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EXECUTIVE SUMMARY

The Queensland Competition Authority (QCA) has made a final determination of regulated retail
electricity prices (known as notified prices) to apply from 1 July 2015 to 30 June 2016. In genesd, 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 and small business customers throughout Queensland
and large business customers in regional Quest!

We began our review in September 2014 under a delegation from the former government. Under that
delegation, we were directed to set notified prices that would only apply in regional Queensland because
of the government's decision to deregulate retail ¢tagty prices in south east Queensland from 1 July
2015. In April 2015, the new government announced that it would delay price deregulation for 12 months
to enable the Queensland Productivity Commission to undertake a review. As a result of thiswgeasio
received a new delegation to set notified prices to apply throughout Queensland.

Our approach to setting notified prices is largely consistent with our approach in previous determinations
and the draft determination. In accordance with the unifotaniff policy, we have continued to base
notified prices for residential and small business customers throughout the state on the costs of supply in
south east Queensland. We have also continued to base notified prices for large business customers in
regonal Queensland on the lowest cost of supply in regional Queensland.

However, for the first time, we have established separate tohese tariffs for residential and small
business customers based on their location. We have split the existingpfioee tariffs (tariffs 12 and

22) into two tariffs one for south east Queensland customers and one for regional Queensland
customers. Each retail tariff is based on the network tariff that applies in each area, although the network
tariff that applies in rgional Queensland has been reduced to south east Queensland levels, consistent
with the uniform tariff policy. We have also introduced new optional retail tariffs for residential, small
business and large business customers in regional Queensland thatrefeaeasonal demand
components.

Customer impacts

In 201%16, notified prices will generally decrease or moderately increase from their current levels. The
customer impacts we present below are for levels and patterns of consumption that are fypical
customers on each regulated tariff. Customers that have consumption profiles and levels of consumption
that differ from those assumed in this analysis will experience different impacts.

Residential and small business customers will pay metering chamgeddition to notified prices in
201516. This reflects the Australian Energy Regulator's (AER's) decision to reclassify certain metering
services, so that individual prices can be set to facilitate competition in the provision of metering services.
These are not new charges. The costs associated with metering services were previously recovered
through standard network prices paid by all customers through notified prices. However, compared to
what they were paying previously, some customers may payerand others less.

! Price regulation was removed for large business customers in south east Queensland in 2012.

% Throughout this report, ‘typical’ refers to the median consumption level (and consumption profile, in the
case of timeof-use tariffs) for each tariff, as advised by Energex and Ergon Energy. Where a tariff is only
available in south east Queensland wevbaised data from Energex, otherwise we have used Ergon Energy
data, for consistency with our draft determination. These assumptions are detailed in Appendix H and are
used only for the purpose of illustrating expected customer impacts.
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Although these metering charges are approved by the AER and are not included in notified prices, we
have accounted for them when presenting customer impacts to allow afdikiike comparison with
2014c15 annual total bills. Retailemwill be responsible for incorporating metering charges into customer
bills in 201516.

Impacts on residential customers

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

Tariff 11

Historically, the components of tariff 11 have not reflected the costs of supply in south east Queensland,
with the fixed charge set below cost and theiable charge above cost. In the 2@13 determination,

we established a thregear transition to rebalance the fixed and variable components of tariff 11 so that
each component would be costflective by 1 July 2015. As a result of completing thbaance, the
variable charge for tariff 11 will decrease by 3.1 cents per kWh (12%) igD®while the fixed charge

will increase by 23.3 cents per day (28%). The charges focP®Hbe set out in Table 1 below.

Tablel Tariff 11 Charges

201415 Final
Determination

201516 Final
Determination

Change (%)

Tariff components:

Fixed charge (cents/day) 83.414 106.728 27.9%
Variable charge (cents/kWh) 25.378 22.238 -12.4%
Other charges:

Metering charge (cents/day) n/a® 9.670" -

a. Metering charges cannot be separately itemised in 20%4because metering costs were included in regulated
distribution network charges.

b. This is the Energex metering charge that applies to customers in south east Queensland. A sbgimigtenmg charge
applies in regional Queensland.

Summary of impacts

In 201%16, a typical customer on tariff 11 (consuming 4,053 kWh) will face a decrease in this portion of
their annual bill from $1,467 to $1,459 (0.5% decrease compared to a 2.7%sedmrecast in the draft
determination). However, the impact on individual customers will vary depending on their consumption,
with largeruse customers facing a bigger decrease and smadlercustomers facing an increase.

Typical customers on the 'effeak’ or 'controlled load' tariffs (tariffs 31 and 33) will face increases in the
controlled load portion of their bills of 11% ($26) and 5.6% ($20) respectively (compared to increases of
7.9% and 3.8% in the draft determinan). These increases are due to higher network prices and the
introduction of metering charges. We understand from Energex that network prices for tariff 31 and 33
are increasing, despite a decrease in total network revenue, as a result of Energexngediass
subsidies from tariff 11 customers to controlled load customers. Typical residential customers on tariff 11
and the most widely used controlled load tariff (tariff 33) will face an increase in their annual bill of 3.2%
($46).
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Figurel Changes in relevant component of annual residential bills for typical customers in 2085

550 15%
540 12%
530 %
520 6%
510 - 3%
50 - - 0%
-0.5%

-510 = -3%
-520 -6%
Tariff 11 Tariff 31 Tariff 33

m 5 Difference m % Difference

Note: Based on typical levels of consumption using @ 3ata from Ergon Energy for consistency with the draft
determination. Includes impact &nergex metering charges, although a slightly lower metering charge will apply in
regional Queensland for tariff 11.

Impacts on business customers

Typical business customers can expect reductions in their annual bill igZ®19ypical customers on

the main small business tariff (tariff 20) can expect a decrease of 3.5% or $73 (compared to a 1.3%
increase forecast in the draft determination), while a typical customer on tariff 22 can expect a reduction
of 1.7% or $135 in their annual bill. Typical labgsiness customers can expect decreases of between
0.7% and 4% (compared to decreases of 3% to 4.3% forecast in the draft determination).

Figure2 Changes in annual bills for typical small business customers in 2085

50 0.0%
-520 - -0.5%
-540 - -1.0%
-560 -1.5%
-580 -2.0%

-5100 -2.5%
-5120 -3.0%
-5140 -3.5%
-3.59 -5135
-5160 -4.0%
Tariff 20 Tariff 22
| 5 Difference m % Difference

Note: Baed on typical levels and patterns of consumption using @ 8ata from Ergon Energy for consistency with the
draft determination. Includes impact of Energex metering charges, although slightly lower metering charges will apply in
regional Queensland fahese tariffs.
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Figure3 Changes in annual bills for typical large business customers in @085
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-$10,433
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M s Difference % Difference

Note: Based on typical levels and patterns of consumption using;28Tita from Ergon Energy.

Impacts on business customers dosolete and transitional tariffs

In the 201814 determination, we established transitional arrangements for customers on most obsolete
and transitional tariffs, as many customers would have faced significant price impacts if they moved
immediately to a stadard business tariff. We have maintained these transitional arrangements for, 2015
16.

In the draft determination, we proposed to increase the prices in transitional and obsolete tariffs by 5%,
based on expectations that the standard small businesffgasiould increase in 20£36. We undertook

to reassess our position if the anticipated price increases did not eventuate. Given that the standard
business tariffs are decreasing, we have decided that prices will not increase iqlB013nstead,
custorrers on transitional and obsolete tariffs will continue to pay the same prices ag?b14

New customers will continue to be allowed to access transitional tariffs. However, as scheduled, tariffs 41
(large) and 43 (large) will be removed from 1 July 28id customers will need to move to a new tariff.

Cost drivers

Since the draft determination, we have updated cost inputs using the latest information. IqI&)I®st
inputs are generally decreasing or increasing by a relatively moderate amount.

Network costs

Customers can expect relief from the large price increases that they have faced in recent years, with most
network prices decreasing as a result of the AER's preliminary decision on the distributors' allowable
revenue for next regulatory periotheginning on 1 July 2015.

Vi
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The AER's preliminary decision was to reduce the distributors’ proposed revenues by 23% for Energex and
27% for Ergon Distribution over five yedrén 201%16, allowable revenues are 5% lower for Energex and
11% lower for Emgn Distribution compared to 20¥45. The distributors recover their allowed revenue
through network prices in a way that is consistent with pricing principles established under the National
Electricity Rules and pa#fisrough charges for the use of PowekHis transmission network. As a result,
individual network prices will not necessarily change in a way that aligns with the overall reduction in
allowable revenue. ThBER approved thdistributors proposed network pricefor 201516 on 12 June

2015 andthese are the network prices wieave used in this determination. While network prices are
generally lower in 201616 than 201415, some prices are higher.

Overall, the network component of notified prices (including metering) has decreased in1BY%2.9%

for a typical customer on the main residential tariff (tariff 11) and 5.9% for a typical customer on the main
small business tariff (tariff 20). Tl®lar Bonus Schemeontinues to be a major component of network
costs? TheSolar Bonus Schentemponent of network costs has increased by 19.2% (tariff 11) and 18.3%
(tariff 20). Excluding the costs of tl@olar Bonus Scheméhe network component has decreased by
around 6.1% (tariff 11) and 9.4% (tariff 20).

Energy costs

Energy costs are eithéncreasing moderately or decreasing, depending on the retail tariff. The overall
energy cost allowance has increased by 1.2% in south east Queensland and decreased by 2.6% to 3.0%
(depending on the tariff) in regional Queensland. Energy costs for tatifésxd 33 (controlled loads) have

also decreased (by 2.1% and 1.5% respectively).

Retail costs

Retail operating costs have increased marginally from 2034in line with the forecast rate of inflation.
The retail margin is unchanged at 5.7% of costs.

3 AERPreliminay Decision: Energex determination 2916 to 201%20, April 2015, Attachment 1Annual
Revenue Requirement; and AEReliminary Decision: Ergon Energy determination 206%0 201920,
April 2015, Attachment 1Annual Revenue Requirement.

* The SolaBonus Scheme is a Queensland Government scheme that pays eligible customers for electricity
generated from solar photovoltaic (PV) systems and exported to the Queensland electricity grid.

vii
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1

INTRODUCTION

1.1

The QCA has received a delegation from the Minister for Energy and Water @epinister)
to determine regulated retail electricity prices (known as notified phi¢esm 1 July 2015 to 30
June 2016.

In general, the notified prices we set are paid by customers that have not entered into a
negotiated contract with their retaite If a customer has entered into a negotiated retail
contract, they will pay a price determined by their retailer, not the QCA.

We have determined notified prices that are accessible by the following custdmers:
i residential and small business customarsughout Queensland

1 large business customers in regional Queensfand.

Background

In August 2014, we received a delegation from the former Minister for Energy and Water Supply
to determine notified prices for 20136 (the August 2014 delegation). Asesult of the
former government's decision to deregulate retail electricity prices in south east Queensland,
we were only delegated the task of setting notified prices in the Ergon Energy (Ergon)
distribution area, which covers regional and rural Queensland

Under the August 2014 delegation, we released an interim consultation paper and draft
determination, considered submissions on both papers, and held workshops in Brisbane and
five regional centres.

On 28 April 2015, the Queensland Government annodrtbat it would delay the deregulation

of retail prices for residential and small business customers in south east Queensland by 12
months? This was to enable the Queensland Productivity Commission to assess the costs and
benefits of deregulation and whieer current market monitoring arrangements and consumer
protections are adequate. As a consequence, we received a new delegation (the April 2015
delegation) to determine notified prices to apply throughout Queensland.

We were not required to restart # price review process as a result of receiving the new
delegation. The terms of reference under the April 2015 delegation are largely the same as the
terms of reference under the August 2014 delegation. They also provide for the continuation of
the uniform tariff policy, which allows notified prices for most customers to be based on the
costs of supply in south east Queensland (i.e. the Energex distribution area). Therefore, we
were able to continue the broad approach we developed to set the notifigzkprrequired by

the August 2014 delegation to set the notified prices required by the April 2015 delegation.

As defined in section 90(4) of tii#ectricity Act 1994
Notethat customers in the Essential Energy distribution area in southern Queensland do not have access to

notified prices, although Origin Energy receives a subsidy to ensure thahadget customers pay no more
than similar customers that have access toified prices.

Large business customers in south east Queensland do not have access to notified prices, as price regulation

for this group of customers was removed in 2012.

The Honourable Curtis Pitt, Treasurgledia Statement: Deregulation defed as Productivity Commission

conducts power price prob&8 April 2015.
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1.2

Nevertheless, given the expanded scope of the delegation and the potential impact on
stakeholders, we decided to consult further before makimg final determination.

The review process

On 30 September 2014, we released an interim consultation paper advising interested parties of
the commencement of the review. We received 13 submissions to this paper.

On 10 December 2014, we released ortaftidetermination and ACIL Allen's draft report on the
cost of energy (ACIL's draft report). In February 2015, we held workshops to discuss the draft
determination in six locations: Brisbane, Bundaberg, Cairns, Mount Isa, Toowoomba and
Townsville. We reeived 18 submissions to the draft determination.

Following receipt of the April 2015 delegation, we released an additional consultation paper on
4 May 2015. We also held a workshop in Brisbane on 12 May 2015. We received 16
submissions to the fdiner consultation paper.

We are now releasing this final determination, which includes final regulated retail tariffs and
prices for 201616, and explains how they were determined. In making our final determination,
we have taken into account the requirements of tBkectricity At 1994(the Electricity Act) and

the delegation, matters raised in submissions, ACIL Allen's final report on the cost of energy
(ACIL's final report) and our own investigations.

We appreciate the valuable contribution that stakeholders have made to thisegs, especially
those that have attended workshops and made submissions. While we have not necessarily
referenced all arguments or submissions, we have carefully considered each submission
received by the relevant due date. We note, however, that siseaes raised are outside the
scope of our review.

Documents and nowonfidential submissions relating to our review are available on our
49
website

® www.qca.org.au



http://www.qca.org.au/
file:///C:/NRPortbl/Documents/JAC/www.qca.org.au
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2 LEGISLATIVE REQUIRENS AND PRICING MRWORK
When we receive delegation to determine notified prices, we must make that determination in
accordance with our obligations in the Electricity Act. In this chapter, we explain those
obligations and our decision on the overall framework for setting notified prices f6¢ 261
2.1 Legislative requirements
The Electricity Act does not specify criteria or principles that must be applied when making a
price determination. However, section 90(5) of the Electricity Act lists the matters we must
have regard to in making a determiinan:
i the actual costs of making, producing or supplying the goods or services
i the effect of the price determination on competition in the Queensland retail electricity
market
1 any matter required by delegation
i1 any other matter we consider relevant.
Whenwe make a determination, we also have regard to the objects of the Electricity Act, which
are to:
i set a framework for all electricity industry participants that promotes efficient, economical
and environmentally sound electricity supply and use
i regulate tte electricity industry and electricity use
i establish a competitive electricity market in line with the national electricity industry reform
process
1 ensure that the interests of customers are protected
9 take into account national competition policy requirents.
2.1.1 Key matters we are required to consider by delegation

The terms of reference in the delegation set out additional matters we are required to consider.
Consistent with the approach of previous decisions, we are required to consider applying the
network plus retail (N+R) cost builth methodology.

We are also required to consider the Government's uniform tariff policy. For the purposes of
the previous delegation, the former government defined the uniform tariff policy for small
customers by refance to expectations of standing offer prices in south east Queensland. As a
result of the Government's decision to retain price regulation in south east Queensland, the
definition was revised for the purposes of the April 2015 delegation. The new tabefini
provides that'

.. wherever possible, nanarket customers of the same class should pay no more for their
electricity, regardless of their geographic location.

¥s5ee paragraph 5(b) of the terms of reference in Appendix A.
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2.2

221

This definition is slightly different to the definition that applied when we made detieations
in previous years. In particular, there is no longer a reference to customers accessing uniform
retail tariffs and prices.

This is consistent with the requirement in the terms of reference to consider basing the existing
time-of-use tariffs fo residential and small business customers (tariff$' #hd 22) on the
network tariff structures of Energex (for south east Queensland customers) and Ergon
Distribution (for regional Queensland customers). Adopting this approach would mean that, for
the first time, normarket customers would have access to different retail tariffs based on their
location. For other residential and small business customer tariffs (i.e., tariffs 11, 20, 31, 33, 41
and 919, the terms of reference require that we consideingsEnergex network tariffs, which

is consistent with our approach in previous decisions.

The reference in the definition of the uniform tariff policy to Rorarket customers of the same

class paying no more for their electricity implies that retail farghould continue to be based

on the lowest cost of supplying customers that have access to notified prices. This is consistent
with the requirement in the terms of reference to consider reflecting Energex (or south east
Queensland) price levels in ndgidl prices for all residential and small business customers.

It is also consistent with the requirement to consider reflecting Ergon Distribution's network
tariffs and charges in retail tariffs for large business customers in regional Queensland. sThis ha
been our approach since the 20413 determination.

We are also required to consider specific issues in relation to transitional arrangements for
certain tariffs, in particular:

i1 completing the rebalancing of the fixed and variable components of tariffielstandard
residential tariff) using the approach established in the 20¥3determination

i maintaining transitional arrangements for transitional and obsolete tariffs (for example,
farming and irrigation tariffs).

Pricing framework

Costreflectivity and competition are important guiding principles under the Electricity Act.
Costreflectivity is important for efficiency and equity reasons. Effective competition generally
provides the best means of delivering the goods and servitascustomers demand at prices
that reflect efficient costs.

Retail tariffs for residential and small business customers

Our previous decisions on notified prices for residential and small business customers in south
east Queensland balanced the pripleis of costreflectivity and competition by:

i estimating the efficient costs of a retailer that supplies customers in south east Queensland

i adding an allowance for headroom on top of estimated efficient costs for competition
purposes.

However, these pnciples are in conflict with the Government's uniform tariff policy, which
provides that regional customers should be supplied at prices that are lower than their costs of

" The delegation does not refer to tariff 13, which is very similar to tariff 12. We discuss our approach to tariff
13 in Chapter 3.
2 Tariff 91 applies to unmetered supplies (except street lighting).
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supply. For example, a typitaiariff 11 customer (consuming 4,053 kWh per yasaying cost
reflective prices in 20145 would pay at least 30% more if they lived in regional Queensland,
instead of south east Queensland. Regional customers in western areas of the state or in
isolated communities would pay at least 140% mbre.

Giventhe conflict between the principles of cestflectivity and competition on the one hand

and the uniform tariff policy on the other hand, we explored a spectrum of possible pricing
approaches for regional customers in our draft decision. This ranged detting fully cost
reflective prices to our current approach of basing notified prices on the cost of supply in south
east Queensland. Consumer groups and Ergon Retail supported a continuation of the current
approach. The ERAA and ESAA highlightedcthettreflective pricing will improve efficiency

and competition, but acknowledged the Government's commitment to the uniform tariff policy.

We highlighted that achieving cestflectivity would avoid the need to subsidise electricity
prices and provide a basis for the development of a competitive retail market. However, we
recognised that the result would be significantly higher prices fgiomal customers, which
would also be inconsistent with the uniform tariff policy. Consistent with our draft decision, we
have continued to base notified prices for residential and small business customers throughout
the state on the costs of supply inwgb east Queensland.

QCA position

We have decided to continue to base notified prices for residential and small business
customers on the costs of supply in south east Queensland. We will estimate the costs of

supply for each retail tariff in accordanéeA G K 'y bbw O2aid o0dzAif Rmdzld | LJ
GKS b oySig2N] O02ad0v 02YLRYSyd Fa | LIlIaanmiKNed
component. We discuss our decisions on each cost component in Chapters 3 to 5 and our
approach to the inclusimof an allowance for headroom for competition purposes in Chapter 6.

2.2.2 Retalil tariffs for large business customers

Since the 201€13 determination, we have based notified prices for large business customers
on the lowest cost of supply in regional Queensla This is more cost reflective and less costly

to subsidise than basing notified prices on south east Queensland costs. We also consider that
it is consistent with the uniform tariff policy and the requirement in the terms of reference to
consider basig the network cost component on Ergon Distribution's network charges. Ergon
Distribution and Ergon Retail both submitted that we should maintain this approach.

QCA position

We have decided to base notified prices for large business customers on the lovets of
supply in regional Queensland, which is Ergon Distribution's east pricing zone, transmission
region one. This is consistent with our draft decision and our approach in previous decisions.

13 Throughout this report, 'typical’ refers to the medhi consumption level (and consumption profile, in the
case of timeof-use tariffs) for each tariff, as advised by Energex and Ergon Energy. Where a tariff is only
available in south east Queensland we have used data from Energex, otherwise we havegosddrergy
data, for consistency with our draft determination. These assumptions are detailed in Appendix H and are
used only for the purpose of illustrating expected customer impacts.

