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Foreword

Across Australia our 40,000 members see what poverty and exclusion looks like in a
highly developed nation.

In accordance with our Rule our members "seek to be ever aware of the changes that
occur in human society and the new types of poverty that may be identified or
anticipated."

It is in this context that we are particularly concerned about the access to affordable
electricity services. There are many pressures that will see the underlying cost of
electricity rise in the near future.

The St Vincent de Paul Society is particular concerned about the rollout of smart
meters and the impacts that this technology will have on low income and
disadvantaged households.

This new metering technology has the potential to reshape both the relationship with,
and services offered by, the electricity industry. It has the potential to significantly
reallocate electricity costs within our community and the potential to reduce energy
affordability for many households. This creates many policy challenges for
governments in regards to the current electricity concession framework and broader
electricity consumer protections.

This report is the fifth and final report and it consolidates the findings of four previous
reports. It documents the potential impact of smart meters and proposes practical
solutions that will protect low income and disadvantaged households.

I would like to thank May Mauseth Johnston for her tireless work in compiling these
reports. This is precisely the kind of research that is needed if we are, as a nation,
serious about no one being left out or pushed out.

John Falzon

Chief Executive Officer

St Vincent de Paul Society,
National Council of Australia
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Introduction

This report, New Meters, New Protections — A National Report on Customer
Protections and Smart Meters, is the final of a series of five reports investigating
jurisdictional and National Energy Market (NEM) issues pertaining to customer
protections, Community Service Obligations and regulation in light of smart meter
infrastructure. This fifth and final report aims to inform the Ministerial Council on
Energy, Federal Government and regulators about smart meter related consumer
issues.  Furthermore, due to jurisdictional differences in commitment and
advancement in rolling out smart meters, as well as Community Service Obligation
arrangements, this report also includes some recommendations directed at state
governments. This report has collated the high level recommendations and advocacy
positions as they arose from consultations on the jurisdictional reports.

Previous jurisdictional reports produced as part of this project are:
I' Customer Protections and Smart Meters — Issues for Victoria (August 2009)
I' Customer Protections and Smart Meters — Issues for NSW (October 2009)
I' Customer Protections and Smart Meters — Issues for Queensland (November
2009)
I' Direct Load Control and Smart Grid — Customer issues for South Australia
(January 2010)

An extensive Background Paper discussing smart meters and associated consumer
issues more broadly was attached to the four jurisdictional reports. Throughout the
report references are made to issues outlined in this Background Paper (Background
Paper — Customer Protections and Smart Meters, August 2009).

This report also includes a number of epigraphs that are quotes from focus groups
conducted by the Social Justice Initiative (University of Melbourne) The Social
Justice Initiative was funded by the Consumer Advocacy Panel, at the same time as
the St Vincent de Paul Society project, to investigate the potential impacts of the
smart meter rollout on low-income households and households identified in previous
studies as being particularly vulnerable to the cost impacts of time varying pricing.

The Social Justice Initiative organised twelve focus groups in Victoria, New South
Wales, South Australia and Queensland between September and November 2009 to
discuss the experience of low-income and disadvantaged households in meeting
energy costs; the sorts of cost minimisation strategies that people employ today and
are likely to employ in response to time-varying pricing; and peoples’ impressions of,
and reactions to, the smart meter rollout and its associated time-varying pricing
initiatives and demand side technologies.

The final report by the Social Justice Initiative is published in conjunction with this
report.

Structure of the report

Section 1 provides a brief background on smart meter and direct load control
initiatives in Australia.
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Section 2analyses the potential impact moving from a single rate tariff to a Time of
Use (TOU) tariff would have on the electricity bill for hypothetical households in
NSW, Victoria and Queensland. Assumptions made in regards to consumption levels
and times of usage, as well as the tariff rates applied, are outlined in Appendix 2.
Furthermore, this section highlights issues such as TOU pricing and lifecycle changes,
dual fuel household with low ‘natural’ off-peak electricity load and controlled load
for hot water services.

Section 3discusses the issue of TOU tariffs and customer choice, the impact TOU
tariffs have on customers, as well as smart meter cost-benefit studies, depending on
whether the tariffs are voluntary or mandatory. This section produces 5
recommendations, directed at the Australian Energy Regulator (AER) and the
Victorian, NSW and Queensland state governments.

Section 4provides a brief discussion of the potential impact the introduction of TOU
pricing can have on retail competition and produces 1 recommendation for the
AEMC.

Section 5describes the key characteristics of households likely to be financially
disadvantaged by TOU pricing and outlines the need for detailed distributional impact
analyses. This section produces 2 recommendations: 1 directed at the Ministerial
Council on Energy Standing Committee of Officials (MCE SCO) and 1 at the
Victorian Government.

Section 6discusses the cost of energy in relation to household income. It looks at the
relationship between quarterly electricity bills and fortnightly household income, and
highlights the need for flexible payment arrangements and Community Service
Obligations to assist households experiencing increased price volatility and associated
price shocks.

Section 7 discusses aspects of the economic regulation of smart meters and the
importance of clear objectives defining what smart meters should deliver before the
functionalities of the meters are specified. This section proposes regulatory
arrangements to mitigate the risk of benefits not being realised and/or passed through
to consumers, and the use of pricing principles to ensure that those most likely to
benefit from the rollout pay a proportionately higher cost and thus create a more
equitable framework for cost allocation. 5 recommendations, directed at the MCE,
AEMC and the AER, are made in this section.

Section 8 focuses on the importance of adequate customer protections in an
environment characterised by higher electricity prices and increased price volatility.
The new National Energy Customer Framework (NECF) must therefore ensure that
customer protections are universally available to all domestic consumers.
Furthermore, on the basis of the low affordability levels predicted for electricity over
the coming years combined with retail price deregulation policies and current retail
market behaviour, the notion that customers on market contracts need less protections
than customers on Standard Retail Contracts should be reassessed.

This section also addresses the lack of clarity around the purpose of the standing offer
in the NECF. Currently the NECF does not ensure that the standing offer is a plain-
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Jane, easily comparable electricity tariff offer relative to market offers.

Finally, this section discusses crucial customer protection measures in relation to
retailers’ potential ability to control households’ load through the supply capacity
control functionality and the need for enhanced transparency of costs and information
disclosure to consumers.

11 recommendations are made in this section, most of them pertaining to the NECF as
well as the MCE and the AER.

Section 9 the final section of this report, discusses Community Service Obligations
(CSO0s), such as concessions in order to improve energy affordability amongst low-
income households. In particular, it proposes a concession to reduce smart meter
charges for low-income, low consumption households. It also discusses how CSOs
may play a role in promoting equitable access to Direct Load Control (DLC)
contracts. This section produces 5 recommendations, directed at both state and
federal governments.

10
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Executive Summary

Government commitment to Smart Meters

In 2007, the Council of Australian Governments (COAG) committed to a mandated
national rollout of smart meters where benefits outweigh costs. This commitment was
followed by a national cost-benefit analysis conducted by a consortium of consultants.

Responding to the completed cost-benefit analysis, the communiqué from the
Ministerial Council on Energy (MCE) meeting in June 2008 stated:

Ministers committed to development of a consistent national framework for
smart meters in the National Electricity Market, supporting distributors to be
responsible for the roll- out of smart meters... Smart meters are to be rolled-
out in Victoria and NSW, with over 5 million smart meters expected to be
deployed before 2017. Queensland and some other states and territories will
undertake extensive pilots and business cases prior to a further national review
of deployment timelines in 2012."

The MCE established the National Stakeholder Steering Committee (NSSO to
develop a national framework for rolling out smart meter infrastructure with the aim
to finalise jurisdictional smart meter business cases (except for Victoria) by 2012.

The Victorian Government committed to rolling out smart meters prior to the national
cost-benefit study. In early 2006, upon the completion of the Victorian cost-benefit
analysis, the Victorian Government endorsed the deployment of Advanced Metering
Infrastructure (smart meters) to all Victorian electricity consumers using less than 160
MWh per annum. The Victorian rollout commenced in 2009 and is to be completed
by 2013.

The Victorian smart meter project has been subject to delays and cost blowouts, and
in November 2009 the Victorian Auditor-General published a performance review of
the project. The Auditor-General concluded that there have been significant
inadequacies in the advice and recommendations provided to government on the
project, and that the supporting analysis lacked depth and presented an incomplete

picture in relation to the economic merits, consumer impact and project risks.

It is therefore important that the MCE learns from the Victorian experience and
ensures that the National Smart Meter Program does not deliver the same outcomes.

Smart meters and Time of Use pricing

A key objective for rolling out smart meters is to provide households with price
signals through Time of Use (TOU) pricing, i.e. to make electricity more expensive
when total demand is high and, conversely, less expensive when demand is low. The
idea being that households respond to the price signals and shift (or reduce) load at
times of high demand. TOU pricing therefore increases cost-reflectivity in the market
(user pays principle) and, in theory, households’ shifting of load will defer the need

! Ministerial Council on Energy, Communiqué, Canberra, June 2008.
? Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p viii.

11
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for network augmentation and reduce retailers’ exposure to high electricity generation
costs.

TOU pricing creates winners and losers, and it is important that governments
understand that they cannot have it both ways in terms of high take-up rates of TOU
pricing and low incidents of consumer disadvantage. The decision to roll out smart
meters (and thus assumptions in the cost-benefit analyses) must be based on either of
two options in relation to TOU pricing:

Firstly, it can be based on the belief that TOU pricing across the population will
deliver demand response, and thus broader societal benefits, and is therefore
promoted as a standard pricing structure for all households. Policies to ensure energy
affordability for low income households financially disadvantaged by TOU pricing
should then be developed as part of the rollout strategy.

Alternatively, it can be based on the belief that only a proportion of households will
access TOU offers and that consumers financially disadvantaged by such tariff
structures will be offered flat tariffs. Such a decision would need to be supported by a
thorough assessment of the competitive market and the regulatory instruments in
place. It would also require the political willingness to acknowledge that the decision
to roll out smart meters is not primarily about achieving demand response.

TOU losers

From an energy affordability perspective, TOU pricing will penalise many households
that can ill-afford price increases. If governments decide to introduce such pricing
structures due to broader market benefits, they must be clear about the impact it will
have on households. They will also need to develop and introduce policies and
regulation to mitigate these impacts before the new tariffs take effect.

The analyses undertaken as part of this project indicate that three factors may increase
a household’s likelihood to be financially disadvantaged by TOU pricing structures:

1) Households with low electricity consumption. While higher consumption
households are more likely to have load that naturally attracts off-peak or
shoulder rates, as well as higher discretionary load, low-volume households
have little discretionary load that they can shift to take advantage of low off-
peak rates and will therefore simply be hit by the price applied at the time of
usage.

2) Dual fuel households. For the same reason lower consumption households are
more likely to be disadvantaged, so are households using reticulated gas.
Households that use gas do not generally have a significant off-peak electricity
load that can act to offset the more expensive peak and shoulder rates they are
charged on a TOU tariff.

3) Households with people at home during the day on weekdays. People in full
time employment during normal business hours can naturally avoid domestic
consumption during a significant proportion of peak times. Their savings may
not be great solely due to this, but they do avoid the higher rates many other
households cannot. Pensioners, people with disabilities, the unemployed and
parents caring for young children all represent households more likely to be
severely financially disadvantaged by TOU tariffs.

12
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Clearly the more of these characteristics a household has the more likely it is to be
disadvantaged by TOU pricing.

Price shocks

There is little doubt that energy costs will continue to increase over the next few
years. Where jurisdictional governments decide to mandate a rollout of smart meters,
two significant cost components and their impact on households’ energy affordability
must be taken into account:

First, the costs associated with the rollout of smart meters are envisaged to increase
the average domestic electricity bill by $80 per annum.’ Such a price increase will
disproportionately impact upon low-consumption households, within which low-
income and other disadvantaged groups are over represented.

Second, households will have to contend with the cost associated with the
introduction of the Carbon Pollution Reduction Scheme (CPRS). While it is difficult
to predict the actual impact this will have on domestic energy accounts, some
estimates suggest that this scheme will increase electricity bills in the order of $200 -
$240 per annum (the price impact will vary between states).*

Considering both these factors, it is reasonable to suggest that where governments roll
out smart meters annual electricity bills for households may rise in the order of $280
to $320 per annum (not including any increases due to re-assignments to TOU tariffs).

One example from NSW (Household 2) presented in this report is a stay at home
single parent with two young children who uses 8648 kWh per annum. The analysis
shows that a single quarterly electricity bill may equate to as much as 35-42% of the
household’s fortnightly income. This highlights the importance of ensuring that
customers have access to flexible payment arrangements. Extensions and affordable
payment plans are critical measures that can prevent households from spiralling into
debt or being disconnected from supply.

Decreasing energy affordability has been acknowledged by the Commonwealth
Department of Resources, Energy and Tourism (DRET). DRET recently responded
to a question from the Senate’s Select Committee on Fuel and Energy regarding
whether significant cost increases are expected over the next few years by stating:

On electricity, affordability currently is rated as moderate. As we move forward
in each five-year period, in 2013 it is low, in 2018 it is low and in 2023 it is

5
low.

This outlook highlights the need for strong customer protections.

3 This estimate is based on the Victorian rollout. See section 7.1 below and AER, Victorian advanced
metering infrastructure review, 2009—11 AMI budget and charges applications, Final Determination,
30 October 2009.

* This estimate is based on a carbon price of $30 per tonne. Australian Conservation Foundation,
ACOSS and Choice, Energy and Equity — Preparing households for climate change: efficiency, equity,
immediacy, p 10.

