Queensland
Competition
Authority

Draft determination

Regulated retail electricity
prices for 201¢18

February 2017

Level 27, 145 Ann Street, Brisbane Q 4000
GPO Box 2257, Brisbane Q 4001
Tel (07) 3222 0555

www.(ca.org.au



We wishto acknowledge the contribution of the following staff to this report

Sarah Duvakdam Liddy, Jennie Cooper, Wei Fang Lim, Zach Zhang

© Queensland Competition Authori@017
The Queensland Competition Authority supports and encourages the dissemination and exchange of information.
However, copyright protects this document.

The Queensland Competition Authority has no objection to this material being reproduced, made available online or
electronically but only if it is recognised as the owner of the copyright and this material reomailtered.



{i.aL{{Lhb{

Closing date fosubmissions3 April 2017

Public involvement is an important element of the decisinaking processes of the Quesand
Competition Authority (QOATherefore submissions are invited from interested parties concerning its
assessment afegulated retail electricity prices for 201.7.8. The QCAwill take account of all submissions
received.

Submissions, comments mrquiries regarding this paper should be directed to:

Queensland Competition Authority
GPO Box 2257
Brisbane Q4001

Tel (07) 322555
Fax (07) 3222 0599
www.qca.org.au/submissions

Confidentiality

In the interests of transparency and to promote informed discussionQ@éwould prefer submissions to

be made publicly available wherever this is reasonable. However, if a person making a submission does not
want that submission to be public, that persshould claim confidentiality in respect of the document (or

any part of the document). Claims for confidentiality should be clearly noted on the front page of the
submission and the relevant sections of the submission should be marked as confidentfe} Hue
remainder of the document can be made publicly available. It would also be appreciated if two copies of
each version of these submissions (i.e. the complete version and another excising confidential information)
could be provided. Where it is ulear why a submission has been markednfidentid', the status of the
submission will be discussed with the person making the submission.

While the QCAwill endeavour to identify and protect material claimed as confidential as well as exempt
information and information disclosure of which would be contrary to the public interest (within the
meaning of theRight to Information Act 200@RTI)), it cannot guarantee that submissions will not be made
publicly available.

Public access to submissions

Subject toany confidentiality constraints, submissions will be available for public inspeatithe Brisbane
office, or onthe website atwww.qca.org.aulf you experience any difficulty gaining access to documents
please catactus on(07) 3222 0555.
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9.9/ '{thad w,

The Queensland Competition Authority (QCA) has made a draft 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 intaegotiated or market contract with their retailer. The 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 with that delegation andElbetricity Acl994 (the Electricity

Act).

The purpose of this draft determination is to provide stakeholders with the opportunity to comment on the

v/ ! Qa LINRBLRASR FLILINERIFOK (2 RS SkMtedidsyed (foyeRamplef A SR LI
transitional arragements). While the notified prices in the draft determination are based upon the most
up-to-date information available at the time of publication, they are indicative only. It is highly likely that

there will be changes in the expected costs of supply@msequently, notified prices, between the draft
determination and the final determination, which is to be released by 31 May 2017.

Who can access notified prices?

Notified prices are only available to residential, small business andnaoket large buiness 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.

Figurel Access to notified prices
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No access to notified prices
(Essential Energy distribution area)
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2 Customers in Essential Energy's distributiosaain southern Queensland do not have access to notified
prices, but Origin Energy receives a sub$idgn the Queensland Governmetud 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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we took in the 201617 price determination.

In accordance with the Queensland @avment's Uniform Tariff Policy (UTP), we propose to continue 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 also propose toueotdibase notified

prices for large business customers on the lowest costs of supply in regional Queensland (i.e. Ergon
S5Aa0NROdziA2Yy Qa SI&ad LINAROAY3 T 2ySs GNIyavYAaarzy NB3

The application of the UTP will mean that notified prices for residentidlssmall business customers in
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 will
be based orthe lowest costs of supply in regional Queensfamdther than the actual costs of supply. As

the actual costs of supplying residential, small business and some large business customers are generally
higher* than notified prices, this approach will beitefustomers in regional Queensland.

To cover the difference between notified prices and the ctssErgon Energy Queensland Limi(&aigon

Retai) actually incurs to supply regional customers, the Queensland Government pays Ergon Retail a
subsidy. Thi subsidy is significant, with the Queensland Government expecting to pay $561.2°rullion
subsidise regional electricity customers in 2Q1B°

Figure2 Draft notified prices fortypical small customers compared to actual costé supply in regional
Queenslandincl. GST
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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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We also propose to again use the network (N) plus retail (R) costuquiggpproach to calculate notified

prices for 201218. Under this approach, we base the N costs on the relevant network tariffs approved by
the Australan Energy Regulator (AER) for Energex or Ergon Distribution. This means the N costs are
generally treated as a pa#isrough. We determine the R costs (energy and retail costs) using the latest
information, including observations from competitive retaildawholesale electricity markets in Australia.

In broad terms, the N 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
Governmeti Qa ! ¢t X GKS LINAOS tS@Sta F2NJ 6KSaS 0Odzad2 YSNA
in south east Queensland. Consequently, to maintain consistency with the UTP, it is necessary to add an
amount to theN plus Restimates, which reasonably regsents the expected differential between our

estimates of efficient price levels and expected standing offer price levels (the standing offer differential).

Consistent with our approach in previous price determinations, we propose to include an allowance f
headroom in notified prices for large business customers only. The use of a headroom allowance is a
generally accepted approach to stimulating competition and customer engagement in emerging
competitive markets. Given that competition in the large besm customer segment in regional
Queensland has the potential to develop 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 seek out better offers.

Why are notified prices expected to change between 20¥6and 201¢187?

Notified prices are expected to change between XlIT6and 201¢18 due largely to movements in energy
costs and network costs.

Energy costs are expected to increase for all customers in2@]primarily driven by increases in

wholesale energy costs and Laigeale Renewable Energy Target (LRET) do#tsS v/ | Q& O2vyadz Gl
Allen, has advised thaktS A Yy ONBIF aS Ay Sa&aiiAY refieRtheprisjecteScantiiuéd Sy S NH
tightening of the demanéupply conditions in the Queensland region as well as other regions of the NEM
[National Electricity Market] in 20%18 due to the increase in demarftbm infield gas compression

associated with the LNG export facilities, little additional renewable capacity in Queef)stamtithe

removal of Hazelwood power station in VictSdaQ

AQL Allen has also advised that LRET costs are expected to indueasdargescale generation certificate

O[ D/ 0 LINAOSa O2wWi NiyKdBBA VBF LIBD GA iGN/ &KW GKSNB gAtt o
However, the increase in energy costs has been largely offset by expected decreases in network costs
between 201617 and 201amy F2NJ YIye y20AFASR LINAOSad ¢KS&AS RS
RSOA&A2Y & 2y 9y SNHS Eeudisthibyitian detdtdiRaions9 TiSdfa@@ing inpaet/ofv p
network costs means most notified prices are oekpected to increase by small to moderate amounts

despite the substantial increase in energy costs.

"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 204¥8 financial year in mi@018.

8Wholesale electricity is sold through the NEM, which allows electricity to trade across five interconnected
regions (Queensland, New South Wales, Victoria, South Australi@asmania). The interconnected nature
of the market means changes in the demand/supply balance in one region will impact on other regions of the
NEM.

9 ACIL Allen, Estimated Energy Cgfd 7¢18 Retail Tariffsl1 January 2017 24.

O ACIL Allen, Estimed Energy Cost01718 Retail Tariffs]1 January 20179 25.

Vi
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|26 gAfft GKS v/ ! Q& RNIFTiO RSIUSNNYAYI (A2
The notified prices in this draft determination will not affect customer bills; the onlijied prices that will

FLILJX & G2 OdzAd2YSNRAZI FyR UGKSNBF2NB KIF@S |y AYLI Od
determination. The draft notified prices are indicative only, as it is highly likely that there will be changes in

the expected costs ® adzLJLJX & yR O2yaSljdsSyiates y20AFASR LINA(
determinations.

To illustrate the hypothetical impacts of the draft determination on customer bills, we have provided
comparisons of the annual amount typical customé&veould have paid under 20%87 notified prices and

the annual amount that they would potentially pay under the draft 2Q1& notified prices. It is important

to note that this information is only intended to show the potential impact of the annual changetified

LINAOSa 2y | (eLAOlIt Odzad2YSNRa oAtftod LG A& y2a Ayl
a customer will pay their electricity retailer in a given year.

Many customers will incur additional charges that are not set by the &@Aannot 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 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 customer has a solar
LI26SN) aeaidSyo 'a GKSasS OKINHSa R2 y2i F2N¥Y LI NI 27
have not been included in the customer impact analf@isotified 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 (tariffs 31 and 33)

The annual notified price bill for a typical custanoa tariff 11 is expected timcrease byl.7 per centfrom
$1,490 (GST inclusivi®) $1,515 (GST inclusiva$ a result of the draft change in notified prices between
2016c17 and 201218. For a typical customer on a combination of tariffs 11 and 31 ifstdrl and 33, the
expected increase will b2.3 per cent and 1.6 per cent respectivetyowever, the impact on individual
customers will vary depending on their consumption. Customers with lower consumption than the typical
customer will face smaller ineases while higheconsumption customers face larger increases.

1 The typical customer for a given retail tariff is the median or middle customer in terms of consumption out of
all customers on that tariff in regional Queensland. The typical customer cgritamutata is provided by
Ergon Retail and more information is providedAgpendixH.

12 Controlled load tariffs may be used for appliances such as water heaters and pool pumps. 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 t888fguarantees supply for 18 hours per day).

Vii
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Figure3 Draft impact of the change in notified prices on typical residential customers (incl. GST),
2017 18
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Note: The annual bill amounts have been rounded tactbsest dollar.

Small business customers

The annual notified price bill for a typical customer on the main small business tariff (tariff 20) is expected
to increase by$37or 1.5 per centas a result of the draft change in notified prices between 20¥6and
2017c18. For a typical customer on the seasonal tiofieise tariff (tariff 22A), the expected increase will

be slightly lower atl.Oper cent

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

viii
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Figure4 Draft impact of 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 can expexreases in their annual notified price bills of betwdebper

cent and3 per centas a result of the draft change in notified pridestween 201617 and 201¢18.
However, it is important to note that bill impacts for individual customers will vary depending on their level
and pattern of consumption.
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Figure5 Draft impact of the change in notified prices on tygitlarge business customers (incl. GST),
2017 18
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Some business customers, including farmers and irrigatoes,supplied under transitional or obsolete
tariffs. These retail tariffs are legacy retail tariffs for which there is no corresponding network tariff. As a
result, their prices cannot be determined under the-Rcost buildup methodology.

Transitional an@bsolete 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 informationrfra&ergon Retail, many customers on these tariffs
may face lower electricity bills if they moved immediately to a standard business tariff but some customers
would face much higher bills.

The QCA proposes to maintain transitional arrangements for @B andto adjust 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 also proposes to apply an additional escalation factor to limit
charges for transional and obsolete tariffs falling further below cost in dollar terms. This approach is
O2yaraidSyid 6AGK GKS v/! Qa 3ISYySNIf FLILINRBIFOK Ay LINBG

The QCA also proposes to introduce transitional arrangements for customers on existing high voltage retail
tariffs, as Ergon Distribution intends to phase out the network tariff underlying these tariffs in
2017¢18. Under the proposed transitional arrangents, the two high voltage retail tariffs (tariffs 47 and

48) will be classed as obsolete and therefore only available to existing customers for a transitional period
of five years. Consistent with our approach to other transitional and obsolete targfgropose to adjust

these tariffs in line with changes in the relevant standard business tariffs, and apply escalation factors to
limit charges falling further below cost in dollar terms.




Queensland Competition Authority Executive summary

We consider that the proposed approach strikes the right balandevah 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 Hrgn investment and business decisions based on legacy
high voltage tariffs 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 capitlestments, we consider it is important that they make those
decisions based on the correct pricing signals.

Next steps

This is a draft determination only and we intend to consult extensively prior to finalising our determination
in May 2017. We will bediding public workshops on the draft determination Bundaberg, Cairns,
Emerald, Toowoomba, Townsvilded Brisbandrom 13 March 2017. Stakeholders are encouraged to
attend these workshops and to make submissions on the draft determination. We wiltleordl issues
raised in submissions in making our final determination for 2087 More information on the workshops
and how to make a submission is available on our websitey.qca.org.auSubmissions close @&April
2017and our final determination Wlibe published by 31 May 2017.

Xi
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The Queensland Competition Authority (QCA) is an independent statutory authlvdnigh promotes
competitionas the basis for enhancing efficiency and growth in the Queensland economy.

¢ KS v/ ! Quith redidctYoleldricity pricing is to set regulated retail electricity prices in accordance
with the requirements of the delegation from the Minister for Egyg, Biofuels and Water Supply (Appendix
A) and theElectricity Act 1994he Electricity Act)

Key dates

201718 Review of regulated retail electricity prices: indicative timetable
Release of draft determination By 28February 2017
Workshops on draft deterination From13 March 2017
Submissions on draft determination due 3 April 2017
Release of final determination By 31 May 2017

Registration of interest

http://www.qgca.org.au/Contactus

Contacts
Enquiries regarding thiprojectshould be directed to:

ATTNSarah Duval or Adam Liddy
Tel(07) 32220555
www.qca.org.alContactus

Xii
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1.1

The Queensland Competition Authority (QCA) has received a delegation from the Minister for
Energy, Biofuels and Water Supphe(Ministe)) to determine regulated retail electricity prices
(notified price¥. The delegation specifies that the notified prices we determine will apply to small
standard retail contrad¢® customers and large nemarket* customers in the Ergon Energy
Corporation LimitedHrgon Distributiopdistribution area from 1 July 2017 to 30ne 2018°

The review process

Interim consultation paper

On 16 November 2016, we released an interim consultation paper advising interested parties of
the commencement of our review. We receiveithe submissions in response (see Apperig)ix
The interim onsultation paper and submissions are available on the Q&&ite'6

Draft determination

This draft determination @antains ourdraft regulated retail tariffs and prices for 20418 (see
Chapter 8. In making this draft determination, we have taken into account the requirements of
the Electricity Act 1994QId) Electricity Act and the Minister's delegation; mattersisad in
stakeholder submissions; ACIL Allen's draft report on the estimated energy costs; and our own
analysis.

As part of our consultation program on the draft determination, we are planning to hold
workshops in March 2017 Bundaberg, Cairngmerald,Toowoomba Townsville, Brisbane, and
other locations, depending on the level of stakeholder inter&akeholders can register their
interest for a wokshop on oumvebsite!’

Submissions in response to thigft determination are due by 3 April 2017. Details on how to
make a submission are at the front of this paper.

We appreciate the valuable contribution of stakeholders who make submissions on our review.
While we may not necessarily reference all argursestt submissions in our determinations, we
carefully consider each submission. Any issues that have been raised but which are outside of the
scope of our review are discussed in AppendixAll documents relating to this review are
available on ouwebsite®

13See Schedule 1 of the National Energy Retail Rules.

141 arge business customers supplied by Ergon Retail are classiiedety ¥y NJ SiG Q Odza i
business customers supplied by other retailers in regional Queensland are classiisgedsY | NJ S i Q

customers.

