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About COTA Tasmania

COTA Tasmania is a not-for profit organisation operating as a peak body for a wide range of organisations and
individuals who are committed to encouraging our community to think positively about ageing. Our advocacy and
education work promotes social inclusion, championing the rights and interests of Tasmanians as they age and
promoting age friendly communities that reflect the diversity of older people who live, work and play in our state.

We have been the voice of older Tasmanians for 60 years and see ageing as a time of possibility, opportunity and
influence.

COTA Tasmania welcomes the opportunity to make a submission in response to the recently released Draft Report
and Draft Determination setting out the approach to determining Aurora Energy’s regulated electricity prices for
residential and small business customers for the period from 1 July 2025 to 30 June 2028.

Background

The Tasmanian Economic Regulator undertakes regular reviews of retail electricity pricing in Tasmania to
determine the amount Aurora Energy can charge small residential and business customers who pay the
regulated standing offer for their electricity.

In this draft determination the Regulator has continued its past practice of using a cost build up approach to
establish the appropriate level of revenue for Aurora Energy. A set of retail tariffs will then be proposed by
Aurora Energy to deliver it the regulated revenue stream. In this draft report there are no proposed tariffs
presented by either the Regulator or Aurora Energy.

Based upon the draft determination, which proposes a marginally lower (1.5%) revenue than the proposed by
Aurora Energy, the following cost impacts will be experienced by consumers who pay the regulated standing
offer tariffs for their electricity.

1. The Notional Maximum Revenue (NMR) for Aurora Energy is proposed to be increased by 1.4% to $622.34
million. This is an increase per customer of $32.33 on last year to $2,303.23 per customer. Since 22/23 the
NMR for Aurora Energy has increased from $574.4 million (an increase of 8.35%) or $2,133.08 per customer
(an increase of 7.98%). The lower per customer increase reflects an increase in the number of Aurora
Energy customers from 269,277 to 270,202.

2. The following cost components of the NMR are proposed to increase:

a. Metering Costs are proposed to increase by 14% and now represent over 7% of the NMR. Last year
Metering Costs contributed just 6.3% of the NMR, and since 2022/23 they have has increased from
$102.67 to now $184.58 per customer. They have nearly doubled.

b. Network Costs — these now represent 44.9% of the NMR, up from 41.5% in 2024/25 or an increase
of 9.9% per customer. Since 2022/23 Network costs per customer have increased from $813.86 in
2022/23 to $1034.53 and have increased by $87 in the last year alone.

c. Costto Serve (CTS) - Up by 9.6% over the last 12 months, well above the level of inflation. As a
proportion of the NMR, CTS is up from 7.4% to 8%. Since 2022/23 the CTS has increased from
$154.55 per customer to $184.58 and added over $30 to each customer’s bill.

d. The Retail Margin has increased by 3.8% over the last 12 months and now represent 5.1% of the
NMR. Since 2022/23 the Retail Margin per customer has increased from $100.90 to $116.97, an
increase of 15.9% over the period.

e. AEMO costs remain at 1% of the NMR. However, since 2022/23 they have increased from $20.27
per customer to $22.86

3. Offsetting these proposed cost increases to be incorporated into the NMR for 2025/26 are some
considerable cost reductions over the last 12 months:



a. Wholesale electricity charges are down to 29.2% of NMR from 32.2% last year. This represents an
8% reduction per customer or $58.38. Over the period 2022/23 to 2025/26 wholesale electricity
costs per customer have declined from $748.47 to $673.13 or by 10.1%.

b. RET charges have also reduced from 2024/25 to $107.31 per customer a fall of 27.6%, perhaps the
saviour for consumers. Compared to last year where RET charges were 6.5% of the NMR, they are
now just 4.7%. Since 22/23 they have declined from $175.36 per customer.

Key Observations

1. Savings in the wholesale cost of electricity are not resulting in lower retail prices for electricity as they
are being more than offset by increases in other cost elements of the regulated standing offer. Principal
amongst these increases are:

a. the passed through network costs determined by the Australian Energy Regulator;

b. the regulated costs applied to Aurora Energy by the Regulator; and

c. the cost of metering which reflects both the cost of installing smart meters and the accelerated
write-off of the old meters.

