Stakeholder Issue Notes
Energy Queensland  Energy Costs

1 - Spot Price a For the 2022/23 determination, ACIL Allen modelled a range Our FD was finalised in May 22. However spot prices peaked in 2Q 2022. 2Q
of input 2022 was the highest NEM average price recorded for any quarter since
assumptions and produced 561 spot price simulations, market commencement in 1998.

ranging from $110.01/MWh down to $63 91/MWh, with

an average price of $78.53/MWh. The range and average The weather, demand , fuel prices , outages and availability during the high
outlined on Figure 1 (below) for the 2022/23 financial year prices of 2022, would be inputs to the Power Mark to model, to develop the
are significantly below the actual average of ~$174/MWh.  simulated spot prices for 23-24 . ACIL's modelling will capture the most recent
Market conditions have changed since our May 2022 FD and market data. Dramatic movements in fuel costs and generator availability will
ACILs spot price modelling has not captured the increases.  be considered when ACIL updates the fuel ,outages and availability estimates
EEQ therefore recommends to the QCA that it update its for this review . ( we need to check with ACIL if they are doing so)

spot price forecasts immediately prior to the final

price determination to ensure it is using the most current  (Background info)

market data. Key drivers of the wholesale energy price increases

We also recommend that spot price - Increases in the East coast gas prices and thermal coal prices

simulations used for this and future determinations -Coal fired generation outages - planned and unplanned

consider dramatic movements in fuel costs and generator - shift in offers from lower price bands to higher prices / increased marginal
availability. offer prices

- increased spot price volatility - through record cap returns over $300/mwh
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Hi I

Apologies for the delay, I’'ve been on leave!

Unfortunately there isn’t anyone available tomorrow to address the committee —however | have
attached the information booklet that accompanied the recent final determinations for both the
notified prices and the solar feed-in tariff... these give a really good run down on the prices and key
drivers (as per your email below) and form the basis of the information provided at the stakeholder
information sessions (including the one in Brisbane you attended and various other members at
different locations). You’ll also notice that the key driver increasing the prices for electricity (the
wholesale energy costs), is also the same driver of a higher solar feed-in rat_ u. : year (and may help
these customers to offset bill increases).

In addition, I'll point you to some key aspects of the final report ' _* addre 5 the issues you’ve raised
below:
o Affordability — how we considered it in this determir au. 1, |, '~ ase see discussion in chapter 3
overarching framework, in particular p. 9-11
e How we estimate wholesale energy costs (ba<~d ¢ - the costs retailers incur), please see
discussion in section 4.2.1, in particular p. 7 2-"o.

Regulated retail electricity prices in regic *al “.u.._ ‘and 2023—24 (qca.org.au) here is the online link

to the report also.

In terms of the future outlor ., ' think 1. fair to say forecasting the market and wholesale energy cost
movements is really not somethn ~we can speculate on — however as we receive an annual
delegation from the * .inist r, | expect work will commence on the forthcoming review towards the
end of this year.

Hope this helps- happy to troubleshoot if you have any further questions ahead of your meeting
tomorrow,

Kind regards,

|I||| 1
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Caution: external email.

| was not sure where to direct this query, but_ that | contact you.
By way of introduction, I’'m with_ and | convene a committee of our

grower leadership that focuses on Economics & Trade. This committee discusses the impacts of
matters such as the process and outcomes of the QCA determination of regional electricity tariffs,

which we will discuss at our next meeting on the morning of Thurs 6th July. I am contacting you to ask
whether there might be a suitable staff member from QCA that could address the committee at that
meeting? I'd envisage a fairly short (10 to 20 min) presentation that advises on the drivers of increase
in rates (i.e., how the retailers procure their energy from the NEM and how those market conditions
have led to higher prices), and also an outlook for the future of the determi .a.. *n and how the QCA
will assess affordability and what levers are available to ensure small busin < es( :.g., irrigators) can
remain competitive. And we could follow that with 15 minutes of disc ussi~~.

I ¥4 S
ARy
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Hi [l - will review with the team and get back to you .... We can insert words in the draft —
at the minimum, in the section that updates the return to service of Callide C... .

Hi Team — please review below and we’ll chat further about if there’s anything further we can
add at this point,

Subject: Fwd: The Australian Financial Review Dicital L Yition: Prices jump after return of power
station delayed again

Hi [

Please see below. Can you and t~e team i1. estigate this. If it’s going to impact, we need some
words in the draft as suggest .d by_.

Happy to discuss.

Thanks

Subject: Re: The Australian Financial Review Digital Edition: Prices jump after
return of power station delayed again

I\/Iorning-,

Yes, based on what’s reported below I'd say this is going to have an impact. Too
late for the draft, but it will be caught when we use more data for the final. I'll talk
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to the team about mentioning it in the draft as you suggest.
Thanks

Caution: external email.

Please see below

Is this likely to impact the regional pricing deterimina’.cn

If so, can it be reflected in the draft determinat on .~ it cant, andiam
relaxed if it cant, we should at least provide ~~mier cary that we are
aware of this and its effects cant be i ~flec ‘e~. In :he draft but will be in

thefinal

Cheers

This articl~ is from *Ye March 9 issue of Australian Financial Review
Digita! -ditic 1. To subscribe, visit https://www.afr.com.

Mark Ludlow

Future wholesale electricity prices in Queensland jumped by up to $15
per megawatt hour after CS Energy announced that the return of its
Callide C coal-fired power station will be further delayed by another
six months to October.

As the state-owned power company awaits an independent report
into what caused a catastrophic failure at the power station near
Biloela in May 2021, concerns have been raised about the ongoing
absence of 932 megawatts of capacity on the state’s energy security
and electricity prices.

Described by one energy analyst as the “ longest outage in the history
of the National Electricity Market” , the ongoing delays to the return
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of the C4 unit at Callide have become a major embarrassment for CS
Energy and the Palaszczuk government.

CS Energy owns 100 per cent of the Callide B power station. Callide C
is a joint venture with Genuity.

CS Energy yesterday confirmed the return of the 466-megawatt C3
unit, out of action since October last year, would now be delayed until
September 30, for a partial return. It would be in full operation from
December 31.

The return of the replacement C4 unit has been pushed back six
months to October (it will not be operating at the full 466-megawatt
capacity until January 31 next year) because it now needs a new
cooling tower.

A CS Energy spokeswoman said: ““ CS Energy’s positionis k.sc 'ona
scope of work incorporating both cooling towers and tenc ~ s C'
Energy has received from contractors. We are curre tlv: ~rking
through this with our JV partner.

“Itis not unusual for generators to adjust che . re.urn to service dates
for units that are undergoing major m.nt. anr 2 or repairs,
depending on issues identified dur’ g “he ~rocess.”

Future wholesale prices *  Que 2nslaniu for the rest of 2023 jumped up
to $15 per megawatt hour  :sterday after CS Energy confirmed the
delays to the retur: of both t1 > C3 and C4 units. The Callide power
station has ber 1 plagu 4 by maintenance issues since the 2021
accident. Its enti, » 1700 megawatts went off line for three hours in
Novemk zr styear.

Energy n. rket watcher Paul McArdle of specialist firm Global-ROAM
said the outage could be the longest in 25 years of the NEM.

Josh Stabler, managing director of energy adviser Energy Edge, said
future wholesale prices for April to December in Queensland were up
$10 per MWh to $15 per MWh.

“We can be confident that the change with Callide C is the primary
driver behind today’s market movements ,” he said.

“ For the same periods, the forward market is up $2 to $4/MWh and
less than $1.5/MWh for NSW and Victoria respectively. This
diminishing impact further away from Queensland indicates the

primary source of the market uplift originated in Queensland.”

Queensland Energy Minister Mick de Brenni said he had been advised
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there would be “ sufficient’ ” power for winter and summer, despite
the delays.

“| note the advice to the market from CS Energy and we will support
their actions to ensure security of supply,” he said.

““Queenslanders have worked hard to build a publicly owned energy
system and by keeping it that way, we can ensure the transition is
orderly and fair.”

Last year’s unprecedented energy market intervention by the

Australian Energy Market Operator was partly due to the unplanned
maintenance of a string of coal-fired power stations.

Copyright © 2023 Australian Financial Review
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From:

Media release:

Third paragraph: we talk about the supply-demand balance in regional Queensland — but
this 1s only part of the story of how we forecast energy prices. I think we need to provide a
brief explanation of what are the ‘energy costs’ that we are estimating given that they are
playing a big role in this draft decision.
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Queensland Competition Authority Appendix CB: Energy cost approach
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mary of analysis and findings
Consistent with previous years, ACIL estimated wholesale energy costs using a market hedging approach
designed to simulate the NEM from a retailer's perspective. A core feature of this approach is that it

| _‘-

N~
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Queensland Competition Authority Appendix CB: Energy cost approach

incorporates a hedging strategy that a prudent retailer would adopt to manage spot price risk in the NEM.
More specifically, this involves:

e simulating the expected spot prices that a retailer faces, considering temperature-related demand
profiles, generation supply and costs, as well as power station availability; and then

e estimating wholesale energy costs for a retailer that hedges spot price risk through the purchase of
ASX Energy futures>.

Compared with last year's estimates, ACIL estimated an increase in wholesale energy costs for all customer
tariff classes. all-eustomersin20 ~whese prices-aresettled-on-the NSLPs and-CLPs identified-above
{Figure1)-This primarily reflects a substantial increase in the trade-weighted ASX contract prices® for base,
peak-and cap contracts.

The increase in ASX contract prices is likely driven by:

e a-uncertainties associated with the availability and reliability of coal-fired power plants and their
impacts on the supply—demand balance in the Queensland NEM region slewdewn-ofrenewable

e higher gas and coal prices due to the war in Ukraine and energy sanctions imposed on Ru_sie

o . . e ¢ . .

Figure 1 Wholesale energy costs by demand profiles (draft estimates)

5 ASX energy futures are exchange-traded energy financial derivatives that allow retailers to reduce the spot price
volatility risk when purchasing electricity from the NEM. For more information, see
https://www.asxenergy.com.au/.

© Contract prices were estimated using the trade-weighted average of ASX Energy daily settlement prices of base,
peak and cap contracts for each of the four quarters of 2022-23.
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Energy consumption profiles - waterfalls and explanation

The NEM has been experiencing extraordinary volatility and uncertainty recently, driven by both
international and domestic events, primarily due to—higher gas and coal prices and uncertainties
associated with the availability and reliability of coal-fired power plants and their impacts on the supply—
demand balance in the Queensland region. These events have placed upward pressure on wholesale
energy prices and has increased our wholesale energy costs (WEC) estimates this year both for small and
larger customers compared to last year (figures 1 and 2 below).

Figure 1: Small customer energy consumption profile from 2022/23 to 2023/24

$200
$180 $7 92
$164.08
$160 $157.99
-$14.01
$140
$120
M Increase
$100 $94.93 M Decrease
H Total
$80 °
$60
$40
$20
$0
22/23NSLP std. approach 23/24 NSLP std. approach QOr* irefinement 23124 Draft determination

Figure 2: Large customer energy consumptior =rofi > ©.on 2022/23 to 2023/24
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We made two methodology refinements to our WEC calculations to incorporate:

* ADM data, used to inform the forecast consumption profiles, by combining the profiles of ADMs and
accumulation meters/NSLP

* additional data (specifically the capture of options), to more accurately estimate ASX contract prices.

The impact of incorporating ADM data has opposite effects on the small and large customer groups. For
small customers the ADM profiles are 'peakier' than the NSLP and show a reduction in daytime demand
due to increased rooftop solar PV penetration over time, as we would expect. As a result, the combined
profile is ‘peakier’ (than the NSLP alone) and is more expensive to hedge which increases the WEC. On
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the other hand, as the consumption profile of large customers is generally flat, including ADMs data make
the combined profile flatter which reduces the hedged costs and thereby WEC.

The refinements made to the capture of options data, resulted in a decrease for in WEC for both small
and larger customer groups. Refining options has reduced the WEC due to a significant number of call
options being exercised at prices materially lower than the prevailing market price of base contracts.
Notably, refining the way call options are calculated will not always reduce the WEC, and the impact
caused in this case is largely a by-product of the volatility in financial contract markets.
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Queensland Competition Authority Individual cost components

1 INDIVIDUAL COST COMPONENTS

1.1 Retail component (R) «———{ Formatted: No. Heading 2

The R component consists of energy and retail costs. These include the costs of retailers

pt chasing electricity to supply to their customers, the costs of running their general operations,

an _a return for the risk they face by operating in the market.

1.11 Energy costs

E ergy costs are a key cost component of notified prices and include costs associated with
nolesale energy costs (the costs of purchasing electricity from the National Electricity Market
(NEM)), other energy costs (including the Renewable Energy Target) and energy losses.

This year, we engaged ACIL Allen to provide expert advice to inform our review and energy cost
stimates. As with our previous reviews, all of the information we relied on in ACIL Allen’s draft
report is available to stakeholders on our website.*

Wholesale energy costs

Retailers incur wholesale energy costs when purchasing electricity from the NEM to meet the
demand of their customers. They typically adopt a range of risk management strategies to reduce
their exposure to volatile wholesale electricity prices (spot price risk) when purchasing from the
NEM, including pursuing contractual and operational strategies.

We are considering setting wholesale energy costs based on ACIL Allen estimates that use:

® a market hedging approach—to simulate expected spot prices that a retailer faces (havin <——{ Formatted: List Bullet Indent, No bullets or numbering

regard to the likely variation in demand profiles and generation and supply costs) then
estimate wholesale energy costs for a retailer that hedges spot price risk (through exchange-

traded energy financial derivatives)

e market data up until January—to take into account of the most current information and
recent market developments.

This is broadly similar to the approach applied in previous vears, but we intend to also consider‘—‘{ Formatted: Body Text Indent

using ADM demand profiles when estimating wholesale energy costs.
Stakeholder submissions

EER said there had been meted-the-dramatic changes in market conditions since our last review
and it was important that sessested-that-our assessment shewld=incorporate-the-fellewing-tay

* thecurmrent-movements in fuel costs and generator availability

*__the impacts of government interventions (i.e. price caps for coal and gas) in December 2022,

| davelopmants:

& On this, EER noted that -reting-thetretailers purchased contracts for the coming year Qrioﬁ—‘{ Formatted: Body Text Indent, No bullets or numbering

] to the Government intervention when prices were high.eequired-AS¢-contractsat-higherprees

I 1 ACIL Allen Estimated Energy Costs draft report prepared for the QCA February 2023.
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Queensland Competition Authority Individual cost components

EER also raised concerns about incorporating data on demand profiles for customers on ADMs

when estimating wholesale energy costs. While this suggested-thatusing-demand-profilesef-ABM
should deliver a more representative consumption pattern_EER noted butexpressed-concasn

choutsuch-an-appreach-as-the-majority of its customers on ADMs are on flat-rate retail tariffs.?

Ar lysis and draft position

Jr draft decision is to set the wholesale energy costs based on ACIL Allen's advice using a market

hedging approach and up-to-date market data®. We have also refined our methodology to reflect
n irket developments, by incorporating and policy considerations -{discussed further below).

.e consider that this approach is transparent and likely to produce robust estimates that best
reflect the actual costs retailers incur when purchasing electricity from the NEM. It uses the latest
available market data up until 20 January 2023—including the uptake of rooftop solar PV AEMO's

itest peak demand and supply projections as well as market participants' formal announcements
on_generation availability/operation. This means it adequately takes into account the likel

variation in demand profiles and generation supply/costs within the NEM, while still meeting our
draft determination timeframes.

This vear, wholesale energy costs are estimated to significantly increase for small customer tariffs
(by 24.7 to 66.4 per cent) and large customer tariffs (by 40.3 per cent). This reflects the significant
increase in the cost of purchasing electricity in the NEM and market participants' expectations of
the this in future_including in response to the government interventions. We have discussed:

e the key cost drivers and impact of government interventions

Ko dss and-finds
Y

Formatted: Body Text Indent

f —-— Faint iated—with-the i Ld&b/—and—;eloabok&y—ef—sea&md—plams-and—thew———[ Formatted: Body Text Indent, No bullets or numbering

eem‘J Ch £L 4. H s ddal inithai 3. ES H & ES £
€ Reve-strrerearrom-majoer SeS ARt atiay S therretHrRte-SseRfice-aueto-uhroreseen

2 EER, sub. 5, pp. 6-7.
3 EER, sub. 5, p. 8.

# Further information is provided in Appendix B.

5. Saa-ARMO -Quartarhi b aY cs-Q4-2022 3. 2022
T 7 97 =7 7 7
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® refinements to our methodology this year

approach for estimating Market-develop toandpotiey idarat ‘——{ Formatted: List Bullet Indent

Torafi eurwhel 1 cost thadal wea-hava-i tad.

By )7 P

® time-varying wholesale energy costs for the new &#me-atuse-retail tariffs.

K y cost drivers drivers and impact of &government interventions

smpared to last year our estimate of wholesale energy cost:

~_decreases for customers settled on Energex NSLP—reflecting the projected decrease in spot <~—{ Formatted: List Bullet Indent, No bullets or numbering

price volatility in Queensland and other NEM regions

increases marginally for customers settled on the Ergon NSLP—reflecting the increasing
‘peakiness’ in demand from the uptake of rooftop solar PV in the Ergon area

®__increases marginally for customers settled on the Energex CLP—reflecting the load ‘——{ Formatted: List Bullet Indent

requirement and pattern of the Energex CLP.

In December 2022, the Australian Government partnered with the states and territories to
introduce an Energy Relief Plan with measures to address high energy costs, including temporary
price caps for gas and coal.

We are satisfied our approach Quswhelesal ay-costmethodelegy-captures the potential
impacts of these price caps through the incorporation of ASX contract prices and our spot price

analysis. To calculate the trade-weighted ASX prices for 2023-24, we have used contract prices
and trade volumes for Queensland since they were first traded (in mid-2018) until 20 January
2023 inclusive. Therefore, consistent with EER's views, our methodology captures the higher
prices of ASX contracts that retailers acquired from May to December 2022 and before the
government intervention.