15 See AppendiAfor a copy of the delegation.

16 hitp://www.qca.org.au/Electricity/Regionatonsumers/RedElecticity-Prices/InProgress/Regulated
ElectricityPrices2017-18

17 http://www.gca.org.au/workshops

18 hitp://www.qca.org.au/Electricity/Regionatonsumers/RedElectricityPrices/InProgress/Regulated
ElectricityPrices2017-18

2YSNE P
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Final determination

We are required to publish a report on our final determination and gazette notifie&gno later
than 31 May 2017.

1.2 Access to notified prices

Notified prices are only available to residential, small business andmnaoket large business
customers in the Ergon Energy Corporation Limited (Ergon Distribution) distribution area.
Notified piices are not available to regional customers locatetsiole of this distribution are&’

Figure6 Access to notified prices
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No access to notified prices
(Essential Energy distribution area)

19 Customers in Essential Engigydistribution area in southern Queensland do not have access to notified
prices, but Origin Energy receives a subsidy to ensure thatwarket customers in that distribution area
pay no more than similar customers that have access to notified pfi&dgied prices no longer apply to
customers in south east Queensthnvhereretail price regulation was removed on 1 July 2016
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1.3

1.4

Legislative framewornk the Electricity Act

We must determine notified prices in accordance with the Electricity Act. While thako&s 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 costs of making, producing or supplying the goods or services

(b) the effect of the price determinationrocompetition 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 also have regard to the objects of the Electricity Act, which are to:

(@) seta framework for akblectricity industry participants that promotes efficient,
economical and environmentally sound supply and use

(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 requireme#ts.

Matters we are required to consider by the Minister's delegation

The matters we are required by the delegation to consider wihetermining notified prices for
201718 are outlined below.

The Uniform Tariff Policy

Consistent with previous price determinations, we are required to consider the Queensland
Government's Uniform Tariff Polic TH. The UTP provides thatvherever possike, small
standard retail contract customers and large roarket customers of the same class should pay
no more for their electricity, regardless of their geographic locatidhe covering letter to the
delegation further specifies that, for the purpasef the delegation’regulated prices for small
customers in regional Queensland should continue to broadly reflect the expected prices for small
customers on standing offers in south east Queenslahd

The application of the UTP will mean that notifiedcps for residential and small business
customers in 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 Qeasland will be based on the lowest costs of supply in regional
Queensland, rather than the actual costs of supply. As the actual costs of supplying residential,

20 Section 90(5) of the Electricity Act.

21 Section 3 of the Electricity Act.

22 Clauses(b) of the delegation (Appendig).

2 A cqoy of the Minister's covering letter is provided in Appendlix
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small business and some large business customers are generallythigineotified prices? the
application of the UTRill benefit customers in regional Queensland.

To cover the difference between notified prices and the cds&t Ergon Energy Queensland
Limited(Ergon Retajlactually 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 milliéhto subsidise regional electricity customers in 20162°

'N+R cost buildup 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 methodology, the N costefiwork costs) are generally treated as a pass
through and the R costs (energy and retail costs) are determined by the QCA.

The network cost (N) component

When calculating the N component for each regulated retail tariff, the delegation requires that
the QQ@\ 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
determinenontime-of-use retail tariff8’ for residential and small businessstomers (tariffs 11,

20, 31, 33,41 and 9.

When we determine timef-use?® and timeof-use demand retail tariff§ for residential and
small business custome(tariffs 12A, 14, 22A and 24), we must consider basing the N component
on the price level of etwork charges to be levied by Energex and the network tariff structures of
Ergon Distribution.

For large business customers, we must considasirg the N component onthe Ergon
Distribution network charges and tariff structures. We adopted this approaciprevious 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 also required to
consicer allowing all customers in Ergon Distribution's distribution area to access tariffs
designated as transitional in 204B4.

24 The differencein the costs of supply afdargely due to the higher network costs associated with supplying
electricity over long distances to a ledensity customer base.

2 $2.8 milliondollars of this subsidy is paid to Origin Energy for customers in the Essential Energy distribution
area.

26 Queensland Governmen$tate Budget 20167t Budget Strategy and OutlopRppendix A, June 2016, p.
215.

27 Nontime-of-use tariffs are etail tariffswith usage charge ratetat do not vary with the time and/or level of
consumption

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

2 Timeof-use tariffs are retail tariffs with usage charge ratleat vary with the time of consumptian

%0 Timeof-use demand tariffs areetail tariffs withusage and demancharge rateshat vary withthe time of
consumption and/or demand.
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The objects of the Electricity Act and the matters we are required to consider under the Electricity
Act indicate that costeflective prices and the promotion of retail competition are important
guiding principles in making a price determination. Costctfity is important for efficiency and
equity reasons. The 20467 price determination was also designed to support retail competition

in the large business customer segment in regional Queensland.

Under the Minister's delegation, we are also requiiedonsider the UTPh& application of the
UTP in previous price determinations has resulted in most notified prices being based on costs of
supply which are below the actual costs of sugghe sectiod 4).

Given that there is a degree of conflict beem the matters we are required to consider under the
Electricity Act and those we are required to consider under the Minister's delegation, we have
considered a broad range of possible pricing approaches forc281particularly for the
residential and mall business customers (small customers) in Ergon Distribution's distribution
area.

Our draft decision is toontinue basing notified prices for residential and small business customers
in regional Queenslarmh theexpected standing offer pricessoutheast Queenslandnd basing
notified pricedor large business customers in regional Queensland on the lowest costs of supply
in regional Queensland, which is Ergon Distribution's east pricing zone, transmission region one.

2.1 Residential and small businessstomers

In order to take into account the requirements of tl#ectricity Act and the UTP, we have
considered a range of possible pricing approaches to setting the pricing framework for
determining notified prices for small customers.

Cost base

We couldmaintain the approach we took ithe 2016;17 price determination and base the
notified prices onthe costs of supply in south east Queensldtitht is, costs in Energsx
distribution area). As the costs of supply in south east Queensi@gknerally lower than those

in regional Queensland, adopting this approach would result in customers continuing to pay
prices which do not reflect the actual costs of supply. This would potentially encourage inefficient
investment and consumption, and reige the ongoing subsidisation of electricity prices by
taxpayers® However, this approach may be considered reasonable, as it would be consistent
with the Queensland Government's definition of the UTP for 2087

Another possible approackiould be to bas¢he notified prices for small customers on the lowest
costs of supply in regional Queensldtitht is,the costs in Ergon Distribution's east pricing zone,
transmission region oneyVe have used this approach in setting notified prices for large business
customers in regional Queensland since 28A2Adopting this approach for small customers
would improve the cost reflectivity of the notified prices relative to setting prices based on the
costs of supply in south east Queensland. It would also reducentiogiiat that taxpayers would

pay to subsidise electricity prices in regional Queensland. However, it would be inconsistent with

31 As discussed in Sectidm, the cost of this subsidy was expected to$561.2 millionin 2016;17.
32We started uig this approach for large business customers in regional Queenstaew retail price
regulation for large business customers in south east Queensland was discontinued
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the Queensland Government's definition of the UTP for 2087 and may result in substantial
price increases for customers. Foraexple, based on estimates f&016¢17, the costs of
supplying residential and small business customergrgon Distribution's east pricing zone,
transmission region onare 21 per cent higher than the costs of supplying the customers of the
same class isouth east Queensland.

A third approachwould be to set the notified 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 subsidiggional electricity prices. However, it would be
inconsistent with 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 gae class in other areas of Queensland. €eflective prices would also result

in substantial price increases, particularly for customers in western Queensland and those
supplied by isolated systenisor example, based on estimates 8¥16¢17, the costf supplying
residential and small business customer&ngon Digibution's westpricing zone, transmission
region oneare 118 per cent higher than the costs of supplying the customers of the same class in
south east Queensland.

Canegrowers Isis, the @ensland Council of Social Service (QCOSS) and the Queensland
Consumers Association supported the approach of basing the notified prices on the costs of
supply in south east Queenslanthe QCOSS said this would be the only approach that would
meet the pupose of regulation of retail electricity pricés.

QCA position

Our draft 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 because
it is consistent with the Queensland Government's UTP and it avoids the potentially large price
increases associated with the other approaches.

Framework to determine notified prices

To establish an appropriate framework for setting notified prices based ondbis of supply in

south east Queensland, we have considered the Queensland Government'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 ofieisouth east Queenslarid.

Customers on standing offers are suppliedtba standard retail contract under the National
Energy Customer Framework (NEE€HM)his contract contains standard terms and conditions.
Customers who do not, or cannot, opt fomzarket contract aresupplied by a standing offer by
default

A retailer can also offer 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 offer prices.

33The cost estimates are based otypicaltariff 11 customer.

34The cost estimateare based on #ypicaltariff 11 customer.

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

36 Covering letter to the delegation (Appendix

87 See Schedule 1, National EneRgtail Rules.
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Canegrowers said that customers in Ergon Distribution's distribution areas should pay prices at
levels equivalent to the most competitive retail price offesng south est Queensland
(Energe’s distribution area).

QCA position

Our draft decision is to determine notified prices based on expected standing offer prices in south
east Queensland. The delegation's covering letter makes it clear that setting prices below
expeted standing offer prices in south east Queensland (a likely result of Canegrowers'
suggestion) would be inconsistent with the UTP.

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

We also propose to estimate the costs of supply for each retail tariff @sirng+Rcost buildup
approah, where we treat the N (network cost) component as a fagsugh, and determine the
R (energy and retail cost) component.

2.2 Large business customers

As noted above, in previous price determinations we have baeéfied prices for large business
customes on the costs of supply in the lowest cost area of regional Queens|Engbon
Distribution's east pricing zone, transmission region dnd&his approach has encouraged
competition in the large business customer market in east pricing zone, transmission oeg.

It is also consistent with the Queensland Government's definition of the UTP forg2817
However, this approach would not reflect the actual costs of supply in all regions, and would still
require the Queensland Government to subsidise elecyrigitces.

Another approach would be to sétilly costreflective notified pricesThis would encourage
competition inregional Queensland outside of east pricing zone, transmission regiorande,
promote longterm efficient use of electricity services negional Queensland in the large
business customer market. However, it would introduce significant price increases for customers,
especiallycustomers in western Queensland and those supplied by isolated sysW¥mslso
consider this approach inconsistenith the Queensland Government's UTP for 2€1115.

Auctus Resources supported basing notified prices for large business customers on the costs of
supply in Ergon Distribution's east pricing zone, transmission region one.

QCA position

Our draft decision i® continue basing the notified prices for large business customers in regional
Queensland on the lowest costs of supply in regional Queensland, which is Ergon Distribution's
east pricing zone, transmission region one. We also propose to continue taaéstine costs of
supply for each retail tariff in accordance wih N+Rcost buildup approach. This is consistent

with our approach to setting notified prices for residential and small business customers, as
discussed above. We consider the effect of dacisions on competitioin the large business
customer market in more detaila Chapter6.
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A retailer incurs network costs when supplying electricity to its customers. These costs are
associated with transporting electricity through thrarsmission and distribution networks and
account for around5 per cent of the final cost of electricity for small customers.
Powerlink, Energex and Ergon Distribution, being regulated monopoly businesses, all earn
regulated revenues that are determineg the Australian Energy Regulator (AER). In addition to
recovering their own distribution network costs, Energex and Ergon Distribution pass Powerlink's
transmission network costs on to customers in network charges approved by the AER.
This chapter sets vthe QCA's draft decisions on the network charges used as the basis of notified
prices for 201@18. Our draft decisions are largely consistent with the 2QZ6 price
determination. In summary, we have decided to:
i base the flat rate retail tariffs and camiled load retail tariffs (tariffs 11, 20, 31 and 33) for
residential and small business customers on Energex network tariff structures and charges
i base the seasonal timef-use retail tariffs for residential and small business customers
(tariffs 12A and22A) on Ergon Distribution network tariff structures and Energex price levels
i base the seasonal timaf-use demand retail tariffs for residential and small business
customers (tariffs 14 and 24) on Ergon Distribution network tariff structures and Energex
price levels
i1 base the low voltage demand and unmetered supply (excluding street lighting) retail tariffs
(tariffs 41 and 91) on Energex network tariff structures and charges
i base all retail tariffs for large business customers on Ergon Distributiororietariff
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 electricitysigoplied to its customerd\etwork costs are
the costs associated with transporting electricity through transmission and distribution networks.

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

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

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

Network tariff structures can include, for example, combinations of fixed, usage and demand
charges.Consistent with our previous price detemmaiions, the network cost components of
regulated retail tariffs are based on the network tariff structures and pricing provided by Energex
and Ergon Distribution (distributors).
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3.2

3.2.1

Network tariff structures and charges are established by distributors apdoapd by the AER.
As the timing of our price determination does not fully align with the AER's network pricing review
process, distributors have provided us with draft network prices.

Consequently, it is important to note that the draft network priceeyded to the QCA are
preliminary in nature and subject to change as distributors will likely update their draft network
prices prior to finalisation and submission to the AER in March 2017.

The network cost components for the final determination will tzséd on the network pricing
submitted to the AERN the event that the final network tariffs approved by the AER differ from
those submitted by the distributors, the QCA will consider using a costtipassgyh mechanism
(see Chapter 6 for more informatiam this mechanism).

Network tariffs for residential, small business and unmetered supply
customers

This section discusses the QCA's approach to setting network cost components of retail tariffs for
residential, small business and unmetered supply custsexcluding streelighting customers

(see section 3.3 for information on the network cost components for large and very large business
as well as street lighting retail tariffs).

For the 201218 price determination, the delegation requires that we ddes.

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

9 for residential and small business seasonal twheise retalil tariffs (tariffd2A and 22A) and
time-of-use demand retalil tariffs (tariffs 14 and 24), basing the network cost component on
Energex network charges, but using the relevant Ergon Distribution network tariff structures.

Adopting the approach proposed in the delegation \ebloe consistent with our approach in the
2016c17 determination.Under this approach, the network cost component of retail tariffs for
small customer® would broadly reflect the costs of supplying small customers in south east
Queensland and would thereferbe consistent with the UPP

Energex or Ergon Distribution network price levels

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

QCA position

As discussed in Chapter 2, the QCA's draft decision is to base notified prices for residential, small
business and unmetered supply (excluding street lighting) custometheocost of supply in

south east Queenslan@onsistent with this decision, we will set network cost components to
reflect Energex network price levels. Setting network cost components at Energex levels means
that small customers in regional Queensland,wienerally, pay the same for network services as
small customers in south east Queensland.

38 Residential and small business customers.
39 For more information on the Queensland Government's UTP, see Chapters 1 and 2.
40 Unmetered supply retail tariff referred to in this chapter excludes street lightiglgted services.
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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 gon Distribution for small customer and unmetered supply retail tariffs.

Energex and Ergon Distribution offer a variety of network tariffs with different tariff structures
for small customers such as flat rate, timmeuse and timeof-use demand tariffsFlat rate tariffs
have a structure where the usage charge rates do not vary with the time and/or level of
consumptionlIn contrast, timeof-use and timeof-use demand tariffs have a structure where the
usage and demand charge rates vary with the time ofomption and/or demand.