2. The draft determination includes a proposal for tariff rebalancing as Aurora Energy consider that its
current tariffs do not accurately reflect the underlying costs of each tariff. COTA Tasmania
acknowledges that tariff rebalancing may be required within the context of the NMR. It is however
concerning that the draft determination offers no discussion on the tariffs that may be rebalanced, nor
the offsets that will be associated with tariff rebalancing.

3. Inassessing the impact of tariff rebalancing the draft determination is opaque in respect of the
underlying tariff and customer demand assumptions applied to assess the impact of rebalancing on
specific customer categories.

4. COTA Tasmania does not consider that a cogent argument has been presented as to why the ACCC
assessment of CTS (Cost to Serve) and CARC (Cost of Acquiring and Retaining Customers) should be
abandoned in favour of the straight adoption of the regulatory outcome applied to ActewAGL.!

5. Thereis a lack of transparency around a number of cost elements, particularly a clear explanation as to
why they are changing. COTA Tasmania is of the view that if consumers are being required to pay for
each of the cost elements there should be a high degree of transparency, particularly where cost
elements are growing more rapidly than the CPI.

6. There are a number of cost components within the NMR which are simply passed through to
consumers. Where such cost pass throughs are not subject to independent regulatory oversight there
should be limits and constraints placed on these costs to ensure that those managing them are doing so
in a manner that encourages efficiency and lowest cost delivery of the associated services. Such cost
pass throughs should also be highly transparent as to their make up.

Throughout the body of the comments that follow COTA Tasmania has outlined in bold key
conclusions it has reached in relation to each element of the regulated retail price cost stack.

Specific Comments

Tariff Rebalancing

COTA Tasmania has significant concerns about this element of the draft determination. As presented there
do not appear to be any offsetting actions where a specific tariff is rebalanced.

It is understood that the main focus of rebalancing is likely to be the current tariff 41 which offers consumers a
lower rate for electricity where it is used for hot water and heating. Given the critical nature of consumers
being able to heat water and their home, COTA Tasmania is extremely concerned that no compelling case has

1t is noted that Mr Dimasi, the Tasmanian Economic Regulator, is also the Senior Commissioner of the ACT Economic
Regulator. His Tasmanian role is referenced on their website, however, no reference is made to his ACT role on the
Tasmanian Economic Regulator’s website.



been presented in the draft determination in support of tariff rebalancing. The draft determination provides no
information on which current tariffs may be rebalanced, nor any information on the extent to which any tariffs
are not cost reflective.

COTA Tasmania considers that such supporting information must be provided before any rebalancing can be
considered. Furthermore, there does not appear to be any basis provided by the Regulator as to why they have
determined to cap the rebalancing impact at 3% as opposed to the 5% proposed by Aurora Energy.

Previously the Regulator has determined the appropriate revenue recovery from each tariff class. For example,
in the Regulator’s Pricing Proposal for Period 3 of the 2022 Standing Offer Determination (page 13) it was

considered appropriate that the following gross revenue be recovered from each tariff class.

Revenue Recovery by Tariff Class

Tariff Customers Revenue
Recovered
Small Business
22 20,835 $51,718,969
75 2,421 $10,615,383
94 5,559 $29,696,479
Residential
61 14,511 $4,562,337
93 63,336 $131,695,425
31 178,316 $243,317,786
41 167,689 $139,988,141
Other
43 939 $751,897
62 628 $226,513
82 71 $1,000,890
Total 272,105 $613,573,820

If these revenue recoveries were appropriate just 12 months ago for the current period, then COTA Tasmania
considers it is incumbent upon both Aurora Energy and the Regulator to fully demonstrate why such recovery
levels are no longer appropriate.

Additionally, that determination proposed that the regulated flat rate tariffs (31 and 41) be grandfathered.
Since that Determination by the Regulator, it has been identified that approximately 30,000 to 35,000 Aurora
Energy customers are better off on a flat rate tariff than if they adopted a time of use tariff.

COTA Tasmania has significant concerns that any rebalancing of tariff 41 would become, in effect, a de facto
means of removing the grand-fathering of the current regulated flat rate tariffs and would potentially have a
significant cost impact on those customers.