Importantly, the ASX contract prices reflect, to date, the market participants’ views of the
potential impacts of these temporary price caps on the NEM. The potential effects of these caps
are best illustrated using the movement of ASX base contracts for the summer quarter for 2023—
24—that is, Q1 2024 (Figure 1).

As shown in Figure 1, since the war in Ukraine in late February 2022, ASX base contract prices for
Queensland (Q1 2024) have increased substantially, reaching a record high of approximately
$243/MWh. Since the commencement of the price caps, these contract prices have been lower,
fluctuating between $113/MWh and $137/MWh.
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However, in practice, retailers manage their spot price risk by locking in a price in advance for
part of their electricity requirements via trading in ASX contracts. In other words, retailers already
locked in a portion of their costs for 2023—24 prior to the commencement of the price caps.

This dynamic can be demonstrated using the movement in trade volume for the ASX base
contracts (Q1 2024), where approximately 91 per cent of the contracts were locked in before the
introduction of the price caps. This means that only 9 per cent of ASX contracts traded were
in 1enced by the price caps (Figure 1).

T : temporary price caps are expected to put downward pressure on the trade-weighted ASX
contract prices, as more ASX contracts are traded while the price caps are in force. For our final
. »termination, we will use ASX data until late April/early May 2023 to estimate contract prices.
S ice our data cut-off date of 20 January 2023, ASX base contract prices (for Q1 2024) have
_cabilised further, fluctuating between $114/MWh and $129/MWh.”

i line with EER's view, we have incorporated the government interventions into our spot price
rodelling. To do so, we assumed that the implemented price caps (i.e. $12/GJ for gas and $125/t
or coal) would be applicable to all relevant fuel supply contracts and be in force throughout
2023-24. We acknowledge this is a simplified approach, noting that there are potential
exemptions and a mandatory code of conduct for domestic gas producers is still being
developed.®

However, at this stage, we consider such a modelling approach to be reasonable, as it reflects
current government policies in terms of the temporary price caps. We will monitor this matter
closely and incorporate further developments regarding this intervention into our spot price
modelling for the final determination.

7 For this assessment, we have used ASX contract data from 23 January until 15 February 2023.
8 See Australian Government, The Treasury, Options to ensure the domestic wholesale gas market delivers for
Australians, accessed on 31 January 2023.
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Figure 1 Queensland ASX base contract for 2023-24 (Q1 2024)
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Source: ASX Energy and QCA analysis.
Methodology refinements <+~ Formatted: No. Heading 4

Demand profiles for ADMs

Consistent with EER's view, we consider incorporating the demand profiles of ADMs would
improve our approximation of electricity consumption patterns. On this basis, we propose to
combine the relevant ADM profiles with the NSLPs when estimating wholesale energy costs.

This is consistent with what retailers do, in practice, when developing their hedging strategies.
We understand that retailers in south-east Queensland would combine the profiles for ADMs and
accumulation meters (for a specific customer group) when undertaking hedging activities.

ASX options

We consider there is a need to improve our estimation of the costs that retailers face when
trading in ASX call options to manage spot price volatility. Our existing approach to estimating
ASX contract prices includes options by using a simplified approach, where costs of options were
approximated using the volume of options traded and ASX daily settlement prices for base
contracts.

However, recent market volatility has prompted us to consider refining this approach. To reflect
the costs of trading in options more accurately, we propose to incorporate addition data to refine
our approach including the strike prices, premiums and trade volume of call options. More details
of our assessment are available in Appendix B.
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Other energy costs and losses
Retailers incur other energy cost when purchasing electricity from the NEM, namely:

® Renewable Energy Target (RET) costs—costs associated with the purchase of certificates to
meet the targets mandated under the RET®

»—NEM management and fees and ancillary services charges —fees levied by AEMO to cover

the costs of operating the NEM _and services used to manage

used-te-manage-power system safety, security and reliability

Reliability and Emergency Reserve Trader (RERT) scheme charges—charges levied by AEMO
to cover the costs of maintaining power system reliability and security using reserve

contracts. The RERT scheme allows AEMO to contract for emergency reserveces such as
generation or demand response outside of the NEM

9 The RET, consisting of the Large-scale Renewable Energy Target (LRET) and Small-scale Renewable Energy Scheme

(SRES), provides incentives for the electricity sector to increase generation from renewable sources and reduce
greenhouse gas emissions.
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* prudential capital costs—the costs a retailer incurs to provide financial guarantees to AEMO
and to lodge initial margins with the ASX for financial contracts,

Retailers also incur costs associated with energy losses. This is because retailers need to purchase

more electricity than is demanded by customers to allow for losses that occur when electricity is

transported (via transmission and distribution networks).

Dali L.iu..,. and € s y D Icad r(DCDT) b b a g a laviad L“'. '\‘:Mf‘-——{Fonnatted:BodyTextIndent, Nobuﬂgsornunﬂgerhg

verthacosts-of intaini + liabilibrand-securibeusina tract
te B Y 'ht‘y Y =3

—MWe also intend to consider any costs incurred due to market events during 2022, particularly

‘2 _relation to the eests e e e e
D it theni SO
* shspertad

SEieelSra o o £ during June2022—a series—of tc lod to tha trigger of the

rdministered price cap?® and suspension of the NEM (from 12 to 24 June 2022). If this resulted

1 additional costs being incurred, it could be appropriate to consider incorporating these into
our estimates.
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Stakeholder submissions

EER said suggested-that-we should estimate NEM fees using a forward looking approach and
incorporate the RERT costs as part of notified prices. However as #-alse-highlighted-that-the
AEMC is still considering #+e-compensation claims relating to the administered pricing event (in
June 2022) EER said -and-untiltheseclaimsarafinalisad|it would be difficult to quantify retailers'
liabilities_until the claims are finalised.*

Analysis and draft position

Our draft position is to estimate other energy costs and losses based on reliable sources of
information to ensure these costs appropriately reflect those likely to be incurred by retailers.
Consistent with the approaches we used in past determinations, we have estimated other energy

costs and losses as follows: the-approachessummerised-inHeure2:

10 The administered price cap is essentially a last-resort safety-net price that aims to stabilise the electricity market

by capping prices in the NEM following a prolonged period of extreme prices. It is designed to limit market

participants' spot price exposure and, at the same time, provide sufficient revenue for generators to cover their

short-term costs and to continue supplying electricity through normal market mechanisms.
11 EER, sub. 5, pp. 8-9.
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Figure 2 Appreacheste-aEstimating other energy costs and losses

Large-scale Renewable Energy Target (LRET) costs

These costs were estimated using forward prices for large scale generation
certificates (LGC) and renewable power percentage (RPP) values derived from
mandated | RET targets and estimates of electricity acquisitions.

RET costs

Small-scale Renewable Energy Scheme (SRES) costs

These costs were estimated using the clearing house price for small-scale technology
certificates (STC) and small scale technology percentages (STP) that reflect the most
recent expected uptake in small scale renewable energy systems.

These management fees were estimated based on the latest data from AEMO,
including historical costs and projected changes in costs.

Ancillary These charges were estimated using the average historical costs observed over the
services preceding 52 weeks.

Prudential costs

RERT scheme These charges were estimated using the historical costs published by AEMO for the
charges preceding 52 weeks (excluding costs incurred in June 2022, see June 2022 events).

These losses have been estimated by applying transmission and distribution loss
tactors published by AEMO, in a manner that aligns with ALMO's settlement process.

2022 were estimated usingthe latest

June 2022 uﬂe’theREﬁToos’t’smdmmuaﬁon

events

incl

This produces a forward looking estimate which as EER noted do incorporate changes in NEM

feesestimatedby o e e ‘LY:"P‘ - e
1) . £ b + -l H dt tail Thi H b k.
Stinates—er—other—enRergy—eosts—and Heurred—by—+ S—HRis—is these
thaodelk g:nr are l‘b danith-thea ey dail incurthasa-costs-in = i and-usae-thalatast
kot data k. HEY N nd iate-t h tha wiacv-ofthaacti t3
T PProp 4 Y

historicalfaasand-draft-budgetad-percantage-changesfor 2023-24.12 We have also

i ; o incorporated costs associated with the RERT and
market events in June 2022_-in-this-dreft-determination—intermsofcompensetion-claimsrelating
it et + - includingeé claims eests-thetfinalised

by the AEMC to date. has-finalised-to-date-into-ourdraftnotified-pr We will update our cost
estimates for the final determination if more up-to-date information is published by the AEMC
and AEMO.

i L findi

c ; ; { ; ; e
Compared to the estimates from last year, our draft estimate of other energy costs is around x
percent:

o x per cent (Sx/MWh) lower for small customer retail tariffs [summarise aspects here]

12 AEMO, 2022-23 AEMO Budget and Fees, 2022..
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e x per cent {Sx/MWh) lower for large customer retail tariffs [summarise aspects here].

in the forward prices of large-scale generation certificates ?,::Iet + Aligned at: 1.5 am + Tab after: ‘2. am + Indent at: 2

. [LRET costs will increase by approximately 44 per cent ($2.19/MWh)—driven by an increase y—l Formatted: Outline numbered + Level: 1 + Numbering Style:
* SRES costs will decrease by about 37 per cent ($4.04/MWh)—driven by a decline in the

number of small-scale technology certificates retailers are required to purchase

¢ \EM management fees will increase by around 2 per cent ($0.02/MWh)—reflecting an
ncrease in costs related to operating the NEM

* ancillary services charges will decline by approximately 58 per cent ($0.82/MWh)—due to
lower costs for frequency control ancillary services (FCAS) in Queensland.*®

prudential costs for small customers will increase by about 27 per cent ($0.69/MWh)—
reflecting elevated contract prices and greater expected price volatility in the NEM

» prudential costs for large customers will decrease by approximately 5 per cent
($0.10/MWh)—primarily due to changes in the shape of the relevant demand profile with
more electricity consumed during the non-peak period, instead of during peak period

® RERT costs will decline by approximately 99 per cent ($1.00/MWh)—driven by fewer
activations of the RERT to assist with power system management (this estimate excludes
RERT activations during events in June 2022)

® costs iassociated with market events in June 2022 to be $0.89/MWh. These include the RERT /[ Commented- Summarise these in the overall 2 dot points
and compensation costs determined and published by AEMO and AEMC to date. it

—322 L (82 oo amariy ] forl 3 tailiamifL
L y 7

As part of this draft determination, we have estimated energy losses using AEMO's 202223
published loss factors, as the final loss factors for 2023—24 have not yet been determined. We
will update the energy losses for the final determination using AEMO's 2023-24 loss factors.

Total energy costs included in draft notified prices

In summary, draft total energy costs are estimated to increase for all customer groups, compared
to last year's estimates. Figures 3 and 4 show the overall energy costs included in draft notified
prices—compared to last year’s estimates—by tariff type for typical small and large customers.

BECAS is a process used by AEMO to maintain the frequency of the electricity system within the normal operating
band around 50 cycles per second.
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Figure 3 Draft energy costs—typical customers on small customer tariffs (incl. GST)

2022-23 $614.39 Tariff11

Tariff 11 increases by
2023-24 $934.83 $320.44 or 52.2%

2022-23 $191.56

Tariff 31
1 riff31 increases by
2023-24 - $225.35 $33.79 0r 17.6%
2022-23 -5188.21 Tariff 33
rariff 33 increases by
2023-24 -5221,38 $33.16 0r 17.6%
hez-a Tariff 20
Tariff 20 increases by
2023-24 $1,023.33 $350.77 or 52.2%

$

0 $200 $400 $600 $800 $1,000 $1,200 $1,400 $1,600 $1,800
orgy $ per annum

Figure 4 Draft energy costs—typical customers on large customer tariffs (incl. GST)

2022-23 $19,068

Tariff 44

Tariff 44 increases by
$5,616 or 29.5%

2023-24 $24,684

2022-23 $70,279
Tariff 45
Tariff 45 increases by
$20,699 or 29.5%
2023-24 $90,978
2022-23 $37,112
Tariff 46
Tariff 46 increases by
$10,931 or 29.5%
2023-24 $48,043
$0K $30K $60K $90K $120K $150K
eneray $ per annum
Note: Amounts are rounded to the closest dollar. Percentage changes are based on unrounded amounts. 4—( Formatted: Table Note Indent
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Time-varying wholesale energy costs «——{ Formatted: No. Heading 3 (no num)
As 1oted in section ve have been asked to develop 3 modified wholesale epersy cost
m hodology for two new time-of-use tariffs specifically to produce greater price differentials

weighted spot prices throughout the day which are typically lower during non-peak periods

Using such an approach would maintain the same level of wholesale energy costs (as tariffs 12B
and 22B) but change the way these costs are recovered throughout the day to encourage

prveoiiics £ iff he Mini | d o j
electric vehicle charging during non-peak periods.

Table 1 Time: L holesal f 2 f- il tariff
Retail tariff Period
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"~ { style Definition: Footnote Text

af OVERARCHING FRAMEW ORK—RSHE-ANB-RRICING-MATTERS

This chagter previdesprovides our draft gosmons on key issues to consider +his-chepterprovides
£ e thisaar s arica dat Ay S ansatsond ko dosuas
te-besensideradin this year’s price determination, including overarching framework matters that

affect the cost level, structure and availability of tes#snotified prices.

reference) that we must consider when setting notified prices. —ard-app hforcattinghotifiad

R | 2 Il 1 B e 2 kel d 2k T | e T £
+ ¢ L2l § ke o )
ye LY Y oo ol (N e = il : E P ThIS ear, the

delegatlons include -Ministerhas-includad-additional matters for us to consider that support
broader Queensland Government initiatives relevant to developing new retail tariffs and setting

edvanced-digitalmetersmall customer{ABMY} metering charges.

The matters discussed are:

e context for setting notified prices for regional Queensland (section 3.1)

® our approach to setting notified prices for 2023-24 (section 3.2)

® our consideration of additional matters (section 3.3). 4——{ Formatted: List Bullet Indent
1.1 Context

associated with supplying electricity in regional Queensland are much higher than the costs to

supply south-east Queensland customers, as electricity needs to be transported over long
distances and to a sparsely located customer base.

(UTP). In effect this policy requires that most customers in regional Queensland pay no more for

electricity than their south-east Queensland counterparts.

the toxtof our i The framework in which we set regulated electricity prices for
regional Queensland requires us to have regard to a range of matters_including those set out in

the Minister's delegation. In this way, the Minister can specify policy matters which we must have
regard to. While aspects of the delegation have changed over time we have consistently been
required to consider the UTP.2

1initially we were delegated the task of determining regulated electricity prices across all of Queensland. The Queensland

government deregulated retail electricity prices for south-east Queensland from 1 July 2016.
2 We have explicitly been required to consider the UTP since 2012-13.
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Accordingly we set prices in a manner that means most customers in regional Queensland pay

sills lower than the costs to supply electricity with customer bills subsidised by the Queensland

Sovernment.2

Iha tt discuscad-aras

=
d tic oac orl o-date_hichar int $i l dis . el L6 . =
P + ey gf‘ dyff;sulﬂes—seumﬂg

humiditi in wth Q. land-Alse~cold-fronts-inJuna-d un-haati ) dand
Y T L

idad with a H sa-a din-Ou 1 d.8

3 The Queensland Government funds the difference between the cost of supply and the prices paid by customers through
the community service obligation subsidy paid to Ergon Energy Queensland (EEQ). The subsidy is expected to be $568
illion i 3 3 K 0 D

million in 20 geef Pape
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«—{ Formatted: No. Heading 4
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;b Approach for setting notified prices
The terms of the delegations require us to consider:

* the Queensland-Government'suniferm-tarifpeliey{UTP}, which provides that, wherever
possible, customers of the same class should pay no more for their electricity, and should
pay for their electricity via similar price structures, regardless of their geographic location

® using the network plus retail (N+R) cost build-up methodology to set notified prices, where
the N component (network costs) is treated as a pass-through and the R component (energy
and retail costs) is determined by us.

romlatans d

natanc for O 1 ddctc bidarc (L adbraon D oic bt onl
T 12

W Tha o land L andlebeRlanoutlnac hauw O lond/c =2 sl i =7 to-dalyvar nlnnn, salabla

%N Lanazd o $ land's-Raw-Zaro-Ermissi Vahicla Strot, fat land o $ auobe to datad
T e o

20 bar 2022 v owad 5 0 bar 2022
T
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The delegations are consistent with previous years, and eusappreach-to-settingthe way we have
et notified prices in previous determinations. Sa-thatbasis-we-arecensidedngsettingOur draft

position is to set notified prices using the same approach #his—yeerapplied in previous years;

St e

e having regard to the UTP, by retingwe-have-previeushesatsetting notified prices:

— for small customers—based on the costs of supply in south-east Queensland (SEQ)

— for large business customers—based on the cost of supply in the Ergon region with the
lowest cost of supply that is connected to the NEM*¢

® usiag-using the N+R methodology_by —where-applying the network prices and tariff
structures approved by the AER erewsed-as-the-base-(i.e. passing through the N component)
end-then adding our estimate of energy and retail costs (i.e. the R component determined by
[

Thic b hac b fitad maoct cuct in se-prica-dat inati Qk-—n..gl‘-

PP P P

to-comatariffcithat athar ratail e net-hava mada dabloto cict intha
SEC A - .
|
Further information on the individual cost components, and our approach to setting these, is
| diseussad-provided in chapter 34.

| _ 21  ieplcationsforelectrcitypricesandaAffordability considerations *—‘——{ Formatted: No. Heading 3

We are mindful that electricity prices in regional Queensland ase—acontinue to be a primary
concern for stakeholders, with equitable pricing and affordability issues raised in submissions.*®

Our approach to setting notified prices is framed by the relevant legislative factors set out in the

| Electricity Act. While these do not oblige us to consider affordability, we are required to consider
matters and-thein the delegations.

w

¥e continue to have regard to the Sueenslend-Covernmentsuniferm-tarfpelieyUTP, which is
the policy mechanism in the delegations -aveiebletethat helps deliver more affordable electricity
prices to customers in regional Queensland-fexplained-insection-3-2}. Our approach to setting
notified prices gives greater weight to applying the UTP than other factors we must consider.2

However, we acknowledge that the UTP does not-+hisdeesret shield customers from price these
impaetsncreases arising through increased market volatility and higher energy costs_ which are

16 This reglon is the Ergon Distribution east zone, transmission region one.

L= ¥al 1 + D nl va

18 Cotton Australia sub. 1 p. 1 BRIG sub.2 p.1 PVW sub.4 p.1 QFF sub.6 p.3.

19 For example we give greater weight to the UTP than cost reflectivity which we are required to consider under the
Electricity Act.
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prevalent in the current market environment and impacting customers across the NEM including

n south-east Queensland (see as-deseribadsections 2 1 and 4 2)abeve. /[ Formatted: Highlight

Formatted: Highlight

In_response to the current market environment S#s—this—the Commonwealth Government
introduced the Energy Price Relief Plan with measures to address the higher energy costs.?° These

measures included targeted-bill-assist and-temporary price caps for gas and coal which are
key inputs for thermal generators H Our approach to_estimating whelesale—energy costs Commented - finding it very hard to find anything
: ol i : + : than this line from news articles. Not
medeba tures-the—in £ ¢ mmgmm e coal cap v
considers the potential impacts of -eap + he price caps_(se S e s e
section 4 2) ~ireliding-through-ourspetpH e e e just remove the fn altogether
prices Commented 1 would link t stuff and if we
3 = & . need, add in a summary tag line when we know more... about the
While our ability to further address affordability concerns may be limited there are Stherother impact [1 think the news stuff says it will help, but just not right
more direct support measures-te-address-affordability-concernsinclude-meore-direct-measures; away... so we'll see if there's anything a bit more explanative for a 1
liner!!]

available which ensure customers who are in _need (and are eligible) can access additional

support. Such measures include sueh—as—concessions and rebates, broader income support Formatted: Highlight

arrangements, consumer protection frameworks and customer hardship programs. The
Commonwealth Government's Energy Price Relief Plan also included targeted bill assistance
measures. S« b o nourathat coct wha oo in o = (»\n.-l aro. Iig&b‘e)_a‘Hb.‘e_‘e

diract!k apv-additional ific-ct =3 Hablaswheaen-itis ded
Y y-addit =P PP

Box 1 summarises the key support measures currently available to electricity customers. We
encourage any eleetrieity-customers thetare-facing hardship to contact their retailer to discuss
support measures that may be available to them.

