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EXECUTIVE SUMMARY
Aurora Energy welcomes the release of the Draft Determination under 2022 Price-Regulated
Retail Service Price Determination (2022 Determination).
On 15 October, Aurora Energy provided a substantial ‘Preliminary Submission’ to the price
investigation process for the 2022 Determination. The submission outlined critical drivers for
how retail services for electricity users will need to be delivered over the life of the
Determination. In particular, that customer expectations are changing alongside a greater
need and awareness of digital based options for using and interacting with utility providers.
Importantly, energy affordability remains a critical concern for all Tasmanians and the 2022
Determination will shape the future of retail prices for Tasmanian residential and small
business customers, as well as the ability for Aurora Energy to provide assistance in addressing
affordability challenges.
Aurora Energy notes that in the Draft Determination, the Tasmanian Economic Regulator
(Regulator) has largely adopted the methodology proposed in Regulator’s Standing Offer Price
Methodology Review Draft Approach Paper (Approach Paper), released on 24 September
2021.
Aurora Energy supports the Draft Determination findings related to network, market and
metering charges and welcomes the Regulator’s decision to consider aurora+ a standard retail
cost. This endorses the benefits that aurora+ can offer to all Tasmanians through
opportunities to more effectively engage with Aurora Energy, reduce their electricity costs
and gain greater control over their energy usage.
The removal of a separate aurora+ Product Service Fee will eliminate a known barrier to
customers accessing the product and provide Aurora Energy with greater flexibility to engage
with and on-board customers. This change, together with Aurora Energy’s implementation of
the Tasmanian Government’s commitment to accelerate the rollout of advanced meters, is
expected to contribute to a significant uptake of aurora+ across the State.
Aurora Energy is currently preparing a comprehensive Customer and Stakeholder Engagement
Plan to ensure it realises its forecast uptake of aurora+ throughout the 2022 Determination.
The Regulator’s findings on the key retail cost components of Cost-To-Serve (CTS) and retail
margin raise elements of concern for Aurora Energy and the table below provides a summary
of Aurora Energy’s position on these components:
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Cost-To-Serve

There are a number of key elements of the Regulator’s draft findings of
CTS that are inconsistent with observable evidence and/or regulatory
precedence and should therefore be reconsidered when setting Aurora
Energy’s CTS for the 2022 Determination period.
The productivity/efficiency factors applied by the Regulator are
significantly higher than in other recent regulator decisions and do not
appear to be consistent with standard regulatory principles applied by
other regulators.
The removal of Aurora Energy’s COVID-19 related bad debt allowance
from 2022-23 and 2023-24 on the basis of Tasmania’s broader economic
performance is not reflective of the current state of customer retail
electricity debt levels in Tasmania.
Aurora Energy is in the midst of a transition to a new digital operating
model, including the transition to a new billing system (HubCX), however
is forecasting total platform costs to remain within 2020-21 expenditure.
The majority of Aurora Energy’s customers were managed by CC&B
during the 2020-21 financial year. Should the Regulator remove costs
associated with CC&B it should also reflect the full forecast costs
associated with HubCX.
Aurora Energy is regularly exposed to regulatory and compliance
changes that drive additional operating expenditure above and beyond
its business-as-usual requirements. There are number of changes
expected over the 2022 Determination period and Aurora Energy
considers an allocation included in its CTS model is prudent.
Based on the aforementioned elements, Aurora Energy proposes a
revised CTS of $168.60/customer ($2020-21).

Retail Margin

The Regulator proposes the adoption of a methodology to determine an
efficient $ per customer retail margin which only considers the two most
recent annual price periods.
Aurora Energy contends that the use of such a narrow period from which
to determine a forward three year projection does not adequately
account for the proven volatility in the electricity market and the retail
customer cost stack, specifically wholesale electricity prices which are
currently at a historical low.
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It is submitted that the retail margin benchmarked percentage should be
applied over a historical a six year period to ensure the variability of cost
component prices is adequately covered.
In addition, having regard to benchmarking and regulatory precedent, it
is submitted that 5.4 per cent, rather than 5.25 per cent, is more
reflective of the risks and investments necessitated by an efficient
retailer in Tasmania.
A retail margin allowance of $105.80 / customer ($FY2021) is
subsequently proposed as efficient for a retailer in Tasmania.
The following table summarises the proposed CTS (including aurora+) and retail margin
outcomes across the Preliminary Submission, Draft Determination and Aurora Energy’s
submission to the Draft Determination.
Component

Aurora Energy
Preliminary Submission

Regulator Draft
Determination

Aurora Energy Draft
Determination
Submission

Base CTS

$155.21

$142.27

$154.45

aurora+

$17.33

$14.15

$14.15

Total CTS

$172.54

$156.42

$168.60

Retail Margin

$111.94

$96.25

$105.80

Total allowance

$284.48

$252.67

$274.40

Aurora Energy considers its proposals in response to the Draft Determination to be a positive
outcome for Tasmanians. The above retail allowances will enable Aurora Energy to remain
sustainable and continue to support and provide value to all Tasmanian customers. Given the
importance of addressing customer affordability challenges, it is also noted that these retail
allowances will not materially impact customer pricing as the retail component equates to
only 13 per cent of the overall electricity bill.
In addition, whilst Aurora Energy supports the Regulator’s methodology for Renewable Energy
Large-Scale Generation Certificate costs, it does not support the Regulator’s proposed Smallscale Technology Certificates (STC) approach which relies solely on forward contract prices
and dismisses the use of the clearing house price.
The reliance on using forward contract price averages presents a risk that Aurora Energy is
unable to access or contract at a point where there is no liquidity. This is particularly evident
for the forward contract periods beyond 6 months.
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Aurora Energy suggests that a hybrid STC methodology be adopted which considers both
forward contract prices and clearing house prices in periods where there is low or no contract
market liquidity. This will reduce the risk faced by Aurora Energy of using forward contract
price averages that cannot be accessed or contracted where there is no liquidity.
Feedback has also been provided on the Regulator’s Standing Offer Price Approval Guideline.
Aurora Energy will continue to engage with the Regulator and interested stakeholders as part
of the Regulator’s preparations for release of the Final Report for the 2022 Determination.
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1

PURPOSE

This submission to the 2022 Retail Price Draft Determination (Draft Determination) forms part
of the Regulator’s consultation period in support of the 2022 Determination price
investigation.
Aurora Energy has reviewed all elements of the Draft Determination and supports the findings
related to network, market and metering charges as well as the Regulator’s position on the
Draft Standing Offer Tariff Strategy.
This document focusses on the Regulator’s findings on the key retail cost components of CostTo-Serve and retail margin, as well as providing insights to the methodology underpinning the
pass-through cost component of renewable energy charges.
Additional feedback is provided on the Regulator’s Standing Offer Price Approval Guideline
and the calculation for interest on overdue accounts.
This submission is provided as a public document and notes, where relevant, additional
information that has been provided directly to the Regulator as commercial in confidence.
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2

BACKGROUND

2.1

2022 DETERMINATION DRIVERS

On 15 October 2021, Aurora Energy provided its Preliminary Submission the 2022
Determination price investigation. Whilst the Regulator has reviewed the Preliminary
Submission and associated information provided by Aurora Energy, it is important to
emphasise key drivers for Aurora Energy in its assessment of the costs and challenges
expected over the life of the 2022 Determination. These are listed below in table 1:
Table 1 – Drivers and Environment for 2022 Determination
Energy Affordability
Despite historically low prices, Tasmanians still experience high energy bills. A range of
measures are required to address affordability in addition to low unit prices, including energy
efficiency advice, customer empowerment tools and payment support.
Customer Expectations and Digital Transformation
Energy retailers are being required to transform their businesses in order to meet regulatory
obligations, remain competitive, provide value, meet changing customer expectations and
achieve cost efficiencies from digitalisation.
Local and National Retailer Obligations
Aurora Energy has continued to support Tasmanian customers and adapt its business to meet
the changing requirements of a National Electricity Market retailer, all whilst managing the
impacts of COVID-19.
Competition
In response to the emergence of multiple residential retailers in Tasmania, Aurora Energy has
been required to establish new processes and resources to retain, transfer and win back
customers.
Inclusion of aurora+
Research, product experience and stakeholder feedback have demonstrated the potential for
aurora+ to benefit a wider range of Tasmanians, particularly vulnerable customers.
If the costs associated with its ‘aurora+’ product are included as part of the CTS, Aurora Energy
will no longer charge customers a separate Product Service Fee.