> Commonwealth of Australia, Senate, Select Committee on Fuel and Energy, Proof Committee
Hansard, 14 December 2009, p 27 available at www.aph.gov.au/hansard/senate/commttee/S12631.pdf

13
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New Victorian TOU Standing Offers

Electricity retailers in Victoria have gazetted TOU standing offers to which they can
reassign customers as soon as the distributors reassign customers to a TOU network
tariff. While some networks have signalled that they will commence reassignments in
2010 others have indicated that they will wait until 2011. It is expected that some
Victorian households on a standing offer will find themselves reassigned to a TOU
retail tariff as soon as May 2010.

Many households may find themselves significantly worse off when reassigned to a
TOU standing offer. The TOU standing offer gazetted by AGL, for example, has a
peak rate of 27.478 ¢/kWh compared to the current rate of 20.075 ¢/kWh (on a single
rate tariff).® Furthermore, the peak rate is applied to all weekday consumption
between 7am and 1lpm, meaning that many households will have minimal
consumption attracting off-peak rates for five days of the week (this is particularly
true for dual fuel households as they generally use gas to run hot water heaters).

In addition to the consumption charge, households on this tariff will pay an
astonishing 97.9 cents per day in fixed charges — that is $357 per annum.

It is therefore crucial that the Victorian Government commence an information
campaign to ensure that households are aware of the TOU tariffs and the importance
of comparing these rates to alternative market offers. However, whether retail
competition is fierce across Victoria, and how successful these customers will be in
finding alternative market offers, remains to be seen. Furthermore, these standing
offer tariffs highlight the absurdity of a two-tier customer protection system.
Retailers are not obliged to offer the same level of protections for customers on
market contracts based on the rationale that these customers are active market
participants. However when customers, including the vulnerable and disadvantaged,
are driven off the standing offer due to punitive tariff structures (i.e. peak rates ending
at 11pm), it is highly questionable whether they are all active market participants for
whom strong protections are superfluous.

Smart meters and new functionalities

Smart meter infrastructure not only creates an opportunity for industry to introduce
time varying electricity prices, the technology also opens up for new, and potentially
detrimental, retail products if appropriate regulations are not developed and
implemented.

From a customer perspective, supply capacity control is the functionality that imposes
the greatest risk to the provision of energy services in the future. If retailers are
allowed to access the supply capacity control functionality for small customers (which
is effectively placing a choker on a household’s electricity supply), they could
potentially introduce load limiting as a debt management tool causing significant
social harm.

% These are AGL standing offers available in Jemena’s distribution area. Both rates are GST inclusive.
The AGL TOU standing offer for customers in Jemena’s network is tariff 1.8. This is the same tariff
currently offered to solar/feed-in tariff customers. It is expected that tariff 1.8 is an interim TOU tariff
for customers reassigned to network TOU tariffs in early May 2010 and that AGL may develop a new
TOU standing offer when they gazette in June or December 2010.

14
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In August 2009 the MCE Standing Committee of Officials (SCO) released a draft
policy paper in relation to the smart meter customer protection and safety review that
presented the view that retailer use of supply capacity control is an opportunity to
reduce disconnection by ensuring that households with payment difficulties are
restricted to a few kilowatts in order to reduce their bills.’

The notion that supply capacity products could be tools to assist low-income
households facing payment difficulties is to step back to the dark-ages of consumer
protections in relation to essential services. There are numerous more productive
ways to better assist low-income households pay their energy bills, ranging from
payment plans to energy efficiency improvements, as well as concessions and relief
grant schemes.

The principle that disconnection of supply is the last resort, and that no-one should be
disconnected due to an inability to pay, must be upheld and it is therefore crucial that
the National Energy Customer Framework (NECF) dictates how the supply capacity
control functionality can be utilised and by whom.

New and strong protections

Price shocks combined with the commitment to deregulate energy retail prices in
jurisdictions where competition is found to be effective, means that the protections
embedded in the new NECF must act as the new shock absorber, i.e. the mechanism
that assists households managing increased costs and price volatility. The NECF must
contain universal protections that ensure customer access to flexible payment
arrangements, adequate billing cycles and time to pay bills, adequate notification of
changes to tariffs, and minimised use of fees and non-tariff retail charges, to mention
a few.

On the basis of the low affordability levels predicted by DRET for electricity over the
coming years, combined with retail price deregulation policies and current retail
market behaviour, the notion that customers on market contracts need less protections
than customers on the standing offer should be reassessed.

The various jurisdictional energy markets are at vastly different stages in their reform
processes. One customer protection framework may be regarded as adequate for a
jurisdiction such as NSW, where the government plays a role through ownership
interests and retail price setting, but seen as highly inadequate for energy markets
characterised by full retail competition, deregulated retail prices and, indeed, smart
meter enabled dynamic tariff offers.

It is crucial that the NECF is in sync with MCE policies and National Energy Market
(NEM) developments to ensure that the end result contains the solid protections
required rather than a customer protection framework for ‘yesterday’s energy
markets’.

"MCE SCO, Smart Meter Customer Protection and Safety Review - Draft Policy Paper One, August
2009, p 25.

15
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Additional fees and charges

The use of additional retail fees and charges makes it difficult for customers to
compare retail market offers. It is also difficult to ensure that the regulatory
provisions deliver in terms of adequate disclosure of contract terms and conditions.
This often results in consumers not being fully aware of all additional charges prior to
signing a market contract.

The NECF should be amended to limit the ability of retailers to introduce various and
arbitrary additional charges on market offers. In Queensland, for example, market
contracts may include both sign-up and exit fees. This existence of ‘fee double
dipping’ could arguably indicate that the Queensland retail electricity market lacks
effective competition and/or that retailers are able to slam consumers with additional
fees due to inadequate consumer information and awareness.

The NECF should encourage retailers to compete on price (fixed charges and cost of
energy) and prevent them from exploiting low consumer awareness through
additional fees and charges.

Furthermore, the use of Late Payment Fees as a penalty for customers not paying their
bills by the due date is an unnecessary and immoral practice when applied to essential
services. The NECF should be amended to prohibit the use of Late Payment Fees on
Standard Retail Contracts. Currently the NECF allows retailers to apply both
shortened collection cycles and Late Payment Fees to customers who have not paid
their bills on time. This is a doubling up of retailers’ rights at the expense of
consumers’.

New and better concessions

Where State governments mandate a smart meter rollout under the National Smart
Meter Project, they have the responsibility to ensure that low-income households
receive assistance to pay for the higher bills they may receive due to TOU pricing as
well as the cost of a rollout. States will receive an increase in GST revenue from
higher electricity prices and this revenue should be allocated to assist households
struggling to pay for increased costs.

At the federal level, the Government should review their underlying energy
concessions and assess their effectiveness in an environment where domestic
electricity prices increase at a rate well above the CPI.

Households will experience a significant cost increase as a result of a smart meter
rollout and low-volume energy consumers will encounter a proportionally higher
increase. In addition to proportionally higher price increases, low-volume energy
consumers will also have the least ability to respond to price signals (due to low
discretionary consumption), which otherwise may allow them to offset these costs.
The price impact on low-income households must be ameliorated by the introduction
of concessions for smart meter charges.
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1. Background
1.1 Smart Meters and Direct Load Control

Smart meters are electricity meters that measure and record energy consumption in
intervals (typically every half an hour). These meters are also connected to a
communications network that enables two-way communication between the meter
and energy suppliers. This communications network allows industry to perform tasks,
such as the reading of meters, remotely.

Direct load control (DLC) allows electricity suppliers to remotely control electric
devices in a home (or a business) and thus to ‘cycle’ electric devices at peak times.
That is, to turn on and off appliances such as air-conditioners and pool pumps, at short
intervals. Smart meter infrastructure can incorporate the DLC functionality or DLC
can be rolled out independently of smart meters.

1.2Smart Meter and Direct Load Control programs in Australia

1.2.1 The National Smart MeteringProgram (NSMP)

In April 2007, the Council of Australian Governments (COAG) committed to a
national mandated rollout where benefits outweigh costs. This commitment was
followed by a two-phased cost benefit analysis conducted by a consortium of
consultants, with NERA Economics being the lead agency and coordinator.

Extensive consultations were undertaken for both the phase 1 and the phase 2 studies
and further stakeholder input was sought to the Ministerial Council on Energy (MCE)
Standing Committee of Officials’ (SCO) Regulatory Impact Statement (RIS).

In response to the national cost-benefit analysis, the Ministerial Council on Energy
(MCE) stated in June 2008:

Ministers committed to development of a consistent national framework for
smart meters in the National Electricity Market, supporting distributors to be
responsible for the roll- out of smart meters. Ministers noted there continue
to be some uncertainties about the costs and benefits of smart meters in some
jurisdictions and that different staged approaches are being taken to support
the further development of smart meters. Smart meters are to be rolled-out in
Victoria and NSW, with over 5 million smart meters expected to be deployed
before 2017. Queensland and some other states and territories will undertake
extensive pilots and business cases prior to a further national review of
deployment timelines in 2012.°

The MCE established the National Stakeholder Steering Committee (NSSC) to
develop the NSMP. The NSSC’s mandate is to develop a national framework for
rolling out Smart Meter Infrastructure (SMI). This framework will encompass
technical and operational requirements as well as changes to the regulatory rules and
procedures in the NEM, Western Australia and the Northern Territory. The NSSC
comprises nine voting members, four retail representatives, four network
representatives and one consumer representative, as well as three non-voting members

¥ Ministerial Council on Energy, Communiqué, Canberra, June 2008.
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representing the Australian Energy Market Operator (AEMO), MCE SCO and the
Western Australian Independent Market
Operator.

The aim is to ensure that the NSMP work will result in the finalisation of
jurisdictional smart meter business cases (except for Victoria) by 2012.

Based on the findings in the national cost-benefit analysis, the MCE decided that the
regulated distribution businesses should be made the ‘responsible party’ for rolling
out smart meters. The AER, as the economic regulator, will therefore be responsible
for determining costs and charges to consumers as part of the cost recovery process.
The National Electricity Rules stipulate the regulatory approach the AER must apply
to such a determination.” The AER will also have the mandate to ensure that benefits
accrued are passed through to consumers. The MCE has recently requested the
AEMC to undertake a review in relation to cost recovery issues associated with
rolling out smart meters.'’

1.2.2 The Victorian Advanced Metering Infrastructure (AMI) program

In early 2006, upon the completion of the Victorian cost-benefit analysis, the
Victorian Government endorsed the deployment of Advanced Metering Infrastructure
(smart meters) to all Victorian electricity consumers using less than 160 MWh per
annum.'' The Victorian rollout commenced in 2009 and to be completed by 2013.

In November 2009 the Victorian Auditor-General published a performance review of
the AMI project, which concluded:

There have been significant inadequacies in the advice and recommendations
provided to government on the roll-out of the AMI project. The advice and
supporting analysis lacked depth and presented an incomplete picture of the
AMI project in relation to economic merits, consumer impact and project
risks.'?

1.2.3 Direct Load Control trials in South Australia
The South Australian Government has firmly expressed its opposition to rolling out
smart meters."”

? Chapter 6 of the National Electricity Rules covers ‘economic regulation of distribution service’ and
Chapter 7 covers ‘metering’.

' On 17 December 2009, the AEMC published its Draft Statement of Approach for this review. See
AEMC, Draft Statement of Approach, Request for Advice on Cost Recovery for Mandated Smart
Metering Infrastructure, December 2009.

" This decision was expanding on the Essential Services Commission decision in 2004 to mandate a
rollout — called the IMRO program, adding features such as remote two-ways communications.

2 Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p viii.

"> South Australia’s Minister for Energy, Pat Conlon, has on several occasions expressed his views on
smart meters and time of use pricing in particular. One illustrative comment made to The 7.30 Report
in 2007 was: “If you want a policy outcome where we kill the elderly in droves during heat waves, this
is what you do” (ABC, The 7.30 Report, Smart meters: blessing or curse? 23 August 2007).
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In 2004 the South Australian regulator, ESCOSA, approved $20.4 million in funding
for ETSA Utilities to conduct a range of pilot demand management programs between
2005 and 2010. The objective of the pilot programs was to explore what the most
effective demand management strategies for South Australia would be. The pilot
programs were primarily tasked with investigating the use of available and emerging
technologies, as well as taking note of regulatory and economic impacts.'*

The ETSA Utilities DLC trials have found that:
I There is a discernible decrease in load when DLC is activated.
I The load reduction from a DLC event is highly dependent on location.
| The load reduction is highly variable."

As DLC is envisaged as a voluntary product, it is highly unlikely that the
‘volunteering customers’ would be clustered around the substations that face
constraints (and therefore result in deferred network augmentation).'® The cost-
benefit analysis undertaken by ETSA Utilities and KEMA International based on new
mathematical modelling for predicting demand reductions, resulted in a negative
business case for DLC. However, modelling based on rolling out an enhanced Peak
Breaker with two-way communications (within a Home Area Network) points to a
positive societal business case. ETSA Utilities commenced trials of the enhanced
Peak Breaker in metropolitan Adelaide and some regional areas during the 2008-09
summer in order to prove the technology and firm up the cost-benefit analysis.'” The
most recent developments in ETSA’s demand management trials have been to focus
on DLC of residential air conditioning within a smart grid system. ETSA’s trials of a
smart grid device that adds low cost automation and supply control functions for a
residential customer have been extended into 2010."®

' For more background information on the demand management and research project, see ETSA
Utilities, Demand Management - The Way Forward, 2005/06 —2009/10.

'S ETSA Utilities, Demand Management Program, Interim Report No. 2, September 2008, p 41.

'® The ETSA Utilities modeling assumed a 10% take-up rate of DLC.

""ETSA Utilities, Demand Management Program, Interim Report No. 2, September 2008, p 55.

'8 ETSA Utilities, 2™ Annual Smart Grids, Case Study — Integrating DLC infrastructure and the Smart
Grid, 29 September 2009.
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2. Potential Bill Impacts of Time of Use Pricing

Sometimes when people make up this sort of stuff [dynamic electricity prices],
they don’t think like parents, you know... They obviously don’t have kids of
their own or they just don’t think like parents at all."”

