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1 Background and Regulatory Arrangements

The prices for electricity supply are mainly comprised of the electricity retailer’s costs to
purchase energy, transmission costs, distribution costs, national market charges and the
retailer’s own costs.

The amount of revenue Aurora Retail can recover from non-contestable customers for the
Financial Years 2010-13 is subject to the ‘Declared Electrical Services Pricing Determination
2010’, (Determination) made by the Tasmanian Energy Regulator.

In determining the maximum prices for tariff customers, the Energy Regulator makes an
allowance for the cost to provide services for customers, and for a retail margin. The cost to
serve reflects the efficient costs that would be incurred by a retailer in providing services to its
customers, including billing, account collection, customer enquiries and advice.

The Determination, made by the Energy Regulator includes the requirement that:

a wSGOGIFAf GFNATFTTFA INB (2 085 adz YA (pdtoRdnceli 2 (G KS

with the Tariff Customers Regulations and any relevant guidelinesA 8 8 dzSR 6& GKS wS3c

The Energy Regulator has issued a Guideline ‘Approval of Retail Tariffs in accordance with the
2010 Determination’Qwhich sets out the methodology for Aurora Retail to develop a revised
tariff strategy. This Guideline requires that Aurora Energy sets out its revised strategy for retail
tariffs before the commencement of each period of the new Determination. A summary of
the relevant parts of the Guideline is shown in Appendix 1.

Aurora published and consulted on its original Retail Tariff Strategy in March and April 2008
and published a final retail tariff strategy in May 2008.

Aurora was required to publish a draft revised Tariff Strategy before 12 November 2010 for
Period 1 [July 2010-June 2011]. This strategy was a continuation of the 2008 tariff strategy
with only minor changes to unmetered supplies [T55] and the removal of the multi-connection
discount. As required Aurora published its revised Tariff Strategy in November 2010. The
Guideline requirements for Period 2 [July 2011-June 2012] oblige Aurora to consult on the
strategy before 1 February 2011 and publish a Final Retail Pricing Strategy by 30 March 2011.

Aurora undertook consultation during February and early March 2011. This paper covers the
results of the consultation and provides the Final Revised Tariff Strategy for Period 2.

! A copy of the Guideline is available at
http://www.energyregulator.tas.gov.au/domino/otter.nsf/LookupFiles/104798 Guideline for Approval of 2010 Retail Tariffs October
2010 101116.pdf/Sfile/104798 Guideline for Approval of 2010 Retail Tariffs October 2010 101116.pdf
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2  Policy Objectives of the Final Retail Tariff Strategy

The Policy framework underlying the Final Strategy remains unchanged. For clarity, the
framework is repeated below:

e  Retail tariff prices will comply with the provisions of the Determination issued in
November 2010,

e The strategy will attempt to align (over time) the retail tariffs with the approved
network tariffs,

e The number of retail tariffs should, as far as possible, be reduced,

e The terms and conditions surrounding each retail tariff should, as far as possible, be
simplified and made less rigid, in order to make it easier for customers to choose the
most favourable tariff, or tariff combination, for them, and

e The gross margin from each tariff, or permitted combination of tariffs, should be
positive.

3 Compliance

Retail tariffs will be set so as to recover, in aggregate, no more than the Notional Maximum
Revenue permitted by the Determination.

Compliance will be demonstrated by:

a) calculating the NMR for the relevant Period in accordance with the formulae included
in the Determination; and

b) calculating the Notional Revenue that would be obtained by applying the proposed
retail prices to the loads contained in the relevant Schedules in the Determination and
demonstrating that it does not exceed the NMR.

c) These calculations will be covered in the Retail Tariff Pricing Proposals for Period 2
and Period 3.

4  Current Retail Tariffs
Retail Tariffs were increased with effect from 1* December 2010, covering the period until
30" June 2011.

The Tariffs were set under the terms of the November 2010 Pricing Determination. This
Determination applied smoothing to Aurora’s allowable retail revenue so as to reduce the
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2010 price increase. Price increases in July 2011 and July 2012 will be higher than if no
smoothing had been applied in 2010.

The overall average price change in December 2010 was 8.766%. This change was applied
equally across all components of all tariffs, except for the demand charges in Tariffs 82 to 86.
These charges are set to be equal to the first step of the equivalent network tariff. The
Network Tariff was set from 1% July 2010 for a full year and so no change was made to these
retail tariff components in December 2010.

The Draft Strategy canvassed the removal of multiple connection discounts and the obsolete
unmetered supplies tariff, Tariff 55. Both of these changes were approved by the Regulator
and so took place with effect from 1* December 2010.

Curtilage discounts continue to be offered. The rate of discount was reduced from 80% to 70%
of the Tariff 22 daily charge from 1° July 2010 and remained at 70% in December 2010.
However, the dollar value of the curtilage discount increased in December from 55.855 c/day
to 60.751c/day, in line with the increase in the Tariff 22 daily charge. The rate of discount will
fall to 60% from 1° July 2011 and to 50% from 1°* July 2012.