20 commonwealth Government Energy price relief plan [media release] Commonwealth Government website 9 December
2022.
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Box 1 Support for electricity customers in regional Queensland
Customers facing payment difficulties should contact their retailer to find out what support
is available.

Hardship policies

Under the NERL, retailers have obligations to help customers that are in financial hardship
or face payment difficulties.

Ergon Energy Retail’s customer assist program is available to eligible customers who are
experiencing financial hardship_helping with-# payment_of thei—electricity bills, including
via payment plans.

Government schemes, concessions and other programs and ]resources

Eligible Queensland pensioners and seniors can access electricity rebates.

The home energy emergency assistance scheme provides one-off emergency assistance for
households experiencing problems paying their electricity bills as a result of an unforeseen

emergency or a short-term financial crisis that has occurred within the past 12 months.

The electricity tariff adjustment scheme helps businesses transition from obsolete to
standard tariffs by providing transition rebates on their electricity bills (eligibility
requirements apply).

The ecoBiz program helps small to medium businesses develop an action plan to cut energy
costs, providing benchmarking assistance to help track resource use and on-site coaching
sessions to help identify opportunities to implement initiatives to cut energy costs.

The drought relief from electricity charges scheme provides drought declared farming
businesses with relief from supply charges on electricity accounts used to pump water for
farm or irrigation purposes.

Further information can be found on the Queensland Government’s website.
Resources for stakeholders include:

(a) QFE's website provides information and resources on electricity prices,
understanding your bill, government schemes and concessions available and specific
information for different industries, including specific programs available for
customers.

(b) __Ergon Energy Retail’s website provides a range of information to assist customers,
including households, businesses and farming customers.

{b}{c) The Commonwealth Government's energy website provides advice for households

and businesses on how to manage bills and improve efficiency as well as setting out
rebates and assistance available in different jurisdictions, including Queensland.

Dispute resolution

Customers can contact the Energy and Water Ombudsman Queensland for information on
how to lodge a complaint or resolve a dispute involving their electricity, gas or water
supplier.

Queensland Competition Authority

RTI Document No. 8

Commenwdq:enmed business energy savers program,
as it doesn t appear available anymore (gov site saysitsa
previous energy saving plan):

The business energy savers program provides free audits to
agricultural c and large busii on their energy usage
and advice on how to reduce electricity costs by using electricity
more efficiently. The Queensland Government worked with the

Q Farmers' F (QFF) to deliver the program (180
agricultural businesses are reported to have used this program to
date).

ecoBiz seems to be the new thing

Commented roger that!
We might message ew (dept) to see if he has anything to add)...
he would know surely!

[
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S5 Additional matters

he terms of the delegations include additional matters this year, which relate to Queensland<——{ Formatted: Body Text Indent

government initiatives aimed at facilitating and accelerating the transition to renewable energy
(including the uptake of electric vehicles (EVs)) and targeting 100 per cent penetration of

advanced digital meters (ADMs) by 2030.2%22
=

Aoy New retail tariffs

WZe have been delegated the taskhe+ of thadelagationragquira st ides of developing /{Formatted Font: Not Bold

two new retail tariffs that build on the existing small customer time-of-use (TOU) tariffs 12B and
22B (the ‘solar-soaker” tariffs), namely:

* aresidential 3-rate time of use energy tariff

* asmall business 3-rate time of use energy tariff.

The terms of the delegation provide for the N component of the new retail tariffs to be set using—ﬁormatted: Body Text Indent

the approach we apply for existing TOU tariffs 12B and 22B. However Oa-this—the-Ministarsaid

Fhe—the delegation includes specific pricing considerations for setting the emergy—eestsR
component for the new retail tariffsswhich-the-Ministersaid-would—providesharperrtetai-tarif
pricasignals pared-te-tha-existingFOU-tarffs12B-and-22B.*-. In particular_we have been

asked to develop a methodology to provide greater price differentials between peak and non-

peak periods (compared to the existing TOU tariffs 12B and 22B).22

The Minister said these tariffs would mean suitable options are in place for EV customers to make /1 Formatted: Font: Not Bold

the most of charging options during the day (when network utilisation is low and solar PV

generation is _high), supporting the use of more renewable energy, consistent with the
Queensland Government's initiatives.2

The Setiis—tha-bdin I E=vi Ay -y - Lo mdnimidn --s-- I N F

£l ] a4 C 20, 2 222 22 2 4 o3 ey N £ Ll

2 The Queensland Energy and Jobs Plan outlines how Queensland’s energy system will transform to deliver clean reliable
and affordable power for generations. For more information see Queensland Government Queensland Energy and Jobs
Plan_Department of Energy and Public Works website n.d. viewed 31 January 2023. Similarly the AEMC recently
recommended a similar target of a universal uptake of smart meters by 2030 in NEM (AEMC Review of the requlatory
framework for metering services draft report November 2022 pp. i 19.).

% Queensland Government, Queensland's new Zero Emission Vehicle Strategy, Queensland Government website, updated
20 September 2022 viewed 31 January 2023.

EAppendwArMastors covarlatior:

=

28 Clause 2(b) of the terms of reference for the new retail tariffs Appendix A.

2 Appendix A: Minister’s cover letter.
e e e
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development of these new mew-retail tariffsir—this—menrer including—hevingregard—te—the
e Hons,—was initially canvassed {and generally supported by

stakeholders} as part of last year’s notified price review. As-thenewretailtarfsaraundarpinnad
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Mtakeholder submissions

In general, stakeholders were supportive of us developing new retail tariffs aimed at providing
sharper price signals to customers.3* However stakeholders raised a range of matters for us to
consider:

® Many stakeholders emphasised the need for the tariffs to be made available beyond EV and ‘——{ Formatted: List Bullet Indent

battery storage customers.?* On this BRIG said we should consider allowing large SAC
irrigation customers operating in the 100-160MWh bracket access to the new retail tariff.3®

®_BRIG suggested price levels for the new small business retail tariff and said that the peak
period for the TOU tariffs should be reduced from five to three hours.2Z

®_The Pioneer Valley Water Co-operative said the new tariffs did not take into account that for<———‘[ Formatted: List Bullet Indent

agricultural irrigation projects it is optimum to operate at night.22

® _QFF said the new tariffs must be cost-reflective to encourage EV users to charge at optimal

times. More broadly QFF said costs to upgrade the network for EV's must not be spread

31 Appendix A: Minister’s cover letter.

R pcthor of ton on bou o oot AerDy ctc cdcoccod nooct on 29

34 Ergon Energy Network and Energex sub.3 p.1 BRIG sub.2 p.2 EER sub.S5 p.10. /‘[Formatted: English (United Kingdom)
35 i

36 BRIG sub.2 p.2.
37 BRIG sub.2 p.2.
38 pioneer Valley Water Co-operative sub.4 p.1.
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across the network and users should be consulted on the impacts EV's could have on the
NEM.32

o_[FER said instead of implementingintroducing the new retail tariffs in addition to existing

tariffs 12B and 22B we should make these obsolete [wtth a 24 month Qhas&out date! or

large suite of regulated retail tariffs and tbat-as-the minimal impact it would have on

customers. bn our approach to setting the R component EER recommended we apply a _
weighted calculation using both digital meter and net system load profile (NSLP) data. EER

said the majority of its digital metered customers were on flat-rate tariffs meaning their

load shapes may not reflect the load profile of a customer on a TOU tariff. Further, it said the

relatively small number of customers on tariffs 12B and 22B would not enable us to build

wholesale energy costs for the new tariffs.2

Analysis and draft position

gazette notice) by:

e _setting the N component by applying the network prices used to set existing TOU tariffs 12B

and 22B (i.e. the relevant network prices for the Energex distribution area but utilising Ergon

Distribution tariff structures)
®__setting the R component by:

— estimating time-varying energy costs whereby existing wholesale energy cost estimates
are used as a base and allocated to different time periods on a set of weightings aligned

with the distribution of spot price variations throughout the day

= estabhsh ng retall costs using the same aggroach taken to set exxstmg TOU tariffs 128 and‘——‘{ Formatted ]

vanable retail cost allocators).

As the Minister said, the intent of the two new retail tariffs is to provide stronger price signals‘——{ Formatted: Indent: Left: 1.5 cm, No bullets or numbering ]

than the existing TOU tariffs which could encourage use during daytime periods where network

3 QFF sub. 6 pp.4-5.
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1ssociated costs that are of concern to QFF.

The terms and conditions for the new retail tariffs will be consistent with the existing TOU tariffs
12B and 22B. This means the new retail tariffs will not be restricted to EV and battery storage
customers. While the tariffs aim to encourage a more sustainable uptake of EVs_the tariffs will
be available to residential and small business customers who can access existing tariffs 12B and

22B respectively.2:

Setting the new retail tariffs in the manner described above is consistent with the broader pricing

approach (see section 3 1) and the specific considerations for the two new retail tariffs. /{ Formatted: Highlight

rices and establishing retail tariff structures (including peak periods) different from the

corresponding network tariffs would not be consistent with the delegation including
reguirements to consider the N+R methodology and the UTP. Similarly, with respect to QFFs view
that EV customers should face cost reflective prices_while this is a factor we consider under the
Electricity Act we must also consider the UTP.

While setting energy costs in the manner described above is a departure from our usual approach
and does not reflect how retailers are likely to incur their costs,*s it is consistent with policy

guidance from the Minister. It is also reflective of the evolving market conditions with the
accelerated roll-out of ADMs giving customers the ability to manage their energy use and

consumption patterns more efficiently.*® This means that time-varying wholesale energy costs
are likely to be more appropriate as the penetration of ADMs increases.

We provide further detail on our approach to setting the individual N and R components in
chapter 4.2

While the Minister's cover letter indicates that the new retail tariffs will be additional to the
existing TOU tariffs 12B and 22B,*® we acknowledge EER's view that the existing tariffs should be
phased-out given the number of regulated retail tariffs already available. We also note it views
considers thatthe customer impacts from making the existing tariffs obsolete (with a 24-month

phase-out date) or repurposing the tariffs would be minimal.

As wewe noted previously in our review of the retail tariff schedule as part of our 202223
determination providing too many tariff options (particularly of the same tariff type) can be

counter-productive and may make it more difficult for customers to assess their options and

switch to alternative tariffs.

Our draft notified prices show that the new retail tariffs will be similar in structure and overall
cost to the existing TOU tariffs 12B and 22B. Further it is our understanding that the existing

4 Given the intent of these tariffs is to encourage electricity use during the day these tariffs may not be well suited to
irrigation customers who prefer to operate at night. We encourage customers to contact Ergon Retail and explore what
retail tariff options are available to them.

 This means the new retail tariffs will not be available to irrigation customers operating in the 100-160MWh bracket.
Customer demand thresholds are established in legislation and not something we can change. As such these concerns go

beyond the scope of our review. We explain how we are constrained in considering such matters in Table X.
45 For instance we currently include a flat-rate energy cost component in notified prices which best reflects how retailers

are hkely toincur costs in Qractloe isee sectlon 4 ,2) /—[ Formatted: Highlight
in the context of electric vehicles. the context of electnc vehicles.
47 We have addressed EER's concerns on approach to setting the R component in section 4 2. //{Formatted: Highlight

% Appendix A: Minister’s cover letter.

11

Queensland Competition Authority RTI Document No. 8 Right to Information Act 2009



Queensland Competition Authority Overarching framework—policy and pricing matters

tariffs have relatively low uptake |less thanapprexisately 26-50 NMIs and 324-150 NMIs lassigned
espectively).2

Accordingly with the introduction of these new TOU tariffs #we are minded to make the existing
TOU tariffs 12B and 22B obsolete. We seek stakeholder views on this matter, including whether

there is merit in retaining these tariffs or whether these tariffs should be removed and if the 24-

month phase-out date proposed by EENis appropriate aad-whathorisappropriate We also alse

seek to understand the impact on customers, including to understand whether customers have

made investments or otherwise structured their business to take advantage of these tariffs.
Should stakeholders consider there to be minimal impact on customers, we seek views on
whether repurposing the existing TOU tariffs may be an appropriate alternative to removing them

in this instance.®®

1.3 Metering ehargescosts (bring Thomas' work on new matters up here)

The delegation requires us to consider:**
® setting advanced digital meter (ADM) charges for small customers based on:
— Energex (SEQ) metering costs
— forecast deployment rates for advanced digital meters in regional Queensland

— cost recovery, as an element of the R components, across all standard retail contract
customers for each regulated tariff

® setting a retail charge based on Ergon Energy Retail’s average costs of manually reading a
type 4A meter, for customers who have voluntarily disabled the remote communication
function of their ADM.

The delegation contains different matters for us to consider when setting ADM charges this
year.>2 The Minister’s cover letter noted that enabling retailers to recover the costs associated
with the provision of all metering services is important in the context of the Queensland
Government broader energy plans, which targets 100 per cent penetration of AMBsADM devices
by 2030.33 The Minister also said it is important to ensure similar customers do not pay different
amounts simply based on the type of meter they have (consistent with the UTP).5*

% As at 25 April 2022.

3 Repurposing the existing TOU tariffs would mean tariffs 128 and 22B become the new retail tariffs with energy costs
calculated according to our new methodology described above. Customers would no longer be able to access existing
TOU tariffs calculated according to our usual approach and there would be no phase-out period. In effect tariffs 128 and

228 would be replaced with the new retail tariffs.
st Appendix A: Minister's delegation, terms of reference, paragraph 2(d).

52 We first set ADM charges as part of the 2020-21 final determination of notified prices. Prior to this, metering charges for
small customers were set separately by the Minister following our determination of notified prices.

53 Queensland Government, Queensland Energy and Jobs Plan: Power for generations—70% Renewable Energy by 2032,
September 2022, p 36.

54 See our final price determinations for 202021, 202122 and 2022-23 on our Regional electricity prices web page.
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EER recommended that we apply a similar methodology to that applied by the AER in calculating
metering charges for the 2022—23 DMO prices.3

With respect to determining the average costs of manually reading a type 4A meter EER said this
would be difficult and complicated by the geographic location of the meter, access to the meter

and availability of meter reading staff. It stated that only a small number of its customers have
chosen to disable the communication function and its preference was to remove the ability for a
customer to elect to disable meter communications which would overcome the need for this
charge. Accordingly it suggested the fee be aligned to the special read contained within Schedule

8 of the Electricity Requlation 2006 as a short term solution.2® /{ Formatted: Italic

Formatted: Font: Not Italic

QFF said detailed consultation should be undertaken to understand what the impact of th \{
e‘\[ Formatted: Body Text Indent

metering costs will be for consumer energy bills.2Z

Analysis and draft positionWe-are-considernasettinathemeterinacharges

fat oot koot
=2

<-—‘-‘[ Formatted: No. Heading 3 (no num)

35 EER sub.5 p.10.
36 EER sub.5 p.10.
57 QFF sub.6 p.3.
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1 INDICATIVE BILL IMPACTS
Overall, draft notified prices indicate that typical customers?® on all major tariffs can expect an
increase in their electricity bill this year:
o for small customers, the increase is x [if different aspects, can identify here using similar
sentence below
o for large customers, the increase is X. [[if different aspects, can identify here using similar
sentence below
[" the same aspects increasing small and large: The increase in customer tariffs is largely due to
d significant increase in [estimated energy costs], as well as increases in x.]
. nis chapter provides aA snapshot of the key elements driving notified price increases, as well as
i indicative customer bill impact_charts and comparisonss-is—previded
isonindividualeo B e
1 4 4] =i =i 1 'S ! 4 L hill HI| =i £l I h ol 4+ s bl
= s y-eep £ ¥ Y
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__Why are notified prices increasing this year?

;\\\[ Style Definition: Footnote Text

B %f*‘[ Formatted: Body Text Indent

Rising energy costs

The increase in energy costs has been driven by higher wholesale energy costs across the national
energy market (NEM).

