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Minister for Energy, Renewables and Hydrogen
Minister for Public Works and Procurement

Queensland
Governiment

our Ref: MN09299-2022 1 Willam Street
Brisbane Queensland
GPO Box 2457 Brisbane

1 5 DEC 2022 Queensland

Professor Flavio Menezes

Chair

Queensland Competition Authority
GPO Box 2257

BRISBANE QLD 4001

By email: carola.hofmann@gca.org.au

Dear ProfessorMenezes W

Pursuant to section 90AA of the Electricity Act 1994 (the Act), | have delegated to the
Queensland Competition Authority (QCA) the functions under section 90(1) of the Act for the
determination of regulated retail electricity prices in regional Queensland for 2023-24. | am
doing this in the form of two separate delegations for the 2023-24 tariff year. Delegation No. 1 is
for the setting of notified prices for existing retail tariffs in the usual manner. Delegation No. 2
requests QCA make new electric vehicle (EV) tariffs aimed at further reducing the costs of
operating EV's in regional Queensland by incentivising electricity use during the day. To
achieve this, | ask QCA to consider modifying part of its cost build-up methodology for these
tariffs. | also recognise this is a significant step for QCA so have quarantined this request from
the standard annual delegation.

| also direct QCA under section 93 of the Act to decide the feed-in tariff (FiT) rate for the tariff
year 1 July 2023 to 30 June 2024.

The Queensland Government is committed to ensuring affordable electricity prices for
Queensland households and businesses. The Queensland Energy and Jobs Plan (the Plan)
outlines how Queensland'’s energy system will transform to deliver clean, reliable and affordable
power for generations. It leverages Queensland’s natural advantages to:

e build a clean and competitive energy system for the Queensland economy and industries as
a platform for accelerating growth

» deliver affordable energy for households and businesses, and support more rooftop solar
and batteries

= drive better outcomes for workers and communities as partners in the energy
transformation.

General Price Setting

The enclosed Delegation No. 1 and terms of reference for 2023-24 are generally consistent with
the approaches of previous delegations. The Queensland Government’s Uniform Tariff Policy
(UTP) as described in the delegation continues to capture the need for consideration of the
Default Market Offer (DMO) by QCA in its determination. Given the change in timing of the
Australian Energy Regulator’s final DMO decisions to late May each year, | recognise QCA will
need extra time to consider the interplay of the South-East Queensland (SEQ) DMO with its
own decision. Further, | consider it appropriate QCA conduct its usual process to determine all
costs that contribute to notified prices, including considering all costs and benefits associated
with small customer standing offers in SEQ.
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The Plan sets a target of 100 per cent penetration of smart meters by 2030, hastening the
rollout to help evolve Queensland's energy system. This target is flagged for replication
nationally by the Australian Energy Market Commission in its recently released draft metering
review. The target substantively addresses my earlier concerns about the slow deployment of
smart meters in Queensland. | ask QCA to consider how it may enable retailers to recover costs
associated with the provision of all metering services. However, as customers do not choose
which meter they have it is important this is done in a fair and equitable way that is consistent
with UTP so that similar customers do not pay different amounts simply based on the type of
meter they have. QCA should set a retail fee for the additional costs of manually reading smart
meters for customers who have voluntarily chosen to have the meter’s remote communications
functions disabled. This will ensure other customers are not paying for those private choices.

New EV tariffs

Thank you for the analysis on tariffs for EVs provided in QCA’s final determination for regulated
electricity prices for 2022-23. In consideration of this advice, Delegation No. 2 seeks the
development of additional and new solar-soaker EV tariffs similar in structure to existing tariffs
12B and 22B, but with a larger differentiation between peak and daytime energy rates, to set
clearer signals to consumers as when is the most cost-effective time to charge an EV.

Ensuring the state-wide rollout and integration of EVs is managed in a way that minimises the
need for significant network infrastructure upgrades and makes use of existing spare capacity is
essential to Queensland’s electricity future. The Queensland Government has released the
Queensland’s Zero Emission Vehicle Strategy 2022-2032 with EVs the key focus. These issues
have also informed actions the Queensland Government has committed to in the Plan.

Battery charging is set to introduce new load onto the system and EV users will make decisions
that will impact the electricity network in new ways. Uptake of EVs is growing quickly and the
Queensland Government wants to encourage this uptake in a sustainable way that maximises
beneficial outcomes for the electricity system and other electricity customers.

Regional Queensland is setting the pace in encouraging greater use of the abundant renewable
energy. The improvement of solar-soaker tariffs that make the cheapest rate available from 9am
to 4pm are critical. The Queensland Government’s commitment to target 100 per cent smart
meter uptake will enable more customers to adopt these types of tariffs. Although the structure
of these tariffs offers incentives for customers, your advice confirmed the wholesale energy cost
components used by QCA in setting notified prices are flat across all time periods. This includes
during the day when there is typically a lot more energy generation from household and
utility-scale solar photovoltaic systems.

Lowering retail energy charges during the day to better reflect the wholesale energy spot
market, perhaps by using a weighting methodology as you advised would be your preferred
approach, could create even greater savings for customers potentially further incentivising
favourable charging behaviour when electricity supply is abundant, and cheaper. Sharper retail
tariff price signals could be more attractive to many EV and battery owners, limiting the need for
distribution network investment and benefitting all customers through bill savings. A key
objective of these new solar-soaker tariffs is to incentivise households to charge EVs and
batteries during the day when there is generally more available network capacity and renewable
energy generation, and supply their household needs from their EV or battery during peak
periods and ultimately reduce the charging costs for EV's in regional Queensland. It is
anticipated the new tariffs will do this by providing stronger price signals and will lay the platform
for commercial charge point operators to adopt similar time-based tariffs to incentivise charging
behaviour.

FiT

The enclosed section 93 direction and associated terms of reference impose conditions and
timeframes on QCA when undertaking its investigation. QCA is required to decide a FiT rate for
2023-24 using an avoided cost methodology.
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However, | note in QCA's recent monitoring report on solar FiTs in SEQ for 2021-22 (October
2022), QCA identifies the average SEQ residential FiT in the June quarter 2022 was 5.7 cents
per kilowatt-hour. In contrast the regional FiT for 2022-23 is 9.3 cents per kilowatt-hour. | ask
QCA to consider if the methodology used in previous years remains appropriate and continues
to reasonably reflect actual avoided costs to retailers when purchasing energy from small
customers. | anticipate this will necessitate public consultation in deciding the 2023-24 FiT.