Key differences between the Energex and Ergon Distribution network tariff structures for small
customers, include:

i the proportion of costs recovered through fixed charges

i the approach to usage charge rates (for example, flat usaigs versus thregart inclining
block tariffs)

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

i the methodology for calculating demand charges.
SeeAppendixD for further information on differencebetween the network tariff structures.
Flat rate and controlled load retail tariffs

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

Energy 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 improvingcost 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 2016price étermination** Such

a change would also have significant distributional impacts on customers on these tavitffis
lower-usage customers in particular likely to face substantially higherbills.

QCO0OS8and Queensland Consumers Associdtialid not supportusing the Ergon Distribution
inclining 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 tariff structure would create confusion and
impact adversely on smal usage customers.

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

41 During2016;17, Energex offered flat rate network tariffs as default tariffs for residential and small business
customers and controlled load network tariffs without fixed charges. Energex will continue this approach in
2017%18. In contrast, Ergon Distributiamill offer inclining block network tariffs as default tariffs for small
customers and controlled load network tariffs with fixed charges in 2087

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

43 Queensland Council of Social Serviimission on the QCA interim consultation pagRegulatedetail
electricity prices for 201g18, 7 December 2016.

44 Queensland Consumers AssociatiBobmission on the QCA interim consultation papEgulatedetail
electricityprices for 20118, 7 Decerber 2016.

10
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the pricing principles in the Nationaletricity Rules (NERY.This 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.

For the reasons above, we consider it appropriate to base residential and small business flat retail
tariffs and controlled load tariffs on Ergax network tariff structures.

Timeof-use and timeof-use demand retail tariffs

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

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

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

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

As noted by the AER, tirg#-use and demand tariffs are generally more exstective than flat

rate and inclining block tariff§. The delegatin also points out that using Ergon Distribution
network tariff structures for seasonal tirmgf-use and timeof-use demand retail tariffs would
enhance the underlying network price signals and therefore encourage customers to reduce
usage during peak perds on Ergon Distribution's network. Canegrowksis supported using
Ergon Distribution network tariff structures and Energex price levels as the basis for setting
seasonal timeof-use retail tariffé’.

Given these reas@we propose to base residentialé&small business seasonal tirnEuse and
time-of-use demand retail tariffs on Ergon Distribution network tariff structures.

Unmetered supply (excluding street lighting) retail tariff

Consistent with the 20167 price determination, we propose to base rietariff 91 (unmetered
supply) on the relevant Energex network tariff structures.

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 dethaharges and is based on an Energex network tariff
(network tariff code: 8300). Ergon Distribution does not have equivalent network tariff available
for small customers.

While Energex designates network tariff 8300 as a large business customer netwibykt tisr
made available to small business customers on a voluntary basis. In thelZ0Bice

45 Ergon DistributionTariff Structure Statement 2048 to 201220, November 2015, p. 36.

46 AER, Draft DecisionTariff Structure Statement ProposaEnergex and Ergon Energy, August 2016.

47 Canegrowers Isis, Submission on the QCA interim consultation gRegeratedretail dectricity prices for
201718, 7November2016

11
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3.2.3

determination, we decided to retain tariff 41, on the basis that small business customers in south
east Queensland would have access to this Energex netwaifk ta

For the same reason, we propose to retain tariff 41 and continue basing it on the relevant Energex
network tariff structure.

QCA position
The QCA's draft decision is to use:

i1 Energex network tariff structures as the basis for setting the networkamaponents of
flat rate, controlled load, unmetered supply and low voltage demand retail tariffs (tariffs 11,
20, 31, 33, 41 and 91)

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

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

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

Consistent with the 201@L7 price determination, the QCA has adopted different adjustment
approaches for the four tariffs to:

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

i preserve the relativities between different pricing components within a network tariff to the
greatest extent possible.

To adjust the network cost components to Energex price levels, we propose using the same
adjustmentapproachas in the 201617 determination. This involves adjusting:

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

1 the small businesseasonal timeof-use retail tariff (tariff 22A) by adopting the Energex fixed
cost component and reducing Ergon Distribution usage cost components towards Energex
price levels. As a result, the overall level of network cost components has been reduced to
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.

i 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 cost components 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.

AppendixD provides more information on the adjustment approash

12
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3.2.4

QCA position

The QCA's draft decision is to adjust:

il

the residentialseasonal timeof-use retail tariff (tariff 12A) by adopting Ergon Distribution
usage cost componentnd reducing the Ergon Distribution fixed cost component towards
Energex price levels

the small business seasonal tirokuse retail tariff (tariff 22A) ypadopting the Energex fixed
cost component and reducing Ergon Distribution usage cost components towards Energex
price levels

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

Network cost components for 20818

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

T

Energex netwrk 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 240 maintain consistency with the UTP, the level of neknmst

components has been adjusted to a level where regional customers will, on average, pay the
same as they would pay on flat tariffs in south east Queensland.

Our draft decision on the network tariff structures and charges to apply to each retéfilaes
presented in the following tables. As discussed in section 3.1, it is important to note that these
tables are based on the draft network tariffs and charges and, therefore may be revised for the
final determination.

Tablel Draft decisiort Energex network charges for 2048 for retail tariffs 11, 20, 31, 33,

41 and 91 (GST exclusive)

Retail tariff Energex network | Fixed chargé | Usage charge| Demand charge
tariff code c/day c/kWh $/kw/month

Tariff 1T Residential (flat rate) 8400 48.340 10.484

Tariff 2& Business (flat rate) 8500 65.593 11.455

Tariff 3 Night rate (super 9000 6.135

economy)

Tariff 33 Controlled supply 9100 8.702

(economy)

Tariff 4 Low voltage 8300 480.232 1.542 22.499
(demand)

Tariff 9 Unmetered 9600 9.380

a Charged per metering point.

b The kVA equivalent demand charge for tariff 41 is $20.253/kVA/month. A conversion factor of 0.9002 has been
used, as advised by Energex.

13
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Table2 Draft decisiort Calculated network chargefor 201718 for retail tariffs 12A, 14,
22A and 24 (GST exclusive)

Retail tariff Fixed charge | Usage charge| Usage charge Demand Demand
c/day (peak) (off-peak or charge charge
c/kWh flat) (peak) (off-peak)
c/kWh $/kW/month | $/kW/month
Tariff12A Residential 54.844 39.270 6.216
(time-of-use)
Tariff 22A Business (time 65.593 36.044 8.246
of-use)
Tariff 14 Residential (time 17.925 2.635 54.036 8.744
of-use demand)
Tariff 24 Business (timef- 22.136 3.884 82.929 8.998
use demand)

a Charged per metering point.

For the 201617 price determination, the QCA based retail tariffs for 1&tgad very larg®

business customers as well as street lighticustomers on the network tariffs and charges
S5AAGNAROdzIA2Y QA&

INHZY

Sl ad

Network tariffs for large business, very large business and street lighting

LINRK OA

continue with this approach for 20£718 as it is consistent with our draft decision, discussed in
Chapter 2, to senotified prices for these customers based on the lowest costs of supply in

Energy Queenslaf® and Auctus Resourc®ssupported maintaining this approach for

3.3
customers
F LI AOQOFoftS Ay
regional Queensland.
201718.

3.3.1

High voltage retail tariffs tariffs 47 and 48

In its submissionmthe 20117 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 proposed these chdregssise it intended to
discontinue its Standard Asset Customérarge, Demand High Voltage (§A8V) network tariff,
which underpins tariffs 47 and 48, in 2@IB. Tariff 47 can be accessed by large business
customers, while tariff 48 is available to velgrge 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 potentially significant adedmpacts on some customef3n

48 Large business customers é@tandard Asset Customers (S arge), typically consuming more than 100
MWh but less tan 4GWh per annum.

“¥Very large business customers consisEofinection Asset Customers (GAG/pically consuming more than
4 GWh but less than 4GWh per annum and Individually Calculated Customers)|§@ically consuming

more than 40GWh per annm.

S0 Energy Queenslan&ubmission on the QQAterim Consultation PapeRegulatedetail dectricity prices for

201718, 7 December 2016

51 Auctus Resource§ubmission on the QCA interim consultation paiegulatedetail dectricity prices for

201718, 6 December 2016.
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that basis, we decided to leave tariffs 47 and 48 unchanged then as these changes were not
canvassed in the 208@7 interim consultation paper.

As Ergon Distribution has advised that it still intends to discontinue tieLSAVhetwork tariff,
this issue was canvassed as part of the interim consultation paper for the¢281frice
determination.Given the cessation of thisetwork tariff, the QCA is proposing to close tariffs 47
and 48 to new customers and implement traimial arrangements for existing customers on
these tariffs (see Chapter 7 for more information on these arrangements).

In light of this proposal, we need to ensure that alternative retail tariffs are available. While large
business customers will havecass to alternative standard tariffs such as tarils 45, 46 and

50, there are naalternative tariffs for very large business customers. This section explains our
proposal to set new high voltage retail tariffs for very large business customers.

Connetion 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 assets built fotheir specific connectiof? 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 builtdh approach.As such, in previous determinatisnwe have
decided against setting retail tariffs for CACs based on individually priced CAC network tariffs,
instead setting a single retail tariff based on the ARV network tariff.

As part of its network tariff reform process, Ergon Distribution Hasdardised 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.

The four CAC standhnetwork tariffs have six charging componepits

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

1 an excess reactive power charge ($/excess kVAr/month), which applies to the kVAr used by a

AAAAAAA

customeri K i SEOSSRa (KS Odza#2VYSNDa LISN¥YAaarofsS |

71 OFLIOAGE OKIFINBS o6bklzx! 2F | dZiK2NAR&ASR 5SYI yF
individual kVA authorised demand or, if there is no authorised demand, the annual
maximum demand in the previous fulliping 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).

52 Ergon EnergyQuestions and Answears-or cusbmers using MORE than 4GWh a yeédarch 2015, at
https://www.ergon.com.au/__data/assets/pdf_file/0004/261364/ar-customersusingMOREthan-
4GWh.pdf

53The network charging componts consist of both the distribution use of system charges and transmission
use of system charges.

54 A customer's permissible kVAr quantity is determined by@rdza (i 2 aufhdiiEked demand and the
National Electricity Rules compliant power factor
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The three CAC STOUD network tariffs have seven charging comp&hents

1 a peakdemand 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

AAAAAAA

Odza 12 YSNJ GKIG SE@mBdsble quarfitf Odza G2 YSNDA LI

1 a capacity charge ($/kVA of Authorised Demand/month), which applies to the greater of
SAGKSNI 6KS OdzaG2YSNRA | dziK2NAASR RSYlI YR 2NJ (F
demand®

1 afixed charge ($/day)

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

i1 peak energy charge ($/kWh of energy consumed), which applies to the total energy
consumed during summer monttfs

1 off-peak energy charge ($/kWh of energy consumed), which applies to the total energy
consumed during nosummer monthg?

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
underpinred by its CAC network tariffs on the basis ttias would improve costeflectivity by
passing through the relevant network price signals.

In its submission on the interim consultation paper, Energy Queensland reiterated its support for
the introductionof new retail tariffs for CACs underpinned by Ergon Distribution CAC network
tariffs 62

The standardisation of CAC network tariffs has made it feasible for the QCA to consider basing
high voltage retail tariffs on Ergon Distribution CAC network tariffs.cdfesider this would
improve costreflectivity relative to retail tariff 48. Given i) and consistent with the N+R
approach, we propose to introduce seven new CAC retail tariffs, underpinned by the relevant CAC
network tariffs.

As the QCA proposes to obasiriff 48 to both 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 individual basis to reflect gexiic supply
NEIljdZANBYSyia 2F + aArAidSQa f2IFR NBIdANBYSyiaodp 2 ¢

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

% Summer months are December, January and February.

571 Odza 2 YSNHa& LISN¥YAaaAaAoftS {1 +! N | dzI gdidéniaed anddhe RS G SN A Yy SR
National Electricity Rules compliant power factor.

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

% Summer months are December, January and aty.

80 Nonsummer months are March to November.

61 Energy Queensland, Submission on the @@#&im Consultation PapgRegulatedetail dectricity prices for
201718, 7 December 2016
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based on the individually priced ICC network tariffs infeasible, as it will require us to set
individually priced retail tariffs for ICCs.

ErgonDistribution advised that among the standardised network tariffs available to very large
business customers, its CAC standard network tariff(High Voltage Lig22/11kV Line)s the

most suitable base for an ICC retall tariff as it is closest torefysttivity 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 E8/L

Given this advice, the QCA proposes to introduce a new ICC retaibtaté@fpinned by Ergon
Distribution CAC standard network tariff HVL, on the basis that it improvesreisttivity
relative to retail tariff 48.

QCA position
The QCA's draft decision is to:

i introduce seven high voltage retail tariffs for CACs, underpitoyelirgon 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 for 20818

The QCA's draftlecision is to continue to base retail tariffs for large business customers and
AUNBSG tAIKGAYT Odzal2YSNE 2y GKS ySiGeg2N] GFNRTF
transmission region onélVe also propose to introduce new high voltageaiktariffs for very

large business customers, which are based on Ergon Distribution CAC network tariffs applying to

east pricing zone, transmission region one.

Our draft decision on the network tariff structures and charges to apply to each retailaeeiff
presented in the following tables. As discussed, it is important to note that these tables are based
on draft network tariffs and charges, which may be revised for the final determination.

