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Executive Summary

The Tasmanian Economic Regulator (the Regulator) has published a Draft Report for its 2025
Regulated Retail Electricity Standing Offer (SO) Price Investigation and Determination. We welcome
the opportunity to respond to his Draft Report on behalf of Tasmanian small businesses.

Section 1: Introduction

Aurora Energy continues to dominate the small business electricity market in Tasmanian with a 94
per cent market share and 84 per cent of small businesses remain on regulated retail Standing Offer
(SO) tariffs. A typical small business using general Tariff 22 has seen its annual bill increase by $282
over the three years of the Regulator’s current SO Determination, which has been a significant
contributor to their cost pressures and adversely impacted their energy affordability. With a further
2.92 per cent average price increase in prospect for 2025-26 and no end in sight to further increases,
it is vital that the Regulator do more to put downward pressure on prices in his Final Determination.

Whilst finding the Draft Report to be well written and generally easy to understand, the TSBC has
some concerns with aspects of it including, a lack of sufficient regulatory transparency, inadequate
justification for some of the Regulator’s decisions, overuse of cost pass through without appropriate
regulatory assessment or scrutiny, a tendency for some decisions to favour Aurora over its
customers and the risk of circularity in regulatory decisions whilst giving less weight to ACCC data.

Section 2: Aurora’s Regulated Tariff Strategy

The Tasmanian Small Business Council (TSBC) has historically supported tariff rebalancing to
eliminate inefficient cross-subsidies that disadvantage small businesses, a task that remains
incomplete. However, TSBC's support is qualified by concerns about 'tariff shock' and the need for
customers to be well-informed about tariff impacts and how to adjust their consumption. These
concerns are heightened by the current elevated electricity prices.

TSBC is cautious about new tariffs due to the negative experiences of some customers who have
struggled to adjust to these, leading to severe bill shock. Ministers and regulators have sometimes
been too eager to introduce new tariffs without considering their complexity and consumers' ability
to adjust. TSBC seeks a well-considered, transparent, and tempered introduction of new tariffs by
Aurora, supported by consumer choice, robust impact analysis, and well-informed consumers.

TSBC is not fully convinced that Aurora’s Draft Tariff Strategy, or the Regulator’s response, meets
these requirements, although they partially do.

Aurora proposes a 5 per cent side constraint, applied only to median consumption of tariffs only to
make tariffs fully cost-reflective by the end of the next regulatory period. However, Aurora has
provided limited analysis of this. The Regulator’s analysis showed that customers with lower
consumption could face significantly higher price increases compared to those with higher
consumption. The Regulator considers a side constraint applied equally to all typical customers to be
more equitable, although we note that it could negatively impact the pace of rebalancing. The
Regulator proposes a 3 per cent side constraint for the next regulatory period, which would make
most tariffs cost-reflective by then, except for small business Tariff 94.

On balance, TSBC supports the Regulator’s proposal for a 3 per cent side constraint but seeks
additional information on the small business impacts. TSBC believes that both Aurora and the
Regulator should more clearly justify their chosen side constraints, including small business impacts.
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The Regulator proposes requiring Aurora to offer a regulated flat rate tariff to all small customers,
which we support. TSBC believes this will help alleviate problems with Time-of-Use (ToU)
experienced by some small businesses.

TSBC also supports the Regulator’s requirement for Aurora Energy to seek approval before
abolishing or making a regulated tariff obsolete.

We understand that Aurora will be supporting all the Regulator’s Draft Report tariff proposals.
Section 3: Aurora Energy Notional Maximum Revenue (NMR) and Indicative Prices

The Regulator has calculated an indicative NMR for 2025-26 of $622.39 million, which is $9.17
million (1.45 per cent) less than the $631.51 million proposed by Aurora. When translated into
indicative average prices, this results in an increase of 1.43 per cent for small business customers,
with a $22 per annum increase for median consumption small business customers on the general
Tariff 22. This compares to an increase of 2.92 per cent proposed by Aurora, which would result in a
$46 per annum increase for Tariff 22.

While the Regulator’s draft decision on prices is preferred to Aurora’s proposal, the TSBC believes
these prices increases are still too high and we outline our reasons for this in the submission

Section 4: Cost to Serve (CTS)

The Regulator has proposed a Cost to Serve (CTS) which its claims reflect only Aurora’s efficient
costs. The proposed CTS for 2025-26 is $184.58 per customer, amounting to $49.87 million in
revenue. This is lower than Aurora’s proposed CTS of $196 for 2025-26. Notwithstanding this, the
TSBC is concerned about the increases in CTS per customer, which has risen by over 19% from $154
to $184 million over the current regulatory period. This trend would continue in 2025-26 with a
further 9.6 per cent increase proposed by the Regulator and will make electricity even less
affordable for small business consumers.

The Regulator uses a combination of cost build-up and benchmarking to determine the CTS. The
TSBC is disappointed that the Regulator has not required additional accounting separation for
Aurora’s regulatory accounts, which would enhance transparency and confidence in the
Determination. The Regulator has identified cost adjustments totalling -513.56 million in Aurora’s
CTS for 2025-26. However, these do not prevent an overall increase in the CTS of $4.4 million in
2025-26 and the TSBC believes that further reductions are possible (identified in this submission).

The Regulator’s approach includes assessing bad debt expense, national regulatory costs, cloud-
based software costs, one-off adjustments, cost allocations, and the efficiency factor. The TSBC has
reservations about the level of most of these cost items, especially given pass through allowances,
the limited incentives to reduce costs and the removal of the Regulator’s efficiency factor. We also
question the Customer Acquisition and Retention Costs (CARC) allowed by the Regulator, as Aurora’s
market dominance suggests these costs may not be justified. The costs of the aurora+ app are not
identified or assessed, a matter of concern, with these apps often provided for free by other
retailers. The Regulator’s benchmarking of CTS uses Actew-AGL’s CTS as a reference, resulting in a
CTS of $184.58 for Aurora in 2025-26, which is about $23 per customer lower than Aurora’s
proposal. We question the use of this benchmark as it seems too high to justify.

Based on ACCC benchmarking and our assessment of cost items, the TSBC believes that Aurora’s CTS
should be set at around $152 per customer, which would save SO customers around $33 per
customer, or $9 million in total, in 2025-26 compared to the Regulator’s draft allowance.
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Section 5: Retail Margin

The Regulator proposes to allow Aurora Energy a retail margin of $117 per customer for 2025-26,
amounting to $31.61 million in revenue. This is lower than Aurora’s proposed $125 per customer.
However, the TSBC is concerned about the increasing trend in the retail margin per customer, which
has risen by over 16 per cent from $101 to $117 million since 2022-23. A 3.8 per cent increase is
proposed for 2025-26, making electricity less affordable for small business consumers.

The Regulator uses a combination of benchmarking, expected returns, and calculation of an
“efficient margin” to determine the retail margin. The TSBC is disappointed that the Regulator has
not provided a detailed justification for continuing the current 5.25% retail margin, which translates
to $117 per customer.

The Regulator’s assessment of the risks faced by Aurora includes energy price risk, volume-related
price risks, and other risks. The TSBC disagrees with the Regulator’s conclusion that Aurora’s risks are
not significantly different from those faced by other retailers in the NEM. The TSBC believes that
Aurora faces materially lower risks and that this should be reflected in a lower retail margin.

The Regulator is proposing to move from the current approach of setting the retail margin based on
costs over the past five years to a ‘hybrid’ approach that uses this and a percentage of current year
costs in equal proportion. The TSBC supports the continued use of a fixed dollar amount approach as
it offers greater transparency and avoids the margin being erroneously linked to cost-plus risks.

The TSBC calls on the Regulator to reduce Aurora’s retail margin to around $85 per customer for
2025-26 and to provide a more detailed justification for the proposed 5.25% margin. This would
save SO customers around $9 million in 2025-26 compared to the Regulator’s draft allowance.

Section 6: Wholesale Electricity Costs

The Regulator's Draft Determination indicates that Wholesale Electricity Costs (WEC) will account for
29 per cent of Aurora Energy's NMR in 2025-26, down from 32 per cent in 2024-25.

The main determinant of WEC is the Wholesale Electricity Price (WEP) and the Regulator proposes to
change the method of setting the WEP to avoid potential forecast errors. The new method, called
the ‘Future Price Method’, will not use prices and volume for any weeks after the WEP calculation
date. This change is supported by the TSBC as it tends to lower the WEC and better avoids forecast
errors. The Regulator also plans to delay the introduction of this method until 2026-27 to allow
Aurora time to adjust its wholesale hedging strategy, which we recognise is an issue.