Public consultation has long formed a vital part of QCA's process for determining retail
electricity prices. The terms of reference of both delegations set out the consultation needs and
requires QCA to publish its draft determinations in February 2023 and its final determinations by
9 June 2023, | anticipate the processes for both delegations will run simultaneously and appear
seamless to stakeholders.

Regional customers continue to benefit from the electricity cost protection provided by UTP and
the benefits of Queensland-owned assets. The Plan is a plan for all Queenslanders — a Plan for
the future that will deliver clean, reliable and affordable power for generations and position the
State for growth and prosperity.

The Department of Energy and Public Works (DEPW) will be available to consult with QCA on

the 2023-24 price determination and Tariff Schedule. If you need more information or help with
this matter xecutive Director, Energy, DEPW can be contacted on
Jch

Yours sincerely

pr e R,

Mick de Brenni MP
Minister for Energy, Renewables and Hydrogen
Minister for Public Works and Procurement

Encl. Section 90AA Delegation No. 1 and Terms of Reference
Section 90AA Delegation No. 2 and Terms of Reference
Section 93 Direction and Terms of Reference




Queensland Competition Authority Appendix A: Minister's delegations

DELEGATION TO QCA

DEPARTMENT OF ENERGY AND PUBLIC WORKS
Electricity Act 1994

ELECTRICITY (MINISTERIAL) DELEGATION (NO. 1) 2022
to the Queensland Competition Authority (QCA)

Preliminary matters
1. The preliminary matters form part of this delegation.

2. QCA means the Queensland Competition Authority established under the Queensland
Competition Authority Act 1997.

3. Section 89A of the Electricity Act 1994 (the Act) relevantly provides:
price determination see section 90(1).
pricing entity means—
(a) the Minister; or
(b) QCA, if the Minister delegates a function of the Minister under section 90(1) to QCA.

4, Section 90(1) of the Act provides:
The Minister must, for each tariff year, decide (a price determination) the prices, or
the methodology for fixing the prices, that a retailer may charge its standard contract
customers for all or any of the following—
(a) customer retail services;
(b) charges or fees relating to customer retail services;
Examples—
scharges or fees for late or dishonoured payments
«credit card surcharges for payments for the services
(c) other goods and services prescribed under a regulation.

5. Section 90(5) provides:

In making a price determination, the pricing entity—

(a) must have regard to all of the following—
(i) the actual costs of making, producing or supplying the goods or services;
(i) the effect of the price determination on competition in the Queensland retail
electricity market;
(iii) if QCA is the pricing entity—any matter the pricing entity is required by delegation
to consider; and

(b) may have regard to any other matter the pricing entity considers relevant.

6. Section 90AA(1) of the Act provides that the Minister may delegate to the QCA all or
any of the Minister's functions under section 90(1) of the Act.

7. Section 90AA(2) of the Act provides that delegation to the QCA may state the terms of
reference of the price determination.

8. Section 90AA(3) of the Act provides what the terms of reference may specify and how
the terms of reference may apply.
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DELEGATION TO QCA

9. The terms of reference provided for in sections 90AA(2) and (3) of the Act are contained
in the Schedule to this delegation and comprise the matters under section 90(5)(a)(iii) of
the Act that the QCA as the pricing entity is required by delegation to consider.

Powers delegated

10. Subject to the conditions of this delegation, | delegate all of the Minister's functions
under section 90(1) of the Act to the QCA for the tariff year 1 July 2023 to 30 June
2024.

Conditions of delegation

11. The delegated functions of the Minister must only be exercised for the purpose of
deciding the prices, or the methodology for fixing the prices that a retail entity may
charge its Standard Contract Customers in Queensland, other than Standard Contract
Customers in the Energex distribution area.

12. In exercising the delegated functions under section 89A, the QCA, as the pricing entity,
must have regard to all of the matters set out in section 90(5)(a) of the Act, which
includes the terms of reference in the Schedule to this delegation.

13. In exercising the delegated functions, the QCA must have regard to all relevant
statutory provisions, whether referred to in this delegation or not.

Revocation
14. All earlier delegations of the Minister's powers under section 90(1) of the Act are
revoked.

15. Unless earlier revoked in writing, this delegation ceases upon gazettal by the QCA of its
final price determination on regulated retail electricity tariffs for the 2023-24 tariff year
under section 90AB of the Act.

Note to delegation

16. Statutory references are to be construed as including all statutory provisions
consolidating, amending or replacing the statute referred to and all regulations, rules,
by-laws, local laws, proclamations, orders, prescribed forms and other authorities
pursuant thereto.

This delegation is made by The Honourable Mick de Brenni MP
Minister for Energy, Renewables and Hydrogen and
Minister for Public Works and Procurement:

7/&_)
The Honourable Mick de Brenni MP

Minister for Energy, Renewables and Hydrogen and
Minister for Public Works and Procurement

Dated: / 4;//2/2&2 z

Signed:
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DELEGATION TO QCA

SCHEDULE
Terms of Reference
Section 90(5)(a)(iii) and 90AA of the Act

Period for which the price determinations will apply (section 90AA(3)(a) of the Act)
1 These Terms of Reference apply for the tariff year 1 July 2023 to 30 June 2024.

Policies, principles and other matters the QCA must consider when working out the
notified prices and making the price determination (sections 90(5)(a)(iii), 90AA(3)(c)
and 90AA(3)(d) of the Act)

2. The policies, principles and other matters that the QCA is required by this delegation
to consider are:

(a) Uniform Tariff Policy — the Government's Uniform Tariff Policy, which
provides that, wherever possible, customers of the same class should pay no
more for their electricity, and should be able to pay for their electricity via
similar common price structures, regardless of their geographic location;

(b) Framework — use of 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 generally treated as a pass-through
and R (energy and retail cost) is determined by the QCA,;

(c) When determining the N components for each regulated retail tariff, where
retained:

(i) For residential and small business customer Tariffs 11, 20, 31 and 33 -
basing the network cost component on the relevant Energex network
charges to be levied by Energex and the relevant Energex tariff
structures;

(i) For all other residential and small business customer tariffs, except for
those set out in c(iii) below - basing the network cost component on
the price level of the relevant Energex network charges to be levied by
Energex, but tilising the relevant Ergon Energy Corporation Limited
(EECL) tariff structures;

(iii) For tariffs 62A, 65A, 66A and all large customer tariffs — basing the
network cost component on the relevant EECL network charges to be
levied by EECL in the ‘East distribution pricing zone - Transmission
pricing zone T1;

(d) Small customer metering costs:
(i) Basing small customer retail metering service costs, an element of R
components for each regulated tariff, on the Energex rate for standard
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DELEGATION TO QCA

Type 6 small customer metering services plus costs incurred by retailers
operating in the Energex distribution area for small customer advanced
digital metering services while having regard to the rate of replacement of
distributor meters with advanced digital meters; and

(ii) Setting a retail charge based on Ergon Energy Retail's averaged costs of
manually reading a Type 4A meter to apply to Standard Contract
Customers who have voluntarily chosen to have the remote
communication function of the advanced digital metering installed at their
premises disabled.