Table 1 Current retail tariffs (including GST)

Tariff  Daily charge Energy Step 1 Energy Step EnergyStep 3 Demand

2

c/day c/kWh c¢/kWh c/kWh S/kW or kVA pa
22 86.787 30.890 22.677
31 80.336 22.648
34 121.690 28.645 22.272 18.739
41 15.560 13.659
42 15.560 13.659
43 15.560 13.659
61 19.716 10.997
62 19.716 10.357
73 11.864
74 284.255 27.000
82 272.094 13.979 177.687
83 272.094 14.245 229.947
85 266.873 12.306 96.452
86 266.873 12.540 124.823
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Methodology for calculating retail tariffs

For Periods 2 and 3 of the 2010 Determination, the methodology for calculating the retail
tariffs includes the recoupment of the revenue deferred from Period 1 as a result of the
smoothing applied in that period. Approximately 29% of the deferred revenue will be
recouped in Period 2 and 71% in Period 3. An allowance for the cost of funding the revenue
deferral is applied in each year.

The Notional Maximum Revenue for each year is to be calculated using the formula set out in
the Section 7 of Part 2 of the Determination. The NMR calculation will include adjustments for
differences between the allowance made in the Determination for specified costs and
Aurora’s actual expense in the previous year. These adjustments are likely to be especially
significant in respect of the cost of Renewable Energy Certificates.

Having established the NMR for each year, prices are calculated by the application of price
changes which, when applied to the consumption and billing days set out in Schedule 2(c)
[Period 2] and Schedule 2(d) [Period 3] of the Determination provide aggregate revenues
which do not exceed the calculated NMR.

51 Anticipated directions, movements and outcomes for tariffs

Apart from new TOU offers for Nursing Homes and Farm Irrigation, retail tariffs will move
uniformly in line with changes to the Notational Maximum Revenue unless there is a specific
price signal for the input costs. A change in structure of Network Tariffs, due for approval
before the Retail Tariff are submitted in June 2011 could impact specific tariffs, however, at
the time of preparing this paper, no new Network price signals are anticipated.

Proposed amendments to tariffs and terms and conditions

In its Draft Tariff Strategy, Aurora proposed to remove multiple connection discounts and the
obsolete unmetered supplies tariff, Tariff 55. With approval from the Regulator, these changes
took effect from 1° December 2010.

No other changes to tariff terms and conditions are proposed apart from the following
changes to Nursing Tariff 34 and Irrigation Tariffs T73/74

6.1 Nursing Homes 7 Tariff 34

The Draft Strategy pointed out that pricing for Tariff 34 had become increasingly out of line
with the other light and power tariffs, Tariff 31 (residential) and Tariff 22 (business). Prices for
these tariffs had themselves converged over time.

The chart below shows that charges for Small Nursing Homes [the typical Tranche 5 tariff
customer size for a Nursing Home] were on average 75% of those for General Business and
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now are still only 92% of General Business costs. With the estimated price increase of 8.5% in
July 2011, an additional 8% increase for Nursing Homes so as to catch-up with General Tariffs
would be a significant impost.

Aurora regards the current pricing for Tariff 34 as unsustainable, but recognises that any rapid
move to align it with the prices of Tariff 31 and Tariff 22 would cause difficulties for existing
customers. As a result, the draft Strategy proposed to make Tariff 34 obsolete with effect from
1 July 2011 and offer from that date a time of use tariff for non-contestable Nursing Homes.

No Submissions on this issue were received during the consultation process.

Chart 1 Nursing Home prices

Nursing Homes prices compared with General
Business
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At this stage, Aurora intendeds to offer Nursing Homes a time-of-use [TOU] tariff product
during 2011-12, and to make Tariff 34 obsolete from the date the TOU alternative becomes
available. This means that, after Tariff 34 becomes obsolete, new customers will be offered
only the TOU arrangements but existing Tariff 34 customers will have a choice of remaining on
their current tariff or moving to TOU.

These customers will benefit from TOU pricing as long as they are able to align their
consumption to the lower prices time periods.

6.2 Irrigation Tariffs

Aurora indicated in the Draft Tariff Strategy that it would consult on a proposal to make the
current irrigation tariffs obsolete from 1 July 2011, and to introduce a time of use irrigation
tariff from the same date.

Aurora Energy Retail Tariff Strategy Page 7



No Submissions on this issue were received during the consultation process.

Aurora therefore intends to offer a TOU irrigation product during 2011-12, and to make the
existing irrigation tariff, Tariff 73/74, obsolete from the date that the TOU alternative is
introduced. Aurora expects that most irrigators will benefit from TOU pricing, compared with
the existing tariff. Those who currently irrigate only at night will be less likely to benefit from
TOU.

Cost allocation methodologies

The price resetting process described above does not require Aurora Retail to make any
judgements as to the allocation of costs between contestable and non-contestable customers.
The Determination sets the underlying costs for non-contestable customers.

However judgement is required for the allocation of under or over-recovery of allowable costs
in prior years, with any adjustments for such items entering the NMR calculation. The costs
allowed to be recovered are those for renewable energy certificates, AEMO fees, ancillary
services charges and taxation changes.

In this regard it is necessary to allocate actual costs between contestable and non-contestable
customers, and to compare the actual non-contestable costs with those set out in the
Determination. The other costs are directly related to energy consumption, and are therefore
allocated on the basis of relative energy use.

Fixed and Variable Charges

The balance of fixed and variable charges in retail tariffs is largely a matter of history. The
Draft Strategy stated that “Aurora expects that it will receive submissions on this issue during
the forthcoming consultation process, and will reconsider the fixed/variable balance in the
light of those submissions”.

Aurora has received and considered the Anglicare/Tascoss paper “Making Electricity
Affordable: a four point action plan”.

