annual bills of between
11.8 per centand 12.2 per cent. The increases have been driven primarily by higher energy costs
and network costs. Bill impacts will vary depending on each individual customer's level and
pattern of consumption.

82 The bill impacts presented are based on typical levels and patterns of consumptiertypical customer
datawas supplied by Ergon Retail and represents the median customei faustbmers on the stated tariff.
See Appendix H for further informatioRlease note that thannual bill amounts in Figure béve been
roundedto the closest dollar
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Figurel4 Annual bills for typical large business cusbters (GST inclusive)
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Arrangements for customers on obsolete and transitional tariffs

Some business customers are supplied under transitional or obsolete tariffs, which include
farming and irrigation tariffs. These tariffs have been made available Veraleyears to allow
customers to transition to standard business tariffs and recoup some of the investments made to
suit the level and structure of transitional or obsolete tariffs. Based on information from Ergon
Retail, many customers on these tariffiely face lower electricity bills if they moved to a standard
business tariff, but some customers would face much higher bills.

We have maintained transitional arrangements for 2§16. Our general approach in past
determinations has been to increase thbarges in each transitional and obsolete tariff in line
with the percentage increases in the standard business tariffs customers would otherwise pay.
We have then generally applied an additional escalation factor to limit charges for transitional
and obslete tariffs falling further below cost in dollar terms.

Standard business tariffs will increase in 2€lI6so transitional and obsolete tariffs will also need
to increase. Under our general approach in previous determinations, the escalation factors for
most of these tariffs in 20k@.7 would be 1.25 or 1.5.

However, given the substantial price increases that customers on transitional and obsolete tariffs
have experienced in recent years and that customers on these tariffs are more than halfway
through the transition to standard business tariffs, we have decided to apply the minimum
escalation factor of 1.1. This means customers on these tariffs will face increases of between
12.3 per cent and 13.2 per cent in 2@16 ratherthanup to 16.8 per cent if tre higher escalation
factors were applied.

New customers will also continue to be allowed to access transitional tariffs.
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Table23 Transitional arrangements for 201a.7

Final determination

Obsoleteor transitional tariff Period to be retained 2016¢17 price increase
Tariff 2 (large)transitional 4 years 13.2%
Tariff 2Xktransitional 4 years 12.3%
Tariff 22 (small and largejransitional 4 years 13.2%
Tariff 3%obsolete 4 years 13.2%
Tariff 6Ztransitional 4 years 12.3%
Tariff 65 transitional 4 years 12.3%
Tariff66¢transitional 4 years 12.3%
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|

AEMC Australian Energy Market Commission
AEMO Australian Energy Market Operator

AER Australian Energy Regulator

AFMA Australian Financial Markets Association

BRCI Benchmark Retail Cost Index

|

CARC Qustomer acquisition and retention costs
CPI Consumer Price Index
c/day cents per day

|

Ergon Distribution Ergon Energy Corporation Limited (electricity distribution arm)
Ergon Retail Ergon Energy Queensland (electricity retail arm)
Electricity Act Hectricity Act 1994QId)

|

GST Goods and services tax
GWh Gigawatt hour
Government Queensland Government

IPART Independent Pricing and Regulatory Tribunal

||

kWh Kilowatt hour

kVA Kilovolt Ampere

|

LGC Largescale generation certfate
LNG Liquefied natural gas
LRET Largescale Renewable Energy Target

|

Minister Minister for Energy and Water Supply

MWh Megawatt hour

66



Queensland Competition Authority Acronyms

|

N Network costs

NECF National Energy Customer Framework
NEM National Eectricity Market

Notified prices Regulated retail electricity prices

NSLP Net System Load Profile

N+R Network + Retail cost buddp methodology
NSW New South Wales

Origin Origin Energy

QCA Queensland Competition Authority
QCOSss Queensland Council of Social Services
QPC Queensland Productivity Commission

R Energy and retail cost

RET Renewable Energy Target
ROC Retail operating costs

RPP Renewable power percentage

|

SAC Standard Asset Customer

SBS Solar Bonus Scheme

SRES Smaliscale Renewable Energy Scheme
STC Smaliscale technology certificate

STP Smaliscale technology percentage

|

TWh Terawatt hour

|

UTP Uniform Tariff Policy
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’;;"é Minister for Main Roads, Road Safety and Ports

j s o |
Queensland

covermen  Minister for Energy and Water Supply

Level 15 Capital Hill Building
Our Reference: CTS 27888/15 85 George Street Brisbane 4000
GPO Box 2644 Brisbane
Queensland 4001 Australia
Telephone +61 7 3719 7300

Facsimile +61 7 3224 2493
30 NOV 2015 Email mainroads@ministerial.qld.gov.au

Website www.tmr.qld.gov.au

Professor Roy Green

Chair

Queensland Competition Authority
Level 27, 145 Ann Street
BRISBANE QLD 4000

Dear Professor Green
Re: Regulated Retail Electricity Prices 2016-17

| write to you to issue a Delegation and Terms of Reference to the Queensland Competition
Authority (QCA) for the determination of regulated retail electricity prices for 2016-17 under
Section 80AA(1) of the Electricity Act 1994.

As you will be aware, the Government made a decision to delay the introduction of price
deregulation in South East Queensland (SEQ). While the Government has requested that the
Queensland Productivity Commission (QPC) assess the costs and benefits of deregulation as
part of its Electricity Pricing Inquiry, without further legislative changes, deregulation of retail
electricity prices in SEQ will occur from 1 July 2016. As a result, this delegation applies to retail
electricity prices for customers in regional Queensland only.

Given this delegation applies only to regional Queensland, considerations regarding the Uniform
Tariff Policy (UTP) and competition in regional Queensland are important. | note that these
issues are also under active investigation by the QPC. The Government is committed to
maintaining the UTP and will not be considering any options to improve the current arrangements
until we have addressed any recommendations from the QPC. The Terms of Reference,
therefore, reflects a consistent approach to my delegation for 2015-16.

The removal of price regulation for small customers in SEQ removes a reference point for the
determination of prices in regional Queensland. In order to maintain consistency with the
regulation of prices in previous years, the Government considers that regulated prices in regional
Queensland for small customers should broadly reflect the expected prices for customers on
standing offers in SEQ.
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