COTA Tasmania also has considerable concerns in relation to the analysis that has been supplied by the
Regulator in respect to the impact of tariff rebalancing. Table 3.2 indicates that the impact of rebalancing, as
proposed by Aurora Energy, on an existing grand-fathered customer could range from a bill increase of 1.43%
all the way to a bill increase of 11.43%. Given that most older Tasmanians live in single or couple households,
which are identified by Aurora Energy in its billing information as having lower levels of energy consumption,
tariff rebalancing has the potential to impact most harshly of those with low and fixed incomes.

Given the critical nature of emerging energy poverty, it is very concerning that neither Aurora Energy nor the
Regulator has provided any assessment of the socio-economic impact of the proposed rebalancing on various
customer groupings.



In its draft determination the Regulator has proposed that, rather than the rebalancing strategy proposed by
Aurora Energy with a side constraint of 5% for the median customer, the side constraint be limited to 3%.
However, the table 3.4 as supplied by the Regulator represents an impossibility of outcomes, unless tariffs
within a tariff specific class are adjusted as a customer’s energy use changes. It is mathematically impossible for
the outcomes displayed in table 3.4 to occur. And if these outcomes were to occur then Aurora Energy would
exceed its NMR as the table shows no offsetting where a tariff may be rebalanced.

It is clear that the Regulator must more clearly outline the full set of assumptions that have been applied to
tables 2.3 through to 3.4 so that consumers are clear as to how the figures presented have been calculated.

Given these factors COTA Tasmania considers that:

a) the current section relating to tariff rebalancing is deficient as currently presented and
provides no valid basis for tariff rebalancing to occur;

b) before any rebalancing occurs both Aurora Energy and the Regulator specify the extent
of to which any tariff class does not appropriately recover the costs associated with that
tariff class;

c) inthe event that tariffs are rebalanced then no rebalancing should be applied to those
customers who are grand-fathered on the regulated tariff 31/41; and

d) that the section on tariff rebalancing also include those tariffs which will benefit from
the rebalancing of other tariffs.

Underlying Assumptions

Given the discussion above on tariff rebalancing, and the emerging concerns in the community relating to
energy poverty, it is becoming critical that the Regulator clearly outline the assumptions being used in its draft
and final determinations.

At present it appears that TasNetworks, Aurora Energy and the Regulator are using quite different assumptions
regarding the number of customers in each tariff class and the demand of these customers. In particular, COTA
Tasmania considers it is no longer appropriate to consider the determination process from the perspective of
the median customer. The numbers shown in table 2.4, which are reflective of the Regulator’s draft
determination, suggest that a tariff with a fixed and variable component can have the same percentage impact
across widely varying levels of energy demand. Furthermore, the table offers little information on the impact of
the draft determination on those 63,168 customers who have elected to be on a time of use tariff.

No proposed tariffs have been presented in the draft determination, and without such information it is
impossible for the reader to assess the reality of the numbers presented.

COTA Tasmania considers that the Regulator should provide detail in relation to both the tariff assumptions
applied and also the customer profiles used in assessing the impact of the draft determination at the
customer level.

COTA Tasmania also considers that it is critical for the Regulator to show how the regulated NMR is
converted into a set of cost reflective tariffs. At present this aspect of the determination process is largely
opaque. Given the emerging concerns, which have been raised by Aurora Energy, relating to tariffs not being
cost reflective, the process of converting the NMR into tariffs becomes an important aspect of demonstrating
the degree of cost reflectivity of the various tariff categories.

Tariff Rates

As a minimum the draft determination should include an appendix which outlines the tariffs values that have
been applied in calculating the values in each of the tables 2.3 through to 3.4. Clearly some kind of tariff has
been used in these tables, but it is opaque to the reader.



Household and Small Business Demand

In the footnotes to tables 3.2 and 3.3 some information has been provided in respect of the energy use of
customers in each tariff class. However, of itself, such information is of limited value. In each of the 4 tariff
classes shown in these tables the tariffs reflect both a fixed and variable component and the variable
component is reflective of either the time of use or the use to which electricity has been applied.

The footnotes should clearly highlight the assumed breakdown in energy use by either time of day or
application depending upon the tariff being considered. Such information should also include the number of
customers applied to each level of energy use.

Ideally, COTA Tasmania would prefer to see the customer profile dis-aggregated into quintile groupings and
some assessment of the socio-economic position of the alternative quintile groups.