Analysis of the proposals in that submission to change the structure of the variable charges for
Residential customers fails to present sufficient justification for introducing the inclining block
“lifeline” tariff proposal. Accordingly, Aurora does not therefore propose to make any changes
to the balance of fixed and variable charges during Periods 2 and 3 of the 2010 Determination.
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Reform or rebalancing of retail tariffs

Aurora is not proposing to reform or rebalance tariffs in the Revised Final Tariff Strategy

Tariff assignment or re-assignment

Subject to changes in Network tariff structures and assignment, there are no changes
envisaged for Retail tariffs in the Revised Final Tariff Strategy.

Customer impacts arising from the tariff strategy

This Strategy is being prepared before the completion of the Pricing Proposal for 2011-12. It is
not therefore possible at this stage to make any general remarks regarding customer impacts.
Customer impacts will arise from the introduction of TOU offers for Nursing Homes and
irrigation customers, but, until prices are finalised after the 2011-12 Network Tariffs are
approved, detailed customer impacts cannot be assessed.

Consultation

In November 2010, Aurora Energy presented its Draft Retail Tariff Strategy to the Tasmanian
Economic Regulator (TER). The Draft Strategy is attached as Appendix 2.

An advertisement was placed in three Tasmanian newspapers on 29" January 2011
announcing a consultation process regarding the Draft Strategy and inviting submissions. The
advertisement directed interested parties to the Draft Strategy as published on Aurora’s
external website. The initial closing date for Submissions was 25" February 2011.

No Submissions had been received by the 18" February. Aurora then wrote to the ten interest
groups thought most likely to wish to respond, reminding them of the consultation and
extending the closing date for Submissions to Friday 4™ March 2011. The interest groups
written were:

o Tasmanian Chamber of Commerce & Industry
o Tasmanian Farmers & Graziers Association

. Small Business Council
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o Tasmanian Hospitality Association

J Launceston Chamber of Commerce

o Salation Army

J Tasmanian Council of Social Services

. Local Government Association of Tasmania
o St Vincent de Paul Society

. Anglicare Tasmania

The only responses received were from the Tasmanian Council of Social Services (TasCoss) and
the Tasmanian Small Business Council. TasCoss provided a copy of the Paper they had
previously prepared jointly with Anglicare, “Making Electricity Affordable: a four point action
plan”. Aurora was requested to consider the tariff proposal contained in the paper in finalising
our Tariff Strategy.

The Tasmanian Small Business Council raised the issue of the lack of justification for price
differential between Residential and Small Business customers.

The matters raised in both these Submissions have been considered in the development of the
Final Revised Tariff Strategy for Period 2 of the 2010 Determination.

Consideration of the Anglicare/TasCoSS tariff proposal

13.1 The Proposal

As suggested by its title the Anglicare/TasCoss paper contained four proposals. They were:

a. That Aurora should introduce an inclining block tariff structure, with a small quantity
of energy charged at a low rate, and constrained to increase only in line with CPI,
and the balance of consumption charged at one or more higher rates. The size of
this low priced “lifeline” block is not specified, but is equated to the “amount of
energy needed to run an average fridge, prepare a hot meal, heat and light a single
room and provide hot water for an average household”. In addition, fixed charges
should be kept low.

b. The concession structure should be changed to provide a flat rate of concession to
cover fixed charges and a variable rate of concession applied to consumption above
the “lifeline” block, and capped at some unspecified level.

c. Encourage energy efficiency in homes; and

d. Provide additional emergency relief for households “in crisis now”.
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Proposals (c) and (d) are not specific to retail tariff strategy and therefore Aurora Energy
makes no comments on these issues in this paper. Proposal (b) is also a matter for
Government rather than Aurora, but in the interest of contributing to any debate, Aurora has
modelled some possible consequences of such a concession structure compared with the
current flat rate structure.

13.2 The principle of inclining tariffs

The Anglicare/TasCoss proposal suggests that under an inclining block structure “the more
electricity a person used above a certain amount, the more they pay per kWh for the extra”.
Since current Aurora Energy residential tariffs use a single rate for consumption, it follows that
any change to that structure, either to inclining or declining structures, will result in ‘winners
and losers’.

133 30i 1 AOU 1 Fmédélling OAGS O
a) Lifeline blockusing current pension discount arrangements [Proposal 1]
e  Modelling is based on the 2009-10 consumption of a sample of 50,522 conventionally
billed households which were in receipt of a pension discount in that year. Annual costs

under the lifeline proposal were compared with annual costs at actual 2009-10 and
December 2010 prices.

e The lifeline block proposal was interpreted as meaning a lower priced block on Tariff 31
of 1,500 kWh pa. This block and all tariff fixed charges were constrained to increase
over 2009-10 prices by CPI, which is assumed to be 3%.

e  Customers using less than 9,000 kWh p.a. would have been better off if the hypothetical
“lifeline” block as modelled by Aurora had replaced actual December 2010 prices.

e  Customers using more than 9,000 kWh p.a. would have been increasingly worse off as
their consumption increases.

e  The maximum weekly saving of $1.13/week occurred at an annual consumption in the
1,500-2,000 kWh pa band. Only 8.5% of eligible pensioners would save as much as
S1/week.

e 33,400 or 66% of pensioners would see some saving.
e 17,000 or 34% of pensioners would incur an extra cost.

