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Queensland Competition Authoyit Executive summary

EXECUTNGEIMMARY

The Queensland Competition Authority (QCA) hasleniss final determination on the regulated retail
electricity prices (notified prices) to apply from 1 July 2017 to 30 June 2018. In general, notified prices are
paid by customers who have not entered into a negotiated or market contract with theiraetathe QCA

has been delegated the role of setting notified prices by the Minister for Energy, Biofuels and Water
Supply and is required to set prices in accordance thighMinister's delegations dated 10 November
2016 and31 May 2017and theElectricityAct 1994(the Electricity Act)ln accordance with the delegation
dated 31 May 2017, this final determination incorporates into the final determination issued on 31 May
HAMTE NBOGAASR ySig2N] GFNAFTTFAE GKFG KInaSEnergySYy NBR
Queensland to remove charges for the Solar Bonus Scheme.

The QCA appreciates the valuable contributions that stakeholdedee @ our price determination
procesgs, especially those who participate in our workshops and webjrmar made submisens. While

we have notconducted consultation under this delegation, we consider all issues raised bhcihzées

under the previous 201718 regulated retail electricity price setting process to be relevant to this
determination anchave carefully considered the issues raisethesesubmissios.

Who can access notified prices?

Notified prices are only available to residential, small business andnaoket large business customers
in the Ergon Energy Corporation Limited (Ergon Distribution) distribution area. Notified prices are not
available to regional customers located outside of this distribution area.

11 NBS o0dzaAySaa Odzad2 YSNR &dzLILXYA NA SaieQ oONERATY2 YVEINEIDA [ | |-NE
Odza 12 YSNBE &dzZLJLJ ASR 68 20KSNJ NBGFAESNAR Ay NBIA2YyFf v
2 Customers in Essential Energy's distributioseain southern Queensland do not have access to notified
prices, but Origin Energy receives a subgidy the Queensland Governmetd ensure that noAmarket
customers in that distribution area pay no more than similar customers that have access tedhptities.
Retail price regulation in the Energex distribution area was removed on 1 July 2016.
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Figurel Access to notikd prices
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in the 201@17 price determination.

In accordance with the Queensland Governmeghthiform Tariff Policy (UTP), we have continued to base

notified prices for residential and small business customers on the costs of supplying electricity in south

east Queensland (i.e. the Energex distribution area). We have also continued to bass moides for

f - NBHS odzarAySaa Odzali2YSNAR 2y (KS t2¢Said Ozaida 2F a
east pricing zone, transmission region 1).

The application of the UTP means that notified prices for residential and small businessmenssto

regional Queensland broadly reflect the expected prices for similar customers on standing offers in south

east Queensland. It also means that notified prices for large business customers in regional Queensland

are based on the lowest costs of suppi regional Queensladgdrather than the actual costs of supply.

As the actual costs of supplying residential, small business and some large business customers are
generally highéer than notified prices, the application of the UTP benefits customerseigional
Queensland. To cover the difference between notified prices and the costs that Ergon Energy Queensland
Limited (Ergon Retail) actually incurs, the Queensland Government pays Ergon Retail a subsidy. This
subsidy is significant, with the QueenslaGdvernment expecting to pay $561.2 milkoio subsidise
regional electricity customers in 20467 8

39 NH2Y S5A&0NROdziA2yQa Shad T2ySy (NIyavYAdaarzy NBIAzZyY
4The differencen the costs of supply is largely due to the higher network costs associated vpiptysug
electricity over long distances to a ledensity customer base.
5$2.8 million dollars of this subsidy is paid to Origin Energy for customers in the Essential Energy distribution
area.
5 Queensland Government, State Budget 20ll& Budget Strategyrad Outlook,Appendix AJune 2016, p.
215.
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Figure2 Notified prices for typicaresidentialcompared to actual costs of supply in regional
Queensland (incl. GST)
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We have again used theetwork (N) plus retail (R) cost builgh approach to calculate notified prices for

2017¢18. Under this approach, we base the N costs on the relevant network tauffsitted tothe

Australian Energy Regulator (ABRENergex or Ergon Distribution. Thians the N costs are generally

treated as a pasthrough. We determine the R costs (energy and retail costs) using the latest information,
including observations from competitive retail and wholesale electricity markets in Australia.

In broad terms, theN plus R methodology produces estimates of efficient south east Queensland price

levels for residential and small business customers. However, to be consistent with the Queensland
D2OSNYYSydQa !¢t GKS LINKROS f S d&deded Stantidg oficrpacds Odza ( 2
in south east Queensland. Consequently, to maintain consistency with the UTP, it is necessary to add an
amount to the N plus R estimates, which reasonably represents the expected differential between our
estimates of efficienprice levels and expected standing offer price levels (the standing offer differential).

Consistent with our approach in previous price determinations, we have included an allowance for
headroom in notified prices for large business customers only. Bleeofi a headroom allowance is a
generally accepted approach aimed at stimulating competition and customer engagement in emerging
competitive markets. Given that competition in the large business customer segment in regional
Queensland has the potential aevelop further, particularly in areas where notified prices more closely
reflect the actual costs of supply, we consider that the inclusion of an allowance for headroom will
support competition, by encouraging customers to engage in the market and sebktber offers.

Why will notified prices change between 2@1G and 201187

Notified prices will change between 20d%’ and 201218 due largely to movements in energy costs and
network costs.

Energy costs will increase for all customers in 2Q87 primarily driven by substantial increases in
wholesale energy costs. The changes in estimated wholesale energy costs are substantial and reflect the
projected tightening of demarngsupply conditions in the NEM (National Electricity Market) in 2087

¢ KS vconsulbad@t, ACIL Allen, has advised that the tightening is due to several factors, including the
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increase in demand from idfield gas compression associated with the LNG export facilities, little
additional renewable capacity in Queensldndnd changesithe expected demargbupply balance in

Victoria (the closure of Hazelwood power station and continued operation of the Portland si@lter)

Ly O2y (NI} aidsz ySteg2N] O2adda KIFIZS RSONBIFaSR T2N YI ye
finaldeck A 2y & 2y 9y SNHSE Q420 diskibusohdeeryhinadiofisazNHheréniovalrof m p

Solar Bonus Scheme costs from network pridéswever, these decreases have not been sufficient to
completelyoffset the substantial increase in energy costs.

Howg Aff (GKS v/ ! Qa LINAOS RSUGSNNYAYIFGAZY )

To illustrate the impacts of the final determination on customer bills, we have provided comparisons of

the annual amount typical customéfswould have paid under 20t&7 notified prices and thannual

amount that they will pay under the 20&I8 notified prices. It is important to note that this information

Aad 2yfeé AYyUuSYyRSR (2 akK2g GKS AYLI OO 2F GKS Fyydz
is not intended to demonstratehe annual change in the total amount a customer will pay their electricity

retailer in a given year.

Many customers will incur additional charges that are not set by the QCA and cannot legally be included

in notified prices. For example, most customerd alo pay metering charges. These charges are set by

the AER and will vary from customer to customer depending on a range of factors, including (but not
limited to) the type of meter installed, the number of tariffs a customer uses and whether a cust@ser

I &2t FNJ LRoSNI aeadaSye 'a GKSasS OKIFINHSa R2 yz2i 7
determination, they have not been included in the customer impact analysis for notified prices.

Residential customers

The main retail tariff for residenti@ustomers is tariff 11. Many customers on tariff 11 are also on one of
the controlled load tariffs (tariffs 31 and 33).

The annual notified price bill for a typical customer on tariff 11 will increasg dyer cent from $1,490
(GST inclusive) tdl$39(GST inclusive) as a result of the change in notified prices betweeq0aéd
2017c18. For a typical customer on a combination of tariffs 11 and 31 or tariffs 11 and 33, the increase
will be 4.3 per cent and3.1 per cent respectively. However, the ingiaon individual customers will vary
depending on their consumption. Customers with lower consumption than the typical customer will face
smaller increases while higheonsumption customers face larger increases.

"While a number of new renewable energy projects are planned, only a limited amount of new renewable
generation will be fully operational in 204¥8, with a number of renewable energy projects likely to
commenceoperation towards the end of, or after, the 20418 financial year in mi@018.

8Wholesale electricity is sold through the NEM, which allows trade in electricity across five interconnected
regions (Queensland, New South Wales, Victoria, South Australia and Tasmania). The interconnected nature
of the market means changes in the demaswgply balance in one region will impact on other regions of the
NEM.

9 ACIL AllenEstimated Energy Cog01718 Retail Tariffs9 May 2017 p. 25.

10 The typical customer for a given retail tariff is the median or middle customer in terms of consuraptioh
all customers on that tariff in regional Queensland. The typical customer consumption data is provided by
Ergon Retail and more information is providedAapendixH.

11 Controlled load tariffs may be used for appliances such as water heaters ahduops. These tariffs are
cheaper than tariff 11 as customers are only guaranteed supply for a set number of hours (tariff 31
guarantees supply for 8 hours per day and tariff 33 guarantees supply for 18 hours per day).

Vi
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Figure3 Impactof the change in notified prices on typical residential customers (incl. GST), &7
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Small business customers

The annual notified price bill for a typical customer on the main smalinbssitariff (tariff 20) will
increase by$101 or 4.1 per cent as a result of the change in notified prices between 20T6and
2017c18. For a typical customer on the seasonal tiofieise tariff (tariff 22A), the expected increase will

be slightly lower, 83.6 per cent.

However, it is important to note that bill impacts for individual customers will vary depending on their

level of consumption and, if the customer is on tariff 22A, the pattern of their consumption.

Vii
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Figure4 Impactof the change in notified prices on typical small business customers (incl. GST)¢ 2017
18
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Large business customers

Typical large business customers will see increases in their annuiichqiiice bills of betwees.1 per

cent and7.4 per cent as a result of the change in notified prices between 20716and 201718.
However, it is important to note that bill impacts for individual customers will vary depending on their
level and pattern bconsumption.

viii
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Figure5 Impact of the change in notified prices on typical large business customers (incl. GSTY, 2017
18
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2 KIG A& GKS v/ ! Q& ahddbdn@dtadifs? G2 G NI yaaai

Some business customers, including farmers and irrigators, are supplied under transitional or obsolete
tariffs. These retail tariffs are legacy retail tariffs for which there is no corresponding network tariff. As a
result, the price of these tariffs cannot be determined under the N+R cost fupldchethodology.

Transitional and obsolete tariffs have been made available for several years to allow customers to
transition to standard business tariffs and recoup some of the investmenidento suit the level and
structure of transitional or obsolete tariffs. Based on information from Ergon Retail, many customers on
these tariffs may incur lower electricity bills if they moved immediately to a standard business tariff, but
some customers wauld face much higher bills.

The QCA has maintained transitional arrangements for @D37and adjusted the charges in each
transitional and obsolete tariff in line with the percentage increases in the standard business tariffs
customers would otherwise payrhe QCA has also applied an additional escalation factor to limit charges

for transitional and obsolete tariffs falling further below cost, in dollar terms. This approach is consistent
gAOGK GKS v/ ! Q&a 3ASYSNIf I LIWNRZIOK Ay LINBOA2dza LINR OS

The QCA has also introduced transitional arrangements for customers on existing high voltage retail
tariffs, as Ergon Distribution intends to phase out the network tariff underlying these tariffs in
2017c18. Under the transitional arrangements, the two higbitage retail tariffs (tariffs 47 and 48) have
been classed as obsolete and therefore will obé/available to existing customers for a transitional
period of five years. Consistent with our approach to other transitional and obsolete tariffs, we have
adjusted these tariffs in line with changes in the relevant standard business tariffs, and applied escalation
factors to limit charges falling further below cost, in dollar terms.
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We consider that this approach strikes the right balance, as it will allostirgkicustomers on the two

high voltage retail tariffs time to adjust their operations before moving to alternative retail tariffs. It also
ensures that new customers do not make lelegm investment and business decisions based on legacy
high voltage taffs that will only be available for five years. Given that many of these customers are likely
to be using very large amounts of energy (tariff 48 customers are some of the largest energy users in
Queensland) and making significant capital investments,amsider it is important that they make those
decisions based on the correct pricing signals.
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THEROLE OF THE QCAASK AN@ONTACTS

The QCA is an independent statutory authosithiich promotes competitioras the basis for enhancing
efficiency and growth in the Queensland economy.

¢CKS v/ ! Qad wiNXkeSpedN® elddBicitySpricing is to set regulated retail electricity prices in
accordance with the requirements of the delegation from the Minister Emergy, Biofuels and Water
Supply (Appendix A) and the Electricity Act.

Contacts

Enquiries regarding thiprojectshould be directed to:

Tel (07) 322D555
www.qca.org.alContactus

Xi


http://www.qca.org.au/
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1 INTRODUCTION

The QCA received a delegation in November 2016 from the Minister for Energy, Biofuels and
Water Supply (the Minister) to determine regulated retail eleity prices (notified prices) to
apply from 1 July 2017 to 30 June 2018 (the November 2016 delegation). Consistent with the
November2016delegation, we:

i released an interim consultation paper on 16 November 2016 advising interested parties of
the commerement of our review;

1 NBtSFaSR I RNI}IFO RSGSNNXYAYLFGAZ2Y 2Y Hn CSo6 NXzk NE
estimated energy costs;

i held a webinar (hosted by the Chamber of Commerce and Industry Queensland) and five
workshops (in Brisbane, Bundabe@girns, Toowoomba and Townsville) in March 2017;

i released a final determination and gazetted notified price@i718 on 31 May 2017 (the
Final Determination).

Following the release of thEinal Determination the Minister advised the QCA that he had
directed Energy Queensland to remove charges for the Solar Bonus Scheme from network prices,
over the three years through to 202®. Accordingly, e Ministerissued the QCA with a new
delegation to determine notified prices 201718 (the May 2017 delegfion), so thatthe QCA

could incorporate the revised network tariffs irttee Final Determination The notified prices

that the QCA determines under the May 2017 delegation will replace those it gazetted on 31
May 2017.The QCA is required to publish fireal price determination no later than 16 June
2017.

The matters we are required by the May 2017 delegation to consider when determining notified
prices for201718 are outlined in section 2.below. These are the same matters we were
required to consideby the November 2016 delegation in making the May final determination
on 31 May 2017. The May 2017 delegation also states that the consultations and resulting
considerations conducted under the November 2016 delegation, and the draft determination
publisked under that earlier delegation, remain relevant for the new price determination
process. Consequently, the May 2017 delegation does not require the QT Auidlish a new
interim consultation paper, (igonducta new round of workshops and additiornsultation

or (iii) publish a draft determination

Given the abovdparticularly he need to determine notified prices by 16 June R04fid
consistent with the May 2017 delegation and section 90(5)(b) of the Electricitgh&cQCA
considers that itd neithernecessarynor practicable tdi) further consult on the methodology it
will use to determinghe 201718 notified pricesor (ii) publish a draft determination based on
the new delegatior(asthe draft determination released under the November 2016 delegation
remains relevant tehe new price determination procgss

This final determination publishes the regulated retail tariffs and price2ddr¢18. In making
this final determination we haviaken into account:

i the requirements of the Electricity Act and the May 2017 delegation

i the consultations and resulting considerations conducted under the November 2016
delegation
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i the draft determination published under the November 2016 delegation

 ACILAf Sy Qa TFAYLl f NI Lddsslihickwis pfepaied ondeiititeRlovenyb& NH &
2016 delegation

i our own analysis

All nonconfidential documents relating t@01718 notified prices are available on our
website!?

1.1 Access to notified prices

Notified prices are only available to residential, small business aneémasket large business
customers in the Ergon Enerdyorporation Limited (Ergon Distribution) distribution area.
Notified prices are not available to regional customers located outside of this distribution
area®®

12 hitp://www.gca.org.au/ElectricityRegionakconsumers/Red lectricityPrices.

13 Customers in Essential Energy's distribution area in southern Queensland do not have access to notified
prices, but Origin Energy receives a subsidy to ensure thatmayket customers in that distribution area
pay no more than similar customers that have access to notified pficafied prices no longer apply to
customers in south east Queensthnvhereretail price regulation was removed on 1 July 2016



http://www.qca.org.au/Electricity/Regional-consumers/Reg-Electricity-Prices
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1.2

Figure6 Access to notified prices
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Legislative framewornk the Electridy Act

We must determine notified prices in accordance with the Electricity Act. While that Act does
not specify criteria or principles to be applied in making a price determination, it directs us to
have regard to the following matters:

(@) the actual cost®f making, producing or supplying the goods or services

(b) the effect of the price determination on competition in the Queensland retail electricity
market

(c) any matter we are required by delegation to consider
(d) any other matter we consider relevatit.
We must ado have regard to the objects of the Electricity Act, which are to:

(a) seta framework for all electricity industry participants that promotes efficient,
economical and environmentally sound supply and use

14 Section 90(5) of the Electricity Act.
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1.3

(b) regulate the electricity industry and electricity use

(c) establish a competitive electricity market in line with the national electricity industry
reform process

(d) ensure that the interests of customers are protected

(e) take into account national competition policy requiremefts.

Matters we are required to considéy the Minister's delegation

The matters we are required by tiday 2017delegation to consider when determining notified
prices for 201218 are outlined below.

The Uniform Tariff Policy

Consistent with previous price determinations, we are required toswer the Queensland
Government's Uniform Tariff Policy (UTP). The UTP provides that 'wherever possible, small
standard retail contract customers and large Amarket customers of the same class should
pay no more for their electricity, regardless of thg&ographic location'® The covering letter

to the delegation further specifies that, for the purposes of the delegation, 'regulated prices for
small customers in regional Queensland should continue to broadly reflect the expected prices
for small customes on standing offers in south east Queensldid'.

Applying the UTP means that notified prices for residential and small business customers in
regional Queensland broadly reflect the expected prices for similar customers on standing
offers in south easQueensland. It also means that notified prices for large business customers
in regional Queensland are based on the lowest costs of supply in regional Queensland, rather
than the actual costs of supply. As the actual costs of supplying residential, sisiakss and

some large business customers are generally higher than notified Fittes application of the

UTP benefits customers in regional Queensland.

To cover the difference between notified prices and the costs that Ergon Energy Queensland
Limited(Ergon Retail) actually incurs to supply regional customers, the Queensland Government
pays Ergon Retail a subsidy. This subsidy is significant, with the Queensland Government
expecting to pay $561.2 millibhto subsidise regional electricity customer2 6517 2°

'N+R' cost buildip methodology

Consistent with the approach in previous price determinations, we must consider using the
Network (N) plus Retail (R) cost build methodology when determining notified prices for
2017¢18. Under this methodologyhe N costs (network costs) are generally treated as a-pass
through and the R costs (energy and retail costs) are determined by the QCA.

15 Section 3 ofhe Electricity Act.

16 Clauses(b) of the delegation (Appendik).

17 A copy of the Minister's covering letter is provided in Apperdix

18 The differencsin the costs of supply afdargely due to the higher network costs associated with supplying
electridgty over long distances to a ledensity customer base.

19$2.8 million dollars of this subsidy is paid to Origin Energitfeustomers in the Essential Energy
distribution area.

20 Queensland Governmen$tate Budget 20167t Budget Strategy and OutlopRppendix A, June 2016, p.

215.
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The network cost (N) component

When calculating the N component for each regulated retail tariff, the delegation esythiat

the QCA consider continuing with the general approach that it has applied in previous price
determinations. This means using the Energex network charges and tariff structures when we
determine non timeof-use retail tariff§! for residential and snhbusiness customers (tariffs

11, 20, 31, 33, 41 and &L

When we determine timef-use’® and timeof-use demand retail tariff$ for residential and

small business customers (tariffs 12A, 14, 22A and 24), we must consider basing the N
component on the gre level of network charges to be levied by Energex and the network tariff
structures of Ergon Distribution.

For large business customers, we must consider basing the N component on the Ergon
Distribution network charges and tariff structures. We adoptkid approach in previous price
determinations.

Transitional arrangements

We are required to consider maintaining the transitional arrangements for tariffs classed as
transitional or obsolete (for example, farming and irrigation tariffs). We are alsoirestjto
consider allowing all customers in Ergon Distribution's distribution area to access tariffs
designated as transitional in 204B4.

21 Non timeof-use tariffs are etail tariffs withusage charge rategat do not vary with the time and/or level of
consumption

22 Tariff 91 applies to unmetered supplies (except street lighting).

2 Timeof-use tariffs are rail tariffs with usage charge ratéisat vary with the time of consumptian

2 Timeof-use demand tariffs areetail tariffs withusage and demancharge rateghat vary withthe time of
consumption and/or demand.
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PRICING FRAMEWORK

2.1

The objects of the Electricity Act and the matters we are required to consider under the
Electriciy Act indicate that costeflective prices and the promotion of retail competition are
important guiding principles in making a price determination. @efitctivity is important for
efficiency and equity reasons. The 2616 price determination was alstesigned to support
retail competition in the large business customer segment in regional Queensland.

Under the Minister'sMay 2017 delegation, we are also required to consider the UTP. The
application of the UTP in previous price determinations hadteelsim most notified prices being
based on costs of supplyhich are below the actual costs of supply (see section 1.4).

Given that there is a degree of conflict between the matters we are required to consider under
the Electricity Act and those we arequired to consider under the Minister's delegation, we
have considered a broad range of possible pricing approaches fo¢)1articularly for the
residential and small business customers (small customers) in Ergon Distribution's distribution
area.

Our final decision is to continue basing notified prices for residential and small business
customers in regional Queensland on the expected standing offer prices in south east
Queensland, and to base notified prices for large business customers in regieraki@nd on

the lowest costs of supply in regional Queensland, which is Ergon Distribution's east pricing zone,
transmission region one.

Residential and small business customers

In order to take into account the requirements of the Electricity Act and Wi¢>, we have
considered a range of possible pricing approaches to setting the pricing framework for
determining notified prices for small customers.

Cost buildup approach

The Minister'sMay 2017delegation requires us to consider an N+R cost hujidnethodology
when determining notified prices for 20§Z8. Under this methodology, the N costs (network
costs) are generally treated as a p#lsough and the R costs (energy and retail costs) are
determined by the QCA.

QCA position

Our final decision is to atinue estimating the costs of supply for each retail tariff using an N+R
cost buildup approach, where we treat the N (network cost) component as atbassagh, and
determine the R (energy and retail cost) component. This is consistent with the Mmister'
delegation and previous determinations.

Cost base

We also need to consider the appropriate costs of supply on which to base the notified prices
for small customers.

We could maintain the approach we took in the 2Q1% price determination and base the
notified prices on the costs of supply in south east Queensland (that is, costs in Energex's
distribution area). As the costs of supply in south east Queensland arealjgrlewer than

those in regional Queensland, adopting this approach would result in customers continuing to
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pay prices which do not reflect the actual costs of supply. This would potentially encourage
inefficient investment and consumption, and requireet ongoing subsidisation of electricity
prices by taxpayer® However, this approach may be considered reasonable, as it would be
consistent with the Queensland Government's definition of the UTP for®L7

Another possible approach would be to base thatified prices for small customers on the
lowest costs of supply in regional Queensland (that is, the costs in Ergon Distribution's east
pricing zone, transmission region one). We have used this approach in setting notified prices for
large business custeers in regional Queensland since 2642dopting this approach for small
customers would improve the coseflectivity of the notified prices relative to setting prices
based on the costs of supply in south east Queensland. It would also reduce the amount that
taxpayers would pay to subsidiskeetricity prices in regional Queensland. However, it would be
inconsistent with the Queensland Government's definition of the UTP for @@l 7and may
result in substantial price increases for customers. For example, based on estimates for 2016
17, the caets of supplying residential customers in Ergon Distribution's east pricing zone,
transmission region one are 21 per cent higher than the costs of supplying the customers of the
same class in south east Queenslahd.

A third approach would be to set the nfi¢d prices in each of the pricing regions in Ergon
Distribution's distribution area at coseflective levels. This approach would promote retail
competition and remove the need to subsidise regional electricity prices. However, it would be
inconsistentwith the UTP, as some small standard retail contract customers would, based on
their geographic location, pay more for their electricity than small standard retail contract
customers of the same class in other areas of Queensland-r€ftesttive prices wald also

result in substantial price increases, particularly for customers in western Queensland and those
supplied by isolated systems. For example, based on estimates fogPDléhe costs of
supplying residential customers in Ergon Distribution's we&ting zone, transmission region
oneare 118 per cent higher than the costs of supplying the customers of the same class in south
east Queenslané?

Submissiongeceivedunder the November2016delegation

Canegrowers Isis, the Queensland Council of S&salice (QCOSS) and the Queensland
Consumers Association supported the approach of basing the notified prices on the costs of
supply in south east Queensland. The QCOSS said this would be the only approach that would
meet the purpose of regulation of retaglectricity priceg® The Chamber of Commerce and
Industry Queensland (CCIQ) considered that basing the notified prices on the costs of supply in
regional Queensland 'would be prohibitively expensive for small business custéfners'.

QCA position

Our final decision is to continue basing notified prices for residential and small business
customers on the costs of supply in south east Queensland. We consider this reasonable

25 As discussed in Sectidm, the cost ofthis subsidy was expected to $861.2 millionin 2016;17.

2% \We started using this approach for large business customers in regional Queenwslandetail price
regulation for large business customers in south east Queensland was discontinued

2" The coskestimates are based ontgpicaltariff 11 customer.

28 The cost estimates are based otypicaltariff 11 customer.

22 QCOSSusmissionon the QCAinterim consultationpaper, Regulated retail electricity prices 2Q1B, 7
December 2016, p. 5.

30 CCIQ, Submission to the QCA draft determinafRegulated Retail Electricity Prices for 2Q18 3 April
2017, p. 2.
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because it is consistent with the Queensland Government's UTP and it avoids the glbtenti
large price increases associated with the other approaches.