We consider that this is significantly important given the impact of rapidly rising living costs for older
Tasmanians. It is understood, for example, that the current demand assumptions applied to low median and
high energy use reflect firstly the median tariff 31/41 consumer with a demand of 7,428kWh. Then based on
this mid-point demand two additional mid-points have been chosen. Firstly, for the lower demand consumer
this is reflective of those customers who consume consumer 3,706kWh and the median level, while the higher
demand level is reflective of those customers consuming up to 11,900kWh.

As the analysis is currently structured it is almost impossible to assess the impact of the draft determination
across the community. COTA Tasmania considers that now:

e after regular determinations have been made over a considerable period of time by the Regulator; and
e the emerging impact of energy poverty,

the Regulator should be undertaking and presenting a more sophisticated analysis of its Determination impacts
across consumer quintile groupings that include not just the energy use of each quintile group, but also the
distribution of that energy use and the number of consumers in each quintile grouping.

Additionally, given that the information should be relatively easy to source, each quintile group should be
divided into concessional and non-concessional customers and also include those customers who are on the
Aurora Energy YES program.

COTA Tasmania is not seeking this full detail be provided in the body of the Regulator’s report. It is however
critical information for the Regulator to provide as an appendix to its Determination process.

Cost to Serve

In relation to the determination of regulated retail electricity tariffs in Tasmania the Regulator has a key role in
determining the value of two key NMR building blocks. The first of these is the Cost to Serve (CTS). CTS covers
the costs Aurora Energy incurs relating to:

e billing and revenue collection

marketing

providing advice and answering customer queries;
the aurora+ app

corporate overheads;

e allowance for bad debts; and

e regulatory compliance

The draft determination approaches the determination of the CTS from a cost build up approach together with
benchmarking. It also considers the application of an efficiency factor, changes in customer numbers, software
issues and how Aurora Energy allocates costs within its business.



Aurora Energy sought a CTS of $196 per customer (23/24 dollars). This figure was based on a benchmarking
approach using ACCC CTS data relating to the non-big 3 electricity retailers. Aurora Energy also provided the
Regulator with a copy of its detailed model of its operating costs, its CTS model.

After assessing the information provided by Aurora Energy in justification of its CTS, the Regulator’s draft
determination is that the CTS is more appropriately set at $172.70 (23/24 dollars). Converting this draft
determination to 25/26 dollar levels provides Aurora Energy with a CTS of $184.58 per customer.

In arriving at this draft determination, the Regulator has considered the following factors.
1) Bad Debt Expenses

Aurora Energy noted that Tasmania has experienced a marked increase in the level of bad debt expenses in
recent years. However, the Regulator noted that in the most recent quarters Aurora Energy’s total debt has
been decreasing. This is highlighted in figure 4.1 of the draft report. After considering this element of its CTS
the Regulator’s draft determination has decided to adopt the debt written off as Aurora Energy’s bad debt
expense.

In adopting this stance in relation to bad debts the Regulator is, in effect, requiring all other Tasmanian retail
customers to cover Aurora Energy’s bad debt costs. COTA Tasmania is of the view that such an approach
exposes consumers to a moral hazard issue. This decision does not give consideration to Aurora Energy’s
performance in managing bad and doubtful debts. It removes the incentive for Aurora Energy to improve its
management of bad and doubtful debts over this regulatory period.

Consequently, COTA Tasmania would prefer to see some kind of performance factor incorporated into this
aspect of the CTS.

This performance factor would place a degree of responsibility back onto Aurora Energy management to
manage its bad debts in the most efficient manner possible and thereby reduce the bad debt expense it faces,
and consequently the retail prices faced by customers.

Simply applying a cost pass through of debt written off to customers does not provide Aurora Energy with the
appropriate incentives.

2) National Regulatory Costs

The approach taken by the Regulator in respect to national regulatory costs in the draft determination is
accepted by Aurora Energy as reasonable.

COTA Tasmania supports this assessment.

However, as is the case for any pass-through charges, COTA Tasmania is concerned that the regulation of the
sector may not be being undertaken in the most cost-efficient manner. As such we consider that these costs
need to be more transparent so they can be closely monitored to ensure their continue efficiency.

Given that the cohort of consumers represented by COTA Tasmania includes customers on fixed incomes or
incomes indexed by just the CPI, perhaps the Regulatory should require a full justification be applied to any
unregulated cost pass-throughs which are greater than the CPI.

3) Cloud Based Software

In relation to this cost element of the CTS, COTA Tasmania again supports the approach adopted by the
Regulator.