52 Energy Queensland, Submission on the @@#&im Consultation PapeRegulatedetail dectricity prices for
201718, 7 December 2016
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Network costs

Table3 Draft decisiort Ergon Distribution network charges for 20818 large business and street lighting customer retail tariffs (GST exclusive)

Retail tariff ErgonDistribution Fixed charge Usage charge Usage charge Demand charge Demand charge
network tariff code c/day (peak) (off-peakfflat) (peak) (off-peak!/ flat)
c/kWh c/kWh $/kW/month $/kW/month
Tariff 44 over 100 MWh EDSTT1 4315.700 1.399 33.824
small (demand)
Tariff 45 over 100 MWh EDMTTL1 14317.100 1.363 26.897
medium (demand)
Tariff 4& over 100 MWh EDLTT1 38542.300 1.445 24.006
large (demand)
Tariff 5 seasonal timeof- ESTOUDCT1 3466.600 1.063 3.563 55.617 10.897
use (demand)
Tariff 7o streetlighting® EVUT1 0.700 18.818

a. Charged per metering point.

b. The fixed charge for street lighting applies to each lamp.
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Table4 Draft decisiort Ergon Distribution network charges for 20818 very large business customestail tariffs (GST exclusive)

Network costs

Retail tariff Ergon Fixed charge | Usage charge | Usage charge | Connection unit Capacity Demand charge| Excess reactive
DL\S/anku:IoDﬁ ciday (peak) (off-peak or charge charge (peak/flat) power charge
ne coordean o/kWh flat) $/day/unit (off-peakiflat) | gi/a/month | $/excess/kVAr
c/kWh $/kVA of month
authorised
demand/month

Tariff 51A over 4 GWh EC66T1 23749.300 1.589 9.538 4.994 2.570 4.000
high voltage (CAC 66k\
Tariff 518 over 4 GWh EC33T1 17624.800 1.589 9.538 6.110 4.344 4.000
high voltage (CAC 33k\
Tariff 51@ over 4 GWh EC22BT1 16524.800 1.593 9.538 5.575 4.225 4.000
high voltage (CAC
22/11kVBus)
Tariff 510 over 4 GWh EC22LT1 15324.800 1.606 9.538 11.462 6.967 4.000
high voltage (CAC
22/11kVLine)
Tariff52A over 4 GWh| EC66TOUT1| 12024.800 1.089 1.489 9.538 5.676 11.000 4.000
high voltage (CAC
STOUD 33/66kV)
Tariff 52B over 4 GWh| EC22BTOUT] 12024.800 1.093 1.493 9.538 4.676 39.600 4.000
high voltage (CAC
STOUD 22/1kV Bus)
Tariff 52@ over 4 GWh| EC22LTOUT1 12024.800 1.106 1.506 9.538 8.676 72.333 4.000
highvoltage (CAC
STOUD 22/1kV Line)
Tariff 53 over 40 GWh EC22LT1 15324.800 1.606 11.462 6.967 4.000
high voltage (ICE)

a. Ergon Distribution advised that ICCs do not incur connection unit charges on a network level.
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4 9b9wD, [/ h{¢{
A retailer incurs energy costs when purchasing electricity to meet the electricity demand of its
customers. Energy costs can be split into three general categories:
(1) wholesale energy costs
(2) other energy costs
(3) energylosses.
As with previous price determinations, the QCA has determined energy costs based on advice from
ACIL Allen, its consultant. ACIL Allen has estimated that energy costs will increase for all customers
in 201%18, with increases driven primarily bygher wholesale energy costs and Lasgale
Renewable Energy Target (LRET) costs.
An overview of how each energy cost component was calculated is provided below. A more
detailed explanation appears in ACIL Allen's 208 draft reporté3

4.1 Wholesale energy ats

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 &&000 per megawatt hour
(MWh) to $14,000 per MWFt: Retailers can, and do, adopt a range of strategies to reduce price
volatility risk, including:

i pursuing a 'hedging strategy' by purchasing financial derivatives such as 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 frstastomers

on notified pricesusing a hedging strategy approach. The QCA camsidihat 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 adopted by other Australian
regulators and endorsed by the Australian Eekparket Commission (AEMC) in its 2013 advice
on best practice retail regulation, produced for the Standing Council on Energy and Re&burces.

In their submissions on the 204¥8 interim consultation paper, Energy Queensland, Queensland
Consumers Associatiand QCOSS supported the use of the same hedging strategy methodology
used to estimate energy costs for the 2@16 price determination. 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 of the network.'

83 http://www.qca.org.au/Electricity/Regionatonsumers/RedElectricityPrices.

54The minimum spot price is defined in clause 3.9.6(b) of the National Electricity Rules. The market price cap is
published by the AEMC every February. For more information, see www.aemc.gov.au.

85 AEMCAdvice on best practice retail price methodoldiyal report, 27 September 2013.
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/' FYySaINRsSNAE NBO2YYSYRSR GKIG GKS v/ 1% walsS 9NBH;:
determine wholesale energy costs rather than Energex's NSLP.

In its draft report onestimated energy costs for 20478 (201%18 draft report), ACIL Allen has

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 dedplidgthtion

of its calculation of wholesale energy costs in chapter 4 of its @ draft report and addressed

issues raised in submissions in chapter 3.

As set out in its 20X/18 draft report, ACIL Allen has estimated that wholesale energy walsts
increase for all retail tariffs in 2018 compared with2016;17. The increase reflects the
projected continuation of thencrease in gas prices for gii®ed generation and the continued
tightening of the supplgdemand balance in Queensland and other regiofithe NEM due to:

1 increased demand from ifield gas compression associated with the liquefied natural gas
(LNG) export facilities

i the closure of Hazelwood Power Station in 2017
1 little new renewable energy capacigntering the marketn 2017%18.57

ACIL Aen also advised that itwholesale electricity I NJ SG Y2RSffAy3 FfA3aySR
expectations of price outcomes in 2QB. Comparedwith 4 KS v / | Q7 price n m ¢
determination, futures contract prices for 20478, on a trade weighted basis to tda have

increased by around:

1 $5.40 per MWh for base contracts
1 $14.80 per MWh for peak contracts
1 $1.34 per MWh for cap contracts.

Figure 7illustrates the movement irmnnual trade weighted quarterljlfedging contract prices
since the 201814 price determing@ion.

56 For more information on NSLPs, se&o://www.aemc.gov.au/getattachment/5615bb68%b5-4afe-bc4d
6cla®a89727/Netsystemload-profile-2012.aspx

57While a number of new renewable energy projects are planned or under construction, only a limited amount
of new renewable generation will be fully operational in 20118, with a number of renewable energy
projeds likely to commence operation towards the end of, or after, the 2018 financial year in mi@018.
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Figure7 Annualised aarterly electricity hedging contract prices ($/MWh), 20¢Z8 draft
determination and previous final determinations
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Source: ACIL Allen, Estimated Energy Costs fog 28171 January 2017, p. 12.

Over the past few years, the Energex NSLP has become peakier due to increased solar generation
reducing daytime demand but having no effectthie eveningpeak demand?® Figure 8shows
how the NSLP has become peakier over time.

Figure8 Energex NSLP
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Note: The term 'relative MW' means the loads for each tariff and year have been scaled so they sum to one. This
removes differences in absolute scale between the different tariffs and changes in absolute size over time.

Source: ACIL Allen, Estimated EnergysGos201¢18, 11 January 2017, p. 10.

The Energex NSLP has a higher weighting towards the peak periods and, consequently, the
highest wholesale energy cost$ the profiles analyseth Queensland. The Ergon NSLP is less
peaky than the Energex NSLP anddf@re has lower wholesale energy costs.

As controlled loads (tariffs 31 and 33) are generally weighted more towards tipea#f periods
and nonsummer quarters (due to higher water heating loads in sammer months), the

%8 peak demand generally occurs betwe®B0 pmand8.30 pm.
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wholesale energy costs for thetariffs have not increased to the same extent as the wholesale
energy costs for the Energex and Ergon NSLPs.

ACIL Allen estimated that wholesale energy costs in @0 Will therefore increase as follows:
1 the Energex NSLP b#.T per cent to $86.40 paM\Wh
9 the Ergon NSLP by .1 per cent to $76.92 per MWh

1 the Energex controlled load tariffs by between 8.6 per cent and 11.3 peta&d5.94 and
$62.48 per MWh respectively

QCA position

The QCA considers that ACIL Allen's hedging methodology adeqtaktesyinto account the
issues raised in submissions and is likely to produce reliable estimates that reflect the efficient
costs of supply. Maintaining an approach for 2§18 that is consistent with the approach used

in previous years will also providertanty to stakeholders.

¢KS v/! Qa RN}YFG RSOA&A2Y A& (2 OOSLI '/ LJ
energy cost estimates, which are outlinedliable 5We expect ACIL Allen will update these cost
estimates for the final determinatiobased on the latest available data.

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

Table5 Estimated wholesale energy costs at the Queensland regional reference node for

201718
Settlement class Retail tariff Wholesale Change from 201617
energy cost
$/MWh % $
Energex NSLP & unmeterec 11, 12A, 14, 20, $86.40 14.7% $11.08
supply 22A,24, 41, 91
Energex Controlled Load 31 $45.94 8.6% $3.63
9000
Energex Controlled Load 33 $62.48 11.3% $6.33
9100
Ergon Energy NStdmall, 44, 45, 46, 50, 71 $76.92 17.1% $11.23
medium, large (SAC)
demand & streetlights
Ergon Energy NS¢Htgh 51A, 51B, 51C, $76.92 17.1% $11.23
voltagedemand & 51D, 52A, 52B,
customers over 4 GWh (SA( 52C, 53
HV, CAC &ICC)

Source: ACIL Allen, Estimated energy costs forg281711 January 2017, p. 23.

8 Tariff 33 has a higher wholesale energy cost than tatifé83 its load profile is weighted slightly more to the
daylight hours and the evening peak théne load profileof tariff 31.
70 SeeChapters 1 and 2 for further detail.
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4.2

42.1

Other energy costs

In addition to wholesale energy costs, the QCAstraccount 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

i prudential capital costs.

Renewable Energy Target costs

The RET scheme, comprised of the Laape Renewable Energy Target (LRET) and-Srakl
Renewable Energy Scheme (SRES), provides incentives for the electricity sector to increase
generation from renewable sources and reduce greenhouse gas emissiensodts of these
incentives are paid by retailers through the purchase of L-aogde Generation Certificates (LGCs)

and Smaibkcale Technology Certificates (STCs).

LRET costs

The LRET sets annual targets for the amount of electricity that musdureed from largescale
renewable energy projects like wind farms, with an ultimate target of generating 33,000 Gigawatt
hours (GWh) of electricity from laregeale renewable sourcésRetailers must purchase a set
number of LGCs according to the amouh¢lectricity they have sold to customers in the calendar
year.

C2NJ (GKS g7 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). ACIL Allen used the 2016 renewable 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 submission to th01718 interim consultation paper, Energy Queensland supported
calculating LRET costs using a mabasted approach. QCOSS also supported the use of the same
methodology as for the 201@.7 price determination.

In its 201718 draft report, ACIL Allen forast LRET costs using an approach consistent with
previous years. ACIL Allen has provided a detailed explanation of its calculations in chapter 4 of
its 201%18 draft report, along with information on LGC prices and the assumptions underpinning
the impliedRPPs used. It also addressed issues raised in submissions in chapter 3 otit8 2017
draft report. ACIL Allen examined market prices over a number of years and considered that its
marketbased approach, whereby retailers purchase LGCs over-geaopeiod to satisfy their
obligations, provided the best estimate of LRET costs for the purposes of setting notified prices
for 201418.

ACIL Allen also noted that LGC pricagecontinued to increase on the expectation that there
would be a shortfall of LG®y 2018. At the time ACIL Allen prepared its 20B7draft report,

LGC spot prices were trading around $90, which was close to the penalty level, and LGC futures
prices were also around $20 per LGC higher than in@0L8Consequently, ACIL Allen forecast

that LRET costs for 20418 would be $11774 per MWh for all retall tariffs, an increase of $3.

per MWh compared to the 20Xa.7 price determination.

" Section 40Renewable Energy (Electricity) Act 200¢h)
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QCA position

The QCA considers that ACIL Allen's mablsed approach, using the most-tgpdate targets

and price information published by AFMA, is likely to produce the most reliable estimate of LRET

costs to be incurred by retailers in 20IB. Maintaining an approach for 20418 that is

consistent with the approach used in previous years will also praadainty to stakeholders.
CKSNBEFT2NB> GKS v/ ! Qa RNIFTG RSOA&A2Y A& (2 I OO
LRET cost estimates, which are outlinedable 6 We expect ACIL Allen will update these cost

estimates in its final report basl on the final RPP for 2017.

SRES costs

The SRES provides an incentive for individuals and small businesses to install eligisieatenall
renewable energy systems such as solar panel systems-staldl wind systems, smaltale

hydro systems, solar havater systems and heat pumps. Customers installing these systems
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 estied SRES costs using the final 2016 small
scale technology percentage (STP) and the latest availabkbinding 2017 STP target for the
second half of the pricing period. STC prices were based on the clearing house price.

In its 201¢18 draft report, ACIlAllen estimated SRES costs using the same approach as
2016c17. Its forecast of $3.47 per MWh was based on the on the latest availableindimg STP
targets.

QCA position

The QCA considers that ACIL Allen's approach is likely to produce the most edid@blate 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 proposes to accept ACIL Allen's advice on this matter and its draft SRES cost
edimates, which are outlined iffable 6 We expect ACIL Allen will update these cost estimates

in its final report using the final STP for 2017, which is due to be published by 31 March 2017, and
the latest nonbinding STP for 2018.

4.2.2 NEM participation feesral ancillary services charges

Retailers purchasing electricity from the NEM are required to pay NEM participatiofd éeeks
ancillary services charges to AEMO. NEM participation fees are levied by AEMO to cover the costs
of operating the NEM, the costs as$ated 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 determinag y = ! / L[ ! ff Sy dzZaSR ! 9ahQa 6dzR3
estimate NEM participation fees. Its estimate of ancillary services charges was based on the
average historical costs observed over the preceding 52 weeks.

In its 20118 draft report, ACIL Allen udehe projected201718 NEM patrticipation fees from
I 9 a hQarsolidated Final Budget and Fees 20¥6eportd S O dz& S Cdn$olidated &inal
Budget and Fees 204¥8 report has not been published. Consistent with its approach in

21n its2017¢18 draft report, ACIL Allen refers to these fees as 'NEM management fees'.
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2016cmM T X !/ L [ imatd df GraftCadcillals services 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 aiitary services costs to be incurred by retailers in 20B7 Maintaining

an approach for 201718 that is consistent with the approach in previous years will also provide
certainty to stakeholders

¢CKSNBEFT2NB> GKS v/ ! Q& RNJ 'FadvicR nQtisamateyandiitddraft2 OO
cost estimates, which are outlined ifable 6 We expect ACIL Allen will update these cost
SaAdAYFdSa Ay AGa FAYLFE NI LR20ddsolidatedFnR Biiget addk S € |
Fees 201@18report.

4.2.3 Prudentid capital costs

Prudential capital 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 nptwo derive the wholesale energy costs
estimates. For the 20X 7 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 submésion to the 201718 interim consultation paper, QCOSS also supported the use of the
same methodology to estimate energy costs, including prudential costs, as for thelZ0fi6ce
determination. Canegrowers proposed that the energy component, includindential costs,
should be based on the Ergon NSLP.

In its 201¢18 draft report, ACIL Allen used an approach that is largely consistent with itg 2016
17 approach. However, it refined the methodology for estimating the hedge prudential costs
component to talk into account the relative proportion of each type of contract used in its hedge
model and any ovecontracting 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 incurred by retailers in 201 We consider the use of the Energex

b{[t G2 OFfOdzZ I 0S LINHZRSYGAIf O02a0Ga& A& I LILINELINR
UTP* most customers in regional Queensland will pay notifieides that are based on energy

costs in south east Queensland.

CKSNBEFT2NB> GKS v/! Qa RNIFG RSOA&aA2Yy A& (2 I OO0
prudential capital cost estimates, which are outlined able6.

4.2.4 Summary of other energy sts for 201¢18

Table 6sets out the draft estimates of other energy costs for 2018, which will be added to the
wholesale energy cost components of all retail tariffs.

3 Forprevious price determinations, ACIL Allen used baseload contracts as proxies for hedge prudential costs.
Consistent with the approach in previous price determinatidosijts 201718 draft report, ACIL Allefas
calculated prudential costs based on the Energex NSLP.

74 SeeChapters 1 and 2 for more detail.
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4.3

4.4

Table6 Other energy costs (excluding lossesdll retail tariffs

Cost component $/MWh % change from 2016L7
LRET $11.74 49.9%
SRES $3.47 T7.2%
NEM fees $0.51 6.3%
Ancillary services $0.29 T 12.1%
Prudential capital $2.28 130.3%
Total $18.29 36.8%

Note: Totals may not add due to rounding.
Source: ACWllen, Estimated Energy Costs for 2018, 11 January 2017, p. 30.

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 &lowhese losses
when supplying customers.