e  When weighted by customer numbers, the weighted average pensioner saving would
be 11 cents per week, compared with actual December 2010 prices.
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e The weighted average result for non-pensioners was a cost increase of 26 cents per
week.

b) Lifeline blockand proposed fixed/variable pension discountrrangements [Proposals 1&2]

e The proposal was interpreted as meaning a fixed discount completely offsetting the
Tariff 31 fixed rate combined with either:

0 Avariable rate of discount of 1.598 c/kWh, capped at annual consumption of 15,500
kWh (the low case); or

0 A variable rate of discount of 2.922 ¢/kWh, capped at annual consumption of 5,500
kWh (the high case).

e Under the low case, all pensioners using less than 8,500 kWh p.a. would receive fewer
dollars per annum of discount than under present discount arrangements.

e Under the high case, pensioners using less than about 5,200 kWh p.a. would receive a
lower discount.

e Conversely, higher users would receive more discount dollars than currently -
significantly more under the low case (because the higher cap).

e  Accordingly, the proposal results in a transfer of value from low users to high users.

e  Overlaying the change in the discount dollars on the change in costs resulting from the
lifeline proposal shows that:

0 Low consumption customers would be worse off compared with either actual
December 2010 prices or the lifeline block hypothetical prices and a flat rate of
discount.

0 High consumption customers would be better off.

0 Under the high case, customers using more than 10,000 kWh p.a. would be worse
off when compared with the actual December 2010 prices and discounts.

134 ! OOT OAB8 O Dfithi ¢atiff pEolpdsal

Aurora’s modelling has concentrated on answering the question “What would residential
prices in December 2010 have been if the Anglicare/TasCoss tariff proposal had been in force
and what would have been the effect on customers, compared with the prices actually
approved”. The base for the comparisons was the prices actually approved in June 2009 to
apply in the 2009-10 financial year.
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Aurora made the following assumptions in deriving hypothetical December 2010 prices:

The Notional Maximum Revenue (NMR) limit for 2010-11 was unchanged and the 2010-
11 revenue smoothing remained in force.

The “lifeline” block structure would apply to all residential customers. There would be
no cross-subsidy from business customers to residential customers i.e. any reduction in
NMR achieved as a result of applying the proposals is made up by charging higher prices
for the unaffected portion of residential consumption.

Fixed charges for all residential tariffs were limited to a CPI increase, rather than the
increase actually applied.

The lifeline block was modelled as either being 500 kWh p.a., 1000 kWh pa or 1500 kWh
pa. Further consideration suggests that annual consumption of 1500 kWh pa would be
needed to satisfy the definition of the lifeline block®. 1500 kWh pa is about 20% of the
average pensioner consumption or 15% of average non-pensioner consumption. All
further comment on the lifeline block is based on 1500 kWh pa.

The prices for this block were also constrained to a CPI only increase when compared
with 2009-10 prices.

Modelling has been applied to T31 for consistency and fairness and to ensure that the

benefit of a lifeline option was accessible by all pensioner and low income families.

e  CPl was assumed to be 3.0%.

In order to achieve the permitted smoothed NMR for 2010-11, residential tariff prices not

subject to the lifeline proposals would need to increase by 22.4% above 2009-10
compared with an actual increase of 15.3%. These price changes would be felt

residential customers, not only those likely to be clients of the welfare organisations.

and price changes used the modelling are shown in the following Tables.

Table 2 Actual December 2010 Pricémcl. GST)

prices,
by all
Prices

Tariff 31 Tariff 41 Tariff 42 Tariff 61 Tariff 62

Daily Charge (c/day) 80.336 15.560 15.560 19.716 19.716
Energy Charge (c/kWh)  22.648 13.659 13.659 10.997 10.357

’ Making electricity affordable quotes lifeline block as ¢.@the amount [electricity] needed each day to run an
average fridge, prepare a hot meal, heat and light a single room [assuming average energy efficiency] and provide

hotwaterforo I § KAy 3 F2NJ Iy F @SNIF IS K2dzaSK2f RPé
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To achieve a lifeline offer in December 2010, the following prices would have been set:

Table3 G[ ATFTStAySé 5SOSYOSNI vnamn t NAROSaA

Tariff 31 Tariff 41 Tariff 42 Tariff 61 Tariff 62

Daily Charge (c/day) 71.776 13.902 13.902 17.615 17.615
First 1500 kwWh pa (c/kWh) 20.236
Remainder (c/kWh) 24.042
All Energy (c/kWh) 14.498 14.498 11.673 10.993

As a result of the above tariff rates, customers would have experienced the following
percentage changes in prices:

Table4 [ AFSEAYSE t NARDS / KIy3aS 2SN Hnndo

Tariff 31 Tariff41 Tariff 42 Tariff 61 Tariff 62

Daily Charge 3.0% 3.0% 3.0% 3.0% 3.0%
Energy Charge (1st 1500 kwWh)  3.0%
Energy Charge Remainder 22.4% 22.4% 22.4% 22.4% 22.4%

The lifeline prices shown in Table 3 above differ from the actual tariffs by the percentages
shown below:

Table5 & A F SRride\tHuge over actual Dec 2010 prices

Tariff 31  Tariff41 Tariff 42 Tariff 61  Tariff 62

Daily Charge -10.7% -10.7% -10.7% -10.7% -10.7%
Energy Charge(1st 1500 kWh -10.6%
Energy Charge Remainder 6.1% 6.1% 6.1% 6.1% 6.1%

13.5 Impact on Customers

Customer impacts were modelled using a data set of 50,552 installations billed in the usual
manner (i.e. excluding APAYG) where the householder was in receipt of a pension discount,
and annual consumption level was at least 100kWh p.a.

