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Summary

About our review

Key takeaways

uncertainty. Several international and domestic factors have put upward

- pressure on wholesale energy costs. Due to significantly higher costs,
notified prices for 2023-24 will be higher too. For example,
Tariff 11 (residential flat-rate) is expected to increase by 28.9%.

o =  The electricity market has been experiencing extraordinary volatility and

=  We applied the same cost build-up methodology to set notified prices as
in previous determinations. Applying the UTP allows us to set notified
prices for most customers at a level lower than the actual costs of supply.

= We developed two new retail tariffs to encourage residential and small
business customers to make the most of charging options during the day
when network utilisation is low and solar PV generation is high.

Submissions

We invite interested parties to make submissions on our draft

determination of notified prices for regional Queensland in 2023-24
and any issues raised in our report. Submissions are due by 14 April 2023.




Higher bills are expected due to an increase in estimated energy costs and to a

lesser extent, increases in retail and network costs.

Small
customers Tariff 11 Tariff 20 Tariff 31 Tariff 33

O 28.9%

higher 26.1%

higher

[SHOP] (+5432) (+5497)

Large
customers Tariff 44 Tariff 45 Tariff 46

12.2% 13.0%
higher higher

+$22,226 5.6%
(+56,179) ( ) higher

(+$10,874)




Total bill * Cost components:

@: Other adjustments

N O Retail costs
.'~. Energy costs

% Network costs

Tariff 11

Some of these costs are expected to increase significantly compared to last year.

©

Change in individual cost components,
Tariff 11 (2022-23 to 2023-24)*

@’ RS

Total Network Energy Retail Other
change costs costs costs  adjustments



_©2 Reasons for the cost increases
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@ Energy costs are expected to increase due to higher wholesale costs.

Wholesale energy costs are the costs that retailers
incur when they buy electricity from the spot market,
i.e. the National Electricity Market (NEM). $300

To manage spot price volatility, retailers adopt a range

of hedging strategies. For example, retailers buy ASX $200
contracts and other products. This allows retailers to

lock in a price for electricity that they will deliver to

consumers at a fixed price at a later date. 5100

Our approach to estimating wholesale energy costs

incorporates a hedging strategy that a prudent retailer S0

would adopt to manage spot price risk using ASX

contracts. ASX contract data is used as it is publicly

available and provides transparency. * Figures have been rounded.

Our approach reflects an increase in ASX contract prices, as market participants were expecting
higher future spot prices and greater price volatility. Likely reasons for this are:

= higher gas and coal prices
= uncertainties around the availability and reliability of coal-fired power plants

and their impacts on the supply—demand balance in the Queensland region.

In December 2022, the Australian and Queensland Governments introduced
temporary price caps for gas and coal, which are key input costs for thermal
generators. Wholesale gas and coal prices for electricity generation are effectively
capped at $12/GJ and $125/tonne respectively (for at least 12 months).

When the price caps took effect, retailers had already locked in a portion of their costs

for 2023-24 using the ASX contracts. This can be demonstrated using the ASX base
contracts for Q1 2024 (see the chart on the next page), which show that around ?
91% of the contracts were locked in before the implementation of the price caps.

This means that only 9% of the ASX contracts traded were influenced by the price caps.

Our approach uses ASX data from March 2020 until 20 January 2023 (inclusive). It therefore
captures the higher prices of ASX contracts that retailers acquired, before the government
intervention. We will use ASX data until late April/early May 2023 for our final determination.



ASX base contract price
(S/MWh, left scale)

Daily trade volume
(MWh, right scale)

o Costs of metering services are now included in retail costs

Network costs are expected to increase

@ Other adjustments higher as underlying costs are expected to increase




%

A Queensland Government policy to help customers in regional Queensland.

Cost of Ergon Retail
supply in subsidy
regional

Qld

Notified
price

The UTP allows us to set notified prices for most
customers at a level lower than the actual cost of supply.

The Queensland Government covers
the cost difference by paying a
community se.rV|ce obligation subsidy West zone:
to Ergon Retail (expected to be $568 UTP reduces bills by
million in 2022-23). approximately 55%

. . East zone:
Because of this subsidy, UTP reduces bills by

most customers in regional approximately 18%
Queensland pay less than
the actual costs to supply

electricity. SEQ >




The Minister asked us to develop two new tariffs and determine metering costs.

Building on the existing time-of-use (TOU) tariffs 12B and 22B for small customers,
we were asked to develop two new tariffs with wholesale energy components
that produce greater price differentials between the peak and non-peak periods.

electricity during non-peak periods (i.e. during daytime hours when network

Such price differentials are intended to incentivise customers to use more
utilisation is low and rooftop solar PV generation is high). A

9 This approach is likely to provide stronger price signals to residential and small
business customers than the existing TOU tariffs and encourage customers to
| == take up charging during daytime hours.

Metering costs for small customers Manual read of advanced digital meters

A N
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An ADM is typically read remotely but its
remote communication function can be
disabled. The Minister asked us to
consider setting a retail charge for
customers who have voluntarily chosen to
have the remote communication function
of their ADM disabled.

We were asked to consider setting metering
costs for small customers based on:

* the costs of servicing type 6 meters and
advanced digital meters (ADMs).

e the share of customers on ADMs.

We have estimated the metering costs for
small customers to be: Our draft position is to base the charge for

manually reading a type 4A meter on the

* 17.59 c¢/day (for primary tariffs)
* 3.37 c/day (for secondary tariffs).

AER-approved special meter read fee for
Ergon Energy Network, which is $37.62.




=% Stakeholder engagement
A 545

-=, Draft determination
[

We have published our draft determination, which is available on our website.

This information booklet provides an ‘at a glance’ overview of the price-setting process, the bill
impacts and additional issues we considered.

Information sessions

We plan to hold information sessions on our draft determination in regional
@ @ B Queensland in March and April 2023.

Subscribe to our email alerts to keep up to date with the latest developments (including how

to register for the sessions and when they will be held). Information on how to attend will be
provided to registered participants via email.

Final determination

We will make a final determination by 9 June 2023.
The notified prices will apply from 1 July 2023.

[End of information booklet]


email alerts
https://www.qca.org.au/project/customers/electricity-prices/regulated-electricity-prices-for-regional-queensland-2023-24/
https://www.qca.org.au/submissions