FThe NEM has faced extraordinary volatility and uncertainty in recent times. This has e-impaets
have been felt across Queensland, with wholesale energy costs reaching record highs. For
instance, Queensland was the NEM'’s highest priced region in the June quarter of 2022, with
average quarterly spot prices reaching $344/MWh.3

Several international and domestic factors contributed to upward pressure on wholesale energy
prices in Queensland, including:*

e atighter supply—-demand balance—due to a slowdown of renewable energy generators
coming online (compared to recent years) and the reduced availability of thermal generators
(such as the outages experienced at Kogan Creek and Callide C (units 3 and 4))

* higher gas and coal prices—thermal generators face higher fuel costs, due to prevailing high
domestic gas prices to date, higher international commodity prices and difficulties sourcing
coal due to heavy rain impacting open cut mines in New South Wales and Queensland,

1 The typical customer for a given tariff is the median or middle customer in terms of consumption among all customers on
the same tariff in regional Queensland. Typical customer consumption data was provided by Ergon Retail (see Appendix

E).
2 See chapter 4 and 6 for detailed information on the individual cost components and draft notified prices (respectively).
3 I\EDI Whal, /, Lot q +. I’ {Q‘) ‘7!‘\’7’7][ S B h ’m'ml p ‘.!A
4Qf‘/\, SEN rotail ol 3 3 kot it H ¢ 2027122 yap yfl InY b, ’1(1'7’1, p 1/IQ‘
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ongoing impacts from the war in Ukraine and the continuing global supply constraints
resulting from covid-19

e weather-related high demand—resulting from continuous periods of warm weather and
humidity in northern Queensland. Also, cold fronts in June drove up heating demand and
coincided with record maximum demand in Queensland. 8

/[ Formatted: Superscript

Formatted: Superscript

- 4( Formatted: Body Text Indent

B ' dicative customer bill impacts

The We-have-prepared-echarts showing indicative annual bills for typical customers in 2023-24
“ased on the draft notified prices, compared to annual bills using the-current (2022-23) notified
rices.

Importantly, an individual customer's actual bill will vary depending on how much electricity they
use. We recommend that customers engage with their retailer for further advice and

information reflecting their individual circumstances.

Customers should note that the indicative bills do not include metering charges.”

140 Residential customers

Typical customers on the main residential tariffs (tariffs 11, 31 and 33)° are expected to pay
around X to X per cent more for their electricity in 2023-24.

Figure 1 Bills for typical residential customers, 2022-23 and 2023-24 (incl. GST)

Note: Amounts are rounded to the closest dollar. Therefore, amounts presented may not add precisely. Percentage
changes are based on unrounded amounts. Metering costs are excluded.

5 QCA, SEQ retail electricity market monitoring 2021-22 report, December 2022, p. 148.
AEMO, Quarterly energy dynamics Q2 2022, 2022.
7 This is to provide a like-for-like comparison with current notified prices. This year, the delegation asks us to include
metering costs within the retail cost component of notified prices (in previous years, metering charges were separate to
(and not included in) notified prices). See section 3.X for further detail.

8 Eor idaentialcust without tral load dito-tha default- market-offarori 202122 AER Dofault
g 14 P g 7€F

9 Most residential customers are on tariff 11, but many customers also access load control tariffs—tariffs 31 and 33—for
appliances that do not require a constant supply of electricity (e.g. hot water systems and pool pumps).

Queensland Competition Authority RTI Document No. 9
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1.2.2 Small business customers

Typical customers on the main small business tariff (tariff 20)*° are expected to pay around X per
cent more for their electricity in 2023-24.

Figure 2 Bills for typical small business customers, 2022-23 and 2023-24 (incl. GST)
Nc >: Amounts are rounded to the closest dollar. Therefore, amounts presented may not add precisely. Percentage
che ges are based on unrounded amounts. Metering costs are excluded.

1.2.3 Large business customers

1 pical customers on tariffs 44, 45 or 46 are expected to pay around X to X per cent more for their
€ ictricity in 2023-24.

..gure 3 Bills for typical large business customers, 2022-23 and 2023-24 (incl. GST)

Note: Amounts are rounded to the closest dollar. Therefore, amounts presented may not add precisely. Percentage
changes are based on unrounded amounts. Metering costs are excluded.

10 Tariff 20 is a flat-rate tariff.
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MEMORANDUM

TO: _ DATE: 3/02/2023

SUBJECT: Draft notified prices—Preliminary estimates as of 3 February 2023

This paper provides an overview of the key preliminary estimates for draft notified prices as of 3 February 2023.
Further adjustments may be made to:

¢ update the rate of inflation used to estimate retail costs (RBA's latest forecasts expected early Feb 2023)

e incorporate further changes stemming from our quality assurance process for the oricing model and energy cost
analysis.

Indicative bill impacts

Overall, typical customers on all major tariffs can expect an increase n t'.c - bill based on the draft notified prices
(Table 1). This increase is largely due to an increase in estimated e~ ~ay nd network costs.

Table1 Change in annual bills for typical customers, 2022: ?3 . .d 2f 23-24 (incl. GST)

Tarif Clas nessiggag ([ §702 o ool b8 from
|
| S/annum (%)
| Tariff 11 $404.07 27.8%
Residential ! Tariff 31 $35.02 12.6%
i Tariff 33 $33.24 11.5%
Small Business "4 Tariff 20 $469.91 25.2%
Tariff 44 $6,191.32 12.2%
Large Business Tariff 45 $22,259.60 13.0%
Tariff 46 $10,959.37 5.7%

File Ref 1485290
Date 3/02/2023
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Queensland Competition Authority Draft notified prices—Preliminary estimates as of 3 February 2023

Energy costs

Energy costs for all customer groups are estimated to increase, primarily driven by higher wholesale energy costs
(Table 2).

Table2 Energy costs, 2022-23 and 2023-24 (excl. GST)

Customer group Main retail tariff 2022-23 Final 2023-24 Draft Change from 2022-23 Final
$/MWh $/MWh %
Energex (Small Customers) Tariffs 11, 20 $125.01 $190.21 $65.20 52.2%
Energex CLP 9000 Tariff 31 $107.77 $126.77 $19.00 17.6%
Energex CLP 9100 Tariff 33 $113.09 $133.02 $19.93 17.6%
Ergon (Large Business) Tariffs 44, 45, 46 $113.28 $146.65 $33.37 29.5%

Wholesale energy costs

The level of wholesale energy costs is determined by the prevailing mark ~* _oi litions in the NEM and relevant
financial markets. Our approach in estimating wholesale energy cost 1s ‘esi_..ed to closely reflect these market
dynamics, which are best approximated by publicly available prices anut ad¢ volumes of ASX contracts.

In practice, retailers adopt a range of hedging strategies tc mar \g sp it price volatility within the NEM?, including
through the purchase of ASX contracts. Generally, the purchas 1. Za contracts enables retailers to lock in a price,
or a maximum price (in the case of cap contracts), at ' /hic'. A g .ven volume of electricity will be transacted at a
future date. Therefore, ASX contract prices incor” ura 2 n. cke? participants' expectations of future spot prices.

1.1.1  Keydrivers

Compared last year's estimates, wholesai. energy custs are estimated to increase for all customer groups (Table 3).
These changes in costs reflect a si- tficant . ~rease in the trade-weighted prices for ASX base and cap contracts
(Table 4). The increase in ASX contrac. “rices is driven by market participants expecting higher future spot prices
and greater price volatility, v _ach s likely v ue to:

¢ higher gas and coal price. 7.ierma: generators have been facing higher fuel costs due to the war in Ukraine and
energy sanctions imposed 0. Russia (a major global oil, gas and thermal coal producer). These developments
have added further uncertainty to energy markets already impacted by global supply constraints? (due to the
covid-19 pandemic), which led to high and volatile gas and thermal coal prices (Figures 1 and 2)

e uncertainties associated with the availability and reliability of coal-fired power plants and their impacts on the
supply—demand balance in the Queensland NEM region. For example, Kogan Creek began a scheduled outage in
September 2022 for a major overhaul and its return to service was delayed for more than a month due to
unforeseen additional repairs required.? Further, Callide C (unit 3) suffered from a forced outage since October
2022. Callide C's operator (CS Energy) initially advised that the unit was expected to return to service in February
2023 but this timeframe was later revised to May 2023.# CS Energy also delayed the return of service of Callide C

1 The NEM is a volatile market where spot prices are settled every 5 minutes and currently can range from —$1,000 to
$15,500 per megawatt hour (MWh).

2 See Bloomberg, Commodities soar as war builds anxiety over supply shortages, accessed in January 2023.

3 See CS Energy, Kogan Creek power station overhaul extended, accessed in January 2023.

4 See CS Energy, Updated return to service date for Callide C units, accessed in January 2023.
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Draft notified prices—Preliminary estimates as of 3 February 2023

(unit 4) from April to May 2023.° These outages have reduced the average available capacity by around 864MW
in Q4 2022.5

Our wholesale energy cost methodology also incorporates the potential impacts of temporary price caps for gas and
coal, which were implemented by Commonwealth and Queensland Governments in December 2022 (see section

1.1.2 for more information).

Table3 Wholesale energy costs, 2022-23 and 2023-24 (excl. GST)

Customer group Main retail tariff 2022-23 Final 2023-24 Draft Change from 2022-23 Final
$/MWh $/MWh %
Energex (Small Customers) Tariffs 11, 20 $94.93 $157.99 $63.06 66.4%
Energex CLP 9000 Tariff 31 $78.80 $98.65 $19.85 25.2%
Energex CLP 9100 Tariff 33 $83.78 $104.49 $20.71 24.7%
Ergon (Large Business) Tariffs 44, 45, 46 $84.61 $118.74 234.13 40.3%

Table4 AQueensland trade-weighted ASX contract prices

Contract type Quarter 2022-23 Final 202::-,’—4 D1yt Change from 2022-23 Final
S/M V_ 4 S/MWh %
- -
ASX base contract Q3 S$58.7 . $102.26 $43.95 75.4%
Q4 '59.. ¢ $90.28 $30.52 51.1%
Q1 l $78.22 $114.08 $35.86 45.8%
o" $57.43 $84.11 $26.68 46.5%
ASX cap contract Y $13.32 $18.59 $5.27 39.6%
Q4 $15.04 $21.67 $6.63 44.1%
Q1 $29.53 $36.03 $6.50 22.0%
Q2 $8.31 $14.72 $6.41 77.1%

Source: ASX Energy.

Note: To calculate the trade-weighted ASX contract prices for 2023—-24 draft determination, we have used contract prices and volume of
contracts and options traded until 20 January 2023 inclusive. Such an approach takes into account the most current information
(including developments over the potentially volatile summer period), while still meeting our draft determination timeframe.

3 Callide C (unit 4) has been unavailable since May 2021 following a major explosion. See CS Energy, Updated return to
service date for Callide C units, accessed in January 2023.
6 AEMO, Quarterly Energy Dynamics Q4 2022, January 2023.
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Figure 1 Newcastle thermal coal export prices

Source: Bloomberg Intercontinental Exchange (ICE).

Figure 2 Asian liquefied natural gas (LNG) prices

Source: Bloomberg Intercontinental Exchange (ICE).

1.1.2 Government intervention

In December 2022, the Australian Government partnered with the states and territories to introduce an Energy
Relief Plan with measures to address high energy costs. Key aspects of this plan include temporary price caps for gas
and coal, which are key input costs for thermal generators. Under this plan, wholesale gas and coal prices for
electricity generation would effectively be capped at $12/GJ and $125/tonne respectively (for at least 12 months).

Our wholesale energy cost methodology captures the potential impacts of these caps through our spot price
analysis and the incorporation of ASX contract prices (until 20 January 2023 inclusive). Importantly, the ASX contract
prices reflect, to date, the market participants’ views of the potential impacts of these temporary price caps on the

File Ref 1485290
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NEM. The potential effects of these caps are best illustrated using the price and trade movement of ASX base
contracts for the summer quarter for 2023-24, i.e. Q1 2024 (Figure 3).

As shown in Figure 3, prior to the war in Ukraine intensifying in late February 2022, ASX base contract prices for
Queensland (Q1 2024) averaged around $67/MWh. From then on, these contract prices have increased
substantially, reaching a record high of approximately $243/MWh in late October 2022 before declining to around
$150/MWh prior to the government intervention in early December 2022. Since the commencement of the
temporary price caps, these contract prices have decreased further, fluctuating between $113/MWh and
$137/MWh.

However it is important to note that, in practice, retailers manage their spot price risk by locking-in a price (or a
maximum price’) in advance for part of their electricity requirements via trading in ASX contracts. In other words,
retailers have already locked-in a portion of their costs for 2023—24 prior to the commencement of the temporary
price caps. This market dynamic can be demonstrated using the movement in trade volume for the ASX base
contracts (Q1 2024), where approximately 91% of the contracts traded were locked-in before commencement of
the price caps. This means that only 9% of ASX contracts traded were influenced by the price caps (Figure 3).

It is expected that the temporary price caps would put downward pressure or thr (rade-weighted ASX contract
prices (and in turn wholesale energy costs) as more ASX contracts are trader “vh, * th-. price caps are in force. For
our final determination, we will use ASX data until late April/early May 2023 t~ _,. mate contract prices.

Figure 3 Queensland ASX base contract 2023-24 (Q1 2024)

Source: ASX Energy and QCA analysis.

7 Retailers can lock in the maximum price for future electricity purchases by trading in ASX cap contracts.
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1.1.3  Methodological refinement—wholesale energy costs

To better reflect the latest market developments, we have also refined our wholesale energy cost methodology by:

e incorporating demand profiles of smart meters to better approximate the consumption pattern of electricity.
Since the introduction of the AEMC's Power of Choice reforms® in 2017, installations of new rooftop solar PV
would involve an upgrade of meters (from accumulation to smart meters). This means that the demand profiles
based on only accumulation meters (i.e. the net system load profiles (NSLPs)) would likely misrepresent the
consumption pattern of electricity. This is because the reduction in day-time demand due new rooftop PV
output would be captured by smart meters instead of accumulation meters (and by extension the NSLPs).

To address this issue, we have combined the relevant smart meter profiles with the NSLPs when estimating
wholesale energy costs. This is consistent with what retailers do, in practice, when developing their hedging
strategies. Based on informal discussions, retailers in south east Queensland advised that they would not
distinguish between customers with different meter types but would combine the profiles for smart and
accumulation meters (for a specific customer group) when undertaking hedging activities.

e improving our estimation of the costs that retailers faced when trading in ASX r ... 1s to manage spot price
volatility. Our initial approach to estimating ASX contract prices includes optio. s .rao :d by using a simplified
approach, where options were approximated using the volume of option  tra~=a and ASX daily settlement prices
for base contracts.

However, recent market volatility has prompted us to consider refiiir 5tk _ approach. To reflect the costs of
trading in options more accurately, we have incorporated the

— strike prices of call options® exercised
— premiums of call options exercised and expired

— trade volume of call options exercised ¢ d exr red.

Other energy costs
Compared to the estimates from |7 . ‘ear, we ~stimated that:

e LRET costs would increase _~iven by 'nincrease in the forward prices of large-scale generation certificates due
to higher voluntary der and fr . these certificates

e SRES costs would decline— 'riven by a decline in the estimated number of small-scale technology certificates
retailers are required to purchase

e NEM fees would increase—reflecting an increase in costs related to operating the NEM, including the costs
associated with the five-minute settlement reform and the integration of distributed energy resources

¢ ancillary services charges would decrease—due to lower costs for frequency control ancillary services (FCAS) in
Queensland. The completion of upgrades for the Queensland to New South Wales interconnector (QNI) in June
2022 has reduced the need for local supply of FCAS in Queensland.

8 As part of this reform, the AEMC implemented rule changes to facilitate a market-led deployment of smart meters
across the NEM. Among other things, these rule changes required that, from 1 December 2017, all new and replacement
meters for small customers to be smart meters.

% In this context, call options are a type of financial derivative that gives the holder the right, but not the obligation, to
purchase ASX base contracts at a predetermined price (known as the "strike price") and volume. In exchange for the
right to exercise the option, the holder (buyer) will pay a premium to the seller of the call option (regardless of whether
the holder chooses to exercise the option).
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¢ prudential costs for small customers would increase—driven by elevated contract prices, greater expected price
volatility in the NEM and the shape of the relevant demand profile becoming 'peakier' (due to a due to a
substantial uptake of rooftop solar PV, which decreased daytime demand but had limited effect on the evening
peak demand)

¢ prudential costs for large customers would decrease—primarily due to the shape of the relevant demand
profile becoming 'flatter' (with more electricity consumed during the off-peak daytime period, instead of during
the evening peak period)

¢ Reliability and Emergency Reserve Trader (RERT) costs would decline—driven by fewer activations of the RERT
to assist with power system management (excluding RERT activations during events in June 2022, see June 2022
events)

We have also estimated the costs associated with market events in June 2022 using the latest data from the AEMC
and AEMO. These include the RERT costs and compensation costs published by the AEMC and AEMO to date. The
compensation costs are in relation to the trigger of the administered price cap and suspension of the wholesale
market by AEMO (from 15 to 24 June 2022).

Table 5 Other energy costs, 2022-23 and 2023-24 (excl. GST)

2022-23 Final 2023- " _vra 't Change from 2022-23 Final
Cost component —

$/M\/h $/MWh %
Large-scale Renewable Energy Target (LRET) s 00 /N $7.19 $2.19 43.8%
Small-scale Renewable Energy Scheme (SRES) >1 20 $6.86 -$4.04 —37.1%

NEM Fees | 3 $1:.15 $0.02 1.8%

Ancillary Services | $1.42 $0.60 —-$0.82 —57.7%
Prudential Capital (Small custon~ s) $2.55 $3.24 $0.69 27.1%
Prudential Capital (Large customers. $2.10 $2.00 -$0.10 —4.8%
Reliability and Emergen< Reser = Trader (RERT) $1.01 $0.01 -$1.00 —99.0%

June 2022 market ents $0.00 $0.89 $0.89 —

Network costs

Network costs were estimated using the draft network prices provided by Energy Queensland (EQ) in December
2022. EQ advised that the draft prices are subject to change, noting that, prior to submitting its pricing proposals to
the AER in March 2023, it would:

e update its annual revenue requirements to reflect additional actual data as they become available, including the
rate of inflation, weighted average cost of capital and X-factor.

e incorporate financial rewards or penalties stemming from the AER's Service Target Performance Incentive
Scheme (STPIS)

¢ update the transmission charges and jurisdictional scheme payments (i.e. recovery for the Solar Bonus Scheme)

e update its energy volume forecasts used to derive network prices.
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Queensland Competition Authority Draft notified prices—Preliminary estimates as of 3 February 2023

Compared to last year's estimates, draft network prices have increased for most main tariffs for both small and
large customers but declined for the load control tariffs (Tables 6 and 7).