Such a large dataset enables valid statistical conclusions to be reached, and observations to be
made on the percentage or number of customers experiencing various cost changes.

Cost effects were measured taking into account the standard, flat rate, pension discount of
$367.60 p.a.
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While there is an infinite number of ways to apply the proposals 1 and 2, and the paper
“Making Electricity Affordable” makes no specific recommendations, the modelling does
provide an assessment of what cost changes might arise under the welfare groups’ proposals.
No model provides benefits for everyone, there are always winners and losers. The tipping
point can be changed but the benefits for one sector [low consumption/low bills] is at the
detriment of the other sector [high consumption/high bills] regardless of income or

consumer’s affordability levels.

Customer impacts are dependent on annual consumption, so it is necessary to consider the

distribution of pensioner consumption.

13.6 Consumption Distribution of Customers

Table 6 Pensioner statistics

kWh per annum

Mean
Median
Minimum
Maximum

Count

8,085
7,333
100
77,920

50,552 customers

Table 7 Non-Pensioner statistics

kWh per annum

Mean
Median
Minimum
Maximum

Count

9,932
8,959
100
164,560
129,509 customers

Aurora Energy Retail Tariff Strategy
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The chart below shows the distribution shape of pensioner consumption:

Chart 2 Pensioner Consumption

Distribution of Pensioner Consumption
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The above chart shows that the distribution of consumption by pensioners follows a normal
pattern but with a longer tail on the high consumption side of the mean. It shows that 65% of
pensioners (32,600) consume between 4,500kWh and 10,500kWh p.a. This group uses 59% of
the total pensioner energy. A further 12% (6,500) consume less than 4,500kWh p.a. and use
5% of total energy, whilst 23% (11,300) use more than 10,500kWh p.a., using 36% of total
energy. While there are many household pension customers with high consumption, the chart
also includes a few very large consumers. These are typically accommodation homes where
Aurora has a specific individual pensioner registered as the customer at that location.

13.7 Calculation of customer impacts

Customer impacts were calculated for each of the 50,552 pensioner discount customers in the
data sample, and then aggregated into bands of 500 kWh e.g. 0-500 KWh; 500-1000 kWh etc.

a) The comparison parameters were:

e  Annual Bill in 2009-10 at 2009-10 prices and consumption (A);

e  Annual Bill at actual December 2010 prices and 2009-10 consumption (B);
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e Annual Bill at hypothetical December 2010 “lifeline” prices and 2009-10 consumption
(C).

b) Comparisons were displayed as:

e Actual costs change (B-A);
e Hypothetical cost change (C-A);

e Change arising from introduction of ‘Lifeline block” (C-B). For clarity, only this
comparison is charted below.

Cost changes were calculated after taking into account the level of the standard pensioner
discount in each period i.e. 87.31 ¢/day or $316.70 p.a. in 2009-10 and 100.6 c/day or $367.20
p.a. in December 2010. Cost changes for non-pensioners were not specifically considered
because, between 2009-10 prices and December 2010 prices, they would simply be a flat
$50.50 ($367.2-5316.7) greater than for pensioners at all levels of consumption. There would
be no difference between pensioners and non-pensioners in the change arising from the
introduction of the “lifeline block”.

The chart below shows, for varying levels of consumption, the annual difference in actual
December 2010 prices and the hypothetical “lifeline” prices, for customers on the standard
pension concession.

Chart 3 Impact of a lifeline price

Difference in cost increases over 209 prices if "Lifeline" block had been applied in December 2010 rather th
the actual prices (with Standard Pension arrangements).
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The chart shows that customers using up to around 9,000 kWh p.a. would have been better
off under the “lifeline” proposal as interpreted by Aurora. Customers using more than this
would become increasingly worse off as their consumption rises.

Consumption up to 9,000 kWh p.a. would include 65% of pensioners and 50% of non-

pensioners.

However, in considering whether it would be worthwhile to pursue the “lifeline” proposal, we
also need to consider both the magnitude of the savings and also the size of the disadvantage

to larger consumers.

The table below compares the customer savings, or extra costs arising, if the hypothetical
“lifeline bock” prices had applied. This is compared with the actual prices set in December
2010.

Table 8 Increased Savings / Increased costs

Weekly CosSaving Number of % of Number of % of Non

LINE A RSR 0@ Pensioners Pensioners Non- Pensioners
f201¢ Pensioners

>= $1 per week 4,288 8.5% 12,661 9.8%

Between $0 and $1 per 29,291 57.9% 52,482 40.5%

week

Increased Cost 16,973 33.6% 64,366 49.7%

Weighted average 11 c/week -26 c/week

saving/cost { = cost) (saving) (cost)
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Distribution of Savings arising from the Lifeline Block (Standard Pens
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13.8 Customer Impact Conclusion £ O OI1 E&£ZA1 ET Ao

Following the analysis of the lifeline block it is clear that, whilst a relatively low number of
small consumption consumers could save around $1 per week (the maximum saving is
$1.13/week in the 1500-2000 kWh/p.a. consumption band), the majority of eligible
pensioners save between SO and $1 per week and a significant number would actually face
increased costs if the “lifeline” proposal were implemented as modelled. For pensioners as a
group, the average saving would only be 11 cents/week.