Consistent with its approach in 20467, 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 processThese losses are based on AEMO's 2016ublished loss factors, as loss
factors for 201218 have not been published.

QCA position

¢KS v/1 Q&d8 RNI TG RSOA&A2Y A& G2 FOOSLIW '/ L[ ! ff
calculations, which are dlined in Table 7 We expect ACIL Allen will use AEMO's 20870ss
factors in its final report.

Total draft energy cost allowances for 2Q138

Table7a dzY Yl NAaSa GKS v/ ! Qad RN}YTi RSOA&aA2y 2y SyS|
201718.

Tabke 7 Draft decisiort total energy cost allowances for 20£718

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, $86.40 $18.29 6.5% $111.49 | 11.149 18.0%

unmetered 20, 22A,24,

supply 41,91

Energex 31 $45.94 $18.29 6.5% $68.40 6.840 15.4%

Controlled Load

9000

Energex 33 $62.48 $18.29 6.5% $86.02 8.602 16.2%

Controlled Load

9100
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Settlement class| Retall tariff | Wholesale Other Energy Total energy Change
energy Energy | losses allowance from
2016c17
$/MWh $/MWh % $/MWh c/kWh %
Ergon Energy 44, 45, 46, $76.92 $18.29 12.0% | $106.64 | 10.664 20.4%
NSLEBsmall, 50, 71

medium, large
(SAC) demand &
streetlights

Ergon Energy 51A, 51B, $76.92 $18.29 5.2% $100.16 | 10.016 20.4%
NSLEhigh 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 28171 January 2017, p. 32.
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5.1

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

Our draft decision is to maintain existing retail cost allowances by:

i adjusting fixed retail cost allowances for residential and small bssiogstomers to account
for inflation and maintaiing variable retail cosallocators at 11.27 per cent for residential
customers and 12.8 per cent for small business custoraeds

9 adjusting fixed retail cost allowances for large customers to accouiriffation and
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 dgiy include customer
administration, call centres, corporate overheads, billing and revenue collection, IT systems,
regulatory compliance, and customer acquisition and retention costs (CARC). The retail margin
represents the return to investors for retars' exposure to systematic risks associated with
providing retail electricity services. The margin can also include other costs incurred by retailers
such as depreciation, amortisation, interest payments and tax expenses.

Prior to the 201617 determinaton, we estimated 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 thosehef Independent Pricing and
Regulatory Tibunal (PART. 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 determination we conducted a comprehensiggiew of the 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 botbgnand benchmarking methods to
estimate retail costs for residentiahd small business 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 based on the 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
materially from the QCA's previous allowances. As a result, we based large business customer
retail costs on our 20X3.6 allowances, adjustefiked retail componentby forecast inflation (to
maintain them in real terms) and then applied the relevant vdedabtail cost allocatis.”

We provided stakeholders with a full and comprehensive explanation of the methodology, the
data used, and how it was applied, in our 21 price determination and ACIL Allen's reports,
which are available on the QCAsbsite’®

> See Appendix E for more information on variable retail cost allocations.
76 http://www.gca.org.au/Electricity/Regionatonsumers/Regddectricity-Prices
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We noted in our 201617 determination that this thorough bottomp and benchmark review of
efficient retail cost allowances was costly and tiowsuming,placed a 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 cds for the 201617 determination should produce robust estimates
that could then be updated annually using a defined escalation method.

QCOSS did not see the need to redo the calculations fromq2@1dhd considered that the retail
cost allowancesstablished in the 20kA.7 final determination were an appropriate starting
point for setting prices for 20X2438.

QCOSS did not believe there was evidence that retail costs had increased and considered that
costs should be indexed down to reflect incredsdficiencies. Canegrowers Isis considered that
retail cost allowances should be fixed for a period of up to five years to encourage greater retailer
efficiency.

Energy Queensland noted that the introduction of the Australian Energy Market Commission's
Power of Choic# package of reforms were necessitating significant changes to retailer systems,
and that there were a number of reviews which could have an impact on retailer costs in future.
Energy Queensland also noted that their customer management basténcreased due to the

declining economic conditions in regional Queensland resulting from the end of the mining boom.

QCA position

Our draft decision is to maintain existing fixed retail cost allowairtesal terms, and maintain
variable retail costpercentage allocators as the same proportion of other variable costs
established in the 201@.7 final price determination. We agree with QCOSS that the retail cost
allowances established in 204567 are an appropriate starting point for establishing 2€1g
retail cost allowances. As noted in our 2Q18 determination, we will consider a further detailed
review in future, particularly if there were material changes in retail cost drivers.

We note comments from consumer groups who considered that retailvalhces should be
reduced in real terms for 20%18 through freezing or negative indexation of 2018 retail cost
allowances. However, as stakeholders have not provided evidence, and we have no compelling
evidence, that actual costs have fallen in realnsrfor retailers in the electricity market, we
consider this would likely result in notified prices which are lower than expected residential and
small business standing offer prices in south east Queensland and as a result would not be
consisten with the UTR

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

For residential and small business customers this will be achieved by:

9 adjusting fixed etail cost allowances estimated in 261§ by theReserve Bank of
Australia'sforecastof the change in theonsumer price indefor 20171878 to maintain
them in real terms, and

T http://iwww.aemc.gov.au/MajorPages/Powepnf-choice

8We adopted CPI of 2.0%, which is consistent with thenaidje of the RBA forecast of 1.§26% for the 12
months to 30 June 2018. Reserve Bank of Austiatatement on Monetary éticy, November 2016, Table
6.1, p. 57.
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i maintaining the variable retail cost percentage allocatrd1.27 per centor residential
customers and 12.8 per cent for small business custojtieessame proportios of other
variable costs established in the 2@16 final price determination.

Consistent with the 20167 price determination fixed retail cost allowances fange 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 Draft retail cost allowances for 204178

Tables8 to 11set out our draft decisions on the retail codloavances for each regulated retail
tariff for 20174 18. Each fixed retail cost component includes an allowance for QCA regulatory
fees, which is based on 20467 data. This allowance will be updated for actual 2087
regulatory fees for our final determiation.

Table8 Draft determinationt Retail costs for residential customers for 20418 (GST

exclusive)
Retail tariff Pricing component
Fixed retail Usage (c/kwWh) Demand ($/kW/month)
component
(c/day) Peak Off-peak/flat Peak Off-peak/flat
T11 35.807 2.438
T12A 35.807 5.682 1.957
T14 35.807 1.554 6.090 0.985
T31 1.462
T33 1.950

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

Table9 Draft determinationt Retailcosts for small business customers for 2@18 (GST

exclusive)
Retail tariff Pricing component
Fixed retall Usage (c/kWh) Demand ($/kW/month)
component (c/day3}
Peak Off- Peak Off-
peak/flat peak/flat
T20 50.784 2.893
T22A 50.784 6.041 2.483
T24 50.784 1.924 10.615 1.152
T41 50.784 1.624 2.880
T91 2.628

a The fixed retail component comprises the benchmark retail fixed component adjusted for inflation and QCA
regulatory fees.
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Tablel0 Draft determinationt Retail costs for largbusinessandstreet lighting customers
for 201718 (GST exclusive)

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

T44 502.282 0.729 2.044
T45 1139.564 0.727 1.626
T46 2685.555 0.732 1451
T50 466.084 0.709 0.860 3.362 0.659
T71 1.782

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

Tablell Draft determinationt Retail costs for veryarge business customers for 20478
(GST exclusive)

Retailtariff 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- ($/day/ | ($/kVA of | ($/kVA/mth) ($/excess
peak/Flat unit) AD/mth) kVAr/mth)
T51A 2843.368 0.701 0.577 0.302 0.155 0.242
T51B 2843.368 0.701 0.577 0.369 0.263 0.242
T51C 2843.368 0.702 0.577 0.337 0.255 0.242
T51D 2843.368 0.703 0.577 0.693 0.421 0.242
T52A 2843.368 0.671 0.695 0.577 0.343 0.665 0.242
T52B 2843.368 0.671 0.696 0.577 0.283 2.394 0.242
T52C 2843.368 0.672 0.696 0.577 0.524 4.372 0.242
T53 2843.368 0.703 0.693 0.421 0.242

a The fixed retail component comprises the benchmark retail fixed component adjusted for inflation and QCA
regulatory fees.
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6.1

This chapter sets out our draft decisions on the inclusion of an additional allowance above the
estimated efficient asts of supply and the application of a cost pdmssugh mechanismOur
draft decisions are to:

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

i include an allowance for headroom®per cent above the estimated efficient costs of
supply for all larg and very large business customer taiiff201%18 (consistent with the
2016c17 price determination)

9 consider the pasthrough of overor underrecovered Smalbcale Renewable Energy Scheme
(SRES) costs incurred during 214 at the time of makingwr final determination.

Standing offer adjustment residential 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, whisleded subsidy to Ergon Retail to supply
electricity at notified pricesThese prices are, in most cases, well below the cost of sufgly.
other retailers do not have access to this subsidy, they typically cannot compete with Ergon
Retail's subsidised nified prices.

The QCA uses an N+R bottom approach to 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 woulgest, on average, to reflect the lowest prices
offered by an efficient representative retaifér

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 diag offer prices in south east
Queensland (see Chapter Zp 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 Queensld. This adjustment is referred to as a standing offer adjustment. In
the 201&17 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 price observed in south east Queensland reveal that most retailers' standing
offer prices are generally higher than their lowgsiced offers, albeit by varying amounighe
lowestpriced offers of retailers generally are market offers but can be standiegsoff

As part of its submission on the interim consultation paper, Canegrowers Isis noted that:

® Small customers are residential and small business customers, as well as customers accessing the unmetered
supply (excluding street lighting) retail tariff.

80 An efficient representative retailer which does not @d@ loss leading pricing strategy where electricity is
being supplied below cost to attract new customers and/or to sell other/additional products and services to
those customers.
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6.1.1

6.1.2

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

The Queensland @sumers Association also submitted that:

Calculation of differentials 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 &upply.

As discussed, to dee notified prices consistent with the definition of the UTP, we need to adjust
the estimated efficient costs of supply in south east Queensland to account for the expected price
differential between and lowesgpriced and standing offer3his requires ut take into account

both market and standing offer prices.

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

Types of electricity offers

Standing offer prices are the prices that retailers charge under standaad centracts. These
contracts are basic contracts with terms and conditions that are specified by the National Energy
Retail Rules (NERR)n south east Queensland, where prices have been deregulated, standing
offer prices are set by retailers. Standaediail contracts are referred to in this report as 'standing
offers'.

In contrast, market prices are set by retailers and offered under the terms and conditions of a
market retail contract, referred to as 'market offers'. Market retail contracts contaimramum

set of terms and conditions (specified in the NEBRR'hese contracts also include other terms
and conditions that are agreed between the retailer and custorfer.example, a market retail
contract might offer customers additional discounts basadheir billing and payment methods.

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

There are a number of potential reasons why standing offer prices tend to be higher than market
offer prices.This difference likely reflects the faittat standing offers often provide terms and
conditions that are more favourable to the custom@&he premium included in standing offer
prices could be considered compensation to the retailer for accepting the additional costs and
risks associated withrpviding more favourable terms and conditions to customers.

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

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

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

81 Canegrowers Isi§ubmission on the QCA interim consultation paeguated electricity prices for 201g
18, 7 December 2016

82 Queensland Consumers AssociatiBnbmission on the QCA interim consultation papergulatedelectricity
prices for 201718, 7 December 2016.

8 Energy Queensland, Submission on the @®B%im consultation paperRegulatectlectricity prices for 2017
18, 7 December 2016

84NERR, rule 12, schedule 1.

8NERR, rule 14
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i1 Requiring customers to subscribe to onlioely (paperless) billing allows retailers to save on
printing and postage costs.

Thedifference between market and standing offer prices may also be an indication of different
pricing strategies, whereby retailers target different customer segments with different prices,
according to their preferences and sensitivity to price changesexample, retailers focusing on

a customer segment that is environmentally conscious may incorporate and promote
GreenPower Prograrffs for an additional charge, as a feature of their market offdRetailers

may also adopt different pricing strategies @sponse 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 a specific period, in order to retain custométs.

6.1.3 What is an appropriate price differentitd apply to efficient costs?

We have considered the following matters when estimating the expected price differential:
i the experience in other jurisdictions with deregulated retail electricity prices; and

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

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

Experience in other deregulated jurisdictions

In this section, we will discuss the jurisdictional esgnce of three deregulated retail electricity
markets in the NEM, namely Victoria, South Australia (SA) and New South Wales\éS\age

not discussed the experience of Tasmania and the Australian Capital Territory as retail price
regulation remains iplace in these jurisdictiorfs.

Victoria

In a mature market such as Victoria, deregulated since 2009, market offers are priced at a
discount to standing offers with these differenti#sanging between @nd 30 per cent?

South Australia

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

Since the removal of those restrictions in February 2015, the Essential Services Commission of
South Australia (ESCOSA) reported that market offers are generally pricedlistount to
standing offers with an average differential of around 9.6 per cent for both residential and small

8 GreenPower is a voluntary government accredited program that enables a retailer to purchase renewable
energy(via thepurchase of Largescale Generation Certificat¢sGCs)pn the customer's behalf.

87 AEMC2016 Retail Competition Revie@0 June 2016

8 AEMC2016 Retail Competition Revie@0 June 2016.

8 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.

% AEMC2016 Redil Competition Revievd0 June 2016.

91 Weatherill, J & Koutsantonis, Dower prices for South Australimedia releaseGovernment of South
Australia,18 December 201, Accessed December 2016
http://archives.premier.sa.gov.au/images/news_releases/12_ée@@nergyprice.pdf
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business tariffs as at 30 June 2016. The price differentials for réisibeustomers were between
0 and 22 per centSimibrly, differentiab between Gand 25 per cent were observed for small
business customer.

New South Wales

When the NSW retail market was deregulated on July 2014, small customers who were on a
regulated contract were moved to a 'transitional tariff' for up to two yeaftgravhich they would

be required to move to a standing or market offém. the first year of deregulation, the NSW
Government approved arrangements that would see the transitional tariff decrease by at least
1.5 per cent from existing standing offer prsceln 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
electricity customers in NSW remained on transitional tariffs with the remaining 80 per cent on
either ganding or market offer§3

In its 2016 review of the competitiveness of the retail market in NSW, IPART reported that the
pricing differentials between standing offers and lowpsiced offers for residential customers
were between 18 and 27 per cenbfn June 2015 to June 2016 (depending on the network area).
Similarly, the differentials for small business customers were between 18 and 28méf

Observed price differentials in south east Queensland

Since 1 July 2016, retail electricity prices hbeen deregulated in south east Queensland and
retailers are setting their own standing offer prices. However, during the first year of
deregulation, retailers are not allowed to vary these prices once they have been set, unless the
variation is to reduce fices®

To inform our view on the expected price differential between lowm#ted offers and standing
offers that might emerge in south east Queensland during 20&87we analysed the standing
offers and market offers available in south east Queensiging the AER's "Energy Made Easy"
online price comparison toolThe price differential for each retailer was calculated as the
difference between an annual bill of a customer with an average usage profile, on a residential or
small business flat rate t#f (i.e. tariffs 11 or 20 equivalent), under the retailer's standing offer
and its lowestpriced offer. The lowegpriced offers of retailers generally are market offers but
can be standing offers. This is broadly consistent with the approach considered) dhe
2016¢17 price determination.