Since the provision of the Preliminary Submission, the factors shaping these drivers have not
diminished and remain key inputs into the future cost impacts faced by Aurora Energy. In fact,
energy affordability and the need to empower customers to change their energy behaviours
is even more pronounced with further pressure being placed on cost of living expenses in
Tasmania.
In November 2021, Aurora Energy provided the Regulator with its Draft Standing Offer Tariff
Strategy (Tariff Strategy) that outlined three principles for how tariffs will be communicated
and managed over the life of the 2022 Determination. Aurora Energy notes the Regulator has
accepted the three principles underpinning the Tariff Strategy. Aurora Energy will continue to
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engage with the Regulator and stakeholders in the event that material changes are required
to its tariffs throughout the 2022 Determination period.
2.2

2022 DETERMINATION CONSULTATION AND ENGAGEMENT

Since the release of the Preliminary Submission, Aurora Energy has actively engaged with
stakeholders on the implications of the 2022 Determination.
Aurora Energy has held three separate sessions with stakeholders to inform them on the 2022
Determination price investigation process and to gather their views as inputs to the
approaches undertaken by Aurora Energy.
Aurora Energy also presented its approach and proposals for the 2022 Determination at the
Regulator’s Customer Consultative Committee in October 2021.
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3

AURORA+

Aurora Energy welcomes the Regulator’s decision to consider aurora+ a standard retail cost.
aurora+ offers benefits to all Tasmanians through opportunities to increase engagement
with Aurora Energy, gain greater control over their energy usage and ultimately reduce their
electricity costs.
The removal of the separate Product Service Fee will fundamentally change the
engagement method for aurora+ customers as it removes a previously acknowledged
barrier to uptake.
Aurora Energy has prepared a detailed Customer and Stakeholder Engagement Strategy to
ensure it realises its forecast uptake of aurora+ across the life of the 2022 Determination.
aurora+ is a digital based product offered by Aurora Energy that provides customers with
significant benefits, principally through greater visibility and control over electricity usage. It
has been in place since 2019 and its initial uptake has been strong with nearly 40,000 aurora+
customers.
Currently, aurora+ is a product of choice that provides tools and services in addition to the
minimum requirements outlined in National Energy Retail Rules. Based on an increasing level
of customer data and feedback, Aurora Energy has identified there are benefits associated
with aurora+ that can be of assistance to the wider customer base, in particular for vulnerable
Tasmanians and those who have been affected by the economic impacts of COVID-19.
In its Preliminary Submission, Aurora Energy proposed that aurora+ become a regulated cost
via inclusion in the regulatory cost base and, pending the outcomes of the 2022
Determination, remove the separate charging of a Product Service Fee.
This aligns with the key drivers shaping Aurora Energy proposals under the 2022
Determination, particularly on meeting changing customer expectations and the ongoing
digital transformation of services across a range of Australian industries.
Aurora Energy notes the Regulator intends to accept Aurora Energy’s proposal to include
aurora+ costs in Aurora Energy’s CTS so that, from 1 July 2022, Aurora Energy would no longer
separately charge its customers for the product.
3.1

KEY FEATURES

Noting the Regulator’s draft findings on aurora+ as a regulated cost, Aurora Energy highlights
the key features that continue to demonstrate its value to customers.
Whilst aurora+ replicates the standard retail function of issuing billing information, it goes far
beyond this by providing modern, interactive customer data and services that are inaccessible
Aurora Energy Submission to Draft Determination
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under current paper bills, e-billing or standard website services. In particular, aurora+
provides:










Daily energy data consumption use delivered straight to the aurora+ interface through
easy to understand graphs that are adjustable on a day, week or month basis depending
on the customer preference;
Consumption data that can be viewed in either dollars or KwHs;
An interface to measure the daily impact of solar export value on a retail bill;
The ability to see a daily value of electricity costs and to easily respond to that value
through set or customisable payments;
Estimation of how much time before credited values require additional funds, i.e., an
indication of when a customer will fall below zero credit;
Notifications to the app interface to alert customers to changing credit levels;
and
The ability to apply and secure a short term payment extension or long term payment
plan without the need to contact Aurora Energy by phone.

The digital functions and methods of presentation outlined above, define a product that
thousands of Tasmanians have already endorsed by signing up to aurora+ due to its ability to
provide clear value when managing electricity bills. In this context, aurora+ can contribute to
addressing energy affordability, another key driver under the 2022 Determination.
aurora+ will continue to be made available for all existing tariffs to which it applies, with the
addition of any new tariffs subject to tariff features, complexity and customer feedback.
Aurora Energy is in the process of conducting further benefits research related to aurora+ and,
since the provision of the Preliminary Submission, has provided the Regulator additional
information to support its proposal for aurora+ to become a regulated cost.
3.2

SUPPORT FOR FORECAST UPTAKE

As noted in the Draft Determination, the aurora+ cost estimates assume an increasing rate of
adoption of the digital based product, from 100,000 customers in 2022-23 to 130,000
customers by 2024-25. In reviewing these estimates and the costs underpinning aurora+, the
Regulator has indicated a need for Aurora Energy to provide further information on its
projections to reinforce the forecast adoption rate.
For clarity, Aurora Energy qualifies that forecast projections are for the life of the 2022
Determination, i.e. that targeted volumes are to be achieved during the noted periods and
not necessarily on 1 July in each period.
The uptake of aurora+ is largely achieved through a combination of two main factors:


the ability for customers to gain access to aurora+, and
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the attraction or incentive for customers to take up aurora+.

Notwithstanding the removal of the Product Service Fee, customers will still be required to
engage with Aurora Energy and elect to add the product to their digital based services,
whether this be mobile phones, tablets or desktop computers. However, Aurora Energy will
have greater flexibility to engage with customers and implement a clear, simple and efficient
on-boarding experience.
Aurora Energy is currently reviewing the existing sign-up process for aurora+ to support the
removal of the Product Service Fee by 1 July 2022, but is also considering future functionality
and process changes to improve the customer experience, provide a seamless on-boarding
process and ultimately support the adoption of the product.
3.2.1 Ability to access aurora+
It is considered that most households have access to information technology services required
to utilise aurora+. The ABS confirms that desktop or laptop computers are used by 91 per cent
of connected households with 91 per cent of connected households also using a mobile or
smart phone.1 However, it is acknowledged that digital literacy is a challenge for some
Tasmanians2 whereby their scope and capacity to use digital products may not align with the
ability required to use aurora+. Aurora Energy is committed to ensuring all its customers have
the support needed to access the benefits of aurora+.
The Regulator correctly highlights that customers seeking to take up aurora+ will also require
an advanced meter and consequently, there is an inter-dependency between the rollout of
advanced meters and aurora+ forecast uptake.
Aurora Energy does not consider that the requirement for advanced meters is an impediment
to realising the forecast uptake of aurora+. As noted by the Regulator, Aurora Energy is
working towards ensuring the near entirety of the Tasmanian customer base has an advanced
meter installed by the end of the Determination period in line with Tasmanian Government
policy.
Further, any customer with an existing Type 6 meter (non-advanced meter) can request an
advanced meter be provided and under the National Electricity Rules. Aurora Energy must
complete this request in 15 days, unless agreed otherwise, subject to a customer’s property
being safe and compliant. Hence, the barrier to aurora+ for those without an advanced meter
will, in the main, be minimal and can be easily resolved as per current practice.
It is also important that whilst Aurora Energy resources are scalable where necessary, it will
be most efficient to undertake a staged progression of customer uptake over a defined period
of time, for both metering installations and uptake of aurora+. A planned and coordinated
https://www.abs.gov.au/statistics/industry/technology-and-innovation/household-use-informationtechnology/latest-release
2 Understanding Digital Inclusion, TASCOSS, p.7
1
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approach to delivering both these services/products will ensure the most efficient use of
resources.
In this context, Aurora Energy notes it is developing an ‘Advanced Meter Roll-out Strategy’
(Advanced Meter Strategy) for guiding and delivering the installation of advanced meters in
line with the State Government’s 2026 commitment. The Advanced Meter Strategy is being
prepared in consultation with stakeholders and the State Government to ensure an
accelerated rollout is conducted in the most efficient way and that it enhances the overall
customer experience.
The Advanced Meter Strategy is linked to the use of aurora+ and will aid the successful uptake
of aurora+ throughout the 2022 Determination period. Figure 3.3 below compares the
forecast uptake of aurora+ to the rollout of advanced meters leading up to 2026.
Figure 3.3 – Forecast uptake of aurora+ and advanced meter rollout target

