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EXECUTIVE SUMMARY

Aurora Energy welcomes the Tasmanian Economic Regulator’s (Regulator) Draft Determination
under the 2025 Price-Regulated Retail Service Price Determination (2025 Determination).

As articulated in its Preliminary Submission to the 2025 Determination price investigation
process, Aurora Energy is highly aware of cost-of-living impacts facing Tasmanians and of the
difficulties customers face in managing household bill pressures across a range of elements such
as rent, food, insurances and rates. Noting it is only energy costs that Aurora Energy can address,
it is our goal that Tasmanian’s pay the lowest possible prices, all whilst maintaining a financially
and operationally sustainable business. This has been the key context for Aurora Energy in
responding to the Draft Determination.

Given Aurora Energy’s direct costs only relate to 12 per cent of the price stack, there are clear
limitations on what cost elements it can and cannot influence in seeking the lowest possible
prices for Tasmanian’s. This is most prominent in network charges (over which Aurora Energy has
no control) that are set to increase by a further 10 per cent (on top of 15% last year) and is by far
the largest contributor to a likely price increase on 1 July 2025.

To this end, it is critical that Aurora Energy remains supported and resourced so it can help
customers manage their energy use, whether through energy efficiency advice, modern digital
products, targeted hardship programs or direct financial assistance that all contribute practically
to lowering costs. This support is required to ensure Aurora Energy can continue to deliver the
contemporary standard of energy retail service expected by Tasmanian customers.

Across the decisions contained in the Draft Determination, Aurora Energy has accepted a large
portion of the Regulator’s proposals. However, there are specific elements where Aurora Energy
has identified points of issue that require correction or deeper consideration by the Regulator.
These are examined in detail in this submission and summarised as follows:

COMPONENT SUBMISSION PROPOSALS

Unaccounted e Contrary to the Regulator’s Draft Determination, UFE has not been recovered
for Energy or under the WECy (wholesale energy cost) component of the Notional Maximum
“UFE” Revenue Calculation.

e The intent of the Global Settlements rule change is that UFE is recovered by
retailers as a shared market inefficiency.

e Aurora Energy is seeking the pass-through of UFE over the 2025 determination
period as part of the Ay element of the NMR calculation. This will ensure
transparency of a market applied calculation that may rise and fall over a multi-

year period.
Wholesale e Aurora Energy contends that any reference to Absolute Minimum Capacity Offer
Electricity Price Volumes from the Wholesale Contract Regulatory Instrument should be

removed from the Regulator’s Pricing Approval Guideline and replaced with
reference to actual small customer load history.
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e Aurora Energy proposes that a three-year average of historical actual quarterly
small customer volumes is used to smooth the impacts of weather driven load
fluctuations year to year with quarterly volumes based on actual small customer
history applied to all price inputs across the 2025 Determination.

e Aurora Energy supports the Regulator’s decision to move from a “future” price
methodology to a “historical” price methodology subject to changes that ensure
small customer volumes used in the methodology remain compliant with
section 40AB(3)(c) of the ESI Act.

Cost to Serve e The Regulator made several adjustments to Aurora Energy’s CTS model that do

(CTS) not reflect the actual operation or retail logic of Aurora Energy. Of particular
concern to Aurora Energy are the Regulator’s changes to bad debt and cost
allocation drivers, both of which result in an incomplete assessment of what it
costs to service the regulated customer base. Accordingly, these adjustments
have been corrected and will be resubmitted to the Regulator as part of this
submission.

e Consistent with the approach by the ICRC, Aurora Energy encourages the
Regulator to consider current benchmarks and compare to Aurora Energy’s
costs to determine the CTS allowance.

e The appropriate benchmark range for the CTS allowance, based on the latest
available data, is $181 to $264 per customer (FY24S).

e Aurora Energy’s actual cost to serve for regulated customers is currently
$213.69 per customer (FY24S), and therefore within the range of the
appropriate benchmarks.

e Aurora Energy continues to seek a CTS Allowance of $196 per customer (FY24S),
below the $264 per customer (FY24S) benchmark for ‘non-big 3 retailers’ based
on Australian Competition and Consumer Commission (ACCC) reporting and the
$213.69 per customer (FY24S) actual costs Aurora Energy incurs.

e Due to its proposed CTS Allowance being lower than both actual costs incurred
and observable costs for non-big 3 retailers in the National Electricity Market,
Aurora Energy agrees with the Draft Determination that no efficiency factor
should be applied.

Retail Margin e Aurora Energy accepts the decision by the Regulator to adopt an Expected
Returns approach to Retail Margin, which sets a fixed and variable component
to the Retail Margin.

e In the Draft Determination, the Regulator has maintained a Retail Margin
percentage of 5.25 per cent based on an arbitrary calculation of two unrelated
reference points from the 2022 Determination.

e Aurora Energy is seeking a Retail Margin benchmark of 5.5 per cent, consistent
with the Independent Competition and Regulatory Commission (ICRC) decision
based on the mid-point between Frontier Economics’ range under an Expected
Returns approach of 4.8 per cent to 6.3 per cent.

e When setting the fixed portion of the Retail Margin, a three-year average should
be used (consistent with the Regulator’s application for project costs and bad
debt in the CTS Allowance) to avoid dilution of the Retail Margin too far below
the benchmark the Regulator has deemed appropriate.
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Basslink e Aurora Energy maintains that costs related to services such as Basslink should
be appropriately recovered from all electricity customers in Tasmanian retail
prices, if these are designated to be a regulated cost.

e Aurora Energy disputes the Regulator’s decision to make a provision in the
Notional Maximum Revenue (NMR) calculation specifically for Basslink as
national frameworks and regulatory tests are applied to determine whether
network regulation is efficient and prudent.

Late Payment e Aurora Energy accepts the Regulator’s decision to set the Late Payment Fee at
Fee $9. To avoid any future confusion, the Late Payment Fee should increase by CPI
annually, as do other components of retail prices.

For clarity, this submission is focussed only on areas of the Draft Determination that are in
contention by Aurora Energy.

In the table below, Aurora Energy has taken the Regulator’s Draft Determination decisions and
adjusted the price stack components based on proposals in this submission. For consistency and
ease of understanding, most pass-through cost estimates have been kept at the same level noting
these will be finalised and updated in the Annual Price Proposal to be submitted on 31 May 2025.
For Renewable Energy Target (RET) costs, recent decisions by the Clean Energy Regulator in
relation to the renewable power percentage (RPP) and small-scale technology percentage (STP)
have resulted in material changes to forecast RET costs and under/over recoveries. As the RETy

approach is likely to be unchanged in the draft decision, Aurora Energy has reflected the recent
changes by the CER.

COST REGULATOR’S DRAFT DECISIONS AURORA ENERGY RESPONSE TO DRAFT
COMPONENT DETERMINATION

COST CONTRIBUTION COST CONTRIBUTION TO
CONTRIBUTION TO AVERAGE CONTRIBUTION AVERAGE PRICE
PRICE INCREASE INCREASE

Energy Cost $181 881 304 -2.6% $181 881 304 -2.6%

Cost to Serve S49 874 164 0.7% $56,683,780 1.8%

Network Costs $279 533 398 4.1% $279 533 398 4.1%

Forecast RET | $28 995 704 -1.8% $26 455 945 -2.2%

Costs

Forecast AEMO | $6 177 090 0.0% $7,102,400 0.2%

Charges

Metering Costs | $44 270 693 0.9% S44 270 693 0.9%

Recoveries SO 0% -§1373 351 -0.3%

Retail Margin $31 605 997 0.2% $33 379 855 0.5%

Total costs to | $622 338 350 1.4% $627 934 024 2.3%*

be recovered

*This increase is in nominal terms hence the increase in real terms above CPI is minor.
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Whilst a price increase can be challenging for customers, Aurora Energy notes the 2.3 per cent

increase compares highly favourably with recent Australian Energy Regulator (AER) Default

Market Offer outcomes of up to 8.9 per in some regions.! Further, the Aurora Energy contribution

to the overall price increase through its Cost to Serve and Retail Margin components is materially

offset by its management of it Renewable Energy costs.

Aurora Energy has also responded to the Regulator’s decisions on its Draft Regulated Tariff

Strategy with the following positions:

Aurora Energy accepts the Regulator’s proposal for a 3 per cent side constraint on its tariff
rebalancing for each period of the 2025 Determination.

Aurora Energy proposes that this be evaluated against the three middle quintiles of the
Regulator’s Typical Customer Methodology which are the standard reporting measure,
also noting measuring against the outside quintiles would render tariff rebalancing
impossible.

In support of this approach, Aurora Energy will conduct a review of customer profiles in
the ‘Very Low’ and ‘Very High’ categories, particularly in Tariff 22, to ensure these
customers are assigned to the correct tariff.

Aurora Energy accepts the Regulator’s request to introduce a regulated flat rate tariff and
proposes to introduce this for the commencement of Period 2 noting it is committed to
continuing to offer its flat rate market offer ahead of this change.

As is the current process, Aurora Energy accepts the Regulator’s proposal that requests
for tariffs to be made obsolete or abolished be submitted for approval.

Finally, Aurora Energy notes the Regulator’s decision to seek an investigation of the issues

associated with daylight savings time periods impacting time of use tariffs. Aurora Energy will

investigate this matter and report back to the Regulator by 26 September 2026.