Table 6 Network charges, 2022-23 and 2023-24 (excl. GST)

Change from 2022-23
Tariff Saging Unit 2022-23Final | 2023-24 Draft Einal
parameter
Unit %
Fixed charge S/day 0.516 0.550 0.034 6.6%
Tariff 11
Volume S/kWh 0.074 0.079 0.004 5.9%
Tariff 31 (load control) Volume S/kWh 0.034 0.033 —0.0004 -1.2%
Tariff 33 (load control) Volume S/kWh 0.044 0.042 —0.001 —2.8%
Fixed charge $/day 0.690 0.730 0.040 5.8%
Tariff 20
Volume S/kWh 0.082 r o8 0.001 1.5%
Fixed charge $/day 37.650 I 38.485 0.835 2.2%
Tariff 44 Demand $/kW/month 22 34 | 24.592 1.808 7.9%
Volume S/kWh v 226 0.023 —0.003 -10.9%
Fixed charge $/day 7576 125.237 0.661 0.5%
Tariff 45 Demand S/KW/n . 21.821 24.592 FITani 12.7%
Volume 7 \Wh 0.026 0.023 —0.003 -10.9%
Fixed charge S/day 325.604 326.544 0.940 0.3%
Tariff 46 " emand S/kW/month 17.874 19.585 1.711 9.6%
Volu. = S/kWh 0.026 0.023 —0.003 -10.9%
P

Table 7 Network costs, = 22-" -~ 2023-24 (excl. GST)

2022-23 k.. 1l 2023-24 Draft Change from 2022-23 Final
Retail Tariff
Annual bill (S) S %
Tariff 11 $520.75 $552.70 $31.94 6.1%
Tariff 31 $54.48 $53.80 -$0.68 -1.2%
Tariff 33 $66.13 $64.29 -$1.85 —2.8%
Tariff 20 $651.91 $672.39 $20.48 3.1%
Tariff 44 $25,678.88 $26,175.41 $496.53 1.9%
Tariff 45 $81,710.20 $83,065.30 $1,355.09 1.7%
Tariff 46 $129,068.34 $128,785.76 -$282.59 -0.2%
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Queensland Competition Authority Draft notified prices—Preliminary estimates as of 3 February 2023

Retail costs

Retail costs were estimated using the cost estimates derived in our 2021-22 determination, using a benchmarking
approach. Given the recency of the retail cost review, we:

e adjusted the fixed retail costs using the RBA's latest forecast change in the rate of inflation for 2023-24
(4.25%)—to maintain the fixed costs in real terms. As noted, we expect to update this estimate in early Feb 2023
when the RBA updates its forecasts

¢ maintained the variable retail cost allocators—at 7.25% for residential customers, 18.7% for small business
customers and 6.04% for large business customers.

Retail costs were estimated to increase—reflecting the rate of inflation, higher energy costs and variable network
costs. Higher energy and variable network costs have increased the value of variable retail costs.

Table 8 Retail costs, 2022-23 and 2023-24 (excl. GST)

2022-23 Final 2023-24 Draft Change from 2022-23 Final
Retail Tariff —
Annual bill (5) S | %
Tariff 11 $213.98 $245.47 $30.86 I - 14.4%
Tariff 31 $18.24 $20.86 $2.39 | 13.1%
Tariff 33 $18.92 $21.39 $2 .5 11.9%
Tariff 20 $407.92 $484.95 _\_75:5 18.4%
Tariff 44 $3,571.97 $4,07 .74 D $420.75 11.8%
Tariff 45 $11,129.85 $12,7L. 45 $1,513.21 13.6%
Tariff 46 $14,296.00 l . '5,432.63 $1,101.56 7.7%

Standing offer adjustme

Using the same methodoi. v .au .. 2st fees and charges published in our SEQ market monitoring report, the
standing offer adjustment wa. estimated to increase by 0.86% to 4.56%, compared with last year's estimate of
3.7%.

Cost pass-through

Based on latest data from the Clean Energy Regulator, our analysis found that the estimated number of small-scale
technology certificates that retailers are required to purchase is lower than initially estimated. This has led to an
over-recovery of SRES costs in 2022-23 and therefore a negative cost pass-through (Table 9).
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Queensland Competition Authority Draft notified prices—Preliminary estimates as of 3 February 2023

Table 9 SRES cost pass-through (excl. GST)

2023-24 Draft
Retail Tariff

¢/kWh
Tariff 11 -0.284
Tariff 31 -0.284
Tariff 33 -0.284
Tariff 20 -0.314
Tariff 44 -0.270
Tariff 45 -0.270
Tariff 46 -0.270

END OF PAPER.
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6. The increase in the annual bill is largely due to:

(a) anincrease in wholesale energy costs—including a significant increase in the trade-weighted prices
for ASX base and cap contracts, driven by market participants expecting higher future spot prices
and greater price volatility. This is likely due to higher gas and coal prices and uncertainties
associated with the availability and reliability of coal-fired power plants impacting the supply—
demand balance in the Queensland NEM region
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Queensland DECISION
Competition
Authority

Agenda Topic: ENERGY

Draft determination: notified electricity
prices for regional Queensland in 2023-24

RECOMMENDATION

It is recommended that Members approve:

1 publishing the draft determinations and associated material (Attachments 1 to 6)

2 providing stakeholders with around four weeks to make submissions

3 authorising the CEO to approve final editorial changes to the relevant documents before
publication.

BACK~~"D'IND
1. Q1 15 Jecember 2022, we received:

(@ Ministerial delegations to set notified prices and two new time-of-use (TOU) tariffs for regional
Queensland in 2023-24. We published the interim consultation paper the following day and
received six stakeholder submissions (due by 18 January 2023), which have been considered in
preparing the draft determination (submissions have also been uploaded to Diligent for Members
to view)

(b)  a Ministerial direction to set the solar feed-in tariff for regional Queensland in 2023-24. We
published the direction and advised stakeholders we would consult with them in due course (as
required by the direction) (see separate board paper).

2. . t the February meeting, Members were provided an update on the notified prices review, including
preliminary estimates of draft notified prices and expected bill impacts.

2 On 17 February 2023, we received amended delegations that require us to publish the draft determinations
contemporaneous with the AER’s draft SEQ default market offer (DMO) decision (rather than by February).
The AER is expected to publish its decision in the week of 13 March. The deadline for the final determination
remains unchanged at 9 June.

4, The notified prices draft determination material provided for Members' review comprises:
(@)  thereport (Attachment 1)
(b)  the consultant's report on energy costs (Attachment 2)
(c)  the information booklet accompanying the draft determination (Attachment 3)

(d)  relevant correspondence, including a media release and letter to the Minister (a version of this
letter will also be sent to the Premier and Treasurer) (Attachments 4 and 5)

(e)  thetechnical appendices to the draft report (Attachment 6).
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5. The remainder of this paper briefly summarises price outcomes and key matters referenced in the draft
determinations.

KEY ISSUES

Notified prices—draft determination

6. Overall, the draft prices result in an increase in typical customers' annual bills this year:
Customer type Tariff Expected increase from 2022-23
Amount Percentage
Residential 11 $432 28.9%
31 $36 12.3%
33 $34 11.3%
Small business 20 $497 26.1%
Large business 44 $6,179 12.2%
45 $22,226 13.0%
46 $10,874 5.6%
7. These prices are materially consistent with those provided to Members at the February board meeting, with

so 1e . fferences due to the addition of metering costs in small customer draft prices and bills* and further
"~ arr | review/quality assurance processes.

8. T . ~crease in prices reflects:

\a)  asignificant increase in wholesale energy costs—due to a significant increase in the trade-weighted
prices for ASX base and cap contracts (discussed in chapter 4.2.1 of the draft report)
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Queensland DECISION
Competition
Authority

Agenda Topic: ENERGY

Final determination of notified prices
for 2023-24

KEY ISSUES

5: Overall, the final notified prices result in an expected increase in typical customers' annual bills this year,
compared to last year. Notified price increases are also higher than in the draft determination, largely due

Project Manager
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to a further increase in the wholesale energy cost estimates since then (reflecting more up-to-date market

data).
Table1 Change in indicative bills for main tariffs
Customer type Tariff Draft determination Final determination Difference between
(compared to last year’s (compared to last year’s final draft and final
final prices) prices) determinations
Residential 11 28.9% 34.6% 5.7%
Small business 20 26.1% 32.6% 6.5%
Large business 44 12.2% 15.6% 3.4%
45 13.0% 16.7% 3.7%
46 5.6% 7.5% 1.9%

Note: Tariff 11 and 20 prices are inclusive of a standing offer adjustment (SOA) of 4.56%—this amount may be reduced in the

final determination depending on the results of the DMO comparison.

6. The key issues in the final determination are the following:

(a)  Significant price increases:

(i) We have provided commentary on the resources available to customers to deal with the
electricity price increases (section 3.1 of the main report).

(i)  We have provided a detailed discussion on the rising energy costs contributing to the
significant notified price increases (section 4.2.1 of the main report). The incorporation of
updated market data since the draft determination has contributed to increases in the
wholesale energy costs. This includes the use of additional ASX contract data (up until 10
May 2023), with contract prices remaining elevated compared to previous years. ACIL has
also incorporated more recent inforr au. 1 on generator bidding behaviour in response to
the coal and gas price caps, which he *

Queensland Competition Authority
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QUESTION AND ANSWER SPEAKING NOTES

SLIDE CONTENTS

1 Cover page 19 | Additional slide pack
Welcome & Objective 20 | Reasons for increased prices - T20
3 Burning issues? 21 Reasons for increased prices - T44
4 Overview of draft prices/ customer impacts | 22 UTP - with definition
5 Reasons for increased prices - T11 23 | Affordability under our pricing approach
6 Relevant legislative framework 24 | Customer support - overview
7 Overarching framework 25 Customer support - last year's rebate
8 UTP - with % reduction in different zones 26 | SOA
9 N+R Framework 27 DMO comparison
10 Network costs 28 Bills SEQ vs Notified prices graph
11 Energy costs 29 Price increases overtime graph (real vs nominal)
L 12 Impact of government price caps 30 Manual meter reading charge
13 Retail costs 31 Metering costs (small customer)
' 14 | Other adjustments 32 Obsolete tariffs
{ 5 | Two new time-of-use tariffs 33 Large customers
/16 | Way forward 34 | Solar feed-in tariff
17 | Q&A session 35 | Solar feed-in tariffs - avoided costs
[ 18 | Thanks
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RELEVANT Q&A SLIDES

Topic

11

1.2

13

14

141

Question
Media handling
Can you film the session
Providing official comments or quotes
Legal framework
Doing what the Minister tells you to do
Not complying with the terms of the QCA Act
Price outcomes / Affordability / UTP

Why are prices rising

Do you take affordability into account

What is the UTP

Changing the UTP to improve competition

Prices too high can’t pay them

Should provide more affordable prices to business /
cannot operate or compete with these prices

What support arrangements / concessions are
available

Ergon is inefficient. More should be done to bring costs

down

Wholesale energy costs

Effect of government price caps on gas and coal prices

Slide

6—Legislative framework

6—Legislative framework

5—Reason for increase T11
20—Reason for increase 720
21—Reason for increase T44
11—Energy costs

12—Impact of government price caps

29—Price increases overtime (real vs nominal chart)

23—Affordability under our pricing approach
22—UTP — with definition

8—UTP — with % reduction in different zones
6—Legislative framework

24—Customer support — overview

25— Customer support — last year's rebate

22—UTP — with definition

8—UTP — with % reduction in different zones

22—UTP — with definition
8—UTP — with % reduction in different zones

6—Legislative framework

24—Customer support — overview

25— Customer support — last year's rebate

23—Affordability under our pricing approach
22—UTP — with definition

8—UTP — with % reduction in different zones
6—Legislative framework

24—Customer support — overview

25— Customer support — last year's rebate

24—Customer support — overview

25— Customer support — last year's rebate

10—Network costs
11—Energy costs
13—Retail costs

12—Impact of government prices caps

Queensland Competition Authority

2

RTI Document No. 14

Right to Information Act 2009



14.2

143

144

145

1.4.6

1.4.7

15

151

1.5.2

153

154

..5.5

1.5.6

L.5.7

1.6

1.6.1

1.6.2

1.6.3

1.6.4

1.7

171

1.7.2

1.7.3

1.7.4

1.7.5

1.7.6

L.8

1.8.1

1.8.2

1.8.3

If outages at coal fired power plants were to blame for
increased energy costs - Do we need more coal-fired
power generation

What is 'hedging'

If retailers locked in higher energy prices, why should
customers have to pay for that

Will government's intervention reduce energy costs in
the final determination

Why is our estimate of energy costs different from the
AER's

Renewables - told they'd lower energy costs, so why
have costs gone up if renewables has increased over
the last year

Availability of tariffs
Obsolete tariffs— what do | do
Obsolete tariffs—what is the phase-out date

Obsolete tariffs—change tariffs 62A, 65A and 66A peak
charging windows to be the same

Introducing food, fibre and manufacturing tariff / large
customer consumption tariff

capping charges at 16¢ per kWh

lowering the large customer consumption threshold
Why can | only access tariffs with demand charges
Standing offer adjustment / Default market offer
What is the SOA

What is the AER's DMO

Relevance of DMO to QCA determination / What is the
DMO comparison

DMO comparison - why was it not done
Metering costs for small customers

Will | pay more now

Controlled load tariff - will | pay double

Why do | need to pay for customers with an ADM
How were the new metering costs calculated
How many customers have an ADM

Do | need to get an ADM

Metering type 4A surcharge

Why will there be another charge

How can | avoid this new charge

How did the QCA set this charge

11—Energy costs

11—Energy costs

12—Impact of government price caps

12—Impact of government price caps

32—O0bsolete tariffs
32—O0bsolete tariffs

32—O0bsolete tariffs

9—N+R framework?

9—N+R framework

33—Large customers

26—SOA

27—DMO comparison

27—DMO comparison

31—Metering costs
31—Metering costs
31—Metering costs
31—Metering costs
31—Metering costs

31—Metering costs

30—Manual meter reading charge
30—Manual meter reading charge

30—Manual meter reading charge
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1.9

191

19.2

193

194

195

1.9.6

19.7

1.9.8

1.9.9

Solar feed in tariff

SEQ - why is it different to those available in SEQ

Less than the price paid for electricity

SOA - why is it not included as an avoided cost

Higher rates for last year - the cost of energy increased
last year, and that is linked to the feed-in tariff, why
haven't | received a higher rate from last year

Guarantee no decrease or changes - people spent a lot
of money installing solar panels

44 cents - | used to get 44 cents from my retailer, and
now | don't

44 cents - | get the 44 cents feed-in tariff and my
retailer said it would not offer me its feed-in tariff on
top of that

Why isn't the feed-in tariff set using spot prices or
higher during peak periods

Ergon said they wouldn't allow me to connect my solar
system to the grid

34—Solar feed-in tariff

35—Solar feed-in tariff — avoided costs

34—Solar feed-in tariff

35—Solar feed-in tariff — avoided costs

35—Solar feed-in tariff — avoided costs

34—Solar feed-in tariff

34—Solar feed-in tariff

34—Solar feed-in tariff

34—Solar feed-in tariff

34—Solar feed-in tariff
11—Energy costs (inc. hedging info)

34—Solar feed-in tariff
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1.1 Media handling responses
e |[f asked by journalists whether they can film the session

We ask that you respect attendees' and our own privacy and do not film and broadcast the
information session. This session is intended to inform members of the public here today and we
don't want the presence of cameras to affect proceedings or make attendees feel uncomfortable.

If you want official comments or an interview with the QCA's official spokesperson, we can give
you the contact details of a colleague at the QCA who can liaise with you on this. [Give Sharon's
details]

e If asked by journalists to provide official comments or quotes

We cannot provide official comments or quotes, as we do not have the authority to represent the
QCA. The QCA's official spokesperson is its chair, Professor Flavio Menezes. If you are after formal
comments from the QCA, we can give you the contact details of one of our colleagues at the QCA
who can deal with your request. [Give Sharon's details]

1.2 Legal framework questions
< Why does the QCA just do what the Minister tells you to do?

The QCA is there to put in place the rules that have been developed by the Government of the
day.

For our role in setting regulated prices, we perform this role under the Electricity Act via a
delegation issued to us by the Electricity Minister. So it’s a power that sits with the Minister, who
then delegates it to us to perform for that year. The Electricity Act sets out several factors we
must consider when making a determination. We must also have regard to various matters the
Minister states in his delegation to us, which includes things such as applying the 'n+r approach’
and the Queensland Government's UTP.

The QCA is not complying with the terms of the QCA Act

The QCA performs various regulatory roles for electricity, water, rail and ports in terms of the
prices regulated entities are able to charge. We perform these roles under the QCA Act and in
other legislation, such as the Electricity Act.

For our role here setting regulated retail electricity prices, we perform this role under the
Electricity Act via a delegation issued to us by the Energy Minister.

Some stakeholders have referred to us not following certain sections of the QCA Act. However,
these do not apply here to our setting of notified prices. Those sections of the QCA Act apply to
the QCA's prices oversight regime, which is a completely different regulatory regime. Some
stakeholders may recognise it from our water pricing investigations. That regime involves us being
directed by the Treasurer to investigate and recommend prices for declared monopoly
businesses. It is a recommendatory price regime and not a price determination regime, like our
role in setting notified prices.

1.3 Price outcomes / Affordability / UTP questions

e Why are electricity prices rising so much this year?