Additionally, the Regulator proposes to change the volume applicable to the WEP from Absolute
Minimum Capacity Offer volumes to using two years of historic small customer load provided by
retailers. We note that this change is intended to address continuing changes in the market,
although the Regulator has not discussed these in any detail.

The draft WEP decision sets the WEP at 7.760 cents per kWh, which is broadly consistent with
market information available to Goanna, resulting in a WEC of $181.88 million for 2025-26. We note
that this decision is based on current market information and will be revised for the Final
Determination.

Section 7: Network Costs
Concerningly, the Regulator indicates that network costs will account for 45 per cent of Aurora NMR

for 2025-26, up from 41 per cent in 2023-24. This increase is due to the Australian Energy
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Regulator's (AER) latest decision and results in network costs rising from $254.4 million in 2023-24 to
$279.5 million in 2025-26, an increase of $25.1 million (or 9.9%).

The Regulator has also proposed to include a separate network cost component in the NMR formula
to cater for the possibility that the AER decides to allow the conversion of Basslink to a regulated
interconnector. If Basslink remains a market-based link or is converted to regulated status but the
pass-through of its costs to Standing Offer (SO) customers is considered reasonable, by the
Regulator, this component will be set to zero. If the costs are not considered reasonable, the
component will be set to a negative amount and deducted from Aurora’s NMR.

The TSBC raises several questions about this approach, including how the Regulator will determine
the reasonableness of these costs, the timing of adjustments to Aurora’s NMR, the treatment of any
market residues arising from conversion, and whether stakeholder consultation will be undertaken.

Section 8: Renewable Energy Target Costs

The Draft Report indicates that Renewable Energy Target (RET) costs are expected to decline from
S40 million in 2024-25 to $29 million in 2025-26. This is welcome, but the TSBC remains concerned
about the lack of transparency in the calculation of RET costs, particularly the inclusion of prices paid
for the Power Purchase Agreement (PPA) with the Cattle Hill wind farm, which the Regulator treats
as confidential. This lack of transparency makes it difficult for consumers and their advocates to
understand the RET costs included in the Notional Maximum Revenue (NMR).

The TSBC questions the treatment of the Cattle Hill PPA as confidential and suggests that, in a
competitive market, Aurora would not be able to automatically pass on these costs. The TSBC calls
for regular assessments of whether the inclusion of the PPA is in the best interest of Standing Offer
(SO) customers and for the Regulator to make these findings public.

Additionally, the TSBC notes the recent significant decline in Large Generation Certificate (LGC)
prices that have continued since the Draft Report and suggests that the Regulator should ensure that
all prices used in the calculation of total LGC costs match, or better, those drawn from the LGC
market. Higher prices should be reduced to the prevailing forward LGC price.

Section 9: Metering Costs

The Draft Report includes a significant increase in metering costs, which have risen from $27.7
million in 2022-23 to an indicative $44.3 million in 2025-26, an increase of $16.7 million, or 60%. This
increase is also reflected on a per-customer basis, with costs rising from $103 to $164 per customer,
or 59.5% over the same period. The main driver of this increase is Metering Coordinator costs, which
have grown from $17.1 million in 2022-23 to $30.5 million in 2024-25, accounting for almost the
entire growth in metering costs.

The TSBC raises concerns about the rapid increase in metering costs, particularly Metering
Coordinator charges, which are not price regulated and are supplied to Aurora under tender. The
TSBC suggests that Aurora may not be exercising sufficient cost discipline over these services,
knowing that they will be passed on by the Regulator. For example, Goanna’s meter market
experience is that metering co-ordination in Tasmania is competitively provided and that costs have
been reducing along with improved services. We also question the need to install the last 10,000
advanced meters, given their higher costs and whether the benefits are worthwhile.

The TSBC urges the Regulator to examine the concerning increase in metering costs, particularly for
Metering Coordinator charges, legacy accumulation meter charges, and the installation of the
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remaining advanced meters. The TSBC also suggests that the Regulator should consider subtracting
from metering charges the value of benefits derived by Aurora itself from advanced meters.

Section 10: Other Costs

The Regulator intends to apply 'overs and unders' adjustments to Aurora's NMR in the next
regulatory period. This approach allows for the scrutiny of these costs for efficiency rather than
simply providing Aurora with an allowance. However, the TSBC seeks clarity on how the Regulator
ensures that only efficient costs are passed through using these adjustments as this is not clear from
the Draft report.

The Regulator also proposes to include unaccounted for energy (UFE) under wholesale electricity
costs rather than as a separate cost item, as proposed by Aurora. This approach is consistent with
other regulators and other retailers operating in Tasmania and avoids additional regulatory
complexity. The TSBC supports this approach but questions the need for further work to understand
the impacts of UFE on Aurora's costs, given the very small share of energy involved (less than 1%).
The TSBC also opposes Aurora's proposal for an adjustment for UFE in years 2 and 3 of the current
regulatory period, as it would result in 'double dipping' since these costs are already accounted for in
Aurora's Wholesale Electricity Costs (WEC) for those years.
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1 Introduction

The Tasmanian Economic Regulator (the Regulator) has published a Draft Report of its 2025
Regulated Retail Electricity Standing Offer (SO) Price Investigation and Determination. The Draft
Report sets out how the Regulator intends to regulate SO tariffs for residential and small business
customers. Given that most residential and small business customers in Tasmania remain on Aurora
Energy’s regulated retail SO tariffs, this price investigation will have a major bearing on what small
business consumers pay for their electricity over the three-year period commencing on 1 July 2025.

We welcome the opportunity afforded by the Regulator to respond to its proposed approach.

1.1 About the TSBC

TSBC is an association of associations, each of which represents a specialist industry sector with
significant small business participation. By bringing these sectors together, we provide small
businesses with the opportunity to access information and advice across the wider small business
community. We also represent small businesses as we communicate their interests and needs to
government, regulators, other organisations and the public.

There are more than 37,000 small businesses in Tasmania. They make up over 96 per cent of all
Tasmanian businesses and provide more than half of the private sector employment in our state.
There are currently 36,642 small businesses connected to electricity supply in Tasmania.l This
highlights the importance of small business to Tasmania, its economy and its electricity industry.

1.2 What Small Business Would Like the Regulator to Focus on

Our submission is focused on ensuring that SO prices for small business in Tasmania remain
affordable, competitive and no higher than they need to be throughout the next regulatory period.
This reflects the current overriding concerns of Tasmanian small businesses about electricity cost
increases and increases in their cost of doing business more generally, which electricity is an
important component of. It also reflects that many small businesses are, at the same time,
residential consumers of electricity and that their experience as business owners is often closely
aligned to their family finances.

1.3 General Comments on the Draft Report
We would like to commend that Regulator for preparing a generally well written and easily
understood Draft Report. However, we have some concerns with:

e The lack of a sufficient degree of regulatory transparency.

e The lack of adequate justification and supporting analysis for some of the Regulator’s
decisions.

e Some cost components are simply passed through to consumers without an appropriate
degree of regulatory assessment, or ability for scrutiny by consumers and their advocates.

e The tendency for several important decisions made by the Regulator to appear to errin
favour of Aurora Energy (at the expense of customers).

o The risk of the Regulator relying on the decisions of other jurisdictional regulators, thus
introducing a degree of circularity into decisions, whilst ACCC data (which is based on actual
information collected from retailers) is given less weight.

1 AER, Quarter 2, 2024-25, Retail Performance Data [link].
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Our submission discusses specific aspects of the above points.

1.4 Submission Structure
Our submission is structured as follows:

e Section 2 covers Aurora’s tariff strategy.

e Section 3 discusses Aurora’s Notional Maximum Revenue (NMR).

e |nsection 4 contains our assessment of the Cost to Serve (CTS).

e Next, we discuss the retail margin (section 5).

e This is followed by wholesale electricity costs (Section 6).

e |n Section 7, we address network costs.

e In Section 8 Renewable Energy Target costs are examined.

e In Section 9 we cover Metering costs.

e Finally, in Section 10 we discuss cost over and under recovery and adjustments, and the
treatment of unaccounted for energy.

Our conclusions, recommendations and suggestions are contained in shaded boxes throughout the
submission.
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2 Aurora’s Regulated Tariff Strategy

We discuss below aspects of Aurora Energy’s draft regulated tariff strategy and the Regulator’s
response.

2.1 Tariff Rebalancing

TSBC has been a supporter of the need for tariff rebalancing, especially to remove inefficient cross-
subsidies from tariffs, such as those that have worked to the disadvantage of small business. Some
progress has been made, which is welcome, but the task is not yet complete.

However, our support has been qualified by a concern that tariff changes should not impose ‘tariff
shock’ on customers, and that customers need to be well informed about the impact of tariffs on
them and how they can adjust their consumption to cope. These concerns are heightened at the
moment given the across-the-board elevated electricity prices facing consumers.