For non-pensioners, the benefits are even less. Half would gain and half would lose, but
because of the larger number of customers with high consumption, the average change across
the whole group would be an additional cost of 26 cents/week.

Taking both pensioners and non-pensioners together, 98,000 would at least break even, whilst
81,000 would be worse off. But, when weighted by consumption, the average customer would
be 16 cents /week worse off under the lifeline proposal.

These conclusions are based on the continuance of the standard pension discount as a fixed
daily amount. The welfare groups proposal included a suggested change to the application of
the discount which, one assumes, was designed to alleviate the impact of the lifeline proposal
on larger consumers. This proposal is considered separately in Section 13.9.

On the basis of the distribution of customer benefits and dis-benefits, Aurora does not believe
that there is sufficient justification for introducing the inclining block “lifeline” tariff proposal.
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13.9 The proposed change to the concession arrangements

The Anglicare/Tascoss paper suggests that the current flat cents per day discount should be
replaced with a two part concession, consisting of a flat proportion sufficient to cover the
fixed charge in the tariff and a variable proportion offsetting variable energy charges for
consumption above the “lifeline” block. The suggestion is that the variable concession should
be capped, but as yet the methodology for capping is unspecified.

Such an arrangement would, for low consumption consumers, reduce the dollar amount
received as a concession payment and would, up to the cap, increase the amount received by
higher consumers.

Aurora has modelled the impact of this proposal under the following assumptions:
e Total cost to Government of the concession should be essentially unchanged;
e The fixed portion of the revised concession continues to apply only to Tariff 31

e The variable portion of the concession applies to total consumption across all tariffs
above 1500 kWh pa.

Given these assumptions the question becomes, “How should the variable rate of discount be
determined, and how should the cap be set?”

13.10 The variable concession rate

The current concession is currently 100.6 cents/day or $367.2 per annum. The Tariff 31 fixed
charge under Aurora’s modelling of the welfare groups’ “lifeline” proposal would be 71.776
cents per day ($261.98 pa). This leaves an amount of $105.21 per annum per pensioner to be
applied to the variable concession.

Clearly, to transform this amount into a variable rate requires the assumption of a level of
consumption. Aurora has examined two possibilities:

a) The average pensioner consumption of 8,085 kWh pa. Deducting from this the
“lifeline” volume of 1,500 kWh pa gives 6,585 kWh pa over which the variable
concession amount of $105.21 should be spread. This equates to a concession rate of
1.598 c/kWh (($105.21/6,585)x100). We refer to this as the “low case”

b) The lower quartile pensioner consumption of 5,100 kWh pa. After deducting the
“lifeline” block, we have 3,600 kWh pa giving a variable concession rate of 2.922
¢/kWh. We refer to this as the “high case”.
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13.11 Setting the cap on the variable concession

The level of consumption at which the variable concession cuts out depends on:

a) The rate of the variable concession in ¢/kWh; and

b) The stipulation that cost to Government should not significantly change.

Currently, concessions for the 50,522 customers in the data set used in this modelling costs
the Government $18.562M p.a. Modelling shows that, in order to maintain this cost, a
variable concession rate of 1.598 ¢/kWh ((a) above) would require a cap set at total annual
consumption of 14,500 kWh, and that a variable concession rate of 2.922 ¢/kWh ((b) above)
would need a cap set at annual consumption of 6,000kWh p.a.

The chart below clearly shows how the fixed/variable concession penalises lower consumption
customers.

Chart 4 Concession impact from proposed change
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More

This change in the amount of discount that consumers with different levels of consumption
receive can be combined with the cost impacts of the lifeline block to show how net pensioner
cost would have changed compared with the actual pensioner cost change over 2009-10. The
two following charts show the impact of the “low case” and “high case” variable rate pension.
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Chart 5 Net impact from lifeline price and concession change (low case)

Difference in cost increases over 2009 prices if "Lifeline" block had been applied in December 2010 rather thi
the actual prices (with low rate variable Pension arrangements).
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Chart 6 Net impact from lifeline prce and concession change (high case)

Difference in cost increases over 2009 prices if "Lifeline" block had been applied in December 2010 rather thi
the actual prices (with high rate variable Pension arrangements).
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Chart 5 and Chart 6 above illustrate the (pensioner) customer impact of moving to a
fixed/variable discount structure in the context of the “lifeline” block proposals. Chart 5 shows
the difference in the cost change over 2009-10 if a low variable rate of discount and a high
consumption cap is used; Chart 6 shows the impact of a higher variable rate of discount with a
lower cap.

Both charts clearly illustrate the impact of the cap, above which the variable discount is
withdrawn. In both cases the maximum saving over the actual prices comes at the level of the
cap. Customers consuming more than the cap save progressively less as their consumption
increases — in both cases savings turn into extra costs at consumption about 4,000 kWh pa
above the cap level.

Chart 5 shows that:

With variable discount rate of 1.598 ¢/kWh, capped at 14,500 kWh pa, combined with the
“lifeline” block:

0 customers using up to 7,000 kWh pa would be worse off compared with what
actually happened in December 2010.

0 Customers using between 7,000 kWh and 18,500 kWh pa would be better off
compared with actual December 2010 prices and discount arrangements.