This section documents some of the potential bill impacts Time of Use (TOU) pricing
may have on households reassigned from single rate tariffs in NSW, Victoria and
Queensland. These impacts are based on the assessments undertaken in the
‘jurisdictional reports’.*’ There are many factors that can influence the bill impacts,
and relatively minor changes to the assumed tariff rates, the duration of a tariff and the
times they are applied would result in a material change to households’ costs. In
essence, the purpose of this analysis is to highlight the factors that may result in price
changes, and thus inform an assessment of the robustness of the customer protection
framework and other assistance provided to energy consumers. Smart meter enabled
TOU pricing will have significant impact on households’ electricity bills, and while
there will be some ‘TOU winners’ it is crucial the ‘TOU losers’ are identified, the
impact of the price increases understood and assistance delivered where required.
Furthermore, this section discusses other customer impacts from TOU pricing, in
relation to tariff shape, access to controlled load tariffs, lifecycle changes and low
volume off-peak load.

2.1 NSWbImpact of TOU pricing on bills

Table 1 below documents the impact a reassignment from a single rate to a TOU tariff
may have on five hypothetical NSW households’ electricity bills.*' As Energy
Australia currently offers both regulated single rate tariffs and TOU tariffs, the rates
used in this analysis are based on Energy Australia’s published offers.*®

It is important to note that customers who have a smart meter and are reassigned to a
TOU tariff continue to have separately metered controlled load for hot water. In
NSW it is standard practice to use a separate meter for controlled hot water load and
these meters are not removed if the household has a smart meter installed.

' Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).

*% The ‘jurisdictional reports’ for Victoria, NSW and Queensland include potential TOU bill impact
assessments and are available at www.vinnies.org.au/articles-reports-and-speeches-national?link=252
! See appendix 2 for assumptions in regards to consumption levels and time of usage, as well as tariff
rates applied.

** See Energy Australia’s Residential Energy Rates at
www.ipart.nsw.gov.au/documents/EA_Residential and_business_price_list 2009.pdf
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Table 1- NSW Hypothetical Households 1- 5, Annual bill impact from tariff reassignment

Single TOU

Household No. 1-5 | rate tariff | tariff Impact of tariff reassignment
Difference in | Annual bill change
Annual bill | Annual bill | annual bill (%)
1) A couple without
children. Both are
employed in full time,
day jobs. Allelectric | g1ogq 141297 | +$13 1% increase

household  with  hot
water service attracting
off-peak rate. Usage:
8648 kWh per annum.

2) A stay at home single
parent with two young
children (one non-school
age). All-electric .
hiu)sehold with ot $1284 $1430 + $146 11% increase
water service attracting
off-peak rate. Usage:
8648 kWh per annum.

3) A couple without
children. Both are
employed in full time, o/

day jobs. Household $1157 $1173 +16 1% increase
connected to gas. Usage
5832 kWh per annum.

4) A stay at home single
parent with two young
children (one non-school o/ :

2g6). Household $1157 $1326 +169 15% increase
connected to gas. Usage
5832 kWh per annum.

5) A family of four with
two teenage children.
Both parents are
employed in full time,
day jobs. All-electric | $2039 $1719 -320 16% decrease
household  but  not
accessing controlled off-
peak rates. Usage 9680
kWh per annum.

2.1.1 TOU pricing and lifecycle changes

Lifecycle changes such as children and retirement have major impacts on a
household’s energy consumption levels and patterns. Furthermore, unforeseen
circumstances such as redundancy and illness may equally impact on a household’s
energy consumption and turn a TOU winner household into a TOU loser household
overnight. It is therefore crucial that customers are able to switch from TOU to a
single rate tariff just as easily as they can switch from single rate to TOU.

2.1.2 Household 1 had a baby

Table 1 above demonstrates that ‘Household 1’ is only marginally ($13) worse off on
a TOU tariff compared to a single rate tariff. However with a baby in the house their
electricity consumption increases and, most importantly, they now need to consume
more at peak rates.
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Due to the installation of a reverse cycle air conditioner for heating and cooling (they
previously used an electric heater sometimes during the winter months), and the
purchase of a dryer to make the large washing load more manageable, their assumed
annual consumption increases by 1500 kWh, from 8648 kWh to 10,148 kWh. It has
been assumed that their 2501 hot water system is sufficient for all three so there is no
increase to their controlled load.

Before the baby their annual cost on a single rate tariff was $1284. As illustrated in
the table below, the single rate bill would be $1541 with a baby in the house. That is
an annual increase of $257.

Table 2- Household 1 had a baby, Annual bill on a single rate tariff

Household 1 had a baby On a Domestic all time tariff
6498 kWh @ 17.16 cents = $1115

3650 kWh Off-peak water (tariff 1) = $269

42.90 cents a day Service availability charge = $157

Total annual bill = $1541

If this household was on a TOU tariff, however, their annual bill would have been
$1297 prior to the baby arriving. Of the annual consumption increase of 1500 kWh
most of this has been allocated to peak times (1000 kWh) as the mother is now home
with the baby on weekdays. Much of this increase is due to the use of heating or air
conditioning in the afternoon and early evening. They still try to make sure that most
appliances, such as the washing machine and the dryer, are used at shoulder or off-
peak times, so they now use 250 kWh per annum more at both off-peak and the
shoulder times. Table 3 below shows that with a baby in the house their annual bill
on a TOU tariff would be $1710.

With a baby in the house they would pay $1710 per annum on a TOU tariff compared
to $1541 on a single rate tariff. That is an annual difference of $169 and ‘Household
1” would clearly be looking to return to a single rate tariff if possible.

Table 3 - Household 1 had a baby, Annual bill on a TOU tariff

Household 1 had a babyoOn a PowerSmart TOU tariff
1250 kWh off-peak @ 8.14 = $102

2000 kWh peak @ 35.64 =§713

3249 kWh shoulder @ 14.08 = $457

3650 kWh Off-peak water (tariff 1) = $269

46.20 cents a day Service availability charge = $169

Total annual bill = $1710

A case study published by EWON highlights how some customers cannot easily shift
their electricity load and the impact this has on households.
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Box 1DEWON Case study?

Carla: OItOs not family friendlyO

Carla switched to a new retailer however when she hadn’t received a bill for a while, she
contacted them to find out why. The retailer apologised for the delay and explained they had
difficulties reading the TOU meter at her property, but they would issue a bill shortly.

When she received her bill Carla was shocked at the amount and asked her retailer to explain the
charges. The retailer told Carla they would do an investigation and get back to her. In the
meantime, they advised her to run her appliances during off- peak hours to help reduce the costs.

Several months passed and Carla didn’t hear back from the retailer, so she called EWON for
advice. Carla complained that she felt the TOU meter wasn’t family friendly. She said she found
herself staying up late to do the washing and housework, which didn’t fit with her casual work.

2.2 Victoria BImpact of TOU pricing on bills

Generally speaking, Victorian households on a single rate electricity tariff are dual
fuel households with access to reticulated gas. Their average annual electricity bill is
therefore lower than households using electricity only. These households are
typically located in the metro area and some regional centres. As they usually use gas
for key appliances such as hot water systems and heating they have fairly low off-
peak electricity consumption. This potentially results in an inability for these
consumers to shift load to off-peak times and may mean that their electricity bill will
increase at a rate higher than that estimated below when re-assigned to a TOU tariff.

Chart 1 below demonstrates the bill difference between the average domestic
customer and the average pensioner.”* These bills are based on the application of a
single flat rate tariff to average annual consumption levels, which are: 4828 kWh for
the average houschold and 3946 kWh for pensioner households.”> The average
annual bill for households on this tariff is $925. The average annual bill for pensioner
households is $781.%° Pensioners, on average, pay approximately 18% less per annum
than the average domestic household.

The chart also demonstrates a slight increase in costs over the winter period. The
moderate increase in consumption over the winter months can be explained by the
fact that a majority of single rate households will have access to reticulated gas and
hence use gas for winter heating.

* Energy and Water Ombudsman NSW (EWON), EWONews, Issue 19, May 2009, p 5.

** Note that the Victorian average includes the pensioners. If the pensioner group is excluded from the
Victorian average, the difference between the two groups would be grater.

** Data on household consumption was obtained from the Department of Human Services, Victorian
Utility Consumption Survey 2007, page 74-75 available at:
http://www.dhs.vic.gov.au/concessions/research/publications?SQ_DESIGN_NAME=print

%% The energy costs for the single rate are 15.49 cents/kWh for the first 1020 kWh per quarter and then
16.56 cents per kWh thereafter. The daily supply charge is 47 cents. All bill amounts for pensioners in
this analysis are exclusive of concession.
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Chart 1 Bill, single rate tariff - Pensioner Vs. Average household
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Table 4 - Pensioner, Current annual bill (single rate)

Pensionerb Annual bill

3946 kWh @ 15.49 cents = $611
$0.47 a day in fixed charge = $171.60
Total annual bill = $783

The pensioner has a smart meter installed and is reassigned to a TOU tariff. For the
purpose of illustrating the impact of the tariff reassignment, it is assumed that the
annual consumption of 3946 kWh occurs at the following times:

Consumption + tariff Type of appliances

30% off-peak ¥ refrigeration

some lighting

some television

some appliances on stand-by

30% peak refrigeration
some air-conditioner
some lighting

some appliances on stand-by

KK K K K|K K K

40% shoulder refrigeration

¥ some air-conditioner

¥ television

¥ lighting

¥ washing machine

¥ some appliances on stand-by

The table below demonstrates that the pensioner would experience an estimated bill
increase of $128 per annum on the TOU tariff.

Table 5 - Pensioner, Annual billon a TOU tariff

PensionerbReassigned to a TOU tariff
1184 kWh off-peak @ 8.14 = $96

1184 kWh peak @ 35.64 = $422

1578 kWh shoulder @ 14.08 = $222
$0.47 a day in fixed charge = $171.60
Total annual bill = $911

Annual bill change: + $128
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It can, however, be argued that Victorian households reassigned from a single rate
tariff to a TOU tariff will have less than 30% off-peak consumption as hot water and
heating systems are more likely to run on gas. If the pensioner uses 10% less at off-
peak times and 5% more at shoulder and peak rates to that assumed above, his/her
annual bill would be $977, which is an increase of $194 from the flat rate tariff.’

This also demonstrates that relatively small changes to a household’s consumption
pattern can have a significant impact on TOU based electricity bills.

Chart 2 - The impact of consumption times on the biff

Consumption times and bill impact

100% -
90% =
80% — —
70% +— —

60% - [ | Shoulder
50% M Peak
40% - Off-peak

30%
20% |
10% | —|
0% T T {
$911 $924 $977 $1,020
Annual bill

2.2.1 Dual fuel households

Household access to reticulated gas varies significantly between jurisdictions.
Victoria, where more than 65% of households use gas for the hot water service and
heating purposes, has the highest penetration rate of natural gas.*’ These households
will have a lower demand for off-peak electricity on a TOU tariff than all-electric
households. However, they will pay a higher rate for their peak consumption on a
TOU than on a single rate tariff.

In the recent TOU tariffs for the standing offer gazetted by AGL, for example, the
peak rate is 27.478 ¢/kWh compared to the current rate of 20.075 ¢/kWh (on a single
rate tariff).’’ Furthermore, the peak rate is applied to all weekday consumption
between 7am and 11pm, meaning that dual fuel households will have minimal
consumption attracting off-peak rates for five days of the week.

" Based on 20% (789 kWh) peak consumption, 45% (1746 kWh) shoulder and 35% (1351 kWh) peak
rate usage.

¥ Annual bill amounts include fixed charges.

** Energy Market Consulting Associates (EMCa) report to the Ministerial Council on Energy Standing
Committee of Officials, Smart Meter Consumer Impact: Initial Analysis, Consultation Draft, February
2009.

%% These are AGL Standing Offers available in Jemena’s distribution area. Both rates are GST
inclusive. The AGL TOU standing offer for customers in Jemena’s network is tariff 1.8. This is the
same tariff currently offered to solar/feed-in tariff customers. It is expected that tariff 1.8 is an interim
TOU tariff for customers reassigned to network TOU tariffs in early May 2010 and that AGL may
develop a new TOU standing offer when they gazette in June or December 2010.
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In addition to the consumption charge, households on this tariff will pay an
astonishing 97.9 cents per day in fixed charges — that is $357 per annum.”'

To summarise, many dual fuel households will have limited ability to take advantage
of the lower off-peak tariff (8.415 c¢/kWh) that applies to night-time (from 11pm to
7am) and weekend consumption. As a result, these households will simply pay a
higher tariff for most of the electricity they consume as well as a substantial increase
in their fixed charges. Factoring in what these households pay in terms of fixed and
consumption charges for their gas connections and usage, some may even be better
off replacing gas appliances to become all-electric households in the long run (which
would create other policy challenges such as increased greenhouse gas emissions).

2.3 Queenslan®Impact of TOU pricing on bills

Table 6 below documents the impact a reassignment from a single rate to a TOU tariff
may have on five hypothetical Queensland households’ electricity bills.’>  As
Queensland retailers currently do not offer TOU retail tariffs, a hypothetical smart
meter enabled TOU tariff has been applied. The assumed three-part TOU tariff is
based on the shape (times) and rates currently being offered by Energy Australia in
NSW.** The fixed charge service fees, however, are the same as those currently
applied in Queensland.

*! According to the ESC’s website, www.yourchoice.vic.gov.au, the fixed charge for AGL’s residential
single rate tariff in Jemena’s distribution area was 0.5811cents per day (incl GST) before the smart
meter charges got passed through from 1 January 2010.