"https://www.aer.gov.au/news/articles/news-releases/default-market-offer-dmo-2025-26-draft-
determination
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1 UNACCOUNTED FOR ENERGY

Key messages:

e Since the introduction of Global Settlements, the Australian Energy Market Operator
(AEMO) has separated the impact of UFE on a retailer’s invoices. This itemising of
UFE is the back bone of the rule change.

e Contrary to the Regulator’s Draft Determination, UFE has not been recovered under
the WECy component of the Notional Maximum Revenue Calculation.

e The intent of the Global Settlements rule change is that UFE is recovered by retailers
as a shared market inefficiency.

e Aurora Energy is seeking the pass-through of UFE over the 2025 determination
period as part of the Ay element of the NMR calculation. This will ensure
transparency of a market applied calculation that may rise and fall over a multi-year
period.

Since the introduction of Global Settlements, the Australian Energy Market Operator (AEMO)
has separated the impact of UFE on retailer’s invoices. AEMO now allocates UFE to market
customers in each local area, pro-rated based on their “accounted-for” energy. Given this
change, Aurora Energy in its Preliminary Submission requested the Regulator allow for the
pass through of UFE as part of the Ay element of the NMR calculation for the 2025
Determination. This is to ensure transparency of a market applied calculation that may rise
and fall over a multi-year period.

1.1 UFE NOT INCLUDED IN THE VOLUME OF ELECTRICITY CHARGED

The Draft Determination suggests that UFE is already recovered by Aurora Energy under the
NMR calculation as part of the volume of electricity that the retailer settles with AEMO. The
Regulator further noted in the Draft Determination that “In calculating the NMR,
Aurora Energy uses the same load value for all cost components (grossed up by the relevant
loss factor/s). This implies that Aurora Energy’s load value is inclusive of UFE.”

This statement implies UFE is allowed to be recovered and that this is part of the Wholesale
Energy Calculation (WECy) component in the NMR calculation. The WECy takes customer
consumption at the premise (derived from retail billings), adjusted up for the distribution loss
factor (DLF) and marginal loss factor (MLF), and multiplied by the Wholesale Energy Price
(WEP). This is detailed in the 2022 Determination as follows:
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WEC, means the wholesale energy cost calculated as the forecast small customer load, »
MLF, x DLF, x WEP, where the forecast small customer load, for each year as provided by
Aurora Energy and approved by the Regulator during the annual standing offer price
approval process,

The Notional Tariff Base (NTB) load used in the NMR is based on customer consumption at the
premises, not the energy that Aurora Energy purchases from AEMO at the TNI (transmission
node identifier) as the Regulator has stated in the Draft Determination. The fact that the NTB
load is adjusted for the distribution loss factor (DLF) to calculate the WECy is evidence in itself
that UFE is not currently included in the calculation, as the UFE is essentially the difference
between the published DLF and actual distribution losses during the financial year.

The key point is that whilst Aurora Energy notes UFE is not a new cost to its business, it has
never been allowed for in regulated recoveries. There is no element of the NMR calculation
that explicitly factors in the recovery or pass-back of UFE and it is not accounted for in the
Wholesale Energy Calculation (WECy).

1.2 UFE IS NOW IDENTIFIABLE AND EXPECTED TO BE APPLIED

Aurora Energy notes that prior to the Global Settlements Rule Change (Rule Change) in May
2022, UFE could not be quantified because it was not articulated separately on the AEMO
settlements report, as it is now.

In the past, any costs or benefits associated with energy loss differences would have impacted
Aurora Energy’s retail margin recovery. Now that the variance is transparent, Aurora Energy
contends that passing through (and truing up) UFE like other AEMO costs would be far more
accurate than accounting for it by applying an estimated percentage to retail margin or the
NTB load used in WECy.

Whilst UFE has always existed, the first year of data on UFE indicates that UFE made up as low
as 0.07 per cent of total load. With no data prior to this date, this provides the only observable
indication of what UFE may have been prior to the introduction of Global Settlements and it
is clear that UFE is growing at the start of each financial year (e.g. when AEMO loss factors are
updated). For the FY25 financial year to date, UFE is 1.54 per cent of total load (over 2000 per
cent greater than two years prior). This is demonstrated below in Figure 1.1.
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Figure 1.1 — UFE progression in since Global Settlements
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For clarity, UFE is defined as follows:
e UFE is total unaccounted for energy amount (in MWh) for a local area
e UFEA is the allocation of local area UFE (in MWh) for a connection point

An outcome where UFE is not recoverable in the regulated cost stack goes against the intent
of the Global Settlements Rule Change given all retailers in the market can now reliably
quantify the impact of UFE, whether positive or negative.?

The AEMC note that to promote effective retail competition (an objective of the Regulator)
that “it is important that where there are shared market inefficiencies, they are shared in a
manner which does not distort competition by being disproportionately allocated to one
group of retailers over others.”

13 UFE IS PART OF AEMO STATEMENTS

The Regulator makes the observation that UFE is not part of AEMO invoicing statements to
retailers as part of reasoning that it forms part of the volume charged to retailers. This is a
misrepresentation as whilst not separated in the aggregated view of an invoice, it is clearly
identified in the detailed settlement report. AEMO in its “Factsheet: Calculation and Allocation
of Unaccounted for Energy (UFE)” notes:

The detailed Settlement Report (SR), issued at the same time as the statements, includes
separated UFEA data for information only. The main “Aggregate Energy (MWh)” field reported
in the SR is a UFE inclusive energy volume.?

2 National Electricity Amendment (Global Settlement and Market Reconciliation Rule 2018 p.ii
3 https://aemo.com.au/-/media/files/electricity/nem/data/metering/ufe/2024/ufe-fact-sheet.pdf?la=en

Aurora Energy Submission to 2025 Regulated Retail Electricity Pricing Investigation - Draft Report 9



This distinct sharing of clear, billed UFE data is the critical difference in the Global Settlements
rule change, i.e. that retailers are now able to identify the UFE cost and on bill this to
customers. Without this itemisation of UFE, the rule change would simply not work. Evidence
of this is that UFE is now being charged by Aurora and other retailers as part billing to
unregulated customers.

Aurora Energy further states that the NMR calculation of load at the NMI x DLF and MLF is a
calculation based on metering data for an individual NMI that doesn’t include UFE. This is
clearly supported by the AEMO Factsheet which articulates that metering data needs to be
adjusted for UFE.

Aurora Energy has engaged with AEMO and received confirmation from AEMO of the above
calculation of UFE and requests the Regulator and his officers make contact with AEMO to
confirm the view on that UFE is not part of the wholesale load calculation.

1.4 UFE HAS BEEN A MATERIAL COST FOR AURORA ENERGY IN THE 2022
DETERMINATION PERIOD

Aurora Energy acknowledges that other jurisdictions and regulatory bodies have a different
experience with UFE, such as the AEMC who consider UFE is immaterial. However, Aurora
Energy is in a distinct and different position to other NEM jurisdictions. Not only is it subject
to loss factors that are applicable solely to the Tasmanian region, its key point of difference is
the advanced stage and timing of the rollout of advanced meters. The transition from basic
meters to advanced meters is currently underway in an accelerated approach in Tasmania,
and this is causing significant discrepancies in the published Distribution Loss Factor (DLF),
which is calculated by the Network business based on a methodology set by the Australian
Energy Regulator (AER), and actual losses. The DLF is already an allowed input in the NMR and
Aurora Energy notes that were the losses captured accurately in this external input, then UFE
would not exist.

Aurora Energy has rolled out high volumes of advanced meters over the past four years as
demonstrated below in Table 1.1. At the start of the 2021-22 period, there were 92,489
advanced meters installed with the four subsequent years showing a dramatic additional
volume of meters added each period.
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Table 1.1 — Deployment of advanced meters since 2021-22:

Year Number of advanced meter exchanges

2021-22 26,488
2022-23 47,169
2023-24 59,532
2024-25 26,503 (current to end of Feb), aiming for 38,445 for the full FY

No other jurisdiction is currently undertaking such a material change with the rollout of
advanced meters with 90 per cent of the Tasmanian customer base now having an advanced
meter. Victoria completed its rollout over a decade ago, well before the Global Settlements
rule change. The remaining NEM jurisdictions have until 2030 to complete their rollouts with
these at the early stages of development. There is expected to be a material slow down on
the rate of remaining advanced meter installations with 15,654 meters planned for installation
in 2025-26.

Hence, considerations of the impact and importance of UFE in mainland regulatory
frameworks is not yet urgent or visible to the extent it is in Tasmania. This lack of mainland
visibility does not negate the clearly observable presence of current high UFE costs in
Tasmania, a separate jurisdiction.

Noting the key issue is whether it forms part of regulatory cost recovery, it is only Aurora
Energy who is subject to regulatory pricing frameworks in Tasmania. In his draft decision, the
Regulator noted that he “contacted Solstice and 1st Energy regarding their treatment of UFE
and both stated that they include UFE in their wholesale costs in the cost build up used to
determine prices.”* Aurora agrees that UFE presents in the wholesale costs and that is the core
of Aurora’s argument — the cost is clearly evident as the other retailers have stated, but there
is currently no mechanism for recovery of this cost in the NMR.

Further, whilst UFE has a degree of volatility in its values and impact, this does not lessen the
fact that it is now an observable and material cost and one that major rule makers have
intended to be shared and recovered across market participants.