4) Efficiency Factor

It is noted that the draft determination does not include an efficiency factor for Aurora Energy’s CTS. The
Regulator states that the reason for this is that the CTS, which the Regulator proposes approving, is slightly
lower than the total of the cost build up. As such it is considered that an efficiency factor is implicitly built into
the proposed CTS.

COTA Tasmania considers this an inadequate reason to not include an efficiency factor in its assessment of
the CTS.

Over the current regulatory period the Regulator has specifically included an efficiency factor into the approved
CTS. Apart from the reason outlined above, no additional reason is given for reversing this previous decision.

Aurora Energy suggests that it is getting increasingly closer to an efficiency frontier for its CTS as reasoning
behind seeking to have an efficiency factor excluded from the CTS.

Based on data included in the draft determination report relating to the ACCC’s assessment of the CTS, it is clear
that Aurora Energy is not approaching an efficiency frontier. Aurora Energy sits midway between the big 3
retailers and the non-big 3 retailers. It also holds a dominant position in the local market, although retail
competition is increasing. The ACCC data shows that for the big 3 retailers the CTS is around $110 per
customer, while the non-big three retailers have a CTS around $196. No data is provided in the draft
determination of the range for the non-big 3.

Clearly there are efficiencies to be gained as shown by the ACCC data. This is further evidenced by the fact that
other retailers in Tasmania, while basing their pricing decisions on the regulated tariffs applying to Aurora
Energy, are tending to offer significant discounted market offers to consumers.

Additionally, in mainland retail markets it is estimated that the vast proportion of customers are on market
offers which offer a discount to the regulated tariff offering.

Given this information COTA Tasmania suggests that there are further efficiencies for Aurora Energy to obtain in
relation to its CTS function. By proposing that an efficiency factor not be included in this draft determination,
the Regulator is removing the incentive for Aurora Energy to consider ways it can improve the efficiency of its
CTS.

In conclusion COTA Tasmania considers that insufficient evidence has been provided in the draft
determination to justify removing or reducing the current efficiency factor applying to the CTS.

5) One-off Adjustments
COTA Tasmania supports the one-off adjustments made to the draft determination of the CTS.
6) Benchmarking

The discussion on benchmarking in the draft determination provides an overview of why the CTS sought by
Aurora Energy based upon the data available from the ACCC is inappropriate. COTA Tasmania supports this
analysis of the ACCC data which has been provided by the Regulator. That analysis concludes that due to
Aurora Energy’s dominant position within the local market its costs to acquire and retain customers (CARC) are
significantly less than the average CARC for the big 3 and non-big 3 retailers. Unfortunately, the Regulator does
not provide any information on the extent to which Aurora Energy’s CARC is less that that average, or indeed
what that average is.

The ACCC data indicates that the big 3 retailers, with a market share of 61.8%, have a CARC of $39. The non-big
3 have an average CARC of $70. This would imply a weighted average CARC of around $50. The discussion
presented by the Regulator would therefore suggest that the CARC for Aurora Energy is somewhere between



$39 and $50. Taking the midpoint, Aurora Energy’s CARC is perhaps around $44, a discount of $26 on the non-
big 3 retailers as indicated by the ACCC data.

Given that Aurora Energy has suggested its CTS should be benchmarked against the non-big 3 retailers this
reduced CARC would suggest that Aurora Energy itself should be seeking a CTS of just $170, not the $196
claimed.

Taking into consideration the adjustments identified by the Regulator in Table 4.4 which reduce the proposed
CTS for Aurora Energy by $21, it could be suggested that the CTS for Aurora Energy should perhaps be as low as
$149 per customer.

Again, without any real justification, the Regulator appears to dismiss the ACCC data and on page 48 forms the
view that Aurora Energy should be benchmarked against ActewAGL. The data presented in table 4.6 shows that
Aurora Energy’s market share of the NEM is some 40% greater than ActewAGL’s. This table also shows that
Aurora Energy fits approximately midway between Alinta and ActewAGL in terms of market share.

COTA Tasmania considers that in the absence of any real rationale for dismissing the ACCC data, and also
without providing any comparative data on the CTS for each of the firms identified in table 4.6, it is not
appropriate to simply make this jump to using ActewAGL as the benchmark retailer.