Our concerns are further exacerbated by the unfortunate experiences of some customers who have
been exposed to new tariffs and the difficulty they have had in adjusting to them (e.g., experiencing
severe bill shock). It appears that Ministers and regulators have been too eager to introduce new
tariffs, sometimes ignoring their extra complexity and the inability of consumers to adjust to them.

In terms of small business customer impacts of Time of Use (ToU) tariffs, as we reported in our
submission on the Regulator’s Draft Approach Paper:

e Some small businesses have found it difficult to access the benefits of ToU tariffs and have
seen their electricity charges increase. For example, businesses that cannot easily change
their use patterns due to inflexibility in their operations.

e Small businesses often find it difficult to adjust to tariff changes because they need to spend
time actively managing them and time is a scarce commodity for all small businesses.

e Small businesses have expressed frustration that there has been too little useful information
provided to them about how the new tariffs work and how they can best manage them,
leaving them to their own devices with the result that the intent of the tariffs may be lost
whist they are left with the consequences.

These issues make us more cautious about Aurora’s new tariffs, the way they are structured and the
way they are being introduced, recognising that delay can also have a negative impact on
consumers.

We are seeking a well-considered, transparent and tempered introduction of new tariffs by Aurora
supported by consumer choice in tariffs, robust impact analysis and well-informed consumers.

Unfortunately, we are not convinced that Aurora’s Draft Tariff Strategy or the Regulator’s response
fully meet these requirements, although they do go part way to doing so.

Having said that, we recognise Aurora’s concerns that:

e Recent standing offer price changes have had uniform price changes applied to all tariffs, as
well as to both the fixed and variable tariff components, resulting in a divergence in the level
of revenue collected and costs;

e Network charges, the largest component in Aurora’s NMR at 45 per cent, have changed at a
different rate to retail tariffs; and
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e |ts fixed charges are substantially less than its fixed costs as a result.

Importantly, TSBC is trying to understand the impacts of tariff rebalancing on small businesses, but
the lack of detail in both the Draft Report and Aurora’s Draft Tariff Strategy about how tariffs will be
rebalanced and their impact on customers is an impediment to this and of concern.

The Regulator should ensure that more detail is provided about tariff rebalancing and its impacts on
customers in the Final Report and/or in Aurora’s final Tariff Strategy so that outcomes are more
transparent.

2.1.1 Side constraints

Aurora maintains that with a side constraint of 5 per cent on its tariffs (applied to median customers
only) will be fully cost reflective by the end of the next regulatory period (subject to the underlying
annual uniform price change).

Unfortunately, Aurora has provided limited analysis of the impacts of its proposed side constraint on
tariffs and customers. It says it will include detailed customer impacts in its annual pricing approval
process. However, the TSBC would prefer to have more analysis available before the Regulator’s
Final Determination so that the impacts of its proposed side constraint can be better understood
before they become a ‘fait accompli’.

The Regulator provided an example of the impacts of Aurora’s proposed side constraint (applied to
the 1.43 per cent average price increase proposed in his Draft Report) by applying a 10 per cent
increase to typical low consumption customers and zero per cent to typical high consumption
customers, which shows customers with lower consumption facing similar price increases to
customers with higher consumption.? These outcomes are a prima facie concern.

For comparison, the Regulator calculated a five per cent side constraint applied to all customers.
This showed price increases proportionate to a customer’s consumption, resulting in greater equity
in the side constraint.> The Regulator therefore considers a side constraint applied equally to all
typical customers is more equitable.

With respect to size, the Regulator calculated a three per cent side constraint applied to all typical
customers.* The Regulator’s analysis of this (not provided in the Draft Report) indicates most tariffs
will become cost reflective during the next regulatory period with a three per price side constraint
applied to all customers. He proposes to use this over the next regulatory period.

The main exception is small business Tariff 94, which due to different time periods that apply to the
underlying network tariff, will not be cost reflective until the subsequent regulatory period. The
Regulator considers that Tariff 94 should not be a driver for potentially higher prices for most
customers on other tariffs. We note from Table 3.4 5 that this will still result in a smaller price
movement than for Aurora’s proposal.

There appears to be little ‘science’ behind the choice of the side constraints being proposed by
either Aurora or the Regulator. In fact, both choices seem to lack both the transparency we would
expect from a regulatory decision and a link back to the Regulator’s statutory obligations. The only
stated justification involves an apparent desire to achieve cost reflectivity during the next regulatory

2 OTTER, Draft Report, Table 3.2, p. 28 [link].
3 OTTER, Draft Report, Table 3.3, p. 29 [link].
4 OTTER, Draft Report, Table 3.4, p. 30 [link].
5 OTTER, Draft Report, Table 3.4, p. 30 [link].
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period. There is no apparent link to the impacts on SO customers, or why a particular level was
chosen.

Based on the available information, we are inclined to support the Regulator’s proposal for a three
per cent side constraint across all customers but cannot do so unconditionally. Our ability to adopt a
firm position would be enhanced by additional information on the small business impacts of the side
constraints and why the levels proposed were chosen.

Aurora and the Regulator should show more clearly why they have chosen five and three per cent
annual side constraints respectively, including the small business impacts.

2.2 Flat Rate Tariffs

The Regulator proposes requiring Aurora to offer a regulated flat rate tariff to all small customers,
including those with advanced meters. This follows an AEMC Determination that designated
retailers must make a standing offer flat rate tariff available to customers with an advanced meter
once its rule change has been implemented in a jurisdiction.

We believe that small business customers having access to such a tariff will help to alleviate some of
the problems with Time-of-Use (ToU) tariffs that have been experienced by customers (refer to our
comments at the beginning of Section 2).

Access to a flat rate tariff would have the beneficial effect of allowing small business SO customers
to avoid some of these problems whilst remaining on a SO tariff.

Noting the AEMC’s decision, the TSBC supports the Regulator’s proposal to require that Aurora offer
a flat rate tariff to all SO customers.

The introduction of SO flat rate tariffs should be accompanied by customer impact analysis and a
commitment by Aurora that it will advise customers taking up such tariffs of the impact on them.

2.3 Obsolete and abolished tariffs

Having regard to the difficulties that have been experienced with new tariffs, we believe that the
Regulator is justified in requiring Aurora Energy to seek and obtain the Regulator’s approval prior to
abolishing a regulated tariff, or making a regulated tariff obsolete, with Aurora being required to
show supporting justification, including customer impact analysis.

2.4 Changes to Aurora’s Position on Tariffs

Aurora has advised us in advance of a number of charges to its position on tariffs that will be
reflected in an amended draft Tariff Strategy it will submit to the Regulator after its Final
Determination.®

e Aurora will accept the Regulator’s proposal for a three per cent side constraint, noting it
retains its commitment to aligning its tariffs with network tariff movements. We welcome
this.

e Noting that the typical customer methodology has not been reviewed since 2022, Aurora is
seeking to clarify ‘typical customers’ as these have been presented as the low, medium and
high users in the Regulator’s typical customer methodology and that ToU Tariffs 93 and 94
(subject to increasing take up) are only assessed at the medium user level. Moreover, Tariff

5 Email from Mr. Giles Whitehouse, Head of Corporate Affairs, Aurora Energy to Mr. Robert Mallet, Executive
Officer, TSBC, 21 March 2025.
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22 has legacy customers remaining on it from its history as a ‘general use’ tariff applicable to
small business that potentially obscure its typical customer relativities. Aurora will commit
to a review of the typical customer methodology and to refining Tariff 22. We generally
welcome these steps and suggest that the methodology review consider the desirability of a
more granular approach to classifying ‘typical customers’, which will assist the analysis of
customer impacts of tariff changes at a time of tariff reform and express our desire to be
kept fully informed about refinements to Tariff 22.

Aurora intends to comply with the Regulator requiring it to seek and obtain his approval
prior to abolishing a regulated tariff or making a regulated tariff obsolete. We welcome
Aurora’s change in position and point to the need to undertake impact analysis so that
customers and their advocates understand the consequences of such tariff changes.

Aurora will accept the Regulator’s decision to require it to prepare, for approval, a regulated
flat rate tariff for small customers. We welcome this and express our desire to be kept
informed about the design of and progress with this tariff. We note Aurora’s comment that
it will take time to prepare this tariff with Aurora proposing its introduction in Period 2 of
the next regulatory Determination.