1.5 METHOD OF RECOVERY

Accordingly, Aurora Energy is proposing a method for calculation of UFE as part of AEMOy in
the NMR calculation in its Annual Retail Price Proposal. Similar to FCAS, Aurora Energy will
provide monthly UFE totals attributable to Standing Offer customers based on latest available
AEMO settlement data.

42025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.105
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Aurora proposes that the estimated UFE cost to be included in the NMR is based on historical
financial years in which final revision 2 settlements data has been received. Noting the
unpredictable nature of UFE, and the ability for it to be both positive and negative depending
on where the DLF is set, the inclusion of UFE recovery in AEMOy allows for a true up of
over/under recoveries so that neither Aurora or customers are advantaged or disadvantaged
in the long run.

1.6 UFE IN THE 2022 DETERMINATION

Aurora Energy initially requested that UFE recovery be provided over the 2025 Determination
period, as well as the pass through of UFE in relation to Period 2 and Period 3 of the 2022
Determination, in line with the unders and overs for all other AEMO and ancillary charges.
However, it is noted that the final value for under recovery of UFE from Period 3 of the 2022
Determination will not be known until January 2026 when settlement periods are completed
for wholesale market invoicing. Additionally, to include UFE in the 2022 Determination
calculations will require that the 2022 Determination be ‘re-opened’, which is an extensive
process. Consequently, any request for recovery of UFE in the 2022 Determination will be
pursued outside of the 2025 Determination process.
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2  WHOLESALE ENERGY COSTS

Key messages:

e Aurora Energy contends that that any reference to Absolute Minimum Capacity Offer
Volumes from the Wholesale Contract Regulatory Instrument should be removed
from the Regulator’s Pricing Approval Guideline and replaced with reference to actual
small customer load history.

e Aurora Energy suggests that a three-year average of historical actual quarterly small
customer volumes is used to smooth the impacts of weather driven load fluctuations
year to year with quarterly volumes based on actual small customer history applied
to all price inputs across the 2025 Determination.

e Aurora Energy supports the Regulator’s decision to move from a “future” price
methodology to a “historical” price methodology subject to changes that ensure small
customer volumes used in the methodology remain compliant with section 40AB(3)(c)
of the ESI Act.

Wholesale electricity charges are the second largest component of standing offer electricity
prices, making up over 30 per cent of the total charges in 2023-24. The Wholesale Energy Price
(WEP) is estimated by the Regulator using a methodology that references the regulated ‘Load
Following Swap’ offer prices from the Wholesale Contract Regulatory Instrument (WCRI) that
was introduced on 1 January 2014.

Whilst Aurora Energy accepts the proposed change in WEP methodology there are key aspects
of this change that require definition to ensure no perverse or unintended outcomes.
Accordingly, Aurora Energy is addressing the Regulator’s Draft Determination across the
following elements:

e WEP Calculation — Applicable Volume
e WEP methodology — Proposal to remove future prices from WEP calculation.

These are addressed as follows.
2.1 WEP Calculation — Applicable Volume

The Regulator notes in section 6.4.3.3 of the Draft Determination that the current WEP
methodology uses quarterly Absolute Minimum Capacity Offer Volumes (AMCOV)s from the
WCRI. The Regulator further notes that these may not be an appropriate volume to calculate
the WEP as they are no longer reflective of small customer load.
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Aurora Energy has compared these AMCOV volumes from the WCRI with the actual small
customer load distribution across the year. As illustrated in Figure 2.1 below, the AMCOV
volumes used is the current WEP calculation do not reflect actual small customer load.

Figure 2.1: WEP AMCOV Volumes vs Actual Small Customer Load
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Note these have been transposed from Financial Year WEP quarters to the relevant WCRI contract Callender Year quarters to better illustrate
the flatter shape of the current AMCOV vs actual small customer load.

Aurora Energy understands that the AMCOVs volumes from the WCRI are representative of
the quarterly distribution of total Tasmanian load, including large and major industrial
customers, rather than small customer load. As such Aurora Energy contends that the use of
the AMCOV s from the WCRI should not be used as applicable volumes in calculating the WEP.

As the Regulator notes on page 70 of the Draft Determination, in relation to the calculation of
the WEP, section 40AB(3) of the Electricity Supply Industry Act 1995 (ESI Act) states that:

The wholesale electricity costs of a regulated offer retailer in relation to the
provision of standard retail services consist of the costs of the retailer in
purchasing electricity for the purposes of providing those services, including any
adjustment to the costs that would be made if the regulated offer retailer and the
Hydro-Electric Corporation were to enter into a contract that —

(a) was a contract in an approved standard form determined under
section 43G(1) for a load following swap; and

(b) contained prices calculated in accordance with the approved
methodology in relation to contracts in that approved standard form; and
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(c) related to the same number of units of electricity as the number of units
of electricity purchased by the retailer for the purposes of providing those
services.

The analysis of AMCOVs used in the current WEP versus actual small customer load in Graph
1 provides clear empirical evidence that the WEP methodology of AMCOVs is not compliant
with the section 40AB(3)(c) of ESI Act as it does not “...relate to the same number of units of
electricity as the number of units of electricity purchased by the retailer for the purposes of
providing those services.”

Aurora Energy further notes that section 40AB(3) of the ESI Act requires that all three (a, b
and c) clauses of the section must be met. Considered in isolation, one could contend that
section 40AB(3)(c) of ESI Act is met under the current methodology as it does relate to the
same total annualised volume as actual small customer load. However, as all three clauses of
the 40AB(3) of the ESI Act must be met by the WEP methodology, consideration must be given
when considering compliance with section (c) as to the “...units of electricity purchased by the
retailer for the purposes of providing those services”. In this context, 40AB(3)(a) requires that
the contract that a retailer would enter into with Hydro Tasmania must be in an approved
standard form determined under section 43G(1) for a load following swap. The only contracts
approved are quarterly contracts. As such the only means of achieving compliance with
section 40AB(3)(c) of the ESI Act is to consider volumes on a quarterly basis as that is the only
means that a retailer can purchase approved contracts per clause (a) for the purposes of
providing those services.

It is also important to note that the ESI Act requirement is also explicit in referencing the WCRI
approved contract which is a quarterly contract. As such the relevance of quarterly volumes
is critical as none of the quarterly volumes under the WEP methodology relate to the same
number of units of electricity as the number of units of electricity purchased by the retailer
for the purposes of providing those services (retail).

This relationship to quarterly contracts is critical as the current AMVOVs (and WEP
methodology) result in lower allocation of higher priced contracts (winter period) and is
overweighted to lower priced contracts (summer periods). The net outcome is the WEP is
distorted and is not representative of the costs that a retailer would incur by hedging the
actual load.

Based on the above analysis and evidence, Aurora Energy is of the firm view that any reference
to AMCOV’s from the WCRI should be removed from the Pricing Approval Guideline and
replaced with reference to actual small customer load history. Aurora Energy suggests that a
three-year average of historical actual quarterly small customer volumes is used to smooth
the impacts of weather driven load fluctuations year to year. In addition, to ensure compliance
with 40AB(3)(c) of the ESI Act, Aurora believes that these quarterly volumes based on actual
small customer history are applied to all price inputs (including already observed period
inputs) for all periods of the 2025 Determination.
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2.2  WEP methodology — Proposal to remove future prices from WEP calculation.

Aurora Energy recognises the Regulator’s decision in the Draft Determination to move from a
“future” price methodology to a “historical” price methodology. Aurora Energy is supportive
of a transition to the proposed historical price methodology subject to changes to ensure that
the small customer volumes used in the methodology are compliant with section 40AB(3)(c)
of the ESI Act.

In the Draft Determination and accompanying Draft Pricing Approval Guideline, the historical
price method was drafted in a manner that removed volume from the current future price
method. Aurora Energy contends that in its current form the Draft Pricing Approval Guideline
is not compliant with section 40AB(3)(c) of the ESI Act by not incorporating volume that was
attributable to “future” prices. This needs to be included in any new methodology calculation
to ensure that the full small customer volume is accounted for. Figure 2.2 below illustrates
that volume of load that would be excluded from the WEP calculation by simply removing the
future volumes after the calculation date as the Regulator has proposed for Periods 2 and 3 in
the Pricing Approval guideline.

Figure 2.2: WEP Contract Volumes for Small Customer Profile
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This illustrates that overall, 25 per cent of small customer volume is not included in the
historical WEP calculation as proposed by the Regulator in the Draft Pricing Approval
Guideline. In addition, the volume not included is weighted to the highest priced contract
period, Quarter 2 contract, with 42.2 per cent of volume not included. The analysis provides
evidence that the Regulator’s historical methodology as proposed for periods 2 and 3 is not
compliant with section 40AB(3)(c) of the ESI Act in not being related to the same number of
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units of electricity as the number of units of electricity purchased by the retailer for the
purposes of providing retail services.

Whilst not compliant in its current proposed form, Aurora Energy accepts the merits of moving
to a historical pricing methodology from Period 2 subject to the inclusion of the appropriate
volume of small customer load (based on actual small customer load) to ensure compliance
with the ESI Act.

To achieve this outcome, Aurora Energy has considered two options to include the full small
customer volume (add back in the future volume):

1. All quarters are priced in over the 59 weeks preceding the calculation date.
= All quarters start based on when the last quarter is made available under the
WCRI.
= the volume each week = total small load to be contracted for that quarter / 59
weeks.
2. Quarters are priced in as soon as they are published under the WCRI up until the
WEP calculation date.
= This approach is similar to the current future price methodology.
= This will result in some quarters being applied over differing number of weeks
as the availability of the quarterly products under the WCRI only starts 8
guarters prior to the start of the relevant quarter.
= |.e. one quarter would be priced in over 97 weeks varying to 59 weeks for the
longest dated quarter.