Based on that analysis, residential market offers of most retailers operating in south east
Queensland were lower than their corresponding standing offers with thee pifferential
ranging from o 25.7 per cent, with an averafeof 7.4 per cent (see Figu3.

92 Essential Services Commission of South Austiatiergy Retail Offers Comparison Report 2065August
2016.

9 Department of Industry, Resources and EneFgAQs about electricity price deregulatidwew South Wales
Governmentaccessed December 2016ttp://www.resourcesandenergy.nsw.gov.au/energy
consumers/energysources/electricity/removabf-electricity-price-regulationfags#_whydid-the-_n_s_w
_governmeniremoveretail-electricity-price-regulation__ 003f

% Independent Pricing and Regulatory Tribufeview of the performance and competitiveness of the retail
electricity market in NSWom 1 July 2015 to 30 June 20Qfi®al report, November 2016.

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

% The 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 south eaQueensland.
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We observed that some retailers are pursuing a pricing strategy of providing only one electricity
offer in a particular market segment. Retailers that choose to pursue this stratege isnhll
customer market must offer a standing offer as they are requireal provide this type of offer

as the default offer. A zero price differential is generally the result of some retailers adopting this
strategy, where their standing offers are thé&wvestpriced offers.

Figure9 Differential between lowestpriced offers and standing offers in south east
Queensland: Residential flat rate tariffs
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Note:
QCA analysis of data fromww.EnergyMadeEasy.coralating to offers available as at 15 December 2016.

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 eremighproxy for the
overall differential for the residential customer segment.

This analysis assumes an annual consumptiot7@® kWh(which is the 201816 average annual consumption
of a residential customer on a flat tariff in south east Queenslaratlaised by Energex).

Standing and market offers considered 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, takingaictount quantifiable oneff signup
bonuses, conditional and naronditional discounts, as well as any account establishment or connection fees that
might offset some of the headline discount offered.

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

Retail offers from Diamond Energy aRdwershop have not been included as it is unclear whether their relevant
offers are provided under a standard or market retail contract. We are currently following up with these retailers
to seek clarification.

9" NERL (SA) Act 2011, Part 2, Division 3, section 22.
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The QCA also undertook a similar analy$iflat rate tariff offers available to small business
customers in south east Queenslarihat analysis revealed that the price differential ranged
from zero to 20.7 per cent, with an average of 8.4 per cent (See Fifure

Similar to the residential m&et, we also observed that some retailers 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 lowssiced offers, resulting in zero pec
differentials.

Figurel0 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 De@d@iber 2

As at 31 May 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 cusmer 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 considefiadhis 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 quantifiabtéfaignup
bonuses, conditional ahnonconditional discounts, as well as any account establishment or connection 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 pertdieing to t
annual bill difference (in percentage terms) between the loygeised offer and standing offer of individual
retailers operating in south east Queensland.

Retail offers from Diamond Energy and Powershop have not been included as it is unclear \Whethelevant
offers are provided under a standard or market retail contract. We are currently following up with these retailers
to seek clarification.
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Considerations

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

In its submission on the interim consultation paper, QCOSS considered that:

Thae are other factors that have affected the experience in other jurisdictions that are not
necessarily applicable with Queensl&ad.

The Queensland Consumers Association also supported QCOSS's stance.

We agree with QCOSS and the Queensland Consumer Aissoctven the differences between
retail markets in south east Queensland and other jurisdictions, we consider that the size of the
pricing differential observed is unlikely to be indicative of the expected differentials in the south
east Queensland magk in 201%¢18. However, the experience in these jurisdictions
demonstrates consistently that there is a price differential, with market offers generally priced at
a discount to standing offers.

The analysis of the observed price differentials in soatst Queensland also demonstrates that
there is a differential, with market offers generally priced at a discount to standing offers.
However, this analysis is not without its limitations. In addition to the obvious limitation where
the underlying cost oSupplying electricity is likely to change between 2Q1l6 and 201218,
there are other notable constraints, including the limited maturity of the newly deregulated retail
electricity market in south east Queensland and restrictions on setting standing affiposed
during the initial stages of deregulation.

At the time of the analysis, the retail market in south east Queensland had been deregulated for
less than six months. It is expected that the market dynamics will evolve over time as the south
east Quensland market becomes more mature, potentially with more new retailers entering the
market and more innovative/competitive products being offered by retailers. As observed by the
AEMC, when a retail market is newly deregulated, new retailers will enteorigpete with the
incumbents and competition tends to be pribased. As a market matures, retailers are more
likely to compete by innovating and differentiating their services rather than competing through
prices, reducing the degree of pribased competion.®® As a result, the observed market offer
prices may be shoflived as the market evolves and therefore unlikely to be indicative of the
expected market offer prices in 20473.

As discussed, during the first year of deregulation, retailers arelloated to vary standing offer
prices once they have been set, unless the variation is to reduce prices. This restriction will be
removed in 201g18. We consider that the removal of this restriction could potentially affect how
retailers set standing offgurices and consequently the expected differentials in 2087

Given the limitations and reasoning identified above, we consider that the magnitude of the
observed price differential in south east Queensland based on a sample of a market deregulated
for less than six months (of 20467) is unlikely to be indicative of the expected price differential

in 201%18. Therefore, we do not consider it appropriate to use the observed price differential
from this analysis as a direct proxy for the expected pricerdifftial in 201¢18. To obtain a
robust estimate of the expected price differential in future determinations, we will need pricing

% Queensland Council of Social Sery&@bmission on the QCA interim consultation pajfergulated
electricity prices for 201g18, 7 December 2016.
% AEMC2016 Retail Copetition Review30 June 2016.
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6.2

data covering a longer period with price deregulation in effect in the south east Queensland
market.

QCA position

The expeience 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 offers. Howeagenoted above, these
analyses are not sufficiently reliable or robust to predict the magnitude of the expected price
differential in 201¢€18.

In this context, we consider it reasonable and prudent to leave the standing offer adjustment at
the level attermined for the 201617 price determinationin future price determinations, we will
continue to monitor market developments in the south east Queensland retail electricity market
and other deregulated retail markets in the NEM to inform our view on dékpected price
differential that might emerge in south east Queensland.

QCOSS suggested that:
XX6S IINB y2g aSSAy3a RAGSNEHSYyOS Ay (GKS RAFFSNBy
market offers and standing offers. In many cases, the market offers eatively higher fixed
charges and lower unit charges as compared to standing offers. This suggests that the standing
offer differential should no longer be a single percentage fiétre.

The Queensland Consumers Association also supported QCOSS's position.

We consider that 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 pricesrf@ll customers in regional
Queensland that broadly reflect the expected overall level of standing offer prices in south east
QueenslandTo derive the overall level of standing offer prices, we need to consider the average
annual bill of standing offersnot the average amount 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 Queenstandjraft decision is to continue

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.

Headroom for large and very large busss customer tariffs

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 requirelae regard to the effect of our
price determination on competition in the Queensland retail electricity markée. must also
have regard to the objects of the Electricity Act, which include:

(a) establishing a competitive electricity market in line with thetional electricity industry
reform process

(b) taking into account national competition policy requirements.

100 Queensland Council of Social Sery&@mission on the QCA interim consultation pafegulated
electricityprices for 201718, 7 December 2016.
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6.2.1

In retail markets where competition is considered feasible, the AEMC recommends that some
form of 'headroom' allowance be included as part of retpdaretail prices to facilitate
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 maet and seek out more attractive market offers.

While there is very limited competition in the small customer segment of the retail electricity
market in regional Queensland, the large customer segtiéhias developed a degree of
effective competition, particularly in areas where 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 segmenart be supported through the inclusion of an
appropriate level of headroom as 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 farper cent of total estimated efficient costs to facilitate and encourage
competition 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 competition. 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 oher areas, there has been a small increase in the proportion of large
and very large customers on market contracts in recent years.

However, in the Ergon Distribution east pricing zone, transmission region one (where notified
prices most closely refleché actual cost of supply), the proportion of both lalfeand very
large'®* customers on market contracts is much higher and has been increasing. 1913012
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 cent of large 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 customemarket segment remain:

i Setting uniform retail tariffs means that customers in highest areas of regional
Queensland are not paying casfflective notified prices and some very large customers
(specifically Individually Calculated Customers) are payitifjed prices based on network
charges of Connection Asset Customers, rather thanredigctive network charges.

1 A number of large and very large customers in regional Queensland are still accessing obsolete
and transitional tariffs, which are gendisanot costreflective.

101 AEMCFinal ReportAdvice on best practice retail price methodology ®ptember 2013.
102The large customer market segment consists of Standard Asset Customers (SAC) (Large), Connection Asset
Customers (CAC) and Individually Calculated Customers (ICC).
103 arge customers are Standard Asset Customers (SAC) (Large), typisaliyiog more than 10MWh but
less than 45Wh per annum.
104very large customers consist of Connection Asset Customers (CAC), typically consuming mo@\ithan 4
but less than 4@Wh per annum and Individually Calculated Customers (ICC), typically cogpsnanathan
40 GWh per annum.
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6.3

1 Once large or very large customers accept a market contract, they are not allowed to return
to Ergon Retail, which may discourage them from accepting a market'8ffer.

Even if headroom is set at a reasonable level, these barridirikefy continue to limit the extent

to which competition develops throughout 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 pricedoes not create a barrier to competition (to the extent possible)
and to encourage customers to engage in the market and actively seek out better offers.

The Australian Sugar Milling Council (ASMC) did not support the inclusion of an allowance for
headroan in notified prices® Canegrowerdsis considered that headroom is theoretical
consideratiory which should be calculated and monitored for performance and asset assessment
purposes but not applied as a cost comporiéPtHowever, neither provided evidence to suggest
that headroom is ineffective in facilitating competition in the large customer market segment in
regional Queensland, especially in areas where notified prices most closely reflect the actual cost
of supply (ie. 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 customiéfs.

QCA position

We consider it reasonable to condk 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 competition in the large customer market segment in
regional Queasland, 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,
our draft decision is to continue to include an allowarior 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 pasghrough mechanisms are used by regulators to mitigaterible that the costs allowed
for in regulated prices are higher or lower than actual efficient costs of suppht.passhrough
mechanisms are usually restricted to events that are outside the control of the regulated entity.

For the 201415 price detemination, we applied a cost pafisrough mechanism for the first

time to pass through an undeecovery of costs in 20534 associated with the SRE%The SRES
costs incurred by retailers are determined by the binding STPs set by the Australian Clegn Energ
Regulator.

105This restriction also applies to any future occupantshefiiremises (e.g. if the premises is sold or occupied
by a new tenant).

106 Australian Sugar Milling Council, Submission on the QCA interim consultation Rapgetatecelectricity
prices for 201¢18, 7 December 2016.

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

108 Energy Queensland, Submission on the @®B%m consultation pper, Regulatectlectricity prices for
201718, 7 December 2016

109See Chapter 4 fatetails on how SRES costs are estimated.

42



Queensland Competition Authority Other issues

We continued with this approach for the 2048 and 201617 price determination. For the
2016c17 price determination, we applied a negative p#a®ugh of a small overecovery of
SRES costs in 2@l% into 201617 notified prices.

We alsgoreviously proposed that the cost pagsough mechanism could be used to account for
material differences in network charges, in the event that the charges billed to retailers (usually
the AERapproved charges) differed from those used to set notifiedgsi However, a pass
through for network has not been needed to date.

In previous price determinations, we considered that not allowing a -trpleof costs resulting
from particular events that are outside retailers' control may result in notified priiEEng out of
alignment with the estimated benchmark costs of supflywhich could deviate from the intent
of the UTP.

QCA position

We will consider passing through the differences in SRES costs, where the amounts provided in
the 2016;17 price determintion are found to be either undeior overrecovered as a result of
differences between the nohinding and binding STPd#/e will revisit the need for any pass
through adjustment in our final determination when the binding STP for 2017 is known and the
over- or underrecovery of SRES costs can be determifiéis approach is consistent with the
approach adopted in the 20&@&7 price determination.

As stated above, we have previously considered that the costthamsgh mechanism could be
used to accountdr material differences in network charges. However, as the final 016
network charges billed to retailers did not differ from those used to set 207 6otified prices,
no adjustment is required.

In its submission on the interim consultation papereky 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 20&%6 period so that the shortfall can be recognised in the 2087
pricest1!

As discussed, we consider that cost pssugh mechanisms should only be restricted to unrder
or overrecovery of costs attributed to events that are outside the control of thell&gd 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 pass
through provisims discussed here may or may not remain appropriate in the fuithherefore,

we cannot commit to the continued availability of a cost pssugh mechanism beyond this
price determination.

1191n the 201617 prie determination notified prices foresidential and small business customerese based
on the costs of sudp in south east Queensland andtified pricesfor large and very large business
customerswere basedn the costs of supply in Ergon Distribution east pricing zone, transmission region one.
111 Energy Queensland, Submission on the @®&%m consultationpaper, Regulatedelectricity prices for
201718, 7 December 2016
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7.1

The delegation requires that the Q€dnsider maintaining transitional arrangements for tariffs
classed as transitional or obsolete, which include farming and irrigation tariffs.

The QCA's draft decision is to:

i maintain transitional arrangements for tariffs 20 (large), 21, 22 (small aneé)aBy, 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 and introduce-yefivéransitional
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 custoftérs

i adjust transitional and obsolete tariffs, including tar4fs 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 obsolete 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 whibt as a result cannot be determined under#fRapproach.

In previous 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 66) should continue tddigevai

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

The delegation requires that we consider maintaining these transitional arrangements and
continuing to allowall customers access to transitional tariffs.

QCA position

Our draft decision is to maintain transitional arrangements for existing transitional and obsolete
tariffs.

Data from Ergon Ret&if (see Appendi¥) shows that while a significant number of cusiers

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 electricity. We congidteappropriate to maintain transitional
arrangements as some customers would face significant price impacts if they were immediately

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

113 Analysis related to tariff20 (large), 21, 22 (small and large), 37, 62, 65 anaté®ased on data provided
by Ergon Retail for the 201617 final determination. More recent data was not available due to the work
program and data migration required to implement Ergon Retail's new billing system. However, we expect to
receive updated cstomer impact data for tariff20 (large), 21, 22 (small and large), 37, 62, 65 arfdr66ur
final determination.
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moved to the standard business tariffs which all other businesses in regional Queensland must
pay.
Transitional arrangaents for customers on tariffs 47 and 48

As discussed inh@pter 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 likdy be required to move to one of the new retail tariffs based on CAC network
tariffs,*'4 or an alternative large customer tariffnd would face substantially different tariff
structures to tariffs 47 and 48. Ergon Retail analysis (see Figurelow) showsghat while bill

impacts for these customers are smaller in percentage terms than customers on existing
transitional and obsolete tariffd4 per centof customers would experience bill increases of 20

per cent or more by moving to the new retail tariffs.