We also note Aurora’s comment that it “is entirely committed to providing customers choice
of retail products” and look forward to Aurora actioning this further over the coming years.
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3 Aurora Energy Notional Maximum Revenue and Indicative Prices
The cost build-up approach used by the Regulator produces a Notional Maximum Revenue (NMR)
the Regulator permits Aurora to collect in each year of the next regulatory period (2025-26 to 2027-
28). The Regulator has calculated an indicative NMR for 2025-26 of $622.39 million. This is $9.17
million (1.45 per cent) less than the $631.51 million proposed by Aurora.

When this is translated into indicative average prices the impact is an increase of 1.43 per
cent for small business customers. The impact on bills varies but is $22 per annum more for
median consumption small business customers on the general Tariff 22. This compares to
an increase of 2.92 per cent proposed by Aurora, with a $46 per annum increase in bills for
median consumption general Tariff 22 customers.

Whilst not welcoming any increase in small business electricity bills at this time, the

Regulator’s draft decision is obviously preferred to Aurora’s proposal, with the strong
gualification that we believe it to be still too high for reasons set out in this submission.
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4 Costto Serve

The Regulator has provided its assessment of Aurora Energy’s Cost to Serve (CTS), which is meant to
reflect only Aurora’s efficient costs. Our response is set out below. We also address the continued
inclusion of Customer Acquisition and Retention Costs (CARC) in Aurora’s retail costs.

4.1 Cost to Serve per Customer

The Regulator proposes to allow Aurora a CTS in 2025-26 of $184.58 per customer, amounting to
$49.87 million in revenue. This compares to Aurora’s proposed CTS of $196 for 2025-26, which was
based on ‘big 3’ retailer benchmarks. We are concerned with the amounts proposed to be allowed
by the Regulator, notwithstanding that they are lower than Aurora’s proposal.

Table 1 below shows the trends in CTS per customer over the current regulatory period (2022-23 to
2024-25) and 2025-26. This shows a concerning trend in the growth in the CTS amounts allowed by
the Regulator in recent years. Over this period CTS per customer has increased by $30 from $154 to
$184 per customer, or by over 19 per cent. The increase the Regulator is allowing in 2025-26 adds
an additional $16, or nearly 10 per cent to this (well above the rate of inflation). This will make
electricity even less affordable for small business consumers. Such a proposed increase comes at a
difficult time for small business in Tasmania.

Table 1: Cost to Serve per Customer, 2022-23 to 2025-26

2022-23 2023-24 2024-25 2025-26 2022-23 to
(Draft) 2025-26
Cost to Serve 154.55 167.36 168.45 184.58 na
per Customer
Change $ na 12.81 1.09 16.13 30.03
Change % na 8.29 0.65 9.58 16.27

Source: OTTER, Draft Report, Table 4.1, p. 35 and Table 4.7, p. 52 [link]

The Regulator should review Aurora’s CTS in his Final Determination with a view to ensuring it is
affordable for small customers and that any increase will actually benefit them.

4.2 Regulator’s Approach to Determining the Cost to Serve
The Regulator applies a combination of cost build-up and benchmarking to determine the CTS. Our
submission discusses aspects of this approach below in terms of the Draft Report.

4.2.1 Cost allocation manual

The Regulator has relied on a Cost Allocation Manual provided by Aurora to separate SO CTS
expenditure from Aurora Energy’s broader whole-of-business expenditure. The Regulator
considered requiring Aurora to provide separate regulatory accounts and activity-based costing to
determine whether the direct and indirect non-recurrent CTS costs had been appropriately
accounted for, but decided “that the costs of introducing regulatory accounts or activity-based
costing likely outweighed the benefits of doing so.””

We are disappointed that the Regulator has not required additional accounting separation as
foreshadowed in his 2022 Determination (supported by us) and note that this detracts from the

7 OTTER, Draft Report, February 2025, p. 37 [link].
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confidence that SO customers can have in his Determination. We note that such separation was
called for by consultants advising the Regulator during his 2022 SO Review. We query the
Regulator’s assessment that the costs of further separation outweigh the benefits and no reason is
provided to support this judgement call, although the Regulator has previously stated that Aurora’s
size does not justify it.2 We note that Aurora is a business of significant size with annual operating
revenue of $957 million and serving 275,000 customers, making it the sixth and fourth largest
retailer in the NEM respectively by customer.®

Our submission has identified several areas in the treatment of Aurora’s cost build-up (see Section
4.2.2) where full accounting separation would have assisted the Regulator in his decision-making and
the ability of the TSBC to better assess his decisions.

During our meeting with OTTER staff on 12" March 2025, the point was made by staff that the
Regulator would consider asking Aurora to provide separate regulatory accounts for the 2028 SO
Determination. We would strongly encourage this additional, albeit delayed, step in accounting
transparency.

The Regulator should require Aurora to provide separate regulatory accounts for the 2028 SO
Determination.

4.2.2 Cost Build-up Items

We comment below on bad debt expense, national regulatory costs, cloud-based software costs,
one-off adjustments, cost allocations and the efficiency factor. We also discuss the inclusion of the
aurora+ app in the CTS. Whilst we welcome that the Regulator has identified cost savings totalling
some -$13.56 million in Aurora’s CTS for 2025-26°, the net result of the Regulator’s Draft Report is
still an increase in the CTS for 2025-26 of $4.37 million over the allowance for 2024-25. We believe
that further reductions are feasible and identify these below.

4.2.2.1 Bad debt expense

The Regulator considers that the amount of debt written off as uncollectable is the most appropriate
measure to represent Aurora Energy’s bad debt expense, which is consistent with the measures
used by the ACCC for its retail inquiry report. However, the Draft report does not say which years
will be used. We note that, as shown in Table 4.2 of the Regulator’s Draft Report, this has declined
from $3.9 million in 2022-23 to $2.9 million in 2023-24. Nevertheless, we are concerned that this is
effectively a pass through of bad debt costs and provides little incentive on Aurora to more
effectively and efficiently manage its bad debt expense. For example, the Regulator could apply an
efficiency factor to encourage more efficiency in management.

We recognise the efforts of Aurora through its ‘Yes’ and the ‘Knock before Disconnection’ initiatives
are assisting to facilitate a mutual obligation in managing credit. As Aurora is the Retailer of Last
Resort, we also recognise that a heavy handed ‘stick’ approach and/or prudential constraints may
offer limited value. The addition of a ‘Carrot’ incentive approach to improve credit metrics remains
an option. We believe that a benefit sharing/headroom incentive scheme and customer engagement
may lead to reduced overall costs to Aurora and its customers.

8 OTTER, Summary of issues raised during a meeting between OTTER and the Tasmanian Small Business
Council and Goanna Energy, 30 July 202, p. 2 [link].

9 AER, Retail energy market performance update for Quarter 2, 2024-25, Schedule 2: customer numbers,
switching, contracts, meter installations, tariffs [link]

10 OTTER, Draft Report, February 2025, Table 4.4, p. 46 [link].
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The Regulator should clarify how it will use bad debt written off to establish bad debt costs and
consider including in his Final Report added incentives for Aurora to effectively and efficiently
manage its bad debt expense.

4.2.2.2 National regulatory regime

We note the Regulator’s draft decision to use an average of Aurora Energy’s national regulatory
costs from the past three years as its national regulatory costs, We further note that this excludes
the costs associated with the five-minute settlements change, which have made up the bulk of its
national regulatory costs in recent years and that these are taken as a ‘once off’ cost. In addition,
the Regulator intends to allow Aurora to apply for approval to pass-through the efficient costs
associated with implementing major national regulatory changes that may arise, although it is not
clear from the Draft Report how efficiency will be assessed.

The Regulator should clearly explain how it will determine efficiency of national regulatory costs in
any pass-through application.

4.2.2.3 Cloud-based software costs

The TSBC do not object to the Regulator’s proposed treatment of these costs, but notes that the
inclusion of depreciation relating to these costs in Aurora Energy’s retail margin tends to disguise
such costs, which could well increase over time as retail systems become more cloud-based and
include greater use of Al. The limited accounting separation requirements placed on Aurora
(discussed in Section 4.2.1) adds to this problem.

4.2.2.4  One-off adjustments

We support the draft decision to remove one-off costs proposed by Aurora and to also remove the
costs associated with the implementation of the Energy Bill Relief program. We also note the
Regulator’s proposed acceptance of an additional one-off cost associated with the introduction of
the Consumer Data Rights framework, a regulatory requirement from the ACCC and urge the
regulator to ensure that these costs are no more than is justified as efficient.

4.2.2.5 Cost allocations

We agree with the Regulator’s proposed adjustments to Aurora’s cost allocations as presented in
Table 4.3 and Section 4.5.5 of the Draft Report. We note that the CAM has been used to help the
Regulator make these assessments and again point to the need for full accounting separation as
discussed in Section 4.2.1.