“This is the estimated impact in 20416 on a typical tariff 11 custoer paying costeflective notified prices
in the Ergon Distribution east pricing zone (transmission region one) and west pricing zone (transmission
region one).
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We have continued to estimate the costs of supply focresgetail tariff in accordance with an

bbw O2ai( o0dzZAf RmdzLd F LILINRIF OKZ gKAOK Aa O2yaAraidSy
residential and small business customers, as discussed above. We also discuss our approach to

the inclusion of an alloance for headroom in Chapter 6.
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NETWORK COSTS

3.1

3.1.1

Network costs are the costs associated with transporting electricity through the transmission
and distribution networks and account for around 50% of the final cost of electricity for small
customers.

As reglated monopoly businesses, Powerlink, Energex and Ergon Distribution all earn regulated
revenues that are determined by the Australian Energy Regulator (AER). In addition to
recovering their own distribution network costs, Energex and Ergon Distribuiise @n
Powerlink's costs to customers in network charges that are also approved by the AER.

This chapter sets out our decisions on the network charges to be used as the basis of notified
prices for 201§16. In summary, we have decided to:

i base the flat ad controlled load tariffs for residential and small business customers on
Energex network tariffs and prices (consistent with our draft determination and previous
determinations)

i base the existing timef-use tariffs for residential and small business comrs in south east
Queensland (tariffs 12 and 22) on Energex network tariffs and prices (consistent with
previous determinations)

9 base the timeof-use tariffs for residential and small business customers in regional
Queensland (tariffs 12A and 22A) oe thetwork tariff structures of Ergon Distribution, but
reduced to Energex price levels (consistent with the draft determination)

i base all tariffs for large business customiersegional Queensland on Ergon Distribution
network tariffs and prices (conséstt with the draft determination and previous
determinations).

We have also introduced voluntary seasonal tofiese demand tariffs for customers in
regional Queensland (tariffs 14, 24 and 50), based on the network tariff structures of Ergon
Distribution.

Key network issues for 20456

The beginning of a new regulatory period for the distribution businesses on 1 July 2015 and the
reclassification of metering services are the key issues affecting network tariffs and charges for
201516.

Beginning of a newegulatory period

A new fiveyear regulatory period for Energex and Ergon Distribution begins on 1 July 2015. The
Australian Energy Regulator (AER) published its preliminary determination on the distributors'
revenue allowances on 30 April 2015, which fdima basis for network revenues and charges

for 201516.

The AERpprovedthe distributors' proposed network prices for 2048 on 12 June 2015 and
theseare the network prices we have used for our final determination.
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The AER is required to make a finatetmination by 31 October 2015 which will apply from

the date it is published. We understand that any revenue differences between the preliminary
and final determination are expected to be accounted for in the remaining years of the
regulatory period,meaning that the final determination will not affect 2048 network
charges® However, in its 201616 network pricing proposal, Ergon Distribution suggested that
mid-year changes may be possible in certain circumstatcégprices were to change during

the year we would not be able to change notified prices unless we received new delegation.

3.1.2 Reclassification of metering services

The AER's April 2015 preliminary determinations for Energex and Ergon Distribution have
reclassified type 6 metering séces from standard control to alternative control from 1 July
2015 The reclassification means that metering costs will be removed from standard network
charges and distributors will be allowed to charge separately for metering services. The
reclassifiation also means that metering charges can no longer be included in notified ptices.

These are not new charges, because costs associated with metering services were previously
recovered through standard network charges that were included in notifiegkpri To maintain

the uniform tariff policy, we understand that the Government has directed Ergon Retail to
charge regional customers the lower of the Energex and Ergon Distribution metering charges.
Compared to what they were paying previously, some aquste may pay more and others less,
depending on their network tariff. For example, a metering charge will apply to tariffs 31 and
33 for the first time.

While no longer part of notified prices, we have taken account of metering charges in our
analysis bthe impact on customers of changes in annual bills between B &nd 201616.

This ensures a likior-like comparison is made with the annual bills faced by typical customers
in 201415, when metering charges were included in notified prices.

It is important to note that metering charges will vary from customer to customer, depending
on the tariffs they are supplied under. Retailers will be responsible for incorporating metering
charges into customer bills for both market and Aoarket customers.

3.2 Network tariffs for residential, small business and unmetered supply
customers
Forthe 2014mp RSGSNNAYI GA2yE 6S dzaSR 9y SNHSEQa ySis
basis for setting retail tariffs for residential customers, small business custome rsnenetered
supplies (excluding stredighting).

The delegation requires that we consider basing the existing-tifnese tariffs for residential
and small business customers (tariffs 12 and 22) on the network tariff structures of Energex (for
south eat Queensland customers) and Ergon Distribution (for regional Queensland customers).

* National Electricity Rules, clause 11.60.4(c).

'®* AEMCRule Determination: National EleciticAmendment (Economic Regulation of Network Service
Providers) Rule 20129 November 2012, pp. 26261.

" Ergon Energy201516 Pricing Proposal: Distribution services for 1 July 2015 to 30 Jungp2676

®The AER has also reclassified type 5 megesirvices, although we understand that type 5 meters are not
permitted under metrology procedures applying in Queensland.

Y We consider that the reclassification of metering charges means that they now meet the definition of
'distribution nonnetwork carges' in the Electricity Act. Distribution nraatwork charges cannot be
included in notified prices (s. 90(3)(d) of the Electricity Act).
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Adopting this proposal means that customers would have access to different retail tariffs based
on their location. However, in accordance with the uniform tariff polibg, overall level of
network prices would be the same and set to reflect the level of Energex network prices.

For other residential and small business customer tariffs (i.e., tariffs 11, 20, 31, 33, 41°3nd 91
we are required to consider basing retail tariffs on Energex network tariffs and prices. Adopting
this proposal would mean that flat and controlled load tariffs are uniform across the state.

In this section, we explain our decision to set uniform ietariffs for the flat tariffs using
Energex network structures and prices, and separate retail tariffs in south east Queensland and
regional Queensland for the timef-use tariffs, based on the Energex and Ergon Distribution
network tariff structures, repectively. We also explain our decisions to introduce new seasonal
time-of-use demand (STOUD) tariffs in regional Queensland for the purposes of tariff trials,
remove retail tariff 13 and retain retail tariff 41.

3.2.1 Energex or Ergon Distribution tariff sttures

There are three key differences between the flat rate tariff structures of Energex and Ergon
Distribution:

i Ergon Distribution tariffs are more heavily weighted toward the recovery of costs through
fixed charges than Energex tariffs

i1 Energex has flatonsumption charges, while Ergon Distribution has thpag inclining block
tariffs (IBTS)

i1 Energex does not have a fixed charge for its controlled load tariffs, but Ergon Distribution
does.

The Ergon Distribution residential tinod-use tariff structue is the same as the Energex
structure (i.e. a fixed charge and peak, shoulder andpe#lk consumption charges), but
different time periods apply to each consumption charge. The main difference is that the Ergon
Distribution peak and shoulder periods dimited to the summer months, which means the-off
peak period accounts for a much greater proportion of the year.

Unlike the residential timef-use tariff, there is a mismatch between the structure of the
Energex and Ergon Distribution small businése-bf-use tariffs. Energex has peak and off
peak consumption charges, while Ergon Distribution has peak, shoulder arukabff
consumption charges. Like the residential tariff, the peak and shoulder periods are limited to
the summer months. Further iofmation on differences between the tariff structures is
provided in Appendix D.

We have considered whether to continue to use Energex tariff structures as the basis for all
residential and small business customer retail tariffs or whether Ergon Distnibugriff
structures could be used as the basis for some or all tariffs for regional customers.

Flat rate and controlled load tariffs

The terms of reference in the delegation require that we consider continuing with the same
approach we adopted in the draft determination for residential and small business customer
flat rate and controlled load tariffs, which is to use Energex networitfsaand prices across
Queensland.

20 Tariff 91 applies to unmetered supplies (except street lighting).
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Queensland Consumers' Association and COTA Queensland supported this approach on the
basis that it is the best way to meet the objective of the uniform tariff policy. Mr Tranter also
supported this approach.

Adopting his approach would mean that the retail tariffs are uniform in level and structure
across the state. This would be consistent with our previous decisions and mean that
customers would face the correct network tariff signals if they are in south east Qlageh

but incorrect network tariff signals if they are in regional Queensland.

In the draft determination, we decided against using Ergon Distribution network tariffs to set
flat rate and controlled load retail tariffs for regional customers. We médiedecision on the
basis that this change may be too significant to make in 0a5because nearly all regional
customers would be affected by the change in tariff structure) and that it would not align with
the proposal in the terms of reference to uBeergex network tariffs and prices.

In its submission to the draft determination, QCOSS suggested that we should more thoroughly
examine the merits of applying the Ergon Distribution tariff structure to the main residential
tariff (tariff 11) in regionaQueensland. QCOSS considered that adopting the same approach we
used in the draft determination to adjust tariff 12 (i.e. adopting the Energex fixed charge and
adjusting the Ergon Distribution consumption charges) may positively impact lower usage
regioral customers, relative to our proposed approach of completing tRealance of the tariff

11 charges to Energex levels.

The decision to maintain the Energex fixed charge in tariff 12 was made in the context of our
decision to base tariff 11 on the Enesgtariff structure and tariff 12 on the Ergon Distribution
tariff structure. We considered that maintaining the Energex fixed charge in tariff 12 would
improve incentives for customers to adopt TOU tariffs.

If tariff 11 and tariff 12 were both based &@rgon Distribution tariff structures, we consider that

it would be more appropriate to adjust all tariff components uniformly to maintain the
relativities between the tariff components. On the basis of a uniform adjustment, a typical
customeron tariff 11would see an increase in this portion of their bill of 0.3% with the Ergon
Distribution tariff structure, compared to 0.5% decrease with the Energex tariff structure. As a
result of the much higher fixed charge in the Ergon Distribution tariff structomer usage
regional customers would face even larger increases than they would with the completion of
the re-balance of fixed and variable charges to Energex levels. Using Ergon Distribution tariffs
for the other flat rate and controlled load tariffs wital also result in higher fixed charges or, in

the case of controlled load tariffs, introduce fixed charges.

Our final decision is to continue to use Energex network tariffs and charges for the flat rate and
controlled load tariffs.

Timeof-use tariffs

The terms of reference require that we consider splitting each of the existingdfruee tariffs
(tariffs 12 and 22) into two tariffs one based on Energex tariffs structures for customers in
south east Queensland and one based on Ergon Distribudiofi structures for customers in
regional Queensland. This is the approach we proposed in the draft determination for regional
customers.

Ergon Distribution, ESAA and Origin Energy supported using Ergon Distribution tariff structures
for regional custorars on the basis that it would be a further step towards improving-cost
reflectivity, and encourage efficient consumption and investment decisions. Ergon Distribution
also argued that this would result in better price outcomes in the long term.

10
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3.2.2

Using Ergo Distribution structures for the timef-use tariffs in the regional Queensland would
improve costreflectivity and encourage customers to reduce consumption during peak periods
on Ergon Distribution's network. As this approach more accurately refléetscosts of
supplying customers in each distribution area, it is more aligned with our obligations to consider
the actual costs of supply in the Electricity Act and the objectives of the Electricity Act. We also
consider that the definition of the uniforrtariff policy does not preclude the establishment of
different retail tariffs for customers in different areas, as long as the overall level of prices is
similar. The requirement in the terms of reference to consider setting different retail tariffs
supports this interpretation.

Changing from an Energéased tariff structure to an Ergon Distributitmased tariff structure

may negatively affect some regional customers. However, it will only affect the relatively small
proportion of customers in region&ueensland that are on timef-use tariffs. Ergon Retail
supplies about 7,000 customers (7% of its small business customers) on t&réha2around

100 residential customers on tariff £2.

For the reasons above, our final decision is to use Energéxstauctures for timeof-use tariffs
in south east Queensland and Ergon Distribution tariff structures for-tfaese tariffs in
regional Queensland.

Applying Ergon Distribution tariff structures to tiroé-use tariffs for regional
customers

As discused, we have decided to use Ergon Distribution tariff structures as the basis for setting
time-of-use tariffs for residential and small business customers in regional Queensland, while
reducing the overall level of prices to Energex levels. Please seendippB for more
information on the adjustment methods we have applied.

Options to adjust Ergon Distribution network tariffs

We have considered two options to adjust the prices in Ergon Distribution's network tariffs to
Energex levels. Both options invelreducing Ergon Distribution east zone network charges so
that customers will, on average, pay the same for network services as customers in south east
Queensland on the equivalent Energex network t&fifthe effect on customers that consume
more or less than average, and the incentives for customers to move between the flat rate and
time-of-use tariffs, will vary according to the option selected.

Option one: Uniformly decrease Ergon Distribution fixed and consumption charges

Under this option, all Ean Distribution tariff components (fixed and consumption) are reduced
uniformly. While this option maintains the relativities between the Ergon Distribution tariff
components, it results in a higher fixed charge than the flat rate tariffs (tariffs 12@yndvhich
may reduce the incentives for customers to move to a tiofeise tariff.

“ Based on 2014314 data.

2 As at 1 July 201

23 A third option was also considered for tariff 12, which was to apply the Energex prices in place of the Ergon
Distribution fixed charge, and peak, shoulder andpefék variable charges. However, we decided against
this approach because it woulésult in customers paying less for network services than customers in south
east Queensland. This is due to the far higher proportion epedk time under the Ergon Distribution
structure. This option would not be possible for tariff 22 due to the raisimin Energex and Ergon
Distribution network structures, as discussed in section 3.2.1.

11
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Option two: Maintain Energex fixed charge and reduce Ergon Distribution consumption charges

This option involves maintaining the Energex fixed charge and decreasingytire Bstribution
consumption charges to a level where customers will, on average, pay the same as in south east
Queensland. Keeping the Energex fixed charge results in a lower fixed charge than option one
and means that it would align with the fixed chasgin tariffs 11 and 20. Canegrowers Isis
suggested that this option would be appropriate for the small business-tifnese tariff.

While this option preserves the relativities between the variable components of Ergon
Distribution's tariffs, it does nopreserve the relativities between the fixed and variable
components. This leads to low consumption customers paying less than they would and high
consumption customers paying more than they would under option one. However, it would
provide an incentivedr a larger number of customers to move to tirokuse tariffs than
option one (based on information provided by Ergon Energy about customers' actual and
assumed patterns of consumption). This is consistent with the suggestion in the delegation of
encourajing customers to switch to timef-use tariffs. The alignment of fixed charges in the
flat rate and timeof-use tariffs may also improve incentives to switch tariffs for those
customers that are discouraged by high fixed charges.

In the case of the adgiment to the Ergon Distribution residential network tariff, reducing the
fixed charge to the Energex level would require the variable charges to be increased to equate
the average customer bill with the bill they would pay if they were supplied on f&iffWe do

not consider this is appropriate as this would require setting calculated network prices at levels
above those approved by the AER. Therefore, we have reduced the Ergon Distribution fixed
charge to the point where the variable charges do noeahdo increase. This issue does not
affect the adjustment to the Ergon Distribution small business network tariff.

Figures 4 and 5 illustrate the estimated customer impacts of each of the adjustment options.

Figure 4 Potential bill impacts for tariff 12Zustomers
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would consume 5% peak, 4% shoulder and 919eafk under the Ergon Distribution structure.
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Figure 5 Potential bill impacts for tariff 2Zustomers
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Note: Based on actual 20484 consumption, and applies the Ergon Distribution assumption that customers
would consume 6% peak, 4% shoulder and 90%eafk under the Ergon Distribution structure.

QCA position

Consistent with our draft decisiorgur final decision is to apply option two to determine
adjusted network charges for the tirmf-use tariffs. We consider that this option provides a
greater incentive for customers to move to tirod-use tariffs?* with the least customer
impacts. We haw established a new retail tariff for residential customers (tariff 12A) and small
business customers (tariff 22A).

Transitional issues for regional customers on tariffs 12 and 22

Ergon Distribution and Ergon Retail noted that meters would need to hgragrammed or
replaced to enable Ergon Distribution structures to be used for4ifrase tariffs. They advised
that it would be possible to achieve this by 1 July 2015 for the small number of customers on
tariff 12, but that it would not be possible fotl@ustomers on tariff 22.

On the basis of our assessment of customer impacts above, we consider that regional
customers on tariff 12 can be moved to tariff 12A without any transitional arrangements.
However, the impacts on some regional customers @iffta2 are more significant. We plan to
retain the existing tariff 22 (based on the Energex tariff structure) for two years and allow
customers to voluntarily move to the new tariff (or another tariff that suits their needs) during
that period. Tariff 2 will be closed to new regional customers, meaning that only customers
already on this tariff will be allowed to continue accessir it.

CCIQ noted that the impacts on small business customers could be more extensive than
residential customers, and supged keeping tariff 22 available for two years. Canegrowers Isis
argued that customers who had transferred from tariff 22 for reasons of drought relief should
be able to return to this tariff at the end of the drought declaration and the transitional period

**Based on information provided by Ergon Energy about customers' actual and assumed patterns of
consumption.

*®This is consistent with our decision to close access to transitional tariffs that are only available for a short
period of time (i.e. tariffs 41 (large) and 43 (large)).

13
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should be extended to 2020, in line with other transitional tariffs. However, we do not consider
this necessary due to the relatively limited negative customer impacts.

Ergon Distribution suggested that there was reasonable justification for a shivatesition
period in order to support the ongoing network tariff reform agenda. Ergon Distribution also
suggested that customers should be transferred to tariff 22A in line with its program of
replacing and reprogramming meters, rather than on a volunkasis. We disagree with Ergon
Distribution's proposals because they would be inconsistent with our decision to maintain
access for customer impact reasons. We expect that our decision will provide sufficient time for
Ergon Distribution to make the reqed metering changes to enable all customers to transition

to the new tariff by 1 July 2017.

Changing between flat and timaf-use tariffs

We note that residential customers can move between-fige and timeof-use tariffs twice a

year without penalty while small business customers are charged a relatively modest fee after
the first tariff change in a year. If these conditions are not changed, customers may take
advantage of the ofpeak rate in the Ergon Distribution based thokuse tariff for thenon-
summer months and avoid the higher peak rate over the summer months by reverting to the
flat rate tariff (tariff 11). Over a year, this could result in customers paying less for network
services than customers in south east Queensland, which maycbadistent with the uniform

tariff policy. It may also result in the tim@d-use signals being ineffective at encouraging more
efficient use of the network.

Ergon Retail and QCOSS supported allowing retail tariff changes once per year without penalty.
Ergon Distribution did not support residential customers being allowed to change between tariff
11 and tariff 12 more than once per year noting that it creates an incentive for residential
customers to avoid the peak price signal the network is tryingetmdsto customers. Ergon
Distribution also highlighted that the network tariff can only be changed once in a 12 month
period?® and, along with Ergon Retail submitted that conditions associated with network tariffs
should be reflected at the retail tariff vel.

We consider that allowing customers to change tariffs more than once every 12 months may
result in the timeof-use tariffs being ineffective. We also agree with Ergon Distribution that the
terms and conditions of access to network tariffs should &iected at the retail tariff level.
Therefore, our final decision is to limit tariff changes to once every 12 months.

3.2.3 New seasonal time of use demand tariffs in regional Queensland

In its submission to the draft determination, Ergon Distribution adviieat it plans to
introduce new network tariffs, featuring a seasonal time of use demand (STOUD) structure, for
residential and small business customers in 208 as shown in Table 2. We understand that,
subject to consultation, Energex intends to oduce voluntary TOU demand network tariffs for
residential customers in 20t&7 and small business customers in 2€18. however we
understand these will not feature a seasonal component.

%% Network tariffs can be changed more frequently where there is a change in usaeas a change in
classification from a small customer to a large customer, or where there is a change in activity that results in
a significant change in usage.

14
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Table 2 Ergon Distribution's small customer seasonal tirséuse denand tariff structures

Item Unit Minimum chargeable Time period
demand (kW)
Residential | Small business Residential Small business
Fixed charg@ $/day n/a n/a n/a n/a
Demand- Peak $/kW/month | 0 0 3:00pm to 10:00am to

9:30pm any day| 8:00pm
of the week in | weekdays

summer summer
months months
Demand- Off-pea | $/kW/month | 3 3 All times-non- | All times- non-
summer summer
months months
Consumption flat c/kWh n/a n/a Anytime flat Anytime flat

a. Although the distribution tariffs do not include a fixedarge, a fixed charge consisting of transmission
network charges, jurisdictional scheme amout@slér Bonus Scherests) and retail costs would apply.

b. Demand charge is applied to actual maximum kW recorded in eachumomer month. Customers wik b
charged for a minimum of 3kW per month.

The terms of reference do not refer to the introduction of these new network tariffs. However,
we consider that introducing new retail tariffs for regional customers based on these network
tariffs would be consisint with our decision to base other timgf-use tariffs on Ergon
Distribution tariff structures. Ergon Distribution considers that STOUD retail tariffs should be
introduced so that customers are charged on the basis of the costs they impose on the network
which will reduce cross subsidies, encourage efficient investment and lead to lower overall costs
in the longer term. Ergon Retail submitted that these tariffs would provide customers with
more alternatives for managing their usage to reduce electrimiists. Retailers also supported
the introduction of STOUD retail tariffs, on the basis that they will improve cost reflectivity and
present customers with incentives for more efficient electricity usage.