Aurora Energy supports using Option 2 based on:

e Option 1 will average wholesale prices over a shorter period that will result in greater
year to year fluctuations in the WEP, and in turn retail customer prices.
= A good example of this issue is evident in the different approaches to
calculating the WEP in the AER’s Default Market Offer (DMO) and ESC'’s
Victorian Default Offer (VDO):
= The VDO uses the last 12 months wholesale prices to set the WEP
whilst the DMO uses the trade weighted average of the contracts as
soon as they are traded (i.e. up to 3 years average)
= Asaresult, the VDO methodology has resulted in larger increases and
decreases in its WEP, and associated retail prices
= The DMO, by way of longer period averaging, has resulted in less
volatility in its WEP.
e Option 2 will similarly have a smoother, less volatile WEP outcome for retail prices
and be less impacted by near term market volatility.

As the period when the WCRI contracts become available to be published is clearly known, it
is straightforward to include the additional volume (from the future periods in the current
methodology) for the relevant quarters into the new methodology.
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Conversely, Option 1 will likely result in quarterly volumes assumed in the WEP calculation
that exceed the AMCOV volumes in the WCRI. This in effect means that the standing offer
retailer may be unable to buy the volumes necessary in Option 1 under the WCRI, creating
contract liquidity risk.

This issue is further compounded by the nearer term contract near the calculation date. For
example, in April each year, it is highly likely that even the AMCOV under the WCRI will be
scaled for the quarter 3 contract.

Aurora Energy also notes that WCRI contract liquidity risk is less evident in Option 2 which
averages the nearer quarterly contracts over a much longer period.
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3  COST-TO-SERVE (CTS)

Key messages:

e The Regulator made several adjustments to Aurora Energy’s CTS model that do not
reflect the actual operation of Aurora Energy. Of particular concern to Aurora are the
Regulator’s changes to bad debt and cost allocation drivers. Accordingly, these
adjustments have been corrected and will be resubmitted to the Regulator as part of
this submission.

e Consistent with the approach by the ICRC, Aurora Energy encourages the Regulator
to consider current benchmarks and compare to Aurora Energy’s costs to determine
the CTS allowance.

e The appropriate benchmark range for the CTS allowance, based on the latest
available data, is $181 to $264 per customer (FY24S$).

e Aurora Energy’s estimated cost to serve regulated customers is currently $213.69 per
customer (FY24S$), and therefore within the range of the appropriate benchmarks.

e Aurora Energy continues to seek a CTS Allowance of $196 per customer (FY24$),
below the $264 per customer (FY24$) benchmark for non-big 3 retailers based on
ACCC reporting and the $213.69 per customer (FY24$) actual costs Aurora incurs.

e Due to its proposed CTS Allowance being lower than both actual costs incurred and
observable costs for non-big 3 retailers in the National Electricity Market, Aurora
Energy agrees with the Draft Determination that no efficiency factor should be
applied.

3.1 EVALUATION OF REGULATOR'’S FINDING

3.1.1 Cost build-up analysis

The Regulator noted in the Draft Determination that a number of adjustments to Aurora
Energy’s CTS model were made. Aurora Energy contends that several changes represent a
misunderstanding of the business and are at odds with methodologies previously accepted by
the Regulator in the prior 2022 Price Determination, creating an inconsistent approach across
determination periods despite no underlying change to business operations.

Aurora Energy will re-submit its CTS model to the Regulator separately as part of its response,
accepting some minor changes from the Regulator’s analysis. However, the vast majority of
adjustments are refuted in this section. Critically, Aurora Energy’s estimation of its costs for
regulated customers is $213.69 per customer (FY24S). This is contrasted against the regulatory
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CTS allowance it is seeking of $196 per customer (FY24S). The $17.69 per customer difference
represents an upfront efficiency gain of 8.3 per cent.

4.1.1.1 Bad debt expense

In the Draft Determination the Regulator implies that bad debt costs in Tasmania are lower
than other jurisdictions in the National Electricity Market (NEM), pointing to Aurora’s bad debt
write offs in its Annual Report. The Regulator notes that “Aurora Energy reports on a range of
measures relating to debt in its annual reports”> but has only selected bad debt write off as
the single measure on which to base bad debt despite the available audited financial
information demonstrating the complete cost (of a materially higher amount) of bad debt to
Aurora Energy.

Aurora Energy has recently been through a retail billing system transition and one limitation
of the new billing system that was not resolved at the end of 2023-24 was the ability to allow
the write-back of debt once it has been written off. As a result, Aurora Energy’s new system
has not written off debt once it reached an ageing threshold like the old billing system since
the commencement of its application, so the bad debt write-offs referenced by the Regulator
in the Draft Determination relate to a declining portion of customers that were solely in
Aurora’s old billing system. This is why the number quoted by the Regulator decreases from
2021-22 to 2023-24 despite cost-of-living challenges and clearly observable increases in bad
debt expense across the NEM®. The impacts of not writing this debt off are demonstrated in
Aurora Energy’s audited financial statements, which show material growth of customer debt
over 180 days and the provision for expected credit losses for the same three-year period.
This is demonstrated in Table 3.1.

Table 3.1 - Collation of data from Note C1(b) in Aurora Energy’s Annual Reports

Nominal (S) 2021-22 2022-23 2023-24
Debtors Gross carrying amount >180 days $11.8m $15.1m $21.0m
Provision for expected credit losses (516.6m) (523.6m) (527.1m)

To reflect the complete cost of bad debt to Aurora Energy over the three-year period (as
defined by the Regulator as the appropriate averaging period), the reference in the audited
financial statements that provides a complete bad debt cost is Credit Losses on Trade
Receivables in Note B1(h), as demonstrated in Table 3.2. Whilst Aurora Energy acknowledges
that normally bad debt write offs and Credit Losses on Trade Receivables would align much
more closely over a three-year averaging period, the period of limited functionality within the
new billing system has meant targeted write offs have not occurred and Aurora Energy has
had to provision for the growing older debt. This provisioning of debt is externally audited,
which should provide the Regulator with sufficient confidence in the number.

52025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.40
6 ACCC Inquiry into National Electricity Market — December 2024
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Table 3.2 - Collation of data from Note B1(h) in Aurora Energy’s Annual Reports
Nominal (S) 2021-22 2022-23 2023-24
Credit Losses on Trade Receivables $1.9m $9.9m S5.5m

When converting these numbers to FY24S and allocating to the Standing Offer customer base,
it results in an annual bad debt expense of $5.9M, approximately $2.4M higher than the
number calculated by the Regulator based solely on write offs. This is a factual matter and
Aurora Energy simply requests the Regulator to apply the correct amount.

Based on the Regulator’s approach in the draft determination, it implies that Aurora Energy’s
bad debt per customer is around $13 per customer (FY24S) compared to observable averages
in the National Electricity Market of around $37 per residential customer (FY24S) and S71 per
small business customer’. The Regulator’s implication that Tasmania experiences bad debt
costs that are less than a third of other jurisdictions does not factor in the socio-economic
status of the jurisdiction being regulated, which is discussed further in section 3.1.2.

The Regulator references the AER’s 2023-24 Annual Market Report as evidence that Aurora
Energy is unlikely to experience higher bad debt expense during the next regulatory period.
Aurora Energy contends that the decline in total average debt per customer has been driven
by broad State and Federal Government cost of living relief rebates administered through
electricity retailers. This type of relief creates two challenges:

1 Equivalent bill relief has not been committed through the next regulatory period and
therefore the benefits of these rebates should not be assumed to continue

2 Broad application payments, such as the Tasmanian Government’s Supercharged
Renewable Energy Dividend (RED) payment of $250 per customer administered in 2023-
24 Q4 place a portion of good paying customers in credit, skewing the total debt per
customer number reported.

Figure 3.1 below shows that from the peak of total debt in 2022-23 Q4, there have been step
changes down in total customer debt. Aurora Energy notes that these step changes down
clearly correlate with the introduction of over-lapping rebate schemes outlined in Table 3.3.

7 Appendix C - Supplementary spreadsheet tables C11.24 to C11.27, ACCC Inquiry into the National
Electricity Market — December 2024
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Figure 3.1: Trends in Aurora Energy’s total debt for regulated customers
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Aurora Energy notes that while total customer debt has dropped from $16M to just over S10M
in the AER reporting, it comes after $160M in rebates disbursed to customers in less than two

years from Federal and State Government Programs as outlined below in Table 3.3.