During the lead-up to the preparation of the Final Determination, Aurora Energy will seek to
engage with the Regulator on the Advanced Meter Strategy and its proposed approach to an
accelerated rollout and alignment with aurora+.
3.2.2 Marketing and Communications Approach
Aurora Energy considers a key determinant of uptake of aurora+ will be the method of
engagement and content of communication to customers following the proposed removal of
the Product Service Fee.
To realise these forecasts, Aurora Energy is finalising a detailed Customer and Stakeholder
Engagement Plan that outlines a staged and targeted approach to motivating and supporting
customer uptake of aurora+. This plan will be distinct from current marketing projects in that
the aurora+ Product Service Fee has been removed. Customers will still require strong levels
of engagement on the benefits and steps required to take up aurora+, but with a separate fee
no longer applying, a previously acknowledged barrier to update will be removed.
Further, given the product will in practice become part of a customer’s Standard Retail
Contract and pricing structure, this will enable Aurora Energy to focus its communication
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towards educating customers on the use and benefits of the product and less on the
mechanics of how it is administered and charged.
As a result of these changes, the uptake rate for aurora+ across the life of the 2022
Determination is expected to be exponential in comparison to the current growth rate.
Further details on the approach for the Customer and Stakeholder Engagement Plan are
considered commercial in confidence and have been provided separately to the Regulator.
To ensure the initial step of the removal of the Product Service Fee is successful, a crossbusiness working group has been established under a formal project structure. This includes
representatives from customer advocacy, call centre operations, customer experience,
governance, design and delivery and stakeholder engagement.
Aurora Energy acknowledges that a portion of its customer base may wish to take up aurora+
but are unable to do so due to lack of comfort or ability to use digital based products. Aurora
Energy has recently completed a review of its main digital channel (website) to ensure digital
accessibility and is planning a program of work relating to the aurora+ user experience that
will take into account the learnings from the website assessment.
Aurora Energy will continue to work with and seek feedback from community partners to help
all Tasmanians feel comfortable with accessing and using aurora+. Previous examples of this
work has come in the form of ‘drop-in’ workshops delivered in community access sites such
as State library locations.
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4

COST TO SERVE

While Aurora Energy supports the Regulator’s overall approach for estimating Aurora
Energy’s CTS, there are a number of key elements of the Regulator’s draft findings that
Aurora Energy asserts are inconsistent with observable evidence and/or regulatory
precedence and should therefore be reconsidered when determining Aurora Energy’s final
CTS for the 2022 Determination period:


The productivity/efficiency factors applied by the Regulator are significantly higher
than in other recent regulator decisions and do not appear to be consistent with
standard regulatory principles applied by other regulators.



The removal of Aurora Energy’s COVID-19 related bad debt allowance from 2022-23
and 2023-24 on the basis of Tasmania’s broader economic performance is not
reflective of the current state of customer retail electricity debt levels in Tasmania.



Aurora Energy is in the midst of a transition to a new digital operating model,
including the transition to a new billing system (HubCX), however is forecasting total
platform costs to remain within 2020-21 expenditure. The majority of Aurora
Energy’s customers were managed by CC&B during the 2020-21 financial year. As
such, should the Regulator remove costs associated with CC&B it should also reflect
the full forecast costs associated with HubCX.



Aurora Energy is regularly exposed to regulatory and compliance changes that
drive additional operating expenditure above and beyond its business-as-usual
requirements. There are number of changes expected over the 2022
Determination period and Aurora Energy considers an allocation included in its CTS
model is prudent.

Based on the aforementioned elements, Aurora Energy proposes a CTS of
$168.60/customer ($2020-21).
In order to ensure consistent, fair and robust outcomes in this and future price determinations
and help avoid material deviations in customer pricing, it is important that the methodology
and calculations used in support of the CTS findings are based on regulatory precedent and
backed by relevant data.
While Aurora Energy supports the Regulator’s overall approach for estimating its CTS and
understands the rationale for the draft findings, there are a number of key items and
calculations which Aurora Energy believes requires further review by the Regulator, including:



The application of productivity/efficiency factors to Aurora Energy’s proposed CTS
allowance that are considered higher than regulatory precedence;
The removal of COVID-related bad debt allowances in 2022-23 and 2023-24 despite
historically high and aged Tasmanian electricity debt levels;
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The exclusion of CC&B-related platform and technology costs without consideration of
projected increases in HubCX licencing fees;
The removal of a prudent cost allocation for regulatory and compliance projects despite
key regulatory changes expected during the 2022 Determination period.

Aurora Energy has considered the Regulator’s proposed allowance of $14.15 per customer
($2020-21) for aurora+ and notes that its calculation of cost allocation to service the product
remains in line with its Preliminary Submission proposal. However, in order to present a case
for calculating a revised proposed CTS in response to the Draft Determination, Aurora Energy
will utilise the proposed allowance of $14.15 per customer.
4.1

EFFICIENCY CALCULATION

The Regulator’s draft decision outlined that ‘continuing efficiency’ improvements of 3.4 per
cent per annum (or over 10 per cent by the end of the 2022 Determination period) would be
applied to Aurora Energy’s CTS allowance. This was largely based on analysis included in the
ACCC’s Inquiry into the National Electricity Market – November 2021 release, which
demonstrated this was consistent with the annual rate of CTS savings for non-big 3 businesses
over the period 2017-18 to 2020-21.
Aurora Energy’s review of regulatory precedence indicates that decisions on continuing
efficiency have general ranged between 0 per cent and 0.7 per cent per annum after
accounting for factors affecting high and low estimates. Table 4.1 below summarises recent
regulatory decisions on continuing efficiency factors, covering both water and energy
decisions.
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Table 4.1: Recent Regulator Decisions
Decision

Reference

Continuing efficiency factor

AER - United Energy 2021-26

AER, FINAL DECISION United Energy Distribution
Determination 2021 to 2026, April 2021

0.5 per cent pa (electricity distribution
productivity from 2011–17 – among
other factors)

AER - Powercor 2021-26
AER – Jemena 2021-26

AER, FINAL DECISION Powercor Distribution
Determination 2021 to 2026, April 2021
AER, FINAL DECISION Jemena Distribution
Determination 2021 to 2026, April 2021

IPART – WaterNSW Bulk
Water 2021-25

IPART, Review of Water NSW’s rural bulk water prices From 1 October 2021 to 30 June 2025, September 2021

QCA – Seqwater Bulk Water
2022-26 (Draft decision)
QCA, Regional QLD 2022-23
(Draft)

QCA, Seqwater Bulk Water Price Review, November
2021, Draft Report
QCA, Regulated retail electricity prices in regional
Queensland 2022–23, Feb 2022

ESCOSA, SA Water 2020-24

ESCOSA, SA Water Regulatory Determination 2020 Final
Determination: Statement of reasons, June 2020

ESC, Melbourne Water 202126

ESC, Melbourne Water Final Decision 2021 water price
review, June 2021

ICRC – ActewAGL Retail
2020-21
ESC, Victorian Default Offer,
1 Jan 2022
AER, Default Market Offer
2022-23 (Draft)

ICRC - Retail electricity price recalibration 2021–22,
June 2021
ESC, 1 January 2022 Victorian Default Offer Final
decision 25 November 2021
AER, Default market offer prices 2022–23 Draft
determination, Feb 2022

ICRC - Icon Water 2018-23

ICRC - Icon Water Regulated water and sewerage
services prices 2018-23, Final Report (expenditure
report)

0.5 per cent pa (as above)
0.5 per cent pa (as above)
0.7 per cent pa (economy-wide multifactor productivity since the mid1970’s)
0 per cent (if Seqwater submits a
credible efficiency plan to the QCA)
0 per cent (existing retail costs
adjusted by CPI)
0.5 per cent pa
(economy-wide multi-factor
productivity since 2012)
0.2 per cent pa
Set with regard to MW’s actual
performance and average rate
proposed by VIC water businesses
from 2018 onward
0 per cent (existing retail costs
adjusted by CPI)
0 per cent (existing benchmark cost
adjusted by CPI)
0 per cent (AER applied a cost build up
approach with no specific efficiency
factor)
1.75 per cent pa
(proposed by Icon – includes catch up
efficiency)

Table 4.1 indicates that recent decisions on the application of efficiency factors range from 0
per cent to 1.75 per cent p.a., where the rate compounds each year. Importantly, there are
four recent retail electricity decisions (ICRC, QCA, AER – Default Market Offer, and ESC –
Victorian Default Offer) where no specific continuing efficiency factor was applied.
Based on the above, regulatory precedence demonstrates that the draft decision of a 3.4 per
cent continuing efficiency factor is significantly above that applied in recent decisions.
Aurora Energy also notes that the Regulator’s draft decision of 3.4 per cent is based off a small
sample size and only a few years of data. This is inconsistent with regulatory principles from
previous decisions, in particular the AER which noted: “It is appropriate to examine
productivity trends more broadly, including over the long-term and in comparator sectors”,
and IPART which similarly noted “A longer time series provides more data points and helps to
reduce the impacts on final estimates of unusual multi-factor productivity (MFP) growth over
a single business cycle. Further, this approach does not require judgement about what part of
the business cycle we will experience over the forthcoming regulatory period”.
Aurora Energy notes the Regulator states that a key basis for the application of the stated
efficiency factor is in reference to the ACCC’s report that provides: “there have been multiple
years of consecutive decreases in retail costs per customer in each region, except for
Tasmania”. It is important to note that in its advice to the Regulator, URA/OGW concluded
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that Aurora Energy’s base year costs are likely to be reflective of the efficient costs of providing
retail services in Tasmania and therefore implies no catch-up efficiency factor is required.
Given the above considerations, Aurora Energy considers that any application of an ongoing
efficiency factor should reflect more recent regulatory decisions which indicate an efficiency
factor range of between 0 - 0.5 per cent.
4.1.1 Clarity on the application of indexation to CTS allowance
In Section 7.3.10 of the Draft Determination, the Regulator notes it: “intends to adjust the CTS
amount for each year by using Tasmania’s Wage Price Index for Aurora Energy’s labour cost
components” and “using the Hobart Consumer Price Index for all non-labour cost
components”.
It will be essential to clearly articulate how this will practically be applied to each component
given the Regulator has determined an overall CTS allowance that is significantly lower than
that proposed by Aurora Energy and which its CTS model is based upon.
4.2

BAD DEBT

In the Draft Determination, the Regulator removed the additional COVID allowance for bad
debts that had been applied by Aurora Energy in its calculation of CTS.
The rationale provided for the removal of this allowance was the ESC’s final decision on the
2022 Victoria Default Offer (in which it removed the temporary COVID allowance), as well as
a general statement that Tasmania’s economy had not been affected by COVID-19 restrictions
to the same degree as Victoria and several other jurisdictions, referencing Gross State Product
(GSP) growth.
While Aurora Energy acknowledges that the ESC’s final decision for the 2022 Victorian Default
Offer removed the temporary COVID allowance that Aurora Energy has referenced, Aurora
Energy does not consider GSP as a relevant data point for the impact on bad debt levels.
The economic effects of COVID-19 have had significant impacts on Aurora Energy’s ability to
recover customer debt, with Aurora Energy ceasing disconnections for non-payment between
March 2020 and August 2021. While driven partly by the AER Statement of Expectations over
retailer responses to COVID-19 challenges, Aurora Energy was cognisant of the economic
impacts of COVID-19 on Tasmanian customers and recognised its social responsibility to
support its more vulnerable customers (i.e. hardship, concession, etc.).
While Aurora Energy recommenced disconnections in August 2021, customer debt levels in
Tasmania remain at record levels and have not shown signs of recovery to date. This is
demonstrated in the AER Annual Retail Markets Report for 2020-21 released in November
2021, which shows average debt for residential customers at its highest point in Q4 2020-21
(see chart below) p.57 of the report states the following:
Aurora Energy Submission to Draft Determination
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“The average debt of residential customers has increased across all jurisdictions since the start
of the pandemic (figure 3.2). In Q4 2020–21 debt started to stabilise or slightly decrease in all
jurisdictions, except Tasmania. In Q4 2020–21 Tasmania overtook South Australia as the
jurisdiction with the largest average debt, continuing its steady increase over the past year.
This reflects Tasmania being the least affordable jurisdiction for electricity.”
This is further highlighted below in Figure 4.1
Figure 4.1 – Average debt of residential customers by jurisdiction

While the quantum and ageing of Aurora Energy’s debt remains significantly higher than that
recorded prior to COVID-19, more concerning is the age profile of customer debt, which
continues to get older. This is demonstrated in Figure 4.2 below which outlines the growth in
Aurora Energy’s debt levels and ageing over time.
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Figure 4.2 - Aurora Energy Customer Debt Levels

30.0
25.0

11.0

$M

20.0
15.0

3.7

4.1

14.1

15.8

15.1

16.9

18.2

Jan-17

Jan-18

Jan-19

Jan-20

Jan-21

3.6

10.0
5.0

5.9

14.1

14.6

Overall 1-90

Jan-22

Overall 91+

As demonstrated by Figure 4.2, Aurora Energy customer debt greater than 91 days has
increased from $5.9M in January 2020 to a historical high of $14.1M in January 2022. While
not disclosed in Figure 4.2, customer debt greater than 181+ days (effectively representative
of two quarterly bills) was $9.5M.
Aurora Energy considers that by removing the proposed COVID-19 bad debt allowance, the
Regulator would effectively be asserting that the level and recoverability of customer debt will
return to pre-COVID levels by 1 July 2022. Given this is highly unlikely based on the data
presented, Aurora Energy reasserts that the applicability of the relatively small bad debt
allowance of $4 per customer in 2022-23 and $2 in 2023-24 is reasonable.
4.3

PROJECT COSTS

In its draft decision, the Regulator removed the cost allocation for unspecified projects each
year, noting that while some projects may emerge over the regulatory period that would
justify this expenditure, “no specific projects have been identified”.
There are a number of regulatory and compliance changes that will necessitate dedicated
projects and associated expenditure above and beyond that required for Aurora Energy’s
business as usual operations over the 2022 Determination period, including:
Better Bills Guideline – In December 2021, the AER released the Draft Guideline for delivery
of its new obligations under the AEMC’s Better Bills Rule change. The AER Guideline provides
the first firm view of likely new requirements with a number of new obligations that will
require additional resources to realise the redesigned bill format. Principal changes focus on
replicating the presentation of ‘best offer’ requirements as currently prescribed under
Victorian energy retail rules.
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Federal Government Consumer Data Right (CDR) – Early assessment of the CDR obligations
and their likely impacts on systems and processes is that these may rival changes experienced
under previous regulatory reforms such as Power of Choice metering rule changes. The
timeline for the application of the CDR obligations has been confirmed with application to
Aurora Energy starting from October 2023. Aurora Energy is currently undertaking
assessments of the specific changes and expects significant system capacity to be added in
order to collate customer data from multiple sources and exchange this with requesting
parties.
Stand Alone Power Systems (SAPS) – With the making of the national rules for guiding
distributor led SAPS, the AER and AEMO have begun work to establish supporting guidelines.
The new rules and guidelines will require alterations to market settlement and billing
functions to accommodate any SAPS established in Tasmania. With a national implementation
date of 30 May 2023, Aurora Energy expects to be managing instances of SAPS within its
systems during the 2022 Determination period.
AER Customer Vulnerability Strategy – Released for consultation in December 2021, the AER
has indicated an approach to enhance not only its approach to working with vulnerable
customers but also the work undertaken by energy retailers. This may include additional
obligations such as a Payment Difficulty Framework and new consumer related reporting
obligations.
While the complexity of the above changes and associated business impacts are in early stages
of evaluation (and it is therefore difficult to quantify costs), Aurora Energy considers the
proposed cost allocation for project expenditure in its CTS model prudent. The inclusion of
unspecified project cost allocation within Aurora Energy’s CTS model is also consistent with
the 2016 Price Determination.
Notwithstanding, Aurora Energy asserts that if the Regulator still considers the inclusion of an
unspecific project cost allocation unjustifiable in the context of determining its ongoing CTS
allowance, that it provide a mechanism within the Determination methodology to recover the
efficient costs associated with future regulatory changes.
4.4

PLATFORM AND TECHNOLOGY COSTS

The Draft Determination states “it appears that Aurora Energy has included some costs
(licences, support and maintenance) that relate to its legacy billing system. The Regulator
considers that these costs should be removed given that the current CC&B system is in the
process of being decommissioned and will not be in operation for the bulk of the regulatory
period. The Regulator therefore intends to remove these costs from the CTS”.
As highlighted by the Regulator, Aurora Energy has applied a Base-Step-Trend approach to
calculating its Cost-to-Serve allowance over the regulatory period. This approach uses 2020-
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21 actual costs as a starting point and applies relevant step changes and escalation factors to
these costs.
At a total level, Aurora Energy’s platform and technology costs are not forecast to increase
beyond inflation growth on an overall basis. Notwithstanding, Aurora Energy is currently in a
period of transition to a new digital operating model, a key component of which is the
transition from its legacy billing platform (CC&B) to its new billing platform (HubCX), with the
latter primarily variable-based in its pricing structure to enable its operating costs to scale with
its customer base (which is important given the change in its competitive environment over
recent years).
During 2020-21, Aurora Energy had on average 22,000 customers within HubCX, with CC&B
the primary billing system during the period and Aurora Energy incurring the relevant licencing
costs for this platform. As such, the actual licence fee expenditure associated with HubCX was
not reflective of the end-state at which point Aurora Energy’s entire customer base will be
managed by the platform and Aurora Energy will be incurring the full associated licencing
costs. Therefore, the Regulator’s decision to remove CC&B licence costs in isolation does not
consider the offsetting increase in licencing costs associated with HubCX.
In addition to the billing system transition, Aurora Energy is in the process of transitioning
from a number of its legacy systems to target state systems (for example, its data analytics
and management platform), as well as establishing and enhancing new capability (i.e. cyber
security). However, as previously stated, despite this transition Aurora Energy intends to
manage this transition within its existing cost base, as proposed in its CTS model.
4.5

PROPOSED COST TO SERVE ALLOWANCE

Based on the elements considered through sections 4.1 to 4.4, Aurora Energy proposes a
revised cost to serve allowance of $168.60/customer.
The proposed allowance is based on the following:


the acceptance of the proposed aurora+ product cost allocation of $14.15/customer;



the re-inclusion of proposed COVID-19 bad debts allowances in 2022-23 and 2023-24;



the re-inclusion of Aurora Energy’s total IT platform and technology costs;



the re-inclusion of the proposed cost allocation for unspecific regulatory and compliance
projects; and



the application of a 0.5 per cent per annum efficiency factor to Aurora Energy’s base
cost to serve in 2023-24 and 2024-25, on the basis of Aurora Energy’s labour savings
which (as stated in the Draft Determination) have the effect of increasing productivity
by 1.62 per cent in 2022-23.
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5

RETAIL MARGIN

Aurora Energy contends that wholesale energy and renewable market risks are
commensurate with, not lower than, stand-alone retailers in other jurisdictions.
Having regard to benchmarking and regulatory precedent, it is submitted that 5.4 per cent,
rather than 5.25 per cent, is more reflective of the risks and investments necessitated by an
efficient retailer in Tasmania.
The Regulator proposes the adoption of a methodology to determine an efficient $ per
customer retail margin which only considers the two most recent annual price periods.
Aurora Energy contends that the use of such a narrow period from which to determine a
forward three year projection does not adequately account for the proven volatility in the
electricity market and the retail customer cost stack, specifically wholesale electricity prices
which are currently at a historical low.
It is submitted that the retail margin benchmarked percentage should be applied over a
historical a six year period to ensure the variability of cost component prices is adequately
covered.
A retail margin allowance of $105.80/ customer ($FY2021) is subsequently proposed as
efficient for a retailer in Tasmania.
5.1

RISK ENVIRONMENT FOR AURORA ENERGY

Aurora Energy notes that the Regulator has produced a view of the risk and investment
environment for Aurora Energy in which it faces less challenge and difficulty by comparison to
retailers operating in mainland Australian jurisdictions.
Aurora Energy does not agree with the Regulator’s categorisation of risks faced by the
Regulated Offer Retailer in Tasmania. The approach to setting wholesale energy costs in other
jurisdictions indicates that Wholesale Energy Market risks in Tasmania are commensurate
with, not lower than, other jurisdictions. In regards to renewable energy market risks, it is
important to note that the Draft Determination reflects a move away from guaranteed full
costs recovery for Aurora Energy to a more market based approach that reflects an inherent
increase in renewable market risk for Aurora Energy.
The Regulator proposes Aurora Energy has greater price certainty year on year due to price
regulation and consequently will be able to recover unanticipated costs with relative ease in
comparison to competitive market retailers.
However, with a locked-in CTS and retail margin on a dollar per customer basis, Aurora Energy
is in fact far more constrained than mainland retailers whose customer base is only partially
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standing offer based and oversighted by a reference price such as the DMO or Victorian
Default Offer (as opposed to full cost component regulation through the notional maximum
revenue calculation).
Competitive market retailers are able to manage cost impacts both immediately and over a
longer period of time without external scrutiny, i.e. decisions can be taken within their own
business as to how to manage risk. Conversely, Aurora Energy can only alter its CTS and retail
margin at the end of the Determination period or through application for an adjustment with
both processes subject to external approval by the Regulator. Competitive market retailers do
not face this level of individual CTS or retail margin scrutiny and control.
5.1.1 Wholesale Market Risk
Aurora Energy contends that the evidence provided in the Draft Determination does not
support an assessment that Aurora Energy faces below average wholesale market risks
relative to a standalone retailer in other jurisdictions. The Draft Determination notes that
“…Aurora Energy can adopt purchasing strategies, using the load following swap offers from
Hydro Tasmania under the Instrument, to reduce its wholesale electricity price risk for a
specified volume of electricity such as its forecast total load.”
It further notes that “Aurora Energy can adopt a range of strategies to manage its wholesale
electricity price risks, including purchasing unregulated products from Hydro Tasmania or not
hedging some spot market purchases, with the objective of purchasing electricity at a lower
average price than the WEP.”
Whist Aurora Energy agrees it can reduce wholesale electricity price risk, Aurora Energy
contends that this does not support Aurora Energy having lower than average risks relating to
the wholesale electricity price when compared to standalone retailers in other Australian
jurisdictions.
The finding in the Draft Determination appears based on the assumption that the Net System
Load Following Swap (NSLFS) product combined with the Wholesale Electricity Price (WEP)
methodology results in wholesale risks in Tasmania that are lower than other jurisdictions.
Aurora Energy contends that it faces wholesale market risks consistent with, if not higher,
than other jurisdictions in the NEM based on:





The WEP methodology assumes 25 per cent of contracting into the future when it is set.
The approach adopted to setting the Wholesale Energy Costs (WEC) in other jurisdictions
is in line with that in Tasmania in estimating the hedging costs of the Net System Load
Profile (NSLP).
The Wholesale Contract Regulated Instrument (WCRI) is limited in its function to act as
proxy to a liquid transparent forward contracts market that exist in other jurisdictions.
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The Draft Determination indicates that Aurora Energy can progressively contract in line with
the WEP methodology and that this will subsequently reduce risk. However, this does not
recognise that the proposed methodology inherently exposes a retailer to contract price risk
for 25 per cent of hedge positions.
The methodology estimates the WEP in late May each year at which point only 75 per cent of
observable prices are known, the remaining 25 per cent of future prices are assumed to be at
the same price as the contract market price published in that week. In effect that contract
price in late May each year has a disproportionate weighting to the WEP methodology
outcome.
Aurora Energy is therefore exposed to contract price movement for the remaining 25 per cent
of contracts in the future. Should the contract market increase post May each year and should
Aurora seek to mirror the methodology, its wholesale costs for small load will increase without
any commensurate increase in the transfer price from customers that has already been set.
In contrast to approaches adopted in other jurisdictions, ACIL Allen’s report to the AER on
WEC for the Default Market Offer (DMO)3 indicates that the approach adopted in estimating
the wholesale energy costs for retailers is commensurate to that in Tasmania. This supports
the view that wholesale market risks in Tasmania are consistent with that faced by retailers in
other jurisdictions. Specifically, The ACIL Allen methodology assumes:



The progressive purchasing over 2 to 3 years of contracts to hedge the NSLP for customer
load.
A book build approach which is the same methodology that is adopted in the WCRI to
calculate the NSLFS prices that are used in the TER’s WEP methodology.

It is important to note that the NSLFS product that is an output of the WCRI and input into the
WEP methodology is a product that is designed to settle at the Tasmanian NSLP. This means
that it is not a whole of meter load following swap product and exposes Aurora Energy to basis
volume and price risk to spot price outcomes associated with forecast versus actual customer
usage.
Based on the above, the approach adopted in the AER’s DMO to setting wholesale energy
costs is consistent to that adopted by the Regulator in setting the WEP using forward contract
prices to progressively hedge the NSLP.
Retailers in other jurisdictions are also aware of the approach that the AER has adopted in
determining wholesale electricity costs in the DMO and can, just like Aurora Energy,
progressively hedge forward contracts to reduce their risk. This provides evidence that Aurora
Energy’s wholesale market risks are commensurate with, not less than, than those faced by
retailers in other jurisdictions.
Acil Allen Default Market Offer 2022/23 Wholesale energy and environment cost estimates for DMO 4
Draft Determination
3
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Furthermore, retailers in other jurisdictions also benefit from liquid and competitive forward
contract markets which provide retailers greater flexibility and options than those available
under the WCRI to manage wholesale energy risk.
The Draft Determination suggests that because there is extensive regulation of the wholesale
electricity price in Tasmania under the WCRI that this is supportive of a case that wholesale
market risk is lower in Tasmania than that faced by retailers in other jurisdictions. It is
important to note that the WCRI was introduced to overcome the unique wholesale market
conditions that exist in Tasmania. These conditions are that of a monopoly generator with
which retailers can contract with. This market structure means that unlike other mainland
jurisdictions, no liquid transparent forward contract market exists in Tasmania for retailers to
manage their wholesale market risk. In explaining wholesale pricing framework in Tasmania,
the Office of the Tasmanian Economic Regulator website notes that:
“Hydro Tasmania's market position presents a number of potential risks to retailers,
which are unique to the Tasmanian region of the NEM. While there is no evidence to
date which shows Hydro Tasmania has used this unique market position to its
advantage, it may create a perception that wholesale market risk is higher in
Tasmania than in other NEM regions, which may deter the entry of some private
sector retailers into the Tasmanian market.”4
It further notes that wholesale regulated framework in Tasmania has been introduced to
provide confidence to retailers that wholesale market risks in Tasmania are no different, not
lower, than other jurisdictions.
Whilst recognising this does assist in providing the means for Aurora Energy to manage
wholesale market risk in line with retailers in other jurisdictions, the WCRI still falls short of
the flexibility offered by a transparent, liquid forward contract market. Specifically, unlike an
effective forward contract markets where there are both buyers and sellers of contracts, the
WCRI only places an onus on Hydro Tasmania to offer contracts, but not to buy. The lack of
willing contract buyers in the Tasmanian market supports a view that wholesale market risks
for a retailer are higher in Tasmania than other jurisdictions. For example, should a retailer in
Tasmania have a long contract position and experience customer churn, which is more likely
for Aurora Energy given its high market share, there is no liquid forward market in which it
can sell contract positions. This exposes Aurora to higher likelihood of a ‘long’ contract
position compared to retailers in other jurisdictions.
Based on the above, Aurora Energy contends that that Aurora faces wholesale Market risks
consistent with, if not higher, than other jurisdictions in the NEM.

https://www.economicregulator.tas.gov.au/electricity/pricing/wholesale-pricing/wholesale-pricingexplained
4
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5.2

APPROPRIATE RETAIL MARGIN PERCENTAGE

5.2.1 Margin estimates predicated on higher wholesale energy costs
The Regulator in the Draft Determination has proposed a materially reduced percentagebased retail margin of 5.25 per cent. The underpinning argument for the reduced retailer
margin focusses on the ACCC Inquiry into the National Electricity Market – November 2021
Report (ACCC Report) as well as the contribution from Frontier Economics report ‘Retail Costs
and Margin: A report for the Essential Services Commission, April 2019’.
As utilised in support of Aurora Energy’s Preliminary Submission, Frontier Economics has again
been engaged to assist Aurora Energy in the preparation of its submissions to the Regulator.
Frontier has provided assistance on multiple aspects of this submission but specifically on their
report findings provided to the Victorian Essential Services Commission (ESC).
Frontier Economics’ estimate of the retail margin using the expected returns approach is
based on specific assumptions about the retail costs, including wholesale electricity costs.5
These retail cost assumptions determine the proportion of costs that are fixed and variable,
which, in turn, is an important determinant of the estimated margin.
As highlighted in Table 4 of Frontier Economics’ report, a higher proportion of fixed costs
results in a higher estimate of the retail margin – by Frontier Economics’ calculation, “keeping
all other variables at base values, the margin increases by 1.1 per cent going from the low fixed
cost share scenario to the high fixed cost share scenario”.6 This is relevant to how the Regulator
determines the dollar per customer margin because under the expected returns approach
wholesale electricity costs is treated as primarily variable. This means that:



at times when the wholesale electricity cost is higher, the proportion of fixed costs is
lower and the estimated margin is lower; and
at times when the wholesale electricity costs is lower, the proportion of fixed costs is
higher and the estimated margin is higher.

At the time that Frontier Economics estimated the retail margin for the ESC using the expected
returns approach, the wholesale electricity cost was significantly higher than it was in financial
year 2020/21 and 2021/22 in Tasmania. As seen in Frontier Economics’ report on wholesale
electricity costs for the ESC, the wholesale electricity cost in Victoria at the time was between
$100/MWh and $110/MWh,7 and clearly above the wholesale electricity cost in Tasmania in
financial year 2020/21 and 2021/22.

Frontier Economics, Retail Costs and Margin, A Report for the Essential Services Commission, 24
April 2019.
6 Frontier Economics, Retail Costs and Margin, A Report for the Essential Services Commission, 24
April 2019, page 30.
7 Frontier Economics. Wholesale Electricity Costs, A Report for the Essential Services Commission, 24
April 2019, Table 2.
5
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For this reason, to be consistent with the retail margin estimated by Frontier Economics for
the ESC, if the Regulator chooses to determine a dollar value for the retail margin using recent
years in which wholesale electricity costs were low, then it would be more appropriate to use
a percentage retail margin from the higher end of Frontier Economics’ estimate (reflecting a
higher proportion of fixed costs) rather than from the lower end of Frontier Economics’
estimate.
Further, the retail margin estimated in the ACCC Report is residual, i.e., the difference
between reported revenues and reported costs. This residual is noted as variable and this is
expected given the key role of a retailers is to manage risk for their customers. Customers pay
a stable retail price, set in advance, despite the fact that the costs of supplying electricity to
customers are variable and difficult to predict.
The variability in the margin reported by the ACCC demonstrates that taking on risk on behalf
of customers exposes retailers to variable returns. Some years will provide higher returns than
the average and some will provide returns below the average. By basing the 2022
Determination on margin outcomes during low periods in a cycle fails to reflect an 'efficient'
margin as much as it reflects an 'unsustainable' one.
5.2.2 Trend differentiation by jurisdiction
As highlighted in the Draft Determination report, there has been a downwards trend in retail
margin outcomes over the past five years. Aurora Energy contends that when it comes to retail
prices, Tasmania is a unique jurisdiction with distinct frameworks and factors compared to
mainland jurisdictions.
At the start of the 2016 Determination period, price regulation did not apply to the four largest
NEM jurisdictions with only partial regulation of prices in Queensland and full price regulation
in the Australian Capital Territory. However, since the introduction of the Default Market Offer
and Victorian Default Offer, standing offer prices have come under greater scrutiny and
regulatory controls. As highlighted by the Regulator this has reduced prices and retail margins.
Further, in its Draft Determination for its Default Market Offer, the AER references a
reasonable margin range for determining an efficient price for electricity is between 5.3 to 5.7
per cent.8 In setting its DMO prices for the coming period, the AER has in fact provided a retail
allowance of 10 per cent for residential customers and 15 per cent for small business with the
object to promote competition. For example, the AER notes the savings from switching from
a 5.7 per cent margin figure (to a market offer rate) are negligible and reduces the customer
incentive to engage in the market.
It is highlighted that the DMO and Tasmanian standing offer prices both effectively function
as the retail price ‘floor’ at which retail prices do not go below. Yet, the 5.25 per cent finding
from the Draft Determination sits outside the AER reference point for an efficient retailer and
8

AER, Default Market Offer Draft Determination 2022-23, 18 February 2022, p.31, p.45
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well below a levels considered necessary to promote competition, one of the Regulator’s
objectives under the ESI Act.

5.3 VARIABILITY OF COST STACK VALUES
5.3.1 Uncertainty over future values
In selecting only the two most recent periods, the Regulator has assumed that all elements of
the cost stack will remain stable. However, present indications are that energy costs will be in
flux for the life of the 2022 Determination due to the after effects of the COVID-19 pandemic,
ongoing disturbances in the geo-political landscape as well as the continuing transition of the
Australian energy market to one based on renewable energy. This paradigm applies to both
wholesale energy market cost and network charges.
In December 2021, wholesale energy prices reduced to their lowest point in eight years.9 This
has been welcome news for many customers as it contributed to two consecutive standing
offer price decreases in Tasmania. Whilst identifying the lowest point in this trend can only be
conclusively undertaken following an extended upswing, recent industry data is now pointing
towards an increasing level of wholesale market cost.
The AER in its recent Draft Determination for its Default Market Offer states that wholesale
costs are forecast to rise in all regions noting the slowing of investment in new capacity and
reduction in thermal generation output.10 Also, as reported by Morgan Stanley, futures
markets for both AGL and Origin in NSW and Queensland have shown marked increases of
$10 MWh.11 Inevitably, the trend in wholesale market prices on mainland Australia flows
through to the Tasmanian market.
Network costs are expected to remain stable over the first two periods of the 2022
Determination although, with a new network revenue period set to commence from Period 3
(1 July 2024) there is uncertainty over how the largest cost component of the retail price stack
may impact retail prices.
The variability of cost stack values is highlighted by the AER in its Draft Determination for its
Default Market Offer whereby it will update the retail operating costs on a yearly basis in light
of new retailer operating cost information. The AER reasoned that this approach will best
reflect actual changes in retailer costs.12
By comparison, for the 2022 Determination, the Regulator has sought to lock in a dollar per
customer outcome to remove any potential variability. Hence, the methodology in the 2022

https://www.accc.gov.au/media-release/cost-of-supplying-electricity-to-households-at-an-eight-yearlow
10 AER, Default Market Offer Draft Determination 2022-23, 18 February 2022, p.3
11 ‘Spike in Power Prices can power a rebound’, The Australian, 8 March 2022
12 AER, Default Market Offer Draft Determination 2022-23, 18 February 2022, p.31.
9
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Determination removes the capacity for costs to be cost reflective and dilutes price signals to
customers and the broader market.
5.3.2 Margin based on low point in cost cycle
The Regulator proposes to set a dollar margin at what is likely to be a low-point in the cycle of
total retail costs. The likely effect of this is to lock in a dollar per customer margin that is less
than an efficient retailer recovering an efficient percentage margin would earn over the longer
term.
Since the margin is intended to compensate Aurora Energy for the risks it faces in providing
standard retail services to its customers, it would be more appropriate to set a dollar per
customer margin that provides for risks and variability over the long-term, rather than only a
narrow period which happens to coincide with a historical low-point in the cycle of total retail
costs.
There is strong evidence that the periods that the Regulator is proposing to use as the basis
for setting the retail margin (FY2020/21 and 2021/22) have been characterised by total retail
costs that have been lower than average. The most volatile component of a retailer’s costs is
the wholesale electricity cost and the available data suggests financial year 2020/21 and
2021/22 have had relatively low outcomes. This is clear for wholesale electricity cost over the
last regulatory period. As demonstrated in Figure 5.1 below, the financial year 2021/22 had
the lowest wholesale electricity cost over the last regulatory period and financial year 2020/21
had the third lowest WEC over the last regulatory period. The average wholesale electricity
cost of these two years (the red line in Figure 5.1) is significantly lower than the average
wholesale electricity cost of the full six years of the last regulatory period (the blue line in
Figure 5.1).
Figure 5.1 – Tasmanian Wholesale Electricity Cost – FY2017 to 2022
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Further evidence from Tasmanian spot prices over a longer period of time shows that
wholesale electricity costs in the financial year 2020/21 and 2021/22 have been a low-point.
Average annual Tasmanian spot prices for each financial year from 2005/06 to 2020/21 are
shown in figure 5.2 below and indicate that financial year 2020/21 had spot prices that were
near the lowest they have ever been in Tasmania. Spot prices have regularly been materially
higher and average spot prices over the period from financial year 2005/06 to financial year
2020/21 were $20/MWh higher than annual average spot prices in financial year 2020/21.
Figure 5.2 – Tasmanian spot prices – FY2006 to FY2021

5.4

PROPOSED RETAIL MARGIN

As per its Preliminary Submission, Aurora Energy maintains that 5.7 per cent is the appropriate
retail margin. This was demonstrated based on long term benchmarked outcomes across a
wide range of retail market participants.
Aurora Energy recognises the Regulator’s consideration that a lower retail margin is required
yet contends the proposed 5.25 per cent is too far below benchmarked outcomes, expected
margins for an efficient retailer and is materially distinct from retail margins that are required
to promote competition.
As highlighted in Section 5.2, Frontier Economics analysis of its own findings to the ESC report
stated its margin estimates were based on a much higher value of Wholesale Energy Costs.
In this context, it is submitted that 5.4 per cent is a more appropriate outcome as it is the midpoint of the Frontier range of 4.8 to 6.1 per cent. This also takes the retail margin closer to the
benchmarked outcomes against other determinations, retailers and market reporting, as
presented in the Preliminary Submission.
If the Regulator does adopt a retail margin based on the low end of Frontier Economics’
estimate of the retail margin, such as 5.25 per cent, it would be more appropriate to calculate
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the dollar margin using a longer-term average of retail costs, which would include years in
which the wholesale electricity cost was higher.
Given the uncertainty over the future values of key cost stack components and the historically
low outcomes of wholesale prices in the past two years, as identified in Section 5.3, Aurora
Energy recommends that a retail margin benchmarked percentage should be applied over a
historical a six year period to ensure the variability of cost component prices is adequately
covered.
Based on the proposed retail margin percentage value of 5.4 per cent and using the six year
period of the 2016 Determination, Aurora Energy proposes a retail margin of $105.80. This is
outlined in Figure 5.3 below.
Figure 5.3 – Retail Margin per customer over 6 years at 5.40 per cent ($2021)
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6

RENEWABLE ENERGY CERTIFICATES

Aurora Energy response to Draft Determination
Aurora Energy notes its support for the confirmation in the Draft Determination of the
proposed RET methodology for LGCs on a forward market basis as well as the
grandfathering of Aurora Energy’s long-term Power Purchase Agreement.
Aurora Energy notes it does not support the proposed Small-scale Technology Certificates
(STC) approach at it relies solely on forward contract prices and dismisses the use of the
clearing house price.
The reliance on using forward contract price averages presents the risk that Aurora Energy
is unable to access or contract at a point where there is no liquidity. This is particularly
evident for the forward contract periods beyond 6 months.
Aurora Energy suggests that a hybrid STC methodology be adopted in which considers both
forward contract prices and clearing house prices in periods where there is low or no
contract market liquidity are more appropriate This will reduce the risk faced by Aurora
Energy of using forward contract price averages that cannot be accessed or contracted at
where there is no liquidity.
6.1

STC METHODOLOGY

Aurora Energy suggests that the forward price inputs for STCs to be set in the months of April
and May (up until the determination) as during this time the current calendar year Small-scale
Technology Percentage (STP) will be mandated and a non-binding STP for the next year will
also be published. This will enable the most market reflective prices and liquidity to be
present. Specifically, that the weighting of forward prices be in line with the Clean Energy
Regulator (CER) quarter acquittal requirements. i.e Q1 at 35 per cent, Q2 at 25 per cent, Q3
at 25 per cent and Q4 at 15 per cent
For the forward prices that occur in the six month of the current Calendar year, Aurora
suggests utilising a weekly closing forward offer prices as per broker notifications in the first
instance, then forward offer prices as per Mercari email notifications as a back-up and the
Clearing House Price Cap where no forward prices exist.
For the forward prices that occur in the six month of the next Calendar year, Aurora requests
using the STC Clearing House Price Cap. This is due to multiple reasons:
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The non-binding STP represents a risk to the actual published STP and will materially
change the volume of STCs required to buy and in turn materially affect the STC price
itself.



There is very limited forward contract liquidity for the future calendar year and it’s
unlikely any forward contract prices will exist in April and May.



STCs are designed to be cleared every year hence, near to $40/STC prices are the norm,
as per the ACIL Allen Default Market Offer 2022-23 Wholesale energy and environment
cost estimates for DMO 4 Draft Determination:
‘Although there is an active market for STCs, ACIL Allen is not compelled to use market prices. This is mainly
because historical prices might not be the best indicators of future prices as the market is designed to clear
every year – so in theory prices could be $40 or at least very close to it. This assumes that the CER provides an
accurate forecast of created certificates underpinning the STP for the next year‘

6.1.1 Aurora Energy proposal
Aurora Energy suggests that a hybrid STC methodology be adopted which considers both
forward contract prices and clearing house prices in periods where there is low or no contract
market liquidity are more appropriate. This will reduce the risk faced by Aurora of using
forward contract price averages that Aurora can’t access or contract at where there is no
liquidity.
Aurora Energy will provide the Regulator an excel workbook with further data to represent its
proposal.
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7

ADDITIONAL CHARGES

7.1

ADDITIONAL CHARGES – LATE PAYMENT FEE

As detailed in its Preliminary Submission, Aurora Energy proposed the retention of the current
late payment fee rate, set at $5. This has been the rate of late payment for nearly twenty years
and whilst other late payment charges levied by other businesses are well in excess of $5, it is
recommended that the current level allowed for under the Tasmanian framework is an
acceptable level of incentive for customers to manage their bills.
Aurora Energy notes that the Regulator has retained the $5 value in the Draft Determination
and this is supported.
7.2

ADDITIONAL CHARGES – INTEREST ON OVERDUE ACCOUNTS

As detailed in its Preliminary Submission, Aurora Energy proposed the retention of the current
calculation and rates in setting the interest chargeable on overdue accounts. Aurora Energy
has reviewed this position and retains its views articulated in the Preliminary Submission.
Aurora Energy notes that the interest on overdue accounts references the 90-day Bank
Accepted Bill rate and therefore has reduced since the 2016 determination (from
approximately 2 per cent to 0.06 per cent at December 2021). Aurora Energy also notes that
the additional interest applied of 6 per cent is lower than the margin applied for rates applied
for many government institutions and organisations:


Taxation Administration Act 1997 applies a rate of 8 per cent to the 90-day Bank Accepted
Bill rate published by the RBA;



Federal Court of Australia applies a rate of 6 per cent to the RBA cash rate target;



TasWater applies a rate of 6 per cent to the 90-day Bank Accepted Bill rate published by
the RBA;



Victorian Government apply a rate of 10 per cent to civil debts (determined by the Penalty
Interest Rates Act 1983)

Aurora Energy notes that the Regulator has retained the same rates and calculation in the
Draft Determination. This is also supported.
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8

STANDING OFFER PRICE APPROVAL GUIDELINE

The Standing Offer Price Approval Guideline (Guideline) is an important instrument in shaping
the final form of standing offer tariffs proposed by Aurora Energy for approval by the
Regulator. The Guideline also articulates the process for determining certain elements of the
Notional Maximum Revenue calculation.
Aurora Energy acknowledges the Regulator’s preparation of a draft version of the Guideline
(Draft Guideline) as part of the 2022 Determination price investigation process.
Aurora Energy notes the following points of feedback on the Draft Guideline:


A new definition of “wage price index” has been added but this is not referred to in the
main document.



Section 2.1(2) is missing a footnote to (e)(i) that is provided as part of the current Guideline
that notes “References to customers opting in and choosing to be supplied under new
standing offer tariffs do not relate to customers moving premises. Where customers move
premises, Aurora Energy will impose charges based on standing offer tariffs that align with
the meters installed at those premises. Customers in these circumstances wishing to
change to other standing offer tariffs may incur a charge to change meters.”
This footnote is important as customers who move into a premise will not have the choice
to ‘opt-in’, rather, the premise will be hard-wired for the tariff that is currently in place.
To change this tariff will require time and in some instances, additional costs.



As presented in Section 4.1 of this document, Aurora Energy has proposed changes to the
proposed approach to applying efficiency factors to the CTS allowances. This is referred to
in the Draft Guideline in Section 4.4 and is highlighted as a point for future review subject
to any changes to the proposed efficiency steps.
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GLOSSARY

ACCC

Australian Competition and Consumer Commission

AEMC

Australian Energy Market Commission

AEMO

Australian Energy Market Operator

AER

Australian Energy Regulator

CER

Clean Energy Regulator

CTS

Cost-To-Serve

EBITDA

Earnings Before Interest, Taxes, Depreciate and Amortisation

ESC

Victorian Essential Services Commission

ESI Act

Electricity Supply Industry Act 1995

FRC

Full Retail Competition

ICRC

Independent Competition and Regulatory Commission

IPART

Independent Pricing and Regulatory Tribunal, New South Wales

LGC

Large-Scale Generation Certificate

LRET

Large-Scale Renewable Energy Target

NEM

National Electricity Market

NMR

Notional Maximum Revenue

QCA

Queensland Competition Authority

Regulator

Tasmanian Economic Regulator

RET

Renewable Energy Target

ROR

Regulated Offer Retailer

RPP

Renewable Power Percentage

SRES

Small-Scale Renewable Energy Scheme

STC

Small-Scale Technology Certificate

STP

Small-Scale Technology Percentage

TES

Tasmanian Energy Strategy

WEP

Wholesale Electricity Price
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