However, some stakeholders, including the Queeamsl&€onsumer's Association, Far North
Queensland Electricity Users Network (FNQEUN) and QCOSS opposed the full introduction of
STOUD tariffs in 20&%6 on the basis that there has been insufficient consultation and analysis

of customer impacts.

Notwithstandng the potential benefits of these new tariffs, we understand that it may not be
possible for customers to be supplied on these retail tariffs immediately because advanced
meters must be installed and billing systems may need to be upgraded. We algdecdhsre

are other complications with a full rediut of these retail tariffs in 20186, as noted in our
further consultation paper, specifically:

i there are no comparable Energex network tariffs, which makes it more difficult to establish a
suitable kaseline to apply the uniform tariff policy

1 while not a component of notified prices, retailers are prevented from recovering the costs
of the new meters from customets

" In addition to notified prices, retailers are only permitted to charge-nuarket customergor 'distribution
non-network charges', as this term is defined in the Electricity Act (see section 90). We understand that type
1 to 4 meters do not meet this definition, because they are not regulated by the AER.
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9 there has been limited time to consult on their introduction

i they are more complethan other tariffs and would likely require more extensive customer
education.

We consider that STOUD tariffs are a positive step in the tariff reform process, however many of
these matters should be addressed before we can confidently establish vadalgble notified

prices based on these network tariffs. For 2Q16, we consider a limited introduction of these
tariffs on a trial basis, would be appropriate. In order for Ergon Distribution and Ergon Retail to
conduct a trial, we must still establishtad tariffs and set notified pricé&because Ergon Retail

is only permitted to charge notified prices to customers under section 55G the Electricity Act.
As a result, any tariff charged to customers, even for the purpose of a trial, must be a notified
price.

Our final decision is to create two new retail tariffs based on Ergon Distribution's underlying
STOUD network tariffs (tariff 14 for residential and tariff 24 for small business). These tariffs
will be voluntary and require approval from tleeistomer, Ergon Distribution and the retailer
(usually Ergon Retail). We consider these conditions provide sufficient flexibility to trial the
tariffs, while addressing concerns raised by consumer groups. Ergon Retail and Ergon
Distribution will also hae the necessary flexibility to only offer these tariffs when necessary
modifications have been made to billing systems and a decision is made to accept the costs of
installing new meters.

We have also considered how to appropriately apply the uniformftpdficy when developing
tariffs 14 and 24. Consistent with our approach to adjusting Ergon Distribution'sofunee
tariffs for tariffs 12A and 22A, we have considered the following optfdns:

i Option one: Adjust all network tariff components by the sgoneportion so that the
estimated average annual customer network bill under these tariffs equals that of a similar
customer in the Energex area. As there are no equivalent tariffs available in the Energex
area, we have usedata and cost levels faariff 11 ¢o adjust tariff 14) and tariff 20t¢
adjust tariff 24)%

i Option two: Maintain the fixed charge at an equivalent Energex level (tariff 11 or tariff 20)
and adjust all other tariff components as per option one.

Option two, while consistent with aguapproach to adjusting Ergon Distribution's other thofe
usetariffs, is not practical as adjusting the fixed charges to equal the Energex tariff 11 or tariff
20 equivalents would result in fixed charges that are higher than the Ergon Distribution fixed
charge. We do not consider this is appropriate as it would require establishing calculated
network prices at levels above those approved by the AER.

For these reasons, our final decision is to apply option one and adjust all components of the
Ergon Distrilaition STOUD tariffs by the same amount. This preserves the relativities within the
tariff structure, while ensuring (to the extent possible) that customers on these trial tariffs
would pay no more, on average, than if they were supplied on tariff 11rdf 20 rates in the
Energex distribution area. This adjustment would be more accurate if actual rather than

8 QCOSS and the Queensland Consumassdation submitted that a trial could be conducted without
creating notified prices, however we consider this is not possible without amendments to section 55G of the
Electricity Act or the Regulation.

#See Appendix D for more information on the adjustthmethods we have applied.

% Estimated consumption data for calculating the average annual bill was provided by Ergon Retail.
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3.24

3.25

estimated consumption and demand data was used. However, in the absence of this, we
consider our approach is reasonable for the purposes of éistabg trial tariffs.

Other issues
Removal of tariff 13

Tariff 13 is a residential timef-use tariff available to customers that have a PeakSmart Air
Conditioning Unit! It is based on an Energex network tariff and Ergon Distribution does not
have an guivalent network tariff. Energex has advised that it will not offer the network tariff
underpinning tariff 13 in 20186 and that it will transfer tariff 13 customers to the tariff 12
network tariff. For this reason, we have decided to remove tariff 13.

Retention of tariff 41

In our draft decision, we considered removing tariff 41 on the basis that Ergon Distribution does
not have a network tariff available for small business customers with this structure.

Queensland Consumers' Association sstgd tariff 41 should be retained to ensure the
uniform tariff policy operates fairly across the state. Ergon Retail also supported retaining tariff
41.

Given that our approach is to use Energex tariff structures forrdltat tariffs and that the
Enegex network tariff is available to small customers in south east Queensland, our final
decision confirms our draft decision to retain tariff 41.

In 201516, Energex will commence charging the underlying network component for tariff 41
on a kilovoltampere(kVA) basis, rather than a kilowatt (kW) basis. However, we understand
that some retailers, including Ergon Retail, are currently unable to bill their customers on a kVA
basis. To overcome this problem, we have also published this tariff on a kW egtiivasts
suitable for use by those retailers that cannot currently offer kVA billing.

Final decision
Our final decision is to base regulated retail tariffs for 2010n:
i1 Energex network tariffs and charges for tariffs 11, 20, 31, 33, 41 and 91

i1 Energex atwork tariffs and charges for tariff 12 and tariff 22, which will be available to
customers in south east Queensland. Tariff 22 will become an obsolete tariff in regional
Queensland that we plan to make available for two years.

i Calculated network tariffand charges for tariffs 12A and 22A, which are based on Ergon
Distribution's seasonal timef-use tariffs. To maintain the uniform tariff policy, the level of
charges has been reduced to a level where regional customers will, on average, pay the
same agsustomers on tariffs 12 and 22 in south east Queensland.

i Calculated network tariffs and charges for the new tariffs 14 and 24, which are based on
Ergon Distribution's STOUD network tariffs. As with tariffs 12A and 22A, the level of charges
has beerreduced to a level where regional customers will, on average, pay the same as
customers on the main flat rate tariffs (tariffs 11 and 20) in south east Queensland.

We have also decided to remove tariff 13 from the tariff schedule and to retain tariff 41.

%L A PeakSmart AiConditioning Unit is an atonditioning unit that can be remotely adjusted by the distributor
to use less @ctricity during periods of high demand.
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Our final decision on the network charges to be used as the basis for notified prices fagl@015
for residential, small business and unmetered supply customers are presented in the following

tables.

Table 3 Energex network charges for 20456 for regulaed retail tariffs 11, 12, 20, 22, 31,
33, 41 and 91 (GST exclusive)

Retail tariff Energex Fixed Variable Variable Variable Demand
network charge rate rate rate charge
tariff code (flat/off - (shoulder) (peak)
peak)
c/day c/kWh c/kWh c/kWh $/kWimth
Tariff 11- 8400 49.400 12.130
Residential (flat
rate)
Tariff 12- 8900 49.400 6.763 11.130 18.962
Residential (time
of-use)
Tariff 20- Business 8500 70.800 12.348
(flat rate)
Tariff 22- Business 8800 70.800 9.406 14.176
(time-of-use}
Tariff 31- Night rate 9000 6.280
(super economy)
Tariff 33- 9100 10.528
Controlled supply
(economy)
Tariff 41- Low 8300 509.600 1.892 25.394
voltage (demand)
Tariff 91- 9600 10.528
Unmetered

a. Obsolete tariff in regional Queensla@ustomers in south east Queensland can still access tariff 22.

b. The kVA equivalent demand charge for tariff 41 is $22.194/kVA/month. A conversion factor of 0.873988 has
been used, as advised by Energex.
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3.3

Table 4 Calculated network charges for 20456 for regulated retail tariffs 12A and 22A (GST

exclusive)
Retail tariff Fixed charge Variable rate Variable rate Variable rate
(peak) (shoulder) (off-peak)

c/day c/kWh c/kWh c/kWh

Tariff 12A- Residential (timeof- 59.026 34.476 34.476 7.726

use)- new

Tariff 22A- Business (timef- 70.800 26.311 26.311 10.061

use)- new

Table 5 Calculated network charges for 20456 for regulated retail tariffs 14 and 24 (GST

exclusive)
Retail tariff Fixed charge Variable rate Peak demand Off-peak
charge demand darge
c/day c/kWh $/kW/month $/kW/month

Tariff 14- Residential (timeof- 22.281 4.025 44,994 8.329
use demand} new
Tariff 24- Business (timef-use 27.747 4,757 69.629 10.373
demand)- new

Network tariffs for large business and street lightowgtomers

In the 201415 determination, we based retail tariffs for large business customers and street

f AIKGAY3T OdzaAal2YSNE 2y GKS ySig2N] GFNRFFA | yF
pricing zone, transmission region one. Consistent withdraft decision, we have continued

with this approach for 201816 because it is consistent with our decision to set notified prices

for large business customers based on the lowest costs of supply in regional Queensland (see
Chapter 2).

Ergon Distributionand Ergon Retail supported this approach, while Toowoomba Regional
Council suggested that Energex network tariffs should be used as the basis for large customer
tariffs, until Ergon Distribution network tariffs have tirog-use signals.

As noted in our dift decision, Ergon Distribution will introduce a new seasonal -tifrgse
demand tariff in 201816 (in addition to the demand tariffs that form the basis of tariffs 44 to
46). This new voluntary tariff will provide an alternative to the existing fla tatiffs and we
understand that it has been designed to encourage more efficient use of Ergon Distribution's
network. The structure of this network tariff is set out in Table 6.

Table 6 Ergon Distribution large customer seasonal tirof-use demand taiff

Iltem Unit Threshold Time period
demand’
Fixed charge $/day n/a Year round
Demand- Peak $/kW/month 20 10am to 8pm summer weekdays
Demand- Off-peak $/kW/month 40 Altimes during nossummer months
Consumption Peak c/kWh n/a All times during summemonths
Consumption Off-peak | c/kWh n/a All times during norssummer months
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3.3.1

a. Threshold demand is the level above which the demand charge applies.

Our final decision confirms our draft decision to create a new voluntary retail tariff (tariff 50)
based @ this new Ergon Distribution network tariff. Customer access to the tariff will be
subject to adequate metering capability.

Ergon Distribution has not made any changes to the network tariffs that underpin retail tariffs
for large business and streething customers since we released our draft decision.
Final decision

Our final decision confirms our draft decision to:

i continue to base retail tariffs for large business customers and street lighting customers on
the network tariffs and charges applgn 12 9 NH2Y S5A&a0NAOdziA2y Qa
transmission region one

i introduce a new retail tariff based on the new tirsg-use demand tariff that Ergon
Distribution plans to introduce in 20&%6 (tariff 50).

Our final decision on the network chargestie used as the basis for regulated retail tariffs for
large business and street lighting customers in 2085are presented in Table 7.

Table 7 Ergon Distribution network charges for 20456 large customer regulated retail
tariffs and street lighting (GS@&xclusive)

Retail tariff Ergon Fixed Variable Variable Demand Demand
Distribution charge rate rate (peak) charge charge
network (flat/off - (peak/ (flat/off -
tariff peak) shoulder) peak)
c/day c/kWh c/kWh $/kW/mth | $/kW/mth
Tariff 44- Over 100 | EDSTT1 4,347.600 | 2.087 33.885
MWh small
(demand)
Tariff 45- Over 100 | EDMTT1 14,481.300 | 2.044 28.396
MWh medium
(demand)
Tariff 46- Over 100 | EDLTT1 39,064.800 | 2.171 24513
MWh large
(demand)
Tariff 47- High EDHTT1 34,833.500 | 1.816 21.826
voltage (demand)
Tariff 48- Over 4 EDHTT1 34,833.500 | 1.816 21.826
GWh high voltage
(demand)
Tariff 50- Over ESTOUDCT] 3,772.000 | 5.035 1.671 49.074 14.181
100MWh seasonal
time-of-use

(demand) New

Tariff 71- Street EVUT1 0.600 18.104
Lighting

a. The fixed charge for street lighting applies to each lamp.
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ENERGY COSTS

4.1

Retailers incur energy costs, either directly or indirectly, when purchasing electricity to meet the
demand of its customers. Energy costs can be split into three geaggbries:

(1) wholesale energy costs, which have been estimated using a helolagegl approach,
consistent with previous determinations

(2) other energy costs, which have also been determined using the same approaches as
previous determinations, with the exceptiof prudential costs, which are included in the
201516 retail operating cost allowance

(3) energy lossesvhich are accounted for by applying loss factors published by the
Australian Energy Market Operator (AEMO).

As with previous determinations, we haveatenined energy costs based on advice from our
consultant, ACIL Allen. A discussion of how each energy cost component was calculated is
provided below. A more detailed explanation is provided in ACIL Allen's final*fepbith is
available on ourmvebsite®

Wholesale energy costs

Wholesale energy costs are incurred by a retailer when purchasing electricity tieoMattional
Electricity Market (NEM) to meet the demand of its customers. The NEM is a wholesale market
for electricity across the five interconnected regions. The electricity market matches power
supply and demand in real time. As the NEM is a volaidket, retailers routinely use hedging
strategies to reduce their risk, such as purchasing financial derivatives (for example, futures,
swaps and options), entering lotgrm power purchase agreements (PPAs) with generators,
and investing in generatiorsaets.

The two main approaches for determining wholesale energy costs are the hdulpeg
approach, which estimates the costs of purchasing financial derivatives, and theulong
marginal cost (LRMC) approach, which estimates the costs of difeedgting in generation

assets. COTA Queensland, Ergon Retail and the Queensland Consumers' Association support a
hedgingbased approach. Consistent with their submissions to previous determinations,
EnergyAustralia, Origin Energy and the ERAA supp&RBIC approach.

We have adopted a hedgifgased approach in past determinations and maintain our view that
it is a transparent approach that best reflects the actual costs that retailers incur when
purchasing electricity from the NEM. Further, the AustraliEnergy Market Commission
(AEMC) endorsed the hedgibgsed approach as a bgstactice method for estimating
wholesale energy costs for regulated retail pricés.

Consistent with previous determinations, and advice from ACIL Allen, we have decided to
continue with the hedgingased approach.

%2 ACIL AllerEstimated Energy Costs 2@15 Retail Tariffs2 June 2015.
3 http://www.qca.org.au/Electricity
% AEMCAdvice on Best Practice Retail Price Regulation Methodeleigal ReportSeptember 2013.
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Retailers raised issues with aspects of market data, and forecasts produced by ACIL Allen to
estimate energy costs. ACIL Allen has addressed these issues in its’teptetaccept ACIL
Allen's wholesale energyost estimates, which are presented in Table 8.

Changes in energy costs for 2@16 are moderate compared to 20445, although they vary
between retail tariffs for the reasons set out below.

Overall, peak contract pric&have increased because the isase in contract prices during the
highest demand periods (which generally occur in the early evening) outweighs the reduction in
contract prices during the dayme. Contract prices during the highest demand periods have
increased because of very hot atber last summer increasing demand and rooftop solar
generation increasing the peakiness of the Net System Load Profiles (NSLPs). The reduction in
contract prices during the dayme is due to lower demand caused by increased rooftop solar
generation®” Base load contrattprices have decreased due to a variety of factors.

The net effect of these factors for each load profile is that:

i1 Energy costs for the Energex NSLP are estimated to increase by 2.4% and energy costs for
the Ergon Energy NSLP arerestied to decrease by 0.1%. The outcomes are different
because the load profile of the Ergon Energy NSLP is less peaky than the Energex NSLP,
which means that it benefits more from the decrease in base load contract prices. In
addition, as there are a gater number of solar installations in the Energex area;titag
demand under the Energex NSLP is comparatively lower, and correspondingly benefits less
from the reduction in dayime contract prices than the Ergon Energy NSLP.

9 Energy costs for the cortlied loads (tariffs 31 and 33) are both lower than 2115, due to
lower base load contract prices. Energy costs for tariff 31, which were forecast to increase in
the draft determination, are now forecast to decrease slightly as a result of ACIL Allen
revising the load profilé®

Table 8 Estimated wholesale energy costs at the regional reference node for 2065

Settlement class Retail tariff $/MWh % change from
201415

Energex NSLP and unmetered 11, 12, 12A, 14, 20, $63.73 2.4%
supply 22, 22A, 24,41, 91

Energex Controlled Load 9000 31 $36.10 -1.4%
Energex Controlled Load 9100 33 $50.39 -0.6%
Ergon Energy NSLP and streetligh 44, 45, 46, 47, 48, 5C $55.70 -0.1%

71

Source: ACIL Allen, Estimated Energy Costs fog 2615 June 2015.

* ACIL AllerEstimated Energy Costs 20456 Retail Tariffs2 June 2015, Chapter 3.

% AEMO defines peak contractsthsse for electricity supply between 7am and 10pm, Monday to Friday,
excluding public holidays.

¥ peak demand typically occurs between 6:30pm and 8:30pm, Monday to Friday.

* Base load contracts are for electricity supply from midnight Monday to midtightollowing Sunday.

% ACIL Allen changed the load profile data used to estimate tariff 31 costs, because it considered that there
were some unexplainable step changes in the 20#3data used in its draft report. For its final report, ACIL
Allen used 202¢13 data, which is the same load data as used for the 203 4letermination, as it does not
have these data issues. Please see ACIL Allen's report for further details.
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4.2

Otherenergy costs

In addition to wholesale energy costs, we must also consider other costs that retailers incur
when purchasing electricity from the NEM. These are:

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

i prudential capital costs.

Renewable Energy Target costs

The RET is an Australian Government scheme designed to reduce emissions of greenhouse
gases and encourage the generation of electricity from sustainable and renewable sources.
The scheme has two componenta Largescale Renewable Energy Target (LRET pabBichal

scale Renewable Energy Scheme (SRES).

LRET costs

The LRET sets annual targets for the amount of electricity that must be sourced froradalge
renewable energy projects like wind farms. Retailers must purchase a set number eddalge
gereration certificates (LGCs) according to the amount of electricity they have sold to
customers in the calendar year. The LRET scheme has been under review, and a bipartisan
agreement to reduce the 2020 LRET target from the existing legislated goal cingodt,000

GWh of electricity from largecale renewable generatihto 33,000 GWh was recently
announced. At present, the 2015 and 2016 annual LRET targets remain unchanged.

For the 201415 final determination, ACIL Allen estimated LRET costs usirfiderenewable
power percentage (RPP) for the first half of the pricing period and the latest published 2015
LRET target for the second half of the pricing period. LGC prices were based on forward
certificate price information published by the Australi@imancial Markets Association (AFMA).

COTA Queensland, Ergon Retail, the Queensland Consumers' Association and QCOSS supported
a continuation of the markebased approach. Consistent with its submissions to previous
determinations, Origin Energy suggeastthat an approach based on the LRMC of renewable
generation would be a more reliable and cosflective approach. Retailers highlighted that

policy uncertainty prior to the latest announcement had impacted liquidity in the market, and
there had been amicrease in trading volumes since then, both of which may affect LGC trading
data.

ACIL Allen considers that AFMA's 2015 and 2016 data is of equal quality to that used in previous
years and that its markdtased approach continues to provide a superiosibdor estimating

LRET costs than a modelled LRMC methodology. ACIL Allen used the most up to date data
availablé! to capture any changes resulting from the announced changes in the LRET target.
ACIL Allen has provided a detailed explanation of itsutzdlon of LRET costs, and its response

to issues raised in submissions, in its report.

We accept ACIL Allen's advice on this matter and agree that the riaaket approach, using
the most up to date targets and price information published by AFMA dly Itk produce the
most transparent and reliable estimate of costs in 21

““Renewable Energy (Electricity) Act 2000.
“IData to 15 May 2015.
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ACIL Allen's LRET cost estimates are outlined in Table 9.
SRES costs

The SRES covers snsgldle technologies such as solar panels and solar hot water systems
installed ty households and small businesses. Retailers have an obligation to purchase
smaltscale technology certificates (STCs) based on expected rates of STC creation.

As with the 201415 determination, ACIL Allen estimated SRES costs using the finascaeall
technology percentage (STP) target for the first half of the pricing period and the latest available
non-binding STP target for the second half of the pricing period. STC prices were based on the
clearing house price of $40 per certificate. QCOSSostgupthis approach.