(e) Default tariffs — maintaining the existing nomination of a primary tariff for each
class of small customer to apply to a customer's electricity account in the
event the customer does not nominate a primary tariff when opening an
electricity account;

) Continue enabling retailers to also charge Standard Contract Customers for
the following customer retail services that are not included in regulated retail
tariffs:

(i) Amounts in accordance with a program or scheme for the purchase of
electricity from renewable or environmentally-friendly sources
(whether or not those additional amounts are calculated on the basis
of the customer’s electricity usage), but only if:

(@) 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.

Consultation Requirements (section 90AA(3)(e) of the Act)

Interim Consultation Paper
3. The QCA must publish an interim consultation paper identifying key issues to be
considered when making the price determination.

4. The QCA must publish a written notice inviting submissions about the interim
consultation paper. The notice must state a period during which anyone can make
written submissions to the QCA about issues relevant to the price determination.

5 The QCA must consider any submissions received within the consultation period and
make them available to the public, subject to normal confidentiality considerations.

Consultation Timetable
6. The QCA must publish an annual consultation timetable within two weeks after
submissions on the interim consultation paper are due, which can be revised at the
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DELEGATION TO QCA

discretion of the QCA, detailing any proposed additional public papers and
information sessions that the QCA considers would assist the consultation process.

Information Sessions and Additional Consultation

7. As part of the interim consultation paper and in consideration of submissions in
response to the interim consultation paper, the QCA must consider the merits of
additional public consultation (information sessions and papers) on identified key
issues.

Draft Price Determination

8. The QCA must investigate and publish its draft price determination on regulated
retail electricity tariffs, with each tariff (to the extent practicable) to be presented as
bundled prices appropriate to the retail tariff structure.

9. The QCA must publish a written notice inviting submissions about the draft price
determination. The notice must state a period during which anyone can make written
submissions to the QCA about issues relevant to the draft price determination.

10.  The QCA must consider any submissions received within the consultation period and
make them available to the public, subject to normal confidentiality considerations.

Final Price Determination

11,  The QCA must investigate and publish its final price determination on regulated retail
electricity tariffs, with each tariff (to the extent practicable) to be presented as
bundled prices appropriate to the retail tariff structure, and gazette the retail tariffs in
the form of a Tariff Schedule.

Time frame for QCA to make and publish reports (section 90AA(3)(b) of the Act)

12, The QCA must make its reports available to the public and, at a minimum, publicly
release the papers and price determinations listed in paragraphs 3 to 11.

13.  The QCA must publish the interim consultation paper for the 2023-24 tariff year no
later than one month after the date of this Delegation.

14.  The QCA must publish the draft price determination on regulated retail electricity
tariffs no later than February 2023.

15 The QCA must publish the final price determination on regulated retail electricity
tariffs for the 2023-24 tariff year and have the retail tariffs gazetted no later than 9
June 2023.

(SCHEDULE ENDS)
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DELEGATION TO QCA

DEPARTMENT OF ENERGY AND PUBLIC WORKS
Electricity Act 1994

ELECTRICITY (MINISTERIAL) DELEGATION (NO. 2) 2022
to the Queensland Competition Authority (QCA)

Preliminary matters
1. The preliminary matters form part of this delegation.

2. QCA means the Queensland Competition Authority established under the Queensland
Competition Authority Act 1997.

3. Section 89A of the Electricity Act 1994 (the Act) relevantly provides:
price determination see section 90(1).
pricing entity means—
(a) the Minister; or
(b) QCA, if the Minister delegates a function of the Minister under section 90(1) to QCA.

4, Section 90(1) of the Act provides:
The Minister must, for each tariff year, decide (a price determination) the prices, or
the methodology for fixing the prices, that a retailer may charge its standard contract
customers for all or any of the following—
(a) customer retail services;
(b) charges or fees relating to customer retail services;
Examples—
scharges or fees for late or dishonoured payments
scredit card surcharges for payments for the services
(c) other goods and services prescribed under a regulation.

5. Section 90(5) provides:

In making a price determination, the pricing entity—

(a) must have regard to all of the following—
(i) the actual costs of making, producing or supplying the goods or services;
(i) the effect of the price determination on competition in the Queensland retail
electricity market;
(i) if QCA is the pricing entity—any matter the pricing entity is required by delegation
to consider; and

(b) may have regard to any other matter the pricing entity considers relevant.

6. Section 90AA(1) of the Act provides that the Minister may delegate to the QCA all or
any of the Minister’s functions under section 90(1) of the Act.

7. Section 90AA(2) of the Act provides that delegation to the QCA may state the terms of
reference of the price determination.

8. Section 90AA(3) of the Act provides what the terms of reference may specify and how
the terms of reference may apply.
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DELEGATION TO QCA

9. The terms of reference provided for in sections 90AA(2) and (3) of the Act are contained
in the Schedule to this delegation and comprise the matters under section 90(5)(a)(iii) of
the Act that the QCA as the pricing entity is required by delegation to consider.

Power to delegate
10. Under section 90AA(1) of the Act, the Minister may delegate to the QCA all or any of the
Minister's functions under section 90(1) of the Act.

Powers delegated
11. | delegate the functions of the Minister under section 90(1) of the Act to the QCA for the
2023-24 tariff year, in respect of the following maters:

(a) developing up to two new standard retail tariffs (together, the new tariffs) to be
included in the 2023-24 Tariff Schedule, to be amended if required, based on the
residential and small business network tariffs that underpin existing retail standard
tariffs 12B and 22B:

(i) a residential 3-rate time of use energy tariff;, and
(i) a small business 3-rate time of use energy tariff.