0 Customers using more than 19,000 kWh would be worse off.
Chart 6 shows that:

With a variable discount rate of 2.922 c/kWh, capped at 6,000 kWh pa, combined with the
“lifeline” block:

0 customers using up to 3,500kWh pa would be worse off compared with what
actually happened in December 2010.

0 Customers using between 3,500kWh and 10,000 kWh pa would be better off
compared with actual December 2010 prices and discount arrangements.

0 All customers using above 10,000 kWh pa would be worse off when compared with
the actual prices and standard pension arrangements.

Aurora makes no comment on the desirability of the various outcomes illustrated above, but
observes that a change from a fixed rate of pensioner discount to a fixed/variable structure
would penalise lower users to the benefit of higher consumers.

13.12 Conclusions on the Proposal

Aurora is mindful of the fact that there are many customers experiencing difficulties arising
from the increases in living costs in recent times — electricity being only one of these
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increasing costs. Aurora has therefore devoted a great deal of time and effort to the
consideration of the TasCoss/Anglicare proposals.

Whilst sympathetic to the motives behind the proposals, we believe that they have drawbacks
which suggest that there may be more efficient and effective means of providing assistance to
the target groups.

The Aurora model is drawn from a large sample of Tasmanian customers and provides a
reliable picture of Tasmanian pensioner customer impacts. The key conclusion is however,
whatever structure of variable pricing is used; there will be winners and losers. That is, some
customers will be better off, with the maximum saving of $1.13 per week, while others will
have an uncapped price increase to pay for those savings. This is a form of cross subsidisation
from high consumers to low consumers which does not fully take into account that low
income, high consumption households are amongst the most economically disadvantaged.

In the Proposal, consumers with bills of $1000 are given as examples of those who need
assistance . This is a very high bill, and would require annual consumption of around 13,000
kWh per annum, even if the $1,000 refers to a winter quarter bill. Only 12% of pensioners
would be in this consumption bracket, but this group would gain no benefit from the “lifeline”
proposal.

If full retail competition is introduced into the residential market, artificially low prices could
be construed as anti-competitive and could mean that consumers on such low prices may not
have access to choice of supplier — new entrants to this market could not afford the cross
subsidy required in servicing ‘below cost’ paying customers.

The distribution of pensioner consumption illustrated in Chart 2 shows clearly that low income
is not always associated with low consumption. Almost 25% of pensioners in the sample use
more that 10,500 kWh per annum. For this reason alone, attacking economic disadvantage
through price mechanisms is unlikely to provide benefits to those most in need.

In terms of energy efficiency and assisting customers understand their costs, the change from
step tariffs to single price tariffs has provided customer with a much needed clarity of cost.
For example you can now calculate the actual cost to run a portable of fixed heater — an
inclining step would make it impossible to say what the true running costs are as they would
vary from customer to customer depending on their overall consumption.

Consideration of the Small Business Council Submission

14.1 Small Business and Residential pricing differences

The Tasmanian Small Business Council expressed concerns about pricing differences based on
any criteria other than volume and time of use. Their submission they said:
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& Xhat any variation, for example the difference between consumer and small business tariffs
should only be based upon any actual cost difference that may arise from usage volume or
other beneficial energy supply costs due to time of usage.

It appears to us that variations to tariffs could otherwise only occur at the expense of one
customer group to the benefit of another. We do not support such cross subsidisation at the
supply level.

It should be noted that this argument does not preclude a government to support concessional
funding for disadvantaged consumers with any such funding provided through the
governments own resources.¢

It is true that Small Businesses have historically paid more for their electricity than Residential
customers. In fact, in 1991 the Small Business energy rate was 50% higher than the Residential
rate [14.6¢ v 9.56¢]. However, that is no longer the case. Table 9 below shows that on current
rates, Small Businesses paid only a fraction more than Residential customer and that
difference will continue to reduce in line with Aurora’s tariff Pricing strategy to reflect price
signals from Network Tariff which are driving towards more reflective prices based on
“volume and time of use”.

Table 9 Compaisons of Business & Residential bills

Quarterly Bill
Daily Stepl Step2 5,000 10,000 20,000
kKWh/Qtr KWh/Qtr KWh/Qtr
Residential T31 80.336 22.648 $1,205.51 $2,337.91 $4,602.71

Small Business T2z 86.787  30.89 22.677 $1,253.89  $2,387.74 $4,655.44

Small Business premium 3.9% 2.1% 1.1%
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15 Appendix 1 TER Guideline

Extractfrom the TERGuideline

Approval of Retail Tariffs in accordance with the 2010 Determinativiersion
1, October 2010

2.3 Tariff Strategy and Pricing Proposals

@) Aurora nst:
@) submit to the Regulator, as soon as practicable, and in any case by 12 November 2010:
@) a draft revised Retail Tariff Strategy, and
(i) a Retail Tariff Pricing Proposal for the period from 1 December 2010 to 30 June 2011 (Period 1 Retail

Taiff Pricing Proposal); and

2 publish its draft revised Retail Tariff Strategy for consultation, including by inviting public submissions, by 1 Februe
2011;

3) prepare a final revised Retail Tariff Strategy that takes account of any subed ssidrsutaoéithat revised
Retail Tariff Strategy to the Regulator by 30 March 2011; and

()] submit to the Regulator, at least four (4) weeks before the commencement of period 2 and subsequent period 3 of
the Determination, a further Retail Targf PiRino p o s a | (an 6Annual Retail Tari
period.