Benchmark price level

To establish an appropriate benchmark price level for setting notified prices based on the costs
of supply in south east Queensland, we have considered the Queenslavern@@nt's
definition of the UTP that notified prices for small customers in regional Queensland should
broadly reflect the expected prices for small customers on standing offers in south east
Queensland!

Customers on standing offers are supplied on ttendard retail contract under the National
Energy Customer Framework (NE€H)his contract contains standard terms and conditions.
Customers who do not, or cannot, opt for a market contract are supplied by a standing offer by
default.

A retailer can alsoffer market contracts that have different terms and conditions to standard
retail contracts (for example, discounts on the bill if the customer pays early or pays by direct
debit). Prices under market contracts are generally lower than standing offespric

Submissions received under tiéovember 2016 delegation

Canegrowers argued for basing notified prices in regional Queensland on the most competitive
market offer prices in south east Queensland. CCIQ argued for a price level between the
competitive maket offer prices and the standing offer prices in south east Queensfand.

QCOSS considered that it would not be appropriate in future price determinations for notified
prices for small customers in regional Queensland to 'reflect the expected prices &r sm
customers on standing offers in SEQ'. It also noted that 'this is an issue for the Minister to note
in drafting the delegation for 20189'34

QCA position

Our final decision is to determine notified prices for small customers in regional Queensland
basd on expected standing offer prices in south east QueenslandMBlye2017delegation's
covering letter makes it clear that setting prices below expected standing offer prices in south
east Queensland (a likely result of the stakeholder suggestions akaudll be inconsistent

with the UTP. In addition, market contracts generally have different terms and conditions to
standard retail contracts, so their prices are not directly comparable.

2.2 Large business customers

As noted above, in previous price deter@iions we have based notified prices for large
business customers on the costs of supply in the lowest cost area of regional Queensland (Ergon
Distribution's east pricing zone, transmission region one). This approach has encouraged
competition in the largebusiness customer market in east pricing zone, transmission region

31 Covering letter to the May 2017 delegation (Appendlix

32 See Schedule 1, National Energy Retail Rules.

33 Canegrowers, Submission tfoet QCA interim consultation papéregulated retail electricity prices 2Q1IB,
22 December 2016, p. 1.
CCIQ, Submission to the QCA draft determinatiegulated retail electricity prices 2@1B, 3 April 2017, p.
4,

34QCOSS, Submission to the QCA dietiermination,Regulated retail electricity prices 2@1B, 3 April 2017,
p. 5.
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one. It is also consistent with the Queensland Government's definition of the UTP far13017
However, this approach would not reflect the actual costs of supply in all regions, and would
still require the Queensland Government to subsidise electricity prices.

Another approach would be to set fully cesflective notified prices. This would encourage
competition in regional Queensland outside of east pricing zone, transmission regioarzhe,
promote longterm efficient use of electricity services in regional Queensland in the large
business customer market. However, it would introduce significant price increases for
customers, especially customers in western Queensland and those supplisdlated systems.

We also consider this approach inconsistent with the Queensland Government's UTP for 2017
18.

In its submissiomeceivedunder the November 2016 delegatigriuctus Resources supported
basing notified prices for large business custosnam the costs of supply in Ergon Distribution's
east pricing zone, transmission region dhe.

QCA position

Our final decision is to continue basing the notified prices for large business customers in
regional Queensland on the lowest costs of supply inoreg Queensland, which is Ergon
Distribution's east pricing zone, transmission region one. We have also decided to continue
estimating the costs of supply for each retail tariff in accordance with an N+R costupuild
approach. This is consistent with aypproach to setting notified prices for residential and small
business customers, as discussed above. We consider the effect of our decisions on competition
in the large business customer market in more detaLhapter 6.

35 Auctus Resources, Submission to the QCA interim consultation jR@gujated Retail Electricity Prices for
201718, 19 December 2016, p. 2.
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3 NETWORK COSTS

A retailerincurs network costs when supplying electricity to its customers. These costs are
associated with transporting electricity through the transmission and distributibmanks and
account for aroundlO per cent of the final cost of electricity for small cusers.

Powerlink, Energex and Ergon Distribution, being regulated monopoly businesses, all earn
regulated revenues that are determined by the Australian Energy Regulator (AER). In addition to
recovering their own distribution network costs, Energex andrEfistribution pass Powerlink's
transmission network costs on to customers in network charges approved by the AER.

This chapter sets out the QCA's decisions on the network charges used as the basis of notified
prices for 201@18. Our decisions are largalgnsistent with the 20X8L7 price determination. In
summary, we have decided to:

9 base the flat rate retail tariffs and controlled load retail tariffs for residential and small
business customers (tariffs 11, 20, 31 and 33) on Energex network tariffistsuand
charges

i base the seasonal tirmef-use retail tariffs for residential and small business customers
(tariffs 12A and 22A) on Ergon Distribution network tariff structures and Energex price levels

i base the seasonal tiraf-use demand retail tarifffor residential and small business
customers (tariffs 14 and 24) on Ergon Distribution network tariff structures and Energex
price levels

i base the low voltage demand and unmetered supply (excluding street lighting) retail tariffs
(tariffs 41 and 91) onriergex network tariff structures and charges

i base all retail tariffs for large business customers on Ergon Distribution network tariff
structures and charges

i introduce new high voltage retail tariffs for very large business customers, which are based
on Ergon Distribution network tariff structures and charges.

3.1 Introduction

A retailer incurs network costs when electricity is supplied to its customers. Network costs are
the costs associated with transporting electricity through transmission and distributio
networks.

Under the network plus retail (N+R) cost bdilg approach that the QCA uses to set notified
prices, the network cost component is treated as a ghssugh. However, to determine the
network cost to be passed through to retail customers, weadto decide:

(@ the level at which network charges should be set (Energex or Ergon Distribution price
level)

(b) the network tariff structure on which the network cost component should be based
(Energex or Ergon Distribution tariff structure).

Network tariff stuctures can include, for example, combinations of fixed, usage and demand
charges. Consistent with our previous price determinations, the network cost components of
regulated retail tariffs are based on the network tariff structures and pricing provided b
Energex and Ergon Distribution (distributors).

10
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3.2

3.2.1

Network tariff structures and charges are established by distributors and approved by the AER.
The network cost components for the final determination are based onlaltest network
pricing that distributes submitted to the AERNhile distributors submitted network tariffs to

the AER in March 2017, distributors subsequently revised their network tariffs to remove
jurisdictional schemecharge$® and submitted these new network tariffs to the AER in June
2017.In the event that the final network tariffs differ from those submitted by the distributors,
the QCA will consider using a cost pssugh mechanism as part of the 204® price
determinaton, should the QCA be delegated the task of setting notified prices forc2018ee
Chapter 6 for more information on this mechanism).

Network tariffs for residential, small business and unmetered supply
customers

This section discusses the QCA's appio@ setting network cost components of retail tariffs

for residential, small business and unmetered supply customers, excluding street lighting
customers (see section 3.3 for information on the network cost components for large and very
large business asgell as street lighting retail tariffs).

For the 201¢18 price determination, thdlay 2017delegation requires that we consider:

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

i for residential and small business seasonal toheise retail tariffs (tariffs 12A and 22A) and
time-of-use demand retail tariffs (tariffs 14 and 24), basing the network cost component on
Energex network chaeg, but using the relevant Ergon Distribution network tariff structures.

Adopting the approach proposed in the delegation would be consistent with our approach in
the 201617 price determination. Under this approach, the network cost components of retail
tariffs for small custome?$ would broadly reflect the costs of supplying small customers in
south east Queensland and would therefore be consistent with theUTP

Energex or Ergon Distribution network price levels

In determining the network cost compontmnof small customer and unmetered supflyetail
tariffs, the first issue the QCA must consider is the level at which network cost components
should be set (Energex or Ergon Distribution price level).

QCA position

As discussed in Chapter 2, the QCA's decision is to base notified prices for residential, small
business and unmetered supply (excluding street lighting) customers on the cost of supply in
south east Queensland. Consistent with this decision, we will estark cost components to

reflect Energex network price levels. Setting network cost components at Energex levels means
that small customers in regional Queensland will, generally, pay the same for network services
as small customers in south east Queendla

36 Jurisdictional scheme chargexiude Solar Bonus Scheme feadariff and the Australian Energy Market
Commission Levy payments.

37 Residential and small business customers.

38 For more information on the Queensland Government's UTP, see Chapters 1 and 2.

3% Unmetered supply retail téff referred to in this chapter excludes street lighting related services.

11



Queensland Competition Authority Network costs

3.2.2 Energex or Ergon Distribution network tariff structures

The second issue the QCA must consider is whether to adopt the network tariff structures of
Energex or of Ergon Distribution for small customer and unmetered supply retail tariffs.

Energex andrgon Distribution offer a variety of network tariffs with different tariff structures
for small customers such as flat rate, timneuse and timeof-use demand tariffs. Flat rate
tariffs have a structure where the usage charge rates do not vary with e aind/or level of
consumption. In contrast, timef-use and timeof-use demand tariffs have a structure where
the usage and demand charge rates vary with the time of consumption and/or demand.

Key differences between the Energex and Ergon Distributiowar&ttariff structures for small
customers include:

i the proportion of costs recovered through fixed charges

i the approach to usage charge rates (for example, flat usage rates versugptmtdaclining
block tariffs)

i the applicable timeof-use and demandtarging periods (for example, different peak and
off-peak periods)

i the methodology for calculating demand charges.
See Appendix D for further information on differences between the network tariff structures.

Flat rate and controlled load retail tariffs

TheMay 2017delegation directs us to consider adopting Energex network tariff structures for
the residential and small business flat rate retail tariffs (tariffs 11 and 20) and controlled load
tariffs (tariffs 31 and 33).

In its submissiomeceivedunder the November 2016 delegatioiinergy Queensland considered
that all residential and small business retail tariffs should be based on Ergon Distribution
network tariff structures, on the basis that it would be a further step towards improving cost
reflectivity *° However, this would result in a change of network tariff structure for residential
and small business flat retail tariffs and controlled load tariffs, as these tariffs were based on
Energex network tariff structure in the 20467 price determinatiorf! Such a change would
also have significant distributional impacts on customers on these tanffth lower-usage
customers in particular likely to face substantially higher Hills.

In submissionsreceived under the November 2016 delegationQCOSS and Queeasland
Consumers Associatitfistated that theydid not support using the Ergon Distribution inclining

40 Energy Queenslan@ubmission on the QGriterim consultation paperRegulatedetail eectricity prices for
201718, 7 December 2016

Energy Queenslan&ubmission on the QGikaft determination,Regulatedetail dectricity prices for 2017138,

4 April 2017.

41 During 201617, Energex offered flat rate network tariffs as default tariffs for residential and small business
customers and controlled load network tariffs withoutdtkcharges. Energex will continue this approach in
201718. In contrast, Ergon Distribution will offer inclining block network tariffs as default tariffs for
residential and small businessstomers and controlled load network tariffs with fixed charges in 2087

42See Appendix D for more information on the customer impacts.

43 Queensland Council of Social Servighymission on the QCA interim consultation paf&gulatedetail
electricity prices for 20118, 7 December 2016.

44 Queensland Consumers AssociatiBobmission on the QCA interim consultation papEgulatedetail
electricity prices for 201g18, 7 December 2016.

12
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block network tariff structure as the basis for the main residential flat rate retail tariff (tariff 11)
as they considered that the change in the tasffucture would create confusion and impact
adversely on smaller usage customers.

In submissionseceivedunder theNovember 2016 delegatiorQCOSS reiterated its support for
using Energex network tariff structure as the basis for tariff**1and the Charber of
Commerce and Industry Queensland (CCIQ) supported using Energex network tariff structure as
the basis for tariff 205

Moreover, Ergon Distribution has acknowledged that its inclining block network tariffs will, over
time, need to be phased out infaur of more costeflective network tariffs that better satisfy

the pricing principles in the National Electricity Rules (MER)is suggests that there may be
some uncertainty about the future of these network tariff structures. The QCA considers it
would be preferable to have a higher degree of certainty about the future of Ergon Distribution
network tariff structures before making any major changes that would affect nearly all
customers in regional Queensland.

Given the reasons above, we have dedide base residential and small business flat retail
tariffs and controlled load tariffs on Energex network tariff structures.

Timeof-use and timeof-use demand retail tariffs

For residential and small business seasonal 4iinese retail tariffs (tarfs 12A and 22A) and
time-of-use demand retail tariffs (tariffs 14 and 24), we have been directed to consider adopting
Ergon Distribution network tariff structures.

We consider that using Ergon Distribution network tariff structures for the seasonaidfirase
and timeof-use demand retail tariffs would be more casflective than using Energex network
tariff structures.

Furthermore, we consider that it is more important that the seasonal tofiase and timeof-

use demand retail tariffs reflect ErgonsBibution network tariffs structures, as these retail
tariffs send signals to customers about the network costs incurred by retailers that arise due to
the time and/or level of electricity usage and demand.

As noted by the AER, tir@#-use and demand té#fs are generally more coséflective than flat

rate and inclining block tariff. The May 2017 delegation also points out that using Ergon
Distribution network tariff structures for seasonal tiroé-use and timeof-use demand retail
tariffs would enhane the underlying network price signals and therefore encourage customers
to reduce usage during peak periods on Ergon Distribution's netwoerkubmissionseceived
under the November 2016 delegatiorCanegrowers Isi$and CCI€ supported using Ergon
Distibution network tariff structures and Energex price levels as the basis for setting seasonal
time-of-use retail tariffs.

45 Queensland Council of Social SeryiBebmission on the Q@kaft determination Regulatedretail eectricity
prices for 20118, 7 April 2017

46 Chamber of Commerce and Industry Queens)@ubmission on th@CA draft étermination,201718
Regulatedretail dectricityprices 3 April 2017.

47 Ergon DistributionTariff Structure Statement 20718 to 201220, November 2015, p. 36.

48 AERDraft Decision Tariff Structure Statement ProposaEnergex and Ergon Energyugust 2016.

4% Canegrowers Isis, Submission on the QCA interim consultation gRggeratedretail dectricity prices for
201718, 7November2016

%0 Chamber of Commerce and Industry Queens|éubmission on the QCAaft determination,201718
Regulatedretail dectricityprices 3 April 2017.

13
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3.2.3

Given these reasons, we have decided to base residential and small business seaseofal time
use and timeof-use demand retail tariffen Ergon Distribution network tariff structures.

Unmetered supply (excluding street lighting) retail tariff

Consistent with the 201@.7 price determination, we have decided to base retail tariff 91
(unmetered supply) on the relevant Energex network tatiffictures.

Low voltage demand retail tariff

Tariff 41 is a low voltage demand retail tariff available to small business customers in regional
Queensland. It has fixed, usage and demand charges and is based on an Energex network tariff
(network tariff code: 8300). Ergon Distribution does not have an equivalent network tariff
available for small customers.

While Energex designates network tariff 8300 as a large business customer network tariff, it is
made available to small business customers on a vahlynbasis. In the 20X47 price
determination, we decided to retain tariff 41, on the basis that small business customers in
south east Queensland would have access to this Energex network tariff.

For the same reason, we have decided to retain tariff 4fl & continue basing it on the
relevant Energex network tariff structure.

QCA position
The QCA's decision is to use:

1 Energex network tariff structures as the basis for setting the network cost components of
flat rate, controlled load, unmetered supply étow voltage demand retail tariffs (tariffs 11,
20, 31, 33, 41 and 91)

i Ergon Distribution network tariff structures as the basis for setting the network cost
components of seasonal tiraef-use and timeof-use demand retail tariffs (tariffs 12A, 22A,
14 ard 24).

Adjusting network charges towards Energex price levels while retaining Ergon
Distribution tariff structures

As discussed, the QCA's decision is to use Ergon Distribution network tariff structures as the
basis for setting seasonal tind-use and tine-of-use demand retail tariffs for residential and
small business customers, while reducing the network cost components to Energex price levels.

Consistent with the 20167 price determination, the QCA has adopted different adjustment
approaches for théour tariffs to:

i prevent our adjustments resulting in adjusted network prices being set higher than the
levels that may be approved by the AER

1 preserve the relativities between different pricing components within a network tariff to the
greatest extent pssible.

To adjust the network cost components to Energex price levels, we have used the same
adjustment approach as in the 20457 determination. This involves adjusting:

i the residential seasonal tirmef-use retail tariff (tariff 12A) by adopting Ergoistibution
usage cost components and reducing the Ergon Distribution fixed cost component towards
Energex price levels. As a result, the overall level of network cost components has been
reduced to a level where regional residential customers will, omagyee pay the same as
they would on a residential flat tariff in south east Queensland.

14
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3.2.4

the small business seasonal timokuse retail tariff (tariff 22A) by adopting the Energex fixed
cost component and reducing Ergon Distribution usage cost componemtsds Energex

price levels. As a result, the overall level of network cost components has been reduced to a
level where regional small business customers will, on average, pay the same as they would
on a small business flat tariff in south east Queensland.

the residential and small business seasonal tofiese demand tariffs (tariffs 14 and 24) by
uniformly decreasing the Ergon Distribution fixed, usage and demand cost components
towards Energex price levels. As a result, the overall level of network@ogtonents has

been reduced to a level where regional residential or small business customers will, on
average, pay the same as they would on a residential or small business flat tariff respectively
in south east Queensland.

Appendix D provides more infoiation on the adjustment approaches.

QCA position

The QCA's decision is to adjust:

T

the residential seasonal timef-use retail tariff (tariff 12A) by adopting Ergon Distribution
usage cost componenend reducing the Ergon Distribution fixed cost component towards
Energex price levels

the small business seasonal timaeuse retail tariff (tariff 22A) by adopting the Energex fixed
cost component and reducing Ergon Distribution usage cost componengsdsvienergex
price levels

the residential and small business seasonal tofiese demand tariffs (tariffs 14 and 24) by
uniformly decreasing the Ergon Distribution fixed, usage and demand cost components
towards Energex price levels.

Network cost componemstfor 201218

The QCA's decision is to base regulated retail tariffs for residential, small business and
unmetered supply customers on:

T

Energex network tariff structures and cost components for retail tariffs 11, 20, 31, 33, 41 and
91

Ergon Distribution network tariff structures and adjusted cost components for retail tariffs
12A, 22A, 14 and 24. To maintain consistency with the UTP, the level of network cost
components has been adjusted to a level where regional customers will, oage/gray the
same as they would pay on flat rate tariffs in south east Queensland.

Our decision on the network tariff structures and charges to apply to each retail tariff are
presented in the following tables.
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Tablel Energex nework charges for 201@18 for retail tariffs 11, 20, 31, 33, 41 and 91 (GST

exclusive)
Retail tariff Energex network | Fixed charge | Usage charge| Demand charge
tariff code clday c/kWh $/kW/month

Tariff 1 Residential (flat rate) 8400 47.100 9.267

Tariff20t Business (flat rate) 8500 63.900 10.510

Tariff 3 Night rate (super 9000 5.547

economy)

Tariff 33 Controlled supply 9100 7.592

(economy)

Tariff 4 Low voltage 8300 443.500 0.738 22.130
(demand)

Tariff 9t Unmetered 9600 8.339

a Charged per metering point.

b The kVA equivalent demand charge for tariff 41 is $19.979/kVA/méntionversion factor of 0.902s been
used, as advised by Energex.

Table2 Calculated network charges for 204 I8 for retail tariffs 12A, 14, 22A and 24 (GST

exclusive)
Retail tariff Fixed charge | Usage charge| Usage charge Demand Demand
(peak) (off-peak or charge charge
flat) (peak) (off-peak)
c/day c/kWh c/kWh $/kW/month | $/kW/month
Tariff 12A Residential 49.685 39.435 5.141
(time-of-use)
Tariff 22A Business (time 63.900 35.398 7.262
of-use)
Tariff 14 Residential (time 7.687 2.026 56.335 8.500
of-use demand)
Tariff 24 Business (timef- 9.414 3.041 85.742 9.052
use demand)

a Charged per metering point.

3.3 Networktariffs for large business, very large business and street lighting
customers

For the 201617 price determination, the QCA based retail tariffs for 1&kgad very large

business customers as well as street lighting customers on the network tariffs amgesh

FLILX AQFo6fS Ay O9NH2Y 5AadNAodziAzyQa Sl aid LINROA)
to continue with this approach for 20818, as it is consistent with our decision, discussed in

51 Large business customers @tandard Asset Customers (S\(Large), typically consuming more than 100
MWh but less than &Wh per annum.

52Very large business customers consisEofinection Asset Customers (GAG/pically consuming more than
4 GWh but less than 4GWh per annum and Individually Calculateci©mers (IC§}, typically consuming
more than 40GWh per annum.
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3.3.1

Chapter 2, to set notified prices for these customers bagedhe lowest costs of supply in
regional Queensland.

In submissionseceivedunder theNovember 2016 delegatigiznergy Queenslaftiand Auctus
Resource® supported maintaining this approach f2017¢18.

High voltage retail tariffs tariffs 47 and 48

In its submission on the 20%&7 price determination, Ergon Distribution requested that the
QCA consider using different network tariff(s) as the basis for setting tariff 48 and restricting
access to tariff 47 to existing customers. Ergon Distribution preghdisese changes because it
intended to discontinue its Standard Asset Customearge, Demand High Voltage (8AEIV)
network tariff, which underpins tariffs 47 and 48, in 2Q18. Tariff 47 can be accessed by large
business customers, while tariff 48 igadable to very large business customers (Connection
Asset Customers (CACs) and Individually Calculated Customers (ICCs)).

However, we considered that any changes to tariffs 47 and 48 should be subject to more
extensive consultation, given the potentiaflignificant adverse impacts on some customers. On
that basis, we decided to leave tariffs 47 and 48 unchanged then as these changes were not
canvassed in the 20&@7 interim consultation paper.

As Ergon Distribution has advised that it still intendsiszahtinue the SAC. HVhetwork tariff,

this issue was canvassed as part of the interim consultation paper for the¢281Frice
determination. Given the cessation of this network tariff, the QCA has decided to close tariffs 47
and 48 to new customers arichplement transitional arrangements for existing customers on
these tariffs (see Chapter 7 for more information on these arrangeménts).

In light of thisdecision we need to ensure that alternative retail tariffs are available. While
large business custaeers will have access to alternative standard tariffs such as tariffs 44, 45, 46
and 50, there are no alternative tariffs for very large business customers. This section explains
our proposal to set new high voltage retail tariffs for very large busines®emers.

Connection Asset Customer network tariffs

Prior to July 2015, each of the 177 CAC customers was priced individually on the network level
(with varying rates and tariff structures) to take into account their relative share of asset use
and the a&sets built for their specific connectié.To set notified prices based on Ergon
Distribution individually priced CAC network tariffs would have required us to establish 177
different retail tariffs under the N+R cost builgh approach. As such, in prev®
determinations, we have decided against setting retail tariffs for CACs based on individually
priced CAC network tariffs, instead setting a single retail tariff based on thel SACnetwork

tariff.

53 Energy Queenslan&ubmission on the QGwaterim consultation papgmRegulatedetail dectricity prices for
201718, 7 December 2016

54 Auctus ResourceS§ubmission on the QCA interim consultation paergulatedetail dectricity prices for
201718, 6 December 2016.

SSWe have decided to classify tariffs 47 and 48 as obsolete, which means closing them to new customers.
Existing customers would be ableremain on these tariffs during the transitional period. However, if an
existing customer switched to a different retail tariff, they would not be able to switch back to tariffs 47 or
48. e Chapter 7 for more information on these arrangements

56 ErgonEnergyQuestions and AnswarsFor cusbmers using MORE than 4GWh a yedarch 2015, at
https://www.ergon.com.au/__data/assets/pdf_file/0004/261364/ar-customersusingMOREthan-
AGWh.pdf
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As part of its network tariff reform process, ErgorstBbution has standardised the network
tariffs applicable to CACs into four CAC standard tariffs and three CAC seasoraftusae
demand (STOUD) tariffs. The accessibility of these network tariffs is determined by the
customer's connection voltage.

Thefour CAC standard network tariffs have six charging comporténts:

1 an actual demand charge ($/kVA/month), which applies to the customer's actual kVA
monthly maximum demand

i an excess reactive power charge ($/excess kVAr/month), which applies to the k'dAryse

AAAAAAA

Odza G 2YSNJ KI'i SEOSSR&a (K® Odzali2YSNID& LISNNYAaaj

71 OFLIOAGE OKIFINBS o6bklzx! 2F | dzZiK2NARASR 5SYI yF
individual kVA authorised demand or, if there is no authorised demand, the annual
maximum demand in therevious full pricing period prior to the setting of prices

1 afixed charge ($/day)

i a connection unit charge ($/day/connection unit)

1 an any time energy charge ($/kWh of total energy consumed).
The three CAC STOUD network tariffs have seven charging cemgth

i1 a peak demand charge ($/kVA/month), which applies to the customer's maximum kVA
demand recorded between 10am to 8pm during sumthereekdays

i an excess reactive power charge ($/excess kVAr/month), applies to the kVAr used by a
customer thatexceeds i Odza 12 YSNR& LIENNYA&dZaA0ES ljdzr yiAde

i a capacity charge ($/kVA of Authorised Demand/month), which applies to the greater of
SAGKSNI 6GKS Odza2YSNRA | dziK2NAASR RSYlIYR 2NJ (F
demand?