32 See appendix 2 for assumptions in regards to consumption levels and time of usage, as well as tariff
rates applies.

3 See Energy Australia’s website at
www.energyaustralia.com.au/energy/ea.nsf/Content/NSW+TOU+Res+Rates
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Table 6 DQueensland Hypothetical Households 45, Annual bill impact from tariff reassignment

Annual bill - | Annual bill - | Difference in | Annual bill
Household No. 1 - 5 single rate | TOU tariff annual bill (§) | change (%)
tariff

1) The Sole Parent

A stay at home single parent
with two young children (one
non-school age). All-electric Up by
household with hot water $2028 $2114 + $86 4%
service using controlled load
(tariff 33). Usage: 11,500 kWh

per annum.

2) The Pensioner

Single pensioner and public
housing tenant. Hot water
system not suitable for
controlled load. Usage 7500
kWh per annum.

Up by

$1500 $1562 + 875 50,

3) The DINKs

A couple without children.
Both are employed in full time,
day jobs. All-electric household | $1188 $1116 -§72
with hot water service attracting
off-peak rate (tariff 31). Usage
8000 kWh per annum.

Down by
6%

4) The young family

A couple with one child. One
parent is staying at home with
the baby. All-electric household | $1470 $1529 + 859
with hot water service attracting
off-peak rate (tariff 31). Usage
9500 kWh per annum.

Up by
4%

5) The high consumption
family

A family of four with two
teenage children. Both parents
are employed in full time, day | $2656 $2459 -§197
jobs.  All-electric household
with hot water service attracting
off-peak rate (tariff 31). Usage
16,000 kWh per annum.

Down by
7%

2.3.1 Controlled load for hot water services

Concern has been expressed about the impact a smart meter rollout may have on
households with dedicated off-peak circuits.’* There may be major price increases for
households currently using dedicated off-peak circuits (with and without boost
options) if they are transferred to a TOU pricing arrangement. This is a particular
concern for households currently taking power through a two-element or a separate
meter, which may not be available as a result of a smart meter rollout.”

** See CUAC/SVDP/ATA Submission to the Cost Benefit Analysis of Smart Metering and Direct Load
Control: Phase I Reports for the Ministerial Council on Energy’s Smart Meter Working Group,
November 2007.

** For a more detailed discussion on the impacts of single element smart meters, see Section 5.3.4 of
Background Paper — Customer Protections and Smart Meters, August 2009.
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2.3.2 Household 1 without controlled offpeak hot water

Table 6 above demonstrates that the sole parent family in ‘Household 1’ is $86 worse
off on a TOU tariff compared to a single rate tariff. This analysis assumed that the
2990 kWh they use per annum to heat water continued to attract controlled load
rates.’® If, however, a single element smart meter was installed the 2990 kWh used
on the hot water service per annum would attract the TOU off-peak, shoulder and
peak rate. Assuming that the hot water service is heating throughout the day the 2990
kWh can be proportionally allocated to the three tariff rates. That is 37% off-peak
(1106.5 kWh), 45% shoulder (1345 kWh) and 18% peak (538 kWh).*” ‘Household 1’
would then experience significant price increases on a TOU tariff, the annual bill
being $219 more than it was on a flat rate.

Table 7- Household 1, Annual TOU bill with single element smart meter

Household 1D TOU without controlled load
3659.5 kWh off-peak @ 8.14 = $298

3516.5 kWh peak @ 35.64 = $1253

4323.5 kWh shoulder @ 14.08 = $609

$7.25 a month service fee = $87

Total annual bill = $2247

Annual bill change: + $219

*® The household has a 160 litre hot water system that can be allocated to controlled load tariff 33
(which allows controlled load for up to 18 hours per day).

*7 This is based on the shape of the TOU tariff. The TOU tariff comprises off-peak rates from 10am to
7pm every day, shoulder rates from 7am to 2pm and 8pm to 10pm on weekdays, and from 7am to
10pm on weekends, and peak rates from 2pm to 8pm on weekdays. The shape of this TOU tariff means
that the off-peak rate applies to 37% of the time (63 hours per week), the shoulder rate 45% of the time
(75 hours per week) and the peak rate 18% (30 hours per week).
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3. TOU and Customer Choice

A crucial issue to understand when assessing the impact of TOU tariffs is whether the
tariffs will be voluntary additional market offers that consumers can sign-up to if they
believe these tariffs suit their consumption pattern, or standing offers that consumers
may or may not be able to opt-out of. The national cost-benefit analysis undertaken
by NERA economics for the MCE assumed that TOU tariffs would be voluntary and
they assessed the take-up rate of such products to be 35%.®

The assumption that TOU tariffs are voluntary market offers that just increase
consumer choice in the electricity retail market may be flawed. In order to understand
why, it is important to be aware of two dichotomies in relation to rollout approach and
regulatory arrangements:

1. Government mandated state-wide (or geographically assigned areas) rollouts
vs. distributor driven rollouts through marketing and/or on a ‘new and
replacement’ basis.

2. Jurisdictions where the government or the regulator determines the standing
offer price and thus determine the standing offer tariff structure (flat rate,
inkling block or TOU) vs. jurisdictions where retailers themselves set the
standing offer price and thus determine the standing offer tariff structure as
well.

These two scenarios are critical to understanding the likelihood of achieving
consumer choice in relation to TOU tariffs, as well as the instruments and processes
necessary for this to occur. In jurisdictions where the government or regulators
determine the price of the standing offer, normal regulatory processes can ensure that
households have a choice between TOU and flat tariffs. In jurisdictions where the
retailers determine the standing offer price and tariff structure, governments can either
hope that the competitive market delivers consumer choice and socially responsible
outcomes or they can introduce new regulatory instruments that allow the regulator to
determine the standing offer tariff structures while the retailer sets the price.

Table 8D The impact of regulatory arrangements and rollout approach on consumer choice

Regulated Retail Prices Deregulated Retail Prices

Gov mandated rollout

(accelerated, jurisdiction wide) Choice unlikely

Choice possible
(Victoria soon, QId/NSW in the

(Qld, NSW in the short term?) long term?)

Industry rollout
(new and replacement basis, not | Choice unlikely Choice unlikely
jurisdiction wide)

(NSW now) (Qld, NSW in the long term?)

*¥ In addition to the assumed take-up rate of 35% for TOU tariffs, the NERA analysis assumed that an
additional 7.5% of customers would be on a TOU tariff with a CPP element. NERA Economic
Consulting, Cost Benefit Analysis of Smart Metering and Direct Load Control, Report for the
Ministerial Council on Energy Smart Meter Working Group (Phase 2 Overview Report),

February 2008, p 50.
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3.1 TOU and choice in NSW

As not all retailers in NSW are currently willing to supply electricity to a household
with a smart meter, this issue poses some immediate challenges for the NSW
regulatory framework.”> As EWON has explained, “there are some retailers whose
billing systems are not compatible with TOU data and they may refuse a contract on

this basis”.*

In January 2009 The Herald reported that a customer who had a smart meter installed
3 years earlier and believed it had significantly increased his electricity bill felt
trapped with a smart meter as other retailers declined to offer him an electricity
contract. The unhappy customer stated that:

Before the smart meter my power bills used to be about $500 a quarter...I know
I use a lot of electricity. I've got a big house, I work outdoors in the heat and
when I get home I like to use the air-conditioner to cool off. Since they put in
the smart meter my bills have gone up to about $800 a quarter.*!

An article in the Daily Telegraph in September 2009 quoted an Energy Australia
spokesperson stating that the majority of customers on TOU tariffs pay less than they
would on a single rate contract:

About 70 per cent of EA customers pay less than they would on traditional
tariffs - an average of $64 a year, offsetting the statewide price increase of up 22
per cent on July 1.%

It is crucial that government and policy makers are not ‘blinded’ by the positive
numbers reported by Energy Australia. As most NSW households currently on TOU
contracts have made a decision to take up an offer, it must be assumed that the TOU
winners discussed above heavily skew the Energy Australia average figures.
Currently less than 10% of NSW’s 2.7 million residential connections are on smart
meter enabled TOU tariffs, and the vast majority of those households have accepted a
TOU tariff because they believe it suits their consumption pattern and they will
benefit financially.*

3.2 TOU and choice in Victoria
The Victorian mandated rollout will in all likelihood result in distribution businesses
reassigning their customers from single rate tariffs to TOU tariffs, and customers may

not have a choice between a single rate and a TOU tariff. A recent submission by the
SVDP to the MCE Standing Committee of Officials (SCO) argued:

*% Note that the term smart meter is here used as a generic term for meters capable of measuring
consumption in half hourly intervals and thus enabling TOU pricing.

* Energy and Water Ombudsman, NSW (EWON), EWONews, Issue 19, May 2009, p 5.

*! The Herald, Power suppliers shun smart meter, 30/01/2009 at
www.theherald.com.au/news/local/news/general/power-suppliers-shun-smart-meter/1419929.aspx

*2 The Daily Telegraph, Peak-hour power price hikes, 19 September 2009 at
www.dailytelegraph.com.au/news/peak-hour-power-price-hikes/story-e6freuy9-1225776834499

* Some NSW households have also had meters installed because it is a new dwelling or the old meter
needed to be replaced (new and replacement) and some customers have of course inherited the meter
because they have move to a dwelling where it has been installed. As above, the term smart meter is
here used as a generic term for meters capable of measuring consumption in half hourly intervals and
thus enabling TOU pricing.
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In the case of a mandated roll-out of smart meters, distribution businesses will
reassign households to TOU network tariffs (which is a fundamental reason for
rolling out smart meters) and as the network component makes up
approximately 50% of customers’ bills, most retailers will reflect the shape of
the network tariff in their retail offers. Hence, TOU offers may be something
customers can opt out of in areas where there is sufficient competition, but it
must not be regarded simply as an opt-in offer available to those who believe
they can respond to price signals.

The average price impacts on households from a mandated rollout of smart meters
would therefore be significantly different from an optional, targeted rollout such as
the one currently taking place in NSW.

Electricity retailers in Victoria have gazetted TOU standing offers to which they can
reassign customers as soon as the distributors reassign customers to a TOU network
tariff. While some networks have signalled that they will commence reassignments in
May 2010 others have indicated that they will wait until 2011. Nonetheless, many
Victorian households on a standing offer will find themselves reassigned to a TOU
retail tariff in 2010. As some of these TOU retail tariffs include a peak rate that
finishes at 11pm, many households may find themselves significantly worse off.

It is therefore crucial that the Victorian Government commence an information
campaign to ensure that households are aware of the TOU tariffs and the importance
of comparing these rates to alternative market offers. Whether retail competition is
fierce across Victoria, and how successful these customers will be in finding
alternative market offers, remains to be seen. Furthermore, this situation highlights
the absurdity of a two-tier customer protection system. Retailers are not obliged to
offer the same level of protections for customers on market contracts based on the
rationale that these customers are active market participants. However when
customers, including the vulnerable and disadvantaged, are driven off the standing
offer due to punitive tariff structures (i.e. peak rates ending at 11pm), it is highly
questionable whether they are all active market participants for whom strong
protections are superfluous.

3.3 TOU and choice in Queensland

There are currently no TOU tariffs offered to domestic customers in Queensland and
the Queensland Government has not yet committed to rolling out smart meters.
However in June 2009, the Queensland Government directed the Queensland
Competition Authority (QCA) to review electricity pricing and tariff structures with
the aim of having a new retail electricity pricing framework in place by the
commencement of the 2010-11 tariff year. The review concluded with a report from
the QCA to the Government on 30 November 2009.

In undertaking this assessment the QCA was required to consider, amongst other
issues, the impact new tariff structures will have on various classes of consumers, and
the merits of, and issues associated with, time of use pricing.

* St Vincent de Paul Society (SVDP) National Council, Submission to the MCE SCO’s Smart Meter
Customer Protection and Safety Review — Draft Policy Paper One, September 2009.
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In its Final Report the QCA stated:

With the wider availability of interval (or smart) meters, customers who can
shift their consumption from peak periods to off-peak periods, and who are
sensitive to price, are likely to benefit most from a time-of-use pricing
structure.®

Whilst this brief statement is, generally speaking, correct, it fails to consider that
many of the most price sensitive customers are also those who are not able to shift
demand. This was an issue raised by several stakeholders in submissions to the QCA
leading up to the Final Report.*°

Presently, Ergon Energy only has a few meters with TOU capability installed while
Energex has approximately 200,000 installed in South East Queensland (equivalent to
10% of small customer meters) that can easily be programmed to read TOU data
instead of the accumulation data they currently collect.*’

Key issues for the QCA, and ultimately the Queensland Government, to consider are:
Should all small customers have a choice in terms of tariff structures? And, if so,
what is the cost impact on the flat tariff structure likely to be?

Regulatory arrangements could ensure that customers have access to both flat and
TOU regulated tariffs (network and retail). By doing so, Queensland would avoid
issues currently affecting NSW electricity consumers, where the meter type simply
dictates the network tariff structure and the existence of alternative retail tariff offers
is left to the market to sort out.

Scenaio 1: Consumers choose tariff structure
Assuming that the Queensland Government decided that TOU tariffs should be
introduced but that small customers must be able to choose between tariff structures:

I' " The Queensland Competition Authority would determine a regulated flat tariff
(i.e. tariff 11) as well as a regulated three-part TOU tariff at the
commencement of each tariff year.

I' A household of the view that they benefit from TOU pricing would request a
TOU retail tariff from its financially responsible retailer.

I The retailer would inform the relevant network business about the tariff
requested by the customer and hence the type of meter data (accumulation or
TOU) required for that customer.

I The network would be required to place the customer on the corresponding
network tariff structure (flat or TOU).

* QCA, Review of Electricity Pricing and Tariff Structures — Stage 2, Final Report, November 2009, p
21.

* See for example, Ergon Energy and QCOSS’ submissions to the QCA’s Review of Electricity
Pricing and Tariff Structures - Stage 2, Request for Comments Paper, October 2009.