COTA Tasmania also notes that the Tasmanian Regulator is also the Senior Commission of the economic
regulator for the ACT. In order to ensure that there is no conflict of interest between the regulatory decisions
which may be taken in Tasmania and the ACT it is critical that, firstly, this position be clearly identified in the
report and secondly at least one other retailer of similar size to Aurora Energy be included in any benchmarking
that dismisses the ACCC data. Preferably, that retailer should also be a retailer who is not a dominant retailer
within the market it serves to give some indication of how competitive pressures may drive CTS efficiencies.

The discussion in relation to the CTS decisions of other Regulators highlights that regulated CTS range from
$172.70 (ICRC - ACT), $186 (ESC - Vic), $142 to $183 (AER — SE Qil, NSW & SA).

Given the analysis presented above, COTA Tasmania is concerned that by dismissing the analysis of the ACCC
data which would suggest a CTS for Aurora Energy towards the lower end of the range of the other jurisdictions,
the Regulator may be inadvertently proposing an outcome which self-reinforces the decisions taken within the
ACT.

Without the benefit of more rigorous assessment within the draft determination as to why the ACCC data has
been dismissed, along with reasons why a CTS substantially lower than the $172.70 proposed is not appropriate
given the low CARC for Aurora Energy, COTA Tasmania would suggest that the CTS has been significantly over
estimated and should be set at a figure much closer to $150 per customer on the evidence presented in the
draft determination.

7) aurora+

It is noted that the costs for aurora+ continue to be included, but not specified, within the cost build up for
Aurora Energy’s CTS. When last determined this cost was estimated at $9.08 per customer and provided Aurora
Energy with a revenue stream of around $2.4 million per annum.

COTA Tasmania suggests that the costs of aurora+ be removed from the CTS. Our reasoning for this
suggestion is based on the following factors:

e  While this level of cost recovery may have been appropriate during the development phase of aurora+,
three years have now passed and this product shows a degree of maturity and stability.

e Aurora+ should be managed in such a way as it reduces the CTS for Aurora Energy by driving efficiencies
in the way in which customers interact with Aurora Energy and gain information relating to their bills
and energy use. While ever Aurora+ remains an add-on cost to the CTS, Aurora Energy is not
incentivised to use it in the most efficient manner possible.



e Other retailers operating in the Tasmanian market offer their app with no apparent cost applied to the
consumer, in contrast to the $9.08 which is now built into the Aurora Energy CTS. Significantly in this
regard Solstice as recently added an app to its product offering with no change to its underlying price
structure.

Concluding Comments on the proposed CTS

With the removal of aurora+ from the cost stack for the CTS, together with the indexing which has taken place
over the last 3 years, the most reasonable proposed CTS is in the region of $140 given the analysis we have
undertaken of the information provided in the Regulator’s draft determination.

It is our view that a proposed CTS in excess of $170, as provided in the draft determination, is not delivering
Tasmanian consumers the most efficient CTS possible and is permitting Aurora Energy to drop its focus on
increasing the efficiency of its CTS functions.

Retail Margin

The second key cost element for Aurora Energy determined by the Regulator is the Retail Margin. The draft
Determination states that “the retail margin is intended to compensate Aurora Energy for the risks it faces
providing retail services to customers on standard retail contracts”. In reaching its draft Determination the
Regulator has advised:

e it has adopted a benchmarking approach which considers the extent of the Retail Margin in other
jurisdictions;

e the nature of the risks face by Aurora Energy relative to the risks faced by other retailers within the
NEM;

e and the outcome of the ACCC’s inquiry into the NEM.

Aurora Energy in its submission has sought a Retail Margin of $125 per customer. This Retail Margin is towards
the upper end of the Retail Margin of other jurisdictions. In its assessment of the three points identified above
the Regulator’s draft Determination is that $117 is an appropriate Retail Margin for Tasmania.

This figure has been determined using a hybrid approach where 50% of the margin is fixed and the remainder is
variable. The fixed proportion is proposed to be based on 5.25% of the average of Aurora Energy’s approved
costs over the past 5 years, while the variable proportion would be calculated as 5.25% of approved costs in the
current year.

The Regulator further proposes to index the fixed component of the margin during the next regulatory period.