4.2.2.6 Efficiency factor

We are disappointed that the Regulator intends no longer applying an explicit efficiency factor to
Aurora Energy’s cost to serve. We find the Regulator’s view that an efficiency factor has implicitly
been factored into the CTS allowance for the next regulatory period difficult to reconcile.
Furthermore, the Draft Report does not explain how these efficiency gains have been factored into
the future CTS allowance, let alone how they offset the need to apply a separate efficiency factor.

Aurora Energy’s contentions that the efficiency factor should be removed as achieving efficiency
improvements becomes increasingly challenging as a business gets close to an efficiency frontier and
that actual retail costs are increasing across retailers are questionable and do not, in our view, justify
removal of the efficiency factor. We are not aware of any robust analysis showing that Aurora is
close to the retailer efficiency frontier and it is the role of any business to continue to pursue
efficiency gains regardless of the environment it is in (even one that is at the efficiency frontier).
Moreover, if its costs are increasing, it should be even more motivated to find ways to reduce them
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rather than simply accept that these costs are increasing. Aurora’s contention that the application
of an efficiency factor is inconsistent with incentive regulation and good regulatory practice is
challenged by the TSBC. The pursuit of efficiency is central to incentive regulation and has been
applied by other regulators both here and abroad.

Aurora’s SO retail business is a regulated monopoly and, unless it faces regulatory incentives to find
efficiency gains, it is unlikely to pursue these fully. The Regulator has the power to do this and must
take on the role of a de facto competitor to Aurora.

The Regulator should include an efficiency factor in Aurora’s CTS for his Final Determination, if needs
be making allowance for efficiencies already introduced into the CTS.

4.2.2.7 Aurora+ app

The Draft Determination continues to include an allowance for the aurora+ app in the CTS. The
ongoing details for this allowance have not been discussed or made explicit in the Draft Report.
Although the Regulator did reduce billing, marketing and call centre costs associated with the app in
the 2022 Determination, we still have concerns about the inclusion of aurora+ costs in the CTS.

We note that retailers in the NEM, including those in competition with Aurora in Tasmania, mostly
provide access to apps free-of-charge as part of their service to their customers (e.g., Solstice
Energy!!). They see the provision of free apps as a way to acquire and retain customers and it is
disappointing that the Regulator does not encourage Aurora to do the same for its SO customers.

We continue to have similar reservations about the level of aurora+ costs to those we expressed in
our joint submission with TasCOSS to the 2022 SO Determination, namely that while the Regulator
has taken some steps to reduce costs associated with aurora+, it has not established that the
remaining costs are efficient, has not required Aurora to demonstrate how it can reduce these costs
or enhance its revenue to offset aurora+ costs and has not asked Aurora to show that its SO
customers are actually benefitting from the app. We also note that Aurora would itself be deriving
benefits from the app (e.g., customer knowledge, user experience benefits, enhanced retention and
acquisition) but the app costs are paid for by customers.

The Regulator should be more proactive in encouraging Aurora to follow the lead of other retailers
in making aurora+ freely available, or at least in establishing that the costs of the app are efficient
and that it is proving beneficial to SO customers. The cost of aurora+ should be explicit and should
reflect that Aurora itself benefits from the app.

4.2.3 Customer Acquisition and Retention Costs

The Regulator has not separately discussed (CARC as part of its Draft Report, notwithstanding their
contentious nature and significance. We continue to have strong reservations about the level of
CARC costs allowed by the Regulator. For example, although there has been an increase in the
number of competing retailers operating in Tasmania since 2022, they have failed to capture
significant market share from Aurora. This suggests that Aurora’s CARC costs are not justified and
are needlessly increasing SO prices in Tasmania. There is no evidence that we are aware of that this
will change over the next regulatory period. It is even possible that CARC expenditure by Aurora is
having the perverse effect of hindering new entrant retailers from competing for customers with
Aurora.

11 See their home page [link].
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The Regulator should take additional steps along the lines suggested above to either remove, or at
least reduce, the CARC allowance provided to Aurora so that it reflects the lack of competition it
faces.

4.3  Benchmarking

Based on benchmarking of the CTS using the most recent decisions of other NEM regulators, the
Regulator considers Actew-AGL’s CTS to be an appropriate benchmark for Aurora Energy’s CTS and
has indexed Actew-AGL’s CTS of $172.70 ($2023-24) to express it in $2025-26, that is, $184.58 and
proposes to use this as Aurora’s CTS in 2025-26. This is about $23 per customer lower than proposed
by Aurora Energy, a welcome reduction.

The Regulator has not explicitly discussed his reasons for this but based on the discussion of other
regulatory decisions, we infer these to be:

e Itis not appropriate to use the CTS of the ‘big 3’ retailers because Aurora Energy’s retail cost
breakdown between CTS and CARC is very different from the average of the ‘big 3’ retailers.

e Aurora Energy’s size is consistent with a ‘non-big 3’ retailer, but it is the dominate retailer in
the Tasmanian retail market and, consequentially, has more market power than a typical
‘non-big 3’ retailer. In terms of size, we note that Aurora’s residential customer numbers
are closest to two of the larger three ‘non-big 3’ retailers, namely itself, Alinta and ACTEW-
AGL and its market share is midway between that of both of the latter, but it would have
more market power than both. In the small business segment, it is the largest of the ‘non-
big 3’ retailers. The foregoing suggests to us that Aurora’s CTS should be significantly lower
than the average for the ‘non-big 3'.

e Aurora Energy’s CARC for residential and small business customers are similar and
significantly less than average CARC for the ‘big 3’ retailers’ and the ‘non-big 3’ retailers,
consistent with its market dominance.

e The main difference between Aurora Energy and Actew-AGL is that Actew-AGL is a joint
venture between the AGL and Icon Water Limited, an ACT Government owned corporation,
and AGL is one of the ‘big 3’ retailers. While the operation of Actew-AGL is ringfenced from
AGL, the Regulator asserts that it still may benefit from its economies of scale (though this is
not proven). However, this impact cannot be quantified, which also makes it difficult for the
Regulator and for customer advocates to assess.

e As customer churn is higher in the ACT, Actew-AGL’s CARC should be higher than Aurora’s.

It would have been helpful to our assessment if the Draft Report had outlined more explicitly the
benchmarked retail cost components (CTS and CARC) for the ‘big 3’ and ‘non-big 3' NEM retailers so
that they could be more easily compared to Aurora’s.

4.4 Conclusion on Cost to Serve

On the basis of the information discussed above in Sections 4.2.2, 4.2.3 and 4.3, and noting the
ACCC’s CTS estimates shown in Table 4.5 of the Draft Report?, we believe that Aurora’s CTS
(including some modest allowance for CARC, which we still question the justification for) should be
set at around the midpoint of a ‘big 3’ retailer (5109 per customer) and a ‘non-big 3' retailer (5196
per customer), or $152 per customer.® This would save SO customer around $9 million in 2025-26

12 OTTER, Draft Report, February 2025, Table 4.5, p. 47 [link].
13 We believe that Aurora’s CTS would align closely to those of the largest 3 of the ‘non-big 3’ retailers (Actew-
AGL, Alinta and Aurora, which are all a similar size). These numbers are not published by the ACCC, but logic
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compared to the Regulator’s draft allowance and would also be reflected in the following two years
of the next SO regulatory Determination.

TSBC believes that there are good reasons for the Regulator to lower its CTS allowance for 2025-26
to $152 per customer.

suggests that their CTS would be lower than the average for the ‘non-big 3’ (5196 per customer) and probably
significantly so. We suggest that the application of the available data adjusted by a logical assessment of the
CTS for the larger 3 ‘non-big 3’ retailers being below the average for the ‘non-big 3’ but above the ‘big 3’,
combined with regulatory judgement supports our conclusion on Aurora’s CTS above.
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5 Retail Margin

TSBC comments below on aspects of the Regulator’s approach to determining Aurora’s retail margin.

5.1 Retail Margin per Customer

The Regulator proposes to allow Aurora a retail margin in 2025-26 of $117 per customer, amounting
to $31.61 million in revenue for Aurora. This compares to Aurora’s proposal of $125 for 2025-26.
We are concerned with the amounts proposed to be allowed by the Regulator, notwithstanding that
they are lower than Aurora proposed.

Table 2 shows the trends in retail margin per customer over the current regulatory period (2022-23
to 2024-25) and 2025-26. This shows the trend in the growth in the retail margin per customer set
by the Regulator in recent years. Over the period, the margin has increased by $16 from $101 to
$117 million, or by over 16 per cent. The increase the Regulator proposes to allow in 2025-26
amounts to an additional $4.32, or nearly 4 per cent (well above the current rate of inflation). This
adds another $2.88 million to Aurora’s retail margin costs and will make electricity even less
affordable for small business consumers. We are not convinced that this increase is justified,
especially coming at a difficult time for small business in Tasmania.