*" Energex, Response to Queensland Competition Authority: Review of Electricity Pricing and Tariff
Structures, Stage 2 - Request for Comments Paper, October 2009, p 16.
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I If the customer initially chose a TOU tariff but changes his/her mind (due to
changes in consumption patterns or just because they made the wrong decision
in the first place) they can switch from a TOU tariff to a flat tariff by notifying
the retailer.”

This scenario would ensure customer choice but it may also pose some broader
challenges that ultimately impact on customers and electricity prices.

Firstly, as tariff choice effectively overrides meter type installed at the premises, it
could be difficult to ensure widespread access to and take-up of TOU tariffs.
Currently in NSW Energy Australia installs a meter with TOU capabilities at
premises where the customer requests a TOU tariff. However, if the regulatory
arrangements stipulated that Energy Australia had to offer a flat network tariff to
customers with a TOU meter if they so requested, Energy Australia may not have the
business case to install these meters free of charge. Clearly, tariff choice would be
less real if the customer has to pay for having a meter with TOU capabilities installed
in order to access the regulated TOU tariff offer.

If, however, widespread access to various regulated tariff structures is not regarded as
essential, the choice between flat and TOU tariffs could apply only to households
where a meter with TOU capabilities is already installed (as part of a ‘new and
replacement’ policy). If so, approximately 10% of customers (approximately
200,000) in the Energex network area would immediately be able to choose between
two standing offer tariff structures. Furthermore, if the Queensland Government
decided to mandate a smart meter rollout it would be important to assess the likely
take-up rates of TOU tariffs, as well as the relationship between the take-up rate and
mandating a rollout in terms of costs and benefits.

Secondly, if only customers who can reduce their overall bill are on a TOU tariff and
everyone else is on a flat rate tariff, the flat rate may increase to off-set the reduction
in revenue made from TOU customers. Although TOU pricing is supposed to be cost
reflective pricing, it would be difficult to achieve enough demand response from a
voluntary TOU tariff to defer network augmentation. Hence the networks would need
to recuperate the loss in revenue from other customers (e.g. those on a flat tariff rate).

Scenario 2: Meter type determines tariff structure
Assuming that the Queensland Government decided that the demand response
benefits of TOU pricing justify the introduction of a regulated TOU tariff:

I The networks would be allowed to reassign customers to a TOU network tariff
where meters with TOU capability are installed. Under this scenario the meter
type dictates the network tariff and the uniform/regulated retail tariff.

I' The customer would not be able to request a flat regulated tariff if he/she is on
a TOU network tariff.

' In theory, retailers could continue to offer flat rate market contracts and
market them to customers who do not want to be on TOU contracts.

* The customer would still be required to follow the notification processes as stipulated in the Standard
Retail Contract.
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However, as the underlying network tariff would be a TOU tariff, retailers
may be reluctant to take on the additional risk associated with offering a flat
rate to a TOU customer.

I If a retailer decided to take on the additional risk it is reasonable to presume
that they would price the market contracts accordingly and customers would
therefore have the choice between a TOU contract and a flat rate contract with
a significant risk premium.

I Either way, households using a large proportion of their total electricity
consumption at peak times, and who can ill-afford additional price increases,
would see the cost of electricity go up.

This scenario would make TOU tariffs mainstream, as it would be the only regulated
tariff available to households with TOU meters installed. However, by introducing
arrangements that only allow customers to opt-out from TOU offers where (and if)
competitive offers are available, the Queensland Government would also have to be
prepared to assist and compensate low-income households as the availability of TOU
tariffs would make electricity more unaffordable for many (whether the individual
household is on a flat rate or TOU contract).

From an energy affordability perspective, TOU pricing will penalise many households
that can ill-afford price increases. If the Government decides to introduce such
pricing structures due to broader market benefits, it must be clear about the impact it
will have on households as well as develop and introduce policies and regulation to
mitigate these impacts before the new tariffs take effect.*

The issue of direct Government assistance to low-income consumers was also raised
by the Queensland Competition Authority in their Final Report to the Queensland
Government on tariff structures:

The introduction of cost reflective pricing may well have an adverse financial
impact on low income consumers who are currently cross-subsidised by other
electricity users. The Authority’s view is that direct support from Government
to those low income consumers adversely affected by any changes would be a
preferable means of addressing the concerns raised by QCOSS. If the
Government removes the cross subsidy and provides other financial assistance
to low income consumers, it would in effect shift the cost of providing
assistance from other electricity consumers revenue to general revenue.”

3.4 TOU, Choice and Cost/Benefit studies
As government mandated rollouts of smart meter infrastructure are based on cost-
benefit analyses demonstrating a net societal benefit, it is important that policy

* On 12 December 2009, The Courier Mail reported that Queensland’s Minister for Energy “is
unconvinced a system of higher prices at peak times would alter home energy consumption habits” and
that the QCA review “had failed to resolve the key question of whether higher prices would reduce
peak electricity use”. See The Courier Mail, Queenslanders might avoid charges for peak power
usage, 15 December 2009 at www.news.com.au/couriermail/story/0,,26486920-3102.00.html

Y QCA, Review of Electricity Pricing and Tariff Structures — Stage 2, Final Report, November 2009, p
6.
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makers are clear on whether TOU tariffs will be mandatory or voluntary prior to
undertaking studies.”’ In the Victorian cost-benefit study it was assumed that all
domestic consumers would be on a TOU tariff as well as having the ability to respond
to price signals.”> The National study undertaken by NERA, on the other hand,
assumed a TOU tariff take-up rate of 42.5% amongst Victorian consumers. Clearly a
difference of over 50% in assumed penetration of TOU tariffs amongst consumers has
a significant impact on the assumed benefits TOU pricing will deliver in terms of
demand response.” The Victorian Government has used the flawed logic of insisting
that people who are worse off on a TOU offer will be able to access flat rate offers
(and thus very few households will be worse off as a consequence of smart meter
enabled TOU tariffs) but at the same time they based the decision to roll out smart
meters on a cost-benefit study demonstrating significant demand response benefits
due to a 100% take-up rate of TOU tariffs. This simplistic assumption in order to
calculate demand response benefits was raised by the Victorian Auditor-General in
November 2009.

The IMRO 2004 study assumed that, as soon as an interval meter was
installed, the average consumer would begin responding to a tariff structure
that varied depending on when the electricity was being used (‘time of use’).
For peak periods the tariff was assumed to be significantly higher than the off-
peak periods as well as the pre-existing ‘any time’ tariff.

A key assumption was made that all retailers, upon installation of a customer’s
interval meter, would immediately be in a position to offer that customer a
variable tariff structure, and that all customers who had received the new
meters would agree to accept the new tariff and, on average, immediately
change their consumption patterns. >*

TOU pricing creates winners and losers and it is important that governments
understand that they cannot have it both ways in terms of high take-up rates of TOU
pricing and low incidents of financial disadvantage. The decision to roll out smart
meters (and thus assumptions in the cost-benefit analyses) must be based on either of
two options in relation to TOU pricing:

Firstly, it can be based on the belief that TOU pricing across the population will
deliver demand response, and thus broader societal benefits, and is therefore
promoted as a standard pricing structure for all households. Policies to ensure energy

>! positive cost-benefit analyses are based on net societal benefits, as no single stakeholder group will
have a business case to roll out smart meters. If this was the case (say distribution businesses had a
business case to roll out smart meters), the roll out would not have become an issue for governments to
mandate in the first place.

>* See ESC, Mandatory Rollout of Interval Meters for Electricity Consumers, Draft Decision, March
2004, p 74 in regards to assumptions and p 64 for discussion on tariffs and take-up.

>3 Both the assumed take-up rate and the assumed demand response to price signals (price elasticity)
have significant impact on the benefits calculated. However, the take-up rates are strongly related to
the regulatory framework (e.g. a regulated standing offer that mandates TOU tariffs will clearly result
in higher take-up rates) and should be included in the reasoning for the take-up rates assumed.

>* Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p 27. Note: The Victorian Government’s decision to roll out
Advanced Metering Infrastructure (AMI) in 2006 was expanding on the Essential Services
Commission 2004 decision to mandate a rollout, which was called the IMRO program.
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affordability for low income households financially disadvantaged by TOU pricing
should then be developed as part of the rollout strategy.

Alternatively, it can be based on the belief that only a proportion of households will
access TOU offers and that consumers financially disadvantaged by such tariff
structures will be offered flat tariffs. Such a decision would need to be supported by a
thorough assessment of the competitive market and the regulatory instruments in
place. It would also require the political willingness to acknowledge that the decision
to roll out smart meters is not primarily about achieving demand response.

Recommendation 1:
That the AER monitors and investigates whether the introduction of TOU standing offers
results in retailers introducing unreasonable contract terms and conditions for market offers.

Recommendation 2:
That the Victorian Government requests the Essential Services Commission (ESC) to assess
whether the tariff structures of the Victorian TOU standing offers are fair and reasonable.

Recommendation 3:

That the NSW Government directs IPART to investigate the extent of the problem relating to
customers being unable to switch from a TOU tariff to a flat tariff offer, and the impact this
has on customers as well as the competitiveness of the NSW electricity retail market.

Recommendation 4:

That the Victorian Government implements a monitoring regime that assesses the impact of
the TOU standing offers on consumers, and investigates whether consumers are able to access
competitive market offers. These findings must be made available in a public report.

Recommendation 5:

That the Queensland Government does not introduce TOU tariffs prior to trials being
undertaken and the Government being fully aware of the distributional impacts TOU pricing
will have on households.

36




New Meters, New Protections — A National Report on Customer Protections and Smart Meters

4. TOU and Retail Competition

Because the network businesses own the meters and TOU tariff structures are linked
to certain meter types, smart meter rollouts (both accelerated rollouts and rollouts
based on a ‘new and replacement’ policy) can potentially create a barrier to retail
competition.

In NSW, for example, where there is currently no mandated state-wide rollout of
smart meters, retailers’ have demonstrated an unwillingness to offer electricity retail
contracts to customers with a smart meter installed. This can create negative
outcomes for both customers individually and the competitiveness of the retail market
more broadly. Energy Australia is one of the largest electricity networks in Australia
and its area includes considerable parts of Sydney and the Central Coast. Energy
Australia also has a retail arm that is one of the three Standard Retail Suppliers
operating in NSW. Understandably, Energy Australia retail is a business that offers
customers TOU contracts as the Energy Australia network is the distribution business
installing smart meters. While there is nothing stopping other retailers from offering
TOU retail contracts and thus competing for Energy Australia’s retail customers
within Energy Australia’s network, it is believed that retailers choose not to because
of the costs associated with new billing systems and other factors.

This could change if a critical mass of smart meters were installed but there is no
guarantee such numbers will ever be reached. Regardless, it does reduce choice for
households with smart meters, whether this is a temporary or permanent situation, and
customers may be locked-in to retail contracts that are protected from normal
competitive pressures.

In a submission to the MCE, the NSW Energy and Water Ombudsman (EWON)
raised this issue:

Some customers have complained to EWON that following the installation by
their distributor of a Type 5 meter at their premises, they have either been
unable to transfer to a retailer of their choice, or their retailer of choice has
cancelled their contract and transferred them back to their standard retailer. In
both scenarios, the reasons appear to be that 2nd tier retailers do not have the
capability in their billing systems to be able to bill the customer using TOU
pricing.

One distributor has advised EWON that although their Type 5 meters are
programmed to collect usage data across differently-priced time periods and
they charge the retailer for such supply addresses network charges that align
with these periods, the retailer is still able to charge the customer a flat tariff if
they wish. However, EWON’s experience is that 2nd tier retailers are not
prepared to do this, as the retail tariffs they would need to offer the customer in
order to make even a modest profit margin would not be competitive or
attractive to the customer.>

> EWON, Submission to MCE discussion papers on Smart Meters Cost Benefit Analysis, Phase 1 —
National Minimum Functionality, November 2007.
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This situation may not be unique to NSW and Energy Australia’s smart meter
installations. If the Queensland Government decides to mandate a smart meter
rollout, as is currently the case in Victoria, similar issues may arise. It is impossible
to install smart meters in all households ‘overnight’, and a protracted rollout schedule
may create a temporary barrier to retail competition and thus particularly
disadvantage households receiving a smart meter in the early stage of a rollout. The
Victorian rollout schedule, for example, stipulates that only 10% of meters must be
installed by December 2010, and just 60% of the meters must be installed by June
2012. Nonetheless, there is a clear expectation that the distribution businesses will
start reassigning households with smart meters installed to TOU network tariffs in
2010-11. Retailers, however, may want to wait until a critical mass of meters are
rolled out before they offer or reassign customers to TOU retail tariffs to avoid losing
customers who prefer flat rates. Clearly a customer with an underlying TOU network
tariff will pose a greater financial risk to a retailer deciding not to pass the price signal
through to the customer, and retailers are unlikely to actively compete for the
households who have had smart meters installed. As the networks are rolling out
meters area by area, the rollout schedule itself may temporarily stifle competition.

Unlike Victoria, the Queensland Government still regulates the tariffs for non-market
offers. This could be a critical tool for the Government if they find that retailers are
unwilling to upgrade billing systems and offer tariffs in line with the distribution
businesses’ tariff reassignments. As long as the Queensland Competition Authority
has the powers to determine both the price and the shape of the regulated tariffs, the
Queensland Government will not have to merely rely on the market to ensure that
suitable retail tariffs are offered, which is the situation the Victorian Government is
currently finding itself in.

Recommendation 6:
That the AEMC assesses of the impact of TOU based standing offers on competition in future
‘Effectiveness of Competition Reviews’.