COTA Tasmania largely supports this approach to determining the Retail Margin for Aurora Energy. It does
however have five concerns in relation to this approach:

1) This approach arrives at a Retail Margin for Aurora Energy which virtually ignores the longer term trend
in the Retail Margin as identified in figure 5.1 of the draft Determination. This chart highlights that in
2023/24 the Retail Margin, as estimated by the ACCC, jumped from an average of less than $50 to an
average in excess of $110. It is very concerning to COTA Tasmania that such a jump could occur within
a single year after 7 years of a steady downward trend. The ACCC note that this jump is a result of the
big 3 retailers increasing their margin from $14 to $120, while the non-big 3 achieved a small reduction
from $87 to $84. This would suggest that a margin approaching $120 is perhaps more reflective of the
market power the big 3 retailers are able to exercise, rather than the margin that would exist in a more
competitive market environment. We note that the Regulator has not considered this position, rather
it tends to dismiss the ACCCC finding on a number of grounds.

2) Isindexation of the fixed portion of the margin really required? The variable portion of the margin will,
in effect, be indexed by changes in the cost build-up of the retail price determination. To also index the
fixed proportion of the margin appears unwarranted. It would appear that the reason for the hybrid
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approach is to provide some certainty in relation to the margin over the next regulatory period through
the fixed portion, leaving the remainder subject to cost changes. By indexing the fixed portion of the
margin the Regulator is placing all risk onto the consumer and leaving virtually no risk with Aurora
Energy. We consider this is not acceptable.

3) Itis understood that in mainland retail markets the majority of customers take advantage of discounted
market offers provided by the various retailers. As such the margin received by those retailers will be at
a discount of the regulated market offer. Aurora Energy customers, in contrast, do not have access to
such offers, and as a result Aurora Energy is able to obtain the full regulated Retail Margin from the bulk
of its customer base. This results in the effective Retail Margin for Aurora Energy being higher than that
available to other retailers, both on the mainland, and also in Tasmania now we see limited retail
competition occurring. Consequently, COTA Tasmania considers that Aurora Energy’s Retail Margin
should have a discount factor applied which reflects the limited number of discounted market offers it
makes available to Tasmanian consumers. Such discounting would deliver the some of benefits of
discounted market offers to Tasmanian customers while ever Aurora Energy continues to not make
such offers readily available to its customers.

4) The adoption of a 5.25% rate in the draft Determination appears somewhat arbitrary given the Frontier
Economics report indicates that the Retail Margin may range as low as 4.5%. The Regulator has not
indicated why 4.5% is not a sufficient margin for Aurora Energy, given the 3 points outlined above.

5) Where a cost component increases at a rate faster than the CPI the Retail Margin available to Aurora
Energy will similarly increase at this faster rate. Given the number of older Tasmanians on low incomes
tied to CPI indexation, COTA Tasmania considers that when considering the cost elements which feed
into the margin calculation, only that portion of a cost element change less than or equal to the CPI be
included. While acknowledging that this approach may place cost pressure onto Aurora Energy, it
would also impose an incentive for Aurora Energy to more actively manage its costs and not receive an
elevated margin simply because its costs have increased at a rate faster than the CPI.

Wholesale Electricity Price

COTA Tasmania has no comment to make in relation to the process of determining the wholesale electricity
price attached to the draft determination. However, please note the comments made in the section below
which considers how the costs of BassLink and Marinus Link should be considered by the regulator.

Network Costs

The principal reason consumers are not experiencing lower retail prices as the wholesale cost of electricity
declines is due to rising network charges. In the last year alone network charges have increased by 9.9% or
around $93 per customer. This increase in network charges is nearly double the reduction in wholesale
electricity prices that have been fed into the cost build-up used by the Regulator.

Network charges are determined by the Australian Energy Regulator (AER) separate to the consideration of
retail prices, which are determined by the Tasmanian Electricity Regulator. The draft determination reflects a
straight pass through of those regulated costs.

COTA Tasmania has significant concerns in relation to the escalation of network charges which is being
experienced by consumers.

The rate adopted for this draft determination provides no consideration of the cost impacts of a regulated
Basslink or the development of Marinus Link (which are separately discussed below), the expansion of
transmission capacity in the NW of Tasmania, other identified contingent projects which may be triggered over
the coming years. Nor do these network charges reflect the expansion of the distribution network which will
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likely be required as there is greater penetration of EVs in Tasmania and as households cease using gas and
move across to electricity for their hot water and heating and cooling needs.