We are satisfied with ACIL Allen's approach and accept its SRES cost estimates, which are
outlined in Table 9.

NEM patrticipation fees and ancillary services charges

NEM participation fees are levied on retailers by the Australian Eridegket Operator (AEMO)
to cover the costs of operating the NEM. Ancillary services charges cover the costs of the
services used by AEMO to manage power system safety, security and reliability.

As with the 201415 determination, ACIL Allen used AEMO laidand fee projections to
estimate NEM participation fees for 2048. Ancillary services charges were based on the
average historical costs observed over the preceding 52 weeks.

We are satisfied with ACIL Allen's approach and accept its cost estimdiiel, are outlined in
Table 9.

Prudential capital costs

Prudential capital costs relate to the financial guarantees a retailer must provide to AEMO and
initial margins lodged with the hedge providers for futures contracts. These costs must be
accountedfor as we rely on futures contracts to derive our wholesale energy cost estimates.

QCOSS argued that a separate prudential capital allowance was not justified because these
costs are already accounted for in the retail operating cost (ROC) allowance.

Consistent with previous decisions, we have used a benchmarking approach to set ROC (see
Chapter 5), which largely relies on the ROC allowance determined by IPART. Officers at IPART
have confirmed that, while prudential capital costs are not specificaloanted for, they
consider these costs are incorporated in the ROC allowance of their latest pricing decision. On
this basis, we consider that a separate prudential capital allowance within energy costs is not
justified.

Ergon Retail suggested that wecaant for potential differences between prudential capital
costs in the NSW and Queensland markets, and to consider the credit support requirements of
distributors. As the ROC allowance is determined by benchmarking, we do not consider that it
would be apropriate to adjust the benchmark to attempt to account for some cost differences,
but not others. However, we have made adjustments where we consider that certain costs are
not included in the benchmark, for instance, regulatory fees.

Summary of other eergy costs for 201516

Table 9 sets out the final estimates of other energy costs for @0d,5which will be added to
the wholesale energy cost components for all tariffs.
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Table 9 Other energy costs all tariffst excluding losses

Cost Component 201415 final 201516 final Change
determination determination
$/MWh $/MWh %

LRET 4.010 4.380 9.2%
SRES 4.120 4.340 5.3%
NEM Fees 0.470 0.470 0.0%
Ancillary Services 0.480 0.360 -25.0%
Prudential Capital 0.710 N/A N/A
Total 9.790 9.550 -2.5%

Source: ACHWllen, Estimated Energy Costs for 2€iR 2 June 2015.

4.3 Energy losses

A retailer must purchase sufficient energy to supply its customers' load and allow for the
transmission and distribution losses that will be incurred. As with previous determinadiGiis,
Allen applied transmission and distribution loss factors published by AEMO in a manner that
aligns with AEMO's settlement process.

We are satisfied with ACIL Allen's approach and accept its loss factor calculations, which are
outlined in Table 10.

4.4 Total energy cost allowances for 2@1%

Table 10 summarises the total energy cost allowances for each retail tariff for
201516.
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Table 10 Final decisiorg total energy allowances for 20k3.6

Settlement class Retail | Wholesale| Other Energy Total energy Change
Tariff energy energy losses allowance from
201415
$/MWh $/MWh % $/MWh c/kWh %

Energex NSLP and | 11, 12, 63.73 9.55 6.5% 78.03 7.803 1.2%
unmetered supply 12A, 14,

20, 22,

22A, 24,

41,91
Energex Controlled 31 36.10 9.55 6.5% 48.60 4.860 -2.1%
Load 9000
Energex Controlled 33 50.39 9.55 6.5% 63.82 6.382 -1.5%
Load 9100
Ergon Energy NSKP| 44, 45, 55.70 9.55 12.3% 73.27 7.327 -3.0%
small, medium and 46, 50,
large demand and 71
streetlights
Ergon Energy NSLP| 47, 48 55.70 9.55 6.6% 69.55 6.955 -2.6%
high voltage demanc
and customers over
4 GWh

Source: ACIL Allen, Estimated Energy Costs fog 2615 June 2015.
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5 RETAIL COSTS

The R component includes an allowance for retail operating costs (ROC) and the retail margin.
ROC are the costs associated with services provided by a retailer to its customers. The retalil
margin compensates retailers for their exposure to systematicassociated with providing
customer retail services.

Consistent with previous decisions, we have adopted a benchmarking approach to set retail
costs. In summary, we have:

i1 maintained the 201415 ROC allowances in real terms and continued to recovethRidgh
the fixed component of retail tariffs

i1 maintained the retail margin at 5.7% of total costs and continued to apply it to each
component (fixed, variable and demand) of each retail tariff.

5.1 Retail operating costs

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

In a competitive market, retailers incur CARC to attract new customers and retain existing
customers. Many consumer groups have argued that a CARC allowance for regional
Queensland is not justified because competition is extremsiitdd as a result of the way the
uniform tariff policy is delivered, particularly in the residential and small business customer
market. In accordance with the uniform tariff policy, we are estimating the costs of an efficient
retailer supplying residerdl and small business customers in the competitive south east
Queensland market. Therefore, consistent with our previous decisions, we will continue to
include an allowance for CARC.

5.1.1 Approach to estimating ROC

In previous determinations, we adopted benchmarking approach to estimate the ROC
allowances because we considered that a bottom approach may not necessarily have
produced results that were any more robust or defensible. In our 2084letermination, we
indicated that we would reconsidarsing a benchmarking approach in future determinations
depending on the regulatory framework established to set notified prices in future.

Given that there is still some uncertainty about the regulatory framework that will apply beyond
201516, we decidd to continue with a benchmarking approach for this determination, rather
GKIFyYy | LRGSyYyGAlrfte RFEIFImMAYydSyaArgsS |yR Ozaif e
COTA Queensland supported the continuation of a benchmarking approach and there was no
objedion from other stakeholders.

If we receive a delegation to set notified prices in 2€I8 we will consider whether to
undertake a more extensive assessment of ROC and the retail margin as part of that review.

QCA position

We have decided to contimuto use a benchmarking approach to determine the ROC
allowances for 201&16.

27



Queensland Competition Authority Retil costs

5.1.2 Implementing the benchmarking approach

In previous determinations, we set separate ROC allowances for small, large and very large
customers, and have done the same for thisedtatination. We have estimated each allowance
using a benchmarking approach and added an additional allowance for the regulatory fees that
the QCA charges retailers to recover the cost of regulation.

Establishing a benchmark ROC allowance for redmleartd small business customers

In the draft determination and the 2045 determination, we maintained the 20§34 ROC
allowance of $161 per customer (including CARC, but excluding regulatory fees) in real terms
because we did not consider that there wasy new information to update the analysis. The
201314 allowance was largely based on IPART's 2013 deision.

For the final determination, we considered whether there is any new information to update our
analysis. While we are not aware of any newolimation in regulatory decisions, we
considered retail cost information publicly reported by the two largest retailers operating in
south east QueenslandAGL and Origin Energy. However, we note that differences in
accounting methodologies and the allowat of costs mean that they are only likely to provide
an indication of the reasonableness of costs.

Origin Energy's reported costs were $169 per customer in @043and AGL's reported costs

were $102 per customet. AGL's reported costs are much loviean those reported by Origin
Energy and our 20134 allowance. However, AGL's reported costs may not be a valid
comparison because it appears that certain costs may be excluded, such as corporate costs and
costs associated with managing its wholesalergy portfolio?> Origin Energy's reported costs

are slightly higher than our 20¢34 allowance, but indicate that our allowance is set at a
reasonable level.

QCA position
We have decided to maintain our 20d¥ benchmark ROC allowance in real terms by

escalating it by the Reserve Bank of Australia's forecast of the change in the consumer price
index (CPI) to 30 June 20%5.

Establishing benchmark ROC allowances for large and very large business customers

We have previously found limited information tetrmine appropriate ROC allowances for

large customers because regulators in most other jurisdictions only determine retail electricity

prices for small customers. However, for our 2§12 determination, we drew on analysis

conducted by Frontier EconorsigFrontier) for the Western Australian Office of Energy in

2009 and Economic Regulation Authority (ERA) in Z81&NR y G A SND& | yI f @ &aA & ¢

2 For further information, see QCRinal Determination Regulated Retail Electricity Prices 2614 May
2013, Chapter 4; and IPARRview of regulated retail prices and charges for electricity from 1 July 2013 to
30 June 2016June 2013.

43 Origin EnergyAnnual Report 20145eptember 2014, p. 21.

“ AGLANnual Report 201417 September 2014, p. 39.

“*IPARTReview of regulated retail prices and charges for electricity from 1 July 2013 to 30 Juné&uP@16
2013, p. 104.

“we adopted CPI of 2.5%, whiis consistent with the midange of the RBA forecast of 2% for the 12
months to 30 June 2016. Reserve Bank of Austi@i@ement on Monetary Policiay 2015, p. 65.

" Frontier Economicglectricity Retail Market RevieviElectricity Tariffs: Fin&®ecommendations prepared for
the Western Australian Office of Energanuary 2009, pp. §89.
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the cost of servicing larger customers was significantly higher than the cost of servicing smaller
custaners?®

While acknowledging that there was limited evidence, we decided to set higher ROC allowances

for large and very large business customers based on Frontier's analysis. No additional
allowance was provided for CARC because it was implicitly irtludey CNRy G4 A SNR& Sai
maintained these allowances in real terms for our 2Q1and 201415 determinations.

QCA position

As we are not aware of any new information to update our estimates for @08,5we have
decided to escalate the 20&45 per customer allowances for large and very large business
customers of $737 and $2,106 by the forecast change in the CPI.

Adjusting the benchmark ROC allowances to include regulatory fees

Consistent with previous determinations, we will continue to include an allowance for the fees
that we charge retailers to recover the cost of regulation. QCOSS suggested that including a
separate allowance was double counting because these costs alg tlikbe included in our
benchmark ROC allowances. As noted above, our ROC allowance for small customers is based
on the allowance established by IPART in its 2013 decision. We have confirmed with the
regulators of the NSW retailers (IPART and the Alistr&Energy Regulator) that they do not
recover the cost of regulation from retailers. Therefore, we consider that providing an
additional allowance for regulatory fees is justified.

Consistent with our decision on the cost base for small and lauptomers established in
Chapter 2, we have determined the 2@% allowances for regulatory fees as follows:

9 for residential and small business customers, an allowance of $0.22 per customer, which was
calculated by dividing the total fees estimated tofmad by retailers operating in south east
Queensland by the total number of customers they supiply

i for large and very large business customers, an allowance of $2.77 per customer, which was
calculated by dividing the fees estimated to be paid by ErgoailRst the number of
customers that Ergon Retail suppliés.

QCA position

We have included an allowance for regulatory fees of $0.22 per customer for residential and
small business customers and $2.77 per customer for large and very large business sistome

Conclusion on retail operating costs
In summary, we have:

i set three different ROC allowances to reflect the costs of supplying small, large and very
large customers

“® Frontier EconomicsRetail Operating CostsA Report Prepared for the Economic Regulation Authority of
Western AustraliaFebruary 2012.

“9This reflected mae substantial marketing and account management costs and the higher cost of pricing large
customer loads.

*The total fee estimate for south east Queensland retailers is $303,000 and the number of customers in south
east Queensland is 1,400,255 (as aC&ktember 2014).

*' The total fee estimate for Ergon Retail is $2,011,662 and the number of customers supplied by Ergon Retail is
726,240 (as at 31 December 2014).
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5.1.3

Retail costs

i escalated the 201ell5 ROC allowances by the forecast change in the CPI

9 added a separate allowance for QCA regulatory fees.

These allowances are presented in Table 11.

Table 11 Final Determinatiort 201516 ROC ($ per customer)

201415 Final 201516 Final
Determination Determination
Residential and small business custers consuming upo 100 MWh/yr:
Benchmark ROC (incl CARC) 165.32 169.45
+ Regulatory fees 1.33 0.22
Total ROC 166.65 169.67
Large business customers (consuming between 100 MWh and 4 GWh/yr):
Benchmark ROC (incl CARC) 737.23 755.66
+ Regulatoryees 1.33 2.77
Total ROC 738.56 758.43
Very largebusiness customers (consuming more than 4 GWh/yr):
Benchmark ROC (incl CARC) 2,106.38 2,159.03
+ Regulatory fees 1.33 2.77
Total ROC 2,107.71 2,161.80

Applying ROC to retall tariffs

In previous determinations, we decided to allocate the ROC allowances to the fixed component
of retail tariffs because we were not aware of any evidence to suggest that these costs vary with
electricity consumption. Furthermore, no ROC allowances weréeapfo the controlled load

retail tariffs and unmetered retail tariffs because we assumed that customers accessing those
tariffs would also access another general supply tariff and pay their fixed charges in that
context.

We have continued with the appach adopted in the 20145 determination, which is to apply
the ROC allowance to the fixed component of each retail tariff, except:

i controlled load tariffs (tariffs 31 and 33), because customers accessing these retail tariffs will
also be supplied undeme of the general supply residential or small business tariffs (for
example, tariff 11 or 20)

1 unmetered tariffs (tariffs 71 and 91), because customers accessing these tariffs are also likely
to be supplied under another general supply business tariff.

Cortlusion on retail operating costs

We have applied the relevant ROC allowance (for small, large and very large customers) to the
fixed component of each retail tariff, as follows:

9 the small customer ROC of $169.67 per customer will apply to retail tamiffedidential
and small business customers (tariffs 11, 12, 12A, 14, 20, 22, 22A, 24 and 41)
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5.2

5.2.1

5.2.2

1 the large customer ROC of $758.43 per customer will apply to retail tariffs for large business
customers that generally consume between 100 MWh and 4 GWh pe(taeiis 44, 45,
46, 47 and 50)

1 the very large customer ROC of $2,161.80 per customer will apply to the retail tariff for very
large business customers that generally consume more than 4 GWh per year (tariff 48)

1 no ROC will apply to controlled load retaitiffs (tariffs 31 and 33) or unmetered retalil
tariffs (tariffs 71 and 91).

Table 12 presents these allowances as daily charges.

Table 12 Final Determinationt ROC allowances for 20561 Fixed Charge

Retail Tariff 2014c15 Final Determination| 2015¢16 Final Determination
(c/day) (c/day)
11,12, 12A, 14, 20, 22, 22A, 24, 41 45.626 46.452
44, 45, 46, 47, 50 202.208 207.647
48 577.059 591.870

Retail margin

The retail margin compensates retailers for their exposure to systematic risk associated with
providing customer retail services.

Approach to estimating the retail margin

In previous determinations, we set the retail margin on an earnbejere-interest, tax,
depreciation and amortisation (EBITDA) basis. This meant that an allowance for depreciation
and amortisation was implicitly included. The retail margin was also calculated as a percentage
of total costs.

In previous determinations, we adoptedbanchmarking approach to set the retail margin. We
adopted this approach because we were not convinced that a more extensive and detailed
analysis, such as a botteup and/or expecteeteturns approach, would deliver significant
benefits over a benchmarlgnapproach.

In our 201415 determination, we indicated that we would reconsider using a benchmarking
approach in future determinations depending on the regulatory framework established to set
notified prices in future. Consistent with our approach tédiraating ROC, we have continued
with a benchmarking approach, but will reconsider our approach for U46if we receive a
delegation. Stakeholders did not object to the continuation of a benchmarking approach.

QCA position

We have continued to apply the benchmarking approach to estimate the retail margin and to
calculate the retail margin as a percentage of total costs.

Implementing the benchmarking approach

In our draft determination and 20X45 determination, we set theetail margin at 5.7% of total
costs (including the margin). This was the retail margin we adopted in our¢2913
determination, which was consistent with the retail margin IPART adopted in its 2013
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decision’? IPART engaged a consultant to provide ahda a feasible range for the retail
margin using three approachesxpected returns, benchmarking and bottempt and applied
equal weighting to the margins estimated under each approach. We decided that it was
appropriate to adopt the same retail margin BART because:

i it was the most recenthestimated benchmark available
i it was based on extensive analysis
i we considered that retailers face similar levels of risk in Queensland and NSW.

While Ergon Retail considers that a retail margin of 5.7% igedilonable, EnergyAustralia
considered the level of regulatory risk had increased in the Queensland market and the QCA
should consider increasing the level of retail margin. QCOSS, the Queensland Consumers'
Association and COTA Queensland consider thattoo high. QCOSS considered that the QCA
should take into account that that increased competition in south east Queensland had led to
lower retail margins on market contracts.

Consistent with our approach to other cost components, our aim is tehsetetail margin at a

level that reflects the requirements of an efficient retailer. We continue to consider that a retail
margin of 5.7% is appropriate, as it is based on the mosiotgate and relevant analysis
available. As noted above, if we reeeiz delegation to set notified prices in 2@14, we will
consider whether to undertake a more extensive assessment of the retail margin as part of that
review.

QCA position

We have continued to set the retail margin at 5.7% of total costs, inclusiveahargin.

5.2.3 Applying the retail margin to retail tariffs

In previous determinations, we applied the retail margin equally (on a percentage basis) to each
component (fixed, variable and demand) of each retail tariff. This meant that all customers
would paythe same margin as a percentage of their total bill but, in dollar terms,-isgh
customers would pay more than leuse customers. We still consider that this approach is
appropriate because the retail margin is calculated as a percentage of total costs.

Conclusion on retail margin

We have set the retail margin at 5.7% of total cd5&md have applied it to each component of
each retail tariff.

°2|PARTReview of regulated retail prices and charges for electricity from 1 July 2013tm&8@016June
2013, Chapter 7.
% This is equivalent to applying a retail margin of 6% on top of total allowed costs, excluding the margin.
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COMPETITION AND CEGA%S THROUGH

6.1

6.1.1

In this chapter, we explain our final decision on the inclusion aflawance for headroom and
the cost passhrough mechanism. Our final decision is to:

i provide an allowance for headroom of 5 per cent of the estimated efficient costs of supply for
all retail tariffs, consistent with our 20¢45 determination

i allow the paitive pasghrough of underrecovered SRES costs incurred during Z8.4

Competition and headroom

Competition generally provides the best means of delivering the goods and services that
customers demand at prices that reflect efficient costs. Regulatitinalmost always be an
imperfect substitute for competition because:

i it can distort incentives for businesses to compete and innovate
i regulators have imperfect information upon which to determine efficient costs and prices.

Under section 90(5)(a) de Electricity Act, we are required to have regard to the effect of our
price determination on competition in the Queensland retail electricity market. Consistent with
the 201415 determination, we consider that a key objective of notified prices iadditate
competition in the Queensland retail electricity market, particularly in south east Queensland.

Residential and small business customers

The draft decision determined notified prices for residential and small business customers
based on reasorde expectations of deegulated standing offer prices in south east
Queensland. The objective was to develop a reasonable estimate of standing offer prices that
could be used to set notified prices in regional Queensland. This was accomplished by
estimaing the efficient cost of supply in south east Queensland and adding a standing offer
margin of 5% of total costs.

Submissions

Many submissions to our draft decision addressed the standing offer approach to setting prices
for regional Queensland and the use of headroom allowances when setting prices in a non
competitive market. We have considered those submissions that are rélavéhe context of

the requirement to continue to set notified prices in south east Queensland.

Customers and consumer groups opposed an allowance for headroom on the basis that there is
a lack of competition in regional Queensland (Queensland Consun#ssociation,
Canegrowers, Australian Sugar Milling Council, Australians in Retirement and FNQEUN) and
affordability concerns (QCOSSLanegrowers Isis submitted that the headroom allowance
should be progressively reduced over the current price path tivedefficiencies in the
competitive market.

AGL, EnergyAustralia and the ESAA supported the continued application of the headroom
allowance. The ESAA considered that retaining headroom was important in the south east
Queensland market over the next hibnths, given the deferral of price deregulation.
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How much headroom is appropriate?

To inform our decision about whether to include headroom in residential and small business
customer tariffs, and the level of headroom, we have examined the state of cdtiopein

south east Queensland. We have not assessed competition in regional Queensland as, under
the uniform tariff policy arrangements, any reasonable level of headroom would be insufficient

to encourage retailers to offer market contracts to the mdjpof residential and small business
customers outside of south east Queensland.

The degree of market competition is not revealed by any single measure. We rely on a range of
indicators including customer switching rates, market concentration, the degtlprice
discounting and market offers, and the extent of customer participation in the market.

Switching rates

Customer switching rates are one indicator of competition, but are by no means the best

measure. We prefer to consider switching rate dataonjunction with the other measures to
form a view on the level of market competition.

The Australian Energy Market Operator (AEMO) publishes customer switching rates for
Queensland, New South Wales, South Australia and Victoria. As the Queensland data are
influenced by the inclusion of customers in the Ergon Distribution area, we have excluded these
customers from our analysis to reveal switching activity in south east Queensland only. Figure 6

illustrates customer switching rates in south east Queenskzmdpared to other states, since
March 2011.