(b) deciding the prices, or the methodology for fixing the prices, for the new tariffs
developed under paragraph 11(a) that a retail entity may charge its Standard
Contract Customers in Queensland (other than Standard Contract Customers in the
Energex distribution area) for the new retail tariffs; and

(c) adding the new tariffs as standard tariffs to the Tariff Schedule pursuant to section
90(3)(c) of the Act.

12. The new retail tariffs must take effect on 1 July 2023 for the 2023-24 tariff year.

13. Pursuant to section 90(5)(a)(iii) of the Act, in exercising the functions specified in
paragraph 11 above, the QCA must have regard to the terms of reference in the
schedule.

Conditions of delegation

14. The delegated functions of the Minister must only be exercised for the purpose of
deciding the prices, or the methodology for fixing the prices that a retail entity may
charge its Standard Contract Customers in Queensland, other than Standard Contract
Customers in the Energex distribution area.

15. In exercising the delegated functions under section 90, the QCA, as the pricing entity,
must have regard to all of the matters set out in section 90(5) of the Act, and the terms
of reference in the Schedule to this delegation.

16. In exercising the delegated functions, the QCA must have regard to all relevant
statutory provisions, whether referred to in this delegation or not.

10



Queensland Competition Authority Appendix A: Minister's delegations

DELEGATION TO QCA

Revocation

17. This delegation operates concurrently with any previous delegations to the QCA still in
force. This delegation prevails over any previous delegations in force to the extent of
any inconsistency.

18. Unless earlier revoked in writing, this delegation ceases upon gazettal by the QCA of its
final price determination on the regulated retail electricity matters set out in paragraph
11 for the 2023-24 tariff year under section 90AB of the Act.

Note to delegation

19. Statutory references are to be construed as including all statutory provisions
consolidating, amending or replacing the statute referred to and all regulations, rules,
by-laws, local laws, proclamations, orders, prescribed forms and other authorities
pursuant thereto.

This delegation is made by the Honourable Mick de Brenni MP
Minister for Energy, Renewables and Hydrogen and
Minister for Public Works and Procurement:

Signed:
s ———
The Honourable Mick de Brenni MP
Minister for Energy, Renewables and Hydrogen and
Minister for Public Works and Procurement
Dated: ’(%//Z/ZQLL

11
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DELEGATION TO QCA

SCHEDULE
Terms of Reference
Section 90(5)(a)(iii) and 90AA of the Act

Period for which the price determinations will apply (section 90AA(3)(a) of the Act)

| The price determination for the new tariffs takes effect from 1 July 2023 and remains
in force until the end of the 2023-24 tariff year.

Policies, principles and other matters the QCA must consider when working out the
notified prices and making the price determination (sections 90(5)(a)(iii), 90AA(3)(c)
and 90AA(3)(d) of the Act)

2 The policies, principles and other matters that the QCA is required by this delegation
to consider for the new retail tariffs are:

(a) Uniform Tariff Policy — the Government's Uniform Tariff Policy, which
provides that, wherever possible, customers of the same class should pay no
more for their electricity, and should be able to pay for their electricity via
similar common price structures, regardless of their geographic location;

(b) For the new tariffs:

i. Framework — use of 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 generally treated as a
pass-through and R (energy and retail cost) is determined by the
QCA;

ii. When determining the N components, basing the network cost
component on the price level of the relevant Energex network charges
to be levied by Energex, but using the relevant Ergon Energy
Corporation Limited (EECL) tariff structures; and

ii. When determining the R component, use of relevant data and
assumptions developed and applied under the Electricity (Ministerial)
Delegation (No. 1) 2022 to the Queensland Competition Authority
(QCA), and application of a methodology whereby the R component
delivers greater price differentials between peak and non-peak
periods compared to Tariffs 12B and 22B, in a way that may
encourage more energy use during the day;

Consultation Requirements (section 90AA(3)(e) of the Act)

Interim Consultation Paper
3. The QCA must publish an interim consultation paper identifying key issues to be
considered when making the price determination.

4, The QCA must publish a written notice inviting submissions about the interim
consultation paper. The notice must state a period during which anyone can make
written submissions to the QCA about issues relevant to the price determination.

12
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DELEGATION TO QCA

5. The QCA must consider any submissions received within the consultation period and
make them available to the public, subject to normal confidentiality considerations.

Consultation Timetable

6. The QCA must publish a consultation timetable within two weeks after submissions
on the interim consultation paper are due, which can be revised at the discretion of
the QCA, detailing any proposed additional public papers and information sessions
that the QCA considers would assist the consultation process.

Information Sessions and Additional Consultation

7. As part of the consultation process and in consideration of any relevant consultation
already undertaken, the QCA must consider the merits of additional public
consultation (information sessions and papers) on identified key issues.

Draft Price Determination

8. The QCA must investigate and publish its draft price determination on the new tariffs
with each tariff (to the extent practicable) to be presented as bundled prices
appropriate to the retail tariff structure.

9. The QCA must publish a written notice inviting submissions about the draft price
determination. The notice must state a period during which anyone can make written
submissions to the QCA about issues relevant to the draft price determination.

10. The QCA must consider any submissions received within the consultation period and
make them available to the public, subject to normal confidentiality considerations.

Final Price Determination

11.  The QCA must investigate and publish its final price determination on the new tariffs
with each tariff (to the extent practicable) to be presented as bundled prices
appropriate to the retail tariff structure and gazette the retalil tariffs in the form of a
Tariff Schedule.

Time frame for QCA to make and publish reports (section 90AA(3)(b) of the Act)
12. The QCA must make its reports available to the public and, at a minimum, publicly
release the papers and price determinations listed in paragraphs 3 to 11.

13. The QCA must publish the draft price determination on regulated retail electricity
tariffs no later than February 2023.

14.  The QCA must publish the full 2023-24 Tariff Schedule, amended as required to
include the new tariffs in the Queensland Government gazette no later than 9 June
2023.

(SCHEDULE ENDS)

13
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Minister for Energy, Renewables and Hydrogen

523 Minister for Public Works and Procurement

Gavemment

Our Ref: MNO1147-2023 1 Wislam Stree!