(b) The draft and the final revised Retail Tariff Strategy must set out:

1) an explanation of the regulatory arrangements;

2) details of the retall tariff setting fralicework;

3) details on how Aurora will achieve compliance with the 2010 Determination;

4) details of the overarching revised Retail Tariff Strategy, including:

0] information on the current retail tariffs,

(i) the proposed methodology or méibas for deriving the ttetdfil price adjustments, and the
anticipated directions, moveraedteutcomes for each retail tariff,

(iii) proposed amendments to the terms and conditions for the retail tariffs including the rationale for the
change ahthe expected impact on customers,

(iv) n explanation of the proposed methodology or methodologies for allocating costs between contestable
and nowrtontestable retail tariff customers,

(V) an explanation as to how the breakdown between fixedeacldavgealhas been determined,

(vi) proposed reform or rebalancing of, or changes to, the retail tariffs and their structure during the duration
of the Determination, including the rationale for change,

(vii) details of retail tariff assignment aptbanged f@ssignment including the rationale for change,

(viii) a description of outcomes arising from the proposed strategy including a customer impact analysis that
demonstrates the impact on typical customers, and
(ix) consultation undertaken iardaeace with clause 2.4.

2.4 Consultation

Aurora is required to provide the following details as to its constétetionidégth on the development of its Retail Tariff Strategy:

(1)
)
®3)
(4)
Q)

parties with whom Aurora has consulted,;

information proettland how accessible it was;

the timeliness of the provision of the information;

the time which stakeholders were given to respond; and
how issues raised by stakeholders were taken into account.
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16 Appendix 2 7 Current Retail Tariff Strategy

Policy Objectives of the Tariff Strategy

In developing the Aurora Retail tariffs, the high level principles that govern tariff development
are unchanged from the previous Tariff Strategy developed in 2007-08 and are:

e  Retail tariff prices will comply with the provisions of the Determination issued in
November 2010,

e The strategy will attempt to align (over time) the retail tariffs with the approved
network tariffs,

e The number of retail tariffs should, as far as possible, be reduced,

e The terms and conditions surrounding each retail tariff should, as far as possible, be
simplified and made less rigid, in order to make it easier for customers to choose the
most favourable tariff, or tariff combination, for them, and

e The gross margin from each tariff, or permitted combination of tariffs, should be
positive.

Compliance

Retail tariffs will be set so as to recover, in aggregate, no more than the Notional Maximum
Revenue permitted by the Determination.

Compliance will be demonstrated by calculating:

e NMR for the relevant Period in accordance with the formulae included in the
Determination; and

e Notional Revenue that would be obtained by applying the proposed retail prices to the
loads contained in the relevant Schedules in the Determination and demonstrating that
it does not exceed the NMR.

These calculations will be covered in the Retail Tariff Pricing Proposal.
Current retail tariffs

Retail tariffs were last adjusted on 1 July 2010. This adjustment reflected increases in network
charges. The adjustment proposed for 1 December 2010 will reflect changes in other input
costs, principally energy purchase costs and renewable energy obligation costs. Details of the
Regulator’s decisions on allowable costs can be found in the Final Report at:
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http://www.energyregulator.tas.gaw/domino/otter.nsf/LookupFiles/104709 104791 Electricity Ret
ail_Price_Investigation_Final_Report_October_2010.pdf/$file/104709 104791 Electricity Retail Pri
ce_lInvestigation_Final_Report_October_2010.pdf

The average increase in retail prices on 1 July 2010 was 6% for residential tariffs and 8.1% for
business tariffs.

Actual tariff prices, including GST, are shown below:

Table 10Table 1 July 2010 Tariff Prices including GST

Tariff Daily Energy Step 1 Energy Step 2 Energy Step 3 Demand Step 1
charge
c/day c/kWh c/kWh c/kWh S/kVA or
kW/pa
22 86.787 30.890 22.677
31 80.336 22.648
34 121.690 28.645 22.272 18.739
36C 26.036
41 15.560 13.659
42 15.560 13.659
43 15.560 13.659
61 19.716 10.997
62 19.716 10.357
73 11.864
74 284.255 27.000
82 272.094 13.979 177.687
83 272.094 14.245 229.947
85 266.873 12.306 96.452
86 266.873 12.540 124.823

Methodology for calculating retail tariffs

The method of deriving the tariff prices to operate from 1 December 2010 is unusual, in that it
represents the second stage of a two stage process, and in that prices are subject to revenue
smoothing.

The first stage was the setting of prices from 1 July 2010.

The process contains the following steps:
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e A Calculate the Notional Maximum Revenue for the whole of 2010-2011 using the
formula in the Determination;

e A Calculate the amount of NMR earned between 1/7/2010 and 30/11/2010 by applying
the 1/7/2010 prices to the loads given in Schedule 2(a) of the Determination;

e A Deduct this amount from the full year NMR to give the balance of NMR to be earned
between 1/12/2010 and 30/6/2011;

e A Deduct from this balance the amount of revenue to be deferred to future years as
given in the determination — this gives the target NMR value;

e A Determine the average uniform price change that gives prices which, when applied to
the loads in Schedule 2(b) of the Determination, produce notional revenue which does
not exceed the target NMR value.

Application of this process gives an average price change from 1/12/2010 of 8.766%.
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