Figure 6 Monthly switching rates in south east Queensland and other states
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Source: AEMO monthly retail transfer statistics; retailer data on customer numbers; QCA analysis.

As Figure 6 illustrates, customeritshing in Australian retail electricity markets is quite volatile
from month to month. Switching is driven by a range of factors including retail price increases,
discounting promotions and retailer marketing activity generally, as well as factorsreotlgi
related to the competitiveness of the market.

In March 2015, customer switching in south east Queensland was around 16%, which is similar
to the rate observed in March 2014 and similar to that observed in the South Australian and
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New South Wales mkets. Based on observed switching rates alone, the south east
Queensland market can be considered very active by international stantfards.

Switching is an imperfect measure of effective competition in isolation and needs to be
considered in the context dhe market. For example, low switching rates can be indicative of a
well-functioning market and could be the result of retailers offering customer retention
incentives, less use of dotw-door marketing tactics, moderating prices, customer satisfaction
with existing retailers and market maturity generaflyln contrast, high rates of switching can
indicate customer dissatisfaction that would not be expected in afualitioning market.

Active retailers and market concentration

The number and relativeize of electricity retailers also provide an indication of the
competitiveness of the market. The greater the number of retailers and the smaller the market
share of any individual retailer, the less likely it is that retailers can use market powes¢o rai
prices. Furthermore, if retailers are entering the market and/or smaller retailers are expanding
their market share, this suggests that the market is attractive to new entrants and that barriers
to entry or expansion are relatively low.

As at 31 March015, there were 16 active retailers supplying residential and small business
customers:® This is up slightly since March 2014, when the small customer market was served
by 14 retailers! Table 13 illustrates the change in market shares for first amtrs tier
retailers in south east Queensland in recent years.

Table 13 Market shares at 31 December (south east Queensland small customers)

2011 2012 2013 2014
First tier retailers (2 84.3% 84.3% 83.6% 81.0%
retailers)
Second tier retailers (14 15.7%6 15.7%6 16.4% 19.0%
retailers)

Source: Retailer data and QCA analysis. Does not include large customers.

As Table 13 shows, second tier retailers have made gains in the south east Queensland small
customer market during 20X45. Figure 7 below illusttes the change in market shares of first
and second tier retailers over the 12 months to 31 March 2015.

**VaasaETT (2013)he most active energy markets in 2013 revedRatrieved 30 April 2015 from:
http://www.utilitycustomerswitching.eu/424/

°> AEMCFinal report2014 retail competition reviewAugust 2014, p. 45.

*® Some retailers have more than one retail licence.

> GoEnergy and Simply Engrcpmmenced making offers in 201b.
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Figure 7 First and second tier retailer market shares since December 2013 (small customers,
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Source: Retailer data and QCA analysis.
Market offers and discounting

During 201415, we have observed an increase in the number and sophistication of pricing
plans, the degree of product differentiation, and the frequency at which offers are updated.

As electricity retailers engage largely in pricenpetition, the degree of discounting by retailers
can provide another indication of the state of competition. While we do not have access to
information on the market offers available to small business customers, there are 61 supply
offers’® available toresidential customers, consisting of both 'standard" electricity supply, and
‘green’ electricity supply, 39 of which would deliver savings to customers compared to notified
prices® These market offers provide customers with a range of contractual terms a
conditions, often combined with other incentives.

Historically, retailers have created their offers using the regulated price as the base price,
before applying various discounts (for example, discounts for paying on time, using direct debit
and onlinebilling). However, during 20845 the QCA has observed an increase in the practice
of retailers developing offers based on their own base prices that are higher than the regulated
rate. This practice is commonplace in other Australian retail electriwikets, however, it can
make comparisons of retail offers more complex for custonfi&rs.

Retailer discounts in 20£45 (as observed in May 2015) have, in most cases, increased since
May 2014, with the largest generallyvailable effective discount beingy #% and the smallest,
5.02% The median discount in May 2015 was 8.6%, which is consistent with May 2014, but
higher than April 2013 (7.3%). The effective discounts from the two first tier retailers are
among the largest observed in south east Queamslan recent years. The median discount
offered by second tier retailers has also increased.

%% As at 30 April 2015. Reflects tariff 11 only and does not include offers available only to solar customers.
**Those that do not offer savings are typically higher percentage 'green power' plans, which attract anpremi
® The QCA's price comparator translates these headline discounts into annualised savings compared to notified
prices, allowing easier comparison.
® This significant discounting may have been partly driven by retailers' expectations of retail prigaldéom
in south east Queensland from 1 July 2015.
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It is important to note that these discounts reflect a point in time only and retailers do routinely
change their offers throughout the year. Moreover, discoumtay be based on neprice
elements that may make comparisons among retailers difficult. Figure 8 presents the range of
available discounts offered by retailers to residential customers in @3 through to 201415.

Figure 8 Effective discounts offeredd residential customers (percentage off total bill)
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Source: QCA price comparator, retrieved; April 2013, May 2014 and May 2015. Discounts are relative to an
annual customer bill based on annual consumption of 4,100 kWh per year at notified tariftd4. fxcludes

offers available only to solar PV customers. Origin Energy and AGL effective discounts based on inclusion of "first
month free' offer. AGL effective discount includes $50 signup credit.

Note: Simply Energy commenced making offers in SEQ4q15, however discounts are available to members
of RACQ only. Diamond Energy did not offer discounts prior to¢2814n 201213, Lumo Energy offered
'Frequent Flyer' points instead of discounts.

Customer participation and engagement

One measure of th effectiveness of competition is the degree of customer engagement in the
market. More customers seeking out, and signing up for, market offers rather than notified
prices can be an indicator of effective competition.

In its August 2014 report into thetate of competition in retail energy markets across the
National Electricity Market, the Australian Energy Market Commission (AEMC) noted that many
south east Queensland customers are actively investigating their options and switching plans or
retailers.However, the AEMC also found that, while there was high awareness that customers
could choose their retailer, awareness of the extent of choice in the market wa¥ Iovhe
number of small customers on market contracts in south east Queensland has beenably
steady at around 70% in recent years.

®2 AEMCFinal repor2014 retail competition reviemAugust 2014, p. v.
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6.1.2

QCA position

We consider that retail competition in south east Queensland is reasonably effective. Second
tier retailers are growing their market share, and price discounting is still strong with greater
product differentiation emerging.

We also note that the AEMC $iacknowledged the effectiveness of competition in the market.
The AEMC found that competition in south east Queensland has been less intense in recent
years but still remains effectiV&. In explaining this finding, the AEMC noféd:

Retailers attribute tis to lower profitability and perceived risks associated with the regulated
price freeze and the methodology used to determine prices. Rivalry is expected to increase once
price regulation is removed. This will further improve conditions for currenteetdd compete

to expand their customer base and for new retailers to enter the market.

It is reasonable to conclude that the historical approach to setting notified prices, which
includes the 5% headroom amount, has succeeded in facilitating the devehtpara
maintenance of competition. Therefore, we consider the 5% allowance for headroom proposed
in the draft determination (and included in previous decisions) remains appropriate for
residential and small business customer notified prices in order tintaia competition.
Departing from this approach risks placing an artificial constraint on competitive pricing in south
east Queensland. Moreover, given that the Queensland Productivity Commission will be
conducting a thorough review of all aspects ofesgy pricing and competition, it would be
unwise to make unnecessary changes to the regulatory paradigm at this stage.

Large business customer tariffs

In the draft determination we applied a headroom allowance of 5% to large business customer
notified prices. We considered this appropriate to ensure that notified prices are not an
impediment to the further development of competition in the large customer market in
regional Queensland.

We have not changed our approach to setting notified prices for largebss customers. The
decision to continue to regulate prices for customers in south east Queensland only applies to
residential and small business customers. The terms of reference applicable to large business
customers are also unchanged. Therefong, loasis for including headroom is also unchanged.

QCA position

While we have been unable to undertake a thorough review of competition in the large
customer segment for this price determination, it appears that competition is still limited for
large busiess customers in regional Queensland. There has only been a small increase in the
proportion of large regional customers on market contracts since morerefistctive notified

prices were introduced in 20£23. As at 31 December 2014, 27.5% of larg®nad customers

were supplied under a market contract, compared to around 24.8% in June 2012.

There are a range of factors that are likely preventing the development of competition in
regional Queensland, including:

i the inability of large business custens on market contracts to revert to notified prices

®8 AEMCFinal repor2014 retail competition reviemAugust 2014, p. 47.
® AEMCFinal reporg2014 retail competition reviemAugust2014, p. v.
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6.2

6.2.1

6.2.2

i the existing uniform tariff policy arrangements, which mean that retailers other than Ergon
Retail cannot access the subsidy to supply customers in higher cost regional areas

i the availability of transitinal and obsolete tariffs, which will remain below costiective
levels for a number of years.

We consider these factors will continue to impede competition in the large regional customer
segment in the shortto mediumterm, even with an appropriatéevel of headroom. On this
basis, we consider a headroom allowance is appropriate to ensure that notified prices are not a
barrier to entry in the event competitive opportunities improve.

On balance, we do not consider that a different level of headroomdrge customers to that
included in previous determinations is justified. Therefore, we will maintain the headroom
allowance at 5% of the estimated efficient costs of supply for all large business customer tariffs.

Cost passhrough

In the draft deternination, we proposed to consider passing through differences in Sali
Renewable Energy Scheme costs (SRES costs), where the costs provided in §i® 2014
determination are materially undeor overstated as a result of differences between the non
binding and binding smadicale technology percentage (STP) for 2015. The approach to
calculating SRES costs is set out in detail in Chapter 4 and in ACIL Allen's report.

Submissions

Origin Energy and Ergon Retail supported the inclusion of a costtlpasgh mechanism.
QCOSS noted that it was not opposed to the specific mechanism proposed in the draft decision
because it is limited to events that are outside retailers' control. However, QCOSS argued that a
materiality threshold should apply to potentiphssthrough amounts to improve transparency

and remove perceptions of arbitrary decisiomaking.

SRES costs in 2@14%

As discussed in Chapter 3, a retailer's SRES liabilities are determined by the STP, which is the
prescribed value that retailers use ttetermine the number of 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 calendar year, but notified prices are ideteffior

each financial year. While the final STP for the first and second quarters of the prospective
financial year is known when setting notified prices, the final STP for the third and fourth
guarters is not. To overcome this, ACIL Allen estimatES $Bsts using the average of the final
STP (for the first two quarters of the financial year) and the preliminary orbmaing' STP (for

the last two quarters of the financial year). Where the final STP for the last two quarters turns
out to be diffeent from the nonbinding STP, the SRES allowance may unuerover
compensate retailers for their actual SRES liabilities during a financial year.

Retailers with customers on nemarket contracts are unlikely to fully recover the costs of
complying with he SRES in 204¥5 because the nohinding STP target of 10.10% for the
second half of 201215 was lower than the final STP target of 11.71%.

®® The binding STP was published in February 2015. See: http://www.cleanenergyregulator.gov.au/RET/About
the-RenewableEnergyTarget/Thecertificate-market/Thesmallscaletechnologypercentage
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We estimate that allowing retailers to recoup these undecovered SRES costs would add
approximately 0.043cM/h (including the application of the retail margin and headroom) or
around $1.70 to the annual bill of a typical tariff 11 customer in 2085 The calculation of the
SRES pagkrough amount is set out in more detail in Appendix J. Table 14 presents our
assessment of the 20£45 underrecovered amounts.

Table 14 SRES undeecovery in 201415 ($201516)

Settlement Class Retail Tariff SRES under

recovery

(c/kWh)?
Energex NSLP and unmetered supply 11,12,12A,14,20,22,22A,24,41 .4 0.043
EnergexControlled Load 9900 31 0.043
Energex Controlled Load 9100 33 0.043
Ergon EnergyNSLR SAC HV, CAC and ICC 47,48 0.043
Ergon EnergyNSLR SAC demand and street 44.45,46,50,71 0.047
lighting

a. Includes margin and headroom.
Materiality

In deciding whether to allow this cost passough, we have also considered the impact of the
underrecovery on the returns of the retail businesses, the impact on customers, and the
administrative costs of passing through the amounts in notified prices.

Rather than establishing a defined materiality threshold, as requested by some stakeholders,
we have continued to determine materiality on a case by case basis. We consider the
materiality threshold will typically be very low, simply because the QGi'énéstrative costs of
assessing potential pasisroughs (which are a key determinant of materiality) are low. Pass
through amounts are only assessed within our annual price determination process (as opposed
to standalone, intrayear reviews outside ofhe annual pricing process), therefore the
incremental costs of calculating and including pdssugh amounts in our determination are
negligible.

Furthermore, these administrative costs must necessarily be incurred (i.e., the -tewtrery

must be calalated) in order to even determine whether the pabsough is material. We do

not accept that this approach assigns an arbitrary value to materiality, as suggested by QCOSS.
If our pasghrough provisions, and the Electricity Act, permitted inyear aljustments to

notified prices (which they do not) then the incremental administrative cost clearly would be
more significant and therefore a more critical consideration.

Are the pasghrough amounts material?

EEQ has the largest number of Aorarket custoners, so it is likely to face the greatest impact
on its returns. The SRES underovery translates into a potential shortfall for EEQ in 2054

of approximately $3 million, or 16% of its 2@13 reported loss (all other things constafit).
The financiaimpact on other retailers is expected to be lower, amounting to a shortfall of

06 Ergon Energy Corporation Limitesljbsidiaryrinancial Statements for the year ended 30 June 28tdust
2014.

40



Queensland Competition Authority Competition and cost pass through

6.2.3

around $1.3 million in total’ We consider that this potential pagisrough amount is material
because the impact on the returns of retailers is sufficiently large, whileatiministration

costs of adjusting notified prices are negligible and the impact on customers is relatively minor.
We also consider these costs to be material as they are:

9 similar in magnitude to the SRES costs passed through irg2Bhbtified prices

1 of similar materiality to the components of NEM and ancillary services fees ($0.47/MWh and
$0.36/MWh respectively), which are also calculated for the purposes of establishing
wholesale energy costs.

QCA position

Our final determination is to allow the pathrough of these unrecovered 20445 SRES costs

in 201516 notified prices, as set out in Table 14 above. We consider this is appropriate to
ensure that notified prices allow retailers to recover their efficient costs, and that notified prices
are not abarrier to market entry and an impediment to competition.

Depending on the regulatory framework that will apply after 2€16% the pasghrough
provisions discussed here may or may not remain appropriate for setting notified prices in
2016c17. Therefore,a passhrough mechanism may or may not be relevant if the QCA
continues to set notified prices beyond 2@1%.

®"Based on 201¢13 consumption data and assuming that 30% of consumption by small customers is-by non
market customers.
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I TRANSITIONAL ARRAMENTS
The delegation requires that we consider completing the rebalancing of the fixed and variable
components of tariff 1 and maintaining transitional arrangements for tariffs classed as
transitional or obsolete, which include farming and irrigation tariffs.
Ouir final decision is to:
T 02YLX SGS GKS NBnoltlyOAy3d 2F (KS FAESR | yR
approach established in the 20484 determination
i maintain the transitional arrangements for most tariffs classed as transitional or obsolete
because there would be significant price impacts for customers moving to the standard
business tariffs
i continue to dbw all customers access to transitional tariffs.
7.1 Rebalancing the fixed and variable charges in tariff 11

The 201814 determination implemented a thregear transitional path to
re-balance the fixed and variable components of tariff 11 so that they wbaldostreflective

for south east Queensland customers by 1 July 2015. This approach involved gradually
increasing the fixed charge, while making-sdtting adjustments to the variable charge. We
considered that tariff 11 should be transitioned, ratitean directly moved to costeflectivity,

to strike an appropriate balance between:

9 limiting increases in the fixed charge, to ease the financial pressure on customers with low
levels of consumption

1 moving the variable charge closer to cost, to regltie crosssubsidy paid by customers
with high levels of consumption.

The delegation requires that we consider completing the rebalancing using the approach
established in the 20X3 4 determination.

Table 15 presents the 20856 cost reflectiv®® fixed and variable tariff 11 charges. As
discussed in Chapter 3, the 2@l% charges exclude the costs of metering, which retailers may
recover in addition to notified prices.

% For south east Queensland customers.
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Table 15201415 (transitional) and 201816 (costreflective) charges (GST exclus)

Tariff Component Transitional 201415 Costreflective 201&16b

Tariff components:

Fixed charge (cents/day) 83.414 106.728

Variable charge (cents/kWh) 25.378 22.238

Other charges:

Metering charge (cents/day) n/a 9.670°

a. Costreflectivefor south east Queensland customers.

b. Metering charges cannot be separately itemised in 20%4because metering costs were included in
regulated distribution network charges.

c. This is the Energex metering charge that applies to customers in soutQ@sstsland. A slightly lower

metering charge applies in regional Queensland.

CAIdNBE ¢ aKz2ga (GKS LISNOSyidl3S OKFy3aS Ay GKS Gl
moving from the 201415 transitional charges to 20856 costreflective charges foa range of

consumption levels. To ensure a valid comparison is made between the two years, we have
included Energex's metering charges in 2165 bills®®

Figure 9 Bill impacts resulting from moving to 20136 charges
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Note: Based on 20%34 consumptin data provided by Energex and Ergon Energy.

la aK2gy Ay CAId2NB X GKS t26SNI I+ Odzadi2YSNDa
increase because the increase in the fixed charge more than offsets the decrease in the variable

® These are the charges thaill apply to customers in south east Queensland. The Queensland Government
has decided to cap metering charges for regional customers at south east Queensland levelg162dths
means that customers in regional Queensland will pay the lowest dEtfeegex and Ergon Distribution
metering charges.
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charge. However,ustomers that consume more than around 3,800 kWh per Ydacluding
metering charges) will experience decreases because the decrease in the variable charge more
than offsets the increase in the fixed charge. Further analysis of the impacts on custithers
different levels of consumption is presented in Chapter 8.

Ergon Retail, the ESAA and Origin Energy supported completing the rebalance ¢162015
Australians in Retirement, COTA Queensland, FNQEUN and QCOSS were concerned about the
impact of higherfixed charges on financially vulnerable customers with low levels of
consumption.

We have transitioned the fixed charge over three years to mitigate the impact on customers
with low consumption. However, as highlighted by Australians in Retirement pemsioners

are reliant on air conditioning 24 hours a day, including for medical reasons. In its 2010
household survey, IPARTfound that some low income households have characteristics
associated with high usage, such as more occupants and frequelidg@p usage, while some
highrincome households do ndf. The reduction to the variable charge will benefit financially
vulnerable customers with high consumption.

The electricity consumption of financially vulnerable customers will depend on theiidodiv
circumstances. We consider that the needs of these customers are best met through targeted
welfare assistance measures. A summary of current assistance arrangements for electricity
customers is provided in Appendix I. It is a matter for the Gawent to decide whether
additional assistance measures are appropriate.

QCA Position

Our final decision is to complete the rebalancing of the fixed and variable components of tariff
11, so that they reflect the costs of supply in south east QueenslandLbg26.

7.2 Transitional arrangements for obsolete and transitional tariffs

Some business customers are supplied under transitional or obsolete tariffs. These include
tariffs used for farming and irrigation purposes. Customers on these tariffs are ofterggagm

than the cost of supplying customers in the lowest cost area of the state (i.e. south east
Queensland).

Background

In the 201814 determination, we decided that most of these tariffs should be transitioned over
a period of several years because many customers would face significant financial impacts if
they were moved to a standard business tariff.

We decided to makeariffs 20 (large), 21, 22 (small and large), 37, 62, 65 and 66 available to
customers until 30 June 2020 to allow time for businesses to recoup some of the value of
investments made to suit the level and structure of these tariffs and allow them to pedpa

® This level of consumption is lower than the median consumption level (4,053 kWh per year) assumed for the
‘typical’ tariff 11 customer bill impact analysis presented throughout this report.

" IPARTResdential energy and water use in Sydney, the Blue Mountains and lllavizecember 2010.

?These characteristics included living in households with more occupants, living in a free standing house, more
frequent usage of appliances such as air conditioaex$ having a swimming pool. St Vincent de Paul also
highlighted in a recent article in the Courier Mail that households in lower ssmmaomic areas tend to have
a larger number of people and less energy efficient buildings, which contribute to hilgoericty
consumption. (Jessica Marszaleligh energy use a volt from the bju@ourier Mail, 13 April 2015).
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the standard business tariffs. Tariffs 41 (large) and 43 (large) were made available until 30 June
2015, on the basis that a significant number of customers would be better off on a standard
business tariff.

We also decided to adopt a general apach of:

(@) escalating the charges in each transitional and obsolete tariff based on the percentage
increase in the charges in the standard business tariff that customers would otherwise

pay

(b) applying additional escalation factors to these increases, tib éiharges for transitional
and obsolete tariffs falling further below cost in dollar terms.

However, this approach does very little to reduce how far customers' bills are below cost in
dollar terms when underlying cost increases are low. For this rease applied a floor to price
increases of 10% to all transitional and obsolete tariffs to set cagbmiusive notified prices in

our 201415 determination.