Table 3.3: Rebate schemes driving lower total debt metrics for regulated customers

. . . Total Funds
Rebate Scheme Applicable P_e r_lod Benefit per Allocated To
Customers administered Customer Date
State Energy Bill Concession August 2023 /
Relief Customers April 2024 2250 222,494,750
State Energy Bill September 2023 /
Relief SMB Customers April 2024 $650 $11,263,850
State Energy Bill Concession July 2024 / April
Relief Customers 2025 2250 »11,465,625
Supercharged . .
AllR I 2024 —
Renewable Energy Cusetscl)?:::;a SeJLch(reanr 5024 $250 $55,311,750
Dividend (RED) P
Supercharged
All SMB 2024 -
Renewable Energy Custzmers SeJ L'jcz(renb(;r 5024 $300 $5,159,100
Dividend (RED) P
Federal Energy Bill All Residential Two payments in
Relief Customers 2024 and 2025 2300 >49,980,075
Federal Energy Bill All SMB Two payments in
Relief Customers 2024 and 2025 2325 »4,200,625
TOTAL $159,875,775
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The very existence of these rebate schemes is evidence that there is consensus at both the
State and Federal level that cost-of-living pressures, and by extension retailer bad debts, are
prevalent and sustained. By accepting the Regulator’s approach to adjust the CTS model to
look at three years of historical bad debt, Aurora Energy contends this creates a major risk of
under-recovery over the 2025 Determination period as it is comparably lower than national
averages for bad debt costs and includes benefits from government rebates that are not
committed to continue. A retailer should not have to rely on government policies to achieve
their regulated allowance for bad debt.

Further, the Regulator states “Based on cost breakdown data provided by Aurora Energy, its
operating costs attributable to debt collection have also been low over the same period.”® This
appears to be a misinterpretation of Aurora Energy’s costs. The low operating costs
referenced are in relation to non-labour debt collection expenses, and these costs are low for
all non-big 3 retailers across the NEM?®. Aurora Energy’s approach to servicing the Tasmanian
customer base does not include the selling of debt to external collection agencies, but rather
assisting customers with managing arrears through payment support services and its Your
Energy Support (YES) hardship program. As such, cost associated with bad debt collection is
classified under ‘CTS Labour’ in the ACCC reporting as opposed to the ‘Debt Collection’
operating costs category which Aurora Energy believes the Regulator is referencing in his
comment. Further, Aurora Energy has had to invest more in credit collection and hardship
resources since the FY24 year that the CTS Model is based on to achieve the relatively low bad
debt expenses when compared to the rest of the NEM.

4.1.1.2 National regulatory costs

In its Draft Determination, the Regulator considered that “benchmarking against a five-year
average is inconsistent with Aurora Energy’s choice to benchmark against the three-year
average for other costs such as bad debt expenses.”’° Aurora Energy contends that a longer
average is more appropriate because large regulatory programs of work are more intermittent
than items such as bad debt that are a consistent material cost each year. However, Aurora
Energy accepts the Regulator’s decision under the anticipation that this methodology will be
applied consistently in the next determination period and therefore account for the
heightened costs that Aurora Energy is currently experiencing in 2024-25 from the Consumer
Data Rights project.

Aurora Energy also welcomes the ability to recover large regulatory costs via the Ay
component of the Notional Maximum Revenue (NMR) calculation. However, it seeks
clarification of what is the Regulator’s view of a “material change in costs”*! is in dollar terms
to ensure alignment through annual price resets.

8 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.21

® Appendix C - Supplementary spreadsheet tables C11.19b, ACCC Inquiry into the National Electricity
Market — December 2024

10 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.41

11 Regulation 8 of the Electricity Supply Industry (Pricing and Related Matters) Regulations 2023
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4.1.1.3 Review of CTS Model cost allocations

Aurora Energy notes that a Cost Allocation Manual (CAM) was provided to the Regulator along
with the CTS model, yet, in the Draft Determination, the Regulator makes a number of changes
to the CTS Model cost allocation drivers that do not align to actual practice of retail electricity
businesses. It is Aurora Energy’s understanding that the specific manner in which it allocates
resources and costs across business units is not subject to the Determination process. Aurora
Energy notes that the CTS model methodology it has applied in the 2025 Determination
process is broadly consistent with what was provided to the Regulator as part of the 2022
Price Determination, and the changes made by the Regulator in the Draft Determination this
time are inconsistent with the methodology accepted by the Regulator as part of the previous
determination.

In the absence of full clarity for the reasons taken by the Regulator in not adopting the actual
practice of Aurora Energy, Aurora Energy considers it is necessary to address these
assumptions to ensure integrity of the CTS Model is maintained not just for the 2025
Determination but future determinations. It also ensures there is no misunderstanding when
reporting profitability of all of Aurora Energy’s customer segments to its Board and
Shareholders, because the changes the Regulator has suggested reallocates significant costs
between segments and implies that Aurora Energy should consider exiting retailing to C&I and
Major Industrial customers, when this is not the case.

Aurora Energy will provide the CTS Model back to the Regulator’s office as part of this process,
but high-level explanations have been provided below outlining the key reasons why the cost
driver adjustments made for several departments/areas are incorrect:

e Payments & Revenue —the Regulator’s allocation based on revenue is disputed. The
purpose of this function is to manage payments from customers and the provision of
customer payment concessions. Payment channel analysis conducted by Aurora Energy
illustrates that C&I and Major Industrial customers pay less frequently than small
customers and select lower cost channels including Bpay, Direct Debit and EFT versus
higher cost channels selected by small customers including the most expensive channel,
Australia Post. Recent analysis relating to FY24 illustrates that ~97 per cent of payment
channel costs incurred are related to regulated customers. Furthermore, considerable
labour time was expended by the Payments & Revenue team to execute government
rebate schemes, incentives and refunds that relate almost entirely to small customers.

e Finance & Commercial Analysis —The Regulator’s allocation based on revenue is
disputed. This function manages Corporate Finance, with its two core areas of focus being
management accounting and regulated pricing. The flaw in using revenue as a cost
allocation driver is best exemplified by major industrial customers. Major industrial
customers make up 13 per cent of Aurora Energy’s revenue but from a budgeting and
accounting perspective their arrangements are extremely straight forward as Aurora
Energy simply acts as a pass-through agent on long term contracts between the four
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customers and Hydro Tasmania. Contrast this to the small customer base, which has
accounting complexities associated with margin impacts from tariff imbalances, basic
meter profiling and accruals, transitioning meter fleets, changing discounts and rebates
and extreme levels of collective interval data. Furthermore, as this function has dedicated
resources specifically for regulated pricing activities, this portion of the department bears
no costs at all in relation to non-regulated segments.

e Revenue & Credit — The Regulator’s allocation based on Billing team Full Time Equivalent
(FTE) effort is disputed. Whilst billing labour represents 24 per cent of Revenue & Credit’s
total labour costs, only a small portion relates to billing non-regulated customers. Further,
the remainder of FTE effort in this department is expended on customer metering, credit
collection and Aurora Energy’s YES hardship program. The purpose of the cost driver
relating to Billing Team FTE Effort is to specifically allocate costs incurred to issue bills
which is a service provided externally and managed in a separate
department. Furthermore, in regard to the remaining FTE effort in Revenue & Credit,
recent analysis shows that at Jun-24, 97 per cent of Aurora Energy’s bad and doubtful
debts related to its regulated customers, plus Aurora’s YES program almost entirely relates
to residential customers.

4.1.1.4 Capitalisation of cloud-based billing system

In the Draft Determination, the Regulator has removed $2.7M in relation to “Capitalising the
design and delivery costs relating to the implementation of the new cloud-based billing
system.”!? Aurora Energy maintains that its implementation costs in relation any cloud or
Software as a Service (SaaS) arrangements are excluded from the CTS Model in line with the
Regulator’s expectations. This adjustment by the Regulator includes two items and Aurora
Energy contends both should be added back to the regulated cost base:

1 The unutilised portion of labour for Aurora’s Design and Delivery team — Resources in
this team complete timesheets to recharge costs to projects (these recharged costs are
clearly removed from the CTS Model in line with the Regulator’s direction that they
should be covered by Retail Margin). The non-recharged labour relates to BAU tasks that
have never been considered capital in nature prior to SaaS and cloud arrangements. This
may include new release management, incident response and discovery phase
investigations.

2 The ongoing costs in relation to the Consumer Data Rights project — In its Draft
Determination the Regulator states that “The Regulator has also accepted Aurora Energy
adding its forecast costs associated with the introduction of the Consumer Data Rights
framework, which is a regulatory requirement from the ACCC”'3 but inadvertently
removes these costs as part of this adjustment.

12 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.47
13 |bid, p.44
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3.1.2 Benchmarking

Aurora Energy’s actual costs to serve the regulated customer base based on bottom-up
modelling is $213.69 per customer (FY24S). Aurora Energy continues to seek the benchmark
of $196 per customer (FY24S), accepting an efficiency reduction of 8.2 per cent against actual
costs.

In its Draft Determination, the Regulator considers “based on market share, market power and
regulatory frameworks, the most appropriate benchmark for Aurora Energy’s retail costs is
ActewAGL"**. Aurora Energy has observed that the methodology for calculating the ActewAGL
Retail Operating Cost (ROC) allowance was weighting retail decisions across NEM regions and
comparing this to retailer costs in the Australian Capital Territory (ACT). Since this exercise
was done as part of the ICRC's Retail Electricity Price Investigation 2024-27 in May 2024,
another round of retail decisions is now currently in draft or due to be released prior to the
finalisation of the Aurora’s CTS allowance. By benchmarking Aurora Energy against the fixed
ICRC allowance determined 12 months ago (based on observable data even older), rather than
the underlying methodology for determining that allowance, the Regulator is creating a non-
contemporary outcome that fails to reflect the most up-to-date market data.