Table 2: Retail Margin per Customer, 2022-23 to 2025-26

2022-23 2023-24 2025-26 2022-23 to
(Draft) 2025-26
Retail margin 100.9 108.38 112.68 117 na
per Customer
Change $ na 7.48 4.3 4.32 16.1
Change % na 7.4 4.0 3.8 16.0

Source: OTTER, Draft Pricing Investigation Report, Table 5.1, p. 54 and Table 5.6, p. 68

The Regulator should review Aurora’s retail margin in his Final Determination with a view to
ensuring that it is both affordable for small customers and any increase is justified.

5.2 Assessment of the Retail Margin
We have examined the Regulator’s assessment of the retail margin presented in the Draft Report
and our comments are set out below.

5.2.1 Retail margins used by other regulators

The Regulator’s Draft Report sets out the retail margin approaches used by other regulators, noting
that a variety of approaches are used, including benchmarking (ESC), expected returns (ICRC), and
calculation of an “efficient margin” using a combination of inferred data and actual margins (AER).
We note that these methods produced margins of between 5.3 and 6 per cent of costs, translating to
between $80 (ESC) and $175 (AER) per customer.

We also note that, in its most recent decision, the ICRC engaged Frontier Economics to examine both
the benchmark and expected returns approaches with the result that benchmark retail margins were
found to be between 5 and 6 percent, whilst “acceptable” margins based on expected returns were
found to be between 4.5 and 5.9 per cent of revenue (midpoint of 5.2 per cent).
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The ACCC also provides estimates of NEM retailer margins in its annual Electricity Report, with the
latest edition released in December 2024. This is based on actual margins determined from
information provided by retailers. The Draft Report comments that the ACCC findings need to be
treated with caution as certain factors limit using these to inform the determination of Aurora
Energy’s retail margin, namely, that yearly changes can be volatile, vertically integrated retailers may
have cost advantages over Aurora and that average margins may not continue into the future.*

Nevertheless, the ACCC estimates are based on actual data collected by them from retailers, are split
into ‘big 3’ and ‘non-big 3’ data (thus minimising any distortions due to vertical integration)® and
include three-year rolling average data to reduce annual volatility. We would also expect that, over
time, retail margins would be more stable and thus averages could provide a useful means of helping
to set Aurora’s retail margin. We note that the latest rolling three-year average retail margins per
customer from the ACCC report are $49 for ‘big 3’ retailers and $91 for ‘non-big 3’ retailers ($2023-
24). Aurora would have characteristics of both ‘big 3’ and ‘non-big 3’ retailers in terms of factors
relevant to setting its retail margin (e.g., see discussion of its risks in the next section) but on a
reasonable assessment would appear to lie somewhat closer to the ‘non-big 3’.

Even allowing for inflation, these margins are still well below that proposed by the Regulator for
2025-26. Providing Aurora with an excessive retail margin not only increases electricity prices but
also sends the wrong signals and incentives to the business to improve its game.

The TSBC believes that the Regulator needs to assess Aurora’s retail margin with greater reference
to the ACCC'’s 3-year rolling average of retail margins for NEM retailers.

5.3 Assessment of the risks faced by Aurora
The Regulator also considers the risks faced by Aurora in setting its retail margin. We provide our
assessment of the Regulator's draft position on these risks below.

5.3.1 Energy price risk

We continue to support that position we took in our submission on the Regulator’s Draft Approach
Paper, namely that, there is extensive regulation of the WEP in Tasmania and the method used is
well known to Aurora and very stable (e.g., it has not changed fundamentally since inception in
2014), such that they can adopt strategies to effectively manage this and reduce risks. For the
coming regulatory period, the Regulator is proposing to modify his approach to the WEP somewhat,
but has delayed this until year 2, thus providing Aurora with advance notice and adequate time to
adjust to the change.

Consequently, we do not agree with the Regulator’s conclusion that “these [energy price] risks are
not significantly different from those faced by other retailers operating in Tasmania or in other
Australian jurisdictions.”! Retailers elsewhere in the NEM face much higher price risk and less
certainty given their far greater market exposure and lack of access to anything approaching the
regulated wholesale market in place in Tasmania.

14 OTTER Draft Report, p. 58 [link].

15 The ‘big 3’ retailers are all vertically integrated with each posing a substantial generation portfolio, whilst
the ‘non-big 3’ are typically not, although of the 3 largest ‘non-big 3’, Alinta possesses a generation portfolio
and Actew-AGL does not and is ring-fenced from its part owner AGL, which does.

16 OTTER Draft Report, p. 62, our parenthesis [link].
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5.3.2 Volume-related price risks

The Regulator points out that Aurora Energy is subject to less risk of large-scale changes in load and
customer numbers due to customer switching compared to other Australian retailers. We agree with
this assessment. The Regulator then adds that he accepts that, in the absence of liquid and
competitive forward contract markets, Aurora Energy faces some additional risks, such as potentially
not being able to sell contracts in Tasmania if it finds itself in a long contract position.

Considering these factors, the Regulator concludes that, “with respect to electricity sales, Aurora
Energy does not face volume-related risks that are significantly different from the volume-related

risks faced by other retailers across Australia.”?’

We do not agree with this conclusion. In our view, the lower volume risks faced by Aurora due to
very low rates of customer switching?8, outweigh the risk that Aurora would find itself in the
(unlikely) position where it is unable to sell contracts not needed for its SO customer load. TSBC also
contend that where Aurora utilises the Hydro Tasmania Load Following Swaps, volumetric related
price risks are materially reduced when compared to Mainland retailers buying Fixed Volume Swaps.

We believe that Aurora faces less volume-related risks than that faced by other retailers across
Australia. If the Regulator continues to hold his position on volume risks, he should show evidence
in the Final Report that the risk from a lack of market liquidity offsets that from low customer load
and numbers risk sufficiently to result in no significant difference in volume risk compared to other
retailers.

The Regulator should provide additional evidence for its view that Aurora’s volume risk is not
sufficiently different to that faced by other Australian retailers.

5.3.3 Other risks

Aurora can mitigate its risks by recovering some of its costs in subsequent years through over and
under adjustments to these costs, subject to the Regulator’s approval (which history suggests will
likely be forthcoming). We also note that Aurora can seek the Regulator’s approval of adjustments
to compensate it for the impacts of a material change in its costs or tax changes. Again, approval is
highly likely. Retailers exposed to competition have no guarantee that such costs will be recovered
and so must carry the risks of this. They may even be reluctant to pass on such costs for fear of
losing customers.

The Regulator points out that Aurora Energy has fewer market offer electricity customers and gas
customers to recover its costs from and, by Ministerial direction, is unable to operate outside
Tasmania. Hence, it must spread costs and risks over fewer customers and over a narrower range of
activities. Whilst this is true, its impact on Aurora’s risks can also be overdone. For example, as a
retailer with one of the largest customer bases in the NEM, it can still spread costs over a significant
number of customers. Moreover, it is not obvious that its activities are significantly narrower than
most other retailers and may even be wider than many ‘non-big 3’ retailers.

The Regulator also makes the point that, as a standalone retailer, in some areas Aurora Energy faces
more risks than retailers that are part of a vertically integrated enterprise. Whilst there is some
truth to this, it is mitigated by:

17 OTTER Draft Report, p. 63 [link].

18 Which shows no sign of changing and is propped up by its regulated prices — which the Regulator
acknowledges are a “de facto reference price” —and the lack of price competition from competing retailers, as
evidenced by the limited discounting of SO prices (including by Aurora).

25| Page



https://www.economicregulator.tas.gov.au/Documents/25%20245%20%5bv5%5d%202025%20Regulated%20Retail%20Electricity%20Pricing%20Investigation%20-%20Draft%20report.pdf

Submission on OTTER Draft Report, 2025 Standing Offer Investigation

e Aurora’s access to regulated load following wholesale contracts;

e [t sharing a common owner (the Tasmanian Government) with the dominant Tasmanian
generator, Hydro Tasmania;

e Its government owner being unlikely to allow it to fail or fall into financial stress; and

e Its dominance as a Tasmanian retailer.

In its Submission, Aurora Energy pointed to historical government intervention in price setting
preventing its ability to set cost-reflective tariffs as a further risk. In response, the Regulator noted
that Aurora Energy has proposed tariff rebalancing over the next regulatory period to help address
these issues. We agree that this will reduce the incidence of any such risk in future.