17 February 2023 Tenphces I

Professor Flavio Menezes

Chair

Queensland Competition Authority
GPO Box 2257

BRISBANE QLD 4001

By emal. I

Dear Professor Menezes

| am writing to you to extend the time for publication of the Queensland Competition Autherity's
(QCA) draft decisions in refation to the functions | delegated to the QCA on 15 December 2022.

The delegations | have issued to the QCA pursuant to section 90AA of the Electricity Act 1994
require the QCA to consider the Default Market Offer and publish its draft decisions by February
2023. | note on 27 January 2023, the Australian Energy Regulator anncunced it will delay its
2023-24 Default Market Offer draft decisions, including its South-East Queensland decision,
from February 2023 to the week of 13 March 2023.

Specifically, the following changes are {o be effected to each delegation:

1. ELECTRICITY (MINISTERIAL) DELEGATION (NO. 1) 2022
SCHEDULE Terms cf Reference
Section 14 to be replaced with:
14. The QCA must publish the draft price determination on regulated retail electricity
tariffs contemporaneous with the Australian Energy Regulator publishing the
2023-24 draft South-East Queensland Default Marxet Offer decision.

2. ELECTRICITY (MINISTERIAL) DELEGATION (NO. 2) 2022
SCHEDULE Terms of Reference
Section 13 to be replaced with;
13. The QCA must publish the draft price determination on regulated retail electricity
tariffs contemporaneous with the Australian Energy Regulator publishing the
2023-24 draft South-East Queensland Default Market Offer decision.

If you need more information or help with this matter, I €< cutive Director,
Department of Eneray and Public Works can be contacted on | or email
1!

Yours sincerely

P

Mick de Brenni MP
Minister for Energy, Renewables and Hydrogen
Minister for Public Works and Procurement

14



Queensland Competition Authority Appendix B: Energy cost approach

ltt9b5L- .Y 9b9wD, /h{¢ !ttwh!/I

This appendix provides an overview of ACIL Allen's (ACIL's) methodology and approach to estimating energy
costst including why we consider the estimates are appropriate. In addition, we address some of the more
technical issues raised by stakeholders that are not addressed in the main report.

The energy costs discussed are:
1 wholesale energy costs (part A)

1 other enegy costs (part B).

Part A: Wholesale energy costs

Overview

A retailer incurs wholesale energy costs when purchasing electricity from the National Electricity Market
(NEM) and engaging in risk management strategies, to meet the demand of its customelNENHs a
volatile market where spot prices are settled every 5 minutes and currently can rangecb®00 to
$15,500 per megawatt hour (MWRJ.To manage spot price volatility (spot price risk), retailers typically
adopt a range of hedging strategi@scluding:

{ purchasing financial derivativessuch as ASX Energy contreisd overthe-counter (OTC) contracts
1 entering longterm power purchase agreements (PPAs) with electricity genefators
{ investing in their own electricity generators (alemown as vertical integratior).
We engaged ACIL to assist us in estimating wholesale energy costs for these customer groups:
1 Energex area
- residential and small business customers (small customers) and unmetered customers
- customers on load control tarifsvailable to both residential and small business customers

- customers on load control tariffs available to only small business customers.

1 ACIL Alleng:stimated Energy Cosfinal report, prepared for the QCAVlay 2023.

2 Theminimum spt price (market floor price) and the maximum spot price (market price aepjlefined in chapter
3 of the National Electricity RuleShemarket price caps published by the AEMC every February and is effective
from 1 July. For more information, se&ps://www.aemc.gov.au

3 The market price cap for 20224 is $16,600/MWh. For more information see https://aemc.gov.au/news
centre/mediareleases/aemgublishesschedulereliability-settings2023-24.

4 ASX Energy contracts atndardisedcexchangeraded financial derivatives for electricity that allow retailers to
manage spot price riskor more information, seittps://www.asxenergy.conau.

5 Unlike the standardised exchangraded ASX contracts, OTC contractskaaker-traded, bilateral agreements and
therefore allow for a high degree of flexibility in the terms of the arrangements.

6 PPAs aréongterm bilateral contracts between a generator and a purchaser for the sale and supply of electricity.
Generators receive payments over the lifiethe PPAs to underwrite their investments. Purchasers of PPAs (such
as retailers) can manage the spot grigsk by locking in their electricity costs.

7 Thisbusiness modeadllows the retail and generation arms of the same business to better manage spot price risk by
having income streams from the NEM and end users. This is because, during periods ot jonicepothe lower
generation revenue can be partially compensated by the income received from retail customers. Conversely,
during periods of high spot prices, the higher generation revenue can partially offset the higher costs that the retail
arm incurswhen sourcing electricity at the prevailing spot price.
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1 Ergon area
- small, large business and street lighting customers
- very large business customers
- customers on load contl tariffs available to large business customers.

Consistent with previous years, ACIL estimated wholesale energy costs using a market hedging approach.
As discussed in section 4.2.1 of the main report, this approach is designed to simulate the NEM from a
retailer's perspective, including by incorporating a hedging strategy that a prudent retailer would adopt to
manage spot price risk in the NEM.

Broadly, the wholesale energy costs for a given year are a function of:
1 demand considerations
1 wholesale enggy spot prices

1 retailers' hedging strategies and forward contract prices.

Demand considerations

ACIL used its stochastic demand model to develop 51 wed#tflaenced simulations of hourly demand for
the net system load profiles (NSLPs), advanced digétdrs (ADMs) profiles, controlled load profiles (CLPs)
and the systenwide demand for Queensland. The model uses:

1 temperature data from 197€71 to 202@21, historical demand profiles from 2048 to 202@21 and
the expected uptake of rooftop solar photolaic (P\9

1 AEMO's latest demand forecast for 2@23, including energy forecasts from AEMO's central scenario
and the seasonal peak demands with a 10% probability of exceedancé,(®@E&POE and 90% POE.

The weathetinfluenced,systemwide hourly demand (i.e. the demand satisfied by scheduled and-semi
scheduled generatidd) is then used to simulate the expected spot prices, while the simulated NSLPs, ADM
profiles and CLPs were required to develop separate wholesale energy testifoa different customer
groups.

ACIL's report specifies the relevant historical demand profiles and load data séifFoesetail tariffs with
limited historical profiles (i.e. the load control tariffs for small and large business customers), édtheus
relevant representative demand profiles that we recently developed using data from Energy Queensland.