38




New Meters, New Protections — A National Report on Customer Protections and Smart Meters

5. Who are the losers and who are the winners?

It’s beneficial for people that go out and work and so aren’t at home during
the day. But if you're like me and you’re a stay at home mum, it’s not
beneficial for me. Especially with my lack of income it’s just going to be more
expensive for me.>®

5.1 Household characteristics
The analysis in section 2 above, indicates that three factors may increase a
household’s likelihood to be financially disadvantaged by TOU pricing structures:

1) Households with low electricity consumption. While higher consumption
households are more likely to have load that naturally attracts off-peak or shoulder
rates as well as higher discretionary load, low-volume households have little
discretionary load that they can shift to take advantage of low off-peak rates and
they will therefore simply be hit by the price applied at the time of usage.

2) Dual fuel households. For the same reason lower consumption households are
more likely to be disadvantaged, so are households using reticulated gas.
Households that use gas do not generally have a significant off-peak electricity
load that can act to offset the more expensive peak and shoulder rates they are
charged on a TOU tariff.

3) Households with people at home during the day on weekdays. People in full
time employment during normal business hours can naturally avoid domestic
consumption during a significant proportion of peak times. Their savings may not
be great solely due to this, but they do avoid the higher rates many other
households cannot. Pensioners, people with disabilities, the unemployed and
parents caring for young children all represent households more likely to be
severely financially disadvantaged by TOU tariffs.

Clearly the more of these characteristics a household has the more likely it is to be
disadvantaged by TOU pricing.

Chart 3 below shows the proportion of respondents in IPART’s 2008 household
consumption survey by consumption band. It illustrates the difference between the
respondents in the lowest income bracket (annual household income less than
$31,200) and respondents in the highest income bracket (annual household income
above $104,000). It should be noted that the survey area of Hunter, Gosford and
Wyong is an area with low gas penetration (less than 1 in 3 having reticulated gas)
and the 9% of households that use bottled gas (LPG) tend to have higher incomes.

Clearly, the low-income group uses significantly less electricity than the high-income
group in this area. The graph shows that at the 8000 kWh per annum consumption
mark, the low-income group has dropped to 5% of respondents while the more evenly
distributed high-income group peaks at 8000 kWh with approximately 12% of
respondents. The low-income group, on the other hand, peaks at 4000 kWh.

%% Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).
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Chart 3 - Proportion of households by electricity consumption band (Hunter, Gosford and Wyong area
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Chart 4 below shows the proportion of respondents in IPART’s 2006 household
consumption survey by consumption band. This chart also illustrates the difference
between respondents in the lowest and highest income brackets. Compared to chart 3
above, it shows a less clear difference between consumption and income in the
Sydney area than in Hunter, Gosford and Wyong.

There are two potential factors influencing this outcome. Firstly, almost 50% of the
households in the Sydney survey had reticulated gas, which reduces a household’s
electricity consumption significantly. While chart 4 below does not take gas
consumption into account, the survey found that only 42% of respondents in the low-
income bracket had mains gas while 68% of the high-income group did.”®
Furthermore the survey found that there is a strong correlation between higher income
and higher gas consumption, which partly explains why the difference between the
low-income line and the high-income line is relatively low for the 8000 to 13,000
kWh consumption bands.

Secondly, a high proportion of Sydney respondents live in flats or apartments
compared to the Hunter, Gosford and Wyong sample. Apartment dwellers generally
use less electricity than people living in free-standing houses but the survey does not
indicate whether there is a clear correlation between dwelling type and income level
in the Sydney area.

ST IPART, Residential Energy and Water Use in the Hunter, Gosford and Wyong — Results from the
2008 household survey, December 2008, Figure 6.3, p 66.

* IPART, Residential Energy and Water Use in Sydney, the Blue Mountains and Illawara — Results
from the 2006 household survey, November 2007, p 50.
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Chart 4 - Proportion of households by electricity consumption band (Sydney area 206%)
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The data presented in the two charts above shows a correlation between income level
and consumption level. Pensioners, people with disabilities and the unemployed are
generally low-income households (and therefore likely to have lower consumption)
but they do have a greater need to use electricity during the day. Furthermore, low-
consumption households have less discretionary load and thus less ability to shift load
to off-peak times. These households will simply have to ‘cop’ the higher daytime
charge without being able to offset the increases by shifting usage to off-peak times.
The high consumption (and generally higher income) households, however, will be
severely penalised if they have high day time consumption but as high-income usually
reflects employment, this can indicate that these households have a significant
discretionary load and can make substantial savings if they are willing to shift load to
off-peak times. Additionally, the IPART survey found that 25% of the high-income
Sydney households have swimming pools, and the use of timers on pool pumps to
ensure that they operate at off-peak times can result in a significant saving to
households. These households will be the clear winners from TOU pricing.

5.2 Need for distributional impact analyses

The examples of potential bill impacts in section 2 above (based on the analyses
presented in the various jurisdictional reports produced) do not purport to pinpoint
what the distributional impact of TOU pricing will be, rather the analyses have sought
to highlight that TOU pricing will have a distributional impact and that some of those
who can least afford it may end up with the biggest increases.

It is critical that jurisdictional governments, and the Commonwealth, are aware of the
distributional impacts TOU pricing will have on households prior to mandating a
smart meter rollout. It is thus of grave concern that distributional impact analyses
seems to be the issue of least interest and priority to policy makers.

The recent Victorian Auditor-General report on the rollout in Victoria criticised the
Department of Primary Industries for not adequately assessing the distributional
impacts the mandated rollout of smart meters will have on Victorian households. The
report stated:

Y IPART, Residential Energy and Water Use in Sydney, the Blue Mountains and Illawara — Results
from the 2006 household survey, November 2007, Figure 5.2, p 52.
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There has been insufficient analysis to fully understand potential perverse
outcomes, risks, and unintended consequences for consumers. This means that
there is no clarity whether the distribution of costs and benefits between
electricity businesses and consumers will be consistent with the intended
outcomes of the program, and equitably allocated through the mandated cost
recovery regime.”

Governments commonly claim that smart meters and TOU pricing will result in
households receiving better information on their energy consumption and hence save
on their energy bills. In a media release in November 2009, for example, the
Victorian Minister for Energy stated: “These smart meters will give families more
control over what they pay for electricity and help cut bills”.*" Furthermore, smart
meters are often ‘sold’” as a tool necessary to address climate change, as a tool for
households to reduce CO2 emissions. “A clean environment is crucial to our future
and that’s why we are helping Victorians cut their carbon footprint by giving them the
tools to monitor and control their energy use”, the Victorian Minister for Energy has
stated.®> The claim that smart meter enabled TOU pricing will reduce greenhouse gas
emissions is highly disputable, but it is clear that the Victorian Government is
unwilling to admit that there will be winners and losers as a result of TOU pricing,
and consequently the Government is currently not implementing new measures to
assist 6lg)w-income households that can ill afford another increase in electricity
prices.

Even the electricity industry is currently less likely to make the claim that smart meter
enabled TOU tariffs will reduce households’ electricity bills and/or reduce peak
demand. Energy Australia, which is both a distribution business and an energy
retailer, and promotes the take up of TOU tariffs in NSW, recently stated to The Daily
Telegraph: “[S]aving customers money was not the main aim of rolling out smart
meters. Rather it was to make energy consumption more "efficient”" by pushing usage
into times of lower demand”.** The Energy Retailers Association has stated that the
use of peak pricing to encourage load shifting and hence reduce peak demand remains
unproven and that “The most likely way to achieve long-term behavioural change is
that if people believe a price shock is permanent”.*> From a government’s viewpoint,
however, ‘a permanent price shock’ may not be the solution to shift or curb demand
as energy affordability and access is essential to all Australian households.

% Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p 10.

% Victorian Minister for Energy and Resources, Smart meter roll-out progressing on schedule, Media
Release, 11 November 2009.

% Ibid.

5 As pointed out by NERA in the National Cost-benefit Study: “note that the impact of a smart
metering rollout on greenhouse gas emissions will depend critically on how demand changes as a result
of changes in customer behaviour and particularly on the extent to which demand is reduced rather than
simply shifted from peak to off-peak times”. NERA Economic Consulting, Cost Benefit Analysis of
Smart Metering and Direct Load Control, Report for the Ministerial Council on Energy Smart Meter
Working Group (Phase 2 Overview Report), February 2008.

%4 The Daily Telegraph, Smart meters put heat on bills, 23 November 2009 available at
www.theaustralian.com.au/australian-it/smart-meters-put-heat-on-bills/story-e6frgakx-1225801980649
% The Courier Mail, Queenslanders might avoid charges for peak power usage, 15 December 2009
available at www.news.com.au/couriermail/story/0..26486920-3102,00.html
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The MCE SCO did commission a study into consumer impacts from smart meters,
however this study, undertaken by Energy Market Consulting Associates (EMCa),
failed to explore the most important distributional impact issues due to the terms of
reference provided to the consultants and the methodology applied. Some of the
study’s shortcomings were:

¥ That they were tasked with reviewing Energy Australia and Integral Energy’s
trials and studies in NSW and then consider their applicability in other
jurisdictions. As discussed in section 3.1 above, TOU tariffs in NSW are not
the result of a mandated, jurisdiction wide rollout and this has implications for
the distributional impact.

¥ That the analysis was necessarily limited by the fact that the Energy Australia
and Integral Energy studies had not been designed to resolve the matters of
interest to the MCE SCO.

¥ That an assessment of the range of retail strategy options and of consumer
choice and the likelihood of various outcomes were outside the scope of the
study.

¥ That the approach to examine impacts was convoluted and unable to take into
account seasonal variance and associated bill volatility. The methodology was
based on analysing the underlying Cost of Goods Sold (COGS) to reveal that
some customers have higher cost profiles than others, and the study’s
underlying assumption that differences in the revealed COGS may lead to a
consumer impact and to analyse the extent of that potential impact.

EMCa stated that they were aware of the many limitations and data constrains that
affected the study:

For these reasons, we have designated this report an “initial analysis”. We
consider that it provides indications of a range of factors of potential interest, and
that more definitive findings would result from further analysis of existing data as
well as, ultimately, from further studies. 66

The MCE SCO, and jurisdictional governments considering mandating a smart meter
rollout, must commission research to gain an understanding of what the distributional
impacts of TOU pricing will be on households. Such studies should not only focus on
potential demand response rates (i.e. shifting and reduction of load due to price
signals), as electricity is an essential service and price elasticities are low. This
research is needed in order for governments and policy makers to understand what the
impact will be and what government assistance will be required. As for Victoria, the
Government should respond to the Auditor-General’s recommendation by initiating a
thorough investigation into the distributional impacts or, noting the following
response by the Department of Primary Industries (DPI) to the Auditor-General’s
concerns, immediately release the studies conducted.

% EMCa report to the Ministerial Council on Energy Standing Committee of Officials, Smart Meter
Consumer Impact: Initial Analysis, Consultation Draft, April 2009, p iii.
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“The forecast distributional impacts of the AMI project on consumers have
been assessed on several occasions, in each case showing that the impact on

. . . 6
consumers is substantially progressive”.®’

Only by undertaking thorough distributional impact studies and obtaining an
understanding of potential requirements for assistance (e.g. concessions) can
governments make informed decisions about whether to mandate smart meter rollouts
or not.

Recommendation 7:

That the MCE SCO, and all jurisdictional governments considering mandating a rollout of
smart meters, undertake comprehensive distributional impact studies and assess the potential
need for assistance to low-income households.

Recommendation 8:
That the Victorian Government immediately undertakes a comprehensive distributional
impact study and assess the potential need for assistance to low-income households.

The Government must also release the studies stated by DPI, in the Victorian Auditor-
General’s report, to demonstrate that the impact on consumers is substantially progressive.

67 Response provided by the Secretary, Department of Primary Industries (DPI) in Appendix A.
Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p 45.
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6. Price shocks

There are other issues of course, like rent, but power is a major element.
Sometimes with people if you put power costs and rent together, you've taken
all their income for the fortnight.*®

There is little doubt that energy cost will continue to increase over the next few years.
If the jurisdictional governments decide to mandate a rollout of smart meters, two
significant cost components and their impact on households’ energy affordability
must be taken into account:

First, the costs associated with the rollout of smart meters are envisaged to increase
the average domestic electricity bill by $80 per annum.” Such a price increase will
disproportionately impact upon low-consumption households, within which low-
income and other disadvantaged groups are over represented.

Second, households will have to contend with the cost associated with the
introduction of the Carbon Pollution Reduction Scheme (CPRS). While it is difficult
to predict the actual impact this will have on domestic energy accounts, some
estimates suggest that this scheme will increase electricity bills in the order of $200 -
$240 per annum (the price impact will vary between states).”’

Considering both these factors, it is reasonable to suggest that if governments decide
to mandate a rollout of smart meters, annual electricity bills for households may rise
in the order of $280 to $320 per annum (not including any increases due to tariff re-
assignments).

6.1 Energy costs and household income

In recent modelling undertaken by NATSEM on behalf of IPART into weekly
earnings for three hypothetical family types (single aged pensioners, couple aged
pensioners and sole parents with two children), the weekly disposable income is as
low as $286 (for single pensioners).

% personal communication from Dr Michael McGann, University of Melbourne, Notes fiom the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).

% This estimate is based on the Victorian rollout. See section 7.1 below and AER, Victorian advanced
metering infrastructure review, 2009—11 AMI budget and charges applications, Final Determination,
30 October 2009.

70 This estimate is based on a carbon price of $30 per tonne. Australian Conservation Foundation,
ACOSS and Choice, Energy and Equity — Preparing households for climate change: efficiency, equity,
immediacy, p 10.
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Table 9- Weekly disposable income by family typ&

Family type* Weekly disposable income in 2008/09
Singled aged pensioner $286
Couple aged pensioner $475
Sole parent with 2 children** $516

* These families do not pay rent so no rent assistance included
** This is the average income for a sole parent with two children (5 and 7 years old) where the parent has no private income.

NSW hypothetical ‘Household 2’ documented in table 1 (section 2.1) is a sole parent
with two children. Assuming that the household has a disposable income of $516 (as
per table 9 above), it becomes clear that an annual electricity bill increase of 11%,
solely due to a TOU tariff reassignment, would have significant impact on the
household budget.