The delegation requires that we consider maintaining the transitional arrangements and
continuing to allow all customers access to transitional tariffs. We have decided to maintain
transitional arrangements in 2056 where there would be significant peicimpacts if
customers moved to a standard business tariff.

Escalation rate

In 201516, typical customers on standard business tariffs will face lower electricity bills, as
shown in Table 16 below.

Table 16 Bill changes for typical customers on stdard business tariffs in 2018.6*

Retail tariff Bill changes

Tariffs for small business customers

Tariff 20 -3.5%

Tariff 22/22R -1.7%

Tariffs for large business customérs

Tariff 44 -0.7%
Tariff 45 -2.5%
Tariff 46 -4.0%

a. Based on consumpti@nd demand data provided by Ergon Energy for 2043as presented in Appendix H.

b. Not available to customers in south east Queensland. Regional customers will move to the new tariff 22A
(which is based on Ergon Distribution tariff structures), rathentthe old tariff 22 (which will become an
obsolete tariff in the Ergon Distribution area that is not available to new customers). Assumes 90% of
consumption is ofpeak, 6% is peak and 4% is shoulder, as advised by Ergon Energy.

c. Tariffs 47 and 48 a@nmitted because there are only a very small number of customers on these tariffs.

Table 17 maps transitional and obsolete tariffs to the standard business tariffs customers are
most likely to eventually move to. It also shows the change in costs fatémelard business
tariffs. As with previous determinations, we have averaged the increases for tariffs 20 and
22/22A because the alignment of obsolete and transitional tariffs to tariffs 20, 22 and 22A is not
always clear cut, and the price impacts of nmgvto tariff 22 or 22A are sensitive to the
assumed split of peak, effeak and shoulder consumption.
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Table 17 Alignment of tariffs and change in costs of standard business tariffs

Standard business Transitional or obsolete tariff 201516 decreae in costs
tariff

Tariff 20 Tariffs 21, 37, 66 -2.6%

Tariff 22/22A Tariffs 62, 65 -2.6%

Tariffs 4448* Tariffs 20 (large), 22 (small and Iane) -2.4%

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

b. Smallcustomers on tariff 22 (small and large) will most likely move to tariff 22 or 22A (depending on their
location), however as most customers on this tariff are large, it is aligned with the large customer tariffs for this
purpose.

Given that standard busiss tariffs have decreased we think a sensible approach is to apply a
floor to price changes in the transitional and obsolete tarilfsThis is consistent with the
approach we adopted when setting carbemclusive notified prices in 20445, when we
applied a 10% price increase to all transitional and obsolete tariffs.

For the draft decision we considered that a 10% increase was not unreasonable. However, we
considered that an increase of 5% was more appropriate, given the price increases customers
had faced in recent yeaf$and that customers on the standard business tariffs were expected

to face small increases. This increase was supported by Ergon Retail but opposed by FNQEUN
and the QFF. We undertook to reassess our position in the final deciflienainticipated price
increases for the standard business tariffs did not eventuate.

For the final decision, we consider that maintaining transitional tariffs at their @8 4rice
levels (i.e., applying a floor to price changes of 0%) is appropriate.ddhot consider an
increase in transitional prices is necessary because the reduction in standard business tariffs
will act to somewhat reduce the difference between transitional and standard business tariffs.

Transition period

As explained above, in the 204131 determination, we decided to make tariffs 20 (large), 21, 22
(small and large), 37, 62, 65 and 66 available until 30 June 2020 and tariffs 41 (large) and 43
(large) available until 30 June 2015. We do not wish to craatertainty for customers by
changing these transition periods unless an analysis of customer impacts indicates that a tariff
can be removed earlier without significant customer detriment.

We analysed the potential impacts of customers moving to standarsiness tariffs. Our
analysis of customers on tariff 20 (large) showed that over 90% would see bill reductions if they
switched to a standard business tariff. However, we also found that 3% would see increases of
between 10% and 50%, and a further 3%ud see increases of over 50%. While the vast
majority of customers are expected to be better off, we have decided to retain this tariff for
201516 as some customers are expected to be significantly worse off. We will monitor bill

®The ESAA and Origin Energy suggested that we consider transitioning the structure of transitional and
obsolete tariffs as well as the pricevel. However, as discussed above, transitional and obsolete tariffs were
retained to allow time for businesses to recoup some of the value of investments made to suit the structure
of these tariffs, as well as the level.

* As noted in submissions froAustralian Sugar Industry Alliance and Canegrowers.

’® An additional metering charge may be added to customers' bills if they have a type 6 meter.
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impacts over the remader of the transition period to determine whether this tariff can be
removed in future.

We do not plan to remove any other transitional tariffs earlier than scheduled, as many
customers would experience significant price impacts if they moved to datdrbusiness tariff
immediately. Further information on our customer impact analysis is set out in Appendix E.

Canegrowers Isis and Pioneer Canegrowers called for a longer transition period for tariffs 62, 65
and 66 because its members have investedwiy in irrigation systems and cannot justify
further investment if the transitional tariffs will not be available after 2020. We do not plan to
extend the transition period for two reasons. Firstly, as explained in previous determinations,
we decided a the transition period by taking the Australian Taxation Office's defined
depreciable life of an irrigation pump of 12 years as a starting point and then reduced it because
we considered that most investments of this type would have been partly, if nidt, fu
depreciated. Secondly, continuing to subsidise prices will encourage further uneconomic
investment.

Access to transitional tariffs

The delegation requires that we consider continuing to allow all customers access to transitional
tariffs. At presehbusiness customers can access transitional t&fifflsoughout the transition
period, while obsolete tariff< are closed to new customers. In the 2Q15 determination, we

noted that we would consider closing access to transitional tariffs to new cues®ihthere was

a significant increase in the number of customers accessing transitional tariffs, and thereby an
increase in the subsidy paid by taxpayers.

Origin suggested that access to transitional tariffs should only be available to those customers
that made investments on the expectation that these tariffs would remain. However, we
consider that this could put new businesses at a disadvantage compared to existing businesses
that retain access and may discourage customers from moving to a standaikess tariff.

Ergon Retail supported allowing all customers to access transitional t&riffs.

Data from Ergon Energy shows that there has still not been a significant increase in the number
of customers accessing transitional tariffs. Therefore our fiealsion is to continue to allow
all business customers to have access to transitional tariffs.

Final decision on transitional arrangements

Our final decision is set out in Table 18. Obsolete tariffs 41 (large) and 43 (large) will be
removed and all dter transitional and obsolete tariffs will be maintained at their 2€113} price
levels.

"® Tariffs 20 (large), 21, 22 (small and large), 62, 65, and 66. Access to transitional tariffs igwingjadtual
tariff terms and conditions.

" Tariffs 37, 41(large) and 43(large).

®The QFF supported allowing business customers to continue accessing transitional tariffs.
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Table 18 Final decision transitional arrangements for 201616

Obsolete/transitional tariff Period to be retained 201516 price increase
Tariff 20 (largey; transitional 5 years 0%
Tariff 21¢ transitional 5 years 0%
Tariff 37¢ obsolete 5years 0%
Tariff 62¢ transitional 5 years 0%
Tariff 65¢ transitional 5 years 0%
Tariff 66¢ transitional 5 years 0%
Tariff 22 (small and large)transitional 5 years 0%
Tariff 41 (large) obsolete Remove N/A
Tariff 43 (large) obsolete Remove N/A

Note: A metering charge may also apply to customers' bills if they have a type 6 meter.

a. Access to transitional tariffs is open to new customers, subject to individual tariff terms and conditions, but
access to obsolete tariffs is closed to new customers.
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8 FINAL DETERMINATION

This chapter sets out our final determination of regulated Hetdéectricity prices (notified
prices) to apply from 1 July 2015 to 30 June 2016 and expected customer impacts.

Under the network plus retail (N+R) approach, retail tariffs are aligned with the distributors'
network tariffs. We have used the distributorsietwork tariffs and pricesasapproved by the
AERon 12 June2015. The network tariffs and prices used to develop retail tariffs are discussed
in Chapter 3.

Chapters 4 and 5 set out our final decisions on energy and retail costs, which comprise the R
component of the tariff calculation. A headroom allowance, discussed in Chapter 6, is applied
to the total N+R cost buildp to arrive at the final notified prices for each retail tariff.

The final determination also includes notified prices for a numbeetail tariffs that have been
declared transitional or obsolete. The arrangements for these tariffs are discussed in Chapter 7.

The regulated retail tariffs and notified prices are published in a tariff schedule which includes
other information, inclding the eligibility criteria and terms and conditions for each tariff. The
tariff schedule for 201&16 is provided in Appendix G.

The following tables set out our final determination of regulated retail tariffs and prices for

201%16.
Table 19201516 Regulated retail tariffs and prices for residential customers (excl GST)
Retail tariff Fixed Demand Demand Variable Variable Variable
charge charge charge rate rate rate
(off-peak) (peak) (flat/off - | (shoulder) (peak)
peak)
c/day | $/kW/mth | $/kW/mth c/kWh c/kWh c/kWh
Tariff 11- Residential (flat 106.728 22.238
rate)
Tariff 12- Residential (time | 106.728 16.262 21.125 29.845
of-usef
Tariff 12A- Residential 117.447 17.334 47.120 47.120
(time-of-use)- new’
Tariff 14- Residential (time 76.532 9.274 50.100 13.213
of-usedemand)- new
Tariff 31- Night rate (super 12.448
economy)
Tariff 33- Controlled supply 18.872
(economy)

a. Only available to customers in Energex's network area.

b. Only available to customers in Ergon Distribution's network area. Based on the structure of Ergon
Distribution's small residential customer seasonal tofese network tariff.

c. Only available to customers in Ergon Distribution's network area. Basethe structure of Ergon
Distribution's residential seasonal tirof-use demand network tariff.
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Table 20201516 Regulated retail tariffs and prices for small business and unmetered supply
customers (excl GST)

Retail tariff Fixed Demand Demand Variable Variable Variable
charge charge charge rate rate rate
(flat/off - (peak) (flat/off - | (shoulder) (peak)
peak) peak)

c/day $/kWimth | $/kW/mth c/kWh c/kWh c/kWh

Tariff 20- Business (flat 130.556 22.481

rate)

Tariff 22- Business (time 130.556 19.206 24.516

of-usef

Tariff 22A- Business 130.556 19.934 38.028 38.028

(time-of-usey

Tariff 24- Business (time 82.618 11.550 77.530 14.029

of-use demand) new’

Tariff 41- Low voltage 619.146 28.275 10.838

(demand5j

Tariff 91- Unmetered 20.454

a. Available to customers in south east Queensland. Obsolete tariff in regional Queensland that is available for

two years to existing customers only.

b. Only available to customers in Ergon Distribution's network area.

Distribution's small business seasonal time of use network tariff.

c. Only available to customers in Ergon Distribution's network area.

Distribution's small business seasonal tiofeise demand network tariff.

d. The kVA equivalent demand charge for tariff 41 is $24.713/kVA/month.

Based on the structure of Ergon

Based onrdicturst of Ergon
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Table 21201516 Regulated retail tariffs and prices for large business and street lighti
customers (excl GST)

Retail tariff Fixed Demand Demand Variable rate | Variable rate
charge charge charge (peak/ (flat/off -peak) (peak)
(flat/off - shoulder)
peak)
c/day $/kW/mth $/kWimth c/kWh c/kWh
Tariff 44- Over 100 5,072.121 37.730 10.529
MWh small (demand)
Tariff 45- Over 100 16,355.667 31.618 10.481
MWh medium
(demand)
Tariff 46- Over 100 43,728.599 27.295 10.623
MWh large (demand)
Tariff 47- High voltage 39,017.184 24.302 9.810
(demand)
Tariff 48- Over 4 GWh 39,445.004 24.302 9.810
high voltaggdemand)
Tariff 50- Over 100 4,431.208 15.790 54.642 13.812 10.065
MWh seasonal timef-
use (demand) new
Tariff 71- Street 0.668 28.364
lighting®

a. The fixed charge for street lighting applies to each lamp.

Table 22201516 Transitional and obsolete regulated retail tariffs and prices (excl GST)

Retail tariff Fixed Min Variable | Variable | Variable | Variable | Capacity | Capacity
charge | Charge | rate 1° rate 2° rate 3 rate (Upto (Over
(flat) 7.5kw) 7.5kw)
c/day c/day c/kWh c/kWh c/kWh c/kWh | $/kWliyr | $/kWiyr
Tariff 37 25.141 17.904 44.780
Tariff 20 (Ige) |  63.100 30.866
Tariff 21 61.538 41.818| 39.291| 29.911
Tariff 22 151.652 40.902 14.403
Tariff 62 66.468 39.411| 33.328| 13.936
Tariff 65 66.468 31.438 17.316
Tariff 66 146.493 16.478| 31.957 96.085

a. New customers are not eligible for this retail tariff.

b.Tariff 21¢ first 100 kWh, tariff 22, 7am9pm MF, tariff 37¢ 10:30pm4:30pm, tariff 62¢ 7am9pm MF first
10,000kWh, tariff 6% 12hr peak.

c. Tariff 21¢ 101-10,000 kWh, tariff 62, 7am-9pm M-F 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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8.1

8.2

Cost drivers

Since the draft determination, we ke updated cost inputs using the latest information. In
201516, cost inputs are generally decreasing or increasing by a relatively moderate amount.

Network costs

Customers can expect relief from the large price increases that they have faced inyeaest
with many network prices decreasing as a result of the AER's preliminary decision on the
distributors' allowable revenue for next regulatory period, beginning on 1 July 2015.

The AER's preliminary decision was to reduce the distributors' propeseshues by 23% for
Energex and 27% for Ergon Distribution over five yEais. 201516, allowable revenues are

5% lower for Energex and 11% lower for Ergon Distribution compared to¢2814 The
distributors recover their allowed revenue through netwgrkices in a way that is consistent

with pricing principles established under the National Electricity Rules and pass through charges
for the use of Powerlink's transmission network. As a result, individual network prices will not
necessarily change in aaythat aligns with the overall reduction in allowable revenue. ABR
approved the distributorsproposed network prices for 20£%6 on 12 June2015 and these are

the prices we have used in this determination. While network prices are generally lower i
201516 than 201415, some prices are higher.

Overall, the network component of notified prices (including metering) has decreased iq 2015
16 by 2.9% for a typical customer on the main residential tariff (tariff 11) and 5.9% for
customers a typical customer on the main small business tariff (tar}ff ZtheSolar Bonus
Schemecontinues to be a major component of network costs. TSwmar Bonus Scheme
component of network costs has increased by 19.2% (tariff 11) and 18.3% (tariff 20). Excluding
the costs of theSolar Bonus Scheméhe network componenhas decreased by around 6.1%
(tariff 11) and 9.4% (tariff 20).

Energy costs

Energy costs are either increasing moderately or decreasing, depending on the retail tariff. The
overall energy cost allowance has increased by 1.2% in south east Queenslateteeased by

2.6% to 3.0% (depending on the tariff) in regional Queensland. Energy costs for tariffs 31 and 33
(controlled loads) have also decreased (by 2.1% and 1.5% respectively).

Retail costs

Retail operating costs have increased marginally froi215, in line with the rate of inflation.
The retail margin is unchanged at 5.7% of costs.

Customer impacts

Figures 10 to 12 show the impact of our decisions on typical customers' bills, which take into
account the introduction of metering charges, wiis discussed further in Chapter 3.

Changes shown in the figures are for levels and patterns of consumption that are typical of
customers on each regulated tariff. Customers that have consumption profiles and levels of
consumption that differ from thosassumed in this analysis will experience different impacts.

7 AERPreliminary Decision: Energex determination 2(56to 201920, April 205, Attachment 1 Annual
Revenue Requirement; and AEReliminary Decision: Ergon Energy determination 20650 201920,
April 2015, Attachment 1Annual Revenue Requirement.
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Residential customers

The main retail tariff for residential customers is tariff 11. Customers on tariff 11 will also often
use one of the 'ofpeak’ or 'controlled load' tariffs (tariffs 31 ar8B) for uses such as water
heating and pool pumps.

In 201516, a typical customer on tariff 11 (consuming 4,053 kWh) will face a decrease in this
portion of their annual bill of 0.5% or7$(compared to a 2.7% increase in the draft
determination).

In Chapter 7, we explained that we will complete the rebalancing of the tariff 11 fixed and
variable charges in 20&%6, so that tariff 11 is coseflective for south east Queensland
customers. This means that the fixed charge will increase, while thabl@ charge will
decrease. The impact on individual customers will vary according to their consumption.

As shown in Table 23, customers that consume less than around 3,800 kWh per year will pay
more, because the increase in the fixed charge more thidsets the decrease in the variable
charge. Customers that consume more than around 3,800 kWh per year will pay less because
the decrease in the variable charge more than offsets the increase in the fixed charge.

Table 23 Change in tariff 11 componenrtdf electricity bills in 201516

Annual Quarterly 201415 201516 Change" Change
consumption consumption Annual Bill Annual Bil® $) (%)
(KWh) (KWh)
1,000 250 $614 $712 $98 16.0%
2,000 500 $893 $957 $63 7.1%
3,000 750 $1,173 $1,2@ $29 2.5%
3,855 964 $141136 $1410.72 -$0.64 -0.05%
4,053 1,013 $1,467 $1,459 -$7 -0.5%
5,000 1,250 $1,731 $1,691 -$40 -2.3%
6,000 1,500 $2,010 $1,935 -$75 -3.7%
7,000 1,750 $2,289 $2,180 -$109 -4.8%
8,000 2,000 $2,568 $2,425 -$144 -5.6%
9,000 2,250 $2,848 $2,669 -$178 -6.3%
10,000 2,500 $3,127 $2,914 -$213 -6.8%

a. Includes impact of Energex metering charge. A slightly lower metering charge applies in regional Queensland.
b. Typical consumption forsouth east Queensland customer based on 2043lata from Energex.

c. Typical consumption for a regional customer based on@@18ata from Ergon Energy. This is the level of
consumption we have used to define a typical tariff 11 customer throughoutghist.

d. Totals may not add due to rounding.

Typical customers on the 'effeak’ or 'controlled load' tariffs (tariffs 31 and 33) will face
increases in the controlled load portion of their bills of 11% ($26) and 5.6% ($20), compared to
increases of 7% and 3.8% forecast in the draft determination. These increases are due to
higher network charges and the introduction of metering charges. Typical residential customers
on tariff 11 and the most widely used controlled load tariff (tariff 33) will facdrarease in

their annual bill of 3.2% ($46).
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Figure 10Changes in relevant component of annual residential bills for typical customers in

201516
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Note: Based on typical levels of consumption using @D 8lata from Ergon Energy for consistency with the
draft determination. Includes impact of Energex metering charges, although a slightly lower metering charge
will apply in regional Queensland fariff 11.

A small number of residential customers are on a tofese tariff (tariff 12). As discussed in
Chapter 3, we have split this tariff into two tariffs for 2@151 one for south east Queensland
customers based on the relevant Energex netwoskift (tariff 12) and one for regional
customers based on the relevant Ergon Distribution network tariff, lowered to Energex price
levels (tariff 12A). Bill impacts will vary depending on both the level and pattern of individual
Odza (i 2 YSNDa @aughatgmedl diistotngfscan-ekpect the tariff 12 or 12A component
of their bills to decrease moderately.

Nonresidential and business customers

Typical small business customers on tariffs 20 and 22 can expect reductions in their annual bill
of 3.5%and 1.7%, compared to increases of 1.3% and 2% forecast in the draft determination.
Tariff 22 will continue to be available to customers in south east Queensland, but will become
an obsolete tariff for customers in regional Queensland. Customers onatiifiswill move to

new tariff 22A (based on the Ergon Distribution tariff structure) by 30 June 2017.
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Figure 11Changes in annual bills for typical small business customers in 2085
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Note: Based on typical levels and patterns of consumption using¢2818ata from Ergon Energy for
consistency with the draft determination. Includes impact of Energex metering charges, although a slightly
lower metering charge will apply in regional Quskand.

Typical large business customers on tariffs 44, 45 and 46 can expect annual bill reductions of
between 0.7% and 4%, compared to reductions of between 3% and 4.3% in the draft
determination.

Figure 12Changes in annual bills for typical largeisiness customers in 20836
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Note: Based on typical levels and patterns of consumption using;20tata from Ergon Energy.
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Business customers on transitional and obsolete tariffs

In 201314, we established transitional arrangements for customers orstnod the existing
obsolete tariffs, as many customers would have faced significant price impacts if they were
immediately moved to a standard business tariff. We have maintained these transitional
arrangements for 201416.

As discussed in Chapter 7, Wwave decided to maintain obsolete and transitional tariffs at their
2014c¢15 price levels and to continue to allow new business customers to access the transitional
tariffs. As foreshadowed in the 204¥6 determination, tariffs 41 (large) and 43 (largel Wwe
removed from 1 July 2015 and customers on these tariffs will move to another tariff.