8 The demand dathave not been updated to include 20222 due to some anomalies in NSLP data since the
commencement of fiveninute settlement.More details are available ichapter 2 of ACIL's repo(ACIL Allen,
Estimated Energy Cogsfinal report, prepared for the QCAlay 2023, pp 7¢34).

9 POE is the probabilityf whetheran electricitydemandforecast will be met or exceede&or examplea demand
level with a 18 POE implighat there is al0% probability of the forecast being met or exceedéde 10% POE
forecast ismathematically expected to be met or exceeded once in 10 yearseprdsents demand under more
extreme weather conditionéthan, for examplea 50% POE forecast

10 AEMO2022 Electricity Statement of Opportunitjéaugust 2@2.

11 Generators with controllable output and a capaaityer 30megawatt(MW) are usually classified as scheduled
generation. This type of generation is largely made up of coal anfirgdsyeneration as well as hydropower
plants. Incontrast generators with intermittent output (such as wind and solar fararg) a capacity over 30 MW
are generally classified as sestheduled generation. If required, for system security, AEMO can control the
output of scheduled generation but can only constrain the output of sechieduled generation.

12Table 2.1 of ACIL'spert summarises the sources of load data u¢&@IL Allen;stimated Energy Cosfinal
report, prepared for the QCAVlay 2023, p 11).
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We consider this approach is appropriate while customer uptake of these tariffs is not widespread and
there is limited usage data availabfe.

In addition, this year, ADM data has been used to better approximate customers' consumption patterns
and inform our wholesale energy cost estimates (see section 4.2.1 of the main report).

Wholesale energy spot prices

To simulate a range of expected spot pscACIL has developed several datasets that reflect the supply
dynamics within the NEM, including:

1 thermal power plant availability ACIL uses a stochastic outage model to develop 11 hourly power
station availability simulations. The outage simulation isigieed to reflect the probability of various
planned and forced outages of generators and the effect that outages would have on spot prices

1 renewable energy resource trace#\CIL uses a renewable energy resource model to estimate a set of
traces*that reflects the availability and quality of renewable resources/generation (such as wind and
solar) in different NEM regions, considering weather and geographical conditions

1 generation informatiom ACIL maintains a reference case projection of the NEM that incaigs
generatorrelated data, such as costs and technological characteristics of generators, contract cover
and portfolio ownership structure. It updates the reference case each quarter in response to the latest
supply changes announced in terms of newestments, retirements, fuel costs and generator
availability.

Since February 2022, thermal generators have faced higher fuel costs. International gas prices and thermal
coal export prices have been higher and more volatile as the war in Ukraine anésaragjainst Russia

added uncertainty to markets already impacted by global supply constraimtsreflect this development,

ACIL has updated its coal price forecasts using the recent Bloomberg Intercontinental Exchange (ICE)
forward curve for the Newcastle coal export price. Gas price projections have also been updated by
incorporating recent domei gas prices anliguefied natural gagLNG export prices.

ACIL incorporates changes to the existing generation supply where market participants have formally
announced changes, including mothballing, closure and change in the operating approach oplamise
Nearterm new generators are included, should ACIL deem these plants to be committed projects.

ACIL's forecast of the generation supply and costs within the NEM also closely aligns with AEMO's latest
Integrated System Plan (ISP) and Electrisigtement of Opportunities (ESO®)To achieve this, ACIL
routinely compares its detailed assumptions with AEMO's ISP and ESOO findings, including the technical
parameters of generators, fuel prices and interconnector expansions. ACIL investigated mtiprdév
assumptions and adopted AEMO's findings if the deviation could not be justified. However, to date, ACIL's
assumptions closely align with AEMO's findings.

BB QCASupplementary review: Regulatestail electricity prices for 20221, final determination, October 2020
pp 17¢19.

14 These traces are consistent with the weather conditions for the demand profiles frong 2918 202@21. This
maintains the appropria correlation between various demand profiles and renewable energy resource traces, as
both electricity demand and renewable generation veith weather patterns

15 Domestic prices of coal and gas are influenced by international prices because someepsadag have the
option of exporting these resources and receiving international prices. As such, thermal power stations compete
with international buyers, and this affects the fuel costs of these generators.

16 The ISP and ESOO contain extensive techad@ta that inform the decisiomaking of interested parties as they
assess opportunities in the NEM.
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Spot price simulation

ACIL uses a proprietary electricity model (PowerMark) to generate si@lilations of 8,760 hourly
wholesale electricity spot prices for 2023 and dynamically simulate the behaviour of generators in the
NEM by:

1 allowing each portfolio of generators to optimise its bids to maximise profit

1 considering the stochastic demandofiites

1 thermal power plant availability, renewable energy resource traces and generation information.
This allows ACIL's estimates to account for:

1 changes in generators' bidding behaviour caused by changing market conditions, such as the recent
influx of renewable generation

1 changes in underlying costs (including fuel costs)

1 changes due to the recent government interventions, including the impleeteptice caps on coal
and gas, reflecting the actual impacts of gas and coal price caps on generators' bidding behaviour.
ACIIs modelling

- assumeghe caps will be in force throughout the entire 2@23 financial year and apply to:

some (but not all) gaired power plants (i.e. there are exemptions for peaking plants that
purchase gas on a sheerm basis at a price of $2503which is higher than the cap of $12JG

coakHired power stationexposed to the export coal market (i.e. the New South Wales
generators and Gladston¥)

- incorporatespostinterventiongenerator bidding behaviouwhich indicates that generators have
not respondeduniformlyto the price caps®

ACIL also attempted to capture any heightened market volatility by undertakingga farmber of
simulations (over 500) to account for variations in demand, thermal plant availability, output of renewable
generation and spot price outcomes.

Retailers' hedging strategies and contract prices

To simulate the wholesale energy costs incurpgda retailer that manages spot price risk, ACIL developed
a hedging methodology based on the standard ASX Energy base and cap contracts.

ACIL uses its hedge model to test a substantial number of strategies to derive a hedging strategy (and contract
volume) with the lowest cost and variance, considering the latest simulated demand profiles, spot prices and
trade-weighted contract prices. ACIL evaluated multiple strategies by varying the mix of ASX contracts for each
quarter and analysing the resulting dibution of wholesale energy costs for each strategy.