5
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The main cause of these price increases is higher wholesale energy costs. That is, the cost for a
retailer when purchasing electricity for their customers from the National Electricity Market. For
instance, energy costs for the main residential and small business tariffs (tariffs 11 and 20) have
increased approximately 50 per cent compared to last year.

The increase in wholesale energy costs has been driven by:

e higher gas and coal prices, primarily due to the war in Ukraine and energy sanctions imposed
on Russia, which has added further uncertainty to energy markets already impacted by
global supply constraints.

e uncertainties associated with the availability and reliability of coal-fired power plants and
their impacts on the supply—demand balance.

In addition, there has also been higher retail and network costs for most tariffs this year.
e Does the QCA take affordability into account when setting electricity prices?

We must make our determination of electricity prices in accordance with the legislative
framework. This is set out in the Electricity Act and in matters the Minister requires us to consider.
Ultimately, we set electricity prices based on the costs of supplying electricity to customers in a
given year.

The lever we can apply that helps with affordability is the Queensland Government's uniform
tariff policy (UTP). For residential and small business customers, this means that prices are based
on electricity supply costs in southeast Queensland, which is less than the actual cost of supply.
As such, the UTP delivers lower electricity prices than would otherwise be the case to most
customers in regional Queensland. The UTP results in the Queensland Government subsidising
regional electricity prices—in 2022-23, this was expected to total $568 million.

However, we appreciate this does not shield customers from underlying price increases caused
by increased market volatility and higher energy costs, which have been prevalent in the NEM,
including in southeast Queensland.

« Whatis the UTP?

The uniform tariff policy (UTP) is a Queensland Government policy. It provides that, wherever
possible, customers of the same class should pay no more for their electricity, and should pay for
their electricity via similar price structures, regardless of their geographic location.

This means:

e for small customers, costs are based on the costs of supply in SEQ, which are lower than the
costs of supply in regional Queensland.

e for large customers, costs are based on the cost of supply in the Ergon region with the
lowest cost of supply that is connected to the NEM.

This results in most customers in regional Queensland paying electricity prices which are below
the costs of supplying them with electricity. The cost difference is met by the Queensland
Government through a payment to Ergon Energy Queensland (expected to be $568 million in
2022-23).

e Why won't the QCA change the UTP to improve competition in the retail market?

We understand stakeholders have views about reforms that should be made to the UTP.
However, the UTP is a Queensland Government policy and can only be changed by the
government.
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Our task is to set electricity prices in accordance with the legislative framework. Assessing the
UTP and exploring potential reforms to address affordability or competition concerns is not within
our remit.

We encourage stakeholders seeking changes to the UTP to raise these with the Queensland
Government, as it is their policy and they ultimately have the power to have it reviewed.

e These prices are too high and we cannot pay them
We understand these price increases are quite significant for customers.

However, we must make our determination of electricity prices in accordance with the legislative
framework. This is set out in the Electricity Act and in matters the Minister requires us to consider.
Ultimately, we set electricity prices based on the costs of supplying electricity to customers in a
given year. These costs have increased significantly this year. However, we have applied the
Queensland Government's uniform tariff policy. If we had not done this, prices would have been
even higher.

We do recognise these increases will come as a shock for customers.

The Australian Government has partnered with states and territories to introduce an Energy Price
Relief plan, which includes targeted bill assistance measures that will reduce an eligible
customer's electricity bill. At this stage, the details are still being worked out by the Australian
and Queensland Governments. This is something that sits outside of the QCA's price setting
process so we can't provide any comments on that.

We encourage any customers facing hardship to contact their retailer to discuss support
measures that may be available to them. There are a range of government support arrangements,
including concessions, grants and rebates, that are available to eligible customers. Each retailer
will also have a customer hardship program that can help customers who are having difficulties
paying their bill. The retailer can also give you advice on whether you are on the tariff most
suitable for your circumstances.

Alternatively, there is a Queensland Government website that can help you find any concessions
or other support measures you might be eligible for
(https://www.concessionsfinder.services.qld.gov.au/#/).

e The QCA should provide more affordable prices to business / we cannot operate or compete with
these prices

We understand these price increases are significant. However, the legislative framework requires
us to take a cost-based approach to setting notified prices. We cannot apply measures to lower
prices for particular businesses or industries, other than applying the Queensland Government's
uniform tariff policy.

The uniform tariff policy makes electricity prices for most regional Queensland customers
cheaper than what they otherwise would be. It involves the Queensland Government subsidising
electricity prices — which was expected to cost $568 million in 2022-23.

Further measures to address affordability concerns are best achieved through more targeted
direct measures, such as grants, concessions or rebates. Industry assistance is a policy and state
budget matter for the Queensland Government. It is not something the QCA can provide.

We encourage businesses or industry representative groups seeking industry assistance to reach
out to the Queensland Government.

e How do I find out what support arrangements / concessions are available to me?
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https://www.concessionsfinder.services.qld.gov.au/#/

You can contact your retailer who can discuss with you what support arrangements are available
for you. Alternatively, there is a Queensland Government website that can help you find any
concessions or other support measures you might be eligible for
(https://www.concessionsfinder.services.qld.gov.au/#/).

e Ergon is inefficient. More should be done to bring costs down

The regulated prices we set comprise several different cost components, the main two being
network costs and retail costs.

Network costs are made up of the network prices that are approved by the AER. So these are
subject to scrutiny by that regulator. We pass these through to retail tariffs, as they are costs a
retailer incurs providing you with your electricity.

Retail costs are determined by us. There are a range of retail costs that we determine, including
costs for customers services, like call centres and administration such as billing services. It also
includes energy costs, being the costs for a retailer to buy electricity from the national electricity
market. We include in our determination details on how we determine these costs. But | will note
these costs are based on competitive markets — either the purchase of energy futures contracts
in the case of energy costs and in a benchmarking exercise in the case of retail costs. Its not the
case that we simply pass through a retailer's actual costs.

Overlaying all of this of course, is that we apply the Queensland Government's uniform tariff
policy. This means that for most customers in regional Queensland, the costs we determine are
based on the actual costs of supply for your geographic area, but are instead based on a lower
cost area, such as southeast Queensland or the lowest cost Ergon area connected to the NEM.
The Queensland Government subsidises the difference in costs.

1.4 Wholesale energy cost

14,1  What effect have the government price caps on gas and coal prices had?

We capture the potential impacts of these price caps through the way we calculate the wholesale
energy costs. Both in our analysis of spot prices in the electricity market and the trade in ASX
energy futures contracts, which we use to calculate how retailers have hedged their exposure to
spot prices.

We have observed some downward movement on the relevant ASX futures contract prices. We
go into detail about these observations in our draft determination. However, it is important to
note that, in practice, retailers manage their spot price risk by locking-in a price in advance for
part of their electricity requirements by entering into hedging contracts. So retailers would have
already locked-in some of their costs for 2023—24 prior to the commencement of the price caps.

We expect to see further effects of the price caps in our final determination, as we will have more
ASX market data while the price caps are in force that we will use when setting notified prices.

e Use Figure 6 chart for slide

For background—in December 2022, the Australian Government partnered with the states and
territories to introduce an Energy Relief Plan with measures to address high energy costs. This
includes temporary price caps for gas and coal, which are key input costs for thermal generators.
The cap is $12/GJ for gas and S125/t for coal.
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1.4.2 The QCA report said that outages at coal fired power plants were to blame for
increased energy costs. Does that mean we need more coal-fired base load power
generation?

Increased outages in coal fired power plants led to a lower supply-demand balance in the NEM.
This does not necessarily mean that more coal-fired base power generation is needed. Increasing
the supply demand balance by alternative, low coast means can also help put downward pressure
on electricity prices.

1.4.3  Whatis 'hedging'?

Retailers purchase electricity for their customers through the national electricity market (the
NEM). This is a very volatile market where spot prices are settled every five minutes and can range
from -$1,000 to $15,500.

Retailers adopt a range of strategies to manage (or hedge against) the risk of spot price volatility.
For example, retailers buy ASX energy futures contracts and other products to 'lock-in' a price for
electricity that they will deliver to consumers at a fixed price at a later date.

4.4  If retailers locked in higher energy prices, why should customers have to pay for
that?

Our wholesale energy cost methodology is based on the hedged cost of a retailer purchasing
electricity in the NEM. Hedging is a prudent strategy that manages a retailer's risk to volatile spot
prices. As such it is reasonable for retailers to be compensated for these costs.

~.4.5  Will the government's intervention cause energy costs to drop in the final
determination

From draft determination to final determination, amongst other things, we will incorporate more
market data relating to ASX energy futures contracts. This data could put either upward or
downward pressure on energy costs, depending on the price of traded contracts.

. 4.6  Why does the QCA's estimate of energy costs differ from the AER's?

Differences between our estimate of energy costs and the AER's are largely due to methodological
differences. As part of this year's determination, we have incorporated digital meter data to
estimate energy costs, whereas the AER has not. Additionally, we adopt a more conservative
estimate of the costs that a retailer faces (95th versus 75th percentile) when purchasing
electricity from the NEM.

1.4.7  We get told that renewables are meant to lower energy costs so why have they
gone up so much if the amount of renewables has increased over the last year?

While the amount of renewable generation has increased in the Queensland, renewable
generation from wind and solar generally bid into the market at low prices and are typically not
price setting generators in Queensland. Gas and coal fired generators are more likely to be price
setting generators. Due to the ongoing conflict in Ukraine, the price of coal and gas has increased,
which has led to increased costs for these generators. This has meant that coal and gas fired
generators have bid into the market at higher prices, resulting in higher energy costs.
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1.5 Availability of tariffs

1.5.1 Obsolete tariffs—my tariff is obsolete, what do | do?

An obsolete tariff means it has been closed to new customers. Existing customers on the tariff
can continue to access it until they change to another tariff or the obsolete tariff's phase-out
date is reached. Obsolete tariffs are intended to allow a customer to consider their options and
transition to another tariff.

If you are on an obsolete tariff, you should consider other tariffs available to you and contact
your retailer to choose another tariff. If you do not choose another tariff before the phase-out
date, you will be assigned by your retailer to another tariff.

1.5.2  Obsolete tariffs—what is the phase-out date for my tariff?
The phase-out date for most remaining obsolete tariffs is 30 June 2023.

Some tariffs (tariffs 50, 62A, 65A and 66A) do not have a confirmed phase-out date as it is
unclear when the underlying network tariffs will be phased out. These tariffs will remain until
2025 when the next set of network tariffs will be set. A decision on the phase-out date for these
tariffs will be made in future.

You should contact your retailer to confirm what tariff you are on and its scheduled phase-out
date.

..5.3  Obsolete tariffs—tariffs 62A, 65A and 66A have different peak charging windows to
the other tariffs. They should be changed so they are the same

Due to recent tariff reforms, there is more consistency in peak charging windows between
standard retail tariffs.

The obsolete tariffs have different charging windows because they reflect their original tariff
structure. These tariffs have been preserved as a legacy tariff to give customers time to assess
their options and ultimately help them transition to standard tariffs.

If you want access to those other charging windows, | encourage you to talk to your retailer and
consider your options under the other tariffs.

1.5.4  Why won't the QCA introduce a food, fibre and manufacturing tariff / large
customer consumption tariff?

In making our determination, we apply the 'n+r framework'. This means we pass through network
tariffs to the retail-level. All of the standard retail tariffs are based on network tariffs developed
by the distribution businesses, and approved by the Australian Energy Retailer. We do not create
retail tariffs that have no underlying network tariff. This ensures that retail tariffs reflect the
underlying network costs and that the price signals in network tariffs are passed through to retail
customers.

More broadly, tariff reforms are based on developing tariffs that are cost-reflective and provide
efficient price signals to customers. Standard tariffs are also broad-based and not targeted toward
specific industries or business types.
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1.5.5 Why won't the QCA introduce an affordable tariff that caps charges at 16c per
kWh?

The prices we set are cost-reflective. They reflect both the network costs approved by the
Australian Energy Regulator, and the retail costs, including wholesale energy costs, determined
by us.

The 16c tariff that some stakeholders are proposing would not be cost-reflective. If stakeholders
are seeking assistance for particular industries, this is best achieved through grants, rebates and
other support arrangements provided by government, rather than through the design of special
purpose or arbitrarily capped electricity tariffs.

1.5.6  Why won't the QCA lower the large customer consumption threshold?

In Queensland, business customers with annual consumption over 100 MWh are classified as
large customers. This threshold is set in legislation—being the National Energy Retail Law and
associated regulations.?

To change the threshold would require the legislation to be amended. The QCA does not have
the power to do that. This is a matter for the Queensland Government.

Regardless of that, changes to the large customer threshold is a policy issue that would require
consideration of a range of matters, including how changes in tariff eligibility for higher
consumption customers could impact the network. This is something best considered in its own
process.

.6 Standing offer adjustment / default market offer

..6.1  What s the standing offer adjustment?

As part of our determination, we have to consider incorporating a standing offer adjustment in
electricity prices for small customers. This is meant to reflect the more favourable terms and
conditions that apply in standard contracts compared to market contracts. For instance,
customers on standard contracts can avoid fees and charges that are included in market
contracts, such as paper bill fees and late payment fees. In addition, retailers cannot change the
terms (and prices) for standard contract customers as they can with market contract customers,
which provides more certainty and predictability to standard contract customers.

We use the fees that small customers in SEQ on market contracts could incur, and which that
cannot be incurred by a standard contract customer, as a proxy for the value of the standing offer
adjustment. This year, that amount of avoided fees and charges is $59 and equates to 4.56 per
cent of a small customer's annual electricity bill.

Customers should note the standing offer adjustment may be lowered if the prices we set are
higher than the Australian Energy Regulator's default market offer. We will perform that analysis
in our final determination.

For background:

This year's standing offer adjustment is higher than the 3.7 per cent incorporated into notified
prices last year. The difference is $7 or 0.86 percentage points.

! Section 7 of the National Energy Retail Regulations. Queensland, NSW and ACT use this threshold. SA and
Tasmania have legislated different consumption thresholds (160 MWh and 150 MWh, respectively).
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1.6.2 What is the AER's default market offer?

The default market offer (or DMO) is the maximum price that retailers can charge electricity
customers on standing offer contracts. The AER determines this each year and it applies to
residential and small business customers in areas where there is no retail price regulation, such
as south-east Queensland. The DMO does not apply in regional Queensland, as we (the QCA)
regulate retail prices in regional Queensland.

1.6.3 How does the AER's default market offer relate to the QCA's determination? / What
is the DMO comparison?

The DMO only applies in areas where there is no retail price regulation, so it doesn't apply in
regional Queensland.

However, the Minister's delegation asks us to compare the notified price bill to the equivalent
DMO reference bill in south-east Queensland. If our price bill exceeds the DMO bill, we must
consider reducing the standing offer adjustment we include in notified prices.

As we have been required to release our draft determination around the same time as the AER's
draft DMO decision, we have not been able to do the DMO comparison yet. We will do this in our
final determination.

1 6.4  Why haven't we done the DMO comparison?

We are required to release our draft determination around the same time as the AER released its
draft DMO decision. As such, we did not have time to do the DMO comparison. We will do the
DMO comparison in our final determination.

7 Metering costs for small customers

1.7.1  Willl pay more now?

This year, all small customers will pay the same as the Minister requested. As ADM costs are
included, proportional to the number of customers on ADMs, metering costs will be higher. Type
6 metering costs (draft ACS metering services costs) for Energex are 11.552 cents/day, while the
new draft charge for all customers will be 17.59 cents/day—that is, 6.04 cents/day more ($22.06
per year).

1.7.2  Will | pay double if | have a controlled load tariff?

Customers who are on a tariff that combines a primary tariff with a secondary tariff will not pay
twice as much. ADM costs are included in the metering costs for the primary tariff, and as such,
all customers will have the same metering costs for the primary tariff. The costs of the secondary
tariff are based on the ACS metering services charge.

+.7.3  Whydo | need to pay for customers with an ADM?

The Queensland Government is rapidly advancing its rollout of ADMs. Previously, metering
charges for small customers with ADMS were based on the cost of standard (type 6) meters in
SEQ. As more and more customers have an ADM, the Minister asked us to consider how to enable
retailers to recover costs associated with the provision of all metering services. As customers do
not choose which meter they have (e.g. old and faulty meters will get replaced by an ADM) the
Minister considered it important that this is done in a fair and equitable way so that similar
customers do not pay different amounts simply based on the type of meter they have.
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1.7.4  How were the new metering costs calculated?

The direction requires us to base small customer retail metering service costs on:
e the Energex rate for standard Type 6 small customer metering services

e plus costs incurred by retailers operating in the Energex distribution area for small customer
ADM services

while having regard to the rate of replacement of distributor meters with ADMs.

We sourced the required data:

e forecast ADM replacement rate assumptions for 2023-24 in regional Queensland (EQ)

e ADM costs used for the 2022—23 DMO determination (published AER final determination)
e draft ACS metering service charges for type 6 meters in the Energex distribution area (EQ).

We calculated weighted costs by multiplying the expected share of customers with ADMs
(forecast ADM replacement rate) with the ADM costs the AER used for its 2022-23 DMO
determination (which we adjusted for inflation up to 2023-24). To this we added the following:
the share of customers with type 6 meters (calculated as '1 — share of customers with ADMs')
multiplied by the draft ACS metering service charges for the Energex distribution area.

It is important to note that we will use updated data and information for our final
determination.

1 7.5 How many customers have an ADM?
*** confidential information used *** Use info from Ergon Energy Retail submission instead:

'EEQ is committed to the deployment of digital meters in regional Queensland with ~34% of our
National Meter Identifiers (NMls) now having a digital meter installed, and a commitment to
increasing our installation rates.'

The share during 2023-24 is expected to be higher, as the rollout of ADMS continues. The
Queensland Energy and Jobs Plan sets a target of 100% penetration of smart meters by 2030.

[CONFIDENTIAL: We have used forecasts provided by Energy Queensland (42%)—that is, forecast
digital meter replacement rate assumptions for 2023-24 that were used for the purpose of setting
the draft 2023—-24 network tariffs.]