Basslink and Marinus Link

COTA Tasmania strongly supports the concept of transmission costs associated with small business and
residential customers on regulated tariffs for a regulated BassLink being a separately identified element of
the cost stack. However, the regulated transmission costs reflect only part of the revenue flows associated
with the potential regulation of BasslLnk.

Settlement residue auction proceeds must also be considered in the event BassLink becomes a regulated link.
These residues will offset part of the regulated network charge and need to be similarly identified and used to
offset the regulated charge being applied to retail prices.

COTA Tasmania would further suggest that Marinus Link be similarly incorporated into the draft
determination.

As identified by the Regulator it the draft Determination, BassLink is currently funded through a network
services agreement with Hydro Tasmania. Should BassLink become a regulated link it becomes an open access
element of the NEM and any use made of the link by Hydro Tasmania would no longer incur a charge. To the
extent that BassLink costs and returns are either explicitly or implicitly incorporated into the wholesale pricing
arrangements of the draft Determination it is important that the benefits associated with the open access use
of BassLink by Hydro Tasmania flow to consumers and not be captured as an increased profit margin for Hydro
Tasmania.

In this regard, there is now a critical need for full transparency in relation to the costs and benefits of
Basslink.

RET Charges

The draft determination is quite opaque in relation to RET costs which have been estimated to fall by 27.6%b or
$40.85. This is a considerable reduction in the current RET charge, yet very little information is provided to
justify this reduction.

As a minimum, COTA Tasmania suggests that the actual values which have been assumed in calculating both the
LRET and SRES identified formulae be clearly identified as part of the determination process. Electricity
consumers, via the regulatory process, are being required to fund these two schemes and we consider, in the
interests of full transparency, that they have a right to know precisely what they are paying for.

These charges are largely unregulated and as such are not subject to in detailed independent oversight. As a
direct pass-through cost it is important therefore, that the assumptions behind them be fully transparent.

In their current form RET charges tend to represent a regressive subsidy which is paid by those who do not have
access to the means to take advantage of either the LRET or the SRES. The regressive nature of this subsidy
further highlights the need for transparency of this cost elecment.

AEMO Charges
COTA Tasmania supports the Regulator’s decision to apply a straight pass-through of this cost component.

COTA Tasmania, however, notes that this cost element has increased by around 237% since 2016/17. This is
obviously a cost element, which while a small component of the NMR, is one which has been rapidly increasing
over recent years and needs to be closely monitored to ensure that the regulatory processes associated with
the NEM are undertaken in the most efficient manner.
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As also stated above we are of the view that unregulated pass-through costs should be subject to a rigorous and
fully transparent review where they exceed the CPI.

Metering

The draft Determination proposes a 14% increase in the cost of metering. This represents a cost per customer
of $20.16. This amount offsets roughly 1/3 of the wholesale energy cost reduction included in the draft
Determination. As stated earlier metering costs have nearly doubled since 2022/23.

In arriving at the draft Determination, COTA Tasmania considers that there is a need for metering costs to be
more explicitly and transparently identified. We consider this should include, amongst other things, the
creation of a cost stack which highlights the legacy 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.

In the case of metering, it is also important to understand who the predominant beneficiary of advanced meters
is. Itis our view that while ever the full costs of smart meters are being carried by consumers there is either
limited incentive for other players, notably retailers and network service providers, to take full advantage of the
information available from the presence of these meters. Alternatively, where these players are taking full
advantage of these meters, they will be receiving a windfall gain as they are not incurring any of the costs
associated with the information such meters provide.

While COTA Tasmania generally supports the draft Determination in respect of metering, it considers that there
is considerable room for more transparency around this cost element. As is the general theme of this
submission, where costs are a straight pass-through to consumers there is a need for full transparency of those
costs. Without transparency there is no way that the efficiency of such cost elements can be assessed.

Unaccounted for Energy

COTA Tasmania agrees with the Regulator’s proposed treatment of unaccounted for energy (UFE). It does not
consider that UFE should be included as a separate cost item. The wholesale cost build-up already includes
distribution loss factors. Any additional unaccounted-for energy is a cost which needs to be managed by
retailers and not passed through to consumers.

As stated frequently in this response to the draft determination, the pass-through of costs such as UFE do not
provide any incentive for a retailer to improve their management of this cost element.
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