To demonstrate the potential shortfalls of this approach, the Regulator is encouraged to
review the AER’s DMO7 draft decision released 13 March 2025, which sees retail cost
allowances increasing between 20.3 and 40.7 per cent for residential and small business
customers®. This is represented in Table 3.4 below, which attempts to update the
methodology used by the ICRC in 2024 to determine the appropriate benchmark for
ActewAGL. Table 3.4 indicates that had the same methodology been applied at today’s date,
it would have also resulted calculating a materially higher ROC allowance benchmark, more
closely aligned with the recent AER’s DMO7. As a result, Aurora Energy contends that the fixed
ICRC benchmark is no longer current as that decision fails to reflect the latest available retailer
costs when benchmarking and compares that benchmark to out of date actual ACT retailer
costs instead of current Tasmanian costs. Should the Regulator wish to benchmark Aurora
Energy against ActewAGL, it should do so with reference to the methodology applied by the
ICRC, not a fixed allowance based on out-of-date retailer cost data from as far back as 2023.

Table 3.4: Comparison of ICRC benchmark methodology at different points in time

Source Retail Operating Costs, 2023-24$
ICRC Decision (May 2024) Latest Benchmarks (Mar 25)
NSW DMO (AER) 174.3 218.6
South Australia DMO (AER) 170.6 216.8
Queensland DMO (AER) 163.4 223.4
Victoria VDO (ESC) 175.9 181.0
Weighted average (customer numbers) 172.7 208.6

14 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.49
15 Default Market Offer Prices — Draft determination 13 March 2024, p.76-77
8 FINAL REPORT: Retail electricity price investigation 2024-27, May 2024, p.42
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The Retail Operating Costs (ROC) in the draft DMO7 decision is based on the ACCC’s Inquiry
into the National Electricity Market: December 2024 Report, which was released between
Aurora Energy’s Preliminary Submission and the Regulator’s Draft Determination. When
seeking a benchmark of $196 per customer (FY24S) in its Preliminary Submission to the
Regulator, Aurora Energy cited the non-big 3 ROC as reported in the previous year’s ACCC
inquiry. With the release of the most recent report, it clearly demonstrates that retailers are
further burdened with costs as the average ROC for a non-big 3 retailer is now $223 per
customer (FY24S). Furthermore, following analysis into the DMO7 draft decision, Aurora notes
that bad debt expense is not included in the ACCC’s aggregation of ROC, despite being a
component of Aurora’s CTS allowance. When adjusting for this it adds a further $41 per
customer (FY24S) to the benchmark in FY24, demonstrating the magnitude and growth of
costs being experienced by retailers.

Figure 3.2: Retail Operating Costs per customer for non-big 3 retailers, plus bad debt (FY24$)

Combined ROC per Customer plus Bad Debt (Non-big 3 FY24S)
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Source: ACCC, Appendix C Supplementary Tables C11.19a, C11.21a and C11, Inquiry into the National Electricity
Market: December 2024 Report, December 2024

As mentioned in Aurora Energy’s Preliminary Submission:

“Recent increases in retail operating costs are not surprising, as retailers face continuous
regulatory programs of work that drive higher ongoing support fees and costs to manage the
increased data and cyber-security requirements that result from the imposed changes. Aurora
Energy seeks to reduce costs where possible, but this is often balanced with onerous and
unavoidable regulatory costs and achieving acceptable standards in relation to data handling
and cyber-security.”

The ACCC’s data supports this statement, showing ‘Customer Service and IT’ costs are the
fastest growing CTS category outside of bad debt with annual growth between 11-13 per cent
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per annum over the past two years?’. Regulatory rule changes such as Power of Choice (which
facilitated the use of advanced meters that resulted in quarterly read data increasing from
one interval to 4,368 intervals) and Five-Minute Settlements (which increased settlement
periods from 48 per day to 288 per day) have resulted in exponential growth in data and
associated data handling and cybersecurity. Benefits for these rule changes are often realised
at other points of the energy supply chain —i.e. Five-Minute Settlements facilitate increased
participation for fast start generation assets like batteries in the wholesale electricity market
—whilst a stand-alone retailer like Aurora Energy incurs the costs associated with these market
reforms.

Aurora Energy notes the Regulator’'s comments in relation to the Costs to Acquire and Retain
Customers (CARC) are at odds with his own price investigation in the ACT. In the ICRC report,
the Regulator noted when discussing allocation of costs between CTS and CARC that “Frontier
found that while the general descriptions of the categories are quite similar across retailers
and regulators, there remains uncertainty as to how specific cost elements are treated,
particularly common costs. There are different approaches to defining and setting an
allowance for CARC.”*® The Regulator then acknowledges the difficulties with comparing
components of retail operating costs (i.e. CTS and CARC) and proposes using an aggregated
benchmark and cross-checking that benchmark with actual retailer costs for the region?.

In relation to CARC, Aurora Energy notes the following:

e |t agrees that the allocation of costs between CTS and CARC is not a standard or
audited cost allocation methodology and attempting to compare different retailers at
this level is difficult.

e [t also contends that in a market that is experiencing growth in competition like
Tasmania, the Regulator’s consideration of Aurora’s CARC for FY24%° is not reflective
of what CARC will be for the future determination period from FY26 to FY28.

e The Regulator has an obligation to encourage competition within the Tasmanian
market and CARC is the mechanism to allow retailers enough allowance to compete.
Whilst the minimum CARC required to achieve this may be lower than CARCs
witnessed in more competitive jurisdictions, Aurora Energy contends that other local
factors that increase Aurora Energy’s costs from a benchmarking perspective, such as
bad debt and economies of scale and scope mentioned below, more than balance the
difference.

17 Appendix C - Supplementary spreadsheet tables C11.19b, ACCC Inquiry into the National Electricity
Market — December 2024

8 |CRC Retail Electricity Price Investigation 2024-27 — May 2024, p.41
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20 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.48

Aurora Energy Submission to 2025 Regulated Retail Electricity Pricing Investigation - Draft Report 28



The key local factors that increase Aurora Energy’s operating costs relative to other

jurisdictions are:

Bad Debt Expense — Tasmania’s socio-economic status is considerably lower than that
of the ACT, and as a result, customer propensity to pay is much less. When adjusting
Aurora Energy’s CTS model for only bad debt write offs in the draft decision, the
Regulator implied that Aurora Energy’s bad debt costs were approximately $13 per
customer per annum. Whilst the ACT-specific costs are not reported on, national
averages have annual bad debt costs between $35-539 per customer per annum for
residential customers and between $56-$70 per customer per annum for small
business customers??.

Figure 3.3 below shows the disparity between the ACT, which is entirely classed as the
most advantaged region in Australia, and Tasmania, in which four of the five regions
range from least advantaged to mid. Further, Tasmania has the highest electricity bills
in the country despite having the lowest, or among the lowest, Standing Offer prices
in the NEM?Z2. This is driven by a combination of the colder climate and limited
availability of alternate fuel sources like household gas. Aurora Energy’s bad debt
burden is far greater than other regions, with it bearing the cost for any non-recovery
of the higher magnitude of pass-through costs in the supply chain. The costs of bad
debt can present directly as a bad debt expense, or indirectly through increased labour
to manage debt effectively through Credit and Hardship teams and programmes.
Aurora does not sell customer debt, but rather works with customers closely to
establish tailored support and payment plans that result in improved debt recovery
despite the lower socio-economic status of the State.

Economies of Scale and Scope — The Regulator acknowledges that economies of scale
may be available to ActewAGL, being a joint venture with a big 3 retailer. In its
Preliminary Submission, Aurora Energy demonstrated that it was in the smaller half of
non-big 3 retailers, and unlike many large non-big 3’s it is not vertically integrated
allowing for economies of scope across a broader range of business segments.

21 ACCC, Appendix C Supplementary Tables C11.24 and C11.27, Inquiry into the National Electricity
Market: December 2024 Report, December 2024
22 Comparison of Electricity and Gas Prices Available to Small Customers in Australia, December 2024
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Figure 3.3: Index of Relative Socio-economic Advantage and Disadvantage — Australian
Bureau of Statistics
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Consistent with the Regulator’s approach in the ACT, Aurora Energy contends that a sound
approach to setting the CTS Allowance is to take available regulatory benchmarks and
compare these to the observable retailer’s costs for the region, which have been provided by
Aurora Energy at $213.69 per customer (FY24$). With the ICRC ruling now out of date as
demonstrated in Table 3.4 above, Aurora Energy considers the below benchmark range in
Figure 3.4 appropriate and continues to seek $196 per customer (FY24S$) to demonstrate
upfront efficiency gains against both Aurora Energy’s costs and costs currently being incurred
by non-big 3 retailers in the NEM. The $196 per customer (FY24S) is equal to the FY23 ROC
per customer for non-big 3 retailers in the NEM and excludes the additional $34 of bad debt
cost despite this being a recognised component of Aurora’s cost to serve.
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Figure 3.4 - Latest available Retail Operating Cost (ROC) latest benchmarks (FY24$)
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3.1.3 Efficiency Factor

Aurora Energy agrees with the Regulator’s draft decision to remove the efficiency factor,
consistent with regulatory approaches in other jurisdictions. As demonstrated in Figure 3.4,
all evidence points to retailer costs increasing for the reasons outlined in section 3.1.2 and
Aurora Energy has essentially taken an efficiency reduction of 8.2 per cent against actual costs
when seeking a CTS of $196 per customer (FY245S).