17 ACIL Allen;:stmated Energy Costfinal report, prepared for the QCA, May 2029 20, 3§41

18 For exampleACIL observes that Mount Piper is currently short on coal and hence tends to offer its capacity at a
much higher price (asideom its minimum stable load) to avoid shortfalls. ACIL understands that Mount Piper has
recently secured additional coal supply, but it is unclear if this is sufficient for the station to run at a high capacity
factor (ACIL Allenzstimated Energy Cosfinal report, prepared for the QCA, May 20pp 35,36).
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ACIL estimates contract prices for 2Q28 by calculating the tradereighted average of ASX Energy
settlement prices of quarterly base and cap contracts and call opfiémsbase contracts, using caatt
prices and trade volumes for Queensland until 10 May 2023 inclusive.

Trading of ASX contracts tends to commence a number of years before the relevant financial year. For
example, trading for 20224 ASX base contracts commenced as early as March Z8ROreflects how

market participants (such as retailers) purchase ASX contracts to lock in their costs in advance and manage
spot price risk?

Compared to last year, 20224 tradeweighted contract prices have increased:
| for base contracts betweenaround $28 and $44/MWh(or 49 and 76 per cent)
| for cap contracts betweenaround$7 and $0/MWh (or 26 and 115 per cent}

ACIL applied the hedging methodology (together with the simulated spot prices) to derive 561 annual
hedged energy costs for a given demdgrofile. The 95th percentile of the distribution of hedged costs was
used as the final estimate of the wholesale energy costs.

Addressing stakeholder submissions

ThecommentsErgon Energy Retail (EER)deon some matters are addressed in the main répBER also
suggested that we update our spot price modelling to address:

1 the increasing incidence of negative spot prices due to higher levels of solar generation

1 the current liquidity of ASX contracts (specifically cap contracts), notingeteiters are increasingly
reliant on more expensive OTC contracts

1 the heavy weighting of caps in ACIL's hedging methodology, despite there being no increase in the
cumulative trade volume of caps. EER said a more accurate indicator of the availabdipg dér
retailers is the ASX open interest position and suggested some proportion of the assumed cap contract
volume be replaced with swaps in the modelled hedging portf8lio.

Incidence of negative spot prices

Consistent with EER's view, we consider toatinued installation of rooftop and utilitgcale solar PV
systems will likely increase the number of negative spot prices during daylight hours. FQR2028IL
estimated that the proportion of spot price outcomes less than or equal to zero rangesde 8 and 10

per cent, compared to a historical range of less than 6 per cent. We are therefore satisfied that our spot
price modelling adequately considers recent developments and market volatility, based on the latest
available information.

Current liguidity of ASX contracts (specifically cap contracts)

An indirect indicator of contract liquidity is the cumulative trade volume. Except for 229 the
cumulative trade volume for cap contracts (to date for 2€28) is on par with the trade volumes in

191n this context, call options are a type of financial derivative that gives the holder the right, but not the obligation,
to purchase ASX base contracts at a predetermined price (known &strike pricé) and volume. In exchange for
the right to exercis the option, the holder (buyer) will pay a premium to the seller of the call option (regardless of
whether the holder chooses to exercise the option).
20 See Figure 2.7, QidBase Q1 2023 chart, which shows Q1 2@23base contracts purchased in advanoe as
early as March 202(ACIL Alleni:stimated Energy Costial report, prepared for the QCAMay 2023, pp 25¢27).
21 Tableb.1 of ACIL's repordCIL Alleni:stimated Energy Cosfinal report, prepared for the QCAiay 2023, p51).
22EER, sub 5, pg®,sub13, p1.
23|n 202X22, trade volume was lower due to the transition terBnute settlement.
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previous yearg* On this basis, we are satisfied the liquidity for cap contracts has remained reasonably
stable.

We did consider EER's concerns around ACIL's hedging strategy and the heavy weighting of cap contracts
However we would notnecessarily expect a retailer to attempt to replicate ACIL's hedging strategy. That
strategy relies entirely on using ASeted contracts, which are just one of the many instruments that
retailers use to hedge their exposure to spot price movements. dfityeand asnoted by the Australian
Competition and Consumer Commission (AGE@3 ongoing inquiry into the NEMetailersalso rely on

OTC contracts (including OTC cap contrants loadfollowing contracty, PPAs and their own generating

units to a¢ as hedging instrument®.These alternative hedging instruments may allow a retailer to hedge
their load in a less costly manner. The key reason that we rely on ASX contracts as a proxy for the costs that
retailers incur when hedging is because the infation for these contracts is publicly available, transparent

and verifiable, whereas information for other hedging instruments tends to be comménaiahfidence.

As we are aware that retailers can access these other-&f®Misted) hedging instrumest we do not
consider that the number of cap contracts specified in ACIL's hedging strategy exceeding the open interest
position indicated by ASX is problematic.

EER also noted retailers are increasingly reliant on more expensive OTC contracts. Wedsiigated

this issue by comparing the ASX data with OTC contract data. At this stage, we have found no evidence of
OTC prices being consistently higher (or lower) than ASX contract prices. To date, there is a high level of
consistency between both pricesjth absolute difference typically being between 1 and 2 per cent for
contracts with similar specifications.

Other issues

EER also suggested:

1 the need for a trigger to pass through wholesale energy costs that were incurred due to an
extraordinary eveh

1 the 95th percentile of hedged costs be retained as the estiratbe wholesale energy cost for a
given customer group

1 publication of ACIL's energy modelling data to enhance the transparency of our methodology for
estimating wholesale energy costs.

In relation to a trigger for extraordinary events, we note prudent retailers reduce their exposure to
unexpected or extraordinary events by engaging in a variety of hedging strategies, including via trading in
ASX contracts. Our market hedging approactegghed to reflect this dynamic and the conditions of ASX
contract markets. The purchase of ASX contracts allows retailers to mitigate some of the impacts of
extraordinary events by locking in a proportion of their costs in advance. Any events with-tenger
implications would also be captured in the ASX contract markets, as these markets are flmokand and

reflect market participants' expectations of future spot prices.

Consistent with EER's views, we consider retaining the 95th percentile hedgfeasdbe estimate for the
wholesale cost remains appropriate. We recognise there may be some residual volume and price risk not

24 See Figure 3.2 in ACIdmft report (ACIL Allenizstimated Energy Cosdraft report, prepared for the QCA,
February2023, p 37).