Figurell Estimated bill impact for customers moving from tariffs 47 and 48Q&C/ICQariffs
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Auctus Resources and the Australian Sugar Milling Council supported the introduction of
transitional arrangements for tariff 48, highlighting the potential fatice shocks to their
businesses. Energy Queensland supported maintaining our approach to existing transitional and
obsolete tariffs in order to provide certainty and confidence in the process, allowing customers
to make appropriate investment decisiorisnergy Queensland recognised there may be a case
for introducing transitional arrangements for tariffs 47 and 48.

QCA position
Our draft decision is to introduce transitional arrangements for tariffs 47 and 48.

The latest modelling from Ergon Retail slsosustomers on tariffs 47 and 48 face comparatively

smaller percentage bill increases, with the majority of customers facing bill impacts of 10 per cent
or less, and the largest bill impact is less than 50 per cent. In addition, we understand that some
cugomers may be able to reduce these impacts by renegotiating their authorised demand levels,
or making changes to their business operations. However, given the size of the operations of

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

some of these customers, and the substantial amounts of electricity ttesume, we are
inclined to take a conservative approach and introduce transitional arrangements to allow
customers and their retailers time to adjust their electricity supply contracts and/or operations
to suit the new tariffs. We note that a number @istomers would be better off on the new retalil
tariffs and encourage customers currently on tariffs 47 and 48 to talk to their retailer about these
new tariffs and how best to prepare for the transition.

Transitional periods

Existing transitional and obke tariffs

In previous price determinations, the QCA determined that transitional and obsolete tariffs
should be maintained for a transitional period to allow time for businesses to prepare for the
transition to standard business tariffs and recoup sarhéhe 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.

Canegrowers Isis supported retaining transitional tariffs until such time that an alternative set of
tariffs, based on economic viability and capacity to pay, have been introducedUdensland
Farmers' FederationQFF supported extending the transithal period. Energy Queensland
supported maintaining our previous approach to transitional tariffs in order to provide certainty
and confidence in the process, allowing customers to make appropriate investment decisions.

QCA position

The QCA's draft dedd® is to 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 existirapsitional and
obsolete tarifs will help promote certainty for customers and allow them to make appropriate
investment decisions to prepare for moving to standard business tariffs. We note the Queensland
Government has announced a $10 million regional business customer support packasgist
regional businesses on transitional and obsolete tariffs, including farmers and irrigators, to
understand their electricity use, minimise their electricity costs and make informed choices about
future tariff options!®

Transitional tariffs 47 ah48

Having made the draft decision to introduce transitional arrangements for tariffs 47 and 48, the
QCA must now determine an appropriate transitional peridtlen the diversity of customers on
these tariffs it is not possible to determine transitiohperiods based on the life of infrastructure

so we must consider bill impacts in making our decidionits 201814 price determination the
QCA established two different periods for transitional and obsolete tariffs, based on the potential
bill impact oncustomers of moving to standard business tariffs. These were:

1 asevenyear 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 experienced bill increases of
100 per ent or more

115 Tariffs 20 (large), 21, 22 (small and large), &7, 65 and 66
116 Seehttps://www.dews.gld.gov.au/__data/assets/pdf_file/0018/940032/regioralsiness.pdf
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7.1.2

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 bill increases of 50 per cent or more

Modelling from Ergon Retail (see figurgabove) shows the bill impacts for customers on tariffs
47 and 48 are of a similar magnitude, in percentage terms, to those customers faced 12013
on tariffs 41(large) and 43. Submissions on the interim wltai$on paper supported introducing
transitional arrangements for tariffs 47 and 48 but provided no feedback on an appropriate length
for a transitional period.

QCA position

Given the types of customers on these tariffs, and the size of their operatimh®lactricity
consumption, the QCA is inclined to take a conservative approach and implementyadive
transition period. While a twgyear transitional period would be consistent with our earlier
decision on tariffs 41 and 43, customers on tariffs 4@ 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. We consider a-figar transitional period would
allow sufficient time for astomers on tariffs 47 and 48 to adapt their electricity supply contracts,
and their operations, to the new tariff structures.

Access to transitional tariffs

The delegation requires that the QCA consider 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, ald6ughout the transitional
period, subject to individual tariff terms and mditions. 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 customers if there was a significant increase in the
number of customes accessing transitional tariffs, and thereby an increase in the subsidy paid
by taxpayers. In the 20£@7 price determination, we found no significant increase in customers
accessing these tariffs and we decided to continue to allow open access.

TheASMQid 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® Energy Queensland supported maintaigiour 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 access to
tariffs 47 and 48 to new customers.

QCA potion
The QCA's draft decision is to:

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

17 Tariff 37cannot be accessed by new customassit was classified as obsolete on 1 July 2007.
118 Australian Sugar Milling Council, SubmissiorthenQCA interim consultation papeRegulatecelectricity
prices for 20118, 7 December 2016
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7.1.3

9 continue to allow all business customers to have access to transitional 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 esting customers to access them, strikes the right balance between:

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

i encouraging new customets 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 transtion to standard business tariffs more difficult.

The QCA notes comments from tASMGvho was against closing tariff 48 to new customers on
the basis that it would prevent its members from reducing their electricity costs by switching
between transitionatariff 22 and tariff 48.

However, 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,
and effectively increase their leief subsidy from taxpayers. 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, if retailers
ended up supplying too many customers below cost. In subsequent 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 to access thefs.t

The latest data from Ergon Retail does not indicate a significant increase in the number of
customers accessing existing transitional taditfa//hile the submission from Canegrowers Isis
suggests that their members would benefit from increasedilfiéity in choosing different tariffs

it does not specifically state that these members are using access to transitional tariffs to increase
their level of government subsidy.

Unfortunately, the timeframes for making this draft determination do not allfov 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
standard business tariffs. For these reasons the QCA proposewintain its approach of
allowing new customers to access tariffs 20 (large), 21, 22 (small and large), 62, 65, and 66 in
2017¢18. However, should we receive a delegation from the Minister to set @ & otified

prices, the QCA will investigate the padence 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 obsolete tariff charges are not determined usin§l#&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 change in the
charges in the standard business tarifatlcustomers would otherwise pay. We then applied
additional escalation factors to these increases to limit charges for transitional and obsolete

119 Tariffs 20 (large), 21, 22 (small and large), 37, 62, 65 and 66
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tariffs falling further below cost in dollar terni® Escalation factors of 1.1, 1.25 or 1.5 were
applied, depading 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 per cent or less, an escalation factor of 1.1 wésdpphere 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 apflied.

In the 201@17 price determination the QCA applied an escalati@tofaof 1.1 for all transitional

and obsolete tariffs to limit charges falling further below cost in dollar terms. Under our general
approach in previous determinations, the escalation factors for most of these tariffs would have
been 1.25 or 1.5. Howevegjven 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 transition to standard business tariffs, we decided to pply a

the minimum escalation factor of 1.1.

The ASMCdid not support escalation of transitional tariffs as it considered the fundamental
assumptions of Ergon Distribution network pricing model to be flawed. Canegrowers considered
there was no justificatiorfor increasing irrigation tariffs at a faster rate than other electricity
tariffs. Energy Queensland supported applying appropriate escalation factors, noting that the
customer impact burden to shift customers to cost reflective tariffs increased evaeydinew
customer accessed them and that an escalation factor was needed to make transitional tariffs
less attractive.

QCA position

Our draft decision is to adjust transitional and obsolete tariffs in line with changes in standard
business tariffs, athapply escalation factors to limit charges for transitional and obsolete tariffs
falling 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 betagstomer bills
under transitional and obsolete tariffs and corresponding standard business tariffs:

i1 1.1 where the largest proportion of customer bills would likely be impacted by 10 per cent or
less

1 1.25 where the largest proportion of customer bills wablikely be impacted by between 10
per cent and 100 per cent

9 1.5 where the largest proportion of customer bills would likely be impacted by more than
100 per cent.

While we only applied an escalation factor of 1.1 to all tariffs in our 2D4@rice deternmation,

the relatively small changes in standard business tariffs forecast forc281means that lower
escalation factors would do little to limit charges falling further below cost in dollar terms,
especially for tariffs where the gap for the largespvportion of customers remains large.

120 As any given percentage increase in a higher (such as a standard business tariffpbiljweiiter expressed
in dollar terms than the same percentage increase in a smaller (suetrassitional 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 difference betweerwould increase from $1,000 to $1,100.

1211n the 201%,16 price determination the QCA left transitional and obsolete tariffs unchanged, as standard
business tariffs fell in price.
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Tablel2 maps transitional and obsolete tariffs to small and large customer standard business
tariffs and shows the draft percentage increase forecast for standard business tariffs in
2017¢18. Consistent with th€016;17 price determination, we have used the small business
tariff 20 as the basis for escalating small customer transitional tariffs 21, 62, 65 and 66.

Tablel2 Alignment of tariffs and underlying cost increases

Standard business tariff
annual bill increase (98)

Transitional or obsolete tariff Standardbusiness tarifft

Tariffs 21, 62, 65, 66 Tariff 20 15
Tariffs 20 (large), 22 (small and large), Tariffs 4446 2.3
37, 4F

Tariff48d Tariffs51Ac51D, 53 4.7

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

b These annual bill increase percentages are used in full decimal places in deriving the proposed price increases
for 201718 transitional/obsolete tariffs (Table 14).

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

d Tariff 47 can only be accessed by large standard asset customers, so this tariff aligns withddbasdeess
tariffs accessible to these customers. Tariff 48 can only be accessed by large connecticnshssetrsor
individually calculated customers, so this tariff aligns wtindard businessriffs 51A;51D and 53.

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

Table13 summarises the likely percentage impacts on electricity bills for customers on each
transitional andobsolete tariff moving to an equivalent standard business tariff (see App&ndix
for further details) and the corresponding escalation factor for each transitional and obsolete
tariff.

Tablel3 Likely impact on electricity bills for customers on transitiahand obsolete tariffs
moving to equivalent standard business tariffs in 205

Transitional Standard Percentage of | Percentage of | Percentage of | Escalation
tariff business tariff | customers who | customers who | customers who factor
would would would
experience less| experience 10%  experience
than 10% to 100% greater than
increase in bills| increase in bills| 100% increase
(%) (%) in bills (%)
Tariff 20 (large) | Tariff 44 to 48 26.8 73.2 0.0 1.25
Tariff 21 Tariff 20 16.0 39.0 45.0 15
Tariff 22 $mall Tariff 44 to 46 8.1 91.9 0.0 1.25
andlarge)
Tariff 37 Tariff 44 to 48 0.0 100.0 0.0 1.25
Tariff 47 Tariff 44 to 46 100.0 0.0 0.0 1.1
Tariff48 Tariffs 514D, 54.9 45.1 0.0 1.1
532
Tariff 62 Tariff 20 45.6 53.8 0.6 1.25
Tariff 65 Tariff 20 59.7 40.0 0.3 1.1
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Transitional arrangements

Transitional Standard Percentage of | Percentage of | Percentage of | Escalation
tariff business tariff | customers who | customers who | customers who factor
would would would

experience less| experience 10%  experience
than 10% to 100% greater than

increase in bills| increase in bills| 100% increase
(%) (%) in bills (%)

Tariff 66 Tariff 20 70.8 29.2 0.0 1.1

a Standard business tariff determined based on individual customer usage and demand levels.

Note: Ergon Retail data applies a derived demand profile for customers where demand data is unavailable. Cost

impads may be overor understated for individual customers depending on their uniqgue demand profile.

Source: QCA analysis of Ergon Retail data.

Conclusion on transitional arrangements

A summary of our draft decision on transitional arrangements for 208 sprovided in Table

14.

Tablel4 Draft decisiorctransitional arrangements for 201718

Obsolete or transitional tariff Period to be retained Proposed 201718 price
increase (%9
Tariff 20 (largejtransitional 3 years 2.9
Tariff 2Xctransitional 3 years 2.3
Tariff 22 (small and largejransitional 3 years 29
Tariff 3%obsolete 3 years 29
Tariff 4%obsolete 5 years 2.6
Tariff 4&0bsolete 5 years 5.2
Tariff 6Ztransitional 3 years 1.9
Tariff 65transitional 3 years 1.7
Tariff 6&transitional 3 years 1.7

a. The proposed 20%Z8price increase percentages are roundednbers We used these rounded price increases
in deriving the 20118 transitional/obsolete tariffs.
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Draftdetermination

S5w! C¢ 59¢9walLb! ¢Lhb

This chapter sets out our draft determination of regeathtetail electricity prices (notified prices)
to apply from 1 July 2016 to 30 June 2017, as weltafs customer impacts.

Under the network plus retail (N+R) approach, retail tariffs are aligned with network tariffs
approved by the AER. Foigtiraft determination Energex and Ergon Energy have provided draft
201718 network tariffs and charges. The network tariffs used to develop retail tariffs are
discussed in Chapter 3.

Chapters 4, 5 and 6 set out our decisions on energy costs, retail costs aralloth@nceswhich
comprise the R component of the retail tariff calculation.

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

The regulated retaitariffs 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 draft tariff schedule for 20X7.8 is provided in Appendix G.

The follaving tables set out our draft determination of regulated retail tariffs and prices forQ017
18. All tariffs are presented exclusive of goods and services tax (GST).

Tablel5 Draft regulated retail tariffs and prices for residential customers (eX8ET,)

2017 18
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 121 Residential (flat 88.354 25.275
rate)
Tariff 12A Residentia(time- 95.184 58.907 20.289
of-usey
Tariff 14 Residential (timeof- 56.418 16.105 63.132 10.216
use demand)
Tariff 3t Night rate (super 15.159
economy)
Tariff 33 Controlled supply 20.216
(economy)

a. Charged per metering point.
b. Peak3 pmto 9:30pm (December, January and February); off peak other times.

c¢. Peak demangB pm to 9:30pm (December, January and February); off peak dema&mam to 9:30pm (March
to November).
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Tablel6 Draft regulated retail tariffs and prices for smdusiness and unmetered supply
customers, other than street lighting (exdGST)2017%18

Retall tariff Fixed Usage Usage Demand Demand
charget charge charge charge charge
(peak) (flat/off - (peak) (off-
peak) peak/flat)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 2 Business (flat 122.195 26.772
rate)
Tariff 22A& Business (time 122.195 55.896 22.972
of-use¥
Tariff 24 Business (timef- 76.566 17.806 98.221 10.658
use demand)
Tariff 4 Low voltage 557.567 15.032 26.648
(demand)
Tariff 9t Unmetered 24.315

a. Charged per metering point.

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

c. Peak 10am to 8pm on weekdays (Decembédanuary and February); gfeakt all other times.
d. Peak demard 10am to 8pm on weekdays (December, January and February); off peak der@ra to 8
pm on weekdays (March to November).