3.2 RECOMMENDED CTS
Aurora Energy proposes:

e Consistent with the approach by the ICRC, the Regulator considers current benchmarks
and compares to Aurora’s costs to determine the CTS allowance.

e The appropriate benchmark range for the CTS allowance, based on the latest available
data, is $181 to $264 per customer (FY245S).

e ACTS Allowance of $196 per customer (FY24S), which is below the $264 per customer
(FY24S) benchmark for non-big 3 retailers based on ACCC reporting and the $213.69
per customer (FY24S) actual costs Aurora incurs.

® Consistent with regulatory approaches in other jurisdictions and the Regulator’s draft
decision, no efficiency factor should be applied.
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4 RETAIL MARGIN

Key messages:

e Aurora Energy accepts the decision by the Regulator to adopt an Expected Returns
approach to Retail Margin, which sets a fixed and variable component to the Retail
Margin.

¢ In the Draft Determination, the Regulator has maintained a Retail Margin percentage
of 5.25 per cent based on an arbitrary calculation of two unrelated reference points
from the 2022 Determination.

e Aurora Energy is seeking the Retail Margin benchmark of 5.5 per cent, consistent
with the ICRC decision based on the mid-point between Frontier Economics’ range
under an Expected Returns approach of 4.8 per cent to 6.3 per cent.

o When setting the fixed portion of the Retail Margin, a three-year average should be
used (consistent with the Regulator’s application for project costs and bad debt in the
CTS Allowance) to avoid dilution of the Retail Margin too far below the benchmark
the Regulator has deemed appropriate.

4.1 EVALUATION OF REGULATOR’S FINDINGS ON RETAIL MARGIN

4.1.1 Benchmarking

In the Draft Determination, the Regulator concludes that “on balance, the Regulator’s draft
conclusion is that Aurora Energy’s risks are, on average, not significantly different from risks
faced by other retailers across Australia.”??

Aurora Energy notes that despite this conclusion, the Regulator set Aurora Energy’s retail
margin below all other observable benchmarks in Australia at the time of the draft decision.
Since this decision, the draft Victorian Default Offer (VDO) and Default Market Offer (DMO)
draft decisions have been released, with retail margins set at 5 per cent and 6 per cent for
residential customers respectively. As noted by in its Preliminary Submission, when the DMO
retail margin is weighted across its residential and small business customer numbers it results
in an equivalent retail margin of 6.54 per cent.

Aurora Energy continues to seek a reasonable retail margin of 5.5 per cent, being at the lower
end of the observable national range of 5.0 per cent to 6.54 per cent when including these
recent draft decisions.

23 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.65
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Aurora Energy notes that the Regulator’s decision to set the retail margin at 5.25 per cent in
the 2022 Determination was an arbitrary calculation of the mid-point between the 2016
Determination margin of 5.7 per cent and the minimum 4.8 per cent margin required, as
estimated by Frontier Economics at the time?%. This is a skewed view that combines two
unrelated reference points and is not consistent with the sounder approach the Regulator
took in the ACT when setting the Retail Margin for ActewAGL at 5.5 per cent. The ICRC decision
was based on work done by Frontier Economics in relation to the Expected Returns Approach
(which the Regulator has accepted for Aurora Energy in the Draft Determination) that
determined the appropriate retail margin range is between 4.7 per cent and 6.3 per cent. The
ICRC took the mid-point of this range, supported by further work by Frontier that showed
actual regulatory allowances are typically between 5 to 6 per cent, to set the 5.5 per cent retail
margin in the ACT?.

No regulatory decision, final or draft, since Aurora Energy’s last determination has fallen
outside of Frontier’s range for residential customers. Therefore, Aurora Energy contends that
the Regulator’s approach used in the ICRC determination is the appropriate benchmark and
can see no justification for why the Regulator would choose to adopt inconsistent logic across
the two separate jurisdictions.

4.1.2 Retail Margin methodology

In its 2022 Determination, the Regulator determined that the appropriate retail margin
benchmark was 5.25 per cent before diluting that benchmark to as low as 4.8 per cent by
averaging low-cost years to convert the margin to a fixed dollar per customer amount. Whilst
Aurora Energy welcomes the decision to move to a hybrid ‘Expected Returns’ approach that
fixes 50 per cent of the margin and leaves the remaining 50 per cent as a percentage of costs,
it notes that the Regulator has been inconsistent between determination periods with the
averaging approach for the fixed cost portion.

In the 2022 Determination, the Regulator converted the determined benchmark to an
allowance per customer by taking the most recent two years prior to the determination period
starting. The Regulator gave no justification for why two years was the considered appropriate
averaging period at the time. In the 2025 Draft Determination, the Regulator has now changed
the approach and opted for a five-year average to set the fixed portion of the retail margin.
Again, the Regulator has provided no justification for why the approach is appropriate and
why it differs from the prior Determination. Aurora Energy notes that the Regulator has now
included the same two low-cost years, being 2020-21 and 2021-22, in the averaging approach
across two determination periods, in effect diluting Aurora Energy’s margin below the
benchmark deemed appropriate before the 2025 Determination period even begins.

24 2022 Electricity Standing Offer Price Investigation — Draft Report, February 2022, p.46
25 |CRC Retail Electricity Price Investigation 2024-27 — May 2024, p.45
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Aurora Energy proposes the fixed portion of the retail margin be set based on a three-year
average, consistent with the Regulator’s proposed approach in relation to bad debt and
regulatory project costs in the CTS allowance. Consistency within the determination is good
economic practice, provides trust and transparency of process, and, provides a clear approach
to be applied for future determinations. Three years provides a balance between
incorporating a long enough period for Wholesale cost cycles but maintaining a contemporary
view for items like Network and Metering costs.

With the recent determination by the AER, network costs will continue to increase over Aurora
Energy’s 2025 Determination period. Fixing a portion of the retail margin, in conjunction with
averaging in low-cost years for the conversion, will result in a compounding dilution of Aurora
Energy’s retail margin return below what the Regulator has deemed to be an appropriate
percentage.

4.2 RECOMMENDED RETAIL MARGIN
Aurora Energy proposes:

e The Regulator apply the Retail Margin benchmark of 5.5 per cent, being consistent with
the ICRC decision based on the mid-point between Frontier Economics’ range under
an Expected Returns approach of 4.7 per cent to 6.3 per cent.

e When setting the fixed portion of the Retail Margin, a three-year average is used
consistent with the Regulator’s application for project costs and bad debt in the CTS
Allowance.
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5 REGULATED TARIFF STRATEGY

Key messages:

e Aurora Energy accepts the Regulator’s proposal for a 3 per cent side constraint on its
tariff rebalancing for each period of the 2025 Determination.

e Aurora Energy proposes that this be evaluated against the three middle quintiles of
the Regulator’s Typical Customer Methodology which are the standard reporting
measure, also noting measuring against the outside quintiles would render tariff
rebalancing impossible.

e In support of this approach, Aurora Energy will conduct a review of customer profiles
in the ‘Very Low’ and ‘Very High’ categories, particularly in Tariff 22, to ensure these
customers are assigned to the correct tariff.

e Aurora Energy accepts the Regulator’s request to introduce a regulated flat rate tariff
and proposes to introduce this for the commencement of Period 2 noting it is
committed to continuing to offer its flat rate market offer ahead of this change.

e As is the current process, Aurora Energy accepts the Regulator’s proposal that
requests for tariffs to be made obsolete or abolished be submitted for approval.

Aurora Energy is required to submit a Draft Regulated Tariff Strategy (Draft Tariff Strategy) as
part of the 2025 Determination price investigation process. The Draft Tariff Strategy included
a range of detail and key proposals for managing tariffs across the life of the 2025
Determination.

Aurora Energy submitted its Draft Tariff Strategy on 6 December 2024 and this is available for
review on the Regulator’s website.?®

In reviewing the Draft Tariff Strategy as part of his Draft Determination Report, the Regulator
specifically called out three focus areas:

e Tarif rebalancing
e Flat rate regulated tariff
e Obsolete and abolished tariffs

Aurora Energy’s response to the Regulator’s findings on these three items is as follows.

26https://www.economicreqgulator.tas.gov.au/Documents/20241209%20Draft%20Requlated%20Tariff%
20Strategy.pdf
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5.1  TARIFF REBALANCING
In its Draft Tariff Strategy, Aurora Energy proposed to:

e Develop cost reflective tariffs including alignment with network tariff movements.

e Commit to tariff rebalancing with set ‘guard rails’ for the life of the 2025
Determination.

e No median typical customer bill outcome is more than 5 per cent higher than it
otherwise would be under a uniform price change

The Regulator in response has proposed to apply “a side constraint of three per cent to any
tariff rebalancing proposal made by Aurora Energy as part of its annual price proposal.”
Further that a side constraint applied equally to all typical customers is an equitable
approach.?’

Aurora Energy accepts the Regulator’s proposal for a three per cent side constraint on its tariff
rebalancing for each period of the 2025 Determination.

As demonstrated in the Draft Determination, the impacts on customers are represented
across the typical customer values of ‘low’, ‘medium’ and ‘high’. These are based on the typical
customer values as defined by the Regulator’s own Typical Customer Methodology.?® This is
the standard representation that is shown in the annual Retail Price Proposal submitted by
Aurora Energy and reflected by the Regulator in associated publications such as media
releases.

It is noted that the Typical Customer Methodology extends to five quintiles with outer metrics
of ‘very low’ and ‘very high’ available for the main tariff combinations of Tariffs 31 and 41 as
well as Tariff 22. These outer quintiles contain statistically abnormal values for customer
usage. As such, Aurora Energy proposes its tariff rebalancing actions continue to be evaluated
against the three middle quintiles of the Regulator’s Typical Customer Methodology which are
the standard reporting measure, noting measuring against the outside quintiles would render
tariff rebalancing impossible.