Table 10 - Fortnightly income compared to quarterly bills for NSW hypothetical OHousehold 20

Hypothetical Fortnightly Approx Quarterly | Approx Quarterly | Approx Quarterly

OHousehold 20 disposable Bill (TOU only)* | Bill (inc TOU + | Bill (inc TOU +
income SM)** SM + CPRS)***
$1032 $357 $377 $437

Quarterly bill TOU as

% of fortnightly income 35% 37% 42%

*Estimated bills based on above analysis of ‘Household 2’ reassigned from single rate tariff to TOU tariff.

**TOU plus costs includes estimated additional annual costs of smart meter rollout ($80).

*#% TOU plus costs includes estimated additional annual costs of smart meter rollout ($80) and estimated additional
annual CPRS costs ($240)"

When a household is on a tight budget and a single electricity bill equates to 35 - 42%
of fortnightly income, it is obvious that access to flexible payment arrangements is
important. Payment extensions and payment plans are crucial measures that can
prevent households from spiralling into debt or being disconnected from essential
electricity supply. Moreover, as recent research conducted on behalf of the Public
Interest Advocacy Centre (PTIAC) in NSW found that “almost one third of respondents
(32%) perceived their bill to be unusually high in the period before disconnection”,
and as TOU pricing will increase bill volatility, it will become increasingly important
that households have access to this form [payment plans] of assistance.” It is
therefore crucial to recognise that payment plans must be offered freely and made
available to everyone that requests one, and therefore not restricted to certain
contracts or customers, such as those registered with a hardship program.

Furthermore, the Community Service Obligations (CSOs), such as concessions, will
need to be adjusted to ensure that low-income and vulnerable households receive
assistance to cope with rising base energy costs, as well as ensuring that the discounts
available are tailored to the new tariffs and new types of assistance requirements.

"I Table is based on data presented in National Centre for Economic Modelling (NATSEM), University
of Canberra, Estimated Incomes of Selected Australian Families: 1995-96 to 2008-09, Prepared for
IPART, May 2009, Table p 9.

7 This estimate is based on a carbon price of $30 per tonne. Australian Conservation Foundation,
ACOSS and Choice, Energy and Equity — Preparing households for climate change: efficiency, equity,
immediacy, p 10.

3 Connell, J., Hill, W.,Cut Off II: The Experience of Utility Disconnections, report prepared by Urbis
for the Public Interest Advocacy Centre Ltd, Sydney NSW, 2009, p 20.
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Although some customers may not be on TOU contracts themselves, smart metering
technology is likely to impact on all retail offers as the interval data provides retailers
with an opportunity to introduce more cost reflective pricing. If ‘user pays’ is the
basic principle applied to cost reflective pricing, we can assume that contracts without
a TOU price component will be regarded as higher risk to retailers and subsequently
more expensive for the customer.
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7. Costs and benefits

They might say, ok it’s going to cost $200 per household to do this and then
unfortunately, ooops, it goes up to $1000 per household, well you're going to
pay for that too.”?

In 2008 the MCE noted that on the basis of the cost-benefit analysis smart meters
would have significant impact upon:
¥ Efficiency and innovation in electricity business operations;
¥ Promoting the long-term interest of electricity consumers; and
¥ Enabling consumers to better manage energy use and greenhouse gas
emissions.

The MCE Decision Paper also stated that smart meters are expected to:
¥ Reduce peak demand;
¥ Promote retail competition;
¥ Promote energy efficiency and greenhouse benefits; and
¥ Provide a platform for other demand side response measures.”

This illustrates that the MCE envisage that a very broad range of objectives and
benefits can be met by rolling out smart meters. However, the realisation of the
various, and sometimes competing, benefits are contingent upon regulatory
frameworks, industry behaviour, consumer behaviour, market design and other
government policies.

The MCE should articulate precisely what it expects smart meters to deliver and how
this will be achieved. To date, there is a smart meter benefit ‘wish list’ that has
opened up for numerous functionalities to be included at ‘minimal’ cost to consumers
and little consideration of the unintended consequences a smart meter rollout may
cause, and the impact they may have on energy markets and consumers. The MCE
should consider the findings in the Victorian Auditor-General’s report on the AMI
project to ensure that the National Smart Meter Project does not make the same
mistakes. The report stated:

DPI’s approach to project governance has been inconsistent with the nature
and scale of the significant market intervention made by the project. DPI did
not allocate adequate or sufficient resources to provide appropriate review
mechanisms for the economic and technical assessment of the project,
stakeholder consultation and risk management.

There has been insufficient analysis to fully understand potential perverse
outcomes, risks, and unintended consequences for consumers. This means that
there is no clarity whether the distribution of costs and benefits between
electricity businesses and consumers will be consistent with the intended

™ Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts). Focus group participant making the comment that cost-benefit analyses of major
infrastructure projects have been inaccurate in the past and there is hence no guarantee that there will
be cost savings.

> Ministerial Council on Energy, Smart Meter Decision Paper,13 June 2008.
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outcomes of the program, and equitably allocated through the mandated cost
recovery regime.’°

7.1 Functionality specification

In October 2009 the AER published its final determination for the Victorian AMI
expenditure budgets and metering charges for 2010 and 2011. The AER approved
$1.08 billion in expenditure budgets for these two years.”” On average, customers
will pay $68 more for metering charges in 2010 and $76 more in 2011. However,
there are significant differences in metering charges between the distribution
businesses due to the businesses’ choice of communications technology, their network
characteristics and cost allocation. Customers residing in Jemena’s supply area, for
example, will pay approximately $135 in metering charges in 2010. That is $34 extra
on each quarterly bill in metering charges.

These figures include the cost of the actual rollout (i.e. installation cost, labour force)
but both the meters themselves and the communications technology required are
significant cost components and these costs increase in line with the functionalities
(that is, the actual capabilities) of the meters installed. The more functionality
included, the more expensive the meters and communications technology required
will be.”®

Distribution businesses, retailers, environmental and consumer groups often seek
different and various functionalities included in the minimum specification. For
example, distribution businesses want outage detection while retailers want daily
reads allowing them to settle customer accounts over the phone. Environmental
groups have pushed for information provision such as in-home displays, as they
believe increased information will result in reduced consumption. Consumer groups
have been concerned about the cost of a rollout and the impact it will have on low-
income households in particular. Due to the various stakeholder interests and the
multiple government objectives for rolling out smart meters, both the national
minimum functionality specification (and the Victorian minimum functionality
specification) currently stipulate more functionalities than other smart meter
specifications commercially produced to date internationally.

Recommendation 9:
That the MCE clearly articulates the desired outcomes of a smart meter rollout and how these
outcomes will be achieved.

7% Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p 10.

" AER, Victorian advanced metering infrastructure review, 200911 AMI budget and charges
applications, Final Determination, 30 October 2009. See AER, AER makes final determination on
Victorian smart meter costs and charges, Media Release, 30 October 2009 at
www.aer.gov.au/content/index.phtml/itemId/731476

"8 See Section 3 of Background Paper — Customer Protections and Smart Meters (August 2009) for a
more detailed discussion about the various functionalities.
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7.2 Pass through of benefits
It never comes true [passing on cost savings to customers], does it?"”

The majority of the cost of rolling out smart meters will occur up-front. This imposes
some risk to consumers in relation to the realisation of and the pass through of the
financial benefits. These concerns were raised by NERA in the national cost-benefit
study and more recently by the Victorian Auditor-General’s report on the Victorian
smart meter project (AMI). The latter stated:

In order for consumers to benefit from the cost savings incurred by the
distributors through AMI, the distributors will need to pass on the savings
through to retailers who will need to pass on the savings subsequently to
consumers. If this doesn’t happen, then the benefits may not accrue to
consumers who then ultimately fund the implementation costs of AMI.

Achieving full pass-through of AMI’s ‘bankable benefits’ to consumers will
require significant effort from the regulators. This is because, unlike many
network investments, the expected benefits of the AMI project apply across
many distribution business functions and services, ranging from meter reading
to connection and disconnection costs. Also, the full realisation of AMI benefits
related to improved industry efficiency could potentially take several years to
become apparent.™

There is no guarantee that all the estimated benefits will be accrued and therefore
produce the savings anticipated. As households pay for the infrastructure up-front
they could end up ‘short changed’ if the benefits do not materialise. The Victorian
rollout schedule, for example, stipulates that only 10% of the meters will be rolled out
by the end of 2010 and only an additional 15% are due to be rolled out by 30 June
2011. The schedule does not stipulate the proportion of meters that must be installed
by the end of 2011 (which is the end of the initial cost-recovery period) but by mid
2012, 60% of meters must be installed. This protracted rollout schedule means that
customers will commence paying for the metering infrastructure well in advance of
any real benefits being delivered.

When a jurisdictional government makes the decision to mandate the rollout based on
a cost-benefit study, it must commit to monitor benefits accrued and utilise
complementary policy measures to maximise benefits and ensure that savings are
passed on to consumers.

Recommendation 10:

To mitigate the risk of benefits not being accrued and/or passed through to consumers, the
AER should monitor the benefits as they accrue (i.e. on an annual basis) and provide a public
assessment report to the governments on the benefit status. Governments, in co-operation
with the AER, should seek to actively ensure that maximum benefits are achieved.

7 Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).

% Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p 17.
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There is also a risk that benefits are not accurately and/or timely passed through to
consumers. The distribution businesses have an incentive to maximise return to their
shareholders and this raises particular challenges for the regulatory framework as the
networks may seek to underestimate the benefits accrued from a smart meter rollout
in order to retain as much of the savings as possible; arguing that it is a result of
business efficiencies rather than the smart meter rollout. To mitigate this risk, the
regulatory framework should be restructured to ensure that operational benefits are
accounted for and passed through on an annual basis. The typical 5 year regulatory
period will not deliver satisfactory outcomes for consumers, as it would most likely
allow the network businesses to gather windfall gains.

It is paramount that large-scale government initiated projects funded by consumers
are subject to strong regulatory oversight. Households do foot the bill for mandated
smart meter rollouts and governments must ensure that proper regulatory
arrangements are in place. As noted by the Victorian Auditor-General:

If the AMI project was funded from the state Budget, the business case would
automatically be subject to the scrutiny of central agencies and the project
would likely be reviewed under the Gateway Review Process due to its risk
and expenditure profile.”!

Recommendation 11:
That the regulatory framework for smart meter rollouts ensures that the operational benefits
are accounted for and passed through to consumers on an annual basis.

7.3 Allocation of costs

How are old age pensioners going to be able to afford the higher metering
costs next year...and mothers with half a dozen kids?™

From the focus groups convened by Melbourne University for the Consumer Impacts
of Smart Meters study, it is clear that many households are unaware that they have to
pay for the rollout of smart meters through their electricity bills. From a meeting in
Mildura the focus group report noted:

People were particularly outraged that they could not opt in or out of the smart
meter rollout and that the government was forcing this charge upon them. As
one lady in the group put it, “we’re stuck with the bill even if we don’t want
it?”. Indeed, it took quite some time to calm the group down after breaking
this news to them as many were hysterical about having to pay extra metering
charges over the next few years and were worried about how they would be
able to afford it. They particularly mentioned concerns that pensioners, people

$! Victorian Auditor-General, Towards a ‘smart-grid’ — The roll-out of Advanced Metering
Infrastructure, November 2009, p 19.

%2 Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).
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with disabilities, and people with large families would struggle to afford the
additional metering costs.”

Households will experience a significant cost increase as a result of a smart meter
rollout and low-volume energy consumers will encounter a proportionally higher
increase. In addition to proportionally higher price increases, low-volume energy
consumers will also have the least ability to respond to price signals (due to low
discretionary consumption), which otherwise may allow them to offset these costs.
This raises important equity issues as low-income households represent a large
proportion of low-volume consumption households. In order for governments to
address these equity issues, certainty and consistency in regards how the cost of a
rollout is passed through to customers is a prerequisite.

The price impact on low-income households can be ameliorated with concession
arrangements or pricing principles. If, however, retailers are free to determine how
the costs are passed through on households’ bills it becomes exceedingly difficult to
introduce equitable and targeted assistance measures.

Victorian retailers have now started to gazette their standing offers for 2010 and the
two largest retailers have taken different approaches.** Origin has introduced an
additional fixed ‘smart meter charge’ while AGL seeks to recover the additional
network costs by increasing the supply charge. The Victorian Government will thus
find it difficult to introduce either a smart meter concession or pricing principles to
ensure that low-income households’ pay for the rollout proportionally to their
consumption levels. The tables (11 and 12) and chart 5 below demonstrate the two
different approaches utilised by Origin and AGL to recover smart meter costs from
households, as well as the significant difference in the overall fixed charges between
the two retailers.

Table 11- Origin, fixed charges for residential tariffs (GD/GR), Cents per day, including GST

Supply Area Smart Meter Charge Supply Charge Total Fixed Charge

Powercor 30.602 33.638 64.24
Citipower 33.462 25.773 59.235
Jemena 41.558 13.398 54.956
United Energy 21.318 33.649 54.967
SP Ausnet 29.414 32.329 61.743

Table 12- AGL, fixed charges for residential tariffs (GD/GR), Cents per day, including GST

Supply Area Supply Charge/ Fixed Charge

Powercor 77.924
Citipower 76.67
Jemena 86.053
United Energy 67.507
SP Ausnet 81.4

%3 Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).