Tablel7 Draft regulated retail tariffs and prices for largeusiness and street lighting
customers (exclGST)201%18

Retail tariff Fixed Usage charge, Usage charge Demand Demand
charge (peak) (flat/off - charge charge
peak) (peak) (off-
peak/flat)
c/day c/kWh c/kWh $/kW/mth $/kW/mth
Tariff 44 Over 100 5058.881 13.432 37.662
MWh small(demand)
Tariff 45 Over 100 16229.497 13.392 29.949
MWh medium
(demand)
Tariff 4& Over 100 43289.248 13.483 26.730

MWh large (demand)

Tariff 5& Over 100 4129.318 13.058 15.841 61.928 12.133
MWh seasonal time
of-use (demand)

Tariff 7t Street 0.735 32.827
lighting®

a. Peak demands charged on maximum metered demand exceeding 20 kilowatts on weekdays betwaen 10
to 8pm in Summer months (December, January and Februanpe@ifdemandscharged on maximum metered
demand exceeding 40 kilowatts during rsuntmmer months (March to November). Peak usagbarged on all
usage in Summer months (December, January and FebruarpedBfiisages charged on all usage during non
summer months (Mch to November).

b. The fixed charge for street lighting applies to each lamp.
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Table 18 Draft regulated retail tariffs and prices fovery large businessustomers (exclGST)201%18

Draft determination

Retail tariff Fixed charge Usage charge | Usage charge | Connection Unit Capacity Demand charge| Exces Reactive
(peak) (flat/off -peak) (flat/off -peak) (flat/peak) Powercharge
c/day c/kWh c/kWh $/day/unit $/kVA of $/kVA/mth $/excess
AD/mth kVAr/mth
Tariff 51A over 4 GWh high 27922.301 12.922 10.620 5.561 2.862 4.454
voltage (CAC 66kV)
Tariff 518 over 4 GWh high 21491.576 12.922 10.620 6.803 4.837 4.454
voltage (CAC 33kV)
Tariff 51@ over 4 GWh high 20336.576 12.926 10.620 6.208 4.704 4.454
voltage (CAC 22/KV Bus)
Tariff 510 over 4 GWh high 19076.576 12.941 10.620 12.763 7.758 4.454
voltage (CAC 22/KV/ Line)
Tariff 52A& over 4 GWh high 15611.576 12.365 12.811 10.620 6.320 12.248 4.454
voltage (CAC STOUD 33/66kV
Tariff 52B over 4 GWh high 15611.576 12.370 12.815 10.620 5.207 44.093 4.454
voltage (CAC STOUD 2Av1
Bus)a
Tariff 52@ over 4 GWh high 15611.576 12.384 12.830 10.620 9.660 80.540 4.454
voltage (CAC STOUD 2Av1
Line}
Tariff 53 over 40 GWh high 19076.576 12.941 12.763 7.758 4.454
voltage (IC®)

a. Peak demands charged on maximurkVAdemandduringsummer peak demand window timéseekdays between 10 aand 8 pm in December, January and February). Off
peak capacityis charged onthe greater of either the customer's kVA authorised demand or the actual monthfacdwalimaximum kVA demand. The actual monthly maximum
demand is measured all year excluding sumpeatk demand window time@ll year excludingveekdays between 10 aemd 8 pm inDecember, January and Febryafyeak usage
ischarged on all usage summer months (December, January and February)p€xk usagés charged on all usage during neammermonths (March to November).

b. Ergon Distribution advised that ICCs do not incur connection unit charges on a network level.
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Table19 Draft transitional and obsolete regulated retail tariffs and prices (ex@IST)201%18

Draft determination

Retail tariff Fixed charge| Min Charge | Usage rate | Usagerate | Usagerate | Usage rate | Capacity (Up| 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 [arge)ctransitional 73.500 35.953
Tariff 21¢transitional 70.696 48.042 45.139 34.363
lg:git?jngma" and large) 176.648 47.644 16.777
Tariff 37 ¢obsolete 29.285 20.855 52.161
Tariff 62¢transitional 76.062 45.100 38.138 15.947
Tariff 65¢transitional 75.913 35.905 19.777
Tariff 66¢transitional 167.309 18.820 36.498 109.737

a. Tariff 2T first 100 kWh, tariff 22 7 am to 9 pm Mon. to Fri., tariff 820:30 pmto 4:30 pm, tariff 627 am to 9 pm Mon. to Fri., first 10,000kWh, tarific@2hr peak.

b. Tariff 2101 to 10,00kWh, tariff 62,7 am to 9 pm Mon. to Fri., over 10,000 kWh.

c.Tariff 2lcover 10,000 kWh, tariff 22ll other times, tariff 324:30 pm to 10:30 pm, tariffs 62, & §&ll other times.
d. Tariff 37 became obsolete on 1 July 2007. It is only availablestomers taking continuous supply under tariff 37 from 30 June 2007.
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Table20 Draft obsoletehigh voltageregulated retail tariffs and pricegexcl GST), 201718

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

c/day c/kWh $/kW/mth
Tariff 4%obsolete 42613.066 11.868 26.569
Tariff 4&0bsolete 44151.996 12.168 27.243

8.1 Customer impacts

Are notified prices expected to change between 2Ql6and 201¢187

Notified prices are expected to change between XiIband 201¢18 due largely to movements
in energy costs and network costs.

Energy osts are expected to increase for all customers in 2087 primarily driven by increases

in wholesale energy costs and LRET c6s&6.S v/ ! Qa O2yadzZ Glrydx /L[ !¢
AYONBLIaS Ay SaidA Yl (rdflRctsdhi projestadtontifuedightemidg of th©2 a d a Y
demandsupply conditions in the Queensland region as well as other regions of the NEM @ 2017

18 due to the increase in demand fromfiald gas compression associated with the LNG export

facilities, little additional renewableapacity in Queenslafid3, and the removal of Hazelwood

power station in Victoria'?3124

ACIL Allen has also advised that LRET costs are expected to increase due to LGC prices continuing
G2 Ay GNIB bxpeStatigh that there will be a shortfall in L&@ply by 201&¥5

However, the increase in energy costs has been largely offset by expected decreases in network

costs between 201617 and 201218 for many notified prices. These decreases are a result of

GKS 19wQa FAYIf RSOA & argyy 201620/distabyitidrNd8tSrimitations: Y R 9 NI
The offsetting impact of network costs means most notified prices are only expected to increase

by small to moderate amounts despite the substantial increase in energy costs.

| 26 oAttt (0KS v/ !'nindpacRoNEuFtameris® SN A y | (A 2

The notified prices in this draft determination will not affect customer bills; the only notified

prices that will apply to customers, and therefore have an impact on customer bills, are those in

GKS v/ ! Q& 7FAY Ihd draf Sofifi6d\aMcesyale (indligavedonly, as it is highly likely

that there will be changes in the expected costs of supply and consequently, notified prices,
0SG6SSy GKS v/!Qa RNIFl FYyR FAYlIt RSOGSNNAYLI GA2

122\While a number of new renewable energy projects are planned or under construction, only a limited
amount of renewable generation will commence operation in 2013.

123\Wholesale electricity 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 demasudply balance in one region will impact on other regions of
the NEM.

124 ACIL Allen, Estimated Energy Cofd 7¢18 Retail Tariffs11 January 2017%. 24.

125 ACIL Allen, Estimated Energy Coafd 7¢18 Retail Tariffsl1 January 201,79 25.
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To illustrate the hypothetical impacts ohe draft determination on customer bills, we have

provided comparisons of the annual amount typical custotérsould have paid under

2016¢17 notified prices and the annual amount that they would potentially pay under the draft

201718 notified prices. lis important to note that this information is only intended to show the
LRAOGSYGALrE AYLIOG 2F (GKS FyydzZdf OKFy3aS Ay y20A
intended to demonstrate the 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 customers will also pay metering charges. These
charges are set by the ABRd 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 customer has a solar power system. As these charges do not form part of
Y2UGAFTASR LINAOSa 2NJ GKS v/ ! Qa LINAOS RSUGSNNAYL G
impact analysis for notified prices.

Impact on residential customers

The main retail tariff for residential customers is tariff 11. Many customers on tardfd hlso
on one of the controlled load tariffs (tariffs 31 and 33)

The annual notified price bill for a typical customer on tariff 11 is expectatttease byl.7 per

cent from $1,490(GST inclusivep $1,515(GST inclusiveps a result of the drafthange in
notified prices between 20X@7 and 201¢18. For a typical customer on a combination of tariffs
11 and 31 or tariffs 11 and 33, the expectedreasewill be 2.3 per cent and 1.6 per cent
respectively However, the impact on individual customewvdll vary depending on their
consumption. Customers with lower consumption than the typical customer will face smaller
increases while highezonsumption customers face larger increases.

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

127 Controlled load tariffs may be used for appliances such as water heaters and pool pumps. These 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 houper day and tariff 33 guarantees supply for 18 hours per day).
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Draft determination

Figurel2 Draft impactof the change in notified prices on typical selential customersifdl.
GST)201% 18
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Note: The annual bill amounts have been rounded to the closest dollar.

Table21 Changes in electricity bills in 201718 for tariff 11 customersificl. GST)

Description Annual 20160 17 2017 18 Changes Changes
consumption | AnnualBill | Draft annual %) (%)
(kwh) ®) Bill ($)
25th Percentile usage 2568 $1,055.06 $1,068.95 $13.89 1.3%
Median usage 4173 $1,489.55 $1,515.18 $25.63 1.7%
75th Percentile usage 6478 $2,113.54 $2,156.03 $42.49 2.0%

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 ugk 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 these figures based on all their customers on the stiéftés) t&ee Appendix H for
more information. Totals may not add up due to rounding.

Impact on small business customers

The annual notified price bill for a typical customer on the main small business tariff (tariff 20) is
expectedto increase by$37 or 1.5 per cent as a result of the draft change in notified prices
between 201617 and 201718. For a typical customer on the seasonal tiofieise tariff (tariff

22A), the expected increase will be slightly lowet &per cent

However, it is important to nat 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.
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Figurel3 Draft impact of the change in notified prices on typical small business custmsn
(ind. GST)201% 18
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Note: The annual bill amounts have been rounded to the closest dollar.

Impacts on large business customers

Typical large business customers can expecteases in their annual notified price bills of
between 1.5 per cent and3 per cent as a result of the draft change in notified prices between
2016¢17 and 201¢18. However, it is important to note that bill impacts for individual customers
will vary depending on their level and pattern of consumption.
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Figurel4 Draft impact of the change in notified prices on typical large business customers
(ind. GST)201% 18
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Some business customeiigacluding 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, their prices cannot be determined under the N+R colskujui
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 obsoéetariffs. Based on information from Ergon Retail,
many customers on these tariffs may face lower electricity bills if they moved immediately to a
standard business tariff but some customers would face much higher bills.

The QCA proposes to maintain traimial arrangements for 20X2.8 and to adjust 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 also proposes to apply an additional
escalatiorfactor to limit charges for transitional and obsolete tariffs falling further below cost in

R2ff N GSN¥ad ¢KAa | LILINRBFOK Aa O2yaraidSyd oA
determinations.

The QCA also proposes to introduce transitional arramggs for customers on existing high
voltage retail tariffs, as Ergon Distribution intends to phase out the network tariff underlying
these tariffs in 201@18. Under the proposed transitional arrangements, the two high voltage
retail tariffs (tariffs 47 ad 48) will be classed as obsolete and therefore only available to existing
customers for a transitional period of five years. Consistent with our approach to other
transitional and obsolete tariffs, we propose to adjust these tariffs in line with chamgdeei
relevant standard business tariffs, and apply escalation factors to limit charges falling further
below cost in dollar terms.
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We consider that the proposed approach strikes the right balance as it will allow existing
customers on the two high voltagetail tariffs time to adjust their operations before moving to
alternative retail tariffs. It also ensures that new customers do not make-temmg investment

and business decisions based on legacy high voltage tariffs that will only be available for fiv
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 important that they makese decisions based on the
correct pricing signals.

Table22 shows the draft price changes and transition periods for all transitional and obsolete
tariffs.

Table22 Draft decisiorgtransitional arrangements for 201718

Obsolete or transitional tariff Period to be retained Proposed 201718 price
(years) increase (%)
Tariff 20 (largg) transitional 3 2.9
Tariff 2 transitional 3 23
Tariff 22 (small and large)transitional 3 29
Tariff 37 obsolete 3 2.9
Tariff 47t obsolete 5 2.6
Tariff 4& obsolete 5 5.2
Tariff 62 transitional 3 1.9
Tariff 65 transitional 3 1.7
Tariff 66 transitional 3 1.7
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Glossary

D[ h{{! w,

AEMC
AEMO

AER

AFMA
ASMC

CAC

CPI

c/day
DUOS
Ergon Distribution
Ergon Retail
Electricity Act
ESCOSA
GST

GWh
Government
HV

HVL

ICC

IPART

kWh

kVA

kvr

LGC

LNG

LRET
Minister
MWh

N

NECF

NEM

NERL
NERR

Notified prices

Australian Energy Market Commission
Australian Energy Market Operator
Australian Energy Regulator

Australian Financial Markets Association
Australian Sugar Milling Council

Connection Asset Customer

Consumer Price Index

cents per day

Distribution Use of System

Ergon Energy Corporation Limited (electricity distribution arm)
Ergon Energy Queensland (electricity retail arm)
Electricity Act 1994Qld)

Essential Services Commission of South Australia
Goods and services tax

Gigawatt hour

Queensland Government

High Voltage

High Voltage Line

Individually Calculate@ustomer

Independent Pricing and Regulatory Tribunal
Kilowatt hour

Kilovolt Ampere

Kilovolt Reactive

Largescale generation certificate

Liquefied natural gas

Largescale Renewable Energy Target
Minister for Energy Biofuelsand Water Supply
Megawatt hour

Network costs

National Energy Customer Framework
National Electricity Market

National Energy Retail Law

National Energy Retail Rules

Regulated retaitélectricity prices
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NSLP
N+R
NSW
Origin
QCA
QCOSs
QFF
QPC

RET
RHS
ROC
ROLR
RPP
SA
SAC
SRES
STC
STOUD
STP
TUOS
TWh
UTP

Glossary

Net System Load Profile

Network + Retail cost buddp methodology
New South Wales

Origin Energy

Queensland Competition Authority
Queensland Council of Social Service
Queensland FarmerEederation
Queensland Productivity Commission
Energy and retail cost

Renewable Energy Target

Right hand side

Retail operating costs

Retailer of last resort

Renewable power percentage

South Australia

Standard Assetustomer

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

Terawatt hour

Uniform Tariff Policy
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APPENDIXYa LbL{ ¢ 9wL 'h[p S D59D!'h¢tlIO9w [ 9¢¢9

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

Government

Level 34, 1 William Street Brisbane 4000
Our Reference: CLLO-CIC-16063 GPO Box 2644 Brisbane
Queensland 4001 Australia
Telephone +61 7 3719 7300
Email energyandwatersupply@ministerial.qld.gov.au
Website www.dews.qgld.gov.au

10 NOV 2016

Professor Roy Green

Chair

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

/2‘17/

Dear Professor Green
Re: Determination of Regulated Retail Electricity Prices for 2017-18

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

The attached Delegation and Terms of Reference for 2017—-18 are consistent with the
approach taken in my Delegation and Terms of Reference for 2016-17. 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 Government remains committed to ensuring regional customers have access to
reliable electricity supply at affordable prices. We are also proactively working with the
business and agricultural sectors to help identify ways to assist small and large businesses
to manage their electricity consumption and costs.

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.

Public consultation is a vital part of the QCA's process for determining retail electricity
prices. As such, the Terms of Reference requires the Draft Determination to be issued in
February 2017.
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| trust this provides sufficient time to undertake the necessary consultation to support the
Draft Determination and to allow for delivery of the Final Determination by 31 May 2017,

Yours sincerely

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

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

Page 2
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