1.7.6 Dol needto get an ADM?

Metering costs will be the same for basic meters and for ADMs. There are detailed provisions in
the national energy rules that determine what meters can be used. But generally speaking, all
new and replacement meters will be digital advanced meters.

1.8 Metering type 4A surcharge

..8.1  Why will there be another charge?

ADMs are generally read remotely, which is more convenient and more cost-effective. However,
some customers have voluntarily chosen to have the remote communication function of the ADM
installed at their premises disabled. Reading such meters (referred to as type 4A meters) is more
costly as they need to be read manually. The Minister explained in his covering letter that setting
a retail fee for the additional costs of manually reading ADMs will ensure that other customers
are not paying for those private choices.
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1.8.2  How can | avoid this new charge?

It is important to emphasise that this charge will not be paid by everyone. It will only affect a
relatively small number of customers who have chosen to have the remote communication
function of their ADM disabled. If you leave the remote communication enabled, you will not pay
this new charge.

1.8.3  How did the QCA set this charge?

The direction asked us to set a retail charge based on Ergon Energy Retail’s averaged costs of
manually reading a type 4A meter. While we consider this approach appropriate, Ergon Energy
Retail (EER) informed us that this information is not readily available. We understand that the
costs to manually read meters may vary from customer to customer depending on geographic
location, meter accessibility, availability of meter reading staff and other factors.

We are of the view that manually reading a type 4A meter is an activity similar to a special meter
read. As such, we are of the view that the AER-approved special meter read fee provides a
reasonable benchmark for setting the type 4A manual meter read fee. However, we intend to
consider alternative benchmarks based on available information from EER and/or stakeholder
submissions.

29 Solar feed in tariff [to cover if we have time]

1.9.1  Why is the feed-in tariff different to those available in SEQ?

Customers in the deregulated south-east Queensland electricity market can access a wide range
of solar feed-in tariffs.

The solar feed-in tariff rates offered by retailers in SEQ do not necessarily reflect the avoided cost
of purchasing electricity from the NEM—which is the methodology we are required to use to
determine the regional solar feed-in tariff.

Retailers in SEQ use a variety of pricing strategies to balance attracting and retaining customers
and being profitable.

1.9.2  Why is the feed-in tariff less than the price | pay for electricity?

The actual value of electricity generated by solar units is considerably less than the retail price,
because when retailers source energy from solar customers, they only avoid some of their normal
business costs. Such as the cost of purchasing electricity from the NEM and the value of energy
losses.

Retailers still incur normal business costs, including retail operating costs and network charges. A
'one-for-one' feed-in tariff would require the retailers to subsidise solar PV customers; and the
cost of the subsidy would then need to be recovered through higher electricity prices

1.9.3  Why is the standing offer adjustment not included as an avoided cost?

The methodology we use to set the feed-in tariff looks at the costs retailers incur to purchase
electricity in the NEM and out of those, what we consider are reasonable estimates of costs they
would avoid by sourcing it from solar PV customers.

The SOA is not a cost normally incurred by retailers purchasing electricity from the NEM. It is
intended to reflect the value of more favourable terms and conditions attached to standing
offers, compared to market offers. We do not consider including the SOA in the feed-in tariff as

14
Queensland Competition Authority RTI Document No. 14 Right to Information Act 2009



an avoided cost would represent a reasonable estimate of costs that retailers would avoid by
purchasing electricity from solar customers rather than the grid.

As part of determining the feed-in tariff, we must ensure that the feed-in tariff we decide does
not impede the development of retail competition in regional Queensland. Its inclusion would set
the feed-in tariff above what a reasonable estimate of avoided costs are and may inhibit or
discourage other retailers from entering the regional Queensland market - as they are required
to offer the feed-in tariff we set to their solar customers.

1.9.4  If the cost of energy increased last year, and that is linked to the feed-in tariff, why
haven't | received a higher rate from last year?

We are directed to set the feed-in tariff by the Queensland government - this is generally done
once a year and the tariff applies from 1 July each year. After it was last set, the cost of energy
increased significantly. It is true that this increased cost of energy has not been reflected in an
updated feed-in tariff for the current year. However, on the other hand, it is also important to
note that the higher cost of energy over the last 9 months has also not been reflected in notified
prices.

..9.5 Wejust spent a lot of money installing solar panels, can you guarantee the feed-in
tariff won't decrease / change in the future?

We are directed to set the feed-in tariff by the Queensland government - without the
government's direction, we cannot set a feed-in tariff. We cannot guarantee we will given the
task in any given year.

However, if we were, and we were directed to use the same avoided cost methodology as this
year, the feed-in tariff we set next year would reflect updated forecasts for energy costs (which
are the main component of the feed-in tariff). It is very difficult to predict what energy costs will
be like next year.

So for those 2 reasons, we cannot offer any guarantees about what the feed-in tariff might be
next year or any future years.

1.9.6 lused to get 44 cents from my retailer, and now | don't.

You need to get in contact with Ergon Distribution and discuss with them why you have lost access
to the scheme. The Queensland government website also has details on maintaining or losing
eligibility for the scheme, we can offer you that address after the session if you would like.

https://www.qld.gov.au/housing/buying-owning-home/energy-water-home/solar/feed-in-
tariffs/solar-bonus-scheme-44c

1.9.7 | getthe 44 cents feed-in tariff and my retailer said it would not offer me its feed-in
tariff on top of that.

For regional customers, the feed-in tariff we set is not applicable for customers receiving the 44
cent feed-in tariff. That means, if you receive the 44 cent feed-in tariff, you will not also get the
feed-in tariff we set on top.

For customers in the deregulated SEQ market - it is up to each individual retailer to decide
whether they pay their own feed-in tariff on top of the 44 cent feed-in tariff.
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1.9.8  Why isn't the feed-in tariff set using spot prices or higher during peak periods?

Spot prices change every 5 minutes and can go from negative $1000 during the middle of the day
to over $15000 during peak periods. That is a lot of volatility and risk for retailers needing to buy
electricity for their customers.

So, to manage that risk, retailers use 'hedging' strategies to lock in agreed prices with generators
for electricity. Hedged wholesale energy costs represent a reasonable estimate of the direct
financial costs that a retailer avoids when it on-sells exported electricity from its solar PV
customers to other customers

So, that is why we use the ‘hedged’ wholesale energy cost estimates, and not spot prices, to set
the solar feed-in tariff.

1.9.9  Ergon said they wouldn't allow me to connect my solar system to the grid.

Before Ergon Retail can offer you a feed-in tariff, Ergon Distribution must agree to connect your
solar system to the grid and allow you to export electricity. Sometimes Ergon Distribution will
assess that the network in your area is not capable of supporting more solar PV and won't allow
new connections. This is an issue you need to discuss with Ergon Distribution.
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INFORMATION SESSION RUNSHEET

1.1 N+R cost build-up methodology

(1)  This year, the Minister asked us to use the network plus retail (or N+R) cost build-up methodology
to set notified prices. This is the same approach we have used in previous years.

(") Under this approach, the:

(a) N component (or network costs) are treated as a pass through - that is, , we pass through
the network prices and tariff structures approved by the Australian energy regulator...

(b) R component (which consist of the retail and energy costs) is determined by us
(c) Other costs and adjustments which we also calculate.

2V Under this approach the underlying network prices as the basis for setting the retail tariffs, then
the other cost components are added on to build-up the total notified price.

(4 The bar chart shows how the components contribute to a typical customer bill this year... as you
can see energy costs are the largest component of the bill, followed by network costs, with retail
and other costs making up the remainder.

\ )  the approaches we have used to set these costs is largely consistent with the past determinations,
so this is likely to be familiar to those of you familiar with our past determinations and approaches.

I N+R Framework

There are four primary cost components in our cost build-up methodology,
which determine prices.

Cost components:

Total bill

{tariff 11)
Other adjustments

“ include matters we are required to consider
te g the standing offer adjustment nt).

Retail costs
include costs for customer services,
administrative tasks and metering services.

i

ergy o
mdude cosxs (o buy electricity from the
wholesale market and comply with
environmental schemes.

% Network costs | costs / prices
> include costs to mnspod electricity via ™ regulated by
the electricity network. the AER
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1.2 Network costs slide

First component is network costs, which relate to the costs for transmission and distribution
of energy — the 'poles and wires' so to speak.

We have used the same approach this year to set network costs, where the N component is
treated as a pass through ... so we pass through network prices that are approved by the
Australian Energy Regulator (or AER).

Consistent with the UTP, we have used the Energex network prices for small customers; and
for large customers the network prices for the lowest cost Ergon region connected to the
NEM.

As you can see, this year network costs are increasing for all customers - by around $22-$35
for small customers and ... $550 for large customers. -

As the AER has yet to approve network pricing for the next financial year, we have used draft
network prices supplied to us by Energy Queensland. We intend to use finalised and AER
approved network prices for our final determination, subject to availability of course.

Network costs

Network costs are the costs of transporting electricity through transmission and
distribution networks. These are regulated by the Australian Energy Regulator.

Consistent with the Minister’s delegation, we pass through network prices
into retail tariffs as follows:

For small customer standard retail tariffs For large customer standard retail tariffs

Based on Energex (SEQ) network prices Based on network prices in Ergon’s lowest cost
region connected to the NEM

Network costs have increased for most small and large customer tariffs.
For typical customers, network costs have increased as follows:

Tariff 11 Tariff 20 Tariff 44
+535.14 or +6.1% | | +52253 0r +3.1% +5546 or +1.9%

cost information in our final determination.

h

‘ Network costs may change as we will use updated
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1.3 Energy costs slide

Main driver of high costs
the key component - wholesale energy costs -

To estimate costs, we use a market hedging approach, which estimates the costs retailers
face in the NEM.

Estimating energy costs is quite complex, but generally it involves estimating the costs a
prudent retailer would face from forward purchasing energy contracts in the NEM for the
bulk of their requirements, as well as some spot market costs.

information that is public information, including on spot prices and futures contracts traded
in the ASX.

We have taken into account government price caps - which I'll discuss next.
Draft wholesale energy costs are expected to increase for both small and large customers:
— The market conditions have been volatile due to

o higher coal and gas prices. This has been caused by international factors, such as the
war in Ukraine and energy sanctions. Domestic factors have also been at play, such as
uncertainties around the availability and reliability of coal-fired power plants and their
impacts on the supply-demand balance in Queensland.

o Temporary price caps on coal and gas prices have now been put in place by
government and we have seen recent falls in energy prices. But a substantial portion
of costs have already been locked in by retailers through their hedging activities.

For the draft determination, we used data up until January 2022 - to account for the most
current developments while still publishing on time.

For the final, we will use ASX data up until late April early May to estimate costs.

Energy costs

The main component of energy costs is wholesale energy costs. These are the
costs retailers incur when they purchase electricity for their customers through

the national electricity market (NEM).
Retailers use hedging strategies to manage risk when purchasing from the NEM.

* use a market-based approach that simulates the NEM from a retailer’s perspective
* are based on ASX energy futures contract prices, as these are publicly available
* use ASX data until 20 January 2023.

Energy costs have increased for small and large customer tariffs.
For typical customers, energy costs have increased as follows:

Tariff 11 Tariff 20 Tariff 44
+$320.44 or +52.2% +5350.77 or +52.2% +55,616 or +29.5%

Sff« Energy costs will change as we will use an additional
%8¢ three months of contract data in our final determination.
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1.4 Impact of government price caps slide

This chart shows the what has happened in the contract market since January last year

Red line... shows the movement of the trade in Queensland ASX base contract prices over
time

Purple bars shows the volume of energy contracts traded

Grey line near end - marks the date of when the government price caps were introduced—
early Dec 2022—-

Chart goes out to 20 January - which is the cut-off date for contract data that we used in our
draft determination.

As you can see, majority of the volume was traded before our data cut-off.
Important - grey line

Price caps have been put in place on coal and gas prices. We have seen recent falls in energy
costs but substantial portion of costs have already locked in by retailers through their
hedging activities.

Late last year, the Australian Government partnered with the states and territories on an
Energy Price Relief Plan. Part of this plan was the introduction of temporary price caps on
coal and gas prices.

We will use updated data in our final determination so wholesale energy costs may change.

Impact of government price caps

Retailers manage their spot price risk by locking in a price in advance for
part of their electricity needs by purchasing ASX contracts.

Queensiand ASX base contract 2023-24 e et n
{Q1 2024) e cope o & gwal
¥ Dwcamber 2001

For our draft

determination

: 91% of trade
M volume traded
before the

price cap was
Implemented

|J|.ummhi.anLL.L.,uuLHJhm.l“huh
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1.5 Retail costs slide
e Retail costs include the costs a retailer incurs to run its business and look after its customers.

e This year, we used the same approach to set retail costs as that used in the past - we used
the established benchmark allowances, adjusted for CPI.

— We established the benchmark allowances some time ago.

— For small customers - Uses market offers in SEQ which is available publicly, then - by
deducting the network and energy costs from the total retail tariffs, the retail costs can
be derived (and benchmarked). We did a detailed review of these a few years ago and
updated the small customer retail allowances to take account of updated market data

— For large customers we used the existing benchmark established (in 2016-17).
e This year retail costs are increasing for customers.
e Metering

— The main change this year is that retail costs for small customers now include metering
costs, which the Minister asked us to include in retail costs this year.

— These metering costs were previously paid by customers as a separate item on your bill,
but now they are incorporated into retail costs, which form part of the tariff price.

— The metering costs also include additional costs associated with digital meters

-~ Retail costs

Retail costs are the costs of running a retail electricity business, including customer

services, billing and administrative tasks.

* We estimate retail costs using established benchmarks (based on costs
in a competitive market)

* These costs are recovered through fixed and variable charges.

This year, retail costs for small customers include metering costs,
consistent with the Minister’s delegation.

Retail costs have increased for small and large customer tariffs. For typical
customers, retail costs have increased as follows:

Tariff 11 Tariff 20 Tariff 44
+557.08 or +22.2% +5101.04 or +22.4% +5409 or +11.4%

Note: To faciitate 3 Medor-lhe compartzon, we have included metering costs in the small customer tariffs
for 2022-23 when determining the change in retad costs
e Anything on excess margins (assumes that market is not effectively competitive). The
number of retailers and market offers indicate the market is likely to be pretty competitive -

and therefore retailers generally not include excessive margins (otherwise would be put out
of business).

e For retail costs, took into account discounts in retail market offers (i.e. took them off).
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1.6 Other adjustments slide

e These adjustments are matters that we are required to consider under the pricing
framework.

e The first is the standing offer adjustment - which is the adjustment the Minister asks us to
include in small customer notified prices to reflect the costs and benefits associated with
standing offer contracts in SEQ (given the UTP)

e We have incorporated an adjustment of 4.56% (or $59) into small customer prices

e Similar to previous years, we used an avoided cost method to estimate the SOA - that is, we
looked at the potential fees customers on market contracts could incur in SEQ, that would
not be incurred on a standard contract.

e We use this as a proxy for the additional value the terms and conditions contained in
standing offers provide to customers.

e You will also see the small-scale renewable energy scheme costs. | won't go into too much
detail on this, other than to say these costs will be reduced this year to account for an over-
recovery last year.

e This can occur because these costs are settled at the end of the year, whereas we must
make our decision mid-year, so we make adjustments to account for differences between
the costs we used in our decision and the actual costs set after our decision was made.

~  Other adjustments

The standing offer adjustment (SOA) is intended to reflect the value of more

favourable terms and conditions in standard contracts relative to market contracts

Our estimate reflects the potential fees small customers We ,:',“
in SEQ on market contracts could incur annually SOA of 4.56%
(that would not be incurred on a standard contract).

The small scale renewable energy scheme (SRES) cost pass-through reflects the
number of certificates retailers are required to purchase and surrender to the

Clean Energy Regulator (CER).

Based on the CER’s SRES liabilities, we compared the 2022-23 actual costs
to the allowance in last year’s notified prices. Qur draft prices incorporate an
over-recovery of 2022-23 SRES costs in 2023-24 notified prices (leading to a
reduction in other costs).

Overall, other costs have increased for small customers but decreased for large customers.
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1.7 Two new time-of-use tariffs slide
e The Minister asked us to develop two new tariffs this year for small customers.

e These are time of use tariffs that have different charges based on whether you use electricity
during the peak or non-peak periods.

e The new tariffs are based on existing time of use tariffs, but with stronger price signals and
are meant to encourage customers to use more energy during the (when renewable energy
generation is high and network utilisation is low).

e For these tariffs, we use the same network costs as those used in existing tariffs, but then set
the energy costs to provide the stronger price signals.

e So if you can shift your consumption to during the day or in the overnight period, you could
save money compared to a flat rate tariff, where usage charges are the same across the
whole day.

e You can see this difference in rates on the charts - where the rates are higher in the peak
periods and lower in the day and night (the non-peak periods).

e There was some discussion in subs around these tariffs - particularly around how it might
provide incentives for customers with electric vehicles to be charged during the day.

e While that is true, these tariffs can be used for any consumption - you don't need to be an
EV owner - any customer that can access the existing time-of-use tariffs can access these
new ones.

@ Two new time-of-use tariffs

The Minister asked us to develop two new residential and small business
time-of-use tariffs that are intended to incentivise customers to use more
electricity during non-peak periods.

These new tariffs are based on existing tariffs 128 and 228, but with stronger
price signals (bigger differential between peak and non-peak periods).

*Not restricted to EV / battery customers

Residential — new vs existing tariff Small business — new vs existing tariff

60 70

50 60 ”
20 50
Z » £
=~ - = 30
10
0

Peak Day Night Peak Day Night
Taaff 128 (exdsting) Tanff 228 (edsting)
= Taaff 12C (new) B Tadff 22C (new)

* For residential tariffs: Pesk = 450 9 pen; Diy = 9 am to 4 pem; Night = &l other times [9pm 1o Sam)
o For wmall basinass tarifls: Poak « 4 10 9 pen weskdaoys, Doy ~ 9 am 10 4 pen, Nt ~ ol other times

wewbdays, 9pm 10 Sam, and on weshends, 4pm 10 Sem
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1.8 Way forward slide

e Thank you for joining us today and participating in the information session. Hopefully this
session has provided you with a better knowledge of the draft determination and prices,
including explaining why prices and increasing this year and the main reasons for this.

e We are particularly keen to hear from stakeholder comments about the new tariffs.

e Submissions are due 14 April and we expect to have the final report published by the end of
May. Submissions can be uploaded to our website using the submissions tab on the home
page.

e If nothing further - thank you!

8
Queensland Competition Authority RTI Document No. 15 Right to Information Act 2009



Energy costs

Energy costs for all customer groups were-are estimated to increase, primarily driven by higher wholesale

energy costs (Table 2).

Table1l Energy costs, 2022-23 and 2023-24 (excl. GST)

Customer group Main retail tariff | 2022-23 Final | 2023-24 Draft Change from 2022-23 Final
$/MWh $/MWh %
Energex (Small Customers) Tariffs 11, 20 $125.01 $190.21 $65.20 52.2%
c 2r_ x CLP 9000 Tariff 31 $107.77 $126.77 $19.00 17.6%
F 1ers x CLP 9100 Tariff 33 $113.09 $133.02 $19.93 17.6%
‘rg- ‘lLarge Business) Tariffs 44, 45, 46 $113.28 $146.65 $33.37 29.5%

Wholesale energy costs

Tt » le 'el of wholesale energy costs is determined by the prevailing market conditions in the NEM and
rel. .t financial markets. Our approach in estimating wholesale energy costs is designed to closely
i fl -t these market dynamics, which are best approximated by publicly available prices and trade

' olur ies of ASX contracts.

In practice, retailers adopt a range of hedging strategies to manage spot price volatility within the NEM?,
including through the purchase of ASX contracts. Generally, the purchase of ASX contracts enables
reilers to lock in a price, or a maximum price (in the case of cap contracts), at which a given volume of
el ctricity will be transacted at a future date. Therefore, ASX contract prices incorporate market
participants' expectations of future spot prices.

1.1.1 Key drivers

~“ompared last year's estimates, wholesale energy costs are estimated to increase for all customer groups
(Table 3). These changes in costs reflect a significant increase in the trade-weighted prices for ASX base
and cap contracts (Table 4). The increase in ASX contract prices is driven by market participants expecting

higher future spot prices and greater price volatility, which is likely due to:

e higher gas and coal prices. Thermal generators have been facing higher fuel costs due to the war in
Ukraine and energy sanctions imposed on Russia (a major global oil, gas and thermal coal producer).
These developments have added further uncertainty to energy markets already impacted by global
supply constraints? (due to the covid-19 pandemic), which led to high and volatile gas and thermal coal
prices (Figures 1 and 2)

e uncertainties associated with the availability and reliability of coal-fired power plants and their impacts
on the supply—demand balance in the Queensland NEM region. For example, Kogan Creek began a
scheduled outage in September 2022 for a major overhaul and its return to service was delayed for
more than a month due to unforeseen additional repairs required.3 Further, Callide C (unit 3) suffered
from a forced outage since October 2022. Callide C's operator (CS Energy) initially advised that the unit

! The NEM is a volatile market where spot prices are settled every 5 minutes and currently can range from —
$1,000 to $15,500 per megawatt hour (MWh).
2 See Bloomberg, Commodities soar as war builds anxiety over supply shortages, accessed in January 2023.

3 See CS Energy, Kogan Creek power station overhaul extended, accessed in January 2023.

Queensland Competition Authority
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https://www.bloomberg.com/news/articles/2022-03-04/commodities-soar-as-russia-s-nuclear-plant-attack-raises-tension?sref=kkhkDP70
https://www.csenergy.com.au/news/kogan-creek-power-station-overhaul-extended

was expected to return to service in February 2023 but this timeframe was later revised to May 2023.4
CS Energy also delayed the return of service of Callide C (unit 4) from April to May 2023.° These
outages have reduced the average available capacity by around 864MW in Q4 2022.°

Our wholesale energy cost methodology also incorporates the potential impacts of temporary price caps
for gas and coal, which were implemented by Commonwealth and Queensland Governments in
December 2022 (see section 1.1.2 for more information).

Table2 Wholesale energy costs, 2022-23 and 2023-24 (excl. GST)

Customer group Main retail tariff | 2022-23 Final | 2023-24 Draft Change from 2022-23 Final
S/MWh S/MWh %
7Eerg xi(S 1all Customers) Tariffs 11, 20 $94.93 $157.99 $63.06 66.4%
L..c.gex CLP 9000 Tariff 31 $78.80 $98.65 $19.85 25.2%
ner ex CLP 9100 Tariff 33 $83.78 $104.49 $20.71 24.7%
krgc.. (Large Business) Tariffs 44, 45, 46 $84.61 $118.74 $34.13 40.3%

fa. '~ 3 Queensland trade-weighted ASX contract prices

- Tontract type Quarter 2022-23 Final | 2023-24 Draft Change

| $/MWh $/MWh %

| ASX base contract Q3 $58.31 $102.26 $43.95 75.4%
Q4 $59.76 $90.28 $30.52 51.1%
Q1 $78.22 $114.08 $35.86 45.8%

! Q2 $§57.43 $84.11 $26.68 46.5%

‘ ASX cap contract Q3 $13.32 $18.59 $5.27 39.6%
Q4 $15.04 $21.67 $6.63 44.1%

‘ Ql $29.53 $36.03 $6.50 22.0%

| Q2 $8.31 $14.72 $6.41 77.1%

Source: ASX Energy.

Note: To calculate the trade-weighted ASX contract prices for 2023-24 draft determination, we have used contract prices
and volume of contracts and exercised options traded until 20 January 2023 inclusive. Such an approach takes into account
the most current information (including developments over the potentially volatile summer period), while still meeting our
draft determination timeframe.

4 See CS Energy, Updated return to service date for Callide C units, accessed in January 2023.

> Callide C (unit 4) has been unavailable since May 2021 following a major explosion. See CS Energy, Updated
return to service date for Callide C units, accessed in January 2023.

8 AEMO, Quarterly Energy Dynamics Q4 2022, January 2023.
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https://www.csenergy.com.au/news/updated-return-to-service-date-for-callide-c-units
https://www.csenergy.com.au/news/updated-return-to-service-date-for-callide-c-units
https://www.csenergy.com.au/news/updated-return-to-service-date-for-callide-c-units
https://aemo.com.au/-/media/files/major-publications/qed/2022/qed-q4-2022.pdf?la=en&hash=9587E5DD6CB1FA1F7514E6B21BD937CF

Figure 1 Newcastle thermal coal export prices
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Source: Bloomberg Intercontinental Exchange (ICE).

1.1.2 Government intervention

In December 2022, the Australian Government partnered with the states and territories to introduce an
Energy Relief Plan with measures to address high energy costs. Key aspects of this plan include temporary
price caps for gas and coal, which are key input costs for thermal generators. Under this plan, wholesale
gas and coal prices for electricity generation would effectively be capped at $12/GJ and $125/tonne
respectively (for at least 12 months).

Our wholesale energy cost methodology captures the potential impacts of these caps through our spot
price analysis and the incorporation of ASX contract prices (until 20 January 2023 inclusive). Importantly,
the ASX contract prices reflect, to date, the market participants’ views of the potential impacts of these

3
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temporary price caps on the NEM. The potential effects of these caps are best illustrated using the price
and trade movement of ASX base contracts for the summer quarter for 2023-24, i.e. Q1 2024 (Figure 3).

As shown in Figure 3, prior to the war in Ukraine intensifying in late February 2022, ASX base contract
prices for Queensland (Q1 2024) averaged around $67/MWh. From then on, these contract prices have
increased substantially, reaching a record high of approximately $243/MWh in late October 2022 before
declining to around $150/MWh prior to the government intervention in early December 2022. Since the
commencement of the temporary price caps, these contract prices have decreased further, fluctuating
between $113/MWh and $137/MWh.

However it is important to note that, in practice, retailers manage their spot price risk by locking-in a price
(or a maximum price’) in advance for part of their electricity requirements via trading in ASX contracts. In
o .aer w rds, retailers have already locked-in a portion of their costs for 2023-24 prior to the
c M 1er ement of the temporary price caps. This market dynamic can be demonstrated using the
movement in trade volume for the ASX base contracts (Q1 2024), where approximately 91% of the
.on" ac ;s traded were locked-in before commencement of the price caps. This means that only 9% of ASX
« .tr> straded were influenced by the price caps (Figure 3).

it > . pected that the temporary price caps would put downward pressure on the trade-weighted ASX
cc 1tre it prices (and in turn wholesale energy costs) as more ASX contracts are traded while the price caps
are 1 force. For our final determination, we will use ASX data until late April/early May 2023 to estimate
¢ H)nu act prices.

- .3 Queensland ASX base contract 2023-24 (Q1 2024)

250 800
Govt. intervention
(price caps—coal & gas)
9 December 2022
200
600 £
= 2
= =
= 7
& £
o 150 =
L =
s -
S a00 £
g =
o 1]
© 100 =
91% of trade volume | 9% of trade volume
(pre-intervention) (post-intervention)
200
50 l ] k
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Source: ASX Energy and QCA analysis.

7 Retailers can lock in the maximum price for future electricity purchases by trading in ASX cap contracts.
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1.1.3  Methodological refinement—wholesale energy costs

To better reflect the latest market developments, we have also refined our wholesale energy cost
methodology by:

incorporating demand profiles of smart meters to better approximate the consumption pattern of
electricity. Since the introduction of the AEMC's Power of Choice reforms® in 2017, installations of new
rooftop solar PV would involve an upgrade of meters (from accumulation to smart meters). This means
that the demand profiles based on only accumulation meters (i.e. the net system load profiles (NSLPs))
would likely misrepresent the consumption pattern of electricity. This is because the reduction in day-
time demand due new rooftop PV output would be captured by smart meters instead of accumulation
meters (and by extension the NSLPs).

Te adi ress this issue, we have combined the relevant smart meter profiles with the NSLPs when

_ 7 .ating wholesale energy costs. This is consistent with what retailers do, in practice, when

d ~loping their hedging strategies. Based on informal discussions, retailers in south east Queensland
dvi' 2d that they would not distinguish between customers with different meter types but would

coinbine the profiles for smart and accumulation meters (for a specific customer group) when

w .artaking hedging activities.

~ sroving our estimation of the costs that retailers faced when trading in ASX options to manage spot
~rice volatility. Our initial approach to estimating ASX contract prices includes options traded by using
a implified approach, where options were approximated using the volume of options traded and ASX
aaily settlement prices for base contracts.

riowever, recent market volatility has prompted us to consider refining this approach. To reflect the
costs of trading in options more accurately, we have incorporated the:

— strike prices of call options® exercised
— premiums of call options exercised and expired

— trade volume of call options exercised and expired.

Other energy costs

Compared to the estimates from last year, we estimated that:

LRET costs would increase—driven by an increase in the forward prices of large-scale generation
certificates due to higher voluntary demand for these certificates

SRES costs would decline—driven by a decline in the estimated number of small-scale technology
certificates retailers are required to purchase

NEM fees would increase—reflecting an increase in costs related to operating the NEM, including the
costs associated with the five-minute settlement reform and the integration of distributed energy
resources

8 As part of this reform, the AEMC implemented rule changes to facilitate a market-led deployment of smart

meters across the NEM. Among other things, these rule changes required that, from 1 December 2017, all
new and replacement meters for small customers to be smart meters.

% In this context, call options are a type of financial derivative that gives the holder the right, but not the

obligation, to purchase (exercise) ASX base contracts at a predetermined price (known as the "strike price")
and volume. In exchange for this right to exercise, the holder (buyer) will pay a premium to the seller of the
call option (regardless of whether the holder chooses to exercise the option).

5

Queensland Competition Authority RTI Document No. 16 Right to Information Act 2009



¢ ancillary services charges would decrease—due to lower costs for frequency control ancillary services
(FCAS) in Queensland. The completion of upgrades for the Queensland to New South Wales
interconnector (QNI) in June 2022 has reduced the need for local supply of FCAS in Queensland.

e prudential costs for small customers would increase—driven by elevated contract prices, greater
expected price volatility in the NEM and the shape of the relevant demand profile becoming 'peakier’
(due to a due to a substantial uptake of rooftop solar PV, which decreased daytime demand but had
limited effect on the evening peak demand)

e prudential costs for large customers would decrease—primarily due to the shape of the relevant
demand profile becoming 'flatter' over time (with more electricity consumed during the off-peak
davtime period, instead of during the evening peak period)

¢ R liat lity and Emergency Reserve Trader (RERT) costs would decline—driven by fewer activations of
... ..cRT to assist with power system management (excluding RERT activations during events in June
2”7 _", seeJune 2022 events)

.~ h~ 2 also estimated the costs associated with market events in June 2022 using the latest data from
"' =~ AFEMC and AEMO. These include the RERT costs and compensation costs published by the AEMC and
Al VIC to date. The compensation costs are in relation to the trigger of the administered price cap and
su._ - usion of the wholesale market by AEMO (from 15 to 24 June 2022).

71iby 4 Other energy costs, 2022-23 and 2023-24 (excl. GST)

| .
| 202,__2_4_@2 20232-243 Change from 20221-232 Final
| Cost component inal Draft
S/MWwWh S/MWwh %
B Large-scale Renewable Energy Target (LRET) $5.00 $7.19 $2.19 43.8%
Small-scale Renewable Energy Scheme (SRES) $10.90 $6.86 —$4.04 -37.1%
NEM Fees $1.13 $1.15 $0.02 1.8%
Ancillary Services $1.42 $0.60 -$0.82 -57.7%
Prudential Capital (Small customers) $2.55 $3.24 $0.69 27.1%
Prudential Capital (Large customers) $2.10 $2.00 -$0.10 -4.8%
Reliability and Emergency Reserve Trader (RERT) $1.01 $0.01 -$1.00 -99.0%
June 2022 market events $0.00 $0.89 $0.89 —
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4 page document - pages 1 - deleted - Section 73 - irrelevant information

Member comments on notified prices_
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% Expected customer bill impacts

Bills are expected to be higher for all customers in 2023-24 largely due to an increase in
estimated energy costs and, to a lesser extent, increases in other cost components:

= Tariff 11—Residential: expected to increase by 28.9%

$2,500
121_4% 138% ‘ 123%
2,000 +$19 1,928
? f23% +5320 i B :
&y son | oSLASE 25
T11 increases by
$1,000 $432 or 28.9%
$500
4
S0
2022-23 Network Energy Retail Other costs 2023-24

B Increase M Decrease M Total

= Tariff 20—Small business: expected to increase by 26.1%

= Tariff 44—Large business: expected to increase by 12.2%. Prices do not increase as much for large
customers due to the smaller increases in wholesale energy costs (as a result of flatter consumption profiles
compared to small customers, which is less expensive to hedge).
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—~ . . .
@©. 1 Drivers of increased prices

Energy costs are the main driver for price rises this year, with a substantial increase
in wholesale energy costs, primarily due to:

= higher coal and gas prices, impacted by the war in Ukraine
= uncertainties associated with the availability and reliability of coal-firec paw.er
plants.

Recent price caps (on coal and gas) have been incorporated, but *h~ n.ajority of
wholesale costs were already locked in by retailers before the i 1t.nuuction of the
caps (see next slide).

Retail costs are higher because they now include the costs of metering services (for
small customers).

Network costs are higher based on draft network prices from Energy Queensland.
Other costs are increasing for small customers as the standing offer adjustment is

calculated as a percentage of the total costs (as identified above).
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Impact of price caps
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Retailers manage their spot price risk by locking in a price in advance
for part of their electricity needs by purchasing ASX contracts.
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Changes between draft/final

Prices may change between our draft and final determinations due to:

= updated network prices—for the final determination, we will use upda‘c
network prices.

= updated ASX market data for the estimation of wholesale energy cists—
the draft determination includes ASX data up until 20 Januat / 023 but we
intend to use ASX data until late April/early May 2023 for t'1« final
determination.

= the AER’s 2023-24 default market offer for sout’i-east Queensland—for
our final determination, we will do a compari<on \‘ith the AER’s DMO
reference bill to assess whether the standin .72 adjustment needs to be
adjusted (which would have a flow-on effect o final notified prices).

= changes in other costs—other costs will be updated for our final
determination if more up-to-date information becomes available, including
metering costs and costs associated with the June 2022 market events.
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Price increases over time

Real and nominal (CPI) annual notified price bills  Bill comparisons—SEQ and notified prices

(T11, including metering costs) (T11)
$2,000.00 $1,900
$1,800.00 51,800
51,700 ‘
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= Nominal Bils (inc metering) - ==={eal Bills (inc metering) W Notified pric_s === - SEQ stanuing offer (AER) SEQ average market offer
O Averc ~e SEQ market offers increased by 27% (Jun to Sept Qtr 2022),
exceedi.g the SEQ standing offer (AER)
U Recently, Energy Australia announced out of cycle rate increase
from 1 March 2023
Notes: Bills based on a median consumption of 4,468 kWh per year. Terms and conditions-may
vary for offers in SEQ.
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o e Shortto medium term outlook

Beyond the 2023-24 notified prices, the outlook remains uncertain due to a
number of factors:

" Government intervention—temporary price caps on gas and coal in piacg;
further intervention possible (e.g. pending mandatory code of coro.'ci for
domestic gas producers). Nature and impact of such interventiurs unclear.

= Reforms—broad range of reforms taking place right across t*ie NEM, with a
range of consequences and potential implications for =le “tricity prices.

= World events—the continuation of the war in Uk,aine and other world
events that impact input costs (such as coal and ges prices) will contribute to
uncertainty in energy markets.

= Network price review—AER-approved network prices are used to determine
network costs for notified prices. The outcomes of the AER’s review of the
network prices for Energex and Ergon Energy network businesses for the
2025-30 period are not expected until April 2025.
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Price increases over time (WPI)

Real and nominal annual notified price bills
(T11, including metering costs)
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e T11 Nominal Bills (inc metering) =T 11 Real Bills - WPI adjusted (inc metering)

Notes: ABS used for WPI data until June 2022. QCA staff estimated WPI for observations after
June 2022, based on available RBA forecasts.
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