In support of this approach, Aurora Energy will conduct a review of customer profiles in the
‘very low’ and ‘very high’ categories, particularly in Tariff 22, to ensure these customers are
assigned to the correct tariff. Aurora Energy commits to completing this review by October
2025 with a set of recommendations submitted to the Regulator for review in November 2025.

Aurora Energy also recommends the Regulator reviews and updates the Typical Customer
Methodology, not only for the major tariff combinations but to reassess it against tariffs with
increasing volumes of customers, such as Tariff 93 Time of Use. For example, it appears

27 2025 Regulated Retail Electricity Pricing Investigation — Draft Report, p.27
28 Tasmanian Economic Regulator, Typical Electricity Customers in Tasmania - 2022
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erroneous that Tariff 22 is assessed across five typical categories and holds 20,000 customers
whilst Tariff 93 has 60,000 customers and is only assessed at only a single level.

In terms of time periods for rebalancing, it is important to note that whilst pass-through costs
are outside of its control, Aurora Energy cannot recover any more margin from its customers
than the Regulator allows. Therefore, any increases to one tariff will always be equally offset
by decreases to other tariffs in real terms as Aurora Energy moves towards a balanced tariff
suite.

5.2 FLAT RATE REGULATED TARIFF

Aurora Energy accepts the Regulator’s request to introduce a regulated flat rate tariff and
proposes to introduce this for the commencement of Period 2 noting it is committed to
continually offering its existing flat rate market offer until 1 July 2026.

Aurora Energy maintains that it is already meeting the goal of providing customers with choice
in retail tariffs with the offer of its flat rate market retail contract. This was done as a positive
and proactive response to stakeholder feedback, all undertaken without the need for
regulatory intervention. Aurora Energy is entirely committed to providing customers choice
of retail products. Aurora Energy also notes the Australian Energy Market Commission’s Rule
Change process that now allows jurisdictions to require retailers to provide a flat rate tariff as
part of its standing offer tariffs.29 Aurora Energy notes its voluntary decision to offer a flat
rate market offer is likely to have influenced the AEMC decision, however, Aurora Energy
disagrees with the AEMC assessment that under the scenario of tariff misalignment that
retailers are not uniformly worse-off.3°

However, a consistent point of feedback has been the desire to see a single rate, flat rate tariff
form part of the Regulated tariff schedule with this suggested by multiple stakeholders.
Accordingly, Aurora Energy accepts the Regulator’s decision to require Aurora Energy to
prepare for approval a regulated flat rate tariff for small customers.

Typically, the preparation of new tariffs requires an extended period of time to prepare with
various financial, information systems, marketing and legal requirements to be resolved. With
only one month before the Final Determination and the submission of the Annual Retail Price
Proposal there is not enough time to prepare the new regulated flat rate product. Aurora
Energy accepts the Regulator’s request to introduce a regulated flat rate tariff and proposes
to introduce this for the commencement of Period 2 noting it is committed to offering its
existing flat rate market offer.

29 https://lwww.aemc.gov.au/rule-changes/accelerating-smart-meter-deployment
30https://www.aemc.gov.au/sites/default/files/2024-08/directions_paper -
erc0378 accelerating smart _meter deployment - ner _and nerr.pdf p.11
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5.3 OBSOLETE AND ABOLISHED TARIFFS
In its Draft Tariff Strategy, Aurora Energy proposed to:

e Retain the ability to reflect network tariff movements to make tariffs obsolete and
abolished.

Aurora Energy accepts the Regulator’s proposal that requests for tariffs to be made obsolete
or abolished be submitted for approval.

Aurora Energy notes this has been its practice with the Retail Price Proposal providing the tool
for submission of proposals for tariffs to be made obsolete or abolished. For critical regulated
tariffs, such as Tariff 31 and 41, the proposal to grandfather these tariffs was supported by
stakeholder engagement and communications across March to July 2024.
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6 OTHER COMPONENT DECSIONS

Key messages:

e Aurora Energy maintains that costs related to services such as Basslink should be
appropriately recovered from all electricity customers in Tasmanian retail prices, if
these are designated to be a regulated cost.

e Aurora Energy disputes the Regulator’s decision to make a provision in the NMR in
calculation specifically for Basslink as national frameworks and regulatory tests are
applied to determine whether network regulation is efficient and prudent.

e Aurora Energy accepts the Regulator’s decision to set the Late Payment Fee at $9. To
avoid any future confusion, the Late Payment Fee should increase by CPI annually, as
do other components of retail prices.

e Aurora Energy will commit to investigating the issues associated with time of use
tariffs and daylight savings affecting time periods in the lead up to September 2025.

e Aurora Energy accepts the proposed submission date for Preliminary Submission
under the subsequent Determination noting there is the need for flexibility given
multi-year extensions applied to previous regulatory determinations.

6.1 BASSLINK METHODOLOGY

Aurora Energy maintains that costs related to services such as Basslink should be appropriately
recovered from all electricity customers in Tasmanian retail prices, if these are assigned to be
a regulated cost.

At the time of drafting, the Basslink proposal from APA for it to become a regulated link has
not been endorsed by the AER. This has in one context, resolved the Regulator’s initial
considerations of whether costs associated with Basslink could be passed through to retail
customers noting that the AER is yet to finalise its decision. Consequently, the Regulator has
made no allowance in Network costs for Basslink costs.

However, to provide flexibility, the Regulator intends adding a separate interconnector
network cost component to the Notional Maximum Revenue calculation to cater for the
possibility that the Australian Energy Regulator decides to regulate Basslink. Aurora Energy
disputes the Regulator’s decision to make a provision in the NMR in calculation specifically for
Basslink. Transmission network economic price regulation is highly prescribed and is delivered
by the Australian Energy Regulator under the National Electricity Laws and Rules with a range
of tests and structures employed to ensure these are efficient and prudent costs. Further,
regulation is in place to ensure costs associated with regulated assets such as Basslink flow
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though Co-ordinating Network Service Providers (CNSPs), such as TasNetworks, and are
appropriately assigned to authorised retailers operating in Tasmania.

In the event that the Regulator determined Basslink costs were not reasonable and the
Basslink network component was set at a negative value, not only would Aurora Energy be
highly impacted financially, as outlined in its Preliminary Submission, other retailers would
potentially be disadvantaged with network charges flowing through to them in full whilst they
priced their offers most likely in reference to the regulated tariff schedule.

Aurora Energy disagrees with the Regulator’s view that its findings are not a precedent for
pass through cost of Marinus Link. To date, the Regulator has not taken any previous decisions
in this or other processes regarding pass through costs for interconnectors. Hence, as the sole
reference point it is difficult to agree that the 2025 Determination findings on Basslink would
not in some way influence the current regulator, future regulators or regulators in other
jurisdictions. With minimal reference points for what is a distinct pass through cost, the
decisions taken on Basslink are a clear indicator for how Marinus Link charges may be
recovered.

6.2 LATE PAYMENT FEE

Aurora Energy notes the Regulator’s decision to approve an increase in Aurora Energy’s late
payment fee from $5 to $9. This is in contrast to the requested uplift to $12 that was based
on a benchmarking exercise against other energy and utility providers. Aurora Energy accepts
the Regulator’s decision.

Noting the Regulator’s approach of using inflation to reset the late payment fee, Aurora
Energy requests that as is applied to other NMR components, that inflation be applied to the
Aurora Energy late payment fee for each period of the 2025 Determination.

6.3 REVIEW OF DAYLIGHT SAVINGS TIME PERIODS

In the Draft Determination, the Regulator raises the question on why time of use tariff peak
and off-peak periods are adjusted during daylight savings, i.e. why does the peak period move
from 7am to 10am during Australian Eastern Standard Time (AEST) to 8am to 11am during
Australian Eastern Daylight Time (AEDT). Specifically, customers have asked the Regulator why
peak and off-peak periods require adjustment during AEDT. In response, Aurora Energy will
investigate this issue further and report to the Regulator with findings and a proposed
solution, including implementation timeframes, by 26 September 2025.

6.4 PRELIMINARY SUBMISSION TIMEFRAME

Aurora Energy notes the Regulator has indicated both a set timeframe for the commencement
of the next regulatory determination as well as the date on which Aurora Energy will be
expected to submit its ‘Preliminary Submission’ (15 October 2027).
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There is the need for some flexibility in setting dates for commencement or submissions given
multi-year extensions have been applied to previous regulatory determinations, such as the
2016 Determination which was extended on two separate instances.
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GLOSSARY

ACCC
AEMC
AEMO
AER
CARC
CTS
ESC
ESI Act
FRC
ICRC
NEM
NMR
Regulator
ROR
UFE
WCRI
WEP

Australian Competition and Consumer Commission
Australian Energy Market Commission

Australian Energy Market Operator

Australian Energy Regulator

Costs to Acquire and Retain Customers
Cost-To-Serve

Victorian Essential Services Commission

Electricity Supply Industry Act 1995

Full Retail Competition

Independent Competition and Regulatory Commission
National Electricity Market

Notional Maximum Revenue

Tasmanian Economic Regulator

Regulated Offer Retailer

Unaccounted for Energy

Wholesale Contract Regulatory Instrument

Wholesale Electricity Price
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