1 afixed charge ($/day)

i a connection unit chargéb/day/connection unit)

1 peak energy charge ($/kWh of energy consumed), which applies to the total energy
consumed during summer monttts

i off-peak energy charge ($/kWh of energy consumed), which applies to the total energy
consumed during nosummer month$*

5 The network charging components consist of both the distritrutise of system charges and transmission
use of system charges.

58 A customer's permissible kVAr quantity is determined by@rdza (i 2 aufhdiiEed demand and the
National Electricity Rules compliant power factor

% Thenetwork charging components consisf both the distribution use of system charges and transmission
use of system charges.

8 Summer months are December, January and February.

611 Odza 2 YSNHa& LISN¥YAaaAoftS 1! N ljdahydAaide Aa RSGISNX¥AYSR
National Electgity Rules compliant power factor.

52 The monthly actual maximum demand is measured all year excluding summer peak demand window times
(i.e. 10 am to 8 pm during summereekdays.

53 Summer months are December, January and February.

54 Non-summer months are ldrch to November.
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More information on Ergon Distribution network tariffs is available on its website at
https://www.ergon.com.au/network/networkmanagement

Considerations

Ergon Distribution has proposed the introduction of new high voltage retail tariffs for CACs
underpnned by its CAC network tariffs on the basis that this would improve cost reflectivity by
passing through the relevant network price signals.

In its submissiomeceived under the November 2016 delegati@nergy Queensland reiterated
its support for theintroduction of new retail tariffs for CACs underpinned by Ergon Distribution
CAC network tariff&

The standardisation of CAC network tariffs has made it feasible for the QCA to consider basing
high voltage retail tariffs on Ergon Distribution CAC netwarkfs. We consider this would
improve cost reflectivity relative to retall tariff 48. Given this, and consistent with the N+R
approach, we have decided to introduce seven new CAC retail tariffs, underpinned by the
relevant CAC network tariffs.

As the Q@ has decided to close tariff 48 to new CACs and ICCs, we also need to consider
introducing a new retail tariff for ICCs. At this stage, network tariffs available to ICCs have a
standardised tariff structure but the rates are calculated on an individusisb@ reflect the
ALISOAFTAO &adzllLl) @ NBIdzZANBYSyia 2F + arxisqQa t2FR
notified prices based on the individually priced ICC network tariffs infeasible, as it will require us

to set individually priced retail tdfs for ICCs.

Ergon Distribution advised that among the standardised network tariffs available to very large
business customers, its CAC standard network tariff HVL (High Voltag22/ird&kV Line) is the

most suitable base for an ICC retail tariff as itlbsest to cost reflectivity for ICCs on a network
level. Energy Queensland supported the establishment of a new retail tariff for ICCs based on
the Ergon Distribution CAC standard network tariff EfV/L.

Given this advice, the QCA has decided to introdunew ICC retail tariff underpinned by Ergon
Distribution CAC standard network tariff HVL, on the basis that it improves cost reflectivity
relative to retail tariff 48.

QCA position
The QCA's decision is to:

1 introduce seven high voltage retail tariffs f6ACs, underpinned by Ergon Distribution CAC
standard network tariffs and CAC STOUD network tariffs

i introduce one high voltage retail tariff for ICCs, underpinned by the Ergon Distribution CAC
standard network tariff HVL.
3.3.2 Network cost components f&2017¢18

The QCA's decision is to continue to base retail tariffs for large business customers and street
fAAKGAY3 OdzAG2YSNBR 2y (GKS ySig2N] GFENRTFTTFA | LIL
transmission region one. We have also decided to intredoew high voltage retail tariffs for

% Energy Queensland, Submission on the QCA interim consultation, fRggulatedretail dectricity prices for
201718, 7 December 2016

56 Energy Queensland, Submission on the QCA interim consultation, fRexgulatedretail dectricity prices for
201718, 7 December 2016
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very large business customers, which are based on Ergon Distribution CAC network tariffs
applying to east pricing zone, transmission region one.

Our decision on the network tariff structures and charges to apply tch eatail tariff is
presented in the following tables.
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Network costs

Table3 ErgonDistribution network charges for 201¢18 large business and street lighting customer retail tariffs (GST exclusive)

Retail tariff Ergon Distribution Fixed charge Usage charge Usage charge Demand charge Demand charge
network tariff code (peak) (off-peak/flat) (peak) (off-peak/ flat)
c/day c/kWh c/kWh $/kW/month $/kW/month
Tariff 44 over 100 MWh EDSTT1 4228.100 1.341 33.915
small (demand)
Tariff 45 over 100 MWh EDMTT1 14256.600 1.341 25.552
medium (demand)
Tariff 4& over 100 MWh EDLTT1 37498.500 1.322 20.915
large (demand)
Tariff 5 seasonal timeof- ESTOUDCT1 3401.000 0.941 3.441 57.155 10.415
use (demand)
Tariff 7Ir street lighting EVUT1 0.500 16.819

a Charged per metering point.

b The fixed charge for street lighting applies to each lamp.
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Table4 Ergon Distribution network charges for 20&¢¥8 very large business customer retail tariffs (GST exclusive)

Network costs

Retail tariff Ergon Fixed charge | Usage charge | Usage charge | Connection unit| Capacity charge| Demand charge| Excess reactive
Distribution (peak) (off-peak or charge (off-peaki/flat) (peak/flat) power charge
network tariff flat)
code
c/day c/kWh c/kWh $/day/unit $/kVA of $/kVA/month | $/excess/kVAr/
authorised month
demand/month

Tariff 51A over 4 GWh EC66T1 22091.200 1.505 9.451 4.234 2.500 4.000

high voltage (CAC 66kV

Tariff 518 over 4 GWh EC33T1 15591.200 1.505 9.451 5.058 2.500 4.000

high voltage (CAC 33kV

Tariff 51@ over 4 GWh EC22BT1 14191.200 1.509 9.451 5.815 3.100 4.000

high voltage (CAC

22/11kV Bus)

Tariff 510 over 4 GWh EC22LT1 13391.200 1.524 9.451 11.315 6.200 4.000

high voltage (CAC

22/11kV Line)

Tariff 52A over 4 GWh | EC66TOUT1| 10091.200 1.005 1.405 9.451 6.715 11.000 4.000

high voltage (CAC

STOUD 33/66KkV)

Tariff 52B over 4 GWh | EC22BTOUT] 10091.200 1.009 1.409 9.451 4.715 39.600 4.000

high voltage (CAC

STOUD 22/11kV Bus)

Tariff 52@ over 4 GWh | EC22LTOUT1 10091.200 1.024 1.424 9.451 8.715 72.333 4.000

high voltage (CAC

STOUD 22/11kV Line)

Tariff 53 over 40 GWh EC22LT1 13391.200 1.524 11.315 6.200 4.000

high voltage (IC€E)

a Ergon Distribution advised that ICCs do not incur connection unit charges on a network level.
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ENERGY COSTS

4.1

A retailer incurs energy costs when purchasing electricity to meet the electricity demand of its
customersEnergy costs can be split into three general categories:

(1) wholesale energy costs
(2) other energy costs
(3) energy losses.

As with previous price determinations, the QCA has determined energy costs based on advice
from ACIL Allen, its consultant. ACIL Allen hasa&®d that energy costs will increase for all
customers in 201718, with increases driven primarily by higher wholesale energy costs.

An overview of how each energy cost component was calculated is provided below. A more
detailed explanation appears irCAL Allen's 20%728 final reportt’

Wholesale energy costs

A retailer incurs wholesale energy costs when purchasing electricity from the National Electricity
Market (NEM) to meet the electricity demand of its customers. The NEM is a volatile market
where prices are settled every half an hour and can range fg$h000 per megawatt hour
(MWh) to $14,000 per MWPFE Retailers can, and do, adopt a range of strategies to reduce price
volatility risk, including:

i pursuing a 'hedging strategy’ by purchasing findrégivatives such as futures, swaps and
options

i entering longterm power purchase agreements with generators
i investing in their own electricity generators.

For the 201617 price determination, ACIL Allen estimated wholesale energy costs for
customers on atified prices using a hedging strategy approach. The QCA considered that ACIL
Allen's approach was transparent and best reflected the actual costs retailers incur when
purchasing electricity from the NEM. Hedging based strategies have also been adopteérby
Australian regulators and endorsed by the Australian Energy Market Commission (AEMC) in its
2013 advice on best practice retail regulation, produced for the Standing Council on Energy and
Resource§?

In their submissioneeceived undethe November2016 delegationthe Queensland Consumers

Associatio® and QCOSSsupported the use of the same hedging strategy methodology used
to estimate energy costs for the 20457 price determination. Energy Queensland supported a
market based approach but raisedrse concerns regarding the data used to determine energy

57 Seehttp://www.qca.org.au/Electricity/Regionatonsumers/Reg lectricityPrices.

%8 The minimum spot price is defined in clause 3.9.6(b) of the National Electricity Rules. The market price cap is
published by the AEMGrery February and is effective from 1 July. The cap to commence 1 July 2017 is
$14,200. For more information, see www.aemc.gov.au.

89 AEMCAdvice on best practice retail price methodoldiyal report, 27 September 2013.

®Queensland Consumers AssociatiGnbmission on the QCA interim consultation papagulated electricity
prices for 201@18, 7 December 2016.

1 QCOSSSubmission on the QCA draft determinati®egulated electricity prices for 2018, 3 April 2017.
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costd? Canegrowers Isis was concerned that electricity prices were too high, and considered
that the energy cost structure should be challenged, as 'ultimately such a system will lead to a

failure o the network'’® Canegrowers recommended that the QCA use Ergon's net system load

profile (NSLP) to determine wholesale energy costs rather than Energex's RSLP.

In its final report on estimated energy costs for 2018 (201%18 final report), ACIL Alldmas

continued to estimate wholesale energy costs using a hedging strategy approach. This is
consistent with its approach in previous years. ACIL Allen has also provided a detailed

explanation of its calculation of wholesale energy costs in chapter 4 201% 18 final report
and hasaddressed in chapter te issues raised in submissioreceived under the November

2016 delegation

As set out in its 2018 final report, ACIL Allen has estimated that wholesale energy costs will
increase for all retail tafifs in 201%18 compared with 2016L7. The increase reflects the
projected continuation of the increase in gas prices forfjasl generation and the continued

tightening of the supplygdemand balance in the NEM due to:

i increased demand from ifield gas ompression associated with the liquefied natural gas

(LNG) export facilities in Queensland

i the closure of Hazelwood Power Station in 2017 and the continued operation of the Portland

aluminium smelter in Victoria

i little new renewable energy capacity entegithe market in 201718t particularly in
Queensland®

/L 't€ESy ftaz2 ROAASR KIG AGa oK2tSaltsS St S

expectations of price outcomes in 2aMy ® / 2Y LI} NBR & A (ck7 pic& S
determination, futures ontract prices for 201q18 on a tradeweighted basis have increased by

around?”

1 $16.55 per MWh for base contracts
1 $27.67 per MWh for peak contracts
1 $3.26 per MWh for cap contracts.

Figure? illustrates the movement in annual tradeeighted quarterly hedgig contract prices

since the 201814 price determination.

2Energy Queensland, Submission oa @CA draft determinatigrRegulated electricity prices for 218, 4
April 2017.

3 Canegrowers Isis, Submission on the QCA interim consultation jRegujated electricity prices for 207
18, 7 December 2016.

" For more information on NSLPs, de#p://www.aemc.gov.au/getattachment/5615bb6$6b5-4afe-bc4d
6cla7ea89727/Nesystemload-profile-2012.aspx

5 Canegrowers, Submission on the QCA draft determinaRegulated electricity prices for 2Q18, 3 April
2017.

"6 While a number of new renewabknergy projects are planned or under construction, only a limited amount

of new renewable generation will be fully operational in 2618, with a number of renewable energy
projects likely to commence operation towards the end of, or after, the 2087*inancial year in mik2018.
"7Based on contracts traded from 15 August 2014 until 3 April 2017.
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Figure7 Annualised quarterly electricity hedging contract prices ($/MWh), 2@138 final
determination and previous final determinations
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Source: ACIL Allen, Estimated Epeegsts for 20%/18, 9 May 2017, p. 13.

In addition to thecontinued tightening of the suppitglemand balance in the NEMummer
weather conditionsduring 201§17 mayhave also caused market participants to revise their
price and demand expectations for 2@IB. Queensland’'s summer in 201§ saw a record
number of consecutive days over 30 degrees Celsius. This is likely to have contributed to a
higher level of electdity demand and higher spot prices relative tms$le in past years (see
Figure8). Spot price outcomes in Queensland were also far more volatile, with a far greater
number of significant high spot price events in teemmer of 201617 (see Figure9).’
Demand and spot price outcomes in 2@l§ are relevant, as they are likely to be incorporated
into market participants' expectations of these variables for 2AB7 It is important to note

that spot prices are the prices that retailers purchase electriaityf they are not sufficiently
hedged. Consequently, the recent higher and more volatile spot prices, coupled with robust
demand for electricity during the 20t67 summer period, are likely to have contributed to
higher contract prices, particularly fdne first quarter of 2018.

8 A significant high spot price event refers to a Halfir interval where the spot price exceeds $2000/MWh
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Figure8 Queensland average demand weighted electricity spot price and electricity demand
during summer: 201412 to 201€17
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Note: All figures are the average of khtiurly data over summer montt{ecember, January and February) for
each year.

Source: AEMO,

http://www.aemo.com.au/Electricity/NationaElectricityMarket-NEM/Datadashboard#aggregatediata ,
data retrieved on 16 March 2017

Figure9 Frequency of significant high Queensland spot price events during summer,A®11
to 2016417
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Source: AEMO,

http://www.aemo.com.au/Electricity/NationaElectricityMarket-NEM/Datadashboard#aggregatedata ,
data retrieved on 9 March 2017.
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Over the past few years, the Energex NSLP has become peakier due to increased solar
generation reducing daytime demand but having no effect on the evening peak defthand.
Figurel0 shows how the NSLP has become peakier over time.

Figurel0 Energex NSLP
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Note: The term 'relative MW' means the load for each year has been scaled so it sums to one. This removes
differences in absolute size over time.

Source: ACIL Allen, Estimated Energy Costs fog 2819 May 2017, p. 11.

The Energex NSLP hashigher weighting towards the peak periods and, consequently, the
highest wholesale energy costs of the profiles analysed in Queensland. The Ergon NSLP is less
peaky than the Energex NSLP and therefore has lower wholesale energy costs.

ACIL Allen estimad that wholesale energy costs in 2@18 will therefore increase as follows:
i The Energex NSLP will increase by 36.9 per cent to $103.11 per MWh.
i The Ergon NSLP will increase by 41.2 per cent to $92.75 per MWh.

1 The Energex controlled loads (tariffs 33 &id will increase by 34.2 per cent to $75.38 and
$56.76 per MWh respectively.
QCAposition
The QCA considers that ACIL Allen's hedging methodology is likely to produce reliable estimates
that reflect the efficient costs of supply. Maintaining an approamt201%18 that is consistent
with the approach used in previous years will also provide certainty to stakeholders.
¢tKS v/! Qa RSOAaAz2y Aa (G2 FOOSLW !/ L[ 'ttSyua
cost estimates, which are outlined in Teld

Consistent with the UTP the QCA has used the Energex NSLP wholesale energy costs estimate
for residential, small business and unmetered supply (excluding street lighting) customers.

® Peak demand generally occurs betwe®B0 pmand8.30 pm.
80 SeeChapters 1 and 2 for further detail.
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4.2

42.1

Table5 Estimated wholesale energy costs the Queensland regional reference node for

201718
Settlement class Retail tariff Wholesale Change from 201617
energy cost
$/MWh % $

Energex NSLP & unmetered| 11, 12A, 14, 20, $103.11 36.9% $27.79
supply 22A,24, 41, 91
Energex Controlled Load 31 $56.76 34.2% $14.45
9000
Energex Controlled Load 33 $75.38 34.2% $19.23
9100
Ergon Energy NSt$mall, 44, 45, 46, 50, 71 $92.75 41.2% $27.06
medium, large (SAC) deman
& streetlights
Ergon Energy NStliRgh 51A, 51B, 51C, 51D $92.75 41.2% $27.06
voltage demand & customerg 52A, 52B, 52C, 53
over 4 GWh (SAC HVAC
&ICC)

Source: ACIL Allen, Estimated energy costs forg2819 May 2017, p. 24

Other energy costs

In addition to wholesale energy costs, the QCA must account for the other energy costs that a
retailer incurs when it purchases energy from the NEM, which are:

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

1 prudential capital costs.

Renewable Energy Target costs

The RET scheme, comprised of the L@age Renewable Energy Target (LRET) and -Sozddl
Renewable Energy Scheme (SRES), provides incentives for the electricity sector to increase
generation from renewable sources and reduce greenhouse gas emissions. The costs of these
incentives are paid by railers through the purchase of Largeale Generation Certificates
(LGCs) and Smaltale Technology Certificates (STCs).

LRET costs

The LRET sets annual targets for the amount of electricity that must be sourced froradakge
renewable energy projectike wind farms, with an ultimate target of generating 33,000
gigawatt hours (GWh) of electricity from largeale renewable sourcés.Retailers must
purchase a set number of LGCs according to the amount of electricity they have sold to
customers in the @lendar year.

C2NJ GKS glr priceadetermination, ACIL Allen estimated LRET costs using a market
based approach. This approach based LGC prices on forward prices for certificates published by
the Australian Financial Markets Association (AFMA)L Allen used the 2016 renewable

81 Section 40Renewable Energy (Electricity) Act 200€h)
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power percentage (RPP) for the first half of the pricing period and the latest published 2017
LRET target for the second half of the pricing period.

In its submissioneeceivedunder theNovember 2016 delegatigrEnergy Quensland supported
calculating LRET costs using a maleged approach, but noted that the AMFA stopped
publishing its forwardooking market LGC prices in September 2016. QCOSS supported the use
of the same methodology as for the 2Gl& price determinatin.

In its 201%¢18 final report, ACIL Allen forecast LRET costs using an approach that was largely
consistent with previous years. ACIL Allen used AFMA data up until September 2016. However,
due to AMFA ceasing publication of this data at the end of $eipée 2016, ACIL Allen used TFS
broker data from October 2016 through to April 2017. ACIL Allen examined LGC forward prices
provided by TFS prior to September 2016 and was satisfied that they were consistent with
AMFA prices, and were suitable for the pose of contributing to estimating LRET costs.

ACIL Allen has provided a detailed explanation of its calculations in chapter 4 of itsl2017
final report, along with information on LGC prices and the assumptions underpinning the
implied RPPs used. It aladdressed issues raised in submissim@teived under the November
2016 delegationn chapter 3 of its 201718 final report. ACIL Allen examined market prices over
a number of years and considered that its markased approach, whereby retailers purchase
LGCs over a twgear period to satisfy their obligations, provided the best estimate of LRET
costs for the purposes of setting notified prices for 2€18.

At the time ACIL Allen prepared its 2@13 final report, LGC spot prices were trading around
$85.Consequently, ACIL Allen has forecast that LRET costs fayl804ill be $11.97 per MWh
for all retail tariffs, an increase of $4.14 per MWh compared to the 2016price
determination.

QCA position

The QCA considers that ACIL Allen's mablsted approdt, using the most wpo-date targets

and price information published by AFMA and TFS, is likely to produce the most reliable
estimate of LRET costs to be incurred by retailers in @08.7Maintaining an approach for

201718 that is largely consistent wittihe approach used in previous years will also provide

certainty to stakeholders.

CKSNBEFTF2NB>x (GKS v/! Qa RSOAaAz2y Aa G2 OOSLI !/ |
cost estimates, which are outlined in Table 6.

SRES costs

The SRES provides mcentive for individuals and small businesses to install eligible-soeié
renewable energy systems such as solar panel systems,-staldl wind systems, smaltale

hydro systems, solar hot water systems and heat pumps. Customers installing jssms
receive STCs, which retailers must purchase according to the amount of electricity they have
sold to individuals and small businesses.

For the 201617 price determination, ACIL Allen estimated SRES costs using the final 2016
smaltscale technology grcentage (STP) and the latest available -bonding 2017 STP target
for the second half of the pricing period. STC prices were based on the clearing house price.

In its 201718 final report, ACIL Allen estimated SRES costs using the same approach as
2016¢17. Its forecast of $3.01 per MWh was based on the on the latest availableindimg
STP targets.
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QCA position

The QCA considers that ACIL Allen's approach is likely to produce the most reliable estimate of
SRES costs to be incurred by retailers in 2087 Maintaining a consistent approach for
201718 will also provide certainty to stakeholders.

Therefore, the QCA accepts ACIL Allen's advice on this matter and its final SRES cost estimates,
which are outlined in Table 6.

4.2.2 NEM participation fees anancillary services charges

Retailers purchasing electricity from the NEM are required to pay NEM participatiod éeeks
ancillary services charges to AEMO. NEM participation fees are levied by AEMO to cover the
costs of operating the NEM, the costs asatal with full retail contestability, and the costs of
funding Energy Consumers Australia. Ancillary services charges cover the costs of the services
used by AEMO to manage power system safety, security and reliability.

For the 201617 price determination! / L[ ! £t Sy dzaASR ! 9ah Q& 0o6dzR3AS{
estimate NEM participation fees. Its estimate of ancillary services charges was based on the
average historical costs observed over the preceding 52 weeks.

AAAAA

In its 201218 final report, ACIL Allenused 8 LINP 2SOGSR b9a LI NIAOALI G
201718 Draft Budget and Fees repofonsistent with its approach in 204567, ACIL Allen's

estimate of ancillary service charges was based on the average historical costs observed over

the preceding 52 weeks

QCA position

The QCA considers that ACIL Allen's approach is likely to produce the most reliable estimate of
NEM participation and ancillary services costs to be incurred by retailers in¢2®17
Maintaining an approach for 20¢18 that is consistent wit the approach in previous years will

also provide certainty to stakeholders

CKSNBEF2NBE:Z (GKS v/! Qad RSOAaAzy Aa G2 FOOSLI !/
estimates, which are outlined in Table 6.

4.2.3 Prudential capital costs

Prudential cajial costs are the costs a retailer incurs to provide financial guarantees to AEMO
and to lodge initial margins with hedge providers for futures contracts. These costs must be
accounted for, as futures contracts are relied upon to derive the wholesaleggneosts
estimates. For the 2017 price determination, ACIL Allen estimated prudential capital costs in
line with the latest published AEMO requirements and margin requirements for trading in the
futures market.

In its submissiomeceived under theNoverber 2016 delegationQCOSS supported the use of
the same methodology to estimate energy costs, including prudential costs, as for thelZ016
price determination. Canegrowers proposed that the energy component, including prudential
costs should be based dine Ergon NSLP.

In its 201718 final report, ACIL Allen used an approach that is largely consistent with its
2016c17 approach. However, it refined the methodology for estimating the hedge prudential

821n its2017c18final report, ACIL Allen refers to these fees as 'NEM management fees'.
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costs component to take into account the relative prapan of each type of contract used in
its hedge model and any ovepntracting modelled in that hedge mod&l.
QCA position

The QCA considers that ACIL Allen's approach is likely to produce the most reliable estimate of
prudential capital costs to be inmed by retailers in 201718. We consider the use of the

Energex NSLP to calculate prudential costs is appropriate, given that under the Queensland

D2 @S NY Y S8 madtZustprgets in regional Queensland will pay notified prices that are

based on energy @bs in south east Queensland.

CKSNBFT2NB> GKS v/ ! Qa RSOA&aA2Yy Aa (G2 FOOSLI !/ |
capital cost estimates, which are outlined in Table 6.

4.2.4 Summary of other energy costs for 2@1B

Table 6 sets out the estimated other energy costs for 20§18, which will be added to the
wholesale energy cost components of all retail tariffs.

Table6 Other energy costs (excluding lossesll retail tariffs

Cost component $/MWh % change from 201617
LRET $11.97 52.9%
SRES $3.01 T 19.5%
NEM fees $0.53 10.4%
Ancillary services $0.34 3.0%
Prudential capital $2.53 155.6%
Total $18.38 37.5%

Note: Totals may not add due to rounding.
Source: ACIL Allen, Estimated Energy Costs fog28157/May 2017 pp. 28 31.

4.3 Energy losses

Some electricity is lost when it is transported over transmission and distribution networks to
customers. As a result, retailers must purchase additional electricity to allow for these losses
when supplying customers.

Consistent with itapproach in 201617, ACIL Allen has accounted for energy losses by applying
transmission and distribution loss factors published by AEMO in a manner that aligns with
AEMO's settlement process. These losses are based on AEMQ42@iiblished loss facter

QCA position

¢KS v/!Qa RSOAaAA2Y A& G2 OOSLI '/ L[ !'tftSyda |
which are outlined in Table 7.

83 Forprevious price determinations, ACIL Allen used lm@kcontracts as proxies for hedge prudential costs.
Consistent with the approach in previous price determinatidosjts 201718 final report, ACIL Alletas
calculated prudential costs based on the Energex NSLP.

84 SeeChapters 1 and 2 for more detail.
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4.4 Total energy cost allowances for 2@18

¢FofS T adzyYFNAaSa (GKS v/ ! Qa rReSdDkelaih @riff oy Sy S!
201718.