5.3.4 Conclusions on risks faced by Aurora

We concur with the Regulator that it is not straightforward to compare Aurora Energy’s risks with
the risks faced by other electricity retailers operating in the NEM, or to quantify Aurora Energy’s
risks or determine the impact of specific risks on Aurora Energy’s retail margin.

The Regulator has concluded that Aurora Energy faces lower risks than other retailers operating in
the NEM in some areas but faces higher risks in other areas. However, we do not agree with the
Regulator’s draft conclusion that Aurora Energy’s risks are, on average, not significantly different
from risks faced by other retailers across Australia. We believe that the weight of evidence above
strongly points to Aurora facing materially lower risks than the average for NEM retailers.

The materially lower risks faced by Aurora should be reflected in it being allowed a lower retail
margin than proposed by the Regulator.

5.4 Proposed Change to the Hybrid Approach

The Regulator is proposing to move from the current approach of setting the retail margin based on
costs over the past five years to a ‘hybrid’ approach that uses this and a percentage of current year
costs in equal proportion. In our submission on the Regulator’s Draft Approach Paper, we supported
the use of the fixed dollar amount approach as this keeps the amount paid per customer constant,
avoiding the margin being impacted by changes in costs (which the margin is not related to) and
offers greater transparency on the costs associated with the retail margin. We continue to hold that
position.

It is a matter of concern that the Draft Report does not assess in any detail the reasons why the
Regulator is proposing to move to a hybrid approach and how this change will likely impact SO
customers during the next regulatory period.

We call on the Regulator to provide more detailed justification for its proposed move to a hybrid
approach to set the retail margin and to support this with an analysis of customer impacts.

5.5 Choice of Retail Margin

The Regulator is proposing a retail margin of 5.25 per cent, the same as that set in the 2022 SO
Determination, which translates to a cost per customer of $117). There is no specific justification
provided for this margin but it appears to be based on a judgement call by the Regulator that we
dispute. It appears to us that the Regulator has chosen this margin because it is the same as the
current margin and sits as the midpoint in the margin calculated by Frontier Economics for ICRC,
though this is not stated explicitly. In our view, neither of these points is adequate to justify
continuing use of the current retail margin. Moreover, our assessment of the risks Aurora faces
differs from that of the Regulator and, we believe, supports a lower margin. The Regulator’s lack of
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explicitly outlining why he has chosen a 5.25 per cent margin is also of concern and detracts from
the transparency of the Draft Report.

We believe that there are strong grounds, based on both the application of benchmarking and the
considering the generally low risks facing Aurora, to significantly reduce the retail margin proposed
by the Regulator. Our assessment suggests to us that a retail margin of around $85 per customer
(52025-26) would be appropriate, which lies between the ACCC'’s rolling average for the ‘non-big 3’
retailers (591) and the ‘big 3’ (549), but closer to the former.

We call on the Regulator to reduce Aurora’s retail margin to around $85 per customer ($2025-26)
and to more fully explain his choice of a 5.25 per cent retail margin, equal to $117 per customer.
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6 Wholesale Electricity Costs

Under the Regulator’s Draft Determination, the WEC makes up 29 per cent of the indicative NMR for
Aurora in 2025-26, down from 32 per cent in 2024-25. This still leaves it as the second highest
component after network charges (45 per cent). Clearly, the way the Regulator proposes to set the
WEC over the next regulatory period is important to small consumers. Its main determinant is the
WEP.

6.1 Future Price Method

The Regulator is proposing to change the method of setting the WEP from the current method of
using the price in the third week in May for all the remaining weeks in each of the four quarters for
which prices are required, to one where there are no prices and no volume used for any of the
weeks after the WEP calculation date. This avoids the need for erroneously using the last available
price to forecast remaining weeks.

The TSBC supported this change in our submission on the Regulator’s Draft Approach Paper on the
basis that it produced outcomes that tended to lower the WEC. We were also attracted to its
greater avoidance of a potential forecast error. We continue to support the future price method
and therefore the Regulator’s decision to move towards its use over the next regulatory period.

To recognise that Aurora will have to change the management of its wholesale hedging strategy with
such a change, the Regulator has proposed delaying the introduction of this change until 2026-27.
We recognise that there are issues involved with an earlier change in the approach.

6.2 Volume Applicable to the WEP

The Regulator also proposes to change from the use of Absolute Minimum Capacity Offer volume of
small customer load to using two years of historic small customer load as provided by retailers
operating in the Tasmanian small customer market. The Draft report says that continuing changes in
the electricity market means possible changes to the Wholesale Instrument that could result in the
weekly Absolute Minimum Capacity Offer volume no longer being an appropriate volume, although
there is no explanation of this in the Draft Report. It further says that as “there is no alignment
between the timing of next standing offer pricing investigation and the next Instrument
investigation, the Regulator considers it prudent to include an alternative mechanism.”*®

We do not object to the Regulator’s proposals, although further explanation of the volume method
change would have been appropriate.

6.3 Draft WEP Decision

The Regulator’s draft decision is to set the WEP at 7.760 cents per kWh resulting in a WEC of
$181.88 million in 2025-26. Goanna have access to market information about Tasmanian wholesale
prices and confirmed to us that the Regulator’s proposed WEP was appropriate at the time it was
set. We note it will be revised for the Final Determination, as will the WEC.

19 OTTER, Draft Report, p. 76 [link].
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7 Network Costs

We comment below on two aspects of the Draft Report relating to network costs, namely how they
will increase and the proposed treatment of any Basslink costs that arise if they are to be converted
to a regulated transmission link.

7.1 Increase in network costs

We note that network costs, the largest component of the NMR, made up 41 per cent of Aurora’s
NMR in 2023-24, which would rise to 45 per cent under the Draft Determination. In terms of their
value, they will increase from $254.4 million in the current year to $279.5 million in 2025-26, an
increase of $25.1 million (9.9 per cent).

A nearly 10 per cent increase in a single year for regulated costs is a concern, as these should be
more predictable and stable than market-based costs. We recognize that the Regulator has no
control over these costs, which were set by the AER, but given the almost double-digit annual
increase, we feel compelled to raise this issue in our submission, as the increase will have a
significant impact on the SO retail prices of small business customers.?

7.2  Treatment of Basslink costs

The AER has not yet made a final decision on Basslink’s conversion to a regulated interconnector. To
allow for this possibility, the Regulator has made a draft decision to include a separate network cost
component in its NMR formula to cater for the possibility that the AER decides to allow conversion.
If Basslink remains a market-based link, or is converted to regulated status but the pass-through of
its costs to SO customers are considered by the Regulator to be reasonable, then this will be set to
zero. In the event of conversion and if the costs are not considered to be reasonable, then the
Basslink network costs component will be set to a negative amount and deducted from Aurora’s
NMR.

Whilst we do not object to the Regulator’s draft approach and consider that it provides a useful way
to handle the uncertainty associated with conversion, we raise the following questions about it:

e How will the Regulator determine the reasonableness of these costs? Presumably their
prudence and efficiency will be considered. How will the reasonableness of the share
allocated to Tasmanian customers and, within that, the share allocated to SO customers be
assessed?

e Does the Regulator intend that any adjustment to Aurora’s NMR will take place immediately
after conversion, or in the following year? If the former, when will SO tariffs be adjusted? If
the latter, how will any adjustment for the previous year be made?

e How will the Regulator treat any market residues arising out of conversion?

e Does the Regulator intend to undertake a process involving stakeholder consultation to
determine adjustments?

We also note the Regulator’'s comment that, due to the fundamental difference in purpose of
Marinus Link, its decision on Basslink costs is unlikely to set a precedent for Marinus Link.

The TSBC would welcome greater clarity from the Regulator on the matters raised above about its
treatment of any AER decision to convert Basslink to a regulated interconnector.

20 \We also raised these concerns in our submissions to the AER’s recent Determination for TasNetworks.
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8 Renewable Energy Target Costs

We welcome that NMR RET costs are expected to indicatively decline from $40 million in 2024-25 to
$29 million in 2025-26. Our comments on the Regulator’s draft decision on RET costs follow below.

8.1 Lack of Transparency in Large Generation Certificate Cost Calculation
Notwithstanding our welcoming of the reduction in RET costs, we remain concerned at the lack of
transparency in the calculation of RET costs by the Regulator, which are an important component of
Aurora’s NMR and hence, SO prices. This turns particularly on the fact that the Regulator includes in
the Large Generation Certificate (LGC) formula prices paid for the PPA that Aurora has with the
Cattle Hill wind farm, which the Regulator treats as confidential. This effectively places all aspects of
the Regulator’s allowance for LGC costs, including prices, behind a confidentiality veil. Hence, all
consumers and their advocates see is the amount included in the NMR.