Table 24 Final decision transitional arrangements for 201616

Obsolete/transitional tariff Period to be retained 201516 bill change
Tariff 20 (largey; transitional 5 years 0%
Tariff 21¢ transitional 5 years 0%
Tariff 37¢ obsolete 5 years 0%
Tariff 62¢ transitional 5 years 0%
Tariff 65¢ transitional 5 years 0%
Tariff 66¢ transitional 5 years 0%
Tariff 22 (small and large)transitional 5years 0%
Tariff 41 (large) obsolete Remove N/A
Tariff 43 (large) obsolete Remove N/A

Note: A metering charge may also apply to customers' bills if they have a type 6 meter.

a. Access to transitional tariffs is open to new customers, subject to individual tariff terms and conditions, but
access to obsolete tariffs is closed to new custsme
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GLOSSARY

|

AEMC Australian Energy Market Commission
AEMO Australian Energy Market Operator

AER Australian EnergiRegulator

AFMA Australian Financial Markets Association

|

CARC Customer acquisition and retention costs
CER Clean Energy Regulator

COTA Queensland Council on the Aging Queensland

CPI Consumer Price Index

c/day cents per day

|

EBITDA Earningsbefore-interest, tax, depreciation and amortisation
Ergon Distribution Ergon Energy Corporation Limited (electricity distribution arm)
Ergon Retail Ergon Energy Queensland (electricity retail arm)

Electricity Act Electricity Act 1994Qld)

ERA EconomidRegulation Authority

ERAA Electricity Retailers Association of Australia

ESAA Energy Suppliers Association of Australia

|

Frontier Frontier Economics

FNQEUN Far North Queensland Electricity Users Network

|

GST Goods and services tax
GWh Gigawatthour
Government Queensland Government

IBT Inclining block tariff
IPART Independent Pricing and Regulatory Tribunal

|

kwWh kilowatt hour

kVA kilovolt-ampere

|

LGC Largescale generation certificate
LNG Liquefied natural gas

LRET Largescale RenewablEnergy Target
LRMC Longrun marginal cost
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i

Minister Minister for Energy and Water Supply
MWh Megawatt hour

|

N Network cost

NEM National Electricity Market

Notified prices Regulated retail electricity prices

NSLP Net System Load Profile

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

Origin Origin Energy

PPA Power purchase agreement
PV Photovoltaic

QCA Queensland Competition Authority
QCOss Queensland Council of Social Services

R Energy and retail cost

RET Renewable Energy Target
ROC Retail operating costs

RPP Renewable power percentage

|

SBS Solar Bonus Scheme

SRES Smallscale Renewable Energy Scheme
STC Smallscale technology certificate

STP Smaliscale technology percentage
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APPENDIX MINISTERIAL DELE@N AND COVER LR TE

e " : .‘
S a0
': .“" < - - -
‘- Minister for Main Roads, Road Safety and Ports
#7™ - Minister for Energy and Water Supply
Level 15 Capltal 4l Buliding
85 Gpargo Street Brishiane 4000
GPO Box 2644 Brshane
Gueensland qoo1 Australla
Telephone +61 7 3719 7300
Facsimile +617 3224 2403
Our Referance: DEWS-CLLO-CIC-15004 Email matroads@miistenal.ad. gov.ee
Website waw.tmr.gld gov. s
22 APR W08
Dr Maicolm Roberts
Chairman
Queensland Competition Authority
GPO Box 2257

BRISBANE QLD 4001

Vo BN (.,I__)

Dear Dr/P.ai{rts

Thank you for the Queensland Competition Authority's (QCA's) efforts in preparing its Draft
Determination on Regulated Retail Eiectricity Prices for 2015-16 and conducting extensive public
censultation as part of the determination process

The current Delegation and Terms of Reference for determining these electricity prices, as
issued on 29 August 2014 under Section 90AA(1) of the Electricity Act 1994, require the QCA to
only determine prices for customers in Ergon Energy's regional eleciricity network, This is due to
the former Government's planned introduction of price deregulation in South East Queensland
(SEQ) from 1 July 2015,

However, the Government has decided to delay the introduction of price deregulation in SEQ by
12 months. This will enable the new Queensland Productivity Commission to assess the costs
and benefits of deregulation and whether the current market monitoring arrangements and
consumer protections are adequate, as part of its public inquiry into electricity prices.

| am therefore issuing the QCA with the attached revised Delegation and Terms of Reference
under Section S80AA(1) of the Electricity Act 1994 to prepare a Final Determination that will apply
to the relevant customers in South East and regional Queensland

Robust public consultation is a comerstone of the QCA's price setting process. While my revised
Delegation does not require the QCA to publish a second Draft Determination, it does require the
QCA to take all reasonable steps to consult with relevant stakeholders, including consideration of
written submissions,

Page1af2
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Should you require anything further , please contact Mr Ken Sedgwick, Acting
Deputy Director-General Energy, on - I

Yours sincerely
£ 1»@ .

Mark Bailey MP
Minister for Main Roads, Roads Séfety and Ports
Minister for Energy and Water Supply

Att: - Revised Delegation and Terms of Reference

Page2cf 2
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DELEGATION TO QCA

ELECTRICITY ACT 1994
Section 90AA(1)

DELEGATION

I, Mark Bailey, the Minister for Energy and Water Supply, in accordance with the power of
delegation in section 90AA(1) of the FElectricity Act 1994 (the Act), delegate to the
Queensland Competition Authority (QCA) the function under section 90(1) of the Act of
deciding the prices that a retail entity may charge its non-market customers for customer
retail services for the tariff year 1 July 2015 to 30 June 2016.

The following are the Terms of Reference of the price determination:

Terms of Reference
1. These Terms of Reference apply for the tariff year 1 July 2015 to 30 June 2016.

2, The QCA is to calculate the notified prices and publish an annual price
determination, in the form of a tariff schedule, in accordance with these Terms of

Reference.

3. In accordance with section 90(5)(a) of the Act, in making a price determination for
each tariff year QCA must have regard to the matters set out in paragraph 5 of these
Terms of Reference,

4. In accordance with section 50{5)(b) of the Act, QCA may have regard to any other
matter that QCA considers relevant,

5, The matters that QCA is required by this delegation to consider are:

(a) It is the Government’s intention that price regulation will be retained for
residential and small business customers in the Energex Limited distribution
area from 1 July 2015 to 30 June 2016. This will mean that notified prices will
continue to apply to all non-market customers in Queensland;

(b) Uniform Tariff Policy - QCA must consider the Government's Uniform Tariff
Policy, which provides that, wherever possible, non-market customers of the
same class should pay no more for their electricity, regardless of their
geographic location;

(¢) Framework - QCA must use the Network (N) plus Retail (R) cost build-up
methodology when working out the notified prices and making the price
determination, where N (network cost) is treated as 2 pass-through and R
(energy and retail cost) is determined by QCA;

Page 10f3
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DELEGATION TO QCA

(d) When determining the N components for each regulated retail tariff, QCA
must consider the following:

(i) For residential and small business customer tariffs (with the exception
of Tariffs 12 and 22) - basing the network cost component on the
network charges to be levied by Energex and the relevant Energex
tariff structures;

(i) For Tariff 12 residential time-of-use and Tariff 22 small business time-
of-use tariffs

a. In the Energex distribution area - basing the network cost
component on the network charges to be levied by Energex and
the relevant Energex tariff structures;

b. In the EECL distribution area - basing the network cost component
on the network charges to be levied by Energex, but utilising the
relevant EECL tariff structures, in order to strengthen or enhance
the underlying network price signals and encourage customers to
switch to time-of-use tariffs and reduce their energy consumption
during peak times;

(i} For large business customers in the Ergon Energy Corporation Limited
(EECL) distribution area who consume 100MWh or more per annum -
basing the network cost component on the network charges to be
levied by EECL.

(e) Transitional Arrangements - QCA must consider:
(i) for the standard regulated residential tariff (Tariff 11), complete the

rebalancing of the fixed and variable components of Tariff 11 using
the approach established in the 201314 Determination;

{1} maintaining transitional arrangements for tariffs classed as
transitional or obsolete (i.e. farming, irrigation, declining block, non-
domestic heating and large business customer tariffs), and

{iii)  continuing to allow all customers access to tariffs designated as
transitional in 2013~14.

Consultation

9. The QCA must take all reasonable steps to consult with relevant stakeholders,
including consideration of written submissions,

Page20f3
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Final Price Determination

14,  QCA must investigate and publish its final price determination on regulated retail
electricity tariffs, with each tariff to be presented as a bundled price, and gazette the
bundled retail tariffs.

19.  This Delegation revokes the previous Minister for Energy and Water Supply's
Delegation Issued on 28 August 2014.

DATED this 22" day of April 2015.

SIGNED by the Honourable )
Mark Bailey, ) R A S e S AR
Minister for Main Roads, Road Safety and Ports) (signature)

Minister for Energy and Water Supply )

Page 3of 3
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APPENDIX BUBMISSIONS

Interim consultation paper
Australian Sugar Industry Alliance
Canegrowers Isis
Council orthe Ageing Queensland
Energy Retailers Association of Australia
Energy Supply Association of Australia

Ergon Energy Corporation Ltd

1

1

1

1

1

T

1 Ergon Energy Queensland
1 Mark Tranter (individual)

1 Origin Energy

1 Queensland Consumers' Association
1 Queensland Council &ocial Services
1 Toowoomba Regional Council

T

One confidential submission

Draft determination
Australians in Retirement (Cairns and District Branch)
Canegrowers Isis
Canegrowers
Chamber of Commerce and Industry Queensland
Council on the Ageing Queensland€latibmission)
Cummings Economics (for Far North Queensland Electricity Users Network)

Energy Retailers Association of Australia

)l

1

1

1

1

1

1

1 Energy Supply Association of Australia

1 Ergon Energy Corporation Ltd

1 Ergon Energy Queensland

1 Local Government Association of @nsland
1 Origin Energy

1 Pioneer Canegrowers Organisation

1 Queensland Consumers' Association
1 Queensland Council of Social Service
1

Queensland Farmers' Federation
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Toowoomba Regional Council

One confidential submission

Further consultation paper

=4 =4 = =4 =4 4 4 A 4 A4 A4 -4 A4 A A -

AGL

Australiansn Retirement (Cairns and District Branch)
Australian Sugar Milling Council (late submission)
Canegrowers Isis

Energy Retailers Association of Australia

Energy Supply Association of Australia
EnergyAustralia

Ergon Energy Corporation Limited

Ergon Energy @ensland

Far North Queensland Electricity Users Network
Lumo Energy

Origin Energy

Queensland Consumers Association

Queensland Council of Social Service
Queensland Farmers' Federation

Red Energy

Appendix BSubmissions
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Appendix CResponses to additional issues raised in submissions

APPENDIX KESPONSES TO A[MNAL ISSUES RAISED

SUBMISSIONS

We have provided responses to a number of additional issues raised in submissions.

Issue raised by stakeholder

Submitted by

QCA position

Network costs

Ergon Distribution network prices are
too high.

Australian Sugar Industry Alliance

The AER is responsilita determining
what the distributors can charge for
network services. The AER has
released its preliminary decision on
the distributors' revenue proposals fo
the 201520 regulatory period and we
understand that the AER is accepting
submissions until 3uly 2015.

We also note that notified prices for
residential and small business
customers are based on the network
charges of Energex, rather than Ergo
Distribution. This is consistent with
the Government's uniform tariff

policy.

The peak times for busass TOU
tariffs are unacceptable.

FNQEUN

The peak and ofpeak times form part
of the distributors’ network tariffs.
The AER is responsible for approving
network tariffs.

Energy Costs

Retailers would benefit from having
access to additional data, in gigular
details of the 'under cap' price curve.

Origin Energy

ACIL Allen has included additional dz
in its final report.

As the liability reporting point is at the QCOSS The RPP and STP used in the estimg

node, only the distribution loss factor of the cost of LRET and SRES,

should be applied to LRET, SRES an respectively, are based on wholesale

NEM fees. acquisitions from AEMO (i.e. at the
regional reference node). A
transmission loss factor must be
applied to these costs in order to take
into acount transmission losses
between the regional reference node
and distribution networks.

What actions will the QCA take if the| ERAA ACILAllen has considered the

proposed merger of the Queensland
Government's electricity generation
businesses, and/or retail businesses,
goes ahead?

potential merger in section 2.3.1 of itg
final report on estimated energy costs
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Issue raised by stakeholder

Submitted by

QCA position

The QCA needs to take "Solar
Purchase Agreements" into account.

Australians in Retirement

The QCA is aware of these types of
arrangements, which arsimply a new
form of finance for solar installations.

The potential effect of solar
installations on electricity prices is
reflected in the prices of forward
contracts, which are used to forecast
wholesale energy costs.

The QCA needs to take into acabu | FNQEUN All energy policies are taken into

the impact of the Government's policy account by retailers when negotiag

target of 1 million solar PV prices for forward contracts. This

installations, and the impact of the contract data is used by ACIL Allen

NECF, on the energy and network when forecasting energy costs for the

components of the 201616 retail tariff year.

prices. Distributors take these policies into
account when making their pricing
proposals to the AER. These networ
prices form part énotified prices.

Retail costs

The CARC allowance should be lowe QCOSS We do not consider that there is

to reflect that retailers are using
lower-cost marketing channels due to
the intensification of competition in
south east Queensland.

The retail operating cost allowance
does not adequately reflect crent
levels of CARC which have increasec
the lead up to deregulation.

EnergyAustralia

sufficient justification to change the
CARC allowance.

We have previously assessed the
allowance for reasonableness agains
the range of estimates IPART include
in its 2013 decision.

While an assessment of publicly
reported costs by AGL and Origin
Energy found that they report lower
CARC than our allowari®ethis
assessment found that our total ROC
allowance (including CARC) is
reasonable (see Chapter 5).

Tariff 11 rebalance

Further increases in the fixed charge
component of tariff 11 provide no
incentive to reduce energy usage or
peak demand.

COTA

Despite the service charge being
higher in 201816, customers can still
control the impact of the variable
charge on their bill if they reduce thei
energy usage. The variable charge i
expected to account for around 70%
of a typical residential customer’
annual tariff 11 bill in 2016&16.

80 Origin EnergyAnnual Report 20145eptember 2014, p. 21; AGinnual Repdr2014, 17 September 2014, p.

39.
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Issue raised by stakeholder

Submitted by

QCA position

The tariff 11 rebalancing should be
extended due to uncertainty over
future tariff approaches by network
businesses.

COTA Queensland and QCOSS

The QCA is basing its approach for tf
tariff 11 rebalancing on 2036
network tariffs which is the most up tc
date network tariff data available. As
2016¢17 network tariffs are not
available there is no indication
whether the fixed component of
network tariffs will decrease or
increase in future.

An extended transitional pe&rd is QCOSS As we have determined tariff 11
necessary if tariff 11 charges for Y2U0AFASR LINRAOSA ¢
regional customers are based on network structure and prices, we do
ONH2Y 5A&a0NAROdziAZ not consider an extendetiansitional
and prices period is necessary.

The presentation of increases in fixea FNQEUN The metering charge is listed

charges in Table 1 of the draft
determination is misleading as the
percentage increase does not
incorporate metering charges.

separately becauseetering costs
cannot be included in notified prices,
as discussed in Chapter 3.

Metering costs, where applicable,
have been included in comparisons
between 201415 and 201616
annual bills to ensure likfor-like
comparisons.

The QCA should update theerage
tariff 66 increase required to achieve
cost reflectivity.

Pioneer Canegrowers

Appendix E contains a full outline of
the range of potential impacts of
transitional customers moving to
standard business tariffs, or cost
reflective tariffs.

Transitional and obsolete tariffs

Customers should be able to change
time-of-use tariffs at least twice a yea
free of charge.

Canegrowers Isis

We understand that business
customers can change tariffs once a
year free of charge. We also
understand that farmingustomers on
the farming and irrigation tariffs with
Ergon Retail are currently able to
change tariffs multiple times each yes
without penalty.

Irrigators should be able to access
tariff 33.

Canegrowers Isis

The terms and conditions of access t
tariff 33 are set by the distributors,
not the QCA.

Retailers should provide transitional
customers with bills for transitional
tariffs and standard business tariffs t¢
allow for comparison.

QFF

Customers should contact their
retailer regarding the mdssuitable
tariff for their usage patterns.

Other issues
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Issue raised by stakeholder

Submitted by

QCA position

The use of a 4,053 kWh per year
consumption level as a typical tariff 1
customer is inappropriate as the
averages shown on the AER's Energ;
Made Easy website for residential
customers in regional Queensland ar
significantly higher.

FNQEUN

The 4,053 kW typical consumption
figure is calculated by Ergon Energy
using consumption data on every
household using tariff 11 in the Ergon
Energy distribution area.

The information contained in the
Energy made Easy website is based
a survey of less than 5,000 tmeholds
across Australia, and reflects total
household electricity usage including
controlled load tariffs. On this basis
we consider Ergon Energy's figure to
be a more accurate reflection of the
median tariff 11 customer.

We provide the price impacts f@a
range of different consumption levels
in Chapter 8.

The QCA should include metering
charges in notified prices so that

retailers can bundle these charges or
electricity bills.

AGL

As discussed in Chapter 3, we canng
include metering charges in no#fi
prices. We consider that metering
charges meet the definition of
'distribution nonnetwork charges',
which means that we cannot take
them into account in our
determination of notified prices under
section 90 of the Electricity Act.

The presentation ofhese charges on
customer bills is regulated under the
NECF arrangements.

The QCA should provide formal
analysis and advice to the Queenslar
Government drawing attention to the
impact of anticipated price rises and
recommend a review of the adequacy
of current concessional arrangements
for electricity in Queensland.

COTA Queensland

Providing advice on concessional
arrangements is outside of the scope
of our delegation and terms of
reference and a matter for the
Queensland Government.

We provide indepth analysis of price
impacts for a range of customers in
our pricing determinations.

Determinations are provided to the
relevant Government departments
and are available on our website.

A summary of current energy
concessions is provided in Appendix
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APPENDIX:[ADJUSTING ERGOSNTRIBUTION'S NETWORRIFF
STRUCTURES

Comparison of Energex and Ergon Distribution's tariff structures

A comparison of Energy and Ergon Distribution's network tariff structures is provided in Tables 25 to 27
below.

Table 25 Comparson of Energex and Ergon Distribution non tiroé-use tariffs

Type Distributor Fixed Variable
Residential (tariff | Energex c/day Flat rate c/kWh
11)
Ergon c/day c/kWh 1st 1,000 | c/kWh next 5,000| c/kWh >6,000
Distribution kWh/year kWh/year kWh/year
Smallbusiness Energex c/day Flat rate c/kWh
(tariff 20)
Ergon c/day c/kWh 1st 1,000 | c/kWh next c/kWh >20,000
Distribution kWh/year 19,000 kWhlyear | kWh/year
Small business | Energex c/day Flat rate c/kWh $/kVA /month
demand (tariff
41) Ergon No network tariff
Distribution
Night controlled | Energex n/a Flat rate c/kWh
load (tariff 31)
Ergon c/day Flat rate c/kWh
Distribution
Controlled load | Energex n/a Flat rate c/kWh
(tariff 33)
Ergon c/day Flat rate c/kWh
Distribution
Unmetered (tariff | Energex n/a Flat rate c/kWh
91)
Ergon c/day Flat rate c/kWh
Distribution
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Table 26 Comparison of Energex and Ergon Distribution tiokuse tariffs

Type Distributor Fixed Variable
Peak Shoulder Off-peak
Residential | Energex c/day 4pm¢8pm Mon-Fri 7amc4pm, 8png 10pmg7am Every day
(ta_rlff 12/ 1,040 hours per year 10pm MornFri 3,276 hours per year
tariff 12A) 7amc10pm
Weekends
4,420 hours per year
Ergon c/day 4:30pn;9pm Mon 3pmg4:30pm MonFri | All other times
Distribution Fri 9pmc9:30pm MonFri | 8,144.5 hours per year
Summer only 292.5 3pmc9:30pm
hours per year weekends
Summer only
299 hours per year
Small Energex c/day 7:00am to 9:00pm, | n/a All other times
busllness weekdays 3,640 5,096 hours per year
(tariff 22/ hours per year
tariff 22A)
Ergon c/day 11:30am to 5:30pm | 10:00am to 11:30am | All other times
Distribution on summer and 5:30pm to 8,086 hours per year
weekdays 390 hours 8:00pm on summer
per year weekdays
260 hours per year

Table27 Ergon Distribution seasonal timef-use demam (STOUD) tariffs

Type Distributor Fixed Variable Demand
Peak Off-peak

Seasonal tim®f- | Energex No comparable network tariff

use demand

Residential (tariff| Ergon n/a Anytime flat 3:00pm to All times noR

14) Distribution 9:30pm any day | summer months
of the week in (i.e. March to
summermonths | November)

Seasonal timef- | Energex No comparable network tariff

use demand

Small business | Ergon n/a Anytime flat 10:00am to All timesnon-

(tariff 24) Distribution 8:00pm summer months
weekdays in (i.e. March to
summer months | November)

Ergon Energy tariff structure adjustment options

This section outlines the methodology we used to determine network charges for the residential and
small business customer seasonal tiofause (STOU) and seasotiale-of-use demand (STOUD) tariffs
using Ergon Distribution network tariff structures, as discussed in sections 3.2.2 and 3.2.3 in Chapter 3. It
also provides further information on customer impacts of using Ergon Distribution tariff structures, rather
than Energex tariff structures for the STOU tariffs.