% TRU Energy gazetted their standing tariffs two months earlier than AGL and Origin and their fixed
charges are lower than Origin’s fixed charges. However, the 2 October 2009 gazette means that TRU
Energy can adjust their charges two moths earlier than Origin and AGL and it remains to seen what
pricing dtrategy TRU Energy will introduce in April 2010.
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Chart 5 BOrigin and AGL, Standing Offer fixed charges per distribution are&®
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Chart 5 clearly demonstrates that AGL’s standing offers include a significantly higher
fixed charge than Origin’s offers. In Jemena’s distribution area, where the difference
between the two retailers is the greatest, AGL’s fixed charge is $113 more per annum
than Origin. Although Origin’s consumption charge is slightly higher than AGL’s,
the difference in the fixed charge means that customers consuming less than 8,300
kWh per annum are better off on Origin’s offer.*® High fixed charges financially
disadvantage low consumption households in particular and the average single rate
household in Victoria consumes 4828 kWh per annum, while the average pensioner
household uses 3946 kWh per annum.*’” Based on AGL’s standing offer in Jemena’s
network, a household consuming 3030 kWh per annum would receive electricity bills
where 50% of the total amount is fixed charges.*®

7.3.1 Pricing principles

One approach to address these equity issues is to apply pricing principles that allocate
the cost of the smart meter rollout (or a higher proportion thereof) to higher
consumption households. This can be achieved by only allowing the pass through of
these costs once a certain consumption threshold has been reached and hence ensure
that costs are more equitably allocated.”

% Fixed charges applied to single rate (GD/GR) from 1 January 2010, cents per day, GST inclusive.

% Origin charges 21.4489 cents per kWh and AGL charges 20.075 cents per kWh (GST inclusive).

" Note that the Victorian average includes the pensioners. If the pensioner group is excluded from the
Victorian average, the difference between the two groups would be greater. Jemena’s supply area is
mostly metropolitan and the majority of households in this area will therefore be connected to
reticulated gas. This means their overall consumption is lower than the average and residential
customers will generally be on a single electricity tariff. Data on household consumption was obtained
from the Department of Human Services, Victorian Utility Consumption Survey 2007, page 74-75 at:
http://www.dhs.vic.gov.au/concessions/research/publications?SQ_DESIGN NAME=print

% AGL’s annual fixed charge of $314.09 equates to the usage of 1565 kWh at a rate of 0.20075 cents
per kWh.

% See Dufty G, Electricity pricing — delivering social justice and environmental equity, in CUAC
Expert Forum on Electricity Pricing, Forum Papers, August 2007.
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This option was raised with the AER in response to their consultation on AMI budget
and charges. However, in their Final Determination, the AER referred to the
Victorian Government’s Order in Council that stipulates the approach the AER is
obliged to use when assessing the AMI budget and charges applications, and
concluded:

The AER notes that the revised Order permits the DNSPs to propose metering
charges that recover their costs of service provision. The AER established a set
of pricing principles in the framework and approach that DNSPs had to take into
account when proposing AMI charges.

The DNSPs did not propose a pricing structure dependent upon electricity
consumption profiles. As noted above, distribution tariffs will be set on the
basis of energy usage, likely including the time of day to which usage relates.

The AER therefore will not require the DNSPs to set their metering charges on
the basis of customer usage patterns. Such a pricing approach is not mentioned
in the revised Order.”

As the AEMC has now been requested by the MCE to provide advice on whether the
National Electricity Rules efficiently accommodates cost recovery for smart metering
infrastructure mandated by Ministerial determination, the use of equitable pricing
principles for the allocation of smart meter rollout costs should be addressed in this
review.” The MCE has previously expressed interest in exploring the possibility of
using pricing principles for the allocation of smart meter costs. In June 2008 it was
recommended by the MCE SCO that the Smart Meter Consumer Protection Review
consider the issue in greater depth:

The St Vincent de Paul Society and the Consumer Utilities Advocacy Centre
(CUAC) have suggested that low volume energy consumption households will
subsidise high volume energy consumption households as a result of low
volume households experiencing disproportionate cost increases and being
offered less tariff options. They have recommended that MCE implement
pricing principles that allocate the costs of the smart meter roll-out (or a higher
proportion thereof) to higher consumption households. This can be achieved by
only allowing the pass through of these costs once a certain consumption
threshold has been reached. This issue should be considered in greater depth as
part of the Consumer Protection Review.”

As the Smart Meter Consumer Protection Review has failed to consider cost
allocation issues to date, the AEMC should thoroughly examine the opportunities for
allowing equitable pricing principles to be introduced under Chapter 6 of the National
Electricity Rules.

% AER, Victorian Advanced Metering Infrastructure Review - 2009-11 AMI budget and charges
applications, Final Determination, October 2009, p 92.

*I The MCE requested the AEMC to provide this advice on 19 November 2009 and the AEMC’s final
report to the MCE is due on 32 August 2010.

> MCE SCO, Cost-Benefit Analysis of Options for a National Smart Meter Roll-Out (Phase Two —
Regional and Detailed Analyses), Regulatory Impact Statement For Decision, June 2008, p 117-118.
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Recommendation 12:

That the AEMC investigates the potential for using pricing principles to allocate smart meter
costs in an equitable manner — meaning that those most likely to benefit from the rollout pay a
proportionally higher cost.

The AEMC should advise the MCE on whether Chapter 6 of the National Electricity Rules, or
other regulatory instruments, can be utilised to introduce a more equitable approach to cost
allocation.

Recommendation 13:

The MCE should request the AEMC to assess the impacts of how and where the costs of
rolling out smart meters are allocated to consumers, with the aim of identifying an equitable,
fair and transparent approach for allocating costs.
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8. Customer protections

In my case, 1'd probably find it difficult if I didn’t have a repayment plan
[where 1] pay regularly every two weeks. If that wasn’t in place I’d probably
be in trouble, and I have been in trouble a few times where a big bill just
comes along and, yeah, the money’s not there to pay it.”

With electricity prices going up and time varying pricing being introduced, there is a
demand for additional and more robust customer protections. Price rises and
increased bill volatility mean that many households will face energy affordability
problems and therefore be at risk of under-consuming or disconnection from supply.

In December 2009, the Head of the Energy and Environment Division, Department of
Resources, Energy and Tourism (DRET), responded to a question from the Senate’s
Select Committee on Fuel and Energy regarding whether significant cost increases are
expected over the next few years, by saying that:

On electricity, affordability currently is rated as moderate. As we move forward
in each five-year period, in 2013 it is low, in 2018 it is low and in 2023 it is
low.”

Price shocks combined with the commitment to deregulate energy retail prices in
jurisdictions where competition is found to be effective, means that the protections
embedded in the new National Energy Customer Framework (NECF) must act as the
new shock absorber, i.e. the mechanism that assists households managing increased
costs and price volatility. The NECF must contain universal protections that ensure
customer access to flexible payment arrangements, adequate billing cycles and time to
pay bills, adequate notification of changes to tariffs, and minimised use of fees and
non-tariff retail charges to mention a few.

As part of the move to a national market, the NECF has been regarded as one of the
last milestones in order to transfer retail regulatory functions to the AER. However,
the process of developing the NECF has been characterised by negotiations and
horse-trading between jurisdictions and stakeholders. As it has been regarded as
unacceptable to simply agree that a single jurisdiction has the best model so far and
thus use it as a starting point, the approach has been ‘a little bit of everything’ —
making sure that all jurisdictional codes and regulations got represented in the NECF
package. Clearly this is not the best approach in terms of ensuring that Australian
households have the protections they require in the future.

The MCE never articulated what precisely the NECF must deliver. It was widely
agreed that a NECF was necessary — as all of the Australian energy markets have
regulatory obligations on retailers and distributors interaction with customers — but
there was no clear vision for what the laws and rules of the NECF should deliver.

%3 Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social
Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).

% Commonwealth of Australia, Senate, Select Committee on Fuel and Energy, Proof Committee
Hansard, 14 December 2009, p 27 available at www.aph.gov.au/hansard/senate/commttee/S12631.pdf
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The various jurisdictional energy markets are at vastly different stages in their reform
processes. One customer protection framework may be regarded as adequate for a
jurisdiction such as NSW, where the government plays a role through ownership
interests and retail price setting, but seen as highly inadequate for energy markets
characterised by full retail competition, deregulated retail prices and, indeed, smart
meter enabled dynamic tariff offers.

It is crucial that the NECF is in sync with MCE policies and NEM developments to
ensure that the end result contains the solid protections required rather than a
customer protection framework for ‘yesterday’s energy markets’.

Recommendation 14:
The MCE must articulate a clear vision for what the NECF must deliver and the final draft
framework should be assessed against these objectives.

8.1 Universal Protections

The NECF can provide Australian households with crucial protections in a very
rapidly changing energy market and should therefore be regarded as a key tool to
ensure that consumers stay connected to this essential service. A customer protection
framework should deliver universal provisions for billing, reminder notices, pre-
disconnection steps and instalment plans that ensure customers on low-incomes or
experiencing temporary hardship are not disconnected from supply. Furthermore,
these provisions can mitigate the need for households to forego other essential goods
and services in order to pay energy bills.

The NECF can also play an important role in building consumer confidence in
competitive energy retail markets. A solid customer protection framework should not
be seen to cause a potential barrier for competition and the development of effective
markets, rather customer protections can support effective competition by ensuring
that more households have the confidence to exercise choice and search for better
offers. Regulatory provisions pertaining to billing and collection cycles, term and
termination and additional retail charges can play an important role in ensuring that
all consumers have basic protections no matter what retailer the contract is with.

As households face increased electricity costs, and more bill volatility due to TOU
pricing, it is particularly important that protections are properly designed and
universally delivered.

On the basis of the low affordability levels predicted for electricity over the coming
years combined with retail price deregulation policies and current retail market
behaviour, the notion that customers on market contracts need less protections than
customers on the standing offer should be reassessed. As discussed in section 3.2
above, customers, including those who are vulnerable and disadvantaged, may be
driven off the standing offer and ‘forced’ on to market contracts due to opportunistic,
and possibly punitive, pricing structures such as those recently gazetted in Victoria.
Furthermore, some retailers continue to demonstrate an inability to respect and
operate within the current regulatory requirements. Recent performance reports by
jurisdictional regulators have highlighted high customer complaints rates,
disconnection rates and non-compliance issues:
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¥ In Victoria customer complaints to energy retailers increased by 127% in
2008-09. Furthermore, a survey undertaken by the Essential Services
Commission found that most retailers quoted customers higher rates over the
phone than those published on their website, and that the variation between
the average published rates and those quoted was considerable.”

¥ In Queensland 16,267 small customers were disconnected due to non-
payment in the 2008-09 financial year.”®

¥ Of the approximately 18,000 residential customers disconnected in NSW,
29.5% were on payment plans prior to disconnection, 14.6% were on
pensigc;ns and 7.9% had been disconnected more than once in the same
year.

¥ The South Australian regulator, ESCOSA, was in 2008-09 dealing with
significant retailer non-compliance issues in relation to billing (Code
breaches regarding retailers issuing bills and information provided on bills)
and the use of security deposits.”®

Combined, these factors indicate that policy makers should rethink their approach to
customer protections. Three particular issues must be assessed before a final NECF is
agreed upon. First, whether the assumption that customers on market contracts need
fewer protections than customers on the standing offer holds true. The assumption
that customers on market contracts are active and informed market participants, and
therefore do not need protections in relation to billing, collection cycles and additional
charges (to mention a few), may be a flawed assumption.

Second, the main concern in developing the NECF to date has been about avoiding a
‘lowest common denominator’ approach and striving for ‘best practise’ as we
currently know it. However, with rampant price increases and increasing tariff
complexity, the framework should have been one of improvement and the
introduction of new safeguards to ensure that households are best equipped to
continue to have access to supply in a future environment where affordability is
assessed to be low.”

Third, the NECF must include adequate ‘change processes’ to allow regulatory
agencies to efficiently respond to market failures and industry behaviour causing
detrimental impact on customers.

% ESC, Energy Retailers Comparative Performance Report 2008-09, Summary of Findings, December
2009.

% QCA, Small Electricity Customer Disconnection and Complaints Statistics for the financial year
ended 30 June 2009,December 2009.

*TNSW disconnection figures for 2008-09 in IPART, Electricity retail businesses’ performance
against customer service indicators in NSW, For the period I July 2004 to 30 June 2009, Information
Paper, December 2009.

" ESCOSA, 2008-09 Annual Performance Report, South Australian Energy Supply Industry,
November 2009.

% As per DRET’s response to questions from the Senate about energy costs discussed above.
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Recommendation 15:
MCE to request the Retail Policy Working Group to:
1) Re-evaluate the rationale for minimising the protections available to customers on
market contracts.
2) Assess the Draft NECF in terms of future needs, taking factors such as low
affordability, retail price deregulation and increased tariff complexity into account.
3) Ensure that the NECF includes adequate ‘change processes’ that allow the regulatory
agencies to efficiently respond to market developments and rectify issues with
detrimental impact on consumers.

8.1.1 Billing and collection cycles

As discussed in section 6 above, a quarterly electricity bill may constitute 35-42% of
a household’s fortnightly income and it is therefore crucial that customers have
sufficient time to pay their accounts. The current proposal is that customers on
standard contracts must be given 12 business days to pay their bills.'” This means
most households will receive a fortnightly income payment between receiving a bill
and by the time it is due. If a customer is unable to pay within 12 business days, the
retailer may charge the customer an additional fee for late payment. The customer is
then given an additional period of 5 business days to pay her/his bill. However, if a
retailer has issued a customer with a reminder notice for two consecutive bills, the
retailer can place the customer on a shortened collection cycle which means that the
customer will not receive a reminder notice prior to a disconnection warning if a bill
remains unpaid.'"’

The shortened collection cycle means that a customer only has 18 business days
between receiving a bill and potentially being disconnected (all disconnection
warnings must allow the customer 5 business days to pay the bill before the
disconnection is carried out). Standard contract customers on a normal collection
cycle have 23 business days between receiving a bill and a potential disconnection.
This means that all customers on a normal collection cycle will receive two
fortnightly income payments between receiving a bill and a potential disconnection
being carried out, while customers on a shortened collection cycle may only receive a
single fortnightly income payment between receiving a bill and a potential
disