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OVERVIEW

Context

The Electricity Supply Industry Act 1995 (the ESI Act) requires the
Tasmanian Economic Regulator to determine the maximum prices that
Aurora Energy may charge small customers who pay standing offer
(requlated) prices for electricity. These regulated prices provide a safety
net for small customers. Standing offer prices are particularly important
in Tasmania, with approximately 91 per cent of all Tasmanian small
customers on a regulated tariff with Aurora Energy as at

31 December 2024".

In determining maximum prices, the Requlator is required under the
ESI Act to take into account the principle that there is a need for
efficiency in the provision of standard retail services. That is, the
Regulator considers what Aurora Energy's efficient costs should be
rather than what its actual costs are. Further details on the legislative
framework are contained in Appendix 1.

The current price determination, the 2022 Standing Offer Price
Determination, expires on 30 June 2025 and the Regulator is required to
make a new price determination and has decided that it will cover a
three-year period from 1 July 2025 to 30 June 2028. Before making the
new price determination, the Regulator is required to conduct a pricing
investigation.

The objective of the investigation and the resultant determination are to
set out a framework and a methodology for calculating Aurora Energy's
cost components. In conducting the investigation, the Regulator
obtained information from Aurora Energy, reviewed approaches by
other regulators, conducted its own research and consulted with
stakeholders. Further details on the information obtained by the
Reqgulator are provided in Appendix 2.

As part of the pricing investigation, the Regulator released its Draft
Report in February 2025 for public consultation. The Draft Report set out

' The Australian Energy Regulator’s Retail Energy Market Performance Update, Quarter 2,
2024-25.
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the Regulator’s draft decisions. Seven submissions were received on the
Draft Report and links to these submissions are provided in Appendix 2.

After considering the issues raised in submissions, the Regulator’s
decisions that affect the costs Aurora Energy may recover from small
customers through regulated prices are set out in this Final Report.

The methodology used

The Regulator has decided to continue using a cost build-up approach to
set requlated prices at a level that enables Aurora Energy to recover the
costs it incurs supplying electricity to customers on standard retail
contracts. These costs include:

» wholesale electricity costs;

» network costs;

» Aurora Energy’s retail costs (cost to serve);

» renewable energy target (RET) costs;

* metering costs; and

» other costs, such as Australian Energy Market Operator (AEMO) costs.

In addition to these costs, a retail margin is applied to reflect the risks
Aurora Energy incurs in providing retail services to small customers
under standard retail contracts.

Each of these components are summed to arrive at a total value of
forecast costs for the year which is referred to as the Notional Maximum
Revenue (NMR).

The Regulator acknowledges that around 87 per cent of the total costs
are primarily outside of Aurora Energy’s control. These include:
wholesale electricity costs (30 per cent); network costs (45 per cent);
renewable energy target costs (four per cent); metering costs (seven per
cent) and AEMO costs (one per cent).

Aurora Energy has control over the remaining 13 per cent of its costs,
being the cost to serve and the retail margin.

Aurora Energy’'s indicative NMR and the Regulator’s indicative
NMR

iit  TASMANIAN ECONOMIC REGULATOR



2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

The Regulator has estimated that, had it accepted all of the proposals
put forward by Aurora Energy during the investigation, including its
proposed treatment of the cost to serve, retail margin and method for
calculating the volume component of the wholesale energy price, the
indicative NMR would be $638.62 million for 2025-26.

The Regulator has analysed each of the cost components and based on
the decisions from that analysis, the Regulator has calculated an
indicative NMR of $626.66 million for 2025-26.

The Regulator’s decisions reduce the amount Aurora Energy can recover
from its regulated customers in 2025-26 by around $12 million. This
translates to an average price increase of 2.13 per cent, compared to a
4.08 per cent average increase that would have applied based on
Aurora Energy's proposals.

Tariff changes

As set out in Aurora Energy’s draft requlated tariff strategy, its current
regulated tariffs do not fully reflect the underlying costs of each tariff. To
address this imbalance, Aurora Energy is seeking greater flexibility to be
able to adjust the structure of its tariffs during the next regulatory
period. Aurora Energy has proposed adjusting the components of tariffs
such that the bill outcomes for a typical customer with median usage on
a tariff is no more than five per cent higher than the outcomes under the
average price increase approved by the Regulator.

The Regulator’s decision is to allow Aurora Energy more flexibility in
restructuring its tariffs, but that the changes be made at a slower rate
than Aurora Energy has proposed to minimise the impacts on
customers. In this regard, the Regulator’s decision is to allow

Aurora Energy to adjust most of its tariffs so that no typical customers
will face an increase of more than three per cent above the average
price increase approved by the Regulator.

In line with the recent Australian Energy Market Commission rule
change, the Regulator has also decided to require Aurora Energy to offer
requlated flat rate tariffs to all small customers during the next
requlatory period.

Summary of key decisions

Table 0.1 summarises the Regulator’s key decisions from this report and
compares these decisions to the decisions from the Draft Report.
TASMANIAN ECONOMIC REGULATOR i
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Table O.1: Summary of the Regulator’s key decisions

Chapter | Topic

Draft Report

Aurora Energy’s costs

Final Report

1 Determining The Regulator has The Regulator has decided
maximum decided to continue to | to continue to use the cost
prices use the cost build-up | build-up approach, with the

approach, with the addition of separate cost
addition of a separate | components for Basslink
cost component for network costs and
Basslink network unaccounted for energy.
costs.

4 Costtoserve | While Aurora Energy | The Regulator has decided
proposed a cost to to allow a cost to serve
serve allowance of allowance of $175.33
$196 ($2023-24) per ($2023-24) per customer.
customer, the ‘

Regulator's draft When indexed, the
decision is to allow a Regulator’s decision results
cost to serve in an allowance of $187.74
allowance of $172.70 | Per customer in 2025-26.
($2023-24) per

customer.

When indexed, the

Regulator’s draft

decision is estimated

to resultin an

allowance of $184.84

per customer in

2025-26.

4 Cost to serve The Regulator intends | This decision is unchanged
not applying an from the Draft Report
explicit efficiency
factor to
Aurora Energy’s cost
to serve for this
determination as the
Regulator is of the

iv. TASMANIAN ECONOMIC REGULATOR
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Chapter

Topic

Draft Report

view that in the
assessment of

Aurora Energy’s costs,
an efficiency factor
has implicitly been
factored into the cost
to serve allowance for
the next regulatory
period.

Final Report

Retail margin

The Regulator intends
allowing

Aurora Energy a retail
margin of 5.25 per
cent based on a fixed
dollar amount and
percentage of costs.

This decision is unchanged
from the Draft Report.

Wholesale
electricity price

The Regulator intends
modifying the
methodology for
calculating the
wholesale electricity
price for the final

two years of the
requlatory period. The
new method will only
use historical prices
that are available at
the time of
calculation. The
Regulator also
acknowledges that
the new method is
subject to some
implementation
details being worked
out.

The Regular has decided to
use the historic price
method for calculating the
wholesale electricity price
(WEP) in 2026-27 and
2027-28. The new method
will only use historical
prices that are available at
the time of calculating the
WEP. The quarterly volume
will be apportioned across
59 weeks.

Wholesale
electricity price

The Regulator has decided
to use a new approach to

TASMANIAN ECONOMIC REGULATOR v
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Chapter | Topic Draft Report Final Report
calculate the volume
component of the WEP. For
2026-27 and 2027-28, the
volume will be the
three-year average of
historical small customer
load as provided by the
Australian Energy Market
Operator (AEMO).

6 Wholesale The Regulator has decided

electricity price to use a transitional

method to calculate the
volume component of the
WEP in 2025-26. The
transitional method will
calculate volume as an
average of quarterly
historical small customer
load data provided by
AEMO and the current
quarterly volume based on
the Absolute Minimum
Capacity Offer Volume.

7 Network costs | To provide flexibility, | This decision is unchanged
the Regulator intends | from the Draft Report.
adding a separate
interconnector
network cost
component to the
Notional Maximum
Revenue calculation to
cater for the
possibility that the
Australian Energy
Reqgulator decides to
regulate Basslink.

9 Metering costs | The Regulator intends | This decision is unchanged
continuing to use the | from the Draft Report.

vi
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Chapter

Topic

Draft Report

current approach to
calculating metering
costs and extend the
current approach for
excluding market
contract customers on
Tariff 22 to all tariffs
that have customers
on market contracts
for basic meter cost
calculations.

Final Report

Metering costs

In accordance with
the AER’s
determination, the
Regulator also intends
continuing to allow
Aurora Energy to pass
through depreciation
in relation to
TasNetworks'
accumulation meters.

This decision is unchanged
from the Draft Report.

10

AEMO charges

The Regulator intends
continuing with the
current approach for
calculating AEMO
costs.

This decision is unchanged
from the Draft Report.

11

Under and over
recoveries and
adjustments

The Regulator intends
to consider

Aurora Energy’'s costs
associated with the
implementation of
major national
regulatory changes as
an adjustment of the
Notional Maximum
Revenue instead of
under Aurora Energy's
cost to serve.

This decision is unchanged
from the Draft Report.

TASMANIAN ECONOMIC REGULATOR  vii
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Chapter | Topic Draft Report Final Report
1 Under and over | The Regulator intends | This decision is unchanged
recoveries and | continuing with the from the Draft Report.
adjustments current approach for
calculating under and
over recoveries and
adjustments.
12 Unaccounted The report treated The Regulator intends
for energy unaccounted for further reviewing the

energy as part of
Aurora Energy's
wholesale electricity
costs rather than as a
separate cost
component. The
Regulator
acknowledges that
Aurora Energy has
raised concerns over
the treatment of
unaccounted for
energy.

Therefore, the
Requlator considers
that further work may
need to be
undertaken to fully
understand the
impact that the
treatment of
unaccounted for
energy has on Aurora
Energy’s costs.

treatment of unaccounted
for energy including
determining whether these
costs should be passed
through to requlated
customers and whether
these costs are material.
Subject to stakeholder
feedback and the
complexity of the review, it
is intended that findings
from the review will be
published by 30 September
2025.

Aurora Energy’s regulated tariff strategy

Regulated
Tariff Strategy

The Regulator intends
applying a side

This decision is unchanged
from the Draft Report, with

viii TASMANIAN ECONOMIC REGULATOR
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Chapter Topic Draft Report Final Report
constraint of three per | the exception of very low
cent to all customers | consumption customers on
to any tariff Tariff 22.
rebalancing proposal
made by
Aurora Energy as part
of its annual price
proposals.
3 Regulated The Regulator notes
Tariff Strategy Aurora Energy's
commitment to review its
Tariff 22 customers with
very low consumption so
that it has more
information about the
characteristics of these
customers and will provide
its recommendations to the
Regulator by 28 November
2025.
3 Regulated The Regulator intends
Tariff Strategy applying a side constraint
of five per cent to very low
consumption typical
customers on Tariff 22.
3 Reqgulated The Regulator intends | This decision is unchanged
Tariff Strategy | requiring from the Draft Report.
Aurora Energy to
make a regulated flat
rate tariff available to
small customers.
3 Regulated The Regulator requires
Tariff Strategy Aurora Energy’s Regulated

Tariff Strategy to include a
populated rebalancing
table that sets out, in
percentage terms, the

TASMANIAN ECONOMIC REGULATOR  ix
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Chapter | Topic

Draft Report

Final Report

imbalances between
underlying costs and prices
as at 30 June 2025 for each
tariff and each component
of each tariff.

3 Regulated The Regulator requires
Tariff Strategy Aurora Energy's annual
pricing proposals to contain
an updated version of the
rebalancing table showing
the imbalance for each
tariff and each component
of each tariff as at the
commencement of each
upcoming year and the
expected outcome as at the
end of each upcoming year.
3 Regulated The Regulator intends | This decision is unchanged
Tariff Strategy | requiring from the Draft Report.
Aurora Energy to seek
and obtain the
Regulator’s approval
prior to abolishing a
requlated tariff or
making a regulated
tariff obsolete.
3 Regulated By 30 May 2025,
Tariff Strategy Aurora Energy is required

to amend its draft strategy
to comply with the
requirements set out in the
2025 Determination, this
Final Report and the 2025
Standing Offer Price
Approval Guideline and
submit the revised strategy
to the Regulator for
approval.

X
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Chapter

12

Late payment
fee

Draft Report

The Regulator intends
approving an increase
in Aurora Energy'’s late
payment fee from $5
to $9.

Final Report

This decision is unchanged
from the Draft Report.

12

Interest on
overdue
accounts

Aurora Energy may
charge interest on
accounts not paid in
full by the fifth day
past the due date at
the Reserve Bank of
Australia’s 90-day
bank accepted rate
plus a premium of
Six per cent.

This decision is unchanged
from the Draft Report.

14

Time-of-Use
tariffs and
daylight
savings

The Regulator intends
requiring

Aurora Energy to
investigate adjusting
the peak and off-peak
periods for
time-of-use tariffs to
account for daylight
savings and report to
the Regulator with
findings and a
proposed solution,
including
implementation
timeframes, by close
of business

26 September 2025.

This decision is unchanged
from the Draft Report.

14

Preliminary
submission

The Regulator intends
issuing a written
notice under section

This decision is unchanged
from the Draft Report.
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Chapter | Topic Draft Report Final Report

15 of the Electricity
Supply Industry Act
1995 requiring
Aurora Energy to
provide information
to the Regulator that
is required for the
conduct of the pricing
investigation for the
regulatory period
commencing on

1 July 2028.

Further, the Regulator
intends issuing the
notice by no later than
30 June 2027 with the
notice requiring
Aurora Energy to
provide its submission
by close of business
15 October 2027.

Based on the decisions outlined above, the Regulator has made a
determination under section 40AA(1) of the ESI Act. The determination
sets out how prices paid by small customers on standard retail contracts
are to be determined for each of the three financial years of the next
regulatory period. A copy of the determination is available here.

Table O.2 outlines the indicative outcomes from the Regulator’s
decisions and estimates based on data available to date, while Table O.3
outlines the contribution to the indicative price increase for 2025-26 for
each cost component.

xii  TASMANIAN ECONOMIC REGULATOR
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Table O.2: Summary of indicative outcomes for 2025-26

Component

Draft Report indicative
outcome / estimate

Final Report indicative
outcome / estimate

NMR

$622.34 million

$626.66 million, 1.9 per cent
lower than Aurora Energy's
indicative NMR had the Regulator
accepted the arguments put
forward during the investigation.

Price change

Increase of 1.4 per cent

Increase of 2.1 per cent,
compared to an increase of

4.1 per cent had the Regulator
accepted the arguments put
forward during the investigation.

Cost to serve

$49.87 million

$184.58 per customer
(indexed from $2023-24)

$50.73 million

$187.74 per customer (indexed
from $2023-24)

Retail margin

$31.61 million

$116.97 per customer

$31.56 million

$116.81 per customer

Wholesale $181.88 million $190.36 million
electricity costs

Wholesale $77.60 / MWh $81.22 / MWh
electricity price

Network costs $279.53 million $277.07 million
Renewable $29.00 million $26.46 million
energy target

costs

Metering costs | $44.27 million $44.27 million
AEMO costs $6.18 million $6.21 million

Table O.3: Contributions to indicative price increase, 2025-26

TASMANIAN ECONOMIC REGULATOR  xiii
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Regulator’s final decisions

Cost component

Contribution to

Cost contribution ..
price increase

Energy Cost $190 362 881 -1.2%
Cost to Serve $50 727 632 0.8%
Network Costs $277 069 137 3.7%
Forecast RET Costs $26 455 945 -2.2%
Forecast AEMO Charges $6 210 318 0.0%
Metering Costs $44 270 693 0.9%
Retail Margin $31561 011 0.2%
Total costs to be recovered $626 657 618 2.1%
Next steps

In May each year, Aurora Energy will be required to submit its proposed
standing offer prices for the following financial year.

The Regulator will approve Aurora Energy’s standing offer prices for the
following year once satisfied they comply with the 2025 Price
Determination, Aurora Energy's approved Regulated Tariff Strategy and
the Standing Offer Price Approval Guideline. The Regulator may also
require Aurora Energy to submit a revised pricing proposal that
complies with the requirements. The prices approved by the Regulator
may therefore differ from the prices set out in Aurora Energy's initial
pricing proposal.

Aurora Energy’s pricing proposal is not subject to consultation as the
Regulator has already consulted on the approach to determining prices
during the investigation.

xiv. TASMANIAN ECONOMIC REGULATOR
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1 DETERMINING MAXIMUM
PRICES

Decision

The Regulator has decided to continue to use the cost build-up approach
for the 2025 Determination with the addition of separate cost
components for potential Basslink network costs and unaccounted for
energy.

1.1 Background

Requlated prices are set at a level that enables Aurora Energy to recover
the costs of supplying electricity to customers on standard retail
contracts, while taking into account the principle that, for the purposes
of benefiting the public interest, there is a need for efficiency in the
provision of standard retail services. These costs include:

» wholesale electricity costs;

» network costs;

= Aurora Energy’s retail costs (cost to serve);

» renewable energy target (RET) costs;

* metering costs; and

» other costs, such as Australian Energy Market Operator (AEMO) costs.

In addition to these costs, a retail margin is applied to reflect the risks
Aurora Energy incurs in providing retail services to small customers
under standard retail contracts.

Other inputs used in the calculation of these components are loss
factors, forecast customer numbers and forecast total load (together the
latter two inputs are referred to as the Notional Tariff Base or NTB).

This methodology is referred to as a cost build-up approach. Under this
approach, each component is summed to arrive at a total value of
forecast costs for the year which is referred to as the Notional Maximum
Revenue (NMR).

TASMANIAN ECONOMIC REGULATOR 1




2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

The NMR is calculated solely for the purpose of determining maximum
standing offer prices. The NMR is a figure relating only to small
customers on standard retail contracts paying standing offer prices and
the costs that make up the NMR are not reconcilable to Aurora Energy’s
actual financial performance information. Further, Aurora Energy’s
actual costs may vary from the allowances used in calculating the NMR
for price setting purposes.

1.2 Draft Report

1.2.1 Cost components and NMR formula

As set out in its Draft Report, the Regulator intends to continue to use
the cost build-up approach for the 2025 Determination.

The Regulator also intends to add a separate Basslink network cost
component to the NMR formula. This component will only be used if the
Australian Energy Regulator (AER) approves APA Group’s application to
convert Basslink from a market network service provider to a prescribed
transmission service provider and the Regulator determines that only
some of those costs should be passed through to customers on
standard retail contracts.

Since the release of the Draft Report, the Regulator has decided to also
add a separate unaccounted for energy cost component to the NMR
formula. This component will only be used if the Regulator’s
post-investigation inquiry in relation to this item determines that it is a
cost that should be passed on to requlated customers and the cost is
material.

The formula the Regulator intends using to calculate the NMR for the
2025 Determination is therefore as follows:

NMR = WEC + NC + NC (Basslink) + RET + CTS + M + MARGIN + AEMO +
UFE+K+C+A

Figure 1 sets out, in diagram form, the cost components and inputs used
to calculate Aurora Energy’'s annual NMR.

2 TASMANIAN ECONOMIC REGULATOR
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Figure 1: Cost components and inputs used to calculate the NMR

Notional Maximum Revenue

Wholesale electricity costs Based on forecast load and loss factors

(WEC)

Network Costs (NC) Transmission and distribution charges
MNetwork Costs - Basslink Transmission and distribution charges for Basslink

Renewable Energy Target Costs Cost of complying with RET schemes
(RET)

Cost to Serve (CTS) Aurora Energy's efficient retail operating costs

Metering costs (M) Forecast of allowed metering costs

Retail Margin Reflects the risks Aurora Energy incurs in providing
services to customers on standard retail contracts

AEMO Costs Forecast market participant fees and ancillary
service charges

Unaccounted for energy (UFE) Forecast of UFE costs

Ower / under recoveries (K, C) Applies to network, metering, RET and AEMO costs

Adjustments for tax event or
material change in costs (A)

The Regulator's decisions with respect to the other inputs used in
calculating the NMR cost components are set out in sections 1.2.2to 1.2.4.

1.2.2 Customer numbers

The Regulator intends to continue to forecast customer numbers using
the approach applied in the current regulatory period. That is, using the
mid-point of actual customer numbers as at 31 March prior to the start
of each year and a forecast of customer numbers as at 31 March during
the year.

TASMANIAN ECONOMIC REGULATOR 3
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1.2.3 Load

Load represents Aurora Energy’s annual forecast of the volume of
electricity it will need to purchase to supply its small customers for each
financial year of the regulatory period.

1.2.4 Loss factors

As electricity flows through the transmission and distribution systems,
energy is lost due to electrical resistance and the heating of conductors.
Due to these losses the amount of electricity generated must be greater
than actual demand or load. To account for the difference between the
demand for electricity (load) and the amount of electricity generated to
meet that demand, the load is ‘grossed up’ by loss factors.

The distribution loss factor (DLF) represents the average energy loss
incurred when electricity is transmitted over the distribution network.

The marginal loss factor (MLF) represents the average energy loss
incurred when electricity is transmitted over the transmission network.

1.3 Submissions

No submissions commented on the overall approach to calculate the
NMR.

However, Aurora Energy, Tasmanian Small Business Council (TSBC),
COTA Tasmania, Hydro Tasmania and TasNetworks commented on the
inclusion of a separate network cost component for Basslink. These
submissions and the Regulator’s decision on this cost component are
discussed further in Chapter 7.

1.4 Summary

In the absence of more up to date information, the Regulator has used
the customer numbers, load and loss factors approved by the Regulator
for 2024-25 for the purposes of calculating the indicative NMR for
2025-26 as set out in Table 1.1.

4 TASMANIAN ECONOMIC REGULATOR
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Table 1.1: Regulator’s assumptions - customer numbers, load and
loss factors

2025-26

Customer numbers 270 202
Load (GWh) 2 242.56
DLF 1.0412
MLF 1.0038

As part of the annual standing offer price approval process, in May prior
to the commencement of each year of the requlatory period,

Aurora Energy will submit its estimated customer numbers and load and
AEMO's published loss factors for the Requlator’s approval.

TASMANIAN ECONOMIC REGULATOR 5
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2 INDICATIVE NMR AND
INDICATIVE PRICE CHANGES

2.1 Background

This chapter presents an indicative NMR based on the Regulator’s
decisions as set out in this report and the price change that would apply
under the Regulator’s indicative NMR.

The NMR is indicative only, due to:

(@) the unavailability of up to date information for a number of inputs
(load, loss factors and customer numbers) and some cost
components; and

(b) the wholesale electricity price (WEP) being calculated approximately
six weeks prior to the final calculation date.

The assumptions the Regulator has made in calculating its indicative
NMR are set out in Appendix 3.

2.2 Indicative NMR

Since the publication of the Draft Report, the Regulator’'s assumptions
have been updated to reflect more current information, including:

»  the WEP has been updated to reflect wholesale price information as
at 1 April 2025;

»  TasNetworks submitted a pricing proposal for its Tasmanian
electricity distribution network to the AER on 31 March 2025; and

» the Clean Energy Regulator published its Small-scale Technology
Percentage and the Renewable Power Percentage in February 2025.

Accordingly, the Regulator’s indicative NMR, calculated based on the
decisions set out in this report, is estimated to be $626.66 million, as
shown in Table 2.1.

6 TASMANIAN ECONOMIC REGULATOR
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Table 2.1: Regulator’'s indicative NMR for 2025-26

Determination

Component Description NMR Contribution
WEC, Energy Cost $190 362 881
CTSy Cost to Serve $50 727 632
NGy Network Costs $277 069 137
RET, Forecast RET Costs $26 455 945
AEMO, Forecast AEMO Charges $6 210 318
M, Metering Costs $44 270 693
CF, 2016 Determination Recoveries Note! $0
Ky, 2022 Determination Recoveries Not' $0
Ay Determination Adjustments Note2 $0
Ry Retail Margin $31 561 011
Total $626 657 618
Notes:

1. The Regulator will assess Aurora Energy’s proposed under and over recoveries from the
2016 Determination and the 2022 Determination during the annual price approval
processes.

2. The Regulator will assess Aurora Energy’s proposed adjustments during the annual price
approval processes.

2.3 Indicative price change

Based on the decisions set out in this report and the information
presented in Table 2.1, the Regulator has calculated an indicative price
change for 2025-26 of 2.13 per cent.

2.4 Submissions

TSBC noted its preference for the Regulator’s indicative NMR over the
Regulator’s estimate of Aurora Energy’'s indicative NMR, but qualified
this feedback by stating that it believed that the indicative NMR remains
too high.
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3 AURORA ENERGY'S REGULATED
TARIFF STRATEGY

Decisions

The Regulator will apply a side constraint of three per cent to all typical
customer bills as part of any tariff rebalancing proposals made by
Aurora Energy as part of its annual price proposals, with the exception
of very low consumption customers on Tariff 22.

The Regulator notes Aurora Energy’s commitment to review its Tariff 22
customers with very low consumption so that it has more information
about the characteristics of these customers and will provide its findings
and recommendations to the Regulator by 28 November 2025.

The Regulator intends applying a side constraint of five per cent for very
low consumption typical customers on Tariff 22.

The Regulator requires Aurora Energy’s Regulated Tariff Strategy to
include a populated rebalancing table that sets out, in percentage terms,
the imbalances between underlying costs and prices as at 30 June 2025
for each tariff and each component of each tariff.

The Regulator requires Aurora Energy’s annual pricing proposals to
contain an updated version of the rebalancing table showing the
imbalance for each tariff and component of each tariff at the
commencement of the upcoming year and the expected outcome as at
the end of each upcoming year.

The Regulator intends requiring Aurora Energy to make a regulated flat
rate tariff available to all small customers.

The Regulator intends requiring Aurora Energy to seek and obtain the
Regulator's approval prior to abolishing a regulated tariff or making a
regulated tariff obsolete.

By 30 May 2025, Aurora Energy is required to amend its draft strategy to
comply with the requirements set out in the 2025 Determination, this
Final Report and the 2025 Standing Offer Guideline and submit the
revised strategy to the Regulator for approval.
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3.1 Background

Aurora Energy submitted its draft regulated tariff strategy to the
Regulator in December 2024.

The purpose of the requlated tariff strategy is to set out the tariffs
Aurora Energy intends offering during the next regulatory period
including any changes to those tariffs.

While the Regulator does not prescribe which tariffs Aurora Energy
offers to its customers, the Regulator will not approve Aurora Energy’s
requlated tariff strategy if it considers the tariffs being offered, or the
changes proposed to be made to the tariffs, do not meet the Regulator’s
statutory objectives.

3.1.1 Key terms and concepts

In the context of Aurora Energy’s draft strategy, the following key terms
are relevant:

Cost reflective tariffs

Tariffs are cost reflective if the daily supply charge and usage charges
for individual tariffs result in the revenue raised from each tariff
recovering the fixed and variable costs, respectively, for each tariff.

Grandfathering

From a point in time, existing customers on grandfathered tariffs are
permitted to remain on those tariffs but new customers are unable to
access the grandfathered tariffs.

Side constraints

Side constraints limit how much, in dollar or percentage terms,
electricity prices or customer bills can change in a particular year
compared to an average price change.

In the case of a customer bill side constraint, a customer’s bill should not
change by more than the side constraint. However, prices may differ
depending on the individual tariffs a customer has. Consequently, price
changes will not be uniform.

Side constraints are usually determined by reference to a ‘typical
customer’s’ electricity usage.
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Tariff rebalancing

This process aims to align the tariffs customers pay with the costs a
retailer incurs in retailing electricity. While the overall costs that are
recovered by a retailer remain unchanged, the process alters the fixed
and variable charges recovered from customers relative to the fixed and
variable nature of the underlying costs. This is at both an aggregate level
i.e. the amount of revenue from fixed charges versus that from variable
charge, and at an individual tariff level.

Network costs have been shifting to an increased fixed charge
component relative to the variable charge component. The increase in
fixed charges has not been directly reflected in retail tariffs due to
Aurora Energy having uniform prices changes and mandated price
changes which were different to the changes in the underlying costs.

Rebalancing may also occur to address cross subsidies between tariffs
where the prices for a tariff are less that the costs of providing that tariff,
necessitating other tariffs to be higher than the cost of proving those
tariffs.

Tariff misalignment means customers’ charges are not based on the
actual costs of providing electricity.

Tariff misalignment can be addressed through tariff rebalancing and
may involve applying some form of side constraint to minimise customer
impacts.

Uniform price changes

Under a uniform price change, fixed charges and variable charges for
each regulated tariff change by the same percentage.

Typical Customers

The electricity usage of a typical customer is intended to represent the
usage of a group of customers. The Regulator periodically updates
typical customer information based on an analysis of Aurora Energy's
electricity usage data and creates a number of typical customer groups
categorised by tariff and levels of usage. The most recent Typical
Customer Report was published by the Regulator in September 2022.
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3.2 Summary of Aurora Energy’s draft strategy

A summary of the key components in Aurora Energy’s draft strategy is
set out in Table 3.1.

Table 3.1: Key components in Aurora Energy’s draft requlated tariff
strategy

Aurora Energy’s draft position

Tariff rebalancing | A key component of Aurora Energy's draft strategy is to
undertake further tariff rebalancing during the next regulatory
period.

Tariff rebalancing may involve changes in overall tariffs, where
one tariff changes at a different rate than another tariff, as well
as changes in the fixed and variable components of tariffs (i.e.
the daily supply charges and the electricity usage charges).

Tariff rebalancing will result in non-uniform price changes.
Therefore, the change in a customer’s annual electricity bill will
vary depending on the tariff/s they receive electricity under, their
electricity usage and, for those customers on time-of-use tariffs,
when they use electricity.

Aurora Energy proposed tariff rebalancing based on the premise
that in each year of the requlatory period, no median typical
customer will face a bill that is more than five per cent higher
than a bill under a uniform price increase. Aurora Energy
considers that this will provide adequate protection for
customers during the transition to cost reflective tariffs.

Based on applying the proposed five per cent side constraint
each year, Aurora Energy estimates it will be able to reach cost
reflective tariffs within the next regulatory period. However, the
actual time to reach cost reflectivity will be subject to the annual
underlying average price change.

Flat rate tariffs Since 1 July 2024, Aurora Energy has not been offering flat rate
standing offer tariffs to new customers. Instead, new customers
are either placed on a time-of-use standing offer tariff or offered
the choice of two flat rate market contracts.

New tariffs While Aurora Energy has not proposed any new tariffs for next
regulatory period, Aurora Energy supports the continuation of
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Issue Aurora Energy’s draft position

the process specified in the Regulator’'s Standing Offer Price
Approval Guideline for the 2022 Determination with regards to
introducing new tariffs. Under that process, Aurora Energy
needs to consult with its customers and provide estimates of the
bill impacts of the new tariff.

Obsolete and Aurora Energy supports maintaining Clause 5.1(2)(f) of the
abolished tariffs | 2022 Standing Offer Price Approval Guideline which enables
Aurora Energy to abolish a tariff or make it obsolete provided it
justifies the reason for abolishing the tariff, or making it
obsolete, and specifies the impact on customers.

Customer consent | Aurora Energy states that it will never move a customer in an
existing premises on to an alternative tariff without their
consent.

The Regulator considers Aurora Energy's draft strategy raises three main
issues:

1. Tariff rebalancing;
2. Availability of flat rate tariffs; and

3. Obsolete and abolished tariffs.
3.3 Tariff rebalancing

Aurora Energy is proposing to accelerate the rebalancing of its tariffs so
that most tariffs will be cost reflective by the end of the next regulatory
period.

Recent standing offer price changes have generally had uniform price
changes applied to all tariffs, as well as to both the fixed and variable
tariff components. Aurora Energy contends that the application of
uniform price changes has led to a divergence between the level of
revenue collected from individual tariffs and the tariff's underlying costs.
In addition, the fixed and variable components of tariffs do not mirror
the fixed and variable costs of each tariff.

The main driver of the tariff imbalance is changes in network costs which
account for approximately 45 per cent of the costs included in
Aurora Energy’'s NMR. These costs have changed at different rates to
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retail tariffs. Additionally, over time, there has been a greater increase in
the fixed component of tariffs compared to the variable component,
with the variable component of some tariffs decreasing.

Table 3.2 shows the direction of the movements Aurora Energy has
identified in the fixed and variable components of each regulated tariff
to address the imbalances between the underlying cost components and
prices.

The Regulator requires Aurora Energy’s Requlated Tariff Strategy to
include a populated rebalancing table that sets out, in percentage terms,
the imbalances between underlying costs and prices as at 30 June 2025
for each tariff and each component of each tariff.

The Regulator also requires Aurora Energy’s annual pricing proposals to
contain an updated version of the rebalancing table showing the
imbalance for each tariff and each component of each tariff as at the
commencement of each upcoming year and the expected outcome as at
the end of each upcoming year.

Table 3.2: Aurora Energy proposed tariff rebalancing changes

Daily Energy Step | Energy Step Energy Energy Energy
Tariff charge 1 2 Peak Shoulder OffPeak Demand
22 T 1 !
31 T 1
41 1 T
43 ! 1
61 1 1
62 1 {
75 1 Il ! 1
82 1 1 1
93 T I 1
94 1 1 1 T

Aurora Energy states that its fixed charges are substantially less than its
fixed costs. It also states that the rebalancing carried out over the past
two years has addressed this at an aggregate level but not at an
individual tariff level. Aurora Energy claims that it has higher forecasting
and financial risks due to the difference between the fixed charges
recovered through standing offer tariffs and its fixed costs.

As noted in Aurora Energy's draft strategy, Aurora Energy has
undertaken some rebalancing in the past. In the past two years,
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Aurora Energy has changed the prices for tariffs based on specific bill
outcomes for typical customers.

In 2023-24, the Regulator approved an average price increase of

9.51 per cent with a one per cent side constraint to typical customer bills.
The one per cent side constraint meant that no typical customer bill
could increase by more than one percentage point above the 9.51 per
cent average increase (i.e. 10.51 per cent).

This resulted in Aurora Energy increasing the fixed charge for all tariffs,
except Tariff 222, by 15 per cent and the variable charge of all tariffs by
8.38 per cent.

In 2024-25, the Regulator approved an average price increase of

0.5 per cent with a one per cent side constraint on typical customer’s
bills. This allowed for a 6.8 per cent increase in the fixed charge of all
tariffs, except Tariff 223, and a one per cent decrease in the variable
charge of all tariffs. No typical customer bill could increase by more than
one percentage point above the 0.5 per cent increase.

3.3.1 Draft Report

In its Preliminary Submission, Aurora Energy proposed a side constraint
where “No median typical customer bill outcome is more than 5 per cent
higher than it otherwise would be under a uniform price change” to
apply in the next regulatory period.

As Aurora Energy proposed a side constraint of five per cent only on
median consumption typical customer bills, the effect of tariff
rebalancing on other typical customer consumption groups bills will
vary. It is not possible at the time of preparing this report to show the
likely impacts on typical customer bills of Aurora Energy’s proposed

five per cent side constraint applied to the median consumption typical
customer. This is because it is not yet known which tariffs Aurora Energy
proposes to adjust and to what extent. Aurora Energy will provide these
details to the Regulator when it submits its pricing proposal in May 2025.

Rather, Table 3.3 shows indicative bill outcomes that could occur for very
low, low, median, high and very high typical customers if Aurora

2 The fixed charge for Tariff 22 increased by 10 per cent.
3 The fixed charge for Tariff 22 increased by four per cent.
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Energy's proposed side constraint of five per cent is applied to median
typical customers only.

The price outcomes from Aurora Energy’s side constraint proposal result
in significant increases in fixed charges such that most customers with
low consumption face much higher bill increases compared to
customers with high consumption, as the fixed component is a much
larger component of the bill for low consumption customers.

The Regulator considered more equitable outcomes would be achieved
by applying a side constraint to all typical customer groups, not just
typical customers with median consumption. The proposed tariff
rebalancing is considerably higher than in previous years, as Aurora
Energy claims that it requires a higher side constraint to address legacy
imbalances and accommodate future changes in costs. The Regulator
considered Aurora Energy had not provided sufficient evidence to justify
the higher side constraint nor has it discussed the alternative of a lower
side constraint over a longer period.

With respect to the size of the side constraint, the Regulator calculated a
three per cent side constraint applied to all typical customers. The
Reqgulator’s analysis indicated that a three per price side constraint
applied to all typical customers’ bills would result in most tariffs being
cost reflective during the next requlatory period, with Tariff 94 being the
main exception. Due to different time periods applying to the underlying
network tariff, under a three per cent bill side constraint, bills for all
typical customers on Tariff 94 will not be cost reflective until the
requlatory period starting on 1 July 2028.

The Regulator considered that the price increases required to enable
Tariff 94 to reach cost reflectivity within the next regulatory period
should not drive potentially higher prices for most customers on other
tariffs.
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Table 3.3: Indicative maximum bill impact based on the Regulator’s average price increase of 2.13 per cent with
five per cent side constraint on typical customers with median usage only

Tariff Number of $ Price change % Price change
Customers  Very Low Low Median High Very High Very Low Low Median High Very High
Small 224 20 816 $62 $104 $111 $64 $159 1213% | 12.13% | 7.13% 2.13% 2.13%
Business 945 5492 $240 7.13%
Residential | 31/41° 153 031 $170 $226 $163 $60 $82 12.13% 12.13% 7.13% 2.13% 2.13%
937 63 168 $162 7.13%

4 Typical annual consumption for a small business on Tariff 22 is 222 kWh (very low), 1 179kWh (low), 3 508kWh (median), 8 782kWh (high) and 25 388 (very high).

5 Typical annual consumption for a household on Tariff 94 is 12 180kWh (median).

6 Typical annual consumption for a household on Tariff 31 / 41 is 3 699 kWh (very low), 5 657kWh (low), 7 428kWh (median), 9 664kWh (high) and 14 022 kWh
(very high).

7 Typical annual consumption for a household on Tariff 93 is 7 932kWh (median).
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3.3.2 Draft decision - tariff rebalancing

The Regulator’s draft decision was to approve tariff rebalancing based
on a three per cent side constraint being applied to all typical customer
bills, as this will result in a more equitable outcome for low consumption
customers yet enables most tariffs to be cost reflective by the end of the
next requlatory period.

The Regulator considered Aurora Energy’s proposal disproportionally
affected low consumption customers in order to achieve cost reflectively
for all standing offer tariffs by the end of the next regulatory period. It
was estimated that most typical customer groups would reach cost
reflectivity in the first year of the regulatory period. The Regulator’s draft
decision would therefore result in a price change proportional to
consumption, with cost reflectivity achieved over a longer period.

3.3.3 Submissions

Submissions were received in relation to tariff rebalancing from:
. Aurora Energy;

. TSBC;

" COTA Tasmania; and

. Energy ROL

3.3.3.1 Aurora Energy

Aurora Energy accepted a three per cent side constraint. However,
rather than applying the constraint to all typical customers, it considered
that it should be applied only to low, median and high consumption
typical customer groups and should exclude customer groups with very
low and very high consumption. Aurora Energy states that very low and
very high consumption typical customer groups contain “statistically
abnormal” consumption values and that applying the three per cent side
constraint to these groups, particularly customers in the very low
consumption Tariff 22 typical customer group, will prevent tariff
rebalancing.
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3.3.3.2 Tasmanian Small Business Council

TSBC is concerned that customers on new tariffs, specifically time-of-use
tariffs, are not provided with sufficient information to realise the
benefits of the new tariff or are unable to adjust their operations to
benefit from a time-of-use tariff.

While supporting tariff rebalancing, the TSBC is critical of the lack of
detail in the Draft Report about how tariffs will be rebalanced and the
impact on customers. The TSBC would like more information as to why
the three per cent side constraint was chosen and why achieving
rebalancing over the next three-year regulatory period was considered
appropriate.

Further, it considers any new tariffs should be supported by consumer
preferences, robust impact analysis and sufficient information to enable
customers to make informed decisions.

3.3.3.3 COTA Tasmania

COTA is concerned that there is insufficient information provided to
support tariff rebalancing and that there is no information as to which
tariffs will be rebalanced and the extent to which tariffs are not cost
reflective. COTA considers the Regulator has not provided a reason for a
three per cent side constraint as opposed to Aurora Energy’s

five per cent side constraint. Furthermore, COTA is concerned about the
effect of tariff rebalancing on Tariff 41 and the grandfathering of the
current flat rate tariffs. In particular, it is concerned that customers with
low electricity consumption, including aged persons with low and fixed
incomes, will be more affected as fixed costs comprise a large portion of
their bill.

COTA considered that there needs to be more information on which
tariffs do not recover underlying costs and any cross subsidies that exist
between tariffs. Further, it considers that the Regulator should provide
details of the customer profiles used in assessing the impact of the
proposed tariff rebalancing including factors such as concessional status
and proportions of customers on customer support programs.

3.3.3.4 Energy ROI

Energy ROI considered that a three per cent side constraint is too low
and to encourage more competition, the Regulator should allow a

ten per cent side constraint. This would enable other retailers to offer a
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greater range of tariffs, as Aurora Energy is currently not recovering
network costs on some tariffs, for example, Tariff 82.

3.34 Discussion

As previously discussed, differences in the rate of change of underlying
costs relative to those of standing offer prices has resulted in differences
between the cost components of individual tariffs and the relevant input
costs.

This has resulted in a cross subsides between tariffs and between the
fixed and variable components of tariffs. The main reason for the
differences is the lack of equivalence between network prices and the
network component of standing offer tariffs.

Since 2014 there has been a much greater increase in the fixed
component of network tariffs compared to the increase in the variable
component with variable charges for some tariffs decreasing. Further,
years of uniform price changes and several years with price caps have
not enabled these network charge changes to be factored into standing
offer prices.

However, Aurora Energy has made some progress in moving to cost
reflective tariffs. In the last two years, prices were not subject to a
uniform change allowing some rebalancing between fixed and variable
chares and a reduction in cross subsidies between tariffs.

The Regulator acknowledges Aurora Energy's assertion that it cannot
rebalance Tariff 22 by applying a three per cent bill side constraint to the
typical customer cohort with very low consumption. At the time of
preparing the Typical Customer Report in September 2022, this cohort of
customers had annual average consumption of only 222 kWh. This
means that the bill for these customers is dominated by the fixed charge
with only a small amount recovered through the variable charge. As
such, a very small increase in the fixed component of a bill for very low
consumption typical customers on Tariff 22 will lead to a relatively larger
percentage increase in their bills.

After seeking additional information from Aurora Energy and noting the
statistically abnormal nature of the very low consumption typical
customer, the Regulator recognises that the level of rebalancing
required for this cohort of customers is greater than for other typical
customer groups.
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In its submission, Aurora Energy committed to conducting a review of
typical customer profiles in the very low and very high categories,
particularly Tariff 22, to ensure that customers in these cohorts are
assigned to the correct tariff.

Further, Aurora Energy has committed to completing this review by
31 October 2025, with recommendations to be submitted to the
Reqgulator for review by 28 November 2025.

A number of stakeholders were critical of the typical customer
methodology and in particular the fact that the approach and the
outputs are now almost three years old. The Regulator will be reviewing
the methodology later in 2025 and, as part of that review, will address
the typical customer consumption groups noting that, due to the
material increase in customers on time-of-use tariffs, it will be possible
to expand the methodology of a single typical customer group for
time-of-use tariffs to multiple typical customer cohorts.

As previously mentioned, TSBC and COTA Tasmania sought further
information about how tariffs would actually be rebalanced and what
the customer impacts would be and suggested that the Regulator’s Draft
Report was lacking in this regard.

The Regulator’s Draft Report presented outcomes to illustrate the
potential maximum bill increase a customer could experience from
rebalancing. Under this scenario, all typical customers had the maximum
side constraint applied to their bill. The Regulator acknowledges that this
situation will never occur, as the total NMR does not change with tariff
rebalancing. That means that if some tariffs increase under

Aurora Energy's tariff rebalancing proposal, others will have to decrease,
to ensure that the overall impact on total revenue remains neutral.

The Regulator acknowledges that there are many ways Aurora Energy
could propose that could achieve the desired outcomes from tariff
rebalancing. As to how Aurora Energy actually intends rebalancing will
not be known until it submits its annual pricing proposal for 2025-26 and
the two subsequent years.

While the annual pricing approval process is not subject to consultation,
the Regulator will not approve a rebalancing approach that will result in
inequitable or excessive customer bill impacts. This is because the
Regulator’s role is to set criteria and rules against which it will assess the
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changes to tariffs, including the rebalancing Aurora Energy proposes in
its annual pricing proposals.

In this regard, the Regulator has identified a number of changes that it
requires Aurora Energy to make to the tariff strategy before the
Regulator will approve it. These changes will assist the Regulator in
ensuring customers’ interests are protected for the duration of the 2025
Determination.

3.35 Regulator’s decision - tariff rebalancing

The Regulator requires Aurora Energy to apply a three per cent side
constraint on all typical customer bills to determine the tariffs to apply
each year of the next regulatory period, with the exception of very low
consumption customers on Tariff 22.

The Regulator notes Aurora Energy’s commitment to review its Tariff 22
customers with very low consumption so that it has more information
about the characteristics of these customers and will provide its findings
and recommendations to the Regulator by 28 November 2025.

The Regulator intends applying a side constraint of five per cent for very
low consumption typical customers on Tariff 22.

The Regulator requires Aurora Energy’'s Regulated Tariff Strategy to
include a populated rebalancing table that sets out, in percentage terms,
the imbalances between underlying costs and prices as at 30 June 2025
for each tariff and each component of each tariff.

The Regulator requires Aurora Energy’s annual pricing proposals to
contain an updated version of the rebalancing table showing the
imbalance for each tariff and component of each tariff at the
commencement of the upcoming year and the expected outcome as at
the end of each upcoming year.

By 30 May 2025, Aurora Energy is required to amend its draft strategy to
comply with the requirements set out in the 2025 Determination, this
Final Report and the 2025 Standing Offer Guideline and submit the
revised strategy to the Regulator for approval.

The Regulator has calculated the indicative maximum bill impact from
applying a five per cent side constraint to Tariff 22 customers with very
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low consumption and a three per cent side constraint on all other typical
customers, with the results shown in Table 3.4.

3.4 Flat rate tariffs

The Australian Energy Market Commission (AEMC) has recently reviewed
its rules in relation to the deployment of advanced meters. This review
included the availability of flat rate tariffs for customers. Aurora Energy’s
draft regulated tariff strategy refers to the AEMC'’s draft determination in
relation to the advanced meter rollout. As noted by Aurora Energy in its
draft requlated tariff strategy, the AEMC did not state in its draft
determination whether the requirement to offer a flat rate tariff should
be a standing offer or a market offer. Aurora Energy therefore
considered that its decision to offer flat rate market contracts satisfied
the AEMC's requirements.

Aurora Energy currently has two flat rate market offer contracts. These
offers are not available to customers currently on flat rate standing offer
tariffs.

In a departure from its draft determination, the AEMC's final
determination® released on 28 November 2024 stated that designated
retailers must make a standing offer flat rate tariff available to
customers with an advanced meter once the rule change has been
implemented in a jurisdiction.® The decision was informed by feedback
from stakeholders which highlighted that many customers: cannot
understand the more complicated dynamic pricing tariffs; cannot
change their consumption sufficiently to benefit from these tariffs; and
do not have the resources to invest in technology that would allow them
to benefit from these tariffs.

8 Accelerating smart meter deployment | AEMC

° AEMC, Rule Determination - National Electricity Amendment (Accelerating Smart Meter
Deployment) Rule and National Energy Retail Amendment (Accelerating Smart Meter Deployment)
Rule, 28 November 2024, page 31.
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Table 3.4: Indicative maximum bill impact based on the Regulator’s average price increase of 2.13 per cent with a
five per cent side constraint on Tariff 22 customers with very low consumption and three per cent side constraint
on all other typical customers

Tariff Number of $ Price change % Price change
Customers Very Low Low Median High Very High Very Low Low Median High Very High
Small 2210 20816 $36 $44 $80 $153 $382 7.13% 5.13% 5.13% 5.13% 5.13%
Business 94" 5492 $173 5.13%
Residential | 31/41"? 153 031 $72 $96 $117 $144 $197 5.13% 5.13% 5.13% 5.13% 5.13%
9313 63 168 $117 5.13%

0 Typical annual consumption for a small business on Tariff 22 is 222 kWh (very low), 1 179kWh (low), 3 508kWh (median), 8 782kWh (high) and 25 388 (very high).
" Typical annual consumption for a household on Tariff 94 is 12 180kWh (median).

2. Typical annual consumption for a household on Tariff 31 / 41 is 3 699 kWh (very low), 5 657kWh (low), 7 428kWh (median), 9 664kWh (high) and 14 022 kWh
(very high).

13" Typical annual consumption for a household on Tariff 93 is 7 932kWh (median).
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The Regulator also considered there was merit in having a local
instrument in place that enforces the AEMC rule change to ensure that
ongoing regulated flat rate tariffs are available to all small customers in
Tasmania.

The Regular also noted that during consultation on the structure of
Aurora Energy's tariffs as part of the Regulator’'s 2024 Methodology
Review, consumer groups considered that a regulated flat rate tariff
should be available for new customers. This mirrors the feedback in
other jurisdictions and the feedback provided to the AEMC on its draft
determination.™

It was evident to the Regulator that customers have varied preferences
with regards to tariffs. Customers and their circumstances also vary
considerably. The inability to change electricity consumption, and/or
invest in technologies such as solar panels and batteries to maximise
time-of-use tariffs, means some customers may be disadvantaged by
time-of-use tariffs. Additionally, customers who are not better off on
time-of-use tariffs may not want the uncertainty associated with market
contracts and prefer the ease, simplicity and certainty of requlated flat
rate tariffs.

The Regulator considered that the evidence supports customers wanting
access to a variety of tariffs, including a regulated flat rate tariff and the
flexibility to move to a tariff that aligns with their personal preferences
and consumption patterns.

The AEMC' also considered the costs associated with requiring retailers
to offer a standing offer flat rate tariff. In its final rule determination, the
AEMC states that it did not consider retailers will be uniformly worse off
by incurring network tariffs that do not directly align with tariffs they are
required to offer, noting that these costs may be offset by lower costs
for other tariffs.

14 AEMC, Rule Determination - National Electricity Amendment (Accelerating Smart Meter
Deployment) Rule and National Energy Retail Amendment (Accelerating Smart Meter Deployment)
Rule - Draft rule determination, 4 April 2024

S AEMC, Rule Determination - National Electricity Amendment (Accelerating Smart Meter
Deployment) Rule and National Energy Retail Amendment (Accelerating Smart Meter Deployment)
Rule, 28 November 2024, page 32.
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3.4.1 Draft decision - Flat rate tariffs

The Regulator’s draft decision was to require Aurora Energy to offer a
regulated flat rate tariff to all small customers.

3.4.2 Submissions
Submissions were received in relation to flat rate tariffs were from:

=  Aurora Energy; and

. TSBC.

3.4.2.1  Aurora Energy

In its submission of 24 March 2025, Aurora Energy accepted the
Regulator’s request to introduce a regulated flat rate tariff and proposed
to introduce this at the commencement of Period 2 of the next
requlatory period.

Aurora Energy disagreed with the AEMC's view that retailers will not be
uniformly worse off from offering flat rate tariffs but did not elaborate
on the reasons for disagreeing.

3.4.2.2 Tasmanian Small Business Council

The TBSC supported the Regulator’s draft decision as it felt that this
would help small business customers who are unable to adjust their
operations to benefit from the time-of-use tariff.

3.4.3 Requlator’s decision - flat rate tariffs

The Regulator requires Aurora Energy to introduce, and make available
to all small customers, flat rate standing offer tariffs.

Due to the time required to develop the new tariffs, the Regulator
accepts Aurora Energy's proposal to introduce the standing offer flat
rate tariffs from the commencement of the second period of the next
regulatory period, being 1 July 2026.

3.5 Obsolete and abolished tariffs

The current standing offer price approval guideline states that if a tariff
is proposed to be made obsolete or abolished, Aurora Energy must:

. provide justification for making the tariff obsolete or abolished; and
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. specify the impact on customers.

However, the Regulator considered the obligations on Aurora Energy
should extend beyond justifying its proposal and that the Regulator’s
approval should be sought before Aurora Energy makes a regulated
tariff obsolete or abolishes a regulated tariff.

3.5.1 Draft decision - Obsolete and abolished tariffs

In the Draft Report, the Regulator proposed requiring Aurora Energy to
seek and obtain the Regulator’s approval prior to abolishing a regulated
tariff or making a regulated tariff obsolete.

3.5.2 Submissions

The TSBC supported the Regulator’s draft decision to require
Aurora Energy to seek and obtain the Regulator’s approval prior to
abolishing a regulated tariff or making a regulated tariff obsolete.

3.5.3 Requlator’s decision - obsolete and abolished tariffs

The Regulator requires Aurora Energy to seek and obtain the Regulator’s
approval prior to abolishing a regulated tariff or making a regulated
tariff obsolete.
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£ COST TO SERVE

Decision

The Regulator has decided to provide Aurora Energy with a cost to serve
(CTS) allowance for 2025-26 of $187.74 per customer (nominal).

For the second and third year of the regulatory period, consistent with
the Draft Report, the Regulator has decided to adjust the CTS amount
for each year by:

» indexing Aurora Energy’s labour cost components using changes in
Tasmania’s Wage Price Index (ABS CAT NO 6345.0); and

» indexing for all non-labour cost components using changes in the
Hobart Consumer Price Index (ABS CAT NO 6401.0).

4.1 Background

The CTS allowance reflects the Regulator’s assessment of the efficient
level of operating costs for Aurora Energy to provide retail services to
customers on standard retail contracts over the next regulatory period.
The CTS includes:

» billing and revenue collection;

» marketing;

» providing advice and answering customer queries;
» contributing to corporate overheads;

» allowance for bad debt; and

» regulatory compliance.
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Table 4.1: Aurora Energy’s cost to serve per customer from 2021-22
to 2024-25 ($nominal)

2021-22 2022-23 2023-24 2024-25

$149.22 $154.55 $167.36 $168.45

4.2 Draft Report

The Regulator estimated Aurora Energy’'s CTS allowance by using a cost
build-up approach and then cross-referenced that outcome against CTS
allowances for retailers in other Australian jurisdictions.

The cost build-up assessment involved conducting a detailed review of
Aurora Energy's operating costs to calculate what the Regulator
considered to be Aurora Energy's efficient CTS.

Based on the Regulator’s review of Aurora Energy's operational costs,
the Regulator:

» reduced the bad debt allowance to reflect Aurora Energy’s debt
written off rather than the NEM benchmark figure proposed by
Aurora Energy;

» adjusted the national regulatory cost to reflect Aurora Energy’s
average national regulatory costs from the past three years instead
of the past five years;

» allowed Aurora Energy to recover the costs associated with major
national regulatory changes through the A,component;

» capitalised the design and delivery costs of Aurora Energy’'s new IT
system;

» removed costs associated with the implementation of the Energy Bill
Relief program; and

» adjusted Aurora Energy’s cost allocation between its regulated and
non-regulated customers based on the Regulator’s review of
Aurora Energy'’s cost allocation manual.

Based on the review of Aurora Energy’s operational costs, the Requlator
estimated that, on a cost build-up basis, Aurora Energy’s efficient CTS
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equated to $174.67 per customer.'® The Regulator also noted that costs
totalling $13.6 million were excluded from this figure before making the
adjustments listed above and therefore included an implicit efficiency
factor for that year.”

To provide a cross check on the outcomes from the cost build-up review,
the Regulator reviewed the ACCC's Inquiry into the National Electricity
Market report and examined arrangements in other jurisdictions.

Based on this subsequent review, the Regulator concluded that a CTS
allowance of $172.70 per customer in 2025-26 ($2023-24), based on the
ICRC's benchmark for ActewAGL, the dominant retailer in the ACT, was
an appropriate CTS figure to apply to Aurora Energy.

For the second and third year of the next regulatory period, the
Requlator’s draft decision was to adjust the CTS amount for each year

by:

» indexing Aurora Energy’s labour cost components using changes in
Tasmania’s Wage Price Index; and

» indexing all non-labour cost components using changes in the
Hobart Consumer Price Index.

4.3 Submissions

Four submissions were received in relation to CTS. As set out below, all
stakeholders other than Aurora Energy considered Aurora Energy’s CTS
for 2025-26 should be lower than the figure proposed by Aurora Energy
($196 per customer ($2023-24)) and lower than the figure set out in the
Requlator’s Draft Report ($172.70 per customer ($2023-24)). Submissions
were received from:

. Aurora Energy;
. TSBG;
» TasCOSS; and

. COTA Tasmania.

6 2025 Regulated Retail Electricity Pricing Investigation - Draft report, February 2025, page 52.

7 2025 Regulated Retail Electricity Pricing Investigation - Draft report, February 2025, page 46,
Table 4.4.
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4.3.1 Aurora Energy

Aurora Energy continues to seek a CTS allowance of $196 per customer
($2023-24). In its submission, Aurora Energy challenged a number of
assumptions the Regulator had made in allocating costs as part of its
cost build-up assessment; clarified the assumptions it had made in
relation to bad debt expense and its approach to benchmarking; and
sought additional information regarding the Regulator’s adjustments to
national regulatory costs.

In particular, Aurora Energy:

» noted its proposed CTS Allowance of $196 per customer ($2023-24)
was below the $264 per customer ($2023-24) benchmark for non-big
3 retailers based on ACCC's December 2024 reporting and the
$213.69 per customer ($2023-24) actual costs Aurora incurs.

» disputed the Regulator’s revised cost allocations with respect to its
Payment & Revenue, Finance & Commercial Analysis and Revenue &
Credit cost centres as these adjustments don't reflect the actual
operation of its business.

*» maintained that the Design & Delivery costs the Regulator intended
removing on the basis that the costs related to the implementation of
the new cloud-based billing system contained unutilised labour in its
Design & Delivery team for business-as-usual activities together with
the ongoing costs in relation to the consumer data rights project,
which the Regulator has accepted.

» considered the Regulator’s proposed approach to use bad debt
written off as the basis for its bad debt allowance underestimated the
financial impact of uncollected debt on Aurora Energy.

» contended that the reduction in average debt as observed by the AER
in its 2023-24 Annual Market report is driven by broad State and
Federal Government cost of living relief rebates and the impact of the
rebates may or may not continue into the next regulatory period.

» noted that it does not sell its debt to external collection agencies and,
instead, assists customers with payment difficulties through payment
support services and its hardship program.

» accepted the Regulator’s decision to recover large national requlatory
costs via the Ay component and sought clarification from the
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Regulator on what constitutes, in dollar terms, a material change in
costs.

» considered the Regulator has used non-contemporary benchmarking
outcomes that does not reflect current data i.e. ActewAGL's CTS was
set in May 2024 and, if it was updated using current data, the
benchmarking outcome would be higher than Aurora Energy’s
proposed benchmark of $196 per customer.

» suggested that local factors such as its bad debts expense and
economies of scale increased its operating costs relative to retailers
in other jurisdictions.

» agreed with the Regulator’s draft decision to not apply an efficiency
factor, which is consistent with the regulatory approaches applied by
regulators in other jurisdictions.

In its subsequent submission submitted to the Regulator on

9 April 2025, Aurora Energy again raised serious concerns with the
Reqgulator’s treatment of bad debt and cost allocation metrics in its
assessment of Aurora Energy’s CTS.

4.3.2 Tasmanian Small Business Council

TSBC welcomed the Regulator’s proposed reduction in Aurora Energy’s
CTS but considered that CTS should be set at the mid-point of the big 3
retailer’'s ($109 per customers) and the non-big 3 retailer’s ($196 per
customer) combined retail and other costs® from the ACCC report, i.e.
$152 per customer. The TSBC also:

» considered the Regulator should require Aurora Energy to provide
separate regulatory accounts for the requlatory period relating to the
2028 Standing Offer Determination;

» agreed with the cost allocation adjustments made by the Regulator,
except for the Regulator’s allowance for bad debt, where it
considered that by passing through Aurora Energy’s actual bad debt
written off, there is no incentive for Aurora Energy to effectively and
efficiently manage its bad debt expenses;

'8 The combined retail and other costs from the ACCC's Inquiry into the National Electricity
Market report is made up of two main cost components, cost to serve (CTS) and cost to
acquire and retain customers (CARC).
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raised concerns about the lack of clarity in how the Regulator might
assess the efficiency of the Aurora Energy’s national regulatory costs;

considered an efficiency factor should still be included even if there is
an implicit reduction in the CTS for the first year; and

considered the Regulator should continue to assess the ongoing
costs for the aurora+ app and require Aurora Energy to demonstrate
how its standing offer customers are benefiting from the availability,
and use, of the app.

4.3.3 TasCOSS

TasCOSS considered that Aurora Energy’s CTS could be reduced by at
least $30 per customer from the Regulator’s draft decision when
considering a reduction in cost to acquire and retain customers (CARC)
($15), aurora+ ($9), bad debts ($7) and an efficiency factor. TasCOSS is
also:

32

concerned that there was no transparency regarding the assessment
of Aurora Energy'’s CTS costs or whether they are efficient costs as the
Regulator relied on Aurora Energy’s cost allocation manual and CTS
model.

shared Aurora Energy’s concerns that there is sufficient evidence to
suggest Aurora Energy will be facing higher bad debt expenses.
However, TasCOSS disagrees with the Regulator’s intention to use
Aurora Energy’s debt written off as the basis of Aurora Energy bad
debt expenses, because this is a pass through that provides Aurora
Energy little incentive to better manage its bad debt risk.

supported the Regulator’s intention to remove one-off costs from the
CTS of the first year but does not consider this represents an implicit

efficiency gain, and therefore should not be used as a justification for
not applying an efficiency factor.

considered the Regulator should apply an efficiency factor and
Aurora Energy should be committed to operating as efficiently as
possible and until there is clear evidence that it has reached an
‘efficiency frontier’.

considered the costs for aurora+ should be removed from
Aurora Energy'’s CTS.
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» contended that aurora+ should drive efficiencies and stated that
Aurora Energy is not incentivised to operate aurora+ as efficiently as
possible as long as aurora+ is treated as a revenue raising IT project.

434 COTA Tasmania

COTA Tasmania considers that after accounting for the Regulator’s
adjustments, Aurora Energy’s lower CARC and the costs of aurora+, the
most reasonable CTS should be in the region of $140, and the
Reqgulator’s proposed CTS is permitting Aurora Energy to drop its focus
on increasing the efficiency in its CTS functions. COTA Tasmania also:

» js of the view that the Regulator’s inclusion of Aurora Energy’s written
off bad debts in the CTS “...exposes customers to a moral hazard
issue...” as “...the Regulator is, in effect, requiring all other Tasmanian
retail customers cover Aurora Energy’s bad debt costs.”

» considered the passing through of bad debt written off to customers
does not provide Aurora Energy with appropriate incentives.

» supported the Regulator’s approach to assessing national regulatory
costs for efficiency; however, considers these costs need to be made
more transparent.

» supported the Regulator’s proposed one-off adjustments and
capitalisation of cloud-based expenditure.

» considered the implicit efficiency factor in the first year CTS is an
inadequate reason for not including an efficiency factor.

» preferred to see a performance factor incorporated into the CTS to
place responsibility on Aurora Energy to manage its bad debts as
efficiently as possible and thereby reduce bad debts and retail prices
for customers.

» suggested that the Regulator should use the ACCC's data from the
Inquiry into the National Electricity Market report and adjust for
Aurora Energy’s CARC.

» suggested that the costs of aurora+ should be removed from the CTS
on the basis that aurora+ should be managed in such a way as it
reduces Aurora Energy’s CTS by driving efficiency.
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» suggested that as long as aurora+ remains an add-on cost for
requlated customers, Aurora Energy is not incentivised to use it in the
most efficient manner.

4.4 CTS allowances in other jurisdictions

The CTS allowances set by regulators in other Australian jurisdictions are
discussed below.

At the time of writing, none of the ICRC, ESC or AER had released their
respective final decisions in relation to retail electricity prices and,
therefore, the retail cost components of those prices for 2025-26.

4.4.1 Independent Competition and Regulatory Commission

The ICRC regulates standing offer electricity prices for small customers
in the ACT. Under the ICRC's framework, retail costs are inclusive of CTS
and customer acquisition and retention costs, and bad and doubtful
debts.

The ICRC released its final price direction for the 2024-27 regulatory
period in May 2024. It estimated customer weighted average retail
operating costs using data from the three largest retailers operating in
the ACT. However, due to the small sample size, accuracy of data
concerns and commercial in confidence considerations, the ICRC
cross-checked the retail operating costs of ActewAGL (the regulated
retailer) against those reported by the AER in its Default Market Offer
(DMO), as well as the ESC's decision on the Victorian Default Offer (VDO).
ActewAGL's retail operating costs are adjusted by CPI each year.

As noted in Section 4.2 above, the ICRC's approved retail costs per
customer for 2024-25 are $172.70 ($2023-24)."°

44,2 Essential Services Commission

Under the ESC'’s cost stack framework, retail costs are comprised of retail
operating costs and customer acquisition and retention costs. Retail
operating costs are calculated as the weighted average of Victorian
retailers’ actual operating costs, using data from the previous two

9 Final decision not expected until June 2025.
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financial years, adjusted for inflation. The ESC's retail operating costs
include bad debt expense, instead of a separate bad debt allowance.

Regarding customer acquisition and retention costs, the ESC uses the
ACCC's 2013-14 retail and electricity pricing inquiry as a benchmark, also
adjusted for inflation, with the ACCC's inquiry considered to be more
robust than the retailer customer acquisition and retention data.

The ESC's latest draft retail costs per customer was released on
13 March 2025 for 2025-26 is $192.25 ($2024-25), comprising retail
operating costs of $146.11 and a CARC of $46.14.

4.4.3 Australian Energy Regulator

The AER sets the DMO for South-East Queensland, South Australia and
New South Wales. In the AER's draft decision? for the DMO in 2025-26,
retail costs are made up of CTS, CARC, smart meter costs and bad and
doubtful debt costs.

The AER benchmarked the CTS and cost to acquire and retain customers
by region using the ACCC's Inquiry into the National Electricity Market -
December 2024 report.

The AER’s latest draft retail costs per customer was released on
13 March 2025 for 2025-26 for residential customers, excluding smart
meter costs, range between $241.43 and $248.72 ($2024-25).

4.4.4 Queensland Competition Authority

The costs of supplying electricity in regional Queensland are much
greater than in south-east Queensland (SEQ). For this reason, the
Queensland Government implemented the Uniform Tariff Policy (UTP),
which is a subsidy to ensure that customers in regional Queensland do
not pay more for electricity than customers in SEQ. QCA sets prices for
regional Queensland based on the cost of supplying small customers
(residential and small business) in SEQ, which is an unregulated
competitive market. This arrangement benefits regional customers, who
would otherwise incur much greater prices for electricity.

QCA takes a different approach to setting notified prices compared to
other regulators. Its methodology is broadly split in two - a network

20 Final decision not expected until 23 May 2025.
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component and a retail component. To ensure consistency with the UTP,
standard retail tariff costs for small customers are based on the
competitive Energex distribution area of SEQ. The retail component is
comprised of energy costs (wholesale electricity costs, renewable energy
target and energy losses), metering services and retail costs (operating
costs and a retail margin). Both energy and retail costs are assessed by
consultants.

The QCA does not separate retail operating costs (i.e. CTS) and the retail
margin. The Regulator is therefore unable to make use of the QCA’s
methodology when setting Aurora Energy’s CTS.

The QCA's retail costs represent 7.25 per cent of a residential customer’s
bill and 18.7 per cent of a small business customer’s bill.

4.5 Discussion

The Regulator has considered the issues raised in submissions as set out
below.

4.5.1 Bad debt expenses

In its submission, Aurora Energy questioned the Regulator’s draft
decision to select bad debts written off as the appropriate measure to
use to estimate its bad debt expenses.

The Regulator adopted bad debts written off to estimate Aurora Energy’s
bad debt expenses, consistent with the approaches taken by the ESC and
the AER in relation to the VDO and DMO respectively. Further, in
deciding on the bad debt written off figure, the Regulator relied on
information that was publicly available in Aurora Energy’'s Annual Report
for 2023-24.%"

However, in its submission Aurora Energy stated that:

“Aurora Energy has recently been through a retail billing system
transition and one limitation of the new billing system that was not
resolved at the end of 2023-24 was the ability to allow the write-back
of debt once it has been written off. As a result, Aurora Energy’'s new
system has not written off debt once it reached an ageing threshold
like the old billing system since the commencement of its

21 Aurora Energy, 2023-24 Annual Report, Table C1(a).
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application, so the bad debt write-offs referenced by the Regulator in
the Draft Determination relate to a declining portion of customers
that were solely in Aurora’s old billing system. This is why the
number quoted by the Regulator decreases from 2021-22 to 2023-24
despite cost-of-living challenges and clearly observable increases in
bad debt expense across the NEM."*

Prior to the receipt of Aurora Energy’s submission, the Regulator was
unaware of this issue.

The Regulator accepts Aurora Energy’s view that the cost-of-living
rebates, energy bill relief payments and renewable energy dividends
made by the Australian and State Governments during 2023-24 would
have skewed its total debt on a per customer basis. However, the
Regulator does not agree that these payments, considered in isolation,
provide evidence that Aurora Energy’s bad debt expenses will increase
more than in any other jurisdictions, since the Australian Government’s
energy bill relief payments have been made available to electricity
customers across all jurisdictions and other state governments have also
been providing similar types of assistance payments.

The Regulator further notes that there is contradictory information
relating to Aurora Energy's bad debts.

For instance, at the 2024 Government Business Enterprise Scrutiny
Committee hearings Aurora Energy advised the Committee that its debt
had reduced over the last year,? a view reiterated by the AER in its
second quarter performance report for 2024-25 that noted that:
“Average energy debt declined in Tasmania by $147 (17%) over the past
year, but it increased in all other jurisdictions...”*

The Regulator also notes that the AER’s second quarter performance
report also states that:

“Tasmania was the only jurisdiction that did not record an increase in
average hardship debt levels and debt on entry to hardship over the
past year. This result was driven by Aurora Energy’s ongoing
program to write off debt for customers with over $2,000 of debt.”

2 Aurora Energy, Submission on Draft Report, page 20

2 House of Assembly, 4 December 2024, page 16.

24 AER, Retail energy market performance update for Quarter 2, 2024-25, Key Trend, page 8.
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However, against this, Aurora Energy’s submission refers to credit losses
on trade receivables, as reported in its annual reports, for standing offer
customers of around $5.5 million ($2023-24).2>

The Regulator also acknowledges stakeholder concerns about the lack of
incentive for Aurora Energy to manage its bad debts as effectively and
efficiently as possible, and it is unclear whether Aurora Energy’s business
decision to not sell its debt to a collection agency is likely to deliver
better or poorer outcomes for regulated customers in terms of the
benefits of recovering debt versus the added costs of doing so.

4.5.1.1  Summary

The Regulator’s analysis of Aurora Energy’s bad debt expenses has been
characterised by data issues caused by system limitations, contradictory
information from different sources and the unavailability of information
that is capable of third-party verification. Together, these issues have
made the Regulator’s task difficult.

While the Regulator accepts that the bad debt allowance included in the
Draft Report more than likely does not accurately reflect Aurora Energy’s
bad debt expenses nor the likely future trend in those expenses, the
Regulator also does not consider the credit losses on trade receivables
to be an appropriate measure, particularly given the ESC, AER and the
ACCC all use a debt written off figure for assessing bad debt costs.

Therefore, noting the issue with Aurora Energy’s billing system, the
Regulator has decided to calculate Aurora Energy’s bad debt allowance
based on the three-year average (2021-22, 2022-23 and 2023-24) of bad
debt written-off from the financial statements in Aurora Energy’s annual
reports. This results in a bad debt cost allowance of $3.6 million, rather
than the $2.9 million provided in the Draft Report. This approach
reduces the impact from the new billing system issue, which Aurora
Energy has not been able to quantify.

Finally, noting concerns raised by a number of stakeholders about
Aurora Energy’'s debt collection practices, the Regulator intends to
undertake further work in relation to these practices prior to the
commencement of the next regulatory period that starts on 1 July 2028.

25 Aurora Energy, Submission on draft report etc, Table 3.2, page 21.
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4.5.2 One-off adjustments

In the Draft Report, the Regulator applied a 10 per cent one-off
adjustment to the costs associated with the implementation of the
Energy Bill Relief program. This was supported by stakeholders and
Aurora Energy did not provide any specific comments separate from its
broader comments on the Regulator’s approach to cost allocation, which
are discussed in section 4.5.6.

Based on this, the Regulator has decided to retain the draft decision on
one-off adjustments.

4.5.3 National regulatory costs

In the Draft Report, the Regulator included an average of

Aurora Energy’'s national regulatory costs from the past three years as
the allowance in the cost build-up and considered that Aurora Energy
should seek approval to pass-through the efficient costs associated with
implementing major national regulatory changes that may arise during
the regulatory period through the A, cost component.

In Aurora Energy's submission on the Draft Report, it accepted the
Regulator’s draft decision and sought clarification on the Regulator’s
view of a “material change in cost”.

In this regard, the Regulator has previously advised Aurora Energy on
the matter of materiality with regards to adjustments. In the Regulator’s
correspondence to Aurora Energy on 6 October 20162, the Regulator
stated that:

“Australian Accounting Standard AASB 1031 - Materiality provides
some indicative ranges for determining materiality for the purposes
of financial reporting, but notes that other considerations may need
to be taken into account. In addition, AASB 1031 does not
specifically deal with assessing materiality in the context of price
regulation where it is the NMR that is used to determine prices.

Research conducted by the Office of the Tasmanian Economic
Regulator indicates that materiality thresholds are often not
defined. However, in reaching judgements on specific cases,
auditors and courts have utilised “rules of thumb”, the primary one

26 The letter was in response to Aurora Energy seeking clarification of how the Regulator would
assess materiality when an adjustment is sought in relation to costs.
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being that, on an income statement, a change greater than
five percent of profit (before tax); or a change greater than 0.50
percent of revenue is likely to be considered material.?’

Given the use of the NMR to determine regulated prices, I consider
that a 0.50 percent change in the original NMR is an appropriate
guide to determine whether a change in costs is material. Based on
an NMR of $488 million for 2016-17, a 0.50 percent change equates
to an adjustment of approximately $2.3 million.

This threshold should be considered as a guide only and, ultimately,
materiality is a matter of judgement that will need to be resolved on
a case-by-case basis.”

The AER uses a materiality threshold of one per cent of the annual
revenue requirement in its Shared Asset Guidelines for the purpose of
determining whether to pass through cost reductions created by shared
assets.

Based on the AER’s example, the Regulator considers setting the
materiality threshold at 0.5 per cent is reasonable for national requlatory
costs. This provides Aurora Energy with incentives to seek the most
efficient approach in implementing national regulatory changes instead
of been able to pass the cost directly to its regulated customers.

The Regulator further notes that the CTS does provide an allowance that
is based on Aurora Energy's average national regulatory costs in the past
three years.

Therefore, the Regulator has decided to set the materiality threshold for
national regulatory costs at 0.5 per cent of Aurora Energy’s NMR for the
original year when the material change in costs occurred.

454 aurora+

The Regulator acknowledges the concerns raised in submissions about
Aurora Energy no longer separately identifying the costs associated with
the aurora+ app.

However, the Regulator agrees with stakeholders that there should be
efficiencies gained from the introduction of aurora+ that would reduce

27 Solution Matrix, https://www.business-case-analysis.com/materiality-concept.html
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the costs Aurora Energy incurs delivering retail services to its regulated
customers.

In the interests of greater transparency, the Regulator notes that
aurora+ costs are expected to contribute $9.72 ($2023-24) to
Aurora Energy’'s CTS in 2025-26.

4.5.5 Efficiency factor

The Regulator acknowledges the concerns raised in submissions on the
lack of an efficiency factor and notes the draft decision to not apply an
efficiency factor was largely based on the inclusion of an implicit
efficiency factor in the first year, and partly based on the observed
increase in retail operating costs by the ACCC in 2023-24.

In the 2022 investigation, the Regulator imposed an efficiency factor
based on the observed decrease in retail costs per customer from the
ACCC. However, in 2023-24 average retail costs increased across
jurisdictions for both the big 3 and non-big 3 retailers.

Consistent with the approach in the Draft Report, the Regulator’s final
decision is not to impose an efficiency factor for this regulatory period,
as the lower CTS implicitly imposes an efficiency factor on Aurora Energy
This decision does not affect the Regulator’s ability to impose an
efficiency factor in future regulatory periods.

4.5.6 Cost allocation

Aurora Energy’s submission questioned the Regulator’s draft decision to
reallocate costs in relation to the Payments and Revenue, Finance and
Commercial Analysis, and Revenue and Credit cost centres based on the
cost allocation manual prepared by Aurora Energy. In particular,

Aurora Energy argued that the Regulator’s draft decision to use revenue
to allocate costs rather than customer numbers was not appropriate.

The manual was prepared by Aurora Energy at the Regulator’s request
as an alternative to the implementation of regulatory accounts.

TasCOSS’ submission raised concerns about the transparency of this
process as Aurora Energy’s cost allocation manual and CTS model are
not available to the public. This is further complicated by the fact that
the Regulator is unable to rely on Aurora Energy’s past CTS models, as
Aurora Energy has changed how its costs are categorised by cost centre
in successive regulatory periods.
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While changes in internal business structures are not uncommon, the
Reqgulator is concerned that the resultant lack of consistency in the
information provided by Aurora Energy for regulatory purposes
contributes to the information asymmetry between Aurora Energy and
the Regulator.

Information asymmetry arises when one party has more or better
information than the other party. For example, the Regulator’s draft
decision to capitalise Aurora Energy’s design and delivery costs in its CTS
model was based on the cost allocation manual, where Aurora Energy
described the function of the design and delivery cost centre to be to
“Design and deliver new IT systems, reporting requirements and
customer products.”

The Regulator interpreted this to mean that the costs in this cost centre
were incurred by Aurora Energy to implement its new IT system.
However, in its submission Aurora Energy advised that the costs in this
cost centre already have the new IT system related costs removed and
the remaining costs related to its business-as-usual tasks. Aurora Energy
has also provided a revised cost allocation manual, where the
description of the function of the design and delivery cost centre is now
to “Design and deliver new IT systems, reporting requirements and
customer products. Manages business as usual releases relating to IT
systems.”

The Regulator notes that this description is similar to the description for
the customer data and technology cost centre: “Mange and store
customer data, and license and maintenance of IT systems.”

Given costs allocated to this cost centre account for over 30 per cent of
Aurora Energy's total CTS for regulated customers, it is difficult for the
Regulator to assess whether there are any duplicated functions or
misallocated costs.

This is an example of the issues information asymmetry creates in the
requlatory process and is one of the reasons why the Regulator also
uses benchmarking to determine an efficient level for Aurora Energy’s
CTS.

4.5.6.1 Summary - cost build-up

Based on the analysis provided, the Regulator is not satisfied that the
cost allocation manual provides sufficient information for the Regulator
to adequately assess Aurora Energy’s allocation of costs. On this basis,
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the Regulator will further investigate whether the implementation of
regulatory accounts may be required during the next regulatory period
in readiness for the next investigation scheduled to commence in late
2027.

Further, due to the reasons previously discussed, the Regulator has
decided to estimate Aurora Energy's CTS for the next regulatory period
based on the benchmarking outcomes set out below.

4.5.7 Benchmarking

COTA, TasCOSS and TSBC were all of the view that the Regulator should
use the ACCC's findings to benchmark Aurora Energy’s CTS and adjust
the CARC component based on the lack of competition and

Aurora Energy’'s market power within the Tasmanian market.

Aurora Energy is also of the view that the Regulator should use the
ACCC's findings as a benchmark but considers that as “...the allocation of
costs between CTS and CARC is not a standard or audited cost allocation
methodology and attempting to compare different retailers at this level
is difficult...” the Regulator should use an aggregate benchmark.

In response to the differing views raised by stakeholders, the Regulator
has re-examined the latest retail cost data from the ACCC, as well as the
draft decisions by the ESC and AER for their respective draft 2025-26
determinations against the Regulator’s draft decision.®

As noted earlier, while both the ESC and AER use the ACCC retail cost
data in their determinations of efficient retail costs, the AER uses the
ACCC data on a component-by-component basis whereas the ESC uses
the ACCC's historical CARC to estimate what is describes as a modest
CARC allowance and calculates a CTS component using actual retailer
data.

The Regulator understands that the ESC's approach to CARC is an
attempt to balance the regulatory objectives of protecting customer
interests and promoting competition. These are the same statutory
objectives the Regulator must take into consideration when estimating
Aurora Energy’s CTS.

28 Noting that the AER’s and the ESC's final determinations will not be released until after the
Regulator's final report has been released and the determination made.
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As stated in the Draft Report, Aurora Energy’s retail cost breakdown
between CTS and CARC, as provided by Aurora Energy, is very different
from the average of the big 3 retailers and the average of the non-big 3
retailers and was significantly lower than the average CARC for the big 3
and non-big 3 retailers in 2023-24. While the Regulator acknowledges
there is uncertainty as to how specific cost elements are treated in the
CARC (particularly common costs such as labour), there are still multiple
cost elements within CARC that Aurora Energy has not allocated any of
its actual costs towards.
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Table 4.2: CTS and CARC from the ACCC's 2023-24 report ($2023-24)

Description Big 3 Non-big 3
CTS $93.00 $134.00
CARC $51.00 $89.00
Total $144.00 $223.00

Based on the information Aurora Energy provided to the ACCC, over

95 per cent of its retail operating costs were allocated to the CTS cost
component and out of the eight cost elements for CARC, Aurora Energy
has only allocated costs to two cost elements, advertising and
marketing, and onboarding.?

The Regulator notes that in Aurora Energy’s submission to the
Draft Report, it states its CTS is $213.69 ($2023-24) per customer in
2023-24.3°

While Aurora Energy is neither a big-3 retailer nor a non-big 3 retailer,
the results set out in Table 4.2 show that the Regulator’s draft decision
to allow a CTS of $172.70 per customer sits between the resulting CTS
figures for big 3 and non-big 3 retailers.

4.5.7.1  Summary - benchmarking

In the Final Report for the 2022 Standing Offer Determination, the
Regulator found that while Aurora Energy is not a big 3 retailer,

Aurora Energy's customer base is around three times the average of the
non-big 3 retailers. This provides Aurora Energy with opportunities for
some scale economies, and as such, the Regulator would expect an
efficient level of Aurora Energy’s cost to serve to be below the average of
the non-big 3 retailers.*’

2 The eight cost elements for CARC are: advertising and marketing, customer loyalty program,
CARC labour, onboarding, customer research, churn prevention, third party sales and other
CARC.

30 Aurora Energy Submission, page 19 (24 March 2025).
31 2022 Standing Offer Electricity Pricing Investigation - Final Report, page 26-27.
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4.6 Regulator’s decision

The Regulator has decided to provide Aurora Energy with a CTS
allowance of $175.33 per customer ($2023-24). This CTS allowance is
$2.63 per customer higher than the CTS set out in the Draft Report due
to the inclusion of an additional amount per customer to account for
Aurora Energy’s bad debts written off being slightly higher than
recognised in the Regulator’s Draft Report, as explained in section 4.5.1.

In nominal terms, Aurora Energy’s CTS allowance equates to $187.74 per
customer in 2025-26.

In arriving at this CTS allowance, the Regulator recognises the concerns
raised by Aurora Energy. However, the Regulator notes that

Aurora Energy is receiving a CTS allowance that is around 11 per cent
higher than the CTS allowance provided in 2024-25 (nominal).

In setting the CTS allowance at this level, the Regulator has also
recognised that Aurora Energy's total CTS for 2025-26 includes an
implicit efficiency factor. Given this, the Regulator has maintained the
draft decision to not apply an explicit efficiency factor for the next
requlatory period.

Table 4.3: Comparison of Aurora Energy’s estimated CTS for 2025-26,
Aurora Energy’s proposed CTS for 2025-26 and the Regulator’s CTS
allowance for 2025-26

Cost to Serve Approach Per Customer $2023-24

Aurora Energy's estimated CTS for 2025-26 $213.69
Aurora Energy's proposed CTS $196.00
Regulator’s decision $175.33

For the second and third year of the requlatory period, the Regulator has
decided to adjust the CTS each year by:

» using Tasmania’'s Wage Price Index (ABS CAT NO 6345.0) for
Aurora Energy's labour cost components; and
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» using the Hobart Consumer Price Index (ABS CAT NO 6401.0) for all
non-labour cost components.

Table 4.4: Regulator's decision - cost to serve ($2025-26)

Total
($m)

Cost to serve $187.74 $50.73

2025-26 Per customer

4.6.1 Indexation of the CTS allowance

The Regulator considers that indexing Aurora Energy’s retail costs to
Tasmania's Wage Price Index, for labour costs, and to the Hobart
Consumer Price Index, for non-labour costs, is likely to result in changes
in the CTS allowance that more accurately reflect underlying cost
changes for Aurora Energy. The formula for the indexation of the CTS
allowance is set out in the Final Determination.
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5 RETAIL MARGIN

Decision

The Regulator has decided to set Aurora Energy’s retail margin at
5.25 per cent, based on a fixed dollar amount and percentage of costs.

The retail margin is intended to compensate Aurora Energy for the risks
it faces providing retail services to customers on standard retail
contracts.

Under section 40AB(1)(b) of the ESI Act, the Regulator is to:

“...take into account the principle that the maximum prices that may
be imposed by the retailer under standard retail contracts in respect
of small customers are to be such as will enable the retailer, after
the operational costs are taken into account, to make a reasonable
return on its investment in respect of the provision of standard retail
services, taking into account the risk of making that investment.”

The retail margin is also designed to allow Aurora Energy to recover
financing and depreciation costs that are not otherwise accounted for in
its NMR. For example, the retail margin for the current regulatory period
covered depreciation on capital expenditure relating to the previous
billing system. Further, as discussed in Chapter 4, depreciation on the
costs associated with the implementation of Aurora Energy’s new
cloud-based billing system are included in the retail margin for the next
regulatory period.

The retail margin is included in Aurora Energy’s NMR and is therefore
reflected in standing offer prices approved by the Regulator.

5.1 Draft Report

The Regulator’s draft decision was to set the retail margin based on a
hybrid approach - fixed dollar amount and percentage of costs, with a
retail margin of 5.25 per cent. Fifty per cent of the margin would be fixed
and 50 per cent variable.

The fixed proportion of the margin is based on 5.25 per cent of the
average of Aurora Energy’s approved costs (excluding its margin) over
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the past five years and the variable proportion is based on 5.25 per cent
of approved costs in the current year.

The retail margin under this option was estimated at approximately
$117 per customer in 2025-26.

5.2 Submissions
Submissions were received in relation to the retail margin from:

. Aurora Energy;

. TSBC;

. COTA Tasmania; and
. TasCOSS.

5.2.1 Aurora Energy

As per its preliminary submission, Aurora Energy is seeking a retail
margin of 5.5 per cent. It considers that a higher margin is consistent
with the most recent decision of the ICRC which is based on the
mid-point between Frontier Economics’ range under an expected returns
approach.

Aurora Energy supports a margin that is based on a fixed and variable
amount. However, when setting the fixed proportion of the retail
margin, Aurora Energy considers a three-year average should be used
instead of a five-year average to avoid dilution of the margin.

5.2.2 Tasmanian Small Business Council

The TSBC considers that Aurora Energy’s retail margin should be
reduced to around $85 per customer for 2025-26 and that the Regulator
should provide a more detailed justification for its proposed 5.25 per
cent margin.

Instead of a hybrid approach, the TSBC supports the continued use of a
fixed dollar amount as it offers greater transparency and avoids the
margin being erroneously linked to cost-plus risks.

The TSBC disagrees with the Regulator’s conclusion that Aurora Energy’s
risks are not significantly different from those faced by other retailers in
the NEM. Among other things, it considers that:
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. other retailers in the NEM face much higher price risk, less
certainty and lack access to anything like the requlated wholesale
market in Tasmania;

. the lower volume risks faced by Aurora Energy due to very low
rates of customers switching outweigh the risk that Aurora Energy
would find itself in the unlikely position where it is unable to sell
contracts not needed for its standing offer customer load; and

. unlike Aurora Energy, retailers exposed to competition have no
guarantee that costs will be recovered and carry the risks of this.

Therefore, the TSBC considers that Aurora faces materially lower risks
and that this should be reflected in a lower retail margin. It also
considers that the Regulator should provide additional evidence for its
view that Aurora Energy’s risks are not sufficiently different to those
faced by other retailers operating in the NEM.

5.2.3 COTA Tasmania

COTA Tasmania considers that the Regulator’s proposed retail margin
ignores the long-term trend of declining retail margins as identified by
the ACCC. It also considers that the adoption of a 5.25 per cent rate
appears arbitrary given that Frontier Economics, in its advice to the ICRC,
indicates that the retail margin may range as low as 4.5 per cent.

Given the number of older Tasmanians on low incomes that are linked to
movements in CPI, COTA Tasmania considers that the retail margin
calculation should only take into account changes in costs that are less
than equal to movements in the CPI. It considers that this would provide
Aurora Energy with more incentive to manage its costs.

COTA Tasmania also considers that Aurora Energy’s retail margin should
be discounted to reflect the limited number of discounted market offers
that it makes available to Tasmanian customers.

524 TasCOSS

TasCOSS urges the Regulator to set a retail margin closer to the lower
bound identified by Frontier Economics due to the relatively low risks
Aurora Energy faces, lower retail margins across the NEM and

Aurora Energy's dominant market share. In recognition of the significant
impact that rising electricity bills have on household budgets, it
considers that the margin should be set closer to 4.5 per cent.
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5.3 Other regulators’ approaches

A variety of approaches to calculating the retail margin are applied in
other jurisdictions. These are summarised in Table 5.1.

Table 5.1: Summary of approaches to calculating the retail margin in
other jurisdictions

Approach Margin per
customer
ICRC 5.5 per cent of costs using a 50:50 $128 in 2024-25
weighting for the percentage:dollar
amount
ESC 5.3 per cent of costs $80 in 2024-25
QCA No specific allowance for a retail n/a
margin
AER Six per cent of costs Range of $109 to

$175in 2024-25

Frontier Using an expected returns n/a
Economics approach, Frontier Economics

consider an acceptable range for

the retail margin to be 4.5 per cent

to 5.9 per cent of total revenue

ACCC Actual margins of retailers $110in 2023-24
operating in the NEM

Since the release of the Draft Report, both the ESC and AER have
released draft decisions in relation to requlated prices for 2025-26.

The ESC's draft decision is to reduce the retail margin from 5.3 per cent
to 5.0 per cent. In making this decision, the ESC notes that it considers
there is evidence that a reduction to the margin will still provide a
reasonable return for retailers, while also providing some additional
relief for customers.

TASMANIAN ECONOMIC REGULATOR 51



2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

The AER’s draft decision is to continue to set its retail margin as six per
cent for residential customers.

54 Aurora Energy’s risks

As set out in its Draft Report, the Regulator decided to continue to adopt
a benchmarking approach to setting the retail margin that takes into
account the risks faced by Aurora Energy. This is consistent with the
requirement in the ESI Act which refers to Aurora Energy making a
reasonable return on its investment, taking into account the risks it faces
in making that investment.

The Regulator has therefore examined the specific risks that
Aurora Energy faces including energy price risk, volume risk and some
other risks.

The Regulator concluded that Aurora Energy faces lower risks than other
retailers operating in the NEM in some areas, such as having a greater
certainty that it will be able to recover its costs, but faces higher risks in
other areas, such as not being able to operate outside Tasmania. The
Reqgulator’s draft conclusion was that Aurora Energy’s risks are, on
average, not significantly different from risks faced by other retailers
across Australia.

5.5 Discussion

After considering the submissions from stakeholders, arrangements in
other jurisdictions and Aurora Energy’s risks, the Regulator discusses its
position on various aspects of the retail margin below.

5.5.1 Retail margin percentage

In general, Aurora Energy considers that the percentage used in the
retail margin should be higher, while consumer and small business
groups are of the view that the percentage should be lower.

The Regulator considers that a higher percentage than provided for in
Reqgulator’s draft decision is not warranted. It is not evident that

Aurora Energy's risks compared to other electricity retailers operating in
the NEM have increased since the 2022 Determination. Further, other
regulators have not increased retail margins in their most recent
decisions.
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In relation to whether the retail margin should be lower, the Regulator
notes that Aurora Energy’s retail margin allowance was reduced from
5.6 per cent to 5.25 per cent in the 2022 Determination to reflect, in part,
national trends at that time. As a result, the current percentage of

5.25 per cent is among the lowest regulated margins in Australia at the
time of this report.

Some stakeholders have suggested that the retail margin percentage
should be at the lower end of Frontier Economics’ acceptable range.
Using an expected returns approach, Frontier found an acceptable
range for the retail margin of 4.5 per cent to 5.9 per cent of total
revenue, with a midpoint of 5.2 per cent. This is equivalent to a range of
4.7 per cent to 6.3 per cent of cost of goods sold. This means that the
mid-point of Frontier's range is 5.5 per cent when applied to the cost
stack excluding the margin. Therefore, the Regulator’s decision to apply
a percentage of 5.25 per cent is towards the lower end of Frontier's
acceptable range.

Some stakeholders have also queried why more weight was not given to
the ACCC's findings. While the Regulator acknowledges that the ACCC's
findings are split by the ‘big 3' and ‘non-big 3’ retailers and includes
three-year rolling averages, the Regulator still has concerns over the use
of this data in setting regulated retail margins. For example, in 2020-21
and 2021-22, the ACCC reports that average margins were negative in
southeast Queensland. Even with a three-year rolling average, a
reqgulated margin that was set using this data would be very low.

Importantly, given that one of the Regulator’s statutory objectives is to
promote competition, setting the retail margin too low may stifle the
development of competition, making the Tasmanian market less
attractive for existing and prospective retailers.

On balance, the Regulator has decided that retaining a retail margin
percentage of 5.25 per cent remains appropriate.

5.5.2 Hybrid approach

In previous determinations, the Regulator has calculated the retail
margin as a percentage of costs and, in its most recent determination,
calculated the margin as a fixed dollar amount.

In its advice to the ICRC, Frontier Economics considered that a retail
margin as a percentage ignores that increasing energy costs reduce the
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risk faced by the retailer and so overcompensates the retailer, whereas a
constant margin as a dollar amount ignores that some fixed costs have
increased so that the retailer is undercompensated as energy costs
increase. Therefore, Frontier concluded that a hybrid approach, giving
equal weight to both the percentage margin and the dollar margin,
appears to provide appropriate compensation.

Having considered the advantages and disadvantages of different
approaches to set the retail margin, the Regulator considers that the
hybrid approach strikes a balance between providing a return to
retailers and stable prices for consumers.

The Regulator notes that the indicative retail margin using the hybrid
approach and the fixed margin approach are approximately the same in
2025-26.

In calculating the fixed component of the margin, Aurora Energy
considers that the average of Aurora Energy’s approved costs (excluding
its margin) should be over the past three years instead of five years.
Among other things, it considers that three years would be consistent
with the Regulator’s proposed treatment of national regulatory costs.

As discussed in Chapter 4, Aurora Energy has estimated a national
regulatory cost component for the next requlatory period based on its
average national regulatory costs between 2019-20 and 2023-24.
However, Aurora Energy’s national regulatory costs over the five-year
period have been dominated by the implementation of the five-minute
settlement change in 2019-20 and 2020-21 with this change accounting
for 94 per cent of these costs over this period. In this instance, the
Reqgulator has decided to use an average of Aurora Energy’s national
regulatory costs from the past three years as its national regulatory
costs (i.e. excluding the costs associated with the five-minute
settlements change).

The Regulator notes that in its preliminary submission, Aurora Energy
considered that “the fixed component should be set with reference to a
two-year contemporary cost stack average or a longer term (6-8 years)
cost stack average”.>? The Regulator’s proposal for five years is within
this range.

32 Aurora Energy, Preliminary Submission, page 23.
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The ICRC also uses a hybrid approach to calculate its retail margin. In
calculating its fixed component, it uses a five-year average of costs.

The Regulator has decided that using an average of Aurora Energy's
approved costs (excluding its margin) over the past five years remains
appropriate.

5.5.3 Aurora Energy’s risks

It is not straightforward to compare Aurora Energy’s risks with the risks
faced by other electricity retailers operating in the NEM, given the
unique features of the Tasmanian electricity market. It is also not
straightforward to quantify Aurora Energy’s risks.

However, the Regulator accepts the TSBC's point that more evidence is
required to determine whether Aurora Energy's risks are different to the
risks faced by other retailers. Therefore, prior to the next regulatory
period, the Regulator intends to undertake further work to better
understand and quantify Aurora Energy’s risks and determine the
impact of specific risks in the context of determining Aurora Energy’s
retail margin.

5.5.4 Indexation

COTA Tasmania considers that the retail margin calculation should only
take into account changes in costs that are less than equal to
movements in the CPI to incentivise Aurora Energy to manage its costs.
However, the Regulator notes that around 87 per cent of total costs are
primarily outside of Aurora Energy's control. Therefore, should the level
of increases in costs be capped for the purpose of calculating the retail
margin, Aurora Energy would face a higher risk of being
undercompensated. The Regulator also notes that the impact from any
significant increase in a cost element would be mitigated to an extent as
the retail margin will be based on 50 per cent of costs in a current year.

5.5.5 Discounted market offers

COTA Tasmania considers that Aurora Energy's retail margin should be
discounted to reflect the limited number of discounted market offers
that it makes available to Tasmanian customers. Under the ESI Act, the
Regulator has statutory objectives to promote competition and protect
the interests of consumers of electricity. However, the Regulator has no
authority to direct Aurora Energy to provide discounted market offers.
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5.6 Regulator’s decision

The Regulator’s indicative retail margin for Period 1 (2025-26) is shown in
Table 5.2.

Table 5.2: Regulator’s decision - retail margin

Total
($m)

Retail margin $116.81 $31.6

2025-26 Per customer

The fixed component of the retail margin will be indexed by the Hobart
CPI in each of the second and third years of the next regulatory period.

The retail margin to apply for each year of the next regulatory period will
be determined as part of the annual standing offer price approval
process in May each year prior to the commencement of each of those
periods. The calculated retail margin will then be used to calculate the
NMR for each of those periods.
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6 WHOLESALE ELECTRICITY COST

Decision

The Regulator has decided to use the historical price method for
calculating the wholesale electricity price (WEP) for 2026-27 and 2027-28.

The historical price method includes the relevant historical prices and
quarterly volume but, unlike the current method, there are no prices and
no volume for any weeks after the WEP calculation date. As such, the
quarterly volume is apportioned across the weeks up to and including
the calculation date.

Under the new method, the WEP is calculated using 59 weeks of prices
and volume preceding the calculation date with the applicable weekly
volume equal to the quarterly volume apportioned across 59 weeks.

The Regulator has decided to use a new approach to calculate the
quarterly volume component of the WEP. For 2026-27 and 2027-28, the
quarterly volume will be a three-year average of quarterly historical
small customer load as provided by AEMO.

The Regulator has decided to use a transitional method to calculate the
quarterly volume component of the WEP for 2025-26. The transitional
method will calculate volume as an average of quarterly historical small
customer data provided by AEMO and the current quarterly volume
based on the Absolute Minimum Capacity Offer Volume.

For the purposes of calculating the indicative NMR for 2025-26, the
Requlator’s indicative wholesale electricity costs are $190.36 million.

TASMANIAN ECONOMIC REGULATOR 57




2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

6.1 Background

The wholesale electricity cost (WEC) is an estimate of the total cost to
Aurora Energy of purchasing sufficient electricity to meet small
customer demand during each year of the requlatory period.

The main drivers of the total WEC are the WEP and Aurora Energy’s
forecast load.

The WEP is calculated annually by the Regulator and includes a volume
component which factors in seasonal elements to the calculation.

The WEC component of the NMR is calculated as follows:

WEC, = (forecast load, x WEP, x DLF,x MLF,)

Where:

period, =  therelevant financial year

forecast = an estimate of the volume of electricity a retailer

loady must purchase in the spot market to supply small
customers for period,

WEP, = wholesale electricity price for period, as calculated
by the Regulator using the method set out in the
Standing Offer Price Approval Guideline

DLF, = load weighted average distribution loss factor for
period,

MLF, = load weighted average marginal loss factor at the

regional reference node for Tasmania for period,

Sections 6.2 to 6.5 set out discussions and analysis of the proposed
changes to the WEP for the next regulatory period.

Under section 40AB(3) of the ESI Act, the WEP is to be calculated using
the volume of electricity required to be purchased to meet small
customer demand for the relevant pricing period and for that volume of
electricity to be hedged using regulated load following swap (LFS) prices.
LFS are contracts that apply to a quarter, with Hydro Tasmania
publishing a LFS price each week for eight future quarters.
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Since 2014, the Regulator has calculated the WEP using a weighted
average of 104 weeks (i.e. eight quarters) of weekly quarterly LFS prices
prior to the start of each quarter of the next requlatory period.

With respect to the weekly volume, the current methodology uses the
quarterly Absolute Minimum Capacity Offer Volumes (AMCOQV) as set out
in the Wholesale Contract Regulatory Instrument. This is the minimum
weekly volume that Hydro Tasmania must offer to retailers operating in
the Tasmanian market.

There are no LFS prices available for approximately 25 per cent of the
weeks prior to the start of each future quarter as the Regulator
calculates the WEP in the third week in May each year.

Therefore, to ensure that there are 104 weeks of LFS prices for each
quarter, the Regulator uses the LFS prices in the third week in May for all
the remaining weeks in each of the four quarters in which there are no
regulated LFS prices - five weeks for Q1, 18 weeks for Q2, 31 weeks for
Q3 and 44 weeks for Q4 (in total 99 weeks out of 416 weeks).

Appendix 4 shows, in diagram form, how the Regulator calculates the
WEP using the current methodology.

The methodology for calculating the WEP is set out in a standing offer
guideline issued by the Regulator that applies for each regulatory
period.?

The WEP may differ from the overall price Aurora Energy pays for
wholesale electricity, which will be determined by actual small customer
load, spot prices and its hedging strategy for the financial year in which
the prices will apply.

6.2 Draft Report

In its Draft Report, the Regulator proposed modifying the method used
for calculating the WEP, with the new method only using historical prices
that were available at the time of calculation.

Noting that the AMCOV may not be an accurate estimate of small
customer load, the Regulator proposed that the applicable volume for

3 The current guideline is the Standing Offer Price Approval Process in Accordance with the 2022
Standing Offer Price Determination.
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the new methodology be an average of two years of historic small
customer load as provided by retailers operating in the Tasmanian small
customer market.

This is a significant change to the way the WEP is calculated and may
affect retailers’ management of hedging risks. Consequently, the
Requlator’s draft decision was to defer implementing the new method
until the second year of the next regulatory period i.e. the current
method would apply for 2025-26 and the new method would apply for
2026-27 and 2027-28.

6.3 Submissions
Submissions were received in relation to wholesale electricity costs from:

. Aurora Energy;
. TSBC; and

. Hydro Tasmania.

6.3.1 Aurora Energy

During the investigation Aurora Energy has made a number of
submissions in relation to the price and volume aspects of the WEP
calculation. Aurora’s Energy's representations with respect to the WEP
calculation are summarised below.

In its submission to the Standing Offer Methodology Review

(August 2024) Aurora Energy strongly supported maintaining all aspects
of the current methodology as it considered it to be the most
appropriate in ensuring that the WEP relates to the costs Aurora Energy
incurs in hedging the small customer load. Aurora Energy stated that the
methodology best reflected the prudent hedging approach of a retailer,
the least wholesale risk and was consistent with requirements of

section 40AB(3)(c) of the ESI Act.

In particular, it considered the current methodology appropriately
weighted contract volume to reflect the load profile of Tasmanian small
customer load with higher contract volumes in the winter quarters (Q2
(1 April to 30 June) and Q3 (1 July to 30 September)). Aurora Energy also
noted that the current methodology included the total volume of the
estimated small customer load. Aurora Energy did not support a
methodology that excluded future prices as it did not include all the
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estimated small customer volume resulting in a greater proportion of
volume of contracts for the first quarter of the pricing period and a
subsequent stepped reduction in contract volume for the remaining
three quarters.

In its preliminary submission to the pricing investigation

(12 November 2024) Aurora Energy reiterated its support for
maintaining the current methodology, however, noted the Regulator’s
decision to consult on the ‘no future price method’ during the pricing
investigation. Further, Aurora Energy did not support the Regulator’s
decision to maintain the current WEP methodology for the first period
(2025-26) as it considered this would result in significant wholesale risk.
Aurora Energy considered that as the current methodology referenced
prices over a two-year period, any change in methodology should come
into effect no earlier than 1 July 2027. Aurora Energy also reiterated that
the full volume of estimated small customer load should be used in
calculating the WEP noting the requirement in section 40AB(3)(c) of the
Act.

In its submission on the Reqgulator’s Investigation Draft Report

(March 2025) Aurora Energy no longer considered the AMCOV to be an
appropriate volume as it did not reflect actual small customer quarterly
load. In particular, Aurora Energy stated that the seasonal variation of
actual small customer load is more pronounced than that reflected in
the AMCOV i.e. the load in the two summer quarters (Q1 (1 January to

31 March) and Q4 (1 October to 31 December)) is relatively lower and the
load in the two winter quarters (Q2 and Q3) are relatively higher than
the quarterly volumes derived using the AMCOV. Consequently,

Aurora Energy considered the current methodology did not comply with
section 40AB(3)(c) of the Act and recommended the removal of the
reference to the AMCOV from the WEP methodology. Aurora Energy also
suggested the applicable volume for the WEP calculation should be a
three-year average of historical actual quarterly small customer volume.
Using a three-year average would remove annual fluctuations. To
comply with section 40AB(3)(c) of the Act, Aurora Energy also believed
that quarterly volume, based on historical small customer load, should
be applied to all prices for the duration of the requlatory period covered
by the 2025 Determination.

Aurora Energy was supportive of a transition to a historical price
methodology subject to the volume used in the methodology complying
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with section 40AB(3)(c) of the Act and including the total estimate of
small customer load.

Aurora Energy proposed two options to include the small customer load
to achieve this outcome:

. All quarters are priced in over the 59 weeks preceding the
calculation date; and

. Quarters are priced as soon as they are published in accordance
with the Instrument, up until the WEP calculation date3-.

Aurora Energy did not estimate the WEP and WEC using an alternative
small customer load profile in any of its submissions.

6.3.2 Tasmanian Small Business Council

TSBC supported basing the WEP on historical prices as it should avoid
the potential for forecasting errors. However, it considered that the
Reqgulator should provide more information about the changes to the
volume component of the WEP calculation.

6.3.3 Hydro Tasmania

Hydro Tasmania supported maintaining the current WEP calculation.
With regards to the applicable volume, Hydro Tasmania supported using
all the available prices for each quarter at the time the WEP is calculated.

6.4 Other regulators’ approaches

To estimate future wholesale electricity costs in their respective cost
build-ups, each of the ESC, the AER, ICRC, and QCA use an electricity
futures market-based approach and engage consultants to assist with
this task. For example, the ICRC estimates energy purchase costs by
calculating the average of NSW electricity futures prices, plus an uplift
factor that compensates for the spot price volatility risk in the NEM.

34 As set out in the Regulator’s Standing Offer Price Approval Process Guideline (May 2025), the
Regulator will provide the WEP to Aurora Energy, not less than seven days prior to 31 May in
each year of the regulatory period.
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In calculating wholesale electricity prices for 2024-25, regulators in other
jurisdictions used the ASX listed contract price as follows:

. ESC used trade weighted ASX Energy contract prices from the
previous 12 months, with prices as at the last Friday in April used as
the final price.

»  AER and QCA used trade weighted average daily ASX Energy
contract prices from the date the contract was listed until
3 May 2024.

. ICRC used the 23-month average of ASX Energy contract prices
from 1 June 2022 to 30 April 2024.

6.5 Discussion

6.5.1 WEP calculation - applicable prices

Based on the analysis provided in the Draft Report and the submissions
received from stakeholders, the Regulator has decided to maintain the
draft decision and use the historical price method for calculating the
WEP in Period 2 and Period 3.

As set out in the Draft Report, the Regulator acknowledged that any
change in the calculation of the WEP may impact on retailers’
management of hedging risks in the first year of the next regulatory
period.

To address these concerns and based on the analysis provided in the
Draft Report and the submissions received from stakeholders, the
Regulator has decided to maintain the draft decision and apply the
current WEP methodology in Period 1 and apply the historical price
methodology for calculating the WEP in Period 2 and Period 3.

6.5.2 Apportioning quarterly small customer volume - historic price
method

In its submission of 24 March 2025, Aurora Energy proposed two options
to include the small customer load in the future volume component of
the WEP calculation under the historic price method.

The first option was for the relevant quarterly volume in each quarter to
be apportioned across 59 weeks preceding the May calculation date.
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The number of weeks is based on when the last quarter’s requlated LFS
prices are made available.

In submissions on the DMO and VDO, there was support from most
retailers for a shorter averaging method as they claimed they were
shortening their hedging horizon to a year due to price volatility.* While
this option was supported by many retailers, the shorter averaging
period may increase wholesale electricity price volatility.

The second option was to allocate the relevant quarterly volume for each
quarter across all the requlated prices available for that quarter.
Therefore, the weeks over which the volume will be allocated will vary,
with the first quarter allocated over 99 weeks and the last quarter
allocated over 59 weeks. The longer allocation period was considered
appropriate by the AER for the DMO as it takes into account all available
wholesale prices for the next pricing period and the longer averaging
period may result in a more stable WEP. However, this may also mean
that events affecting prices over this period may be factored into the
WEP for a longer time. Furthermore, it does not align with the hedging
strategy used by many retailers.

The Regulator’s analysis of the two options indicated there was slightly
greater volatility in a WEP calculated using option one. However, the
difference between the outcomes from adopting option one or option
two was relatively small. Noting that retailers that provided submissions
on the DMO and VDO favour a shorter averaging period and the
relatively small difference in the WEP calculated under the two options,
the Regulator has decided to adopt option one when calculating the
WEP price for Period 2 and Period 3 of the next requlatory period.

6.5.3 WEP calculation - Small customer quarterly volume

As noted in section 6.1, since the introduction of the Instrument, the
Regulator has used the weekly AMCOV in the Instrument as the
applicable volume.

The AMCOV is calculated from the quarterly total Tasmanian load
multiplied by the percentage of total load attributed to small customers.

35 AER - Final determination - Default market offer prices 2024-25 - 23 May 2024, page 24.
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Quarterly volume is used because it factors seasonal changes into the
WEP calculation.

The Regulator has obtained Tasmanian small customer volume data
from AEMO, which is based on advanced meters. This data indicates that
quarterly small customer volume has greater seasonal variability than
that indicated by the ACMOV, which is derived from accumulation meter
data.

Based on this information, the Requlator accepts that it is no longer
appropriate to use the AMCOVs to forecast quarterly volume when
calculating the WEP.

On this basis, the Regulator has decided to use the quarterly average of
three years of historical small customer volume as provided by AEMO as
the applicable volume for calculating the WEP.

If this data is not available, the Regulator intends using data sourced
from retailers operating in the Tasmanian small customer market.

As discussed in the Draft Report, the Regulator acknowledges the
feedback provided by retailers that any change in the WEP calculation
methodology may impact on retailers’ hedging strategy in Period 1 of
the next regulatory period.

In addition, as the data provided by AEMO is based on data from
advanced meters and as not all small customers have an advanced
meter yet, the three-year quarterly average is not representative of all
small customer volume at this point in time.

Therefore, for Period 1, the Regulator will use a transitional WEP where
the applicable volume will be an average of quarterly volume using
AMCOV and the three-year average of small customer load as provided
by AEMO.

The accelerated advanced meter rollout in Tasmania will result in over
ninety percent of small customers having an advanced meter by
Period 2. Therefore, for Periods 2 and 3, the applicable volume for
calculating the WEP will be the quarterly average volume for small
customers as provided by AEMO.
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6.6 Regulator’s decision

The Regulator has decided to use the historical price method for
calculating the WEP for 2026-27 and 2027-28. This calculation will be
based on 59 weeks of prices up to and including the calculation day in
May, with the quarterly small customer volume apportioned over

59 weeks.

The Regulator has decided to use a new approach to calculate the
volume component of the WEP. For 2026-27 and 2027-28, the volume
will be a three-year average of historical small customer load as
provided by AEMO.

The Regulator has decided to use a transitional method to calculate the
volume component of the WEP for 2025-26. The transitional method will
calculate volume as an average of quarterly historical small customer
data provided by AEMO and the current quarterly volume based on the
AMCOV.

Based on the transitional WEP methodology and using the data available
as at 1 April 2025, the Regulator’s estimated WEP for 2025-26 is shown in
Table 6.1.

The standing offer guideline also sets out how the WEP will be calculated
under the transitional method for the 2025-26 financial year and under
the historical price method for the 2026-27 and 2027-28 financial years.

Table 6.1 Regulator’s decision - Wholesale Electricity Price

2025-26

WEP 8.122 ¢c/kWh

Applying the Regulator’s decisions with respect to loss factors, load and
the WEP, and the formula set out in section 6.1, the Regulator’s
indicative WEC for 2025-26 is shown in Table 6.2.

Table 6.2 Regulator’s decision - Wholesale Electricity Costs

2025-26

WEC ($m) $190.36

The WEP to apply for each year of the next regulatory period will be
determined as part of the annual standing offer price approval process
in May each year prior to the commencement of each of those periods.
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The calculated WEPs will then be used to calculate the WEC and the NMR
for each of those periods.
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7/ NETWORK COSTS

Decision

For the purposes of calculating the indicative NMR for 2025-26, the
Regulator’s indicative network costs are $277.07 million.

The Regulator has decided to continue to use the current approach to
estimating network costs. That is, the network cost component of
Aurora Energy’'s NMR is determined by multiplying the applicable
TasNetworks' network tariff by forecast billing days and customer load
for each retail tariff and then summing the resultant values.

To provide flexibility, the Regulator has also decided to add a separate
interconnector network cost component to the NMR calculation to cater
for the possibility that the Australian Energy Regulator decides to
requlate Basslink.

The Regulator’'s approach to calculating network costs is unchanged
from the Draft Report.

7.1 Background

Network costs comprise transmission use of system and distribution use
of system charges.

Network costs are regulated by the AER. The AER reviews and approves
TasNetworks' transmission revenue and distribution regulatory revenue
every five years, with the current determination covering the period
from 1 July 2024 to 30 June 2029. The AER also reviews and approves
TasNetworks' schedule of tariffs each year for compliance with the
National Energy Rules (NER) and the five-year regulatory determination.
The approved tariffs apply for 12 months from 1 July of each year and
are usually set in April or May of the previous year.

Network tariffs comprise a fixed daily charge, consumption charges and,
for some tariffs, a demand-based charge. Network tariffs are grouped by
network tariff class, which are based on the physical characteristic of the
electricity connection (e.g. high voltage) or customer type (e.g.
residential or business).
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Hydro Tasmania entered into a network services agreement with
Basslink Pty Ltd (Basslink) on 21 October 2022.3¢ The agreement expires
on the earlier of 30 June 2025 or the day Basslink is regulated (unless
extended by mutual agreement between Hydro Tasmania and Basslink).
The payments made under this agreement are currently unregulated
and these costs, therefore, are not currently part of Aurora Energy’s
NMR.

On 19 May 2023, APA Group, Basslink’s current owner, applied to the
AER for approval of a five-year regulatory control period from 1 July 2025
to 30 June 2030 with respect to the regulation of Basslink's services.
Specifically, APA proposed converting Basslink’s network services from a
market network service provider to a prescribed transmission service
provider.

On 17 December 2024, the AER released its draft decision which was not
to accept Basslink’s application to convert its market network service to a
prescribed transmission service. The AER considered that the high
degree of uncertainty associated with achieving benefits when
compared against the significance and irreversibility of the decision is a
key reason for the draft decision.*”

On 28 March 2025, the AER indicated that a final decision would be
made in June 2025. Should the final decision be to convert Basslink’s
services to regulated services, the AER would then consult on the
process and timeline for its revenue determination.

7.2 Draft Report

As set out in the Draft Report, the Regulator was unable to make a draft
decision on the treatment of Basslink costs because the AER's final
decision had not been released.

However, to provide some flexibility, the Regulator intended to add a
separate interconnector network cost component to the NMR formula to
cater for the possibility that the AER decides to approve APA’s
application to convert Basslink from a market network service provider
to a prescribed transmission service provider after the release of the

36 Hydro Tasmania, Updated Basslink agreement (hydro.com.au), 24 October 2022.

37 Australian Energy Regulator, Draft decision - Application for Basslink network service to be
described as a prescribed transmission service, 17 December 2024, pages 1-2.
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Requlator’s investigation final report and determination. This
component would allow the Regulator to decide the extent to which
these costs are to be passed through to customers on standard retail
contracts.

7.3 Submissions

Submissions were received in relation to network costs from:
. Aurora Energy;

. TSBC;

. COTA Tasmania;

. Hydro Tasmania; and

. TasNetworks.

7.3.1 Aurora Energy

Aurora Energy did not support the addition of a separate network cost
component because it considers that the AER applies a national
framework and regulatory tests to determine whether network
regulation is efficient.

Further, Aurora Energy considered that the Regulator’s decision on
Basslink is an indication of how Marinus Link charges may be recovered
in the future.

7.3.2 Tasmanian Small Business Council

The TSBC is concerned about the proposed increase in networks costs
based on the AER’s recent determination.

The TSBC also raised several questions about the Regulator’s treatment
of Basslink costs, including how the Regulator will determine the
reasonableness of these costs, the timing of adjustments to

Aurora Energy’'s NMR, the treatment of any market residues arising from
conversion and whether stakeholder consultation will be undertaken.

7.3.3 COTA Tasmania

COTA Tasmania had significant concerns in relation to the escalation of
network costs.
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While COTA Tasmania supported costs associated with a regulated
Basslink being a separately identified element of the cost stack, it also
suggested that Marinus Link be similarly incorporated into the
determination.

7.3.4 Hydro Tasmania

Hydro Tasmania did not agree with the Regulator’'s proposed approach
in relation to the treatment of Basslink costs. It considered that including
such a component would introduce revenue and financial risks; dampen
and potentially undermine retail competition in Tasmania; be
inconsistent with national approaches to network cost recovery; and be
misaligned with the AER's process for assessing the benefits of
regulation.

Hydro Tasmania was also surprised by the distinction being drawn
between the purposes of Basslink and Marinus Link and is concerned by
the implications this may have for standing offer customers.

7.3.5 TasNetworks

TasNetworks considered that the addition of a separate network cost
component is unnecessary given the protections provided by the NER
and AER scrutiny through the revenue determination process. It would
also like some clarity on when and how any adjustment would be
applied.

7.4 Other regulators’ approaches

The approach taken by the ICRC, ESC and QCA in relation to network
costs is to pass through the network costs to retailers as calculated by
the AER each year. ESC and ICRC allow for adjustments in subsequent
periods for these costs where the pass-through costs are based on an
estimate at the time of setting prices.

7.5 Discussion

7.5.1 Increase in networks costs

In 2024-25, Aurora Energy’s network costs increased by around
$26 million or 11 per cent. These costs are expected to increase
significantly again in 2025-26.
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Some stakeholders have raised concerns over the increase in these costs
and the impact this has on regulated prices. As previously discussed,
network costs are regulated by the AER and the Regulator has no role in
determining these costs. However, the Regulator has legislative power
to adjust the quantum of network costs that are passed through to
requlated customers.

7.5.2 Treatment of Basslink costs

Despite any determination made by the AER, section 40AB(4) of the

ESI Act provides the Regulator with the power to decide to not pass
through network costs that are not required to deliver network services
to customers on standard retail contracts. The Regulator therefore
considers it prudent to retain a separate interconnector network cost
component to the NMR formula to cater for the possibility that the AER
decides to regulate Basslink.

The flowchart in Figure 7.1 sets out the process the Regulator intends
following in determining the treatment of these costs in the event that
the AER does or does not approve APA’s application for conversion.

If the AER decides to approve APA's application and convert Basslink to a
regulated link and the Regulator decides to not allow the full pass
through of relevant Basslink network costs to Aurora Energy, the
Regulator may consider engaging a consultant to assist with the
estimation of the costs that are to be passed through. In this situation,
the Regulator would likely conduct public consultation as part of this
process.

The process outlined in Figure 7.1 assumes that the conversion of
Basslink to a regulated link would take effect at the start of Period 2 of
the regulatory period i.e. 1 July 2026. The process would also only relate
to Aurora Energy. That is, the Regulator's intended approach would not
apply to TasNetworks passing through relevant Basslink network costs
to unregulated retailers.
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Figure 7.1: Treatment of Basslink interconnector costs

AER decides to
approve APA’s
application and
allow conversion of
Basslink to a
regulated link?

No further action and
NCe. = 0 insofar as
Aurora Energy and

regulated customers are
concerned

Regulator decides
to pass through all
network costs
relating to Basslink

No further action ie NCeL= 0
and Basslink network costs are
passed through to Aurora
Energy via TasNetworks’
network tariffs

Regulator establishes component of NCs. < 0 and only some of

Basslink network costs that is to be the Basslink network costs are

passed through to Aurora Energy’s passed through to Aurora
regulated customers Energy’s regulated customers
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7.5.3 Marinus Link

The treatment of interconnector-related network costs will likely arise
again in the future should the proposed Marinus Link be operated as a
requlated link. However, there are a number of regulatory issues in
relation to Marinus Link that will need to be considered and addressed.

7.6 Regulator’s decision

The Regulator’s indicative network costs for 2025-26 are shown in
Table 7.1.

Table 7.1 Regulator’s decision - indicative Network costs

2025-26

NC ($m) 277.07

The actual network costs to apply for each year of the regulatory period
will be determined as part of the annual standing offer price approval
process in June each year prior to the commencement of each of those
periods. The calculated network costs will then be used to calculate the
NMR for each of those periods.

A separate interconnector network cost component to the NMR
calculation has been added to cater for the possibility that the AER
decides to regulate Basslink.
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3 RENEWABLE ENERGY TARGET
COSTS

Decision

For the purposes of calculating the indicative NMR for 2025-26, the
Reqgulator’s indicative Renewable Energy Target (RET) costs are
$26.46 million.

The RET costs to apply for each year of the next reqgulatory period will
be determined as part of the annual standing offer price approval
process in June each year prior to the commencement of each of
those periods. The calculated RET will then be used to calculate the
NMR for each of those periods.

While the RET cost component has been updated due to the
availability of more recent data (i.e. Clean Energy Regulator
publishing its Small-scale Technology Percentage and Renewable
Power Percentage figures), the Regulator’s approach to calculating
these costs is unchanged from the Draft Report.

8.1 Background

The NMR includes an estimate of the annual costs Aurora Energy incurs
complying with the Australian Government’s RET scheme.

The scheme creates a guaranteed market for renewable energy, using a
mechanism of tradable certificates with each certificate representing
one-megawatt hour of renewable electricity generated. Electricity
consumers pay for this Australian Government requirement through
obligations imposed on retailers. Aurora Energy then seeks the
Reqgulator’s approval to pass through these costs to customers.

The RET scheme has two elements:
= the Large-scale Renewable Energy Target (LRET); and

» the Small-scale Renewable Energy Scheme (SRES).
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The LRET supports the development of large-scale projects such as wind
farms. Electricity retailers must purchase and surrender a specific
number of Large-scale Generation Certificates (LGCs) each year. The
number of LGCs to be surrendered each calendar year is calculated
using the Renewable Power Percentage (RPP), which is determined
annually by the Clean Energy Regulator (CER), and the quantity of
electricity purchased by the retailer.

The SRES supports investment in smaller technologies such as rooftop
solar panels and solar hot water systems through the generation of
Small-scale Technology Certificates (STCs). The number of STCs that
retailers must purchase and surrender over the course of each calendar
year is calculated using the Small-scale Technology Percentage (STP)
which is also determined annually by the CER.

The RPP and STP are applied to the amount of wholesale electricity
purchased by the retailer in a calendar year. In March of each year, the
CER publishes the final binding percentages for that calendar year for
the RPP and the STP and also issues non-binding STPs for the following
two calendar years.

This means that in April or May each year, a retailer cannot estimate with
accuracy the quantity of LGCs it must acquit for the following financial
year as the RPP is only known up to December in that year.

LGC and STC prices are determined in an open market. However, STCs
can also be sold through the STC Clearing House for a fixed price of
$40 per certificate (excluding GST).3®

In summary, an electricity retailer's annual costs of complying with the
RET are determined by the RPP, the STP, the price of LGCs and STCs and
the quantity of electricity purchased by the retailer (the liable MWh).

3 The CER operates the STC Clearing House, which facilitates the exchange of STCs between
buyers and sellers. The STC Clearing House is accessible via the Renewable Energy Certificate
Registry.
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8.2 Draft Report

8.2.1 Large-scale Renewable Energy Target costs

In estimating LRET costs the Regulator intended using the following
formula:

Total LRET cost = Cattle Hill PPA MWh x $/LGC Cattle Hill PPA + (RPP x
liable MWh - Cattle Hill PPA MWh x $/LGC Market)

Where:
Cattle Hill PPA The volume of LGCs purchased under the Cattle Hill

MWh Wind Farm Power Purchase Agreement (PPA)* for
the relevant year

$/LGC Cattle = The LGC price under the Cattle Hill PPA for the
Hill PPA relevant year

RPP = RPP published by CER

liable MWh = Amount of liable MWh for the relevant year

$/LGC Market

The forward LGC price for the remaining volume of
LGCs that Aurora Energy is required to purchase for
the relevant year under the RET scheme

The CER publishes its RPP by 31 March on a calendar year basis.
However, the allowance for RET costs is calculated on a financial year
basis. Under the 2022 Determination, the Regulator used the CER’'s RPP
for the first half of each financial year of the requlatory period. For the
second half of each financial year of the regulatory period, the Regulator
used the formula outlined in section 39(2)(b) of the Renewable Energy
(Electricity) Act 2000 (Cwlth) to calculate the forecast RPP.

This formula is:

33 A PPA s a contract that allows an electricity retailer to purchase LGCs at predetermined prices
over a long time period (typically around 10 years) as a way of managing the risks relating to
supply issues and price volatility in the LGC market.
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Required GWh of renewable source

electricity for the year
Renewable power percentage

for the previous year ,
Required GWh of renewable source

electricity for the previous year

The required GWh of renewable source electricity for each calendar year
from 2001 to 2030 inclusive is specified in section 40 of the Renewable
Energy (Electricity) Act.

8.2.2 Small-scale Renewable Energy Scheme costs
The Regulator's intended formula for estimating the SRES costs is:
Total SRES cost = (STP x $/STC x liable MWh)

As with the RPP, the CER publishes its binding STP by 31 March on a
calendar year basis. Under the 2022 Determination, the Regulator used
the CER’s binding STP for the first half of each financial year of the
regulatory period. For the second half of each financial year of the
requlatory period, the Regulator used the CER’s non-binding STP.

The Regulator required Aurora Energy to use the latest available forecast
STC price. However, in allowing for over and under recoveries, the
Reqgulator effectively allows Aurora Energy to recover its actual RET
costs.

As set out in the Final Methodology Paper, the Regulator intended
continuing to set the LGC price for each of the 2025-26, 2026-27 and
2027-28 financial years on the basis of a weighted price calculated using:

*= the LGC price and the volume of LGCs purchased by Aurora Energy
under the Cattle Hill PPA for the relevant year; and

= the forward LGC price for the remaining volume of LGCs that
Aurora Energy is required to purchase for the relevant year under
the RET scheme.

In relation to STC prices, the Regulator also intended continuing with the
current approach. That is, the forward price for STCs in the relevant year
is to be estimated by Aurora Energy as the average of ten months of
weekly forward STC prices in the previous year (the average of forward
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LGC prices from the first Wednesday in July through to the last
Wednesday in April).

However, the Regulator acknowledged that there may be limited
liquidity in the forward market for STCs in some months.

The Regulator considered that the use of an average of the forward
prices that are available is the preferred option as this reflects a
plausible STC purchasing strategy and is likely to reduce year-on-year
price volatility.

In addition to the direct LGC and STC costs, and in accordance with past
practice, the Regulator intended continuing to allow Aurora Energy to
recover brokerage and acquittal costs.

8.3 Submissions

Submissions were received in relation to RET costs from:

= TasCOSS;
. TSBC; and
= COTA Tasmania.

8.3.1 TasCOSS

TasCOSS welcomed the reduction in RET costs but raised concerns over
the transparency of these costs. TasCOSS suggested that RET costs
should be Government funded instead of being passed through to
customer bills.

8.3.2 TSBC

TSBC raised concerns regarding the transparency of RET costs and called
on the Regulator to show how the public interest in requlatory
transparency is served by keeping details of Aurora Energy’s PPA with
the Cattle Hill wind farm used in calculating RET costs confidential and to
show how Aurora’s commercial interests outweigh this.

TSBC suggested that the Regulator could, as a minimum, undertake
regular assessments of whether the inclusion of the PPA is in regulated
customers’ best interests and make the findings public as part of the
annual price setting process.
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TSBC also suggested that the LGC prices used in the RET cost calculation
should match or be drawn from the LGC market or, if that cannot be
done, LGC prices should be reduced to the prevailing forward LGC price.

8.3.3 COTA Tasmania

COTA Tasmania considered the RET costs to be opaque and that the
actual values used to calculate the LRET and SRES should be identified in
the determination for full transparency.

COTA Tasmania suggested that unregulated pass-through costs,
including RET costs, should be subject to a rigorous and fully transparent
review where they exceed movements in the CPI.

8.4 Discussion

The Regulator notes the general sentiment evident in the submissions
that stakeholders are seeking greater transparency in the calculation of
RET costs including the disclosure of the LGC price used in the
calculations and the disclosure of certain details about the Cattle Hill
PPA.

The Regulator recognises that in the interests of an open, public,
transparent and fair process, it is desirable that as much information as
possible is made public. This is particularly important for pricing
investigations as it allows stakeholders to consider information and
provide more informed comments and submissions.

The Regulator notes that certain figures used in the calculation of RET
costs are publicly available, such as the STP and RPP, as published by the
CER.

However, under the ESI Act, the Regulator must preserve the
confidentiality of information that:

(a) could affect the competitive position of an electricity entity or
other person; or

(b) is commercially sensitive for some other reason.

Accordingly, in compliance with the ESI Act, the Regulator is unable to
make public the commercial-in-confidence information contained in the
Cattle Hill PPA, including LGC pricing.
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Additionally, the Regulator notes that Aurora Energy assessed a
“...long-term contract for the purchase of an energy related product...” as
onerous in 2018-19 “...due to the forward market prices and economic
value Aurora Energy could obtain from the product being less than the
total cost of the contract at that time.” However, Aurora Energy assessed
that the contract was no longer onerous as of 2023-24.4°

In relation to TSBC's suggestion that regular assessments of the PPA be
made, the Regulator reiterates that the overall impact on standing offer
prices can only be assessed at the completion of the PPA, as discussed in
the Final Methodology Paper.

The Regulator notes that as part of the annual standing offer price
approval process, the LGC market price Aurora Energy uses in
calculating its proposed RET costs is scrutinised to ensure that it is
consistent with prices available in the LGC market.

8.5 Regulator’s decision
The Regulator's indicative RET costs for 2025-26 are shown in Table 8.1.

Table 8.1 Regulator’s decision - indicative Renewable Energy Target
costs

2025-26

RET ($m) 26.46

The RET costs to apply for each year of the next requlatory period will be
determined as part of the annual standing offer price approval process
in June each year prior to the commencement of each of those periods.
The calculated RET will then be used to calculate the NMR for each of
those periods.

40 Aurora Energy Annual Report 2023-24, page 60.
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9 METERING COSTS

Decisions

The Regulator will use the current approach to calculate metering
costs and extend the current approach for excluding market contract
customers on Tariff 22 to all tariffs that have customers on market
contracts for accumulation meter cost calculations.

In accordance with the AER’s determination, the Regulator will
continue to allow Aurora Energy to pass through TasNetworks’
accelerated depreciation in relation to accumulation meters.

For the purposes of calculating the indicative NMR for 2025-26, the
Requlator’s indicative metering costs are $44.27 million.

The metering costs to apply for each year of the next requlatory
period will be determined as part of the annual standing offer price
approval process in June each year prior to the commencement of
each of those periods. The calculated metering costs will then be
used to calculate the NMR for each of those periods.

The Regulator's approach to calculating metering costs is unchanged
from the Draft Report.

9.1 Background

M
m

etering costs comprise the costs associated with installing,
aintaining and reading meters together with the costs associated with

the introduction of metering competition.

There are two types of meters:

82

Accumulation meters - these are analogue meters which measure the
total electricity consumed over a period and require manual reading;
and

Advanced meters - these record usage in real time and are read in 15
or 30-minute intervals. These meters are also able to record usage
against multiple tariffs and can be read remotely.
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The NER requires that any new or replacement meter must be an
advanced meter.

Under the NER, retailers are also responsible for engaging a Metering
Co-ordinator for their small customers with respect to advanced meters.
Metering Co-ordinators and the services they provide are not price
requlated.

Aurora Energy has engaged two Metering Co-ordinators since metering
competition started in 2016 (TasMetering and Yurika (formerly Metering
Dynamics)) while TasNetworks continues to be responsible for the basic
accumulation meters.

The Tasmanian Liberal Party gave a commitment before the May 2021
election to replace all accumulation meters in Tasmania with advanced
meters by 2026.

Aurora Energy currently estimates it will have replaced 90 per cent of
accumulation meters with advanced meters by June 2025 and by
December 2026 there will be approximately 10 000 or 3.7 per cent of
customers without an advanced meter.

Aurora Energy has advised the Regulator that the remaining 10 000
installations are expected to be more difficult, and will therefore take
longer, due to, among other things, some of these properties being in
remote locations and the prevalence of asbestos in some switchboards.

9.2 Draft Report
The Regulator’s draft decision was to:

» allow Aurora Energy to continue to use the current approach to
calculating metering costs, using a weighted average calculation of
metering costs per tariff multiplied by the number of billing days to
forecast its metering costs; and

» extend the current approach for excluding market contract
customers on Tariff 22 to all tariffs that have customers on market
contracts for accumulation meter cost allocation.

The Regulator intended that Aurora Energy could recover the following
metering costs:

» the aggregate of metering charges based on tariff, meter type and
billing days for both accumulation and advanced meters;
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» the accelerated depreciation associated with TasNetworks'
accumulation meters to fully depreciate the asset base by
30 June 2029;4 and

= fee-based metering services recovered on an annual basis.

9.3 Submissions

Submissions were received in relation to metering costs from:

= TasCOSS;
. TSBC; and
= COTA Tasmania.

9.3.1 TasCOSS

TasCOSS supported the rollout of advanced meters, however, is
becoming increasingly concerned with the lack of transparency with
respect to advanced meter costs. TasCOSS encouraged the Regulator to
provide greater clarity of the actual costs faced by retailers.

9.3.2 Tasmanian Small Business Council

TSBC raised concerns over the increase in metering costs and noted that
it was driven almost entirely by Metering Co-ordinator charges, which
TSBC expects would decrease per customer.

TSBC suggested the Regulator increases efforts to keep metering costs
efficient and examine them closely and require Aurora Energy to explain
the increases in more detail.

TSBC also suggested that the Regulator:

» examine the cost increases with a view to reducing metering costs,
particularly for Metering Co-ordinator charges, legacy accumulation
meter charges and the installation of the outstanding 10 000
advanced meters;

41 AER - Final Decision Attachment 20 - Metering Services - TasNetworks - 2024-29 Distribution

revenue proposal - April 2024, Section A.6, page 10.
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» require greater explanation and separation of Metering Co-ordinator
charges from the advanced meter costs; and

» consider subtracting the value of benefits of advanced meters that
Aurora Energy receives from the total metering charges.

9.3.3 COTA Tasmania

COTA Tasmania supported the Regulator’s Draft Determination
regarding metering but raised concerns with increase in metering costs
since 2022-23 and considers that there is need:

= to understand who benefits from advanced meters; and

» for metering cost components to be more explicitly and transparently
identified, highlighting the costs of retired accumulation meters, the
costs associated with advanced meter roll out each year, and the
costs associated with the advanced meters themselves, including
depreciation and operating costs.

9.4 Discussion

The Regulator notes that Aurora Energy’s metering costs increased by
60.1 per cent from 2023-23 to 2025-26, with advanced meter costs
increasing by 108.6 per cent over the period, as shown in Table 9.1.

As discussed in the Draft Report, the Regulator notes that the significant
increase in metering costs has been driven by the accelerated
installation of advanced meters. Advanced meters have both higher
installation costs and a higher per unit cost, compared to the
accumulation meters they are replacing.

This is evidenced by the advanced meters' proportion of metering costs
which increased from 61.9 per cent in 2022-23 to 80.6 per cent by
2025-26.

Despite accelerated depreciation applying to TasNetworks’ accumulation
meters from 1 July 2024, Aurora Energy’s accumulation meter costs
decreased by $1.08 million between 2023-24 and 2024-25; the Regulator
gathers that this is due to the increase in the number of advanced
meters and the corresponding decrease in the number of accumulation
meters. However, the Regulator notes that costs relating to
accumulation meters are expected to increase by 4.0 per cent from

TASMANIAN ECONOMIC REGULATOR 85



2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

2024-25 to 2025-26, presumably due to the accelerated depreciation
approved by the AER with respect to those meters.

Table 9.1 Forecast metering cost components and customer
numbers between 2022-23 and 2025-26

2022-23 2023-24 2024-25  2025-26 Notel
Advanced Meter Fees Note2 $17 103 590 $24 230 674 $30 490 920 $35 682 074
Accumulation Meter Fees Note3 $6 939536 $4 540 697 $8213274 $8 538 205
Accumulation Meter Replacement - Capex $2 989 982 $4 755 664
Recovery Note3
Total Direct Metering Costs $27 033 108 $33 527 035 $38 704 194 $44 220 279
Advanced Meter Ad Hoc Fees Note4 $65 659 $174 678 $120 389 $50 414
Depreciation on capital costs relating to the $548 823

introduction of metering competition Not>

Total Metering Costs $27 647 590 $33701 713 $38 824 583 $44 270 693
Advanced Meter Customers 139 653 190 340 244 251 259 905
Accumulation Meter Customers 129 624 77 167 25951 10 297
Total Customer Numbers 269 277 267 507 270202 270202
Total Metering Costs per Customer $102.67 $125.98 $143.69 $163.84
Notes:
1. The customer numbers for 2025-26 are not yet available and accordingly, the 2024-25

values are used for the calculation of indicative metering costs and the indicative NMR for
2025-26. However, the forecast number of advanced meters installations for 2025-26 have
been included in the number of advanced meter customers in 2025-26 to provide better
context of the current numbers of advanced and accumulation meter customers.

2. As outlined in the Final Methodology Paper, Aurora Energy estimates a cost per customer
by using the actual total cost incurred from existing advanced meters in the past
12 months and divides this by the total number of existing advanced meters by the end of
the 12 months. This cost per customer is then multiplied by the number of advanced
meters including the forecast new installations for a given month. Accordingly, the
advanced metering fees are inclusive of the cost to install, maintain and read.

3. As part of the AER’s 2024-2029 determination for metering services, TasNetworks no
longer separates depreciation and operating costs for metering services. Accordingly,
prior to 2024-25 depreciation costs were reported under the capex recovery line item and
from 2024-25 onwards the accumulation meter fees are inclusive of depreciation and
operating expenditure. For the avoidance of doubt, as approved by the AER, TasNetworks
depreciates accumulation meters over their full useful life regardless of the timing of their
removal from service.

4, Ad hoc fees include fee-based services that are a separate cost that metering providers
charge Aurora Energy. An example may be a remote site service surcharge for installing
meters in remote locations.
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5. Depreciation approved by the Regulator relating to the capital expenditure Aurora Energy
incurred with respect to the commencement of metering competition in 2017.

The Regulator anticipates that the rate at which metering costs have
been increasing will stabilise as the advanced meter rollout is completed
and once the accumulation meters are fully depreciated by 30 June 2029,
in line with TasNetworks' 2024-29 Distribution Determination.

Regarding the costs associated with Metering Co-ordinators, the
Regulator notes that each successive Metering Co-ordinator continues to
be responsible for the meters they installed. The Regulator also notes
that the appointment of TasMetering as the second metering
coordinator in June 2021 followed a public tender process and resulted
in lower, per unit, metering costs, relative to the costs that applied under
Aurora Energy's first Metering Co-ordinator contract with Yurika.

The Regulator also notes that there is a desire from stakeholders to
understand and quantify the benefit of advanced meters. In this regard,
the Regulator will continue to monitor research that quantifies the
benefits of advanced meters with a view to determining if the benefits
are realised in the Tasmanian context.

The Regulator will also continue to monitor the cost impacts arising from
the advanced meter rollout and will review Aurora Energy’s proposed
metering costs as part of the annual price approval process.

9.5 Regulator’s decision

The Regulator will use the current approach to calculate metering costs
and extend the current approach for excluding market contract
customers on Tariff 22 to all tariffs that have customers on market
contracts for accumulation meter cost calculation.

In accordance with the AER’s determination, the Regulator will continue
to allow Aurora Energy to pass through TasNetworks’ accelerated
depreciation in relation to accumulation meters.

Based on the Regulator’s analysis, and for the purposes of calculating
the indicative NMR for 2025-26, the Regulator’s indicative metering costs
for 2025-26 are shown in Table 9.2.
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Table 9.2 Regulator’s decision - indicative metering costs

2025-26

M ($m) 44.27

The metering costs to apply for each year of the next requlatory period
will be determined as part of the annual standing offer price approval
process in June each year prior to the commencement of each of those
periods. The calculated metering costs will then be used to calculate the
NMR for each of those periods.

88 TASMANIAN ECONOMIC REGULATOR



2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

10 AEMO CHARGES

Decisions

The Regulator has decided to continue with the current approach for
calculating AEMO costs.

For the purposes of calculating the indicative NMR for 2025-26, the
Regulator’s indicative AEMO costs are $6.21 million.

10.1  Background

AEMO's operating costs are funded through annual fees levied on
market participants. Retailers are liable to pay a portion of these fees.

AEMOQO's fees include:

. NEM fees. These fees are intended to recover AEMO's costs
associated with market operations and systems, wholesale
metering, settlements and prudential supervision and longer-term
energy forecasting and planning services.

. Full Retail Contestability (FRC) fees. These fees are intended to
facilitate retail market competition by managing and supporting
data for settlement purposes, customer transfers, business to
business processes, and the implementation of market procedure
changes.

AEMO is also responsible, under the NER, for ensuring that the power
system is operated in a safe, secure and reliable manner. In fulfilling this
obligation, AEMO controls key technical characteristics of the power
system such as frequency and voltage and system restarts through the
ancillary services market. The NER provide for AEMO purchasing these
services from frequency control ancillary service providers and
recovering a proportion of these costs from retailers according to a set
of recovery rules.

10.2  Draft Report

In its Draft Report, the Regulator proposed continuing with the current
approach for calculating AEMO costs. That is, the Regulator estimates

the AEMO fees Aurora Energy incurs to participate in the NEM and for
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FRC each year of the regulatory period using the customer numbers
from the NTB, the DLF and the fees as determined by AEMO, and allows
Aurora Energy to recover these costs from customers through standing
offer prices.

The Regulator also estimates Aurora Energy's ancillary service fees by
multiplying the average monthly rate of ancillary fees ($/MWh) based on
a 12-month period prior to April in the year immediately before the price
period by the forecast small customer load in the NTB adjusted by the
DLF. As for AEMO fees, the Regulator allows Aurora Energy to recover
these costs from customers through standing offer prices.

10.3  Submissions

COTA Tasmania supports the Regulator’s decision to pass-through AEMO
charges. However, while acknowledging AEMO charges are a small cost
component, COTA Tasmania notes that these costs have been rapidly
increasing over recent years and considers that this needs to be closely
monitored to ensure that the requlatory processes associated with the
NEM are undertaken in the most efficient manner.

10.4  Other regulators’ approaches

The approach taken by the ICRC, QCA and ESC in relation to AEMO fees
is similar to that adopted by the Regulator.

10.5 Discussion

AEMO charges have increased from $2.7 million in 2020-21 to
$6.1 million in 2024-25, an increase of over 125 per cent (Table 10.1).

Table 10.1: AEMO costs - 2020-21 to 2024-25

2020-21  2021-22 2022-23 2023-24  2024-25

AEMO ($m) 2.7 3.0 5.5 6.0 6.1

While these fees constitute a relatively small part of Aurora Energy’s
NMR, the Regulator is concerned that AEMO's funding requirements
continue to increase. It is also not clear what body, if any, is responsible
for monitoring AEMO's costs.
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10.6  Regulator’s decision

For the purposes of calculating the indicative NMR for 2025-26, the
Regulator’s indicative AEMO costs for 2025-26 are shown in Table 10.2.

Table 10.2: Regulator’s decision - indicative AEMO costs

2025-26

AEMO ($m) 6.21

The AEMO costs to apply for each year of the next requlatory period will
be determined as part of the annual standing offer price approval
process in June each year prior to the commencement of each of those
periods. The calculated AEMO costs will then be used to calculate the
NMR for each of those periods.
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11T UNDER AND OVER RECOVERIES
AND ADJUSTMENTS

Decision

The Regulator will consider Aurora Energy’s costs associated with the
implementation of major national regulatory changes as an
adjustment under the Ay component of the NMR rather than under
the CTS, component.

11.1  Background

The prices to apply to the next financial year are currently approved by
the Regulator in June of the preceding financial year, using a building
block approach to arrive at an NMR. Some cost components for the
financial year, such as the wholesale electricity cost, are already known
at the time prices are approved.

However, some cost components must be based on an estimate when
calculating the NMR, as the final values will not be known at the time
standing offer prices are approved. In the absence of confirmed data
from relevant sources, the Regulator estimates these costs based on the
most appropriate method. These estimates may be higher or lower than
the actual values once they become available.

Given the above, the Regulator has allowed Aurora Energy to recover
additional costs in any year if actual values exceed the forecast costs for
the previous year (and the fourth quarter of the year before). This results
in Aurora Energy’'s NMR and prices being higher than they otherwise
would have been (other costs held constant). If actual costs for the
previous year are less than the forecast costs, the Requlator reduces
Aurora Energy'’s costs and its NMR, and prices for the next year are lower
than they otherwise would have been.

The Regulator seeks to keep under and over recoveries to a minimum.
This is because a slightly different set of customers benefit through
prices being lower than they otherwise would be in the next period or
are penalised through prices being higher than they otherwise would
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be. These adjustments can also lead to greater price volatility from year
to year, which the Regulator seeks to avoid.

11.2  Draft Report

The NMR formula in the 2022 Determination allowed for three types of
adjustments. These adjustments were:

» K, =an aggregate of approved under and / or over recoveries for
network costs, metering costs, RET costs and AEMO fees from the
current regulatory period covered by the 2022 Determination.

» CF,=an aggregate of under and / or over recoveries from the
previous period covered by the 2016 Determination.

» A, =an adjustment made as a result of a tax event, a material change
in circumstances, or a material change in Aurora Energy’s costs in
relation to the provision to small customers under standard retail
contracts.

Actual network costs, metering costs, RET costs and AEMO fees are not
always available at the time of publication. Therefore, the K, component
increases the NMR and allows Aurora Energy to recover any of these
costs that exceeded the forecasts used within the 2022 Determination,
or, if actual costs were less than forecast costs, to reduce the allowable
NMR in subsequent periods.

Similarly, CF, allowed Aurora Energy to recover any costs above forecast
costs from the last period covered by a previous determination or, if
actual costs were less than forecast costs, to reduce the allowable NMR
in subsequent periods.

The Regulator intends that under and / or over recoveries included in
the K, or CF, costs:

» continue to include network costs, metering costs, AEMO charges
and RET costs; and

» apply only to the extent that the relevant cost component per unit
price is not known at the time prices are set for the next pricing
period.

The Regulator has also decided that under and over recoveries are to be

calculated using the costs as calculated on the customer numbers and

load used to determine the initial costs and prices, i.e. the NTB, and not
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the actual customer numbers and load in that year. Therefore, customer
numbers and load will not be taken into account when calculating under
and over recoveries.

In calculating the over and under recovery of RET costs, the Requlator
will allow for changes in the RPP and / or STP, which are set by the CER,
during the relevant period.

The prices used to calculate RET costs in each year will also be used
when calculating any preliminary and final adjustments in relation to RET
costs with respect to each year i.e. the LGC and STC prices used when
calculating prices in 2025-26 must be used when calculating preliminary
and final adjustments in 2026-27 and 2027-28 respectively. In the case of
over and under recovery of RET costs relating to years under the

2022 Determination (CF,), the LGC and STC prices used in calculating the
approved prices in the relevant year will be used.

For metering costs, since the introduction of the metering cost
component in the 2016 Determination, Aurora Energy has applied the
under and over recoveries to the advanced meter cost component. The
Regulator’s draft decision was to continue with this approach.

For network costs, the Regulator allows for under and over recoveries to
cater for the possibility that the publication of TasNetworks' final
network tariffs has been delayed and is not available in time for the
setting of Aurora Energy’s regulated prices.

In the 2025 Determination, CF, will apply to the period covered by the
2022 Determination.

The Regulator has decided that no changes will be made to the current
approach to calculating adjustments (A,).

Regulation 12 of the Pricing Regulations provides that the Regulator’s
price determination may allow an adjustment to Aurora Energy’s prices
as a result of a tax event or a material change in costs in relation to the
provision of services to small customers under standard retail contracts.
Given this requirement, the Regulator included a component, A, in the
NMR formula in the 2022 Determination. This component has not been
used during the current regulatory period.

As discussed in Chapter 5, the Regulator intends to consider
Aurora Energy’s costs associated with implementation of major national
requlatory changes under A, rather than under the CTS,. This gives the
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Regulator the ability to assess the efficient costs for Aurora Energy’s
implementation of major national regulatory changes annually as the
costs arise, instead of providing Aurora Energy a set amount for major
national regulatory changes irrespective of whether changes occur or
without regard to the accuracy of the cost estimates made in advance of
the changes actually being implemented.

11.3  Submissions

The TSBC supported the Regulator’s approach but sought clarity on how
the Regulator ensures only efficient costs are passed through as under
and over recoveries or as adjustments.

11.4 Discussion

As outlined in section 11.1, some of Aurora Energy’s cost components
are estimated when calculating the NMR as the actual values are not
known at the time. The Regulator has decided to allow Aurora Energy
any approved under and / or over recoveries for network costs, metering
costs, RET costs and AEMO fees for the regulatory period covered by the
2025 Determination and the aggregate of any over and / or under
recoveries from the 2022 Determination. The approved recoveries are
limited to, and reflective of, the differences between the forecast and
actual values used to calculate these costs. Accordingly, the Regulator
seeks to keep under and over recoveries to a minimum.

As outlined in the Draft Report, the Requlator intends to consider
Aurora Energy's costs associated with the implementation of major
national regulatory changes under A, instead of under CTS, as it gives
the Regulator the ability to assess Aurora Energy'’s efficient costs of
implementing major national requlatory changes annually as the costs
arise, rather than providing Aurora Energy with a set amount
irrespective of whether any regulatory changes occur or without regard
to the accuracy of any cost estimates.

11.5  Regulator’s decision

The Regulator will consider costs incurred by Aurora Energy in relation
to the implementation of major national regulatory changes as an
adjustment under the A, component of the NMR rather than under the
CTSy component.
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The Regulator will continue with the current approaches for calculating
under and over recoveries and adjustments.
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12 UNACCOUNTED FOR ENERGY

Decisions

The Regulator has been unable to determine if unaccounted for
energy (UFE) imposes a material cost on Aurora Energy and therefore
whether it should be fully recovered by standing offer customers.

Further, it is not clear if the impact of UFE on Aurora Energy is
temporary and will reduce over time in line with the accelerated
rollout of advanced meters.

On this basis, it is the Regulator’s intention to conduct a review of UFE
to fully understand the impact that the treatment of UFE has on
Aurora Energy’s costs. The review will be undertaken as expeditiously
as possible, subject to stakeholder feedback and the complexity of the
subject matter.

To provide flexibility in the event that the review finds that UFE is a
material cost that Aurora Energy should be able to recover from
reqgulated customers, the Regulator has decided to include UFE as a
separate cost component in the NMR.

12.1  Background

UFE is the difference between the amount of electricity that goes into a
defined area and the amount of electricity consumed in that area as
recorded by meters. AEMO has identified that the differences can be
caused by a range of reasons including energy theft; inaccurate or faulty
meters; estimation errors associated with unmetered devices; profiling
of reads to the trading interval level; or errors in the distribution loss
factors (DLF).*

At the commencement of the NEM in 1998, the market settlement
framework billed all residual losses (or unaccounted for energy) to the

42 AEMO, Calculation and Allocation of Unaccounted for Enerqgy
TASMANIAN ECONOMIC REGULATOR 97



https://aemo.com.au/-/media/files/electricity/nem/data/metering/ufe/2024/ufe-fact-sheet.pdf?la=en

2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

local area retailer. In Tasmania, Aurora Energy was billed for all UFE and
other retailers did not share the cost.

The global settlements framework was introduced on 1 May 2022 and
included, among other things, changes in the way UFE is billed.

The AEMC has provided three key reasons for changes to UFE
arrangements:

1. Improved transparency, leading to fewer settlement disputes and
lower levels of UFE over time, as AEMO will be able to report on
UFE levels and actions to reduce UFE.

2. Competition on equal terms between all retailers operating in a
distribution area.

3. Improved risk allocation, driving enhanced incentives. By
allocating UFE to retailers, they will face the risk of UFE, and
therefore, will be provided with improved incentives to reduce
UFE.

Since May 2022, all retailers have been billed by AEMO for UFE within
their respective distribution areas.

UFE is apportioned based on each retailer's ‘accounted for** load and
included in the load that each retailer is liable for. Consequently, the
local retailer's share (including Aurora Energy’s share) of UFE has now
reduced. The changed treatment is illustrated in Figure 12.1.44

Another significant change introduced with the global settlements
framework is the separate identification of applicable UFE volumes on
AEMO invoices, which enable retailers to calculate their share of UFE.
Prior to the introduction of global settlements, it was not possible to
directly identify the amount of UFE being billed.

A notable aspect of UFE is that it appears to materially change between
preliminary, final, and revised statements which may cause some
volatility in the load value. While the unpredictability of UFE was noted

43 Accounted for energy includes metered electricity consumption, profiled electricity
consumption and marginal and distribution loss adjustments.

44 AEMO, Global settlement info sheet and example.pdf
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by the AEMC, the AEMC also concluded that UFE was an immaterial
component of the load retailers are liable to pay for.%

12.1.1 Other regulators’ approaches

The AER did not include UFE in its calculation of the DMO for 2024-25.
Further, consulting firm ACIL Allen, in its report on wholesale and
environmental costs estimates for DMO6, stated that UFE varies with
each trading interval, but across the year can be expected to be a very
small percentage of total distribution losses and did not include UFE in
wholesale costs. In its Default Market Offer Prices 2025-26 Issues Paper,
the AER did not propose changing how wholesale costs are calculated.

In the AER’s draft decision for the 2025 26 DMO, it has maintained its
approach not to make an allowance for UFE. It noted that limited data is
available publicly to determine the materiality of these costs, and it
expects UFE to be a very small percentage of total distribution losses.

The ESC likewise did not include UFE in the VDO for 2024-25. The ESC
stated in its draft decision that UFE was immaterial in the context of the
VDO. The ESC'’s analysis of publicly available information concluded that
UFE appears to make up less than one per cent of energy dispatched
across the Victorian network and as such, maintained its draft decision
not to include an adjustment for UFE.

45 AEMC, Removal of UFE from liable load in the RRO, Final determination
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Figure 12.1: Comparison of UFE under Settlements for Difference and Global Settlements
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12.1.2  Aurora Energy’s proposal

In its Preliminary Submission®, Aurora Energy stated that it does not
include UFE in the NMR as the load value shown in AEMO's invoices is
different to the load value used to calculate the wholesale electricity
costs in the NMR, resulting in Aurora Energy “absorbing the difference”.

Aurora Energy proposed that since UFE can now be reliably quantified, it
should be included as a separate item and included in the K, cost
component (pass though cost recoveries) in the NMR cost build up.

Aurora Energy also proposed that UFE with respect to 2023-24 and
2024-25 under the 2022 Determination be passed through to the NMR in
the 2025 Determination.

12.1.3 Draft Report

As set out in the Draft Report, the Regulator concluded that, based on
the AER and ESC's conclusions, UFE is accounted for under wholesale
electricity costs rather than as a separate cost item.

However, the Regulator acknowledged that the changed treatment of
UFE is complicated, and that Aurora Energy had raised concerns
regarding the treatment of UFE as a part of wholesale electricity costs in
an additional submission to the Regulator dated 20 February 2025.

Resultingly, the Regulator noted that further work may need to be
undertaken to fully understand the impact that the treatment of UFE has
on Aurora Energy's costs.

12.1.4 Submissions received

Submissions were received in relation to UFE from:
. Aurora Energy

»  Tasmanian Small Business Council;

. COTA Tasmania; and

. TasCOSS.

46__Aurora Enerqgy - Preliminary Submission - October 2024.docx
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12.1.4.1 Aurora Energy

Aurora Energy stated that the UFE is not recovered though the
wholesale electricity cost component in the NMR. It also contends that
UFE has “never been allowed for in regulated recoveries” as there is no
component of the NMR calculation that explicitly factors in UFE.

Aurora Energy states that prior to global settlements, UFE would have
impacted its “retail margin recovery”. As UFE can now be quantified,
Aurora Energy considers UFE should be recovered like other AEMO costs
i.e. treated as a pass thought cost, as this is more accurate than
accounting for it by an estimated percentage to the retail margin or the
load used in the calculating the wholesale electricity cost.

Aurora Energy contends that UFE is a material cost during the current
requlatory period. It notes that the accelerated rollout of advanced
meters and the method for calculating distribution loss factors have
most likely led to higher UFE levels. Aurora Energy considers that this
situation is unique to Tasmania and as such, comparisons with other
jurisdictions are invalid.

12.1.4.2 Additional submission - Aurora Energy

Aurora Energy provided an additional submission to the Regulator on

8 April 2025. Aurora Energy noted that it has been working with the
Reqgulator and the Office of the Tasmanian Economic Regulator for an
extended period to provide information and data on the impact that UFE
is having and will continue to have on its business.

Aurora Energy indicated that it had demonstrated that UFE has a
current, and will have a future, material impact on Aurora Energy’s
finances. It also considered that the current uncertainty regarding UFE
recovery jeopardises the recent Corporate Plan lodged with
shareholders and creates unnecessary tension as to Aurora Energy's
financial performance and sustainability.

Aurora Energy reiterated that it is seeking the Regulator to examine
UFE's impacts not only on the recovery of UFE costs incurred in the next
requlatory period under the 2025 Determination but is also reserving
the right to pursue the recovery of those costs incurred within the

2022 Determination.
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12.1.4.3 Tasmanian Small Business Council

The TSBC supported the Regulator’s proposal not to add a separate cost
item for UFE, noting the regulatory decisions in other jurisdictions found
UFE to be an immaterial cost and therefore could not justify the
additional regulatory complexity. Given the immateriality of UFE, the
TSBC also questioned the need for further work to be undertaken by the
Regulator to understand the effect of UFE on Auroras Energy’s costs. On
the basis that UFE was factored into wholesale costs, the TSBC opposed
Aurora Energy's proposal to recover UFE for period 2 and 3 of the
current regulatory period.

12.1.4.4 COTA Tasmania

COTA supports the Regulator’s decision not to include UFE as a separate
cost item. COTA considers that the wholesale cost already factors in
distribution losses and UFE should be managed by retailers. If UFE was
treated as a direct pass-through, it would not incentivise retailers to look
at reducing UFE.

12.1.4.5 TasCOSS

TasCOSS supports the Regulator’s decision not to include UFE as a
separate cost item, noting that Aurora Energy should be incentivised to
reduce UFE rather than simply pass another cost through to customers.

12.1.5 Discussion

As acknowledged by the Regulator in the Draft Report, the arrangements
for UFE are complex.

Aurora Energy claims that unlike other jurisdictions in the NEM, UFE is
material in Tasmania due to the advanced stage and timing of the
rollout of advanced meters, which is causing significant discrepancies in
the published DLF and actual energy losses as recorded on advanced
meters. Aurora Energy notes that if the DLF captured losses accurately,
then UFE would not exist.

This claim has not been quantified by Aurora Energy, with no data
provided to support that inaccurate DLFs are driving UFE outcomes. Nor
has Aurora Energy provided sufficient evidence at this stage to
demonstrate that UFE is a material cost to its business.
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The DLFs are calculated using a methodology specified by the AER and
are an annual value based on data from the last full financial year.
Therefore, there is a timing difference between the period over which
the DLFs are calculated and the period to which they will apply.

The current loss factors were calculated at time when there were less
advanced meters and therefore were potentially based on less accurate
data than is now available. However, any effect on UFE due to the timing
of the DLF calculation should be resolved once most customers have
advanced meters. Aurora Energy currently estimates that it will have
replaced 90 per cent of accumulation meters with advanced meters by
June 2025 and that by December 2026, there will be approximately only
3.7 per cent of customers without an advanced meter. As such, it is
reasonable to expect that any increase in UFE due to inaccurate DLFs is
temporary in nature and should decline and be resolved by the time the
meter rollout is completed in late 2026.

As previously noted, AEMO states that UFE can be due to a number of
factors in addition to errors in the DLF, including energy theft; inaccurate
or faulty meters; estimation errors associated with unmetered devices;
and profiling of reads to the trading interval.

Therefore, UFE could be caused by a number of different reasons and
not solely the result of inaccurate DLFs and the advanced meter rollout.
Aurora Energy has not identified how much of the UFE is attributable to
a change in DLFs and how much may be attributable to other factors.

AEMO also states that one of the benefits of global settlements and the
increased number of advanced meters is that the increased metering
accuracy will result in the factors affecting UFE to being reduced over
time. The almost universal adoption of advanced meters in Victoria
correlates with very low UFE such that the ESC considers it an immaterial
component of electricity costs.

12.1.6  Summary

The Regulator considers that there are still a number of issues that need
to be resolved before a final decision can be reached in relation to the
treatment of UFE costs.

The Regulator will undertake a dedicated review of UFE to determine
whether UFE conditions in Tasmania are significantly different to those
elsewhere in the NEM; if DLF timing issues are significant enough to
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explain the majority of UFE costs; whether UFE costs are temporary in
nature; which parties are incentivised to reduce UFE; and if UFE
represents a material cost to Aurora Energy. The aim will be to complete
the review within three months. These timeframes will be subject to
stakeholder feedback and the complexity of the issues.

Should the findings of the review support the inclusion of UFE in the
NMR, it will be included for the second year of the next regulatory
period.

The Regulator agrees with Aurora Energy’s contention that there is no
component of the NMR calculation that explicitly factors in UFE and UFE
has “never been [previously] allowed for in regulated recoveries”. The
Reqgulator therefore does not intend examining, as part of the review,
whether UFE relating to the current regulatory period should be
recovered under the 2025 Determination as preliminary and final
adjustments via the K, component.

TASMANIAN ECONOMIC REGULATOR 105



2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

13 LATE PAYMENT FEES AND
INTEREST ON OVERDUE
ACCOUNTS

Decision

The Regulator has decided to approve an increase in Aurora Energy’s
late payment fee, from $5 to $9.

The Regulator has decided that Aurora Energy may charge interest on
accounts not paid in full by the fifth day past the due date at the
Reserve Bank of Australia’s 90-day bank accepted rate plus a premium
of six per cent.

13.1 Late Payment Fee

Aurora Energy currently charges a late fee of $5 for accounts not paid on
time and proposed, in its preliminary submission, to increase this fee by
140 per cent to $12.

Aurora Energy stated that the fee had not changed in over 20 years and
was significantly less than the late fees imposed by other similar
businesses:

. ActewAGL $15.00
. AGL $12.00
. Energy Australia $10.90
. Origin Energy  $12.00
. Simply Energy  $12.00

. Telstra $15.00

13.1.1 Draft Report

In the Draft Report the Regulator noted that the late fee is a
discretionary fee and is not linked to the recovery of costs. Aside from a
comparison to selected businesses, Aurora Energy did not provide any
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other justification, such as an increase in administrative expenses, for
the proposed increase.

The Regulator considered that while the late fee should be sufficient to
motivate customers to pay their account by the due date, more than
doubling the current fee may be excessive given current concerns about
cost-of-living pressures. Also, it would also have been preferable if
Aurora Energy had adjusted the late fee in smaller increments on a
reqular basis, rather than proposing a single large increase.

Indexing the current $5 fee for inflation over 20 years would result in a
fee of $8.78 in 2024 dollars and given that the late payment fee is a
non-cost recovery charge, the Regulator proposed a late payment fee of
$9 in the Draft Report.

13.1.2  Submissions
Submissions were received in relation to the late payment fee from:

= Aurora Energy; and

= TasCOSS.

13.1.2.1 Aurora Energy

Aurora Energy accepted the Regulator’s draft decision to set the
Late Payment Fee at $9 but considered that it should be increased by CPI
annually.

13.1.2.2 TasCOSS

TasCOSS considered there is insufficient justification for increasing the
late payment fee and considers imposing a late fee on customers, who
may already be struggling financially, is a punitive measure. TasCOSS
also noted that the AEMC is considering a rule change to improve
customer protection by removing the ability of retailers to apply specific
charges and fees, including late fees. Finally, TasCOSS considered that, if
approved, the revenue from late payment fees should be used to fund
customer support measures.
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13.1.3 Discussion

The Regulator maintains that, subject to any AEMC rule change,
charging a late payment fee is an accepted business practise used by
many utilities to incentivise payment by the due date.

The Regulator has no authority to direct Aurora Energy to quarantine
late payment fee revenue for any particular purpose. However, the
Regulator considers that customers would expect Aurora Energy to take
revenue from late payment fees into consideration when determining its
credit management costs for small customers.

With regards to the frequency of adjusting the late payment fee, the
Regulator notes that most of the utility businesses listed in section 13.1
have not changed the amount of their late fee for a number of years. As
the late payment fee is not based on cost recovery, the Regulator
considers there is no justification for an annual adjustment and
therefore considers reviewing the late payment fee during each price
determination investigation is a reasonable frequency.

13.1.4 Regulator’s decision

The Regulator has decided to approve a $9 late payment fee for the
duration of the 2025 Determination.

However, the Regulator will review the imposition of late payment fees
in the context of the review of Aurora Energy’s debt collection practices
which is to be conducted during the next regulatory period.

13.2 Interest on overdue accounts

In its Preliminary Submission*” Aurora Energy proposed continuing to
apply interest on accounts not paid in full by the fifth day past the due
date and proposed continuing to use the same formula to determine the
interest payable as set out below and in the current Determination:

Interest = [(N/365) xI] x O

Where:

47 Preliminary submission, 2025 Price-Requlated Retail Service Pricing Investigation,
11 November 2024
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N = the number of days the account is overdue
I = the reference rate + 6 per cent

O = the overdue amount

13.2.1 Discussion

Consistent with standard industry practice and the Regulator’s current
and past approach with interest on overdue accounts, the Regulator’s
draft decision was for Aurora Energy to continue to apply interest on
overdue accounts with interest calculated as shown in section 13.2.

It is common practice for businesses, including government
businesses®, to charge interest on overdue accounts, and for the
applicable interest rate to be a publicly available rate plus a premium.
The inclusion of a premium is a way of incentivising customers to pay
their bills on time and not use the business as a de facto bank. In
addition, the interest on overdue accounts compensates Aurora Energy
for the opportunity cost of not receiving revenue by the due date.

13.2.2 Regulator’s decision

The Regulator has decided to approve Aurora Energy continuing to
apply interest on overdue accounts.

However, the Regulator will review the imposition of interest on overdue
accounts in the context of the review of Aurora Energy’s debt collection
practices which is to be conducted during the next regulatory period.

48 See for example, the Tasmanian State Revenue Office: Rates of interest, TasWater: Outstanding debts and
the Australian Taxation Office: General interest charge.
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14 PRICE APPROVAL PROCESS

Decision

The Regulator's approach to the price approval process is unchanged
from the Draft Report.

14.1  Background

Under sections 40 and 41 of the ESI Act, Aurora Energy must obtain the
Regulator’s approval before fixing its standing offer prices and can only
amend those prices with the Regulator’s approval.

Specifically, section 41 of the ESI Act states:
Approval of standing offer prices

(1)  Astanding offer price may not be fixed under section 40(1), and an
amendment of a standing offer price may not be made under
section 40(4), unless-

(@)  adraft of the standing offer price, or a draft amendment of the
standing offer price, has been approved by the Regulator under
subsection (3); and

(b) the standing offer price fixed, or the draft amendment made, is
in the same terms as the draft of the standing offer price, or
the draft amendment of the standing offer price, approved by
the Regulator under subsection (3).

In relation to the 2022 Determination with respect to the current
requlatory period (and in relation to determinations for previous
requlatory periods), the Regulator adopted an annual approval process
supported by a standing offer price approval guideline.

The guideline sets out the information that Aurora Energy must provide
in its annual standing offer pricing proposals.

The guideline also sets out Aurora Energy's obligations and explains the
process the Regulator will follow when approving prices for each year of
the regulatory period covered by that determination.
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14.1.1  Draft Report
In its Draft Report, the Regulator intended to issue a guideline that:
. sets out the annual price approval process;

. provides for the introduction of the historical prices methodology
for calculating the WEP for the 2026-27 and 2027-28 financial years;

. provides for the Regulator to publish the WEP once the price has
been calculated; and

. provides for the Requlator to publish Aurora Energy’s annual
pricing proposal as soon as practicable after receipt.

14.1.2 Submissions

No submissions were received on the price approval process.

14.1.3 Decision

The Regulator's approach to the price approval process is unchanged
from the Draft Report.

A Standing Offer Price Approval Guideline to apply under the 2025
Determination has been approved by the Regulator and is here.

TASMANIAN ECONOMIC REGULATOR 111


https://www.economicregulator.tas.gov.au/electricity/pricing/retail/2025-standing-offer-investigation-and-determination

2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

15 OTHER MATTERS

Decisions

Aurora Energy is required to investigate adjusting the peak and
off-peak periods for time-of-use tariffs to account for daylight savings
and report to the Regulator with findings and a proposed solution
including implementation timeframes, by close of business

26 September 2025.

The Regulator intends issuing a written notice under section 15 of the
ESI Act requiring Aurora Energy to provide information to the
Regulator that is required for the conduct of the pricing investigation
for the regulatory period commencing 1 July 2028.

Further, the Regulator intends issuing the notice by no later than
30 June 2027, requiring Aurora Energy to provide its submission by
close of business 15 October 2027.

15.1 Embedded networks

In some sites (typically retirement villages, caravan parks and shopping
centres) the electrical wiring is configured in such a way as to enable the
owner of the site to sell energy to all the tenants or residents based
there. This is known as an embedded network.

In recent years, the Regulator has received complaints from some
caravan park residents in relation to electricity prices. However, under
the current legislative framework, the Regulator does not have any
powers or functions in relation to embedded networks and cannot
intervene where embedded network customers are paying electricity
prices above standing offer prices.

15.2  Time-of-use tariffs and daylight savings

At present, the peak and off-peak periods for Aurora Energy'’s
time-of-use tariffs are expressed in Australian Eastern Standard Time
(AEST). For example, the peak periods for Tariff 93 (the time-of-use tariff
for residential customers) are currently 7am to 10am AEST and between
4pm and 9pm AEST. For Tariff 94 the peak period is 7am to 10pm
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Monday to Friday, the shoulder period is 7am to 10pm weekends and
between 10pm - 7am is the off-peak period.

Residential customers have asked the Regulator why the peak period for
Tariff 93 cannot be adjusted to align with Australian Eastern Daylight
Savings Time during this period.

Aurora Energy has advised that it is not currently practical to adjust the
peak and off-peak periods during daylight savings, as there are still a
significant number of accumulation meters operating in Tasmania which
lack the functionality to change the peak and off-peak periods without
manual intervention. Further, the underlying network tariffs set by
TasNetworks are also expressed in AEST.

With the roll-out of advanced meters nearing completion, the Regulator
expects the existence of accumulation meters in Tasmania will cease to
be an impediment to adjusting time-of-use tariffs to reflect peak and
off-peak periods during both daylight savings and non-daylight savings.

15.2.1 Draft Report

As set out in its Draft Report, the Regulator intends requiring

Aurora Energy to investigate this issue further and report to the
Regulator with findings and a proposed solution, including
implementation timeframes, by close of business 26 September 2025.

15.2.2 Submissions

Aurora Energy indicated that it will investigate this issue further and
report to the Regulator by 26 September 2025.

15.2.3 Decision

The Regulator's approach on this matter is unchanged from the Draft
Report.

15.3 Review of confidentiality provisions

As set out in the 2022 Investigation Final Report, the Regulator considers
it to be highly desirable and in the interests of an open, public,
transparent and fair process that as much information as possible is
made public. This is particularly important during pricing investigations
as it allows stakeholders to consider information and provide more
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informed feedback on the Regulator’s draft decisions and intended
courses of action.

To ensure that the confidentiality arrangements are best practice, the
Regulator committed to reviewing its confidentiality provisions prior to
conducting the next pricing investigation in 2024-25.

15.3.1 Draft decision

The Regulator has reviewed its confidentiality policy and released a
revised draft for public consultation which closed on 14 March 2025.

15.3.2 Submissions

No submissions were received on this matter.

15.3.3 Decision

The Regulator made some minor amendments to its Consultation
Guideline and published an amended version on 28 March 2025. A copy
of the amended guideline is available here.

15.4 Lodgement of Preliminary Submission

Prior to the expiry of a price determination and to mark the
commencement of each pricing investigation, Aurora Energy lodges a
submission which sets out its proposals for the upcoming regulatory
period.

The later than expected lodgement of Aurora Energy’s submission for
this investigation reduced the time available for the Regulator to
conduct its investigation.

To avoid the issues caused by this delay in future investigations, the
Regulator has considered options for requiring Aurora Energy to lodge
its submission by a specified date.

15.4.1 Draft Report

The Regulator intended issuing a written notice under section 15 of the
ESI Act which will require Aurora Energy to provide information to the
Regulator that the Regulator requires to be able to conduct the pricing
investigation for the regulatory period commencing on 1 July 2028.

114 TASMANIAN ECONOMIC REGULATOR


https://www.economicregulator.tas.gov.au/Documents/25%20621%20Consultation%20Policy%20and%20Procedures%20of%20the%20Tasmanian%20Economic%20Regulator%20Guideline%2c%20Version%208.PDF

2025 REGULATED RETAIL ELECTRICITY PRICING INVESTIGATION - FINAL REPORT

The information is to be provided in the form of a preliminary
submission.

The Regulator intended issuing the notice by no later than 30 June 2027
with the notice requiring Aurora Energy to provide its submission by
close of business 15 October 2027.

15.4.2 Submissions

Aurora Energy considers there is a need for some flexibility in setting
dates for submissions given multi-year extensions have been applied to
previous regulatory determinations.

15.4.3 Decision

Acknowledging the need for flexibility, the Regulator’'s approach is
unchanged from its Draft Report.
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APPENDIX 1: LEGISLATIVE
REQUIREMENTS

The Regulator regulates electricity prices that Aurora Energy may charge
small customers under standard retail contracts in accordance with the
requirements set out in the ESI Act. Under this Act, Aurora Energy
proposes, and the Regulator considers for approval, standing offer
electricity prices.

Periodic pricing investigations are conducted by the Regulator in
accordance with the process set out in the Pricing Regulations.

Under section 40AA of the ESI Act, the Regulator must determine the
maximum prices that Aurora Energy may charge, or a method for
determining those maximum prices. Further, under Regulation 8 of the
Pricing Regulations, a price-requlated retail service price determination
may be expressed in one or more of the following terms or manners:

(@) maximum prices or the maximum rate of increase or the minimum
rate of decrease in maximum prices;

(b) average prices or average rates of increase or decrease in average
prices;

(c) pricing policies or principles;

(d) by reference to a general price index, the cost of production,
revenue, a rate of return on assets or any other factor;

(e) by reference to quantity, location or period of provision of the
services to small customers under standard retail contracts;

(f) by reference to a maximum revenue; and

(g) any other terms the Regulator considers appropriate.
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Section 40AB of the ESI Act requires the Regulator to estimate Aurora
Energy’s operational costs in providing standard retail services.* Section
40AB(2) specifies the components of Aurora Energy’s operational costs
that the Regulator must consider, including wholesale electricity costs,
transmission and distribution costs, cost to serve and any other costs
Aurora Energy incurs providing those services.

4 These are the services provided by a regulated offer retailer under standard retail contracts in
respect to small customers.
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APPENDIX 2: INFORMATION
OBTAINED BY THE REGULATOR

As required under regulation 7 of the Pricing Regulations, a summary of
the information obtained by the Regulator during the pricing
investigation is discussed below.

Information provided by Aurora Energy

On 11 November 2024, Aurora Energy lodged its preliminary submission
and, on 6 December 2024, lodged its draft tariff strategy.

Aurora Energy also provided the following additional information during
the course of the investigation:

= 20 February 2025: Unaccounted for energy, wholesale market
methodology and requlated tariff strategy

= 8 April 2025: Unaccounted For Energy

During the investigation, the Regulator requested further information
from Aurora Energy on its costs, including its pricing and CTS models.

Other Regulator's approaches

The Regulator reviewed the approaches used by other regulators,
including the ICRC, ESC, QCA and AER.

Other research

The Regulator researched other relevant material published by the ACCC,
AEMC, AEMO, AER, ACIL Allen, Frontier Economics, Hydro Tasmania and
TasNetworks.

Consultation with stakeholders

On 24 February 2025, the Regulator released its Draft Report for public
consultation. The following stakeholders made submissions:

= Aurora Energy

®= Tasmanian Small Business Council

= COTA Tasmania
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TasCOSS

Hydro Tasmania

TasNetworks

Energy ROI
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APPENDIX 3: ASSUMPTIONS USED IN
INDICATIVE NMR CALCULATIONS

The Regulator has made the following assumptions when calculating its
indicative NMR:

120

Customer Numbers, Load and Loss Factors are assumed consistent
with the inputs approved by the Regulator for 2024-25;

Network prices are as per TasNetworks' proposed pricing for
2025-26;

The Wholesale Energy Price is as per the Regulator’s calculation of
$81.22 / MWh on 1 April 2025;

CTS and Retail Margin are as per the Regulator’s decisions set out in
this Report on these two components;

AEMO costs are assumed to increase by CPI based on average annual
costs apportioned to standing offer customers for the 2022-23 and
2023-24 financial years;

No separate allowance has been made for UFE;

Metering costs are based on Aurora Energy’s estimate of
approximately 15 600 advanced meters being installed during
2025-26;

No allowance has been made for under / over recoveries and
adjustments as they will be assessed and approved by the Regulator
during the annual price reset;

No allowance has been made in Network costs for Basslink costs (i.e.
in the event that the link is regulated).
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APPENDIX 4: CURRENT APPROACH TO WEP CALCULATION

May = WEP calculation date

Q1AMCOV

Q2 AMCOV [Q3 AMCOV Q4 AMCOV |

8 quarters

7 quarters

8 quarters

6 quarters

7 quarters | 8 quarters

5 quarters

6 quarters | 7 quarters | 8 quarters AMCOV = Absolute Miniumum Capacity Offer Volume (MW weekly)

4 quarters

5quarters | 6 quarters | 7 quarters 8 quarters =104 weeks

3 quarters

4 quarters | 5quarters | 6 quarters Weekly historic requlated LFS prices * applicable quarterly AMCOV

2 quarters

3 quarters | 4 quarters | 5 quarters No LFS prices available

1 quarter

2 quarters | 3 quarters | 4 quarters Start of quarter in which the weekly LFS prices will apply

1 quarter

2 quarters | 3 quarters | 4 quarters

Q1)Jul-Sep

1quarter | 2 quarters | 3 quarters

Q2 Oct-Dec| 1quarter | 2 quarters

Q3 Jan-Mar| 1 quarter
Q4 Apr-jun
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APPENDIX 5: GLOSSARY

Term

Absolute Minimum Capacity Offer
volume

Meaning

Has the same meaning as it has in
the Wholesale Contract Regulatory
Instrument

ACCC

Australian Competition and
Consumer Commission

ACCC Inquiry

ACCC's Inquiry into the National
Electricity Market

AEMC Australian Energy Market
Commission

AEMO Australian Energy Market Operator

AER Australian Energy Regulator

Aurora Energy

Aurora Energy Pty Ltd
ABN 85 082 464 622

CER Clean Energy Regulator

CPI Consumer Price Index

DLF Distribution Loss Factor

DMO Default Market Offer, as determined

by the AER

Economic Regulator Act

Economic Regulator Act 2009

ESC Essential Services Commission,
Victoria
ESI Act Electricity Supply Industry Act 1995
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FRC

Full Retail Competition

Guideline

Guideline - Standing Offer Price
Approval Process in accordance with
the 2022 Standing Offer Electricity
Price Determination (29 April 2022)

Hydro Tasmania

Hydro Electric Corporation
ABN 48 072 377 158

ICRC Independent Competition and
Regulatory Commission, Australian
Capital Territory

LGC Large-scale Generation Certificate

Load Electricity consumed by electricity

users

Load Following Swap

One of the types of financial
contracts Hydro Tasmania is
required to offer to retailers under
the Wholesale Contract Regulatory
Instrument which set prices for
quarter in the future. The Regulator
is required to use the LFS price in
estimating Aurora Energy’'s WEP and,
consequentially, its WEC.

LRET

Large-scale Renewable Energy
Target

Mainland Tasmania

All parts of Tasmania other than any
off-shore island of Tasmania (except
for Bruny Island)

Market retail contract

A contract between a retailer and a
small customer who decides not to
remain on a standard retail contract.
Terms and conditions in market
retail contracts can vary from
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contract to contract and are not
requlated by the Regulator

MLF Marginal Loss Factor

MW Megawatt

MWh Megawatt-hour

NEM National Electricity Market
NER National Electricity Rules

Next regulatory period

The regulatory period commencing
on 1 July 2025

NMR

Notional Maximum Revenue. The
Requlator allows Aurora Energy to
recover its NMR through its standing
offer prices. That is, by applying the
prices under each tariff to the billing
days and load relating to the forecast
number of customers under that
tariff, a notional amount of annual
revenue is calculated for each tariff.
The total of these notional annual
revenues for all tariffs must not
exceed the Notional Maximum
Revenue.

NTB

Notional Tariff Base. The NTB
comprises the customer numbers
and loads for all small customers
connected to the distribution
network that are eligible to take
supply under a regulated tariff.

Price approval process

The process under which a regulated
offer retailer submits its proposed
standing offer prices for the
Reqgulator’s approval
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Price period

A 12-month period from 1 July to

30 June (e.g., Period 1, Period 2,
Period 3) to which Aurora Energy’s
annual pricing proposal and the
Regulator’s associated price approval
relate.

Pricing Regulations

Electricity Supply Industry (Pricing and
Related Matters) Requlations 2023

QCA

Queensland Competition Authority

Regulated offer retailer

An authorised retailer who is
declared to be a regulated offer
retailer in accordance with an order
made under section 38B(1) of the
ESI Act

Requlated tariff

A tariff to which a standing offer
price, as approved by the Regulator,
applies

Requlated Tariff Strategy

Document setting out Aurora
Energy’'s intentions with respect to,
among other things, the structure of
its tariffs and rebalancing of its
tariffs during the next regulatory
period.

Regulator

The Tasmanian Economic Regulator,
appointed under the Economic
Regulator Act

Requlatory period

The total period to which a
determination relates (typically
several price periods)

RET

Renewable Energy Target
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Small customer

All residential customers and small
business customers using less than
150MWh of electricity per annum

SRES Small-scale Renewable Energy
Scheme

STC Small-scale Technology Certificate

STP Small-scale Technology Percentage

Standard retail contract

A contract under which a regulated
offer retailer provides standard retail
services to small customers. The
retailer is unable to change the
terms and conditions set out in a
standard retail contract. A small
customer electing not to enter into a
market retail contract with a retailer
receives supply under a standard
retail contract.

Standard retail services

Services provided by a regulated
offer retailer under standard retail
contracts in respect of small
customers

Standing offer price approval

guideline

The guideline issued by the
Reqgulator following each price
investigation that sets out

Aurora Energy's and the Regulator’s
obligations in relation to the
submission, and approval, of annual
price proposals

Standing offer prices

The standing offer prices, fixed, or
amended under section 40 of the ESI
Act. Standing offer prices are
approved by the Regulator under
section 41 of the ESI Act.
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TasNetworks Tasmanian Networks Pty Ltd,
ABN 24 167 357 299

VDO Victorian Default Offer, as
determined by the ESC.

WEC Wholesale Electricity Cost

WEP The Wholesale Electricity Price is

estimated by the Regulator based on
wholesale contract prices generated
by the Wholesale Pricing Model in
accordance with the requirements of
the Wholesale Contract Regulatory
Instrument using a method set out
in the Regulator’s standing offer
price approval guideline.

Wholesale Contract Regulatory

Instrument

The instrument containing the
approvals made by the Regulator
from time to time under

section 43G(1) of the ESI Act and
Regulation 20 of the Pricing
Requlations, having taken into
account the principles set out in
section 43H of the ESI Act.

Wholesale pricing model

The model based on the
requirements and criteria set out in
the Wholesale Contract Regulatory
Instrument that is used to calculate
the weekly prices for each of the
wholesale contract types approved
by the Regulator.
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