25 ACE,Inquiry into the National Electricity MarkeXlovember 2022, pp 435.

26 Thisrefers to the difference expressed in absolute numbetisat is, the difference withoutregardto whether it is
a negative or positive difference.

27EER, sub 5,p 7.
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captured by the spot price and hedge modelling. The key reason for adopting the 95th percentile is to
account for shorterm vdatility in spot prices, as price spikes tend to occur with little or no notice.

EER also suggested we publish the modelling data to improve transparency. In addition to the supporting
information provided in this appendix, we have published relevant mivdetlata on our website to inform
stakeholders' assessments and understanding of our methodology for estimating wholesale enerd¥ costs.

22 QCARegulated electricity prices for regional Queensland 2B23QCA website, 2@
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Part B: Other energy costs

This section provides further detail to that contained in the main report, including why we consider ACIL's
approach and other energy cost estimates are appropriate.

Overall, ther energy costs are lower this year

ACIL'estimates of other energy costsalv an overall decrease for both small customer tariffs (7 per cent,
or $1.54/MWh) and large customer tariffs (12.3 percent, or $2.66/M\Whis reflects

1 anincrease in:

- largescale renewable energy targetRE)P° costs by 49 per cent ($2.44/MWhpriven by an increase
in the forward prices of largscale generation certificates (LGfain the Clean Energy Regulator (CER)

- prudential costs for small customers by 49 per cent ($1.26/MWhjlecting elevated contract prices
and greater expected price volatility in the NEM

1 offsettingdecrease in:

- smaltscale renewable energy schen8RER’ costs by 37 per cent ($4.04/MWhYriven by a
decline in the number of smadicale technology certificates (STCs) retailers are required to purchase

- NEM management fees by 16 per cent ($0.18/MWtgflecting a decrease in costs related to
operating the NEM

- ancillary services chargbg 67 percent ($0.95/MWhj due to lower costs for frequency control
ancillary services (FCASh Queensland. The completion of upgrades for the Queensland to New
South Wales interconnector in July 2022 contributed to lower FCAS; therefore, ancillary costs
returned to more normal levels

- prudential costs for large customely 7 per cent ($0.14/MWh) primarily due to changes in the
shape of the relevant demand profile with more electricity consumed during thepeaik period,
instead of during the peak period

- reliahlity andemergencyreservetrader (RER)Icosts by approximately 96 per cent ($0.97/MWh)
driven by fewer activations of the RERT to assist with power system managé&iiaig.estimate
excludes RERT activations during market events in June 2022

9 costs associated with

- market events in June 2022 to be $0.90/MWthese include the RERT and compensation costs
determined and published by AEMO and AEMC to date (discussed fhedosv)

- energy losse&

2TheLRET sets annual targets for the amount of electricity that must be sourced frorrstaigerenewable energy
projects, such as utilitgcale wind and solar generatioRetailers must purchase and surrend€3Cso the CER to
fulfil their obligations undethe LRETFor more information, segttps://www.cleanenergyregulator.gov.au

30The SRERovides an incentive for individuals and small businesses to install ekgilaliéscale renewable energy
systemsRetailers must purchase and surrendgf Cso the CER to fulfil their obligations under the SHE% more
information, seehttps://www.cleanenergyregulator.gov.au

S1FCAS is a process usedABMOto maintain the frequency of thelectricity system within the normal operating
band around 50 cycles per second.

%20n 5 July 2022, AEMO activated the RERT in response to a foregast Raserve 2 (LOR 2) conditiéLOR 2
conditionsignals a tightening of electricity supply reserves. This condition exists when reserve levedstaenl|
the single largesgeneratorin aNEM region.

33 ACIL Allerizstimated Energy Cosfinal report, prepared for the QCAVlay 2023, pp 6%73.
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Sometimes retailers also incur costs associated with the Retailer Reliability Obligatiof{R&@ver,as
the RRO has not been triggeredQueenslandor 2023;24, no RRO costs have been incurfedincluded
in the cost estnates)

ACIL's approach and estimates

We consider ACIL's approach to estimating the other energy costs is appropriate, as it reflects how retailers
are likely to incur these costs in practice. It uses the latest information from relevant sources totestima
the relevant other energy costs$ncludinginformation published by AEMO (on projected NEM fees for
AyaidlryOSuv FyR GKS /9w ONBFESOGAY3I (GKS [w9¢k{wo({
24)35

Addressing stakeholdeubmissions

A series of conditions affecting the NEM led to the triggering of the administered prit% sagpension of
the spot market, and around 500 market interventions from 12 to 24 June 2022. In accordance with the
National Electricity Rules (NEB®rtain costs associated with these events are passed on to retailers.

Consistent with EER's views, we have incorporated the costs associated with the June 2022 market events
approved by AEMO and AEMC to daftis includegsostsof $45,000,550n Queensand for the RERT,
direction costs and compensation relating to the administered pricing and NEM suspéhBiusequates

to $0.90/MWh (calculated by dividing these costs by Queensland's total energy requirem@nse the
remaining costs are finalised, would be appropriate toconsiderincludng them in notified prices in
future 38

34Whenthe RRO is triggered for a given quarter and NEM region, retailers are required to secure sufficient qualifying
contracts to cover their share of the osile-two-year peak demand.

35 As detailed in ACIL's repoACIL Allen:stimated Energy Cosfinal report, prepared for the QCAViay 2023, pp
63¢73).

36 The administered price cap is ensially a lastresort safetynet price that aims to stabilise the electricity market
by capping prices in the NEM following a prolonged period of extreme prices. It is designed to limit market
participant€spot price exposure and, at the same time, provide sufficient revenue for generators to cover their
shortterm costs and continue supplying electricity through normal market mechanisms.

37 See Tabl®.15 of ACIL's report, which itemises the cost of dhae 2022 market events by catego&CIL Allen,
Estimated Energy Cosfinal report, prepared for the QCAlay 2023, p 71). Note, this table uses the AEMO
published amounts from 6 January 2023, consistent with EER's views.

38 Consistent with EER's views, if costs are still outstanding by the time of the final determination, we wslklasses
options available to address this (EER, sub 5, 8p.8
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Changes in total energy cost allowances
The chart below summarises the changes in energyscbgtenergy cost component anderall,from 2022;23 to 2023 24.

Figurel Changes in total energy cost allowances

Note: Totals may rtaadd up precisely due to rounding.
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