Table7 Final decisiom total energy cost allowances for 20£18

Settlement class| Retail tariff | Wholesale Other Energy Total energy Change

energy Energy losses allowance from
2016c17

$/MWh $/MWh % $/MWh c/kWh %

Energex NSLP &| 11, 12A, 14, $103.11 $18.38 6.5% $129.39 | 12.939 36.99%

unmetered 20, 22A,24,

supply 41,91

Energex 31 $56.76 $18.38 6.5% $80.02 8.002 34.94%

Controlled Load

9000

Energex 33 $75.38 $18.38 6.5% $99.85 9.985 34.86%

Controlled Load

9100

Ergon Energy 44, 45, 46, $92.75 $18.38 7.9% $119.91 | 11.991 35.42%

NSLBsmall, 50, 71

medium, large
(SAC) demand &
streetlights

Ergon Energy 51A, 51B, $92.75 $18.38 1.4% $112.69 11.269 35.49%
NSLPEhigh 51C, 51D,
voltage demand | 52A, 52B,
& customers 52C, 53
over 4 GWh (SAC
HV, CAC &ICC)

Note: Totals may not add due to rounding.
Source: ACIL Allen, Estimated Energy Costs fog 2819 May 2017, p. 33.
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RETAIL COSTS

5.1

The second element of the R component is retail costs, which include retail operating costs and a
retail margin.

The QCA will maintain existing retail cost allowances by:

9 adjusting fixed retail cost allowances for residential and small business custonaerount
for inflation, and maintaining variable retail cost allocators at 11.27 per cent for residential
customers and 12.8 per cent for small business customers, and

9 adjusting fixed retail cost allowances for large customers to account for inflathoh,
maintaining the variable retail cost allocators at 6.0445 per cent.

Background

Retail costs include retail operating costs (ROC) and a retail margin. ROC are the costs
associated with services provided by a retailer to its customers, and typicaligénclistomer
administration, call centres, corporate overheads, billing and revenue collection, IT systems,
regulatory compliance, and customer acquisition and retention costs (CARC). The retail margin
represents the return to investors for retailers' exquwe to systematic risks associated with
providing retail electricity services. The margin can also include other costs incurred by retailers
such as depreciation, amortisation, interest payments and tax expenses.

Prior to the 201617 determination, we dfnated allowances for retail costs based on publicly
reported data and benchmark observations of other regulatory decisions. Residential and small
business allowances were predominantly based on those of the Independent Pricing and
Regulatory Tribunal (FRT). Once established, these allowances were maintained in real terms
by adjusting them by the forecast change in the Consumer Price Index (CPI), and then applying a
retail margin.

For our 201617 price determinationwe conducted a comprehensive revieWtbe retail cost
components of retail tariffs. As part of that review, we engaged ACIL Allen to provide advice on
efficient retail costs. ACIL Allen used a combination of bottigmand benchmarking methods

to estimate retail costs for residential and sinblisiness customers, informed by analysis of
publicly available data, observed market offers, and detailed confidential information provided
by retailers. We established separate retail cost allowances for residential and small business
customers, basedrothe averages of ACIL Allen's benchmarking observations.

For large and very large business customers there was insufficient data to establish new
benchmarks. ACIL Allen advised that there was no compelling evidence that the retail costs
varied materiallyfrom the QCA's previous allowances. As a result, we based large business
customer retail costs on our 20456 allowances, adjusted fixed retail components by forecast
inflation (to maintain them in real terms) and then applied the relevant variable retsit
allocators®

85 See Appendix E for more information on variable retail cost allocations.
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We provided stakeholders with a full and comprehensive explanation of the methodology, the
data used, and how it was applied, in our 2618 price determination and ACIL Allen's reports,
which are available on the QCA/sbsite86

We noted in our 201617 determination that this thorough bottomp and benchmark review

of efficient retail cost allowances was costly and tiooesuming, placed significant reporting
burden on electricity retailers, and that it was likely the cost of doing that exercise on a yearly
basis would outweigh any incremental benefit over the short term. Rather, we envisaged that
the thorough review of retail costs for ¢h2016;17 determination should produce robust
estimates that could then be updated annually, using a defined escalation method.

Submissionseceivedunder the November 2016 delegation

QCOSS did not see the need to redo the calculations fromc2@1énd cosidered that the

retail cost allowances established in the 2Q18 final determination were an appropriate
starting point for setting prices for 20§¥8. QCOSS argued that retail costs should be indexed
down to reflect public statements by retailers AGldaDrigin Energy that they were seeking
increased efficiencies, and had reported reductions in their cost to serve per customer across
Australia.

Canegrowers Isis considered that retail cost allowances should be fixed for a period of up to five
years to enourage greater retailer efficiency.

CCIQ believed that the QCA shoutdvisit reviewing the cost to retait” While CCIQ
acknowledged that changes in retail costs in the 20B7draft determination were minimal,
when these changes were coupled with chasign 201617 and previous years they resulted in
price determinations which were unsustainable and inconsistent itlith State Government's
commitment to Queensland small business that electricity pricing is stabilising and coming
down' .88

Canegrowers casidered that the QCA's retail cost estimates were excessive as they contained
competition costs, whicht argued were not incurred by Ergon Retail, and excess margins over
efficient costs.

Energy Queensland highlighted the large body of work it facemnfmement the Australian
Energy Market Commission's Power of ChiSiceform package, and that there were a number

of reviews which could have an impact on retailer costs in future. Energy Queensland also noted
that its customer management costs had incre@slue to the declining economic conditions in
regional Queensland resulting from the end of the mining boom. Origin Energy highlighted the
need to maintain both the fixed and variable charges in real terms.

QCA position

The QCA will maintain existing fikeetail cost allowances in real terms, and maintain variable
retail cost percentage allocators as the same proportion of other variable costs established in
the 201617 final price determination. We agree with QCOSS that the retail cost allowances
establshed in 201617 are an appropriate starting point for establishing 2QI& retail cost

86 Seehttp://www.qca.org.au/Electricity/Regionatonsumers/RegglectricityPrices

87 CCIQ, Submission to the QCA draft determinatitegulated Retail Electricity Prices for 2Q18, 3 April
2017, p. 4.

88 CCIQ, Submission to the QCA draft determinatfitegulated Retail Electricity Prices for 2Q18, 3 April
2017, p. 4.

89 Seehttp://www.aemc.gov.au/MajorPages/Powebnf-choice
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allowances. As noted in our 20467 determination, we will consider a further detailed review
in future, particularly if there were material changes in retail cost dsive

We note comments from consumer groups who considered that retail allowances should be
reduced. While we have considered public statements from AGL and Origin on their cost to
serve their customer base, the data provided is not specific to electriaggjomers and only
represents two retailers. In addition, the QCA notes that public statements by AGL and Origin
Energy? indicate slightly lower cost to serve per customer account figures and increases in the
cost of acquiring customers. As retailers seavearying mixture of new and existing customers,

it is not clear this data establishes that overall retail costs are likely to fall ing28%@r these

two retailers.

While it is highly unlikely that Ergon Retail will incur the same level of CARGittamtéal and

small business customers as a retailer in south east Queensland (SEQ), that does not mean the
retail costs estimated by the QCA are excessive. As discussed in Chapter 2, under the Uniform
Tariff Policy (UTP), the QCA must set notified priged,by extension estimate retail costs, for
residential and small business customers based on costs in SEQ. As such, the level of CARC
incurred by Ergon Retail is irrelevant to estimating retail costs for residential and small business
customers. RemovinGARC from retail costs would result in notified prices that are inconsistent
with the UTP.

CCIQ is correct that retail cost estimates increased for small business customersgh720%&
primary reason is that prior to 20&&7, based on the availableformation, residential and

small business customers were estimated to have the same retail costs. However, when ACIL
Allen conducted its analysis, it had access to detailed market information from multiple
electricity markets in Australia. This alloweddtestimate retail costs for residential and small
business customers separately. The market data clearly showed that retail costs for small
business customers were higher than for residential customers. As such, the relative change
was a direct result othe QCA having access to more detailed data than in previous
determinations. While the QCA could conduct another retail cost review for the final
determination, it would utilise the same type of detailed data and it is therefore unlikely that
such a revie/ would result in materially different estimates.

As the QCA has no compelling evidence that actual costs have fallen in real terms for retailers in
the electricity market, for either residential or small business customers we consider reducing
retail costallowances in real terms would likely result in notified prices below levels that would
be consistent with the UTP.

Maintaining retail cost allowances, on the other hand, is consistent with our previous
approaches to setting retail prices as well as wlid UTP.

For residential and small business customers, retail cost allowances will be maintained by:

% AGL, Ful Year Results Investor Presentatib® August 2016slide 17; AGlnterim Results Investor
Presentation 10 February 201&lide 14 Origin EnergyOperating and Financial Review for the half year
ended 31 December 20185 February 201,p. 21; Origh EnergyOperating and Financial Review for the full
year ended 30 June 20183 August 2016.37; Origin EnergyQperating and Financial Review for the half
year ended 31 December 2013 December 2015, p. 25.
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9 adjusting fixed retail cost allowances estimated in 201T6by the Reserve Bank of
Australia's forecast of the change in the CPI for 2087 to maintainthem in real terms,
and

i maintaining the variable retail cost percentage allocators at 11.27 per cent for residential
customers and 12.8 per cent for small business customers, the same proportions of other
variable costs established in the 2@1§ final pice determination.

Consistent with the 20167 price determination fixed retail cost allowances for large and very
large business customers will be adjusted by forecast CPI, and the variable retail cost allocators
will be maintained at 6.0445 per cent.

5.2 Retail cost allowances for 20878

Tables 8 to 11 set out the retail cost allowances for each regulated retail tariff fog281Fach
fixed retail cost component includes an allowance for QCA regulatory fees.

Table8 Retail costsdr residential customers for 201718 (GST exclusive)

Retail tariff Pricing component
Fixed retail Usage (c/kWh) Demand ($/kW/month)
component
(c/day)r Peak Off-peak/flat Peak Off-peak/flat
T11 35.884 2.503
T12A 35.884 5.903 2.038
T14 35.884 1.687 6.349 0.958
T31 1.527
T33 1.981

a The fixed retail component comprises the benchmark retail fixed component adjusted for inflation and QCA

regulatory fees.

Table9 Retail costs for small business customers &X1 718 (GST exclusive)

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

T20 50.861 3.001
T22A 50.861 6.187 2.586
T24 50.861 2.045 10.975 1.159
T41 50.861 1.751 2.833
T91 2.724

a The fixed retail component comprises the benchmark retail fixed component adjusted for inflation and QCA
regulatory fees.

91 We adopted a CPI of 2.0%, which issistent with the midrange of the RBA forecast of 1.§26% for the
12 months to 30 June 2018. See Reserve Bank of Aus8tltament on Monetary Policiovember 2016,
Table 6.1, p. 57.
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Tablel0 Retail costs for large business and street lighting customers2@t 7¢18 (GST

exclusive)
Retail tariff Pricing component
Fixed retail Usage (c/kWh) Demand ($/kW/month)
component
(c/day)r Peak Off-peak/Flat Peak Off-peak/Flat

T44 502.316 0.806 2.050
T45 1139.598 0.806 1.544
T46 2685.590 0.805 1.264
T50 466.118 0.782 0.933 3.455 0.630
T71 1.741

a The fixed retail component comprises the benchmark retail fixed component adjusted for inflation and QCA
regulatory fees.

Tablell Retail costs for very large business customers204718 (GST exclusive)

Retail tariff Pricing component
Fixed retail Usage (c/kWh) Connect| Capacity Demand Excess
component ion Unit | (flat/off - (flat/peak) Reactive
(c/day)? peak) Power
Peak Off- ($/day/ | ($/kVAof | ($/kVA/mth) ($/excess
peak/Flat unit) AD/mth) kVAr/mth)
T51A 2843.402 0.772 0.571 0.256 0.151 0.242
T51B 2843.402 0.772 0.571 0.306 0.151 0.242
T51C 2843.402 0.772 0.571 0.351 0.187 0.242
T51D 2843.402 0.773 0.571 0.684 0.375 0.242
T52A 2843.402 0.742 0.766 0.571 0.406 0.665 0.242
T52B 2843.402 0.742 0.766 0.571 0.285 2.394 0.242
T52C 2843.402 0.743 0.767 0.571 0.527 4.372 0.242
T53 2843.42 0.773 0.684 0.375 0.242

a The fixed retail component comprises the benchmark retail fixed component adjusted for inflation and QCA
regulatory fees.
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6 OTHER ISSUES

This chapter sets out our decisions on the inclusion of an additional allowance above the
estimated efficient cds of supply and the application of a cost pt#s®ugh mechanism. Our
decisions are to:

i include a 5 per cent allowance above the estimated efficient costs of supply in south east
Queensland for all residential and small business customer tariffs, totrigffeexpected
price differential between the lowest offers and standing offers in @08 {consistent with
the 201&17 price determination)

i include an allowance for headroom of 5 per cent above the estimated efficient costs of
supply for all large and v large business customer tariffs201%18 (consistent with the
201617 price determination)

i require a negative pashirough of an overecovery of Smatbcale Renewable Energy
Scheme (SRES) costs incurred duringcdd16

6.1 Standing offer adjustment resdential and small business customer
tariffs

Retail competition in the residential and small business market segment is very limited in
regional Queensland. This is largely because of the UTP, which delivers a subsidy to Ergon Retail
to supply electricityat notified prices. These prices are, in most cases, well below the cost of
supply. As other retailers do not have access to this subsidy, they typically cannot compete with
Ergon Retail's subsidised notified prices.

The QCA uses an N+R bottom approachto derive the estimated efficient costs of supplying
small customer® in south east Queensland, which serves as a basis to set notified prices. In
broad terms, this produces price levels that we would expect, on average, to reflect the lowest
prices offerel by an efficient representative retaifsr

To be consistent with the UTP, the QCA needs to set notified prices for small customers in
regional Queensland that broadly reflect the expected level of standing offer prices in south
east Queensland (see Chap®). To achieve this, we need to add an amount to the estimated
efficient costs of supply to account for the expected price differential between lowest offers
and standing offers in south east Queensland. This adjustment is referred to as a standing offe
adjustment. In the 201617 price determination, we set the standing offer adjustment at five
per cent of the total estimated efficient cost of supply in south east Queensland.

Retail electricity prices observed in south east Queensland reveal thatnetagers' standing
offer prices are generally higher than their lowgsiced offers, albeit by varying amounts. The
lowestpriced offers of retailers generally are market offers but can be standing offers.

92 Small customers are residential and small business customenrsllbas customers accessing the unmetered
supply (excluding street lighting) retail tariff.

% An efficient representative retailer which does not adopt a loss leading pricing strategy where electricity is
being supplied below cost to attract new customarsi/or to sell other/additional products and services to
those customers.
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Submissionseceivedunder the November 2016 dedgation
Canegrowers Isis noted that:

Competitive prices should be applied to ensure the SOD (standing offer differential) is restricted
to within a commercially competitive rangé.

The Queensland Consumers Association also submitted that:

Calculation of dferentials between SEQ standing offers and market contracts should take
account of the extent to which any, or all, standing offers may be above the efficient cost of

supply?9s
Canegrowers submitted that:

allowing a 5 per cent mark up above the costs addgpsold significantly overstates the size of
the margin required. In regional Queensland, Ergon faces no customer acquisition cost.
Customers have no alternative but to use Ergon retail. The lack of acquisition cost, is likely to
more than offset any adtdonal margin to reflect the terms and conditions of the standing offer
and any adverse selection bias in the customer b¥se.

QCA position

As discussed, to derive notified prices consistent with the definition of the UTP, we need to set
notified prices for small customers based on the estimated efficient costs of supplying small
customers in south east Queensland. We also need to adjuststimated efficient costs of
supply in south east Queensland to account for the expected price differential between and
lowestpriced and standing offers. This requires us to take into account both market and
standing offer prices in south east QueenslafAd.such, the costs faced by Ergon Retail when
serving customers in regional Queensland are irrelevant to setting notified prices for small
customers.

Energy Queensland supported our approach to estimating the standing offer diffef€ntial.

6.1.1 Types of electcity offers

Standing offer prices are the prices that retailers charge under standard retail contracts. These
contracts are basic contracts with terms and conditions that are specified by the National
Energy Retail Rules (NERRh south east Queensldnwhere prices have been deregulated,
standing offer prices are set by retailers. Standard retail contracts are referred to in this report
as 'standing offers'.

In contrast, market prices are set by retailers and offered under the terms and conditi@ans of
market retail contract, referred to as 'market offers'. Market retail contracts contain a minimum
set of terms and conditions (specified in the NEBRR'hese contracts also include other terms
and conditions that are agreed between the retailer and costo. For example, a market retail

% Canegrowers Isi§ubmission on the QCA interim consultation pajRegulatedelectricity prices for 2017
18, 7 December 2016

% Queensland Consumers AssociatiBnbmission othe QCA interim consultation papdRegulatectlectricity
prices for 201718, 7 December 2016.

% Canegrowers, Submission on the QCA draft determinaRegulatedelectricity prices for 201718, 3 April
2017.

97 Energy Queensland, Submission on the @@&m consultation paperRegulatecelectricity prices for 2017
18, 7 December 2016

%¥NERR, rule 12, schedule 1.

®NERR, rule 14
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contract might offer customers additional discounts based on their biling and payment
methods.

6.1.2 Why is there a difference between market and standing offer prices?

There are a number of potential reasons why standing offéeces tend to be higher than
market offer prices. This difference likely reflects the fact that standing offers often provide
terms and conditions that are more favourable to the customer. The premium included in
standing offer prices could be consideredmpensation to the retailer for accepting the
additional costs and risks associated with providing more favourable terms and conditions to
customers.

Through market offers, retailers are able to adopt different terms and conditions designed to
reduce treir costs or risks. This enables retailers to offer lower prices or other incentives to
encourage customers to take up market offers. For example:

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

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

1 Requiring customers to subscribedaline-only (paperless) billing allows retailers to save on
printing and postage costs.

The difference between market and standing offer prices may also be an indication of different
pricing strategies, whereby retailers target different customer segmauritis different prices,
according to their preferences and sensitivity to price changes. For example, retailers focusing
on a customer segment that is environmentally conscious may incorporate and promote
GreenPower Progrart$, for an additional charge, asf@ature of their market offers. Retailers

may also adopt different pricing strategies in response to the behaviour of their competitors
such as providing loyalty credit that is available to customers only after they have remained
with the retailer for aspecific period, in order to retain customéefs.

6.1.3 What is an appropriate price differential to apply to efficient costs?
We have considered the following matters when estimating the expected price differential:
i the experience in other jurisdictions witteregulated retail electricity prices

i observed price differentials in the newly deregulated south east Queensland retail electricity
market.

To simplify, we refer to markets with deregulated retail electricity prices as 'deregulated
markets'.

Experiencen other deregulated jurisdictions

In this section, we discuss the jurisdictional experience of three deregulated retail electricity
markets in the NEM, namely Victoria, South Australia (SA) and New South Wales (NSW). We

100 GreenPower is a voluntary government accredited program that enables a retailer to purchase renewable
energy(via thepurchase of Largscale Generation Certificat¢sGCs)pn the customer's behalf.
101 AEMC2016 Retail Competition Revie@0 June 2016
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have not discussed the experience Tdsmania and the Australian Capital Territory, as retail
price regulation remains in place in these jurisdictiéfi#s.

Victoria

In a mature market such as Victoria, deregulated since 2009, market offers are priced at a
discount to standing offers with thes#fferentials® ranging betweerzeroand 30 per cent%

South Australia

When the SA retail market was deregulated in February 2013, the SA Government reached an
agreement with AGL (the incumbent first tier retailer) to lower its residential standing offe
prices by 9.1 per cent and small business tariffs by 4.5 per cent following deregulation, and to
cap increases in the retail component of standing offers for two y¥ars.

Since the removal of those restrictions in February 2015, the Essential Servicess€ion of

South Australia (ESCOSA) reported that market offers are generally priced at a discount to
standing offers with an average differential of around 9.6 per cent for both residential and small
business tariffs as at 30 June 2016. The price diffexis for residential customers were
between zero and 22 per cent. Similarly, differentials betweearo and 25 per cent were
observed for small business custométs.

New South Wales

When the NSW retail market was deregulated on July 2014, small custevhersvere on a
regulated contract were moved to a 'transitional tariff' for up to two years, after which they
would be required to move to a standing or market offer. In the first year of deregulation, the
NSW Government approved arrangements that would e transitional tariff decrease by at

least 1.5 per cent from existing standing offer prices. In the second year, average increases in
the retail component of the transitional tariff were capped at CPI. As at June 2015, around 20
per cent of electrici customers in NSW remained on transitional tariffs with the remaining 80
per cent on either standing or market offef&.

In its 2016 review of the competitiveness of the retail market in NSW, IPART reported that the
pricing differentials between standjnoffers and lowespriced offers for residential customers
were between 18 and 27 per cent from June 2015 to June 2016 (depending on the network
area). Similarly, the differentials for small business customers were between 18 and 25 per
cent108

102 AEMC2016 Retail Competition Revie@0 June 2016.

103 These differentials are derived from offers available to residential customers from September 2013 to
October 2015 in Victoria (CitiPower supply area). The AEMC noted that similar results can be observed in
every supply area in Victoria.

104 AEMC2016 Redil Competition Revieywd0 June 2016.

105\Weatherill, J & Koutsantonis, Dower prices for South Australimedia releaseiGovernment of South
Australig 18 December 201, Accessed December 2016
http://archives.premier.sa.gov.au/images/news_releases/12_ée@@nergyprice.pdf

106 Essential Services Commission of South Austiatiargy Retail Offers Comparison Report 2065August
2016.

107 Department of Industry, Resources and EneFAQs about electricity price deregulatjdtew South Wales
Governmentaccessed December 2016ttp://www.resourcesandenergy.nsw.gov.au/energy
consumers/energysources/electricity/removabf-electricity-priceregulationfaqs#_whydid-the- n_s_w
_governmeniremoveretail-electricity-price-regulation__ 003f

108 Independent Pricing and Regulatory Tribydview of the performance and competitiveness of the retail
electricity market in NSWom 1 July 2015 to 30 June 20Qfi®al report, November 2016.
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Observed pce differentials in south east Queensland

Since 1 July 2016, retail electricity prices have been deregulated in south east Queensland and
retailers are setting their own standing offer prices. However, during the first year of
deregulation, retailers araot allowed to vary these prices once they have been set, unless the
variation is to reduce price’§?

To inform our view on the expected price differential between lowmsted offers and
standing offers that might emerge in south east Queensland d@iiggl8, we analysed the
standing offers and market offers available in south east Queensland using the AER's Energy
Made Easy online price comparison tool. The price differential for each retailer was calculated
as the difference between an annual bill @ customer with an average usage profile, on a
residential or small business flat rate tariff (i.e. tariffs 11 or 20 equivalent), under the retailer's
standing offer and its lowesgiriced offer. The lowegpriced offers of retailers generally are
market offers but can be standing offers. This is brdgadonsistent with the approach
considered during th@016¢17 price determination.

Based on that analysis, residential market offers of most retailers operating in south east
Queensland were lower than thegorresponding standing offers with the price differential
ranging from zero to 25.7 per cent, with an averéfef 6.6 per cent (see Figufd).

We observed that some retailers are pursuing a pricing strategy of providing only one electricity
offer in a paticular market segment. Retailers that choose to pursue this strategy in the small
customer market must offer a standing offer, as they are requifed provide this type of

offer as the default offer. A zero price differential is generally the resulsashe retailers
adopting this strategy, where their standing offers are their lonwmsted offers.

109 National Energy Retail LANERL)section 23, as per section 16 of the schedule to the Queensland NERL

Act.

119The average price differential (in percentage terms) is the simple average across the data points pertaining
to annual bill difference (in percentage terms) between the lowm#ted offer and standing offer of
individual retailers operating in souteast Queensland.

HINERL (SA) Act 2011, Part 2, Division 3, section 22.
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Figurell Differential between lowestpriced offers and standing offers in south east
Queensland residential flat rate tariffs
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Note:
QCA analysis of data fromwvw.EnergyMadeEasy.coralating to offers available as at 15 March 2017.

As at 31 May 2016, 99.96 per cent of residential customers are on flat rate tariffs in south east Queensland,
therefore we consider that the price differentials of flat rate tariffs should be robust enough as a proxy for the
overall differential for the reidential customer segment.

This analysis assumes an annual consumption of 4710 kWh (which is thi @@derage annual consumption
of a residential customer on a flat tariff in south east Queensland as advised by Energex).

Standing and market offersonsidered in this analysis do not incorporate features offered by retailers which
incur an additional charge such as GreenPower.

Market offers are calculated as the annual net amount payable, taking into account quantifiabtgfaignup
bonuses, conditional and naronditional discounts, as well as any account establishment fees that might offset
some of the headline discountfefed.

The average price differential (in percentage terms) is the simple average across the data points pertaining to
the annual bill difference (in percentage terms) between the lowesed offer and standing offer of individual
retailers operating irsouth east Queensland.

We have asked the AER to review Diamond Energy's retail offers for compliance. Diamond Energy's offers have
not been included, pending the AER's review.

The QCA also undertook a similar analysis of flat rate tariff offers avaitalsimall business
customers in south east Queensland. That analysis revealed that the price differential ranged
from zero to 20.7 per cent, with an average of 7.7 per cent (See Figure 1

Similar to the residential market, we also observed that someilesta pursued a pricing
strategy of offering only standing offers but not market offers in the small business customer
market, which means that their standing offers are their lowested offers, resulting in zero
price differentials.

43


http://www.energymadeeasy.com/

Queensland Competition Authority Other issues

Figurel?2 Differential between lowestpriced offers and standing offers in south east
Queensland small business flat rate tariffs
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Note:
QCA analysis of data from www.EnergyMadeEasy.com relating to offers available as at 15 March 2017.

As at 31May 2016, 88.94 per cent of small business customers are on flat rate tariffs, therefore we consider that
the price differentials of flat rate tariffs should be robust enough as a proxy for the overall differential for the
small business customer segment.

This analysis assumes an annual consumption of 14400 kWh (which is tlt@@@¥Brage annual consumption
of a small business customer on a flat tariff in south east Queensland as advised by Energex).

Standing and market offers considered in this asialydo not incorporate features offered by retailers which
incur an additional charge such as GreenPower.

Market offers are calculated as the annual net amount payable, taking into account quantifiabtéfaignup
bonuses, conditional and naronditinal discounts, as well as any account establishment fees that might offset
some of the headline discount offered.

The average price differential (in percentage terms) is the simple average across the data points pertaining to
the annual bill differencer(ipercentage terms) between the lowgsiced offer and standing offer of individual
retailers operating in south east Queensland.

We have asked the AER to review Diamond Energy's retail offers for compliance. Diamond Energy's offers have
not been includedpending the AER's review.

Considerations

Evidence from other jurisdictions shows that the price differential following retail price
deregulation is mixed, likely due to the differences in maturity of these markets and temporary
regulatory restrictions ipposed during the initial stages of deregulation.

In its submissioneceivedunder theNovember 2016 delegatiQrQCOSS considered that:

There are other factors that have affected the experience in other jurisdictions that are not
necessarily applicable witQueensland?2

The Queensland Consumers Association also supported QCOSS's stance.

112 Queensland Council of Social Sery&@mission on the QCA interim consultation pafegulated
electricity prices for 201g18, 7 December 2016.
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We agree with QCOSS and the Queensland Consumer Association. Given the differences
between retail markets in south east Queensland and other jurisdictions, we considghéhat

size of the pricing differential observed is unlikely to be indicative of the expected differentials

in the south east Queensland market in 2Q18. However, the experience in these jurisdictions
demonstrates consistently that there is a price diffeiah with market offers generally priced

at a discount to standing offers.

The analysis of the observed price differentials in south east Queensland also demonstrates that
there is a differential, with market offers generally priced at a discount gmdihg offers.
However, this analysis is not without its limitations. In addition to the obvious limitation where
the underlying cost of supplying electricity is likely to change between@¥1&nd 201218,

there are other notable constraints, includirtge limited maturity of the newly deregulated

retail electricity market in south east Queensland and restrictions on setting standing offers
imposed during the initial stages of deregulation.

At the time of the analysis, the retail market in south east €hstand had been deregulated for
less than nine months. It is expected that the market dynamics will evolve over time as the
south east Queensland market becomes more mature, potentially with more new retailers
entering the market and more innovative/comiiie&ze products being offered by retailers. As
observed by the AEMC, when a retail market is newly deregulated, new retailers will enter to
compete with the incumbents and competition tends to be piised. As a market matures,
retailers are more likelyo compete by innovating and differentiating their services rather than
competing through prices, reducing the degree of ptiesed competitiort® As a result, the
observed market offer prices may be shiivied as the market evolves and therefore unlikiely

be indicative of the expected market offer prices in 2€13.

As discussed, during the first year of deregulation, retailers are not allowed to vary standing
offer prices once they have been set, unless the variation is to reduce prices. Thisioestvitit

be removed in 201¢18. We consider that the removal of this restriction could potentially affect
how retailers set standing offer prices and consequently the expected differentials iq2R17

Given the limitations and reasoning identified abowes consider that the magnitude of the
observed price differential in south east Queensland based on a sample of a market deregulated
for less than nine months (of 20467) is unlikely to be indicative of the expected price
differential in 201¢18. Therefoe, we do not consider it appropriate to use the observed price
differential from this analysis as a direct proxy for the expected price differential in2817To

obtain a robust estimate of the expected price differential in future determinations, we wil
need pricing data covering a longer period with price deregulation in effect in the south east
Queensland market.

QCA position

The experience in other deregulated jurisdictions and observed price differentials in the newly
deregulated south east Queensland retail market demonstrate that a price differential exists
with market offers generally priced at a discount to standing sffétowever, as noted above,
these analyses are not sufficiently reliable or robust to predict the magnitude of the expected
price differential in 201718.

In this context, we consider it reasonable and prudent to leave the standing offer adjustment at
the level determined for the 20187 price determination. In future price determinations, we
will continue to monitor market developments in the south east Queensland retail electricity

113 AEMC2016 Retd Competition Reviemd0 June 2016.
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market and other deregulated retail markets in the NEM to inform ouwvim the expected
price differential that might emerge in south east Queensland.

In its submissioneceivedunder theNovember 2016 delegatiQQCOSS suggested that:

we are now seeing divergence in the different tariff components in Queensland betwedw®imar

offers and standing offers. In many cases, the market offers show relatively higher fixed charges

and lower unit charges as compared to standing offers. This suggests that the standing offer
RAFFSNBYGAIT akK2dzZ R y2 {2 @dyNatiaSthelexpected/pAdesS LISNOSy i
for small customers on standing offers in SEQ can better be determined by applying different

factors to different tariff componentg14

The Queensland Consumers Association also supported QCOSS's position.

We consider hat adopting QCOSS's suggestion to have separate differentials for the fixed and
variable components of a tariff is likely to be inconsistent with the UTP. As discussed, to be
consistent with the UTP, the QCA needs to set notified prices for small customezgional
Queensland that broadly reflect the expected overall level of standing offer prices in south east
Queensland. To derive the overall level of standing offer prices, we need to consider the
average annual bill of standing offers, not the averagnount payable under fixed or variable
components of a tariff as QCOSS suggested.

To set notified prices for small customers in regional Queensland that broadly reflect the
expected level of standing offer prices in south east Queensland, our degi@rrontinue to

add a standing offer adjustment above the efficient costs of supply in south east Queensland
and to maintain this adjustment at five per cent of total estimated efficient costs.

6.2 Headroom for large and very large business customer sariff

Where it is effective, competition generally provides the best means of delivering the goods and
services that customers demand at prices that reflect efficient costs.

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

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

(b) taking into account national competition policy requirements.

In retail markets where competition is considered feasible, the AEMC recommends that some
form of 'headroom' allowance be included as part of regulated retail pricedatilitate
competition!® The headroom allowance is an amount, in addition to the estimated efficient
cost of providing customer retail services, included in regulated prices for the purpose of
encouraging customers to engage in the market and seek ou¢ mibractive market offers.

114 Queensland Council of Social Serv&gmission on the QCA interim consultation pagagulated
electricityprices for 201718, 7 December 2016.

Queensland Council of Social Seryigebmission on the QCA draft daténation, Regulatecelectricity prices
for 201718, 3 April 2017

115 AEMCAdvice on best practice retail price methodolofyjyal report, 27 September 2013.
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6.2.1

While there is very limited competition in the small customer segment of the retail electricity
market in regional Queensland, the large customer segfimhias developed a degree of
effective competition, particularly in areas efe notified prices more closely reflect the actual
costs of supply (i.e. Ergon Distribution east pricing zone, transmission region one).

Retail competition in this market segment can be supported through the inclusion of an
appropriate level of headrooras part of notified prices with the aim of encouraging customers
to seek out better market offers. Since the 2@123 price determination, we have included a
headroom allowance of five per cent of total estimated efficient costs to facilitate and
encouragecompetition in the large customer market segment in regional Queensland.

How much headroom allowance should be included?

It is difficult to assess the impact of more costlective notified prices and the inclusion of
headroom in facilitating retail compigon. In the large customer market segment in regional
Queensland, where notified prices more closely reflect the actual costs of supply in some areas
but are well belowcost in other areas, there has been a small increase in the proportion of
large andvery large customers on market contracts in recent years.

However, in the Ergon Distribution east pricing zone, transmission region one (where notified
prices most closely reflect the actual cost of supply), the proportion of both ¥drgad very
large''® customers on market contracts is much higher and has been increasing. 1q13)12
around 73 per cent of very large customers in this area were on market contracts; this figure
has increased to 76 per cent as of June 2016. Moreover, more than 50 per cérgef
customers in this area were on market contracts as of June 2016.

Despite these developments, some barriers to the development of widespread competition in
the large customer market segment remain:

i Setting uniform retail tariffs means that custonserin highefrcost areas of regional
Queensland are not paying casfflective notified prices and some very large customers
(specifically Individually Calculated Customers) are paying notified prices based on network
charges of Connection Asset Customeather than costeflective network charges.

1 A number of large and very large customers in regional Queensland are still accessing
obsolete and transitional tariffs, which are generally not eestective.

1 Once large or very large customers accept a ntacketract, they are not allowed to return
to Ergon Retail, which may discourage them from accepting a market'&ffer.

Even if headroom is set at a reasonable level, these barriers will likely continue to limit the
extent to which competition develops thrghout regional Queensland in the foreseeable

future. However, we consider that it is appropriate to continue to include an allowance for
headroom so that the level of notified prices does not create a barrier to competition (to the

116 The large customer market segment consists of Standard Asset Customers (SAC) (Large)piCaissetti
Customers (CAC) and Individually Calculated Customers (ICC).

1171 arge customers are Standard Asset Customers (SAC) (Large), typically consuming moreNivith bhao
less than 45Wh per annum.

118Very large customers consist of Connection A€aettomers (CAC), typically consuming more th@wh
but less than 4@GWh per annum and Individually Calculated Customers (ICC), typically consuming more than
40 GWh per annum.

119This restriction also applies to any future occupantshefiiremises (e.gf the premises is sold or occupied
by a new tenant).
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6.3

extent possible) and t@ncourage customers to engage in the market and actively seek out
better offers.

Submissions under th&lovember 2016 delegation

The Australian Sugar Milling Council (ASMCand Cotton Australig® did not support the
inclusion of an allowance for headroom in notified prices. Canegrowers Isis considered that
headroom is'a theoretical consideration which 'should be calculated and monitored for
performance and asset assessment purposes butipplied as a cost componeént? However,

none of these stakeholders have provided evidence to suggest that headroom is ineffective in
facilitating competition in the large customer market segment in regional Queensland,
especially in areas where notifiediges most closely reflect the actual cost of supply (i.e. Ergon
Distribution east pricing zone, transmission region one).

Energy Queensland supported the inclusion of an allowance for headroom in notified prices for
large and very large business custrs!?3

QCA position

We consider it reasonable to conclude that the previous approach of including a headroom
allowance for large and very large business customers at five per cent of total costs has
facilitated the development and maintenance of competiticn the large customer market
segment in regional Queensland, especially in areas where notified prices most closely reflect
the actual cost of supply.

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

Cost passhrough mechanism

Cost passhroughmechanisms are used by regulators to mitigate the risk that the costs allowed
for in regulated prices are higher or lower than actual efficient costs of supply. Cost pass
through mechanisms are usually restricted to costs associated with events that isideothe
control of the regulated entity.

For the 201415 price determination, we applied a cost pdlssough mechanism for the first
time to pass through an undeecovery of costs in 20534 associated with the SRESThe
SRES costs incurred by retailare determined by the final smaitale technology percentages
(STPs) set by the Australian Clean Energy Regulator (CER).

We continued with this approach for the 2045 and 201617 price determinations. For the
2016c17 price determination, we applied negative pasthrough of a small overecovery of
SRES costs incurred during 2§l into 201617 notified prices.

120 Aystralian Sugar Milling Council, Submission on the QCA interim consultation Ragetatectlectricity
prices for 201718, 7 December 2016.
121 Cotton Australia, Submission on the QCA draft deteatidon, Regulatecelectricity prices for 201218, April

2017.

122 Canegrowerssis Submission on the QCA interim consultation pajiagulatectlectricity prices for 201¢
18, 7 December 2016.

123 Energy Queensland, Submission on the @®%im consultation pper, Regulateckelectricity prices for
201718, 7 December 2016

124 See Chapter 4 fatetails on how SRES costs are estimated.
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We also previously proposed that the cost p#s®ugh mechanism could be used to account
for material differences in network charges, timle event that the charges billed to retailers
(usually the AERpproved charges) differed from those used to set notified prices. However, a
passthrough for network charges has not been needed to date.

In previous price determinations, we considereattimot allowing a 'trueup' of costs resulting
from particular events that are outside retailers' control may result in notified prices being out
of alignment with the estimated benchmark costs of supfilywhich could deviate from the
intent of the UTP.

6.3.1 Passthrough of SRES costs incurred in 2116

As discussed in section 4.2.1, the STP determines the number of-sealall technology
certificates (STCs) a retailer must surrender to discharge its SRES liabilities.

Retailers incur SRES liabilities for reaalendar year, but notified prices are determined for
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
quarter is nd. To overcome this, ACIL estimates the SRES costs using the average of the final
STP (for the first two quarters of the financial year) and the preliminary orbtimuding' STHS

(for the last two quarters of the financial year). Where the final STP folakt two quarters

turns out to be different from the notinding STP, the SRES allowance in notified prices may
under- or overcompensate retailers for their actual SRES liabilities.

Based on the final STP for 2017, retailers have-oa&overed the cost of complying with the
SRES in 20&67. This is because the final STP for the second half oig2016 7.01 per cent,
which is lower than the nobinding STP of 9.02 per cent used for setting the SRES component
of notified prices in 201€L7.

Returning tlkese ovesrecovered SRES costs to customers reduces the usage charge by
approximately 0.0539 c/kWh for residential tariffs and by 0.0546 c/kWh for small business
tariffs. The calculation of SRES cost fihssugh amount is set out in more detail in Appengix

The table below presents our assessment of the 2Q¥6verrecovered amounts.

Tablel2 SRES oveecoveries in 201617

Settlement class Retail tariff SRES oveecovery
c/kWh
Energex NSIgResidential and controlled loads 11, 12A, 14, 31, 33 0.0539
Energex NSicBmall business and unmetered suppl 20, 22A, 24, 41, 91 0.0546
Ergon Energy NStdmall, medium, large (SAC) 44, 45, 46, 50, 71 0.0540
demand and streetlights

Note: SRES ovezcovery includes allowances for enelgsses, variable retail costs, standing offer adjustment/
headroom and time value for money. SRES-ffassggh is not applicable to retail tariffs 47 and 48, given that
these tariffs are classified as obsolete and are not determined using the N+R afik@ather standard tariffs.

1251n the 201&17 priee determination, notified prices foresidential and small business customeree based
on the costs oBupply in south east Queensland amatified pricesfor large and very large business
customerswere basedn the costs of supply in Ergon Distribution east pricing zone, transmission region one.
126 The CER publishes nbimding STPs to provide a guide foture final STPs.
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QCA position

Our decision is to require a negative p#éissough of a small overecovery of 201617 SRES
costs into 201718 notified prices, as seit in the table above.

Although these are relatively small amounts, we consitiat this pasghrough is appropriate,
given that the QCA's intent for the pagsough mechanism has always been for it to operate
symmetrically. It also ensures that notified prices are aligned with the costs of supply in south
east Queensland, whicts iconsistent with the intent of the UTP. This approach is largely
consistent with the approach adopted in the 2@16 price determination.

As stated above, we have previously considered that the costthessgh mechanism could be
used to account for ntarial differences in network charges. However, as the final 2076
network charges billed to retailers did not differ from those used to set 201 6otified prices,

no adjustment is required.

In its submissiomeceivedunder theNovember 2016 delegath, Energy Queensland noted that:

the mechanism for estimating energy costs has undervalued both the wholesale price of energy
as well as Renewable Energy Certificates. Energy Queensland would support a review of actual
versus forecast prices for the 204B5 period so that the shortfall can be recognised in the
201718 pricest?’

As discussed, we consider that cost pssugh mechanisms should only be restricted to
under- or overrecovery of costs attributed to events that are outside the control of the
regulated entity such as SRES costs and network charges.

Depending on the regulatory framework that will apply to future price determinations and on
whether any changes are made to the UTP or the subsidy arrangements underpinning it, the
passthrough provisions discussed here may or may not remain appropriate in the future.
Therefore, we cannot commit to the continued availability of a cost {f@ssigh mechanism
beyond this price determination.

127 Energy Queensland, Submission on the @®%m consultation paperRegulatedelectricity prices for
201718, 7 December 2016
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TRANSITIONAL ARRAMEKRTS

7.1

TheMay 2017delegation requires that the QCA consider maintaining transitional arrangements
for tariffs classed as transitional or obsolete, which include farming and irrigation tariffs.

The QCA will:

i maintain transitional arrangements for tariffs 20 (large), 21 (2aall and large), 37, 62, 65
and 66, and introduce transitional arrangements for tariffs 47 and 48

9 maintain the transitional periods established in the 2€i8final determination for tariffs 20
(large), 21, 22 (small and large), 37, 62, 65 and 66 amddate a fiveyear transitional
period for tariffs 47 and 48

9 allow all customers access to transitional tariffs 20 (large), 21, 22 (small and large), 62, 65,
and 66 and close tariffs 47 and 48 to new custofiérs

i adjust transitional and obsolete tariffs, inding tariffs 47 and 48, in line with changes in
standard business tariffs, and apply escalation factors to limit charges for transitional and
obsolete tariffs falling further below cost in dollar terms.

Transitional arrangements for transitional and olete tariffs

Existing transitional and obsolete tariffs

Some business customers, including farmers and irrigators, are currently supplied under
transitional or obsolete tariffs. These are legacy retail tariffs for which there is no corresponding
network tariff, and which as a result cannot be determined under an N+R approach.

In previous price determinations, the QCA decided that most of these existing transitional and
obsolete tariffs (tariffs 20 (large), 21, 22 (small and large), 37, 62, 65 and 66J sbatihue to

be available for a transitional period because some customers would face significant financial
impacts if they were moved to a standard business tariff.

The May 2017 delegation requires that we consider maintaining these transitional
arrangaments and continuing to allow all customers access to transitional tariffs.

QCA position
The QCA will maintain transitional arrangements for existing transitional and obsolete tariffs.

Data from Ergon Ret&iP (see Appendix F) shows that while a signiftaaumber of customers
would be better off on standard business tariffs, some customers on existing transitional and
obsolete tariffs are paying electricity bills significantly below standard business tariffs and below
the cost of supplying them with elaatity. We consider it appropriate to maintain transitional
arrangements, as some customers would face significant price impacts if they were immediately
moved to the standard business tariffgshich all other businesses in regional Queensland must

pay.

128 Tariff 37 was made obsolete in 2007 and is not accessible to new customers.

129 Analysis related to tariff20 (large), 21, 22 (small and large), 37, 62, 65 anasré®ased on data provided
by Ergon Retail for the 20&67 final determination. More recent data was not available due to the work
program and data migration required tmplement Ergon Retail's new billing system.
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Transitional arrangements for customers on tariffs 47 and 48

As discussed in Chapter 3, from 1 July 2017 Ergon Distribution will discontinue its network tariff
EDHTT1 which the QCA used as the basis for retail tariffs 47 and 48. Customers currently on
these tariffs would likely be required to move to one of the new retail tariffs based on CAC
network tariffs!3° or an alternative large customer tariff, and would face substantially different
tariff structures to tariffs 47 and 48. Ergon Retail analysis (gped-13 below) shows that while

bill impacts for these customers are smaller in percentage terms than for customers on existing
transitional and obsolete tariffs, 14 per cent of customers would experience bill increases of 20
per cent or more by moving tine new retail tariffs.

Figurel3 Estimated bill impact for customers moving from tariffs 47 and 48 to the new high
voltage tariffs
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Submissionseceivedunder the November 2016 delegation

Auctus Resources and the Australian Sulllting Council supported the introduction of
transitional arrangements for tariff 48, highlighting the potential for price shocks to their
businesses. Energy Queensland supported the QCA maintaining its approach to existing
transitional and obsolete tdifs in order to provide certainty and confidence in the process,
allowing customers to make appropriate investment decisions. Energy Queensland recognised
there may be a case for introducing transitional arrangements for tariffs 47 and 48.

QCA position
The QCA will introduce transitional arrangements for tariffs 47 and 48.

The latest modelling from Ergon Retail shows customers on tariffs 47 and 48 face comparatively
smaller percentage bill increases, with the majority of customers facing bill impa@& pér

cent or less, and the largest bill impact is less than 50 per cent. In addition, we understand that
some customers may be able to reduce these impacts by renegotiating their authorised demand
levels, or making changes to their business operatidiswever, given the size of the
operations of some of these customers, and the substantial amounts of electricity they

130 Tariffs 51AD, 52AC and 53. See Chapter 3 for more information on these new tariffs.
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7.1.1

consume, we are inclined to take a conservative approach and introduce transitional
arrangements to allow customers and their retailermei to adjust their electricity supply
contracts and/or operations to suit the new tariffs. We note that a number of customers would
be better off on the new retail tariffs and encourage customers currently on tariffs 47 and 48 to
talk to their retailer abat these new tariffs and how best to prepare for the transition.

Transitional periods

Existing transitional and obsolete tariffs

In previous price determinations, the QCA determined that transitional and obsolete tariffs
should be maintained for a transithal period to allow time for businesses to prepare for the
transition to standard business tariffs and recoup some of the value of investments made to suit
the level and structure of transitional and obsolete tariffs. In the 20¥3price determination

we determined that tariffs 20 (large), 21, 22 (small and large), 37, 62, 65 and 66 would be made
available until 2020.

Submissions under thélovember 2016 delegation

Canegrowers Isis supported retaining transitional tariffs until such time that an alteensdi of

tariffs, based on economic viability and capacity to pay, have been introduced. The Queensland
Farmers' Federation (QFF) supported extending the transitional period. Cotton Australia
recommended that transitional tariffs be ‘grandfathered’, remag available to current users
while the property stays in the same name and there is no increase in service capacity to the
property. Energy Queensland supported maintaining our previous approach to transitional
tariffs in order to provide certainty andonfidence in the process, allowing customers to make
appropriate investment decisions.

QCA position

The QCA will maintain the existing transitional periods established in our
201314 final determination for existing transitional and obsolete tariffs.

We agree with Energy Queensland that maintaining our approach to eXittransitional and
obsolete tariffs will help promote certainty for customers and allow them to make appropriate
investment decisions to prepare for moving to standard business tawfis have considered
suggestions that transitional periods be extended, or that transitional and obsolete tariffs be
‘grandfathered' (made available to existing customers in perpetuity). The QCA remains of the
view that the current transitional periods argppropriate. Grandfathering, or making these
tariffs available effectively in perpetuity, would benefit those businesses who retained access to
them.232 However, allowing access to tariffs which are below standard business tariffs would
not promote efficiet, economical and environmentally sound use of electricity. As such,
grandfathering of transitional and obsolete tariffs would not be consistent with the objectives
of the Electricity Act.

In addition to the QCA's considerations, the length of transitigesiods has been considered
by the Queensland Productivity Commission (QPC) in its electricity price inquiry, and the
Queensland Government in response to the QPC enquiry.gbhernment did not support

131 Tariffs 20 (large), 21, 22 (small and large), 37, 62, 65 and 66

132 Grandfathering transitional and obsolete tariffs wowdffectivelygrant a perpetual cost advantage, in the
form of additional subsidies under the UTP, to existing businesses over potential new entrants to their
industry. While not the basis for determining transitional arrangements, we nbigwould negatiely
impacton competition in these industries and the cost to taxpayers of the UTP.
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7.1.2

extending any transitional perio® and has announak a $10 million regional business
customer support package to assist regional businesses on transitional and obsolete tariffs,
including farmers and irrigators, to understand their electricity use, minimise their electricity
costs and make informed choicabout future tariff optionst3*

Transitional tariffs 47 and 48

Having introduced transitional arrangements for tariffs 47 and 48, the QCA must now determine
an appropriate transitional period. Given the diversity of customers on these tariffs, it is not
possible to determine transitional periods based on the life of infrastructure so we must
consider bill impacts in making our decision. In its 2043 price determination the QCA
established two different periods for transitional and obsolete tariffs, basethe potential bill
impact on customers of moving to standard business tariffs. These were:

i a sevenyear transitional period was established for tariffs 20 (large), 21, 22 (small and
large), 37, 62, 65 and 66, as a number of customers would have exgettibill increases of
100 per cent or more

i a shorter tweyear transition period for tariffs 41(large), and 43 as the majority of customers
would have experienced bill increases of 10 per cent or less, and only three customers would
have experienced bilhcreases of 50 per cent or more.

Modelling from Ergon Retail (sdggure 13 above) shows the bill impacts for customers on
tariffs 47 and 48 are of a similar magnitude, in percentage terms, to those customers faced in
201314 on tariffs 41(large) and 43n its submissiorreceived under the November 2016
delegation Energy Queensland supported a thrgear transition period to align the end date of

all transitional and obsolete tariffs to avoid confusion and potential equity issues.

QCA position

Given thetypes of customers on these tariffs, and the size of their operations and electricity
consumption, the QCA is inclined to take a conservative approach and implementyadive
transition period. While a twgyear transitional period would be consistent Wwibur earlier
decision on tariffs 4Qarge)and 43, customers on tariffs 47 and 48 consume a substantial
amount of electricity, which means that the similar bill impacts in percentage terms may
translate into a more significant bill impact in dollar terms.

While a threeyear transitional period, as suggested by Energy Queensland, would align the
expiry date of all transitional and obsolete tariffs, our decision must be based on the potential
bill impacts for customers on tariffs 47 and 48. We considewveyfar transitional period is
necessary to provide sufficient time for customers to adapt their electricity supply contracts,
and their operations, to the new tariff structures.

Access to transitional tariffs

The May 2017delegation requires that the @QCconsider continuing to allow all customers
access to transitional tariffs.

In the 201814 price determination, the QCA decided that all business customers should have
access to tariffs 20 (large), 21, 22 (small and large), 62, 65, affdt86ughout thetransitional

133Queensland GovernmenQueensland Government response to the Queensland Productivity Commission
Electricity Pricing InquirNovember 2016, p. 11.

134 Seehttps://www.dews.qgld.gov.au/__data/assets/pdf_file/0018/940032/regioHalsiness.pdf

135 Tariff 37cannot be accessed by new customassit was classified as obsolete on 1 July 2007.
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period, subject to individual tariff terms and conditions. We made this decision so that all
businesses are treated equitably. In subsequent determinations we noted that we would
consider closing access to transitional tariffs to new custanifeghere was a significant increase

in the number of customers accessing transitional tariffs, and thereby an increase in the subsidy
paid by taxpayers. In the 20467 price determination, we found no significant increase in
customers accessing theseifés and we decided to continue to allow open access.

Submissionseceivedunder the November 2016 delegation

The ASMC did not support closing tariff 48 to new customers, as sugar mills were changing from
transitional tariff 22 to tariff 48 in the noeorushing season enabling them to save up to 57 per
cent on their electricity costs® The ASMC stated that this wiais Ergon's best interests” and

that tariff 48 should remain open to new customers as this strategy 'enhances the efficiency of
the network'138

Energy Queensland supported the QCA maintaining its approach to transitional tariffs in order
to provide certainty and confidence in the process, allowing customers to make appropriate
investment decisions. Energy Queensland also supported closing acdesdfs 47 and 48 to

new customers.

QCA position
The QCA will:

i classify tariffs 47 and 48 as obsolete, closing them to new customers while allowing existing
customers to access théd, and

i continue to allow all business customers to have access to tiamel tariffs 20 (large), 21,
22 (small and large), 62, 65, and 66.

The QCA considers classifying tariffs 47 and 48 as obsolete, which means closing them to new
customers while allowing existing customers to access them, strikes the right balance between

9 allowing existing businesses which have invested primarily based upon the price signals in
these tariffs time to adjust their operations to the new tariffs, and

i encouraging new customers to make investments based on the new retail pricing signals.

Allowing new customers to access these tariffs may encourage long term investment and
business decisions based on the legacy price signals in tariffs 47 and 48, which would make the
final transition to standard business tariffs more difficult.

The QCA notesommments from the ASMC who was against closing tariff 48 to new customers
on the basis that it would prevent its members from significantly reducing their electricity costs
by switching between transitional tariff 22 and tariff 48. The ASMC argues thel@Ql4 allow

136 Australian Sugar Milling Council, Submission on the QCA interim catisulbaper,Regulatecelectricity
prices for 201718, 7 December 2016.

137 Australian Sugar Milling Council, Submission on the QCA draft determirRégn)atecdelectricity prices for
201718, 3 April 2017, p. 2.

138 Australian Sugar Milling Council, Subriaison the QCA draft determinatioRegulatecelectricity prices for
201718, 3 April 2017, p. 3.

139 Classifyindariffs 47 and 48 as obsoleteeans that &isting customers would be able to remain on these
tariffs during the transitional period. However gifi existing customer switched to a different retail tariff,
they would not be able to switch back to tariffs 47 or 48.
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7.1.3

this practice to continue because it 'enhances the efficiency of the netdtridowever, a key
reason the QCA has classified retail tariff 48 as obsolete is because the network tariff
underpinning it has been superseded by new network tarifésveloped as part of Ergon
Distribution's future network tariff strategy. The QCA considers network efficiency would be
best enhanced by large customers moving to standard business retail tariffs that incorporate
current network tariffs and price signafts.

The decision to allow new customers to access transitional tariffs was not intended to enable
customers on transitional tariffs to move even further away from standard business tariffs,
effectively increasing their level of subsidy from taxpayers, noritasprovide network price
signals. The QCA allowed new customers to access transitional tariffs in the interests of equity
for all businesses, but recognised that there could be an adverse impact on competition, and
the level of government subsidy, ifteélers ended up supplying too many customers below
cost. In subsequent price determinations we considered data from Ergon Retail on the number
of customers accessing transitional tariffs as part of our decision to continue allowing allow new
customers toaccess these tariffs.

The latest data from Ergon Retail does not indicate a significant increase in the number of
customers accessing existing transitional tariffsWhile Canegrowers Isis suggastin its
submission received under the November 2016 deiegethat its members would benefit from
increased flexibility in choosing different tarifft does not specifically state that these
members are using access to transitional tariffs to increase their level of government subsidy.

Unfortunately, the timdérames for making this price determination do not allow for an
investigation into whether customers on existing transitional tariffs are using access to
transitional tariffs to increase their level of subsidy and move further away from the prices of
standad business tariffs. For these reasons the QCA will maintain its approach of allowing new
customers to access tariffs 20 (large), 21, 22 (small and large), 62, 65, and 66 18017
However, should we receive a delegation from the Minister to set 2098otified prices, the

QCA will investigate the prevalence of these practices and consider whether it remains
appropriate to continue to allow new customers to access transitional tariffs.

Escalation of transitional and obsolete tariffs

Transitional and olmete tariff charges are not determined using an N+R approach like other
tariffs. In past price determinations the QCA's general approach to setting charges for each
transitional and obsolete tariff was to adjust the charges based on the percentage dnhaihge
charges in the standard business tariff that customers would otherwise pay. We then applied
additional escalation factors to these increases to limit charges for transitional and obsolete
tariffs falling further below cost in dollar terni$® Escalatin factors of 1.1, 1.25 or 1.5 were
applied, depending on the gap between customer bills under transitional and obsolete tariffs
and corresponding standard business tariffs. Where the largest proportion of customer bills
would likely be impacted by 10 peent or less, an escalation factor of 1.1 was applied; where

140 Australian Sugar Milling Council, Submission on the QCA draft determirRégn)atecelectricity prices for
201718, 3 April 20Z, p. 3.

1 Tariffs 51AD, 52AC and 53. See Chapter 3 for more information on these new tariffs.

142 Tariffs 20 (large), 21, 22 (small and large), 37, 62, 65 and 66

143 As any given percentage increase in a higher (such as a standard business tariffpkilveihter expressed
in dollar terms than the same percentage increase in a smaller (sutrarssitional or obsolete tariff) bill.
For example, if two bills of $1,000 and $2,@@&hincreasel by 10% to $1,100 and $2,200 respectively, the
dollar diference betweerthem wouldincrease from $1,000 to $1,100.
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impacts were between 10 per cent and 100 per cent, an escalation factor of 1.25 was applied,
and where impacts exceeded 100 per cent, an escalation factor of 1.5 was adgplied.

In the 20117 price determination the QCA applied an escalation factor of 1.1 for all
transitional and obsolete tariffs to limit charges falling further below cost in dollar terms. Under
our general approach in previous price determinations, the escalation factors forahtstse

tariffs would have been 1.25 or 1.5. However, given the substantial price increases that
customers on transitional and obsolete tariffs have experienced in recent years and that
customers on these tariffs were more than halfway through the ttamsito standard business
tariffs, we decided to only apply the minimum escalation factor of 1.1.

Submissions under th&lovember 2016 delegation

The ASMC did not support escalation of transitional tariffs as it considered the fundamental
assumptions of Egon Distribution network pricing model to be flawed. Canegrowers considered
there was no justification for increasing irrigation tariffs at a faster rate than other electricity
tariffs. Cotton Australia recommended that the QCA cease applying escalationsfaEnergy
Queensland supported applying appropriate escalation factors, noting that the customer impact
burden to shift customers to coseflective tariffs increased every time a new customer
accessed them and that an escalation factor was needed aientransitional tariffs less
attractive.

QCA position

The QCA has adjusted transitional and obsolete tariffs in line with changes in standard business
tariffs, and applied escalation factors to limit charges for transitional and obsolete tarififg fall
further below cost in dollar terms. This is consistent with previous determinations.

The QCA will apply the following escalation factors in line with the gap between customer bills
under transitional and obsolete tariffs and corresponding standardness tariffs:

1 1.1 where the largest proportion of customer bills would likely be impacted by 10 per cent or
less

91 1.25 where the largest proportion of customer bills would likely be impacted by between 10
per cent and 100 per cent

i1 1.5 where the largest ppmortion of customer bills would likely be impacted by more than
100 per cent.

Table B maps transitional and obsolete tariffs to small and large customer standard business
tariffs, shows the percentage increase forecast for standard business tariffs in
2017¢18. Consistent with the 20%87 price determination, we have used the small business
tariff 20 as the basis for escalating small customer transitional tariffs 21, 62, 65 and 66.

The latest data from Ergon Retail, received shortly before the final ohétation, shows a
significant increase in the number of small customers being supplied under tariff 37. Ergon
advised this likely as a result of an error in previous data being extracted from the billing system
for the purposes of analysis. Due to the diigant change in the data there is some uncertainty
around which tariff is the correct benchmark for adjusting tariff 37. The QCA considers it
prudent to investigate the issue further and consult with stakeholders before changing our

1441n the 201%,16 price determination the QCA left transitional and obsolete tariffs unchanged, as standard
business tariffs fell in price.
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approach to adjustingariff 37. Consistent with previous determinations, for 2Q18 notified
prices we will continue to adjust tariff 37 based on large customer tariffs.

Tablel3 Alignment of tariffs and underlying cost increases

Standard business tariff
annual bill increase (98)

Transitional orobsolete tariff Standard business tariff

Tariffs 21, 62, 65, 66 Tariff 20 4.1
Tariffs 20 (large), 22 (small and large] Tariffs 4446 6.9
37¢,47d

Tariff 48 Tariffs 51451D, 53 10.3

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

b The price increases for 2Q{lB transitional/obsolete tariffs (Table 14) have been calculated using
unrounded annual bill increase percentages.

c Tariff 37 is aligned with tge customer tariffs for setting notified prices. Small customers on tariff 37 will
most likely move to tariff 20 or 22A.

d Tariff 47 can only be accessed by large standard asset customers, so this tariff aligns with standard business
tariffs accessible tahese customers. Tariff 48 can only be accessed by large connection asset customers or
individually calculated customers, so this tariff aligns with standard business tariifs BbAand 53.

e This is the average of typical customer bill increases atanffs 44, 45 and 46.
f This is the average of typical customer bill increases across tarif¢$5Aand 53.

Table B summarises the likely percentage impacts on electricity bills for customers on each
transitional and obsolete tariff moving to an eqaignt standard business tariff (see Appendix F
for further details) and the corresponding escalation factor for each transitional and obsolete
tariff.

Tablel4 Likely impact on electricity bills for customers on transitional and obete tariffs
moving to equivalent 201617 standard business tariffs

Transitional Standard Percentage of Percentage of Percentage of Escalation factor
tariff business tariff | customers who | customers who | customers who
would would would experience
experience less| experience 10%| greater than
than 10% to 100% 100% increase in
increase in bills | increase in bills bills (%)
(%) (%)
Tariff 20 (large) Tariff 44 to 48 75.9 9.4 14.7 11
Tariff 21 Tariff 20 10.8 66.1 23.1 1.25
Tariff 22 (small| Tariff44 to 46 70.7 15.6 0.0 1.1
and large)
Tariff 37 Tariff 44 to 46 44.5 38.7 16.8 1.1
Tariff 47 Tariff 44 to 46 64.1 35.9 0.0 11
Tariff 48 Tariffs 514D, 64.1 35.9 0.0 11
532
Tariff 62 Tariff 20 40.3 59.4 0.5 1.25
Tariff 65 Tariff 20 53.9 45.8 0.3 11
Tariff66 Tariff 20 60.1 39.3 0.6 11

a Standard business tariff determined based on individual customer usage and demand levels.
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b The escalation factor for tariff 37 has been calculated based on the bill impacts for large customers, as
discussed above.

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

Source: QCA analysis of Ergon Retail data.
7.2 Conculision on transitional arrangements
Table B outlines our decision on transitional arrangements for 2€11g.

Tablel5 Transitional arrangements for 20X2.8

Obsolete or transitional tariff Period to be retained 201718 price increas€%oy
Tariff 20 (largejtransitional 3 years 7.6
Tariff 2Xctransitional 3 years 5.1
Tariff 22 (small and largejransitional 3 years 7.6
Tariff 3%obsolete 3 years 7.6
Tariff 4%obsolete 5 years 7.6
Tariff 4&o0bsolete 5 years 11.3
Tariff 6Ztransitional 3 years 5.1
Tariff 65transitional 3 years 4.5
Tariff 6&transitional 3 years 4.5

a. The 20118 price increase percentages are rounded numbers. We used these rounded price increases in
deriving the 201718 transitional/obsolete tariffs.
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8  FINAL DETERMINATION
This chapter sets out our final determination of regulated retail electricity prices (notified prices)
to apply from 1 July 2016 to 30 June 2017, as wallisomer impacts.
Under the network plus reta{N+R) approach, retail tariffs are aligned with 2§18 network
tariffs and charges submitted to the AER by Energex and Ergon Energy. The network tariffs used
to develop retail tariffs are discussed in Chapter 3.
Chapters 4, 5 and 6 set out our decisionsenergy costs, retail costs and otlalowances
which comprise the R component of the retail tariff calculation.
Chapter 7 sets out owlecisions on notified prices and transitional arrangements for retail tariffs
that have been declared transitional obsolete.
The regulated retail tariffs and notified prices are to be published in a tariff schedule, which
includes other information, including the eligibility criteria and terms and conditions for each
tariff. A copy of this is provided in Appen@ix

8.1 Notified prices

The following tables set out our final determination of regulated retail tariffs and prices for
2017c18. All tariffs are presented exclusive of goods and services tax (GST).

Tablel6 Regulated retail tariffs angbrices for residential customers (excl. GST), 21F

Retail tariff Fixed Usage Usage Demand Demand
charget charge charge charge charge
(peak) (flat/off - (peak) (off-peak)
peak)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 1T Residential (flat rate)| 87.133 25.890
Tariff 12A Residential (time 89.848 61.137 21.070
of-usey
Tariff 14 Residential (timeof- 45.749 17.430 65.818 9.931
use demand)
Tariff 3 Night rate (super 15.776
economy)
Tariff 33 Controlled supply 20.482
(economy)

a. Charged per metering point.

b. Peak 3 pm to 930 pm (December, January and February); off peakother times.

c. Peak demadt 3 pm to 9:30 pm (December, January and February); off peak dengpdn to 930 pm

(March to November).
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Tablel7 Regulated retail tariffs and prices for small business and unmetered supply

customers, other than street lighting (excl. GST), 218

Retail tariff Fixed Usage Usage Demand Demand
charget charge charge charge chage
(peak) (flat/off - (peak) (off-
peak) peak/flat)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 2 Business (flat rate)]  120.499 27.718
Tariff 22A Business (time 120.499 57.195 23.871
of-usey
Tariff 24 Business (timef- 63.289 18.871 101.553 10.721
use demand)
Tariff 4T Lowvoltage 519.079 16.144 26.211
(demand)
Tariff 9 Unmetered 25.147

a. Charged per metering point.

b. Peak 10 am to 8 pm on weekdays (December, January and Februaspgadtf all other times.

c. Peak demand 10 am to 8 pm on weekdays (December, January and February); off peak debaach to 8
pm on weekdays (March to November).

Tablel8 Regulated retail tariffs and prices for large business and street lighting customers
(excl. GST), 2018

Retail tariff Fixed Usage charge| Usage charge Demand Demand
charge (peak) (flat/off - charge charge
peak) (peak) (off-peakifiat)

c/day c/kWh c/kWh $/kW/mth $/kW/mth

Tariff 44 Over 100 4966.937 14.791 37.763

MWh small (demand)

Tariff 45 Over 100 16166.008 14.791 28.451

MWh medium

(demand)

Tariff 4& Over 100 42193.294 14.769 23.288

MWh large (demand)

Tariff 5 Over 100 4060.474 14.346 17.129 63.640 11.597

MWh seasonal timef-

use (demand)

Tariff 7 Street 0.525 32.025

lighting®

a. Peak demand is charged on maximum metered demand exceeding 20 kilowatts on weekdays between 10 am
to 8 pm insummer months (December, January and February}pé&fk demand is charged on maximum
metered demand exceeding 40 kilowatts during 4sommer months (March to November). Peak usage is
charged on all usage isummer months (December, January and Februarff}p€ak usage is charged on all
usage during noisummer months (March to November).

b. The fixed charge for street lighting applies to each lamp.
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Final determination

Retail tariff Fixed charge Usage charge Usage charge | Connection Unit Capacity Demand charge| Excess Reactive
(peak) (flat/off -peak) (flat/off -peak) (flat/peak) Power charge
c/day c/kWh c/kWh $/day/unit $/kVA of $/kVA/mth $/excess
AD/mth kVAr/mth
Tariff 51A over 4 GWh high 26181.332 14.223 10.523 4,714 2.784 4.454
voltage (CAC 66kV)
Tariff 51B over 4 GWh high 19356.332 14.223 10.523 5.632 2,784 4.454
voltage (CAC 33kV)
Tariff 51@ over 4 GWh high 17886.332 14.227 10.523 6.475 3.452 4.454
voltage (CAC 22/11kV Bus)
Tariff 510 over 4 GWh high 17046.332 14.244 10.523 12.599 6.903 4.454
voltage (CAC 22/11kV Line)
Tariff 52A over 4 GWh high 13581.332 13.666 14.112 10.523 7.477 12.248 4.454
voltage (CAC STOUD 33/66kV)
Tariff 52B over 4 GWh high 13581.332 13.671 14.116 10.523 5.250 44.093 4.454
voltage (CAC STO@QRY11kV
Bus}
Tariff 52@ over 4 GWh high 13581.332 13.687 14.133 10.523 9.704 80.540 4.454
voltage (CAC STOUD 22/11kV
Line}
Tariff 53 over 40 GWh high 17046.332 14.244 12.599 6.903 4.454
voltage (ICQ)

a. Peak demand is charged on maximum kVA demand during summer peak demand window times (weekdays between 10 am andeSner jll&ea@ry and February). -Off
peak capacity is charged on the greater of either the customer's kVA authorised denmtaedactual monthly hathour maximum kVA demand. The actual monthly maximum
demand is measured all year excluding summer peak demand window times (all year excluding weekdays between 10 am abe@miein January and February). Peak
usage is chargedn all usage in summer months (December, January and FebruarggaRflisage is charged on all usage during-s@mmer months (March to November).

b. Ergon Distribution advised that ICCs do not incur connection unit charges on a network level.
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Final determination

Retail tariff Fixed charge| Min charge Usage rate Usage rate Usage rate Usage rate | Capacity (p Capacity
12 20 3* (flat) to 7.5kw) (Over 7.5kw)
c/day c/day c/kWh c/kWh c/kWh c/kWh $IkW/yr $IkW/yr
Tariff 20 (largegtransitional 76.858 37.595
Tariff 21¢transitional 72.631 49.357 46.374 35.303
Ernigitfozngma" and large) 184.717 49.820 17.543
Tariff 32 cobsolete 30.623 21.807 54.544
Tariff 62¢transitional 78.451 46.516 39.336 16.448
Tariff 65¢transitional 78.003 36.894 20.321
Tariff 66¢transitional 171.915 19.338 37.503 112.759

a. Tariff 21 first 100 kWhtariff 22t 7 am to 9 pm Mon. to Fritariff 37¢10.30 pm to 4:30 pitariff 621 7 am to 9 pm Mon. to Fri. first 10,000kWariff 65¢12hr peak.

b. Tariff 2 101 to 10,000 kW tariff 62t 7 am to 9 pm Mon. to Fri. over 10,000 kWh.
c. Tariff 2T over 10,000 kWitariff 22t all other timestariff 37t 4.30 pm to 10:30 pntariffs 62, & 65 all other times.

d. Tariff 37 became obsolete on 1 July 2007. It is only available to customers taking continuous supply under tarifl03Yuftera7.
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8.2

Table21 Obsolete high voltage regulated retail tariffs and prices (excl. GST), e0a7

Retail tariff Fixedcharge | Usage charge Demand charge
(flat/off -peak) (off-peak/fat)

c/day c/kWh $/kWimth
Tariff 42cobsolete 44689.726 12.446 27.864
Tariff 48¢obsolete 46712.140 12.874 28.822

a. Tariffs 47 and 48 will become obsolete on 1 July 2017. They will oslyatieble to customers taking
continuous supply under tariffs 47 and 48 from 30 June 2017.

Customer impacts

Why will notified prices change between 2@l and 201¢187?

Notified prices will change between 20’ and 201€18 due largely to movements in ergy
costs and network costs.

Energy costs will increase for all customers in 2Q87 primarily driven by substantial increases

in wholesale energy costs. The changes in estimated wholesale energy costs are substantial and
reflect the projected continuedightening of the demaneupply conditions in the Queensland

region as well as other regions of the NEM in 20y @ ¢ KS v/ ! Q& O2vyadz G yi
advised that the tightening is due to several factors, including the increase in demand from in

field gas compression associated with the Queensland LNG export facilities, little additional
renewable capacity in Queenslaf? and changes in the expected demgadpply balance in

Victoria (the closure of Hazelwood power station in Victoria and continuedatiper of the

Portland smelter}46147

In contrast, network costs have decreased for many customers. These decreases are a result of
GKS 1 9wQa FAYylLf RSOA&AZYE c20/distHbyit®rNdBtErmitations Y R 9 NI
and the removal of Solar Bon@&heme costs from network pricddowever, these decreases

have not been sufficient toompletelyoffset the substantial increase in energy costs.

|26 oAff GKS v/ ! Q&a LINKROS RSGSN¥YAYIFGAZ2Y A

To illustrate the impacts of the final detaination on customer bills, we have provided
comparisons of the annual amount typical custom&swould have paid under

2016c17 notified prices and the annual amount that they will pay under 2@87notified

prices. It is important to note that this inforation is only intended to show the impact of the
FyydzZ £ OKIFIy3S Ay y20AFASR LINAOSa 2y | GeLRAOLK

145\While a number of new renewable energy projects pl@nned, only a limited amount of new renewable
generation will be fully operational in 204¥8, with a number of renewable energy projects likely to
commence operation towards the end of, or after, the 2§18 financial year in mi@018.

148Wholesale eleiricity is sold through the NEM, which allows electricity to trade across five interconnected
regions (Queensland, New South Wales, Victoria, South Australia and Tasmania). The interconnected nature
of the market means changes in the demand/supply balaname region will impact on other regions of the

NEM.

47 ACIL Allengstimated Energy Cog201718 Retail Tariffsl1 January 201, 7. 24.

148The typical customer for a given retail tariff is the median or middle customer in terms of consumption out
of allcustomers on that tariff in regional Queensland. The typical customer consumption data is provided by
Ergon Retail and more information is providedAgpendixH.
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the annual change in the total amount a customer will pay their electricity retailer in a given
year.

Many cusomers will incur additional charges that are not set by the QCA and cannot legally be
included in notified prices. For example, most customers will also pay metering charges. These
charges are set by the AER and will vary from customer to customer degeodia range of
factors, including (but not limited to) the type of meter installed, the number of tariffs a
customer uses and whether a customer has a solar power system. As these charges do not form
LI NI 2F y20AFASR LINA OS an, tReMhaieknst beert incdded ihdN& O S
customer impact analysis for notified prices.

Residential customers

The main retail tariff for residential customers is tariff 11. Many customers on tariff 11 are also
on one of the controlled load tariffs (tarif8l and 33,

The annual notified price bill for a typical customer on tariff 11 will increasd.®per cent

from $1,490 (GST inclusive) tb,$39(GST inclusive), as a result of the change in notified prices
between 201617 and 201¢18. For a typical ctsmer on a combination of tariffs 11 and 31 or
tariffs 11 and 33, the increase will Be3 per cent and3.1 per cent respectively. However, the
impact on individual customers will vary depending on their consumption. Customers with
lower consumption than he typical customer will face smaller increases while higher
consumption customers face larger increases.

Figurel4 Impact of the change in notified prices on typical residential customers (incl. GST),
201718
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Note: The annuamounts have been rounded to the closest dollar.

149 Controlled load tariffs may be used for appliances such as water heaters and pool phegs tariffs are

generally cheaper than tariff 11 as customers are only guaranteed supply for a set number of hours (tariff 31

guarantees supply for 8 hours per day and tariff 33 guarantees supply for 18 hours per day).
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Table22 Further detail on the impact of the change in notified prices on customers on the
main residential tariff ¢ariff 11, incl. GST), 20§18

Description Annual 2016c17 201718 Change
consumption annual annualamount ($)
(kwh) amount ($) ®) (%)
25th Percentile customer 2568 $1,055.06 $1,081.42 $26.36 2.5%
Median customet 4173 $1,489.55 $1,538.51 $48.96 3.3%
75th Percentile customer 6478 $2,113.54 $2,194.95 $81.41 3.9%

a Onequarter of regional Queensland customers will use less electricity than the 25th percentile customer.
b Half of regional Queensland customers will use less electricity than the median customer.
¢ Threequarters of regional Queensland customers will use less electricity than the 75th percentile customer.

Note: 25th percentile, median and 75th percentile usage data for regional Queensland customers are supplied by
Ergon Retail, who calculate thesgures based on all their customers on the stated tariff(s). See Appendix H for
more information. Totals may not add up due to rounding.

Small business customers

The annual notified price bill for a typical customer on the main small business tarifff 2@if
will increase by $01or 4.1 per cent as a result of the change in notified prices between 2016
17 and 201¢18. For a typical customer on the seasonal tiofieise tariff (tariff 22A), the
expected increase will be slightly lower,36 per cent.

However, it is important to note that bill impacts for individual customers will vary depending
on their level of consumption and, if the customer is on tariff 22A, the pattern of their

consumption.

Figurel5Impact of the change imotified prices on typical small business customers (incl.
GST), 201718
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Large business customers

Typical large business customers will see increases in their annual notified prioé tiéitereen

6.1 per cent and7.4 per cent as a result of the change in notified prices between 0Z&nd
2017¢18. However, it is important to note that bill impacts for individual customers will vary
depending on their level and pattern of consumption.

Figure 16 Impact of the change in naotified prices on typical large business customers (incl.
GST), 201718
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2 KI0 Aad GKS v/ ! Q& FLIINRIWE? 2 OGNl YAAGA2Y]

Some business customers, including farmers and irrigators, are supplied under transitional or
obsolete tariffs. These retail tariffs are legacy retail tariffs for which there is no corresponding
network tariff. As a result, the prices of these tgi€annot be determined under the N+R cost
build-up methodology.

Transitional and obsolete tariffs have been made available for several years to allow customers
to transition to standard business tariffs and recoup some of the investments made to suit the
level and structure of transitional or obsolete tariffs. Based on information from Ergon Retail,
many customers on these tariffs may incur lower electricity bills if they moved immediately to a
standard business tariff, but some customers would face migihehn bills.

The QCA has maintained transitional arrangements for 03 7and adjusted the charges in
each transitional and obsolete tariff in line with the percentage increases in the standard
business tariffs customers would otherwise pay. The QCA Isas agiplied an additional
escalation factor to limit charges for transitional and obsolete tariffs falling further below cost in
R2f fF NJ G§SN¥ad ¢KAa I LIINRFOK Aa O2yaradsSyd
determinations.

_™
>
[axtN

The QCA has also intluced transitional arrangements for customers on existing high voltage
retail tariffs, as Ergon Distribution intends to phase out the network tariff underlying these
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tariffs in 2017%18. Under the transitional arrangements, the two high voltage retaiiffsar
(tariffs 47 and 48) have been classed as obsolete and therefore will only be available to existing
customers for a transitional period of five years. Consistent with our approach to other
transitional and obsolete tariffs, we have adjusted these fsrifi line with changes in the
relevant standard business tariffs, and applied escalation factors to limit charges falling further
below cost, in dollar terms.

We consider that this approach strikes the right balance, as it will allow existing customers on
the two high voltage retail tariffs time to adjust their operations before moving to alternative
retail tariffs. It also ensures that new customers do not make -tengn investment and
business decisions based on legacy high voltage tariffs that wilberdyailable for five years.
Given that many of these customers are likely to be using very large amounts of energy (tariff
48 customers are some of the largest energy users in Queensland) and making significant capital
investments, we consider it is imgant that they make those decisions based on the correct
pricing signals.

Table 3 shows price changes and transition periods for all transitional and obsolete tariffs.

Table23 Final decisiom transitional arrangements for 20118

Obsolete or transitional tariff Period to be retained 201718 price increase (%)
(years)
Tariff 20 (large) transitional 3 7.6
Tariff 21 transitional 3 5.1
Tariff 22 (small and large)transitional 3 7.6
Tariff 37 obsolete 3 7.6
Tariff 47 obsolete 5 7.6
Tariff 4& obsolete 5 11.3
Tariff 62 transitional 3 5.1
Tariff 65 transitional 3 4.5
Tariff 66 transitional 3 4.5
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Glossary

GLOSSARY

AEMC Australian Energy Market Commission
AEMO Australian Energy Market Operator

AER Australian Energy Regulator

AFMA Australian Financial Markets Association
ASMC Australian Sugar Milling Council

CAC ConnectionAsset Customer

CPI Consumer Price Index

c/day cents per day

DUOS Distribution Use of System

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

ESCOSA Essential Services Commission of South Australia
GST Goods and services tax

GWh Gigawatt hour

Government Queensland Government

HV High Voltage

HVL High Voltage Line

ICC Individually Calculated Customer

IPART Independent Pricing and Regulatory Tribunal
kWh Kilowatt hour

kVA Kilovolt Ampere

KVr Kilovolt Reactive

LGC Largescale generation certificate

LNG Liquefied natural gas

LRET Largescale Renewable Energy Target
Minister Minister for Energy, Biofuelnd Water Supply
MWh Megawatt hour

N Network costs

NECF National Energy Customer Framework
NEM National Electricity Market

NERL National Energy Retail Law

NERR National Energy Retail Rules

Notified prices Regulated retail electricity prices

NSLP Net System Load Profile

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

Origin Origin Energy

QCA Queensland Competition Authority
QCOSsSs Queensland Council of Social Service
QFF Queensland Farmers' Federation

QPC QueenslandProductivity Commission

R Energy and retail cost

RET Renewable Energy Target

RHS Right hand side

ROC Retail operating costs

ROLR Retailer of last resort

RPP Renewable power percentage

SA South Australia

SAC Standard Asset Customer
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SRES
STC
STOUD
STP
TUOS
TWh
UTpP

SmallscaleRenewable Energy Scheme
Smaliscale technology certificate
Seasonal timef-use demand
Smallscale technology percentage
Transmission use of system

Terawatt hour

Uniform Tariff Policy

Glossary
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APPENDIX MINISTERIAL DELEGATAND COVER LETTER

The Honourable Mark Bailey MP
seed  Minister for Main Roads, Road Safety and Ports
Queenstand - ©Minister for Energy, Biofuels and Water Supply

Government

Level 34, 1 William Street Brisbane 4000
Our Reference: CTS14406/17 GPO Box 2644 Brisbane
Queensland 4001 Australia
Telephone +61 7 3719 7300
Email energyandwatersupply@ministerial.qld.gov.au
Website www.dews.qld.gov.au

31 MAY 207

Professor Roy Green

Chair

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

Dear Professor Green
Re: New Delegation to determine Regulated Retail Electricity Prices for 201718

| write to you to issue a new Delegation and Terms of Reference to the Queensland Competition
Authority (QCA) for the determination of regulated retail electricity prices in regional Queensland
for 2017—-18 under section 90AA(1) of the Electricity Act 1994 (the Act).

While recognising that the prices outlined in the 2017-18 Final Determination on 31 May 2017
were developed in accordance with the requirements under the Act, the Government is very
concerned about the impact on consumers that will result from these prices. As such, the
Government has taken steps to deliver price relief for Queensland electricity consumers by
directing Energy Queensland to remove charges for the Solar Bonus Scheme from network
prices, over the three years through to 2019-20. This action will assist in mitigating the impact of
rising wholesale prices which are impacting retail electricity prices across the National Electricity
Market (NEM), including Queensland.

| am issuing a new Delegation, attached to this letter, so the QCA can incorporate those revised
network tariffs into its Final Determination. The new Delegation retains the previously specified
methodology used to calculate the regulated retail electricity prices for 2017-18, and the matters
the QCA must consider.

Because there are no methodology changes, | consider the existing rounds of public consolation
already undertaken by the QCA to be satisfactory. In accordance with section 90AA(3)(e) of the
Act, further public consultation is not required.

The Government's Uniform Tariff Policy and promoting greater levels of retail competition remain
important considerations when setting regulated retail electricity prices in regional Queensland.

The deregulation of retail electricity prices for small customers in South East Queensland (SEQ)
on 1 July 2016 removed a reference point for the determination of prices in regional
Queensland. To maintain consistency with the regulation of prices in previous years, the
Government considers that regulated prices for small customers in regional Queensland should
continue to broadly reflect the expected prices for small customers on standing offers in SEQ.
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The new Delegation requires that the QCA issue its Final Determination by 16 June 2017.

If you require further information please contact Mr Benn Barr, Deputy Director-General - Energy
on (07) 3199 4977.

Yours sincerely

Mark Bailey MP
Minister for Main Roads, Road Safety and Ports and
Minister for Energy, Biofuels and Water Supply

Att: New Delegation and Terms of Reference — Determination of Regulated Retail Electricity
Prices for 2017-18

72



Queensland Competition Authority Appendix A: Ministerial delegation and cover letter

ELECTRICITY ACT 1994
Section 90AA(1)

DELEGATION

|, Mark Bailey, the Minister for Energy, Biofuels and Water Supply, in accordance with the
power of delegation in section 90AA(1) of the Electricity 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 standard contract customers for
customer retail services in the Ergon Energy Corporation Limited (EECL) distribution area for
the tariff year 1 July 2017 to 30 June 2018.

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 2017 to 30 June 2018.

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 90(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) On 1 July 2016, price regulation in the Energex distribution area was removed
for small customers. This means that notified prices only apply to customers
in the EECL distribution area;

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

{c) 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 a pass-through and R
(energy and retail cost) is determined by QCA;

Page 1 of 3
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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 12A, 14, 22A and 24) - basing the network cost component
on the network charges to be levied by Energex and the relevant
Energex tariff structures;

(ii) For Tariff 12A (residential time-of-use), Tariff 14 (residential seasonal
time-of-use), Tariff 22A (small business time-of-use) and Tariff 24
(business seasonal time-of-use demand) - basing the network cost
component on the price level of 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 and demand tariffs and
reduce their energy consumption during peak times; and

(iii) For large business customers 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) 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

(ii) continuing to allow all EECL customers access to tariffs designated as
transitional in 2013-14.

Interim Consultation Paper

6. The Interim Consultation Paper published 16 November 2016, and resulting
considerations by the QCA in accordance with the original delegation for 2017-18
remain relevant for this delegation. In accordance with section 90AA(3)(e) of the Act,
a new Interim Consultation Paper is not required.

Consultation Timetable

9. As the methodology to determine retail tariffs is the same as that contained in the
original delegation for 2017-18, the consultations and considerations by the QCA in
accordance with the original delegation remain relevant for this delegation. In
accordance with section 90AA(3)(e) of the Act, a new consultation timetable is not
required.

Page 2 of 3
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DELEGATION TO QCA

Workshops and additional consultation

10. The workshops and additional consultation conducted under the original delegation
for 2017-18 and resulting considerations by the QCA in accordance with the original
delegation remain relevant for this delegation. In accordance with section
90AA(3)(e) of the Act, a new round of workshops and additional consultation is not
required.

Draft Price Determination

11.  The draft determination published on 24 February 2017 by the QCA in accordance
with the original delegation for 2017-18 remains relevant for this delegation. In
accordance with section 90AA(3)(b) of the Act, the QCA is not required to publish a
draft determination based the new delegation.

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.

Timing

18. QCA must publish the final price determination on regulated retail electricity tariffs
for the 2017-18 tariff year, and have the bundled retail tariffs gazetted, no later

than 16 June 2017.

19.  This Delegation supersedes the previous Delegation issued on 10 November 2016.

DATED this 313+ dayof May2017.

e ; ,—)
SIGNED by the Honourable ) - ;
Mark Bailey, e A e s s ST
Minister for Energy, Biofuels and Water Supply)  (signature)

Page 3 of 3
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APPENDIX BUBMISSIONRECEIVED UNDER NOEEMBER 2016
DELEGATION

Submissions to the interirmonsultation paper
Auctus Resources

Australian Sugar Milling Council

Canegrowers (late submission received 22 December 2016)
Canegrowers Isis

Energy Queensland

Queensland Electricity Users Network

Queensland Farmers' Federation

Queensland Consumers Assticia

= =/ 4 4 A4 A -4 A -2

Queensland Council of Social Service

Submissions to the draft determination
Australian Sugar Milling Council

Canegrowers

Canegrowers Isis

Chamber of Commerce and Industry Queensland
Cotton Australia

Energy Queensland

Origin Energy

Queensland ConsumeAssociation

Queensland Council of Social Service

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

We have also received two confidential submissions.
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APPENDIX EESPONSES TO ADINAIOSSUES RAISED IN
SUBMISSIONRECEIVED UNDER TABEEBMBER 2016 DELEGAT

This sectionoutlines responsewe provideal to additional issues raised in submissioaseived under the
November 2016 delegatioandwhich have not been addressed in this final determination.

Stakeholder comment

Stakeholder

QCA response

There were errors in Ergon
5A a0 NRX o dzil A 2 yuttdre H
Statement.

Canegrowers

¢KS LIWINRGLFE 2F 9NH2Y 9YyS
is a matter for the Australian Energy Regulator (AER).

' YRSNJ §KS vdzSSyatlyR DBpOS
YSGK2RE ¢S GNBIG 9NB2Y 9V
through.

¢KS v/!Qa RNI T
not consider the appropriateness in
how the network costs (return on
capital, return of capital, capex and
opex) are calculated.

Canegrowers Isis

The QCA has no power in assessing or determining the
costrecovery or distribution networks. The AER decides
approves the return on capital, return of capital, capex a
opex of the distribution companies in Queensland (Ener
and Ergon Energy). That feeds into the network tariffs th
charge.

The Queensland GovernmiériMay 2017delegation
makes it clear that the QCA is required to consider an N
cost buildup approach where the network component is
treated as a pasthrough (from the distribution
companies).

Canegrowers Isis implores the QCA
that the increases itransitional and
obsolete tariffs in the final
determination do not exceed the
increases proposed in the draft
determination.

Canegrowers Isis

The QCA published the draft determination to seek
comments from the stakeholders and the public. Market
and polty environments have changed between the draf
FYR GKS FTAYFE RSGSNXYAYL GA
price change for any retail tariff is inconsistent with the
pricing principles we outlined in Chapter 1, and would be
an inappropriate pricing apprad.

Canegrowers Isis asks the QCA to
I RGAES WwWIa G2 GK
provide drought relief when the

Hnun GFNRTFTF OKI Yy

Canegrowers Isis

Drought relief is a policy matter for the Queensland
Government.

The QCA should allow customers t¢
elect to be on a range of tariffs and
later confirm the tariff at the end of

each quarter.

Canegrowers Isis

The QCA determines notified prices under the Electricity
Act as delegated by the Queensland Government. Flexil
or retrospective tariff selectiois outside the scope of this
report.

Some aspects of the Gazette Notice
in the draft determination need to
be amended: controlled load tariffs;
billing information description under
each retail tariff; change retail tariff
following distributor rules; chage
back the wording for transitional
tariffs 21 and 37 from 'daily supply
charge' to ‘'minimum payment per
day'.

Energy
Queensland

The aspects of the Gazette Notice mentioned by Energy
Queensland are drafted by the Department of Energy ar
Water Supply (DES). DEWS has considered Energy
vdzSSyatlyRQa 02YYSyida éKS
(see Appendix G).
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Stakeholder comment Stakeholder QCA response
¢KS v/ ! aKz2dz R d; Energy ¢KS v/ Qa NBalLRyaAiroAtAde
network tariff structures in Queensland Govey Y S yMap2017delegation is to decide notified
determining all retail prices for smal prices, not the revenue of regulated businesses. The UT
customers. The application of the as defined by the Minister, concerns the overall retail
UTP means th@CA should let Ergot price. Wehaveset naotified retail prices accordingly.
Energy recover an amount The delegation also requires us tonsider Energex tariffs
(quantum) of revenue for its structures in setting non timef-use tariffs for small
network costs in regional Odza i 2 YSNAET FyR O2yaARSNI 9
Queensland that IS equivalent to | setting timeof-use tariffs for small customers. Weaveset
9YSNHSEQa NbOSYyd notified prices accordingly.
network costs.
Prices for regional cusiers should | QCOSS The QCA must set notified prices in accordance with the
be minimised to the greatest extent requirements of the Electricity Act and the Queensland
possible in 201718 because D 2 @S Ny M& 2l lelegation. Chapter 1 outlines
affordable electricity is essential to legal requirements that apply to the QCA when it
the wellbeing of communities. determines notified prices.
The Queensland Government has implemented the UTF
which results in a subsidy paid to customers of Ergon
Energy Retail. Weaveset prices in accordance with the
UTP. See Chapter 2.
The QCA has also considered affordability by specifying
transitional arragements for legacy tariffs, which
smoothes the bill impact for regional customers
transitioning to standard business tariffs.
The QCA should present bill impact QCOSS The QCA has provided detailed bill impdotstariff 11
for a wider range of customer usagge customers who use more than the typical (median)
levels. customer (the 75th percentile), as well as customers whi
use less (the 25th percentile). See TalfleChapter 8.
The QCA has also provided bill impacts for residential
customers on common tdficombinations T11+T31 and
T11+T33 based on median consumption data. See Fiyu
in the Executive Summary and Figtdein Chapter 8.
We consider this information is sufficient to illustrate the
LRGSYyGArt AYLI OlGa 2¥leiKS$S
notified prices.
The QCA should include metering | QCOSS As QCOSS recognises, under the Electricity Act, meterit
costs in its bill impact analysis and charges cannot legally be included in notified prices. The
fact sheets even though it does not charges also vary from customer to customer.
T2 NY _LJl' NI 2% UKS As the metering charges do not form part of notified pric
determination, because the 2NJ GKS v/ 1 Q& LINAOS RSGSNY
RSUSNNAY I; uAz ¥ NI apply one metering cost to an entire customer group, we
Wiy 3{ q2|' f_ 0 A fv taQ y do not include metering charges in the customer impact
LJ’_\U‘ OS ahaft ﬁtlesfm@e ¢ K analysis for notified pces.
tariff fact sheets accompanying drai ) ) )
determination were misleading. We have fewewed the. chart titles in our report and fact
sheets to improve clarity.
The QCA should provide informatio] QCOSS The QCA has provided this information in Apgieri:

such as availability of concessions
and hardship support in its fact
sheets.

Summary of concessional arrangements for energy in
Queensland.
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Stakeholder comment Stakeholder QCA response

Regulated retail electricity prices for QEUN The QCA determines notified prices under the Electricity

all businesses in regional Act as delegated by the Queensland Government.

Queensland in 20118 must be We made our determination on the regulated retail price

reduced by 16 per cent compared after considering all the matters we are required to

201&c17. consider under the Electricity Act andetMay 2017
delegation. See Chapter 2 for a full discussion of our pri
approach.

The cost builelbp methodology that | QEUN The QCA sets notified prices in accordance with the

the QCA uses ignores concerns requirements of the Electrity Act and the Queensland

about affordability. D 2 @S Ny M& ?dil Welegation.
The Queensland Government has considered affordabili
in making its delegation by putting forward the UTP, whi|
subsidises electricity prices for regional customers.
The QCA has consideredatffability by specifying
transitional arrangements in tariffs, which smoothes the
bill impact for regional customers.

The cost buileup methodology that | QEUN The QCA determines notified prices under the Electricity

the QCA follows from the delegatior Act. We are required to consider, and we have consider:

fails to comply with the National the objects of the Electricity Act rather than the National

Electricity Objective (under the Electricity Objective.

National Electricity Law). See Chapter 2 for a codsration of the objects of the
Electricity Act.

The QCA has not complied with thee QEUN As the QCA is required to determine notified prices in

monopoly investigation provisions @ accordance with theequirements in the Electricity Act,

the Queensland Competition the monopoly investigation provisions in the QCA Act dc

Authority Act 1997 (QCA Act). not apply to the 201718 price determination.

¢tKS v/ ! Qa O2yadzZ| QEUN The QCA has held consultation workshopseional

WiAO1l GKS 062EQ S centres in Queensland since 2@13. We consider
seriously and carefully the feedback from these workshc
as well as the issues raised in the submissions.

The process for electricity price QFF The Qeensland Productivity Commission has completec

reform is flawed and needs a
complete review.

comprehensive review on electricity pricing in Queenslal
in which it has made recommendations to the Queensilal
Government on the pricing process. Any further review i
matter for the Queensland Governme
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APPENDIX DXETWORK TARIFF STIRIRES

This appendix provides further information on tlimal decisions in Chapter 3. Energex and Ergon
Distribution network tariff structures are compared and the way tariffs have been adjusted to make them

consisten with the UTP is outlined.

Comparison of Energex and Ergon Energy's tariff structures

Table24 Energex and Ergon Distribution residential and small business customer-tifngse and

demand tariffs

Distributor Peak Shoulder Off-peak
Residential (timeof-use)
Energex Usage 4 pmg8 pm 7 amg4 pm, 8 pngl0 pm 10 pn7 am every day
weekdays (weekdays weekdays (weekdays
include government include government
specified public holidays) | specified public holidays)
7 an;10 pm weekends
Ergon Usage 3 pmg9.30 pm any day of All other times
Distribution the week, summermonths
(retalil tariff only
12A)

Residential (timef-use dem

and)

only

Energex Usage Flat usage charge
(introduced
on 1 July Demand 4 pmg8 pm
2016) workdays (workdays are
weekdays but exclude
governmentspecified
public holidays)
Ergon Usage Flat usage charge
Distribution
S Demand 3 pmg9.30 pm any day of 3 pn9.30 pm any day of
(1rzz)tall tariff the week, summermonths the week,non-summeeg

months

Small business (timef-use)

Energex Usage 7 ang9 pm, All other times
weekdays (weekdays
include government
specified public holidays)
Ergon Usage 10 ang8 pm on summey All othertimes
Distribution weekdays
(retail tariff
22A)
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Distributor Peak Shoulder Off-peak
Small business (timef-use demand)
Energex Usage Flat usage charge
(to be Demand 9 an9 pm
introduced e p
on 1 July workdays (workdays are
2017) weekdays but exclude
governmentspecified
public holidays)
Ergon Usage Flat usage charge
Distribution
i tariff Demand 10 ant8 pm on summer 10 ant8 pm weekdays in
(er;a' tari weekdays non-summeef months
a. Summer months are December, January and February.
Table25 Energex and Ergon Distribution nqtime-of-use tariffs
Type Distributor Fixed Usage
Residential Energex c/day Flat rate c/kWh
(tariff 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
Small business | Energex c/day Flat rate c/kWh
(tariff 20)
Ergon c/day c/kWh 1st 1,000 | c/kWh next ¢/kWh >20,000
Distribution kWhlyear 19,000 kWh/year | 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 Energex n/a Flat rate c/kWh
(tariff 91)
Ergon c/day Flat rate c/kWh
Distribution
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Adjusting Ergon Distribution network tariffs

This section outlines the methodology used in sec8adh3 to adjust Ergon Distribution network charges
to reflect Energex price levels, while retaining Ergon Distribution tariff structures. This approach is
consistent with the approach we adopted in the 2Q18 determination.

Establishing network prices

To calculate network prices that reflect Ergon Distribution tariff structures and Energex price levels, we
used information on network charges provided by the distributfrand customer usage data provided

by Ergon Distribution and Ergon Retail. Using thia,dae then lowered charges under the relevant Ergon
Distribution network tarift°! to a level where the average customer pays the same as they would under
the equivalent Energex network tariff.

This calculated network tariff has then been used as the lohsigetail tariff.

Seasonal timef-use tariffs

Ergon Distribution has seasonal tiroeuse network tariffs for residential and small business customers.
These network tariffs form the basis of retail tariffs 12A (residential) and 22A (small busiressgate

retail tariffs that reflect Ergon Distribution network tariff structures, while broadly reflecting Energex price
levels, we adjusted all charges under the Ergon Distribution network tariff so that the average customer
will pay the same total netark cost as they would be under the equivalent Energex flat rate network
tariff.

The results are shown in tableé &nd 27.

Table26 Network price options for tariff 12A

Fixed Peak/flat Off-peak

c/day c¢/kWh c¢/kWh
Energex 8400 47.100 9.267 N/A
Ergon Distribution ERTOUT1 135.400 39.435 5.141
QCAadjusted Ergon Distribution ERTOUT1 49.685 39.435 5.141

Note: Based on data provided by Ergon Distribution and Ergon Retail, annual usage is taken as 5,035 kWh, with 11.48%

peak usagand 88.52% ofpeak usage.
Table27 Network price options for tariff 22A

Fixed Peak/flat Off-peak

c/day c/kWh c¢/kWh
Energex 8500 63.900 10.510 N/A
Ergon Distribution EBTOUT1 135.400 44.523 9.134
QCAadjusted Ergon DistributioEBTOUT1 63.900 35.398 7.262

Note: Based on data provided by Ergon Distribution and Ergon Retail, annual usage is taken as 13,718 kWh, with 11.54%

peak usage and 88.46% gféak usage.

150 Energex and Ergon Distribution.

151 Network tariffs applyingt® NHE2y S5AaA0GNRARodziA2y Qa
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Timeof-use demand tariffs

Ergon Distribution has seasonal timnEuse network tariffs for residential and small business customers.
These network tariffs form the basis of retail tariffs 12A (residential) and 22A (small business). To

Appendix D: Network tariff structures

calculate network prices for these retail tariffs, we uniformly reduced all charges afeteeant Ergon

Distribution network tariff to equalise the average customer's network bill with the bill they would face

on the equivalent Energex flat rate network tariff.

The resulting network prices are shown in tabl8sad 2.

Table28 Network price options for tariff 14

Fixed Usage Peak demand Off-peak demand
c/day c/kWh $/kW/month $/kW/month
Energex 8400 47.100 9.267 N/A N/A
Ergon Distribution ERTOUDCT1 10.400 2.741 76.220 11.500
QCAadjusted Ergon DistributioBERTOUDCT1 7.687 2.026 56.335 8.500

Note: Based on data provided by Ergon Distribution and Ergon Retail, annual usage is taken as 5,053 kWh with a peak
demand of 1.43 kW per month and an-pffak demand of 3.48 kW per month.

Table29 Network price options for tariff 24

Fixed Usage Peak demand Off-peak demand
c/day c/kWh $/kw/month $/kW/month
Energex 8500 63.900 10.510 N/A N/A
Ergon Distribution EBTOUDCT1 10.400 3.441 94.720 10.000
QCAadjusted Ergon Distribution EBTOUDC 9.414 3.041 85.742 9.052

Note: Based on data provided by Ergon Distribution and Ergon Retail, annual usage is taken as 13,718 kWh with a peak
demand of 2.77 kW per month with an qak demand of 6.27 kW per month.

Nonctime-of-use tariffs

As discussedh Chapter 3, we examined the impact of using Ergon Distribution's inclining block tariff
structure as the basis for flatite retail tariffs 11 (residential) and 20 (small business). For the purposes of
this assessment, we calculated network prices byfanmily reducing all charges of the relevant Ergon
Distribution network tariff to equalise the total network revenue recovered by Ergon Distribution under
an inclining block tariff with the network revenue it would have otherwise recovered under an Energex
flat rate tariff. Network prices calculated using this approach are consistent with the UTP.

The resulting network prices and charts demonstrating the impact on customers are shown below.
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Table30 Network price options for tariff11

Appendix D: Btwork tariff structures

Fixed Usage c/kWh

clday Flat/first blocka | Second block | Third blocke
Energex 8400 47.100 9.267 N/A N/A
Ergon Distribution ERIBT1 135.400 3.091 7.091 10.541
QCAadjusted Ergon Distribution ERIBT1 102.053 2.330 5.345 7.945

a. Usage chargapplies to all usage under an Energex network tariff (row 1). Usage charge applies to usage of less than
2.74 kWh per day under an Ergon Distribution network tariff (rows 2 and 3)

b. Usage charge applies to usage greater than 2.74 kWh per day and lesd6hth kWh per day under an Ergon
Distribution network tariff (rows 2 and 3)

c¢. Usage charge applies to usage above 16.43 kWh per day under an Ergon Distribution network tariff (rows 2 and 3)

Figurel7 Impact on tariff 11 customersdopting Ergon Distribution inclining block tariff structure
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a. IBT stands for inclining block tariffs.
b. RHS stands for right hand side. LHS stands for left hand side.

c. 43.8% of customers (consuming bel8831kWh/annum) will be worse off movingoin a residential flat tariff (tariff 11)
to Ergon Distribution inclining block tariff structure.
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Table31 Network price options for tariff 20

Appendix D: Network tariff structures

Fixed Usage c/kWh

clday Flat/first block® | Second block |  Third blocke
Energex8500 63.900 10.510 N/A N/A
Ergon Distribution EBIBT1 135.400 3.441 9.459 13.460
QCAadjusted Ergon Distribution EBIBT1 117.748 2.993 8.226 11.706

a. Usage charge applies to all usage under an Energex network tariff (row 1). Usage charge apghkee tof less than
2.74 kWh per day under an Ergon Distribution network tariff (rows 2 and 3).

b. Usage charge applies to usage greater than 2.74 kWh per day and less than 54.76 kWh per day under an Ergon
Distribution network tariff (rows 2 and 3).

c. Usa@ charge applies to usage above 54.76 kWh per day under an Ergon Distribution network tariff (rows 2 and 3).
Figurel8Impact on tariff 20 customers adopting Ergon Distribution inclining block tariff structure
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a. IBT stands fanclining block tariffs.
b. RHS stands for right hand side. LHS stands for left hand side.

. 49.7% of customers (consuming bel&843kWh/annum) will be worse off moving from a small business flat tariff (tariff
20) to Ergon Distribution inclining blokiff structure.
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APPENDIX RETAIL COST ALLOVASIC

The QCA will base 20418 retail costs on the allowances established in the 2Q¥6price determination.

This appendix outlines how the QCA calculated fixed and variable retail cost allocatoftii 20For

more information on the retail cost determination process, please see our@lprice determination

and ACIL Allen's report on estimating the efficient retail costs. Both documents are available on our
website!5?

Retail costs for residential and small business customer retail tariffs

To allocate the fixed retail cost component, the total aahfixed benchmark retail cost (not including an
allowance for regulatory fees) derived in 2@16 was divided by 365.25 days to derive a daily charge.
This is expressed in cents per day and applied to the fixed component of retail tariffs.

To apply thevariable retail cost components to each retail tariff, we derived variable retail cost allocators,
as set out in TableZ3 column E below. These allocators represent the variable retail cost component
derived in 201617 (column B) as a percentage of toPfl16¢17 variable costs, excluding the variable
retail cost component (column D). This approach generated percentage factors which allowed us to apply
the variable retail cost components evenly across tariff components, even when they are not expressed
on acent per kWh basis, such as demand charges. It also allows us to apply variable retail costs to
time-of-use use tariff components, where the average cents per kWh estimate cannot be applied.

Using this approach means that the variable retail cost compbobanges in line with the underlying
variable cost base. For example, if wholesale energy costs or network charges increased, the variable
retail cost would also increase, as it is derived as a percentage of underlying variable costs. This is
consistentwith how the retail margin was applied in previous years. Conceptually, we consider it
reasonable to assume that variable retail costs (including the required margin) would increase in dollar
terms as underlying costs increase. This is because retailegesgi@ater risk as underlying costs (and
customer bills) increageretailers should be compensated for this additional risk.

Table32 2016c17 Allocation of fixed and variable retail costs and variable cost allocators

A B C D E
Customer class | Benchmark fixed Benchmark Benchmark Benchmark total | Variable retail
retail component | variable retail variable retall variable cost costs allocato?
($/customerlyr) component component ($/customer/yr) (%)
($/customer/yr) (c/kWh)
Residential 127.93 104.28 2.25 924.89 11.27%
Small business 181.56 422.23 2.58 3,298.72 12.80%

a. The total variable cost excludes the variable retail cost based on¢P®losts for an average tariff 11 customer
consuming 4,640 kWh per year, and an average small business customer consuming 16,370 kWh per year, based on data
from Energex.

b. The vaiable retail cost allocator (column E) is derived by dividing column B by column D.

To derive the variable retail cost component of each tariff, we multiplied the underlying variable cost
component of each tariff (net of variable retail costs) by the appede variable retail cost allocator

152 http:/iwww.gca.org.au/Electricity/Regionatonsumers/Redt lectricityPrices/FinaReport/Regulated
ElectricityPrices2016-17#finalpos
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(either residential or small business). The choice of allocator for each retail tariff is based on the category
of customer accessing the tariff, as set out in TaBBle 3

All residential and small business tariffs witllude both fixed and variable retail cost components, except
for controlled load tariffs 31 and 33 which are secondary tariffs and attract a variable retail cost only.

Table33 Allocation of total retail costs to fixed and variablcomponents residential and small
business customer tariffs

Tariff Customer category for Fixed retall Variable retail cost
assigning retail cost component allocator
allowance
Residential (T11, 12A & 14) Residential Yes 11.27%
Controlled loads (T31 &3) Residential No 11.27%
Small business (T20, 22A, 24 & 41) Business small Yes 12.80%
Other unmetered loads T91 Business small No 12.80%

Retail costs for large and very large business customer tariffs

As ACIL was not able to benchmark 2fiI6retailcosts for large and very large business customer tariffs,
we decided to retain the 20136 large business customer retail operating cost allowances in real terms.

We escalated the 20136 estimated retail operating costs (plus the margin allocated to tkedf
component) to 201617 values using the forecast change in the CPI. This is consistent with our approach
in previous years. We assumed an inflation rate of two per cent which is theamig of the Reserve
Bank of Australia's inflation forecast of 162.5 per cent for the 12 months to June 20%7.

In previous determinations, we estimated and applied retail operating costs and the retail margin as
discrete components. Retail operating costs were considered a fully fixed cost. The retail margin was
estimated and applied as a percentage of total costs, recovered through both fixed and variable tariff
components.

To apply a methodology consistent with that applied to small customer tariffs, the ROC allowance (plus
the margin allocated to the fixed compent) was taken as the fixed retail cost component and a variable
component equal to the margin of 5.7 per cent that we applied in 2065To allocate the variable retail
component across the total variable costs we have used a variable retail costallot&.0445 per cent

of total variable costs, excluding variable retail costs. This allocator represents the percentage required to
establish a variable retail cost component equal to 5.7 per cent of total variable costs, including the
variable retail cet.

Fixed retail costs will be applied in the same way as in previous determinations, as set out idTa@hke 3
choice of allocator for each retail tariff is based on the category of customer accessing the tariff, also as
set out in Table & All largeand very large business tariffs will include both fixed and variable retail cost
components, except tariff 71 (street lighting) which is considered a secondary tariff and attracts a variable
retail cost only.

153 Reserve Bank of Austi@ Statement on Monetary Policilay 2016, p.61.
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Table34 Allocation oftotal retail costs to fixed and variable componerntslarge and very large
business customer tariffs

Tariff Customer category for Fixed retail Variable retail cost
assigning retail cost component allocator
allowance
Tariffs 44, 45, 46 & 50 Business large Yes 6.0445%
Tariff 71 Business large No 6.0445%
Tarifs51AcD, 524C, 53 Business very large Yes 6.0445%
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APPENDIX FRANSITIONAL AND OBETE TARIFFSUSTOMR
IMPACTS

In Chapter 7 we discuss our decision on arrangements for customers on transitional and obsolete retail
tariffs. This decision is based on updated data provided by Ergon Retail for the final determination.

This appendix contains the analysis of bill impafor customers moving from their transitional or
obsolete 201617 tariff to an alternative 201617 standard business tariff.

The customer impacts are calculated on an individual tariff basis. As some customers are supplied under
multiple tariffs, the oerall impact to an individual customer may be a combination of the impacts shown
below.

Tariff 21

Tariff 21 is a declining block tariff that aligns with tariff 20 for small business customers sHi§twe20
below show the distribution of potentialmpacts for existing customers moving to standard business
tariffs.

Figure19 Change in electricity bills for small business customers on tariff 21 moving to tariff 20

Impact of Moving from 2016-17 Transitional Notified Prices to
2016-17 Cost Reflective Notified Prices for EEQ Small Customers
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Source: Ergon Retail.
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Figure20 Change in electricity bills for small business customers on tariff 21 moving to tariff 22A

Impact of Moving from 2016-17 Transitional Notified Prices to
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Includes customers on Tariff 21 in combination with other tariffs.

Source: Ergon Retail. Assumes 10%/90% peak/off peak split.
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Tariff 37

Tariff 37 is a business tirgd-use tariff that aligns with tariff 20 or 22A for small busseustomers and
one of tariffs 44 to 53 for large business customers. Fig@ieto 23 below show the distribution of
potential impacts for existing customers moving to these standard business tariffs.

Figure21 Change in electrity bills for small business customers on tariff 37 moving to tariff 20

Impact of Moving from 2016-17 Transitional Notified Prices to
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Includes customers on Tariff 37 in combination with other tariffs.

Source: Ergon Retail.

Figure22 Change in electricity bills for small business customers on tariff 37 moving to tariff 22A

Impact of Moving from 2016-17 Transitional Notified Prices to
2016-17 Cost Reflective Notified Prices for EEQ Small Customers

35%

30%

25%

)
Q
x®

15%

Proportion of Customers

10%

) I I
0% . - - . .

8 e S o 5 & &
o“é fg\“ @\“ u\a S\u“o e \» W o o o e X
§ 5 = v o> S ©

Cost Impact (%)

W Tariff 37

Includes customers on Tariff 37 in combination with other tariffs.

Source: Ergon Retail. Assum€86/90% peak/off peak split.
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Figure23 Change in electricity bills for large business customers on tariff 37 moving to large customer
standard business tariffs
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Tariffs 62 and 65

Tariffs 62 and 65 are timef-use tariffs for farming and irrigation customers. These tariffs align with tariff
20 or 22A for small business customers and tariffs 44 and 45 for large business customers 2&itpures
29 below show the distribution of potential impacts for existingstomers moving to these standard

business tariffs.

Figure24 Change in electricity bills for small business customers on tariff 62 moving to tariff 20
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Figure25 Change irelectricity bills for small business customers on tariff 62 moving to tariff 22A
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Figure26 Change in electricity bills for large business customers on tariff 62 movingrge customer
standard business tariffs

Impact of Moving from 2016-17 Transitional Notified Prices to
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Includes customers on Tariff 62 in combination with other tariffs. ™ Tariff 62

Source: Ergon Retail.

Figure27 Change in electricity bills for small business customers on tariff 65 moving to tariff 20
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Figure28 Chang in electricity bills for small business customers on tariff 65 moving to tariff 22A

Impact of Moving from 2016-17 Transitional Notified Prices to
2016-17 Cost Reflective Prices for EEQ Small Customers
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Figure29 Change in electricity bills for large business customers on tariff 65 mgwo large customer
standard business tariffs

Impact of Moving from 2016-17 Transitional Notified Prices to
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Tariff 66

Tariff 66 is a flatate tariff for irrigation customers. This tariff aligns with tariff 20 or 22A for small

business customers and tariffs 44 and 45 for large business customers. B@toe32 below show the
distribution of potential impacts for exist) customers moving to these standard business tariffs.

Figure30 Change in electricity bills for small business customers on tariff 66 moving to tariff 20

Impact of Moving from 2016-17 Transitional Notified Prices to
2016-17 Cost Reflective Prices for EEQ Small Customers

40%

35%

b
®

Proportion of Customers
N
g

o
®

5%

0%

o GQQ\ o S o '§\e '{;\e ‘509\0 “Qa\a ‘)Qe\e /\"g\e bs\ﬁ oa\u
0*?} <§\°& g”'\:' o o oo \J‘Q Q\e“o \e“o \J@ \e‘o o ‘\vz}\’
s R K BN & S Ky By /\":\a S
Cost Impact (%)
Includes customers on Tariff 66 in combination with other tariffs. = Tariff 66
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Figure31 Change in elecicity bills for small business customers on tariff 66 moving to tariff 22A
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Figure32 Change in electricity bills for large business customers on tariff 66 movingrge customer
standard business tariffs

Impact of Moving from 2016-17 Transitional Notified Prices to
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unavailable. Therefore costimpacts may be over- or under-stated.
Includes customers on Tariff 66 in combination with other tariffs.  Tariff 66

Source: Ergon Retail.
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Large business customer tariffs

Tariffs 20 (large) and 22 (small and large)

Transitional large tariffs 20 (large) and 22 (small and large) align with tariffs 44 to 53, which are based on
Emgon Energy network tariffs and charges. FiguB8snd 34 show the likely impacts for large business
customers moving from these transitional tariffs to the most appropriate of the standard large business
customer tariffs.

Figure33 Change in electricity bills for business customers on tariff 20 (large) moving to large customer
standard business tariffs
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Figure34 Change in electricity bills for business customers on tariff 22 (sraall large) moving to large
customer standard business tariffs

Impact of Moving from 2016-17 Transitional Notified Prices to
2016-17 Cost Reflective Notified Prices for EEQ Large Customers
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Source: Ergon Retail.

Tariffs 47 and 48

Transitional very large tariffs 47 and 48 align with tariffs @624 C and 53, which are based on Ergon
Energy network tariffs and charges. Figui® shows the likely impacts for large business customers
moving from transitional tariffs 47 and 48 to the most appropriate standard business tariffs.

Figure35 Estimated bill impact for customers moving from tariffs 47 and 48 tarsflard business tariffs
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APPENDIX GAZETTE NOTICE

Note: all drought assistance provisions have been removed from201E/18 gazette notice by DEWS.
We understand the drought assistance policy will remain in place and wiubkshed in a separate

gazette notice by DEWS.

Queensland Government
Gazette

RETAIL ELECTRICITY PRICES FOR STANDARD CONTRACT CUSTOMERS
Electricity Act 1994

The notified prices are the prices decided under section 90(1) of the Electricity Act 1994 (the Electricity Act).

A retailer must charge its Standard Contract Customers, as defined in the Electricity Act, the notified prices subject to the
provisions of sections 91, 91A and 91AA of the Electricity Act and section 22A, Division 12A of Part 2 of the National
Energy Retail Law (Queensland) (the NERL (Qld)).

Pursuant to the Certificate of Delegation from the Minister for Energy, Biofuels and Water Supply (dated 10 November
2016) and sections 90 and 90AB of the Electricity Act, | hereby state that the Queensland Competition Authority decided
that, on and from 1 July 2017, the notified prices are the applicable prices set out in the attached Tariff Schedule.

As required by section 90AB(4) of the Electricity Act, the notified prices are exclusive of the goods and services tax (‘GST’)
payable under the A New Tax System (Goods and Services Tax) Act 1999 (Cth) (the GST Act).

In addition to the applicable tariff, a retailer may charge a Standard Contract Customer an additional amount in accordance
with a program or scheme for the purchase of electricity from renewable or environmentally-friendly sources (whether or
not that additional amount is calculated on the basis of the customer’s electricity usage), but only if:

(a) the customer voluntarily participates in such program or scheme;

(b) the additional amount is payable under the program or scheme; and

(c) the retailer gives the customer prior written notice of any change to the additional amount payable under the program
or scheme.
Dated this 16th day of June 2017.

Roy Green, Chairman
Queensland Competition Authority
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TARIFF SCHEDULE

Part 1

APPLICATION

A) APPLICATION OF THIS SCHEDULE - GENERAL

This Tariff Schedule replaces the Tariff Schedule
published in the Queensland Government Gazette on
31 May 2016.

This Tariff Schedule applies to all Standard Contract
Customers in Queensland in the Ergon Energy distribution
area.

Definitions of customers and their types are those set out
in the Electricity Act and the NERL(QId). Unless otherwise
defined, the terminology used in this Tariff Schedule is
intended to be consistent with the energy laws.

B) APPLICATION OF TARIFFS

General

Distribution entities may have specific eligibility criteria in
addition to retall tariff eligibility requirements set out in the
Tariff Schedule, e.g. the types of loads and how they are
connected to interruptible supply tariffs. Retailers will
advise customers of any applicable distribution entity
requirements upon tariff assignment or customer request.

Additional customer descriptions:

e Farming is the undertaking of agricultural or associated
business activities for the primary purpose of profit.
The primary use of electricity supplied under a farming
tariff should be for farming.

e Jrigation is the undertaking of pumping water for
farming. The primary use of electricity supplied under
an irrigation tariff should be for irrigation.

e A Connection Asset Customer (CAC) is a large
business customer whose required capacity generally
exceeds 1500 kVA and annual energy usage generally
exceeds 4GWh as classified by the distribution entity.

* An Individually Calculated Customer (ICC) is a large
business customer whose annual energy usage
generally exceeds 40GWh as classified by the
distribution entity.

CAC or ICC customers can only access tariffs where
specifically stated in the tariff description, or as agreed by
the retailer.

Ml means the unique identification number applicable to
the point at which a premises is connected to a distribution
entity’s network. For premises connected to the National
Electricity Market this is the National Metering Identifier
(NMI), and for other premises is the unique identifier
allocated by the distribution entity.

An Ml exclusive tariff cannot be used in conjunction with
any other tariff at that MI. All large customer continuous
supply tariffs are M| exclusive tariffs unless otherwise
stated.

A primary tariff is the tariff that reflects the principal
purpose of use of electricity at the premises or the majority
of the load, and is capable of existing by itself against a
MI.

Small business customers can access primary residential
tariffs providing the nature of all use on the tariff is consistent
with the tariff requirements (refer below for concessional
application of primary residential tariffs), and is in conjunction

with a primary business tariff (Tariff 20, 21, 22, 22A, 24, 41,
62, 65 or 66) at the same M.

Primary residential tariffs are also applicable to electricity
used in separately metered common sections of
residential premises consisting of more than one living
unit, but cannot be used in conjunction with another
primary residential tariff at the same MI.

A secondary tariff is any tariff that is not a primary tariff,
and can be accessed only when it is in conjunction with a
primary tariff at the same MI unless otherwise stated.

A seasonal tariff is any tariff for which charges vary
depending on the month the charge applies. Seasonal
tariffs can also include time-of —use based charges.

A time-of-use tariff is any tariff for which charges vary
depending on the time of day.

A transitional tariff can be accessed by eligible customers
for a limited period of time.

An obsolete tariff can only be accessed by customers who:
(a) are on the tariff at the date it becomes obsolete; and

(b) take continuous supply under it.

Transitional and obsolete tariffs will be discontinued no
later than the scheduled phase-out date. Customers on
these tariffs may opt to transfer at any time to applicable
standard tariffs.

Any reference in this Tariff Schedule to a time is a
reference to Eastern Standard Time.

Weekdays mean Monday to Friday including public
holidays.

Summer is the months of December to February inclusive.

A daily supply charge is a fixed amount charged to cover
the costs of maintaining electricity supply to a premises,
including the costs associated with the provision of
equipment (excluding metering and associated services)
and general administration. Retailers may use different
terms for this charge, for example: Service Charge,
Service Fee, Service to Property Charge etc.

A minimum daily payment only applies when usage
charges for the billing period are less than the total of the
minimum daily payment multiplied by the number of days
in the billing period. Where the total minimum daily
payment is charged, usage charges will not apply.

A connection charge reflects the value of the customer’s
dedicated connection assets and whether these assets
were paid for upfront by the customer. The number of
connection units allocated to an Ml is as advised by the
distribution entity.

Demand is the average rate of use of electricity over a
30-minute period as recorded in kilowatts (kW) on the
associated metering, or as calculated in kilovolt-amperes
(kVA) using data recorded on the associated metering. No
adjustment to import demand is made for export to the
distribution network.

Maximum demand is highest demand during the charging
period of the particular tariff as identified by the tariff
description. Unless otherwise stated, the maximum
demand is the value on which demand charges are based.

A demand threshold is the demand value below which
demand charges do not apply for billing purposes. Where
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a demand threshold applies, the chargeable demand is the
greater of the maximum demand less the demand
threshold, or zero.

Authorised demand is the maximum demand permitted to
be imported from, or exported to the network, and is
specific to each MI. The value is generally established by
agreement between the customer and distribution entity.

Capacity is a demand-based measure of the network
supply capability reserved for a customer. Unless
otherwise stated, the capacity charge is the greater of the
authorised demand, or actual maximum demand.

Reactive demand is the average rate of use of electricity
over a 30-minute period as recorded in kilovolt-amperes
reactive (kVAr) on the associated metering.

Permissible reactive demand for an Ml is determined by
applying its compliant power factor (as set out by the
National Energy Rules) to its authorised demand.

Excess reactive demand (also known as excess reactive
power) charges are the greater of the reactive demand
occurring at the time of the maximum demand, less the
permissible reactive demand, or zero.

Bus customers are those taking supply via direct
connection to the distribution entity’s zone substation or
similar as advised by the distribution entity.

Line customers are those taking supply via direct
connection to the distribution entity’s high voltage
electrical wires, cabling, or similar as advised by the
distribution entity.

Revenue metering is metering used for billing purposes.
Appropriate revenue metering must be in place for each
tariff at a MI. If a change to the customer’'s revenue
metering is required to support the applicability of a tariff
to a customer, the customer may request the retailer to
install the required metering at the customer’s cost.

From 1 July 2015, charges for metering and associated
services are no longer included in notified prices. Metering
charges will now be applied in addition to the notified
prices contained in this Tariff Schedule.

The metrology procedure is issued by the Australian
Energy Market Operator as varied by the Electricity
Distribution Network Code.

Tariff changes

Customers previously supplied under tariffs which have
been discontinued or redesignated (whether by number,
letter or name) will be supplied under other tariffs
appropriate to their installations.

Customers on seasonal and/or transitional time-of-use
tariffs cannot change to another tariff less than one year
from the application of the tariff to the customer’s account
without the retailer's agreement unless expressly allowed
or permitted by energy law.

Prorating of charges on bills

Where appropriate, charges on bills will be calculated on
a pro rata basis having regard to the number of days in the
billing cycle that supply was connected as expressly
allowed or permitted by energy law. Retailers can advise
customers of which charges on their bills are subject to
prorating, and the methodology used.

Supply voltage
Tariffs in this Schedule can only be accessed by
customers taking supply at fow voltage as set out in the
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Electricity Regulation 2006 unless it is a designated high
voltage tariff, or otherwise agreed with the retailer.

Where supply is given and metered at high voltage and the

tariff applied is not a designated high voltage tariff, after

billing the energy and demand components of the tariff a

credit will be allowed of:

* 5 percent of the calculated tariff charge where supply
is given at voltages of 11kV to 33kV; or

¢ 8 percent of the calculated tariff charge where supply
is given at voltages of 66kV and above,

provided that the calculated tariff charge after application
of the creditis not less than the Minimum Payment or other
minimum charge calculated by applying the provisions of
the applied tariff.

Card-operated meter customers

If a customer is an excluded customer (as defined in
section 23 of the Electricity Act), the distribution entity may
at its absolute discretion agree with the relevant local
government authority on behalf of the customer, and the
customer’s retailer, that the electricity used by the
customer is to be measured and charged by means of a
card-operated meter.

If, immediately prior to 1 July 2007, electricity being used
by a customer at premises is being measured and charged
by means of a card-operated meter, the electricity used at
the premises may continue to be measured or charged by
means of a card-operated meter.

Residential customers with card-operated meters can
access Tariff 11 as their primary tariff, and Tariffs 31 and
33 as secondary tariffs.

Small business customers with card-operated meters can
access Tariff 20 as their primary tariff.

Charges will be those as set out in Part 2 for the particular
tariff.

Other retail fees and charges

A retailer may charge its Standard Contract Customers the

following:

(a) if, at a customer's request, the retailer provides
historical billing data which is more than two years old:
— a maximum of $30

(b) retailer's administration fee for a dishonoured payment:
— a maximum of $15

(c) financial institution fee for a dishonoured payment:

— a maximum of the fee incurred by the retailer
Concessional application

Tariffs 11, Tariff 12A and Tariff 14 are also available to
customers where they satisfy the additional criteria set out
in any one of 1, 2 or 3, below:

1. Separately metered installations where all electricity
used is in connection with the provision of a
Meals-on-Wheels service, or for the preparation and
serving of meals to the needy and for no other purpose.

2. Residential institutions:

(a) where the total installation, or that part supplied and
separately metered, must be domestic residential (i.e.
it must include the electricity usage of the cooking,
eating, sleeping and bathing areas which are
associated with the residential usage). Medical
facilities, e.g. an infirmary, which are part of the
complex may be included; and
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