To reiterate a point we made in our submission on the Draft Approach Paper, in a competitive
market, Aurora Energy would not be able to automatically pass on the RET costs under its Cattle Hill
PPA and would have to absorb any uncompetitive costs.

Given that Aurora enjoys a status as a regulated retailer and that this covers a significant part of its
customer load, we query the treatment of relevant details of its Cattle Hill PPA as confidential. In
view of this situation, we are not convinced that Aurora’s commercial interest with respect to the
Cattle Hill wind farm should outweigh the public interest in ensuring transparency of its RET costs.

In its submission on the Regulator’s Draft Approach paper, the TSBC’s queried the impact on SO
prices of including the Cattle Hill PPA. In response, the Regulator considered “that the overall
impact on standing offer prices can only be assessed at the completion of the PPA, i.e., no
meaningful comparison can be made other than in retrospect when the agreed prices are compared
to market prices across the term of the agreement.”? We suggest that useful progressive
assessments can be made, especially given that this PPA has been in place for a number of years and
that full operation of Cattle Hill wind farm commenced in 2020.

We call on the Regulator to show how the public interest in regulatory transparency is served by
keeping details of Aurora’s PPA with the Cattle Hill wind farm used in calculating RET costs
confidential and to show how Aurora’s commercial interests outweigh this.

The Regulator could, as a minimum, undertake regular assessments of whether the inclusion of the
PPA is in the best interest of SO customers and make his findings annual price setting.

8.2 Declining Large Generation Certificate Prices

At a meeting between OTTER staff, Goanna Energy and ourselves on 12 March, we discussed Large
Generation Certificate (LGC) prices and the recent significant decline in these. Given the lack of
transparency on how the Regulator calculates these (see Section 8.1), we have no way of knowing
what LGC price the Regulator is using. However, the Regulator may find Goanna Energy’s access to
forward LGC prices of interest in finalising its calculation of these. This is shown in the Figure 1
below, which has been updated from the earlier version that was provided to OTTER staff by Goanna
Energy after our meeting.? It can be seen that LGC forward prices for Calendar 2025 are presently
trading around the $26 mark with prices falling to as low as $14 for Calendar 2028 and have declined
from the prices used by the Regulator for the Draft Report.

21 OTTER, 2025 SO Determination Final Approach Paper, 3 October 2024, p. 29 [link].
22 Email from Marc White, Principal Consultant, Goanna Energy to Glenn Bounds, OTTER, 13 March 2025.
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We note that, to be competitive and pass-through efficient RET costs to SO customers, LGC prices
from the Cattle Hill wind farm would need to match, or better, the forward market prices.

Figure 1: Large Generation Certificate (LGC) Prices
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To serve the interests of SO customers well, the Regulator needs to ensure that all prices, including
Cattle Hill wind farm PPA prices, used in the calculation of total LGC costs in its Determination
match, or better, those drawn from the LGC market. If this is not the case, in our opinion, any such
prices should be reduced to the prevailing forward LGC price.
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9 Metering Costs

The Draft Methodology Paper sets out a number of changes to the current method of recovering
advanced metering costs. Prior to doing so, we discuss the rising costs of metering.

9.1 Rising Cost of Metering

As we pointed out in our submission on the Regulator’s Draft Approach Paper, the rising costs of
metering is of significant concern to Tasmanian small businesses. We note that metering costs will
increase from $27.7 million in 2022-23 to an indicative amount of $44.3 million in 2025-26, an
increase of $16.7 million (or 60 per cent). This disturbing increase is also apparent on a cost per
customer basis, which increase from $103 to $164, or 59.5 per cent over the same period (see Figure
2 below).

Analysing the components of these charges shows clearly that Metering Co-ordinator costs are the
main reason for the rapid rise in metering costs. These increased from $17.1 million to $30.5 million
from 2022-23 to 2024-25. Over that time, their share of metering costs has grown from 61 per cent
to 79 per cent and they have accounted for almost the entire growth in metering. Itis also
concerning that such a large component of metering costs is not further separated to allow for
greater scrutiny and transparency.

Figure 2 Metering costs per customer (S)

180.00
$163.78

160.00
$143.69

140.00 $125.99

120.00
$102.67
100.00
80.00
60.00
40.00
20.00
0.00
2022-23 2023-24 2024-25 2025-26 (Draft)

Source: Goanna Energy from Aurora Energy Pricing Approvals for Periods 1, 2 & 3, 2022 Standing Offer Price
Approvals and OTTER [link], Draft Report, Table 9.1, p. 94 [link].

9.2 TSBC Metering Cost Issues
Our main issues with the treatment of metering costs in the Regulator’s Draft Report are:

e The disturbing increase in metering costs per customer, driven almost entirely by Metering
Co-ordinator charges. The Regulator says that higher costs are driven by the accelerated
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installation of advanced meters.?> However, this does not explain the almost proportional
increase in the costs of metering per customer shown in Figure 2 above. In fact, it would be
expected that, with a greater number of meters being installed at an accelerated rate, the
costs per customer could reduce due to scale and would certainly not increase.

e We appreciate that Metering Co-ordinator services are not price regulated and are supplied
to Aurora under tender. However, the rapid growth in their costs does not appear to be
consistent with competitive tender outcomes. Nor is it consistent with Goanna Energy’s
knowledge of the Direct Metering Agreements (DMA) market in Tasmania, which has seen
costs decline and services improve as several Metering Co-ordinators regularly compete with
each other and provide services at materially less than the rates which appear to be sought
by Aurora. The Regulator needs to ensure that Aurora exercises sufficient cost disciple over
these services given that they will be passed on to customers by the Regulator and that they
are also subject to ‘overs and unders’ adjustments through the Regulator. We therefore
suggest that the Regulator needs to increase his efforts to keep these costs efficient and
examine them closely, and that Aurora should be required to explain their escalation in
more detail.

e We also query a need to go the ‘final mile’ with the last 10,000 advanced meters to be
installed given the far higher costs of installation likely to be incurred and whether the
benefits of installation are worthwhile. We note that these costs will be cross-subsidised by
other SO customers. As there are national electricity market requirement in place, options to
address these could be examined by the Regulator and the Government.

e Aurora’s ongoing direct metering charges associated with TasNetworks’ accumulation
meters are also concerning. While these costs have fallen by 12 per cent since 2022-23, they
remain high at $8.2 million in 2024-25. We would urge the Regulator to examine these costs
more closely.

e We also note that retailers are the beneficiaries of the information provided by advanced
meters (perhaps more so than customers), yet all costs are paid for by SO customers. There
should be a fairer allocation of these cost according to beneficiaries.

The Regulator should examine the concerning increase in SO metering costs apparent from the Draft
Report with a view to seeking ways to reduce them, particularly for Metering Co-ordinator charges,
legacy accumulation meter charges and installation of the outstanding 10,000 advanced meters. He
should require greater explanation from Aurora, especially for Metering Co-ordinator charges and
further separation of these charges.

The Regulator should also consider subtracting from metering charges the value of benefits of
advanced meters derived by Aurora.

23 OTTER, Draft Report, p. 94 [link].
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10 Other Costs

In this section, we comment on other matters that will form part of the Regulator’s approach to the
2025 Price Investigation that were raised in the Draft Report.

10.1 Over and Under Recovery and Adjustments

We support the Regulator’s intension to apply an ‘overs and unders’ adjustment to Aurora’s NMR in
the next regulatory period given the Regulator’s view that this provides a way to scrutinize these
costs for efficiency rather than simply providing Aurora with an allowance.

However, it remains unclear to us how the Regulator ensures that only efficient costs are passed
through using adjustments to Aurora’s annual NMR to take account of any over and under recovery
of national regulatory changes, metering costs, AEMO charges and some RET costs.

The TSBC would appreciate increased clarity on how the Regulator ensures that only the efficient
costs of ‘overs and unders’ are recovered from SO customers.

10.2 Unaccounted for Energy

The Regulator proposes to include unaccounted for energy (UFE) under wholesale electricity costs,
rather than as a separate cost item as proposed by Aurora. Given that other regulators and other
retailers operating in Tasmania use this approach, and the additional complexity the Regulator notes
will result from Aurora’s proposal, we support the Regulator’s approach. We also note that UFE is a
very small (less than 1 per cent) share of energy, further questioning the need for complexity in its
treatment.

The Regulator mentions that further work may be required to fully understand the impacts of UFE
on Aurora’s costs. We wonder, however, if the additional work is worth the very small costs
involved?

We do not support Aurora’s proposal that the Regulator should make an adjustment for UFE in years
2 and 3 of the current regulatory period in the NMR for 2025-26 given, as the Regulator points out,
that this is already accounted for in Aurora’s WEC for those years and would be ‘double dipping’.
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