To determine these network charges, we used customer information provided by Ergon Retail and Ergon
Distribution for the 201814 financial year, as well as estimates provided by Ergon Distribution where
actual data was not available.
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Establishing network prices for the seasonal tiofaise tariffs (tariffs 12A and 22A)

Options one and two involve adjusting Ergon Distribution's network charges as follows:

1 For option one: uniformly decrease the Ergon Distibn east, transmission zone one fixed and
variable charges by an amount that equalises the average customer's network bill with the bill they
would face if they were a south east Queensland customer paying Energex's network charges
underlying tariffs 12and 22.

1 For option two: set the fixed charge at the same level as the fixed charge in the equivalent Energex
tariff and decrease the Ergon Distribution variable charges by an amount that equalises the average
customer's network bill with the network bihey would face if they were paying Energex's network
charges underlying tariffs 12 and 22.

As shown in Table 28, Ergon Retail provided a bdeakn of consumption into TOU components for an
average tariff 12 customer in 20484 and Ergon Distributioprovided a breakdown of how it expects an
average customer would consume on an Ergon Distribthimsed tariff.

Table 28 Timeof-use breakdowns and 2034 average annual consumption

Tariff Peak Shoulder Off-peak Average
consumption
kWh/year
Residential timeof- Ergonbased 5% 4% 91% 4,886'
use
Energexbased 15% 52% 33% 4,886
Small business Ergonbased 6% 4% 90% 38,369
time-of-use
Energexbased 49% n/a 51% 38,369

a. Based on average tariff 11 consumption in the Ergon Distribution area. In the draft determination, we used average tariff
12 consumption. However, we have decided that this is not likely to be representative of customers that will useithis tariff
future. In 201814, there was only a small number of customers on tariff 12 and their consumption was high (10,888
kWh/yr on average). We expect that this is because the fixed charge in tariff 12 has been much higher than the fixed charge
in tariff 11, maning that it has not been attractive to lower usage customers. This disparity in fixed charges will largely be
removed in 201&16, which will improve the incentives for lowesage customers to move to a tiroéuse tariff.

b. Average tariff 22 consuption as advised by Ergon Retail.

Tables 29 and 30 show the network price results for options one and two, including the partially adjusted
fixed charge approach for tariff 12A.

Table 29 Network price options for tariff 12A

Fixed c/day Peak c/kWh Shoulderc/kWh Off-peak c/kWh

Energex 8900 49.400 18.962 11.13 6.763
Ergon ERTOUT1 157.100 34.476 34.476 7.726
Ergon- adjusted option 1 104.507 22.934 22.934 5.140
Ergon- adjusted option 2 49.400 36.919 36.919 8.273
Ergon- adjusted option 2 59.026 34.476 34.476 7.726
(partiallyadjusted fixed

charge)
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Appendix DAdjusting Ergon Distribution's Network tariff structures

Fixed c/day Peak c/kWh Shoulder c/kWh Off-peak c/kWh
Energex 8800 70.800 14.176 n/a 9.406
Ergon EBTOUT1 157.100 31.613 31.613 12.088
Ergon- adjustedoption 1 124.98 25.18 25.18 9.618
Ergon- adjusted option 2 70.800 26.311 26.311 10.06L

Customer impacts

Table 31 summarises the results underpinning Figures 4 and 5 in section 3.2.2, which shows customer
impacts of moving from timef-use tariffsbased on Energex tariff structures (tariffs 12 and 22) to time
of-use tariffs based on Ergon Distribution structures (tariffs 12A and 22A).

Table 31 Summary of customer bill impacts for options one and two

Tariff 12A Tariff 22A
Option 1 Option 2 Option 2 Option 1 Option 2
(partially
adjusted fixed

charge)
Average impaét -10% 2% 0% 10% 0%
Minimum impact -34% -12% -10% -17% -16%
Maximum impact 81% 15% 13% 77% 24%
Median impact -15% -3% -1% 2% 0%
% of customers better off 82% 68% 54% 36% 45%
% of customers worse off 18% 32% 46% 64% 55%

a. This is a simple average of the individual customer impacts.

Establishing network prices for the seasonal tiofaise demand tariffs (tariffs 14 and 24)

Tables 33 and 34 set out our adjustments for trialifftarl4 and 24. We have adjusted the Ergon
Distribution STOUD network tariffs, according to option one, as discussed in Chapter 3. As there are no
equivalent network tariffs available in the Energex area, we have based our adjustments on tariff 11 (for
adjusting tariff 14) and tariff 20 (for adjusting tariff 24) data and cost levels. We have also used estimated
data for customer maximum demand during peak andpafdk months provided by Ergon Distribution.

We have modelled options one and two for both tariffs. Option one involves uniformly decreasing the
Ergon Distribution east, transmission zone one fixed and variable charges so that the average customer's
network bill is the same as the bill they woulddaif they were paying Energex's network charges (that
underlie tariffs 11 or 20).

As discussed in Chapter 3, applying option two to these tariffs is not appropriate as the Ergon Distribution
fixed charge is already lower than the Energex network taxiéicf charge associated with tariff 11. To set

the fixed charge at Energex levels we would need to increase the Ergon Distribution fixed charge (as
illustrated in tables 3and 31), which we consider is not appropriate.

Table 32 sets out the consumptiossumptions we have used to derive average customer bills for tariffs
14 and 24.
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Table32 Consumption assumptions for estimating average network bills for tariffs 14 and 24

Tariff Off-peak demand Peak demand Minimum monthly Average
(kW/month) (kW/month) demand® consumption
(kW/month) kWhlyear
Seasonal timef-use demand 3.9 15 3.0 4,886
Residential (tariff 14)
Seasonal timef-use demand 6.0 29 3.0 13,298
Small business (tariff 24)
a. Based on average tariff 11 consumption in the Ergon Distribution area.
b. Based on average tariff 20 consumption in the Ergon Distribution area.
c. Applies in ofpeak demand period (nesummer months only).
Table 33 Network priceoptions for trial tariff 14
Fixed c/day Anytime Peak demand Off-peak demand
consumption $/kW/month $/kW/month
c/kWh
Energex 8400 49.400 12.130 n/a n/a
Ergon STOUD 32.100 5.799 64.821 12.000
Ergon- adjusted option 1 22.281 4.025 44.994 8.329
Ergon- adjusted option 2 49.400 3.449 38.551 7.137
Table 34 Network price options for trial tariff 24
Fixed c/day Anytime Peak demand Off-peak demand
consumption $/kW/month $/kW/month
c/kWh
Energex 8500 70.800 12.348 n/a n/a
Ergon STOUD 32.100 5.503 80.554 12.000
Ergon- adjusted option 1 27.747 4.757 69.629 10.373
Ergon- adjusted option 2 70.800 4.341 63.544 9.466
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APPENDIX ERANSITIONAL ANBSDLETE TARFFEXVSTOMER
IMPACTS

In Chapter 7 we discuss our decision on arrangements for customers on transitional and obsolete tariffs
for 201516. This appendix presents analysis of the range of bill impacts that regional Queensland
customer§! would face if they moved from their transitional or obsolete 2618 tariff to an alternative
201516 standard business tariff.

Some custmers are supplied under multiple tariffs and the impacts of price changes in these tariffs are
aggregated for each customer. We have grouped customers on multiple tariffs according to the tariff on
which they consume most of their electricity.

Tariffs 2137 and 66

Tariffs 21, 37 and 66 align with tariff 20 for small business customers and tariffs 44 to 48 for large business
customers (depending on the customer's demand and voltage requirements). Figures 13 to 18 show the
impacts of customers moving thése standard business tariffs.

Figure 13Change in electricity bills for small customers on tariff 21 moving to tariff 20

BUF%

g

Proportion of cusbomers.

205%

105

8 While there are some customers on transitional tariffs in south east Queensland, the majority of these
customers are located in regional Queensland.
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Table 33 Information on tariff 21

Appendix ETransitional and obsoletetffst customer impacts

Who the tariff is for Number of regional Most common Driver for increase Rdain?
customers increase
Small business, general Around 14,000 Over 100% The tariff 20 fixed charge | Yes

supply

is more than twice the
minimum daily charge of
tariff 21. This is significan
as customers on tariff 21
typically have very low
usage.

Figure 14Change irelectricity bills for small customers on tariff 37 moving to tariff 20
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Figure 15Change in electricity bills for large customers on tariff 37 moving to one of tariffs 44 to 48
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Table 34 Information on tariff 37
Who the tariff is for | Number of Most common Driver for increase Retain?
regiona increase
customers

Small and large Small: Small: over 100% Small: losing ofpeak charges for most of the Yes

business, for non around 10 Large: 50% 75% standard working dagnd a higher fixed charge

domestic heating Large: on tariff 20 compared to the tariff 37 minimum

around 100 charge.

Large: standard business tariffs have demand
charges, while tariff 37 does not. The standard
business tariffs also have significantly higher fix
charges compared to the tdir 37 minimum
charge.
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Figure 16Change in electricity bills for small customers on tariff 66 moving to tariff 20
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Figure 17Change in electricity bills for large customers on tariff 66 moving to tariff 44 or tariff 45
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Table 35 Information ontariff 66

Who the tariff is | Number of regional Most common Driver for increase Retain?
for customers increase

Small and large | Small: around 2,500 Small: less thar5% Small: tariff 20 has a higheariable | Yes

irrigators Large: around 100 | Large: 30% 40% charge than tariff 66.

Large: standard business tariffs hav
demand charges, while tariff 66 doe
not. The standard business tariffs
also have significantly higher fixed
charges.

Tariffs 62 and 65

Most small customers on tariffs 62 and 6%lumove to tariff 22A% and large customers will move to
large business tariffs 44 to 48 (depending on demand and voltage requirements). Figures 18 to 21 show
the impacts of customers moving to these tariffs.

Figure 18Change in electricity bills forrsall customers on tariff 62 moving to tariff 22A
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% This will be aew tarifffor regional customeri 201516 (see Chager 3). Customers on transitional tariffs
in south east Queensland would be likely to move to tariff 22.
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Figure 19Change in electricity bills for large customers on tariff 62 moving to tariff 44 or 45
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Table 36 Information on tariff 62

Who the Number of regional Most common Driver for increase Retain?

tariff is for customers increase

Small and Small: around 9,000 Small: less tharb% Small: tariff 22A has a higher fixed Yes

!arge Large: around 200 Large: @; 5% chr_:lrge and ofpeak rate compared to
irrigators tariff 62.

Large: standard business tésihave

demand charges, while tariff 62 does
not. The standard business tariffs alsc
have significantly higher fixed charges
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Figure 20Change in electricity bills for small customers on tariff 65 moving to tariff 22A

5%

I 1

5% 1

©

E!Eﬁ-

5

Eﬁ%'

0%

5% I

. il
@ %, % % LT T . L T
4 & @ @, % @ o [ @ 3 (3 % *
A T T N Y T .

‘Cost Impact

Figure 21Change irelectricity bills for large customers on tariff 65 moving to tariff 44 or 45
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Table 37 Information on tariff 65

Who the tariff is | Number of regional Most common Driver for increase Retain?
for customers increase

Small and large | Small: around 5,500 Small: Less than | Small: tariff 22A has a higher daily fixed | Yes
irrigators Large: under 100 -5% charge and ofpeak rate compared to tariff
Large: 5% 10% 65.

Large: standard business tariffs have
demand charges, while tariff 65 does not.
The sandard business tariffs also have
significantly higher fixed charges.

Large customer tariffs

Transitional large tariffs 20 and 22 align with tariffs 44 to 48, which are based on Ergon Energy network
tariffs. Figures 22 to 23 show the likely impddislarge customers moving from these transitional tariffs
to the most appropriate of the standard business tariffs.

Figure 22Change in electricity bills for customers on tariff 20 (large) moving to one of tariffs 44 to 48
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Figure 23Change in elecicity bills for customers on tariff 22 (small and large) moving to one of tariffs

44 to 48
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Table 38 Information on tariff 20 (large) and tariff 22 (small and large)

Who the Number of regional Most common Driver forincrease Retain?
tariff is for customers increase
Large Tariff 20 (large): around | Tariff 20 (large): less | Standard business tariffs | Tariff 20 (large): yes
busines& 2,000 than -5% have demand charges, | T4riff 22 (small and
while these tariffs do not.

Tariff 22 (small and large) Tariff 22 (small and large): yes

around 2,000 large):-5% to 0% Th? standard business
tariffs also have

significantly higher fixed
charges.

8 Tariff 22 (small and large) is also available to small business customers.
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APPENDIX BUILBUP OF PRICES

Table 39201516 Regulated retail tariffs for residential customers (GST exclusive)

Retail tariff Tariff Fixed Demand Demand Variable Variable | Variable
component charge charge charge charge charge charge
(flat/off - (peak) (flat/off - | (shoulder) | (peak)
peak) peak)
c/day $/kW/mth $/kW/mth c/kWh c/kWh c/kWh
Tariff 11- Network 49.400 12.130
Residential (flat Energy 7.803
rate)
SRES Cost Pas: 0.039
Through
Retall 46.452
Margin 5.794 1.207
Headroom 5.082 1.059
Totaf 106.728 22.238
Tariff 12- Network 49.400 6.763 11.130| 18.962
Residential (time of Energy 7.803 7.803 7.803
use
) SRES Cost Pas: 0.039 0.039 0.039
Through
Retall 46.452
Margin 5.794 0.883 1.147 1.620
Headroom 5.082 0.774 1.006 1.421
Totaf 106.728 16.262 21.125| 29.845
Tariff 12A- Regional| Network 59.026 7.726 34.476| 34.476
Queensland
residential(time of | Energy 7.803 7.803| 7.803
use)
SRES Cost Pas: 0.039 0.039 0.039
Through
Retail 46.452
Margin 6.376 0.941 2.558 2.558
Headroom 5.593 0.825 2.244 2.244
Totaf 117.447 17.334 47.120 47.120
Tariff 14- Regional | Network 22.281 8.329 44.994 4.025
Queensland
residential Energy 7.803
(seasonal timef-  "opp o0t pas; 0.039
use demand)
Through
Retail 46.452
Margin 4.155 0.503 2.720 0.717
Headroom 3.644 0.442 2.386 0.629
Totaf 76.532 9.274 50.100 13.213
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Retail tariff Tariff Fixed Demand Demand Variable | Variable | Variable
component charge charge charge charge charge charge
(flat/off - (peak) (flat/off - | (shoulder) | (peak)
peak) peak)
c/day $/kW/mth $/kWimth c/kWh c/kWh c/kWh
Tariff 31- Night rate | Network 6.280
(super economy) Energy 4.860
SRES Cost Pas: 0.039
Through
Retall
Margin 0.676
Headroom 0.593
Totaf 12.448
Tariff 33- Network 10.528
Controlled supply Energy 6.382
(economy)
SRES Cost Pas: 0.039
Through
Retail
Margin 1.024
Headroom 0.899
Totaf 18.872

a. Totals may not add due to rounding.

Table 40201516 Regulated retail tariffs for small business and unmetered supply customers (GST

exclusive)
Retail tariff Tariff Fixed Demand Demand Variable | Variable | Variable
component charge charge charge charge charge charge
(flat/off - (peak) (flat/off - | (shoulder) | (peak)
peak) peak)
c/day $/kW/mth $/kW/mth c/kWh c/kWh c/kWh
Tariff 20- Business | Network 70.800 12.348
(flat rate) Energy 7.803
SRES Cost Pass 0.039
Through
Retall 46.452
Margin 7.087 1.220
Headroom 6.217 1.071
Total 130.556 22.481
Tariff 22- Business| Network 70.800 9.406 14.176
(time ofuse) Energy 7.803 7.803
SRES Cost Pass 0.039 0.039
Through
Retail 46.452
Margin 7.087 1.043 1.331
Headroom 6.217 0.915 1.167
Total 130.556 19.206 24516
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Retail tariff Tariff Fixed Demand Demand Variable | Variable | Variable
component charge charge charge charge charge charge
(flat/off - (peak) (flat/off - | (shoulder)| (peak)
peak) peak)
c/day $/kW/mth $/kWimth c/kWh c/kWh c/kWh
Tariff 22A Network 70.800 10.061 26.311 26.311
Regional
E 7.803 7.803 7.803
Queensland neray
business (t|me of SRES Cost Pass 0.039 0.039 0.039
use) Through
Retall 46.452
Margin 7.087 1.082 2.064 2.064
Headroom 6.217 0.949 1.811 1.811
Total 130.556 19.934 38.028 38.028
Tariff 24- Regional | Network 27.747 10.373 69.629 4.757
ngensland Energy 7.803
business (seasona
time-of-use SRES Cost Pass 0.039
demand) Through
Retail 46.452
Margin 4.485 0.627 4.209 0.762
Headroom 3.934 0.550 3.692 0.668
Totaf 82.618 11.550 77.530 14.029
Tariff 41- Low Network 509.600 25.394 1.892
voltage (demand) Energy =803
SRES Cost Pass 0.039
Through
Retall 46.452
Margin 33.611 1.535 0.588
Headroom 29.483 1.346 0.516
Total 619.146 28.275 10.838
Tariff 91- Network 10.528
Unmetered Energy 7.803
SRES Cost Pass 0.039
Through
Retalil
Margin 1.110
Headroom 0.974
Total 20.454

a. The kVA equivalent demand charge for tariff 41 is $24.713/kVA/month.

b. Totals may not add due to rounding.
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Table4l 201516 Regulated Retail Tariffs for large business and street lighting customers (GST

exclusive)
Retail tariff Tariff component Fixed Demand Demand Variable Variable
charge charge charge charge charge
(flat/off - (peak) (flat/off - (peak)
peak) peak)
c/day $/kWimth | $/kW/mth c/kWh c/kWh
Tariff 44- Over 100 Network 4,347.600 33.885 2.087
MWh small (demand)
Energy 7.327
SRES Cost Pass 0.042
Through
Retail 207.647
Margin 275.344 2.048 0.572
Headroom 241.530 1.797 0.501
Totaf 5,072.121 37.730 10.529
Tariff 45- Over 100 Network 14,481.300 28.396 2.044
MWh medium E 7397
(demand) nergy .
SRES Cost Pass 0.042
Through
Retail 207.647
Margin 887.879 1.716 0.569
Headroom 778.841 1.506 0.499
Totaf 16,355.667 31.618 10.481
Tariff 46- Over 100 Network 39,064.800 24.513 2.171
MWh |
arge (demand) Energy 7.327
SRES Cost Pass 0.042
Through
Retail 207.647
Margin 2,373.838 1.482 0.577
Headroom 2,082.314 1.300 0.506
Totaf 43,728.599 27.295 10.623
Tariff 47- High voltage | Network 34,833.500 21.826 1.816
(demand)
Energy 6.955
SRES Cost Pass 0.039
Through
Retail 207.647
Margin 2,118.076 1.319 0.533
Headroom 1,857.961 1.157 0.467
Totaf 39,017.184 24.302 9.810
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Retail tariff Tariff component Fixed Demand Demand Variable Variable
charge charge charge charge charge
(flat/off - (peak) (flat/off - (peak)
peak) peak)
c/day $/kW/mth $/kW/mth c/kWh c/kWh
Tariff 48¢ Over 4 GWh | Network 34,833.500 21.826 1.816
High voltage (demand)
Energy 6.955
SRES CoBass 0.039
Through
Retail 591.870
Margin 2,141.300 1.319 0.533
Headroom 1,878.334 1.157 0.467
Totaf 39,445.004 24.302 9.810
Tariff 50- Over 100 Network 3,772.000 14.181 49.074 5.035 1.671
MWh (time-of-use +
demand) Energy 7.327 7.327
SRES Cost Pass 0.042 0.042
Through
Retail 207.647
Margin 240.551 0.857 2.966 0.750 0.546
Headroom 211.010 0.752 2.602 0.658 0.479
TotaP 4,431.208 15.790 54.642 13.812 10.065
Tariff 71- Street Network 0.600 18.104
lightin
ighting? Energy 7.327
SRES Cost Pass 0.042
Through
Retail
Margin 0.036 1.540
Headroom 0.032 1.351
Totaf 0.668 28.364

a. The fixed charge for street lighting applies to each lamp.

b. Totals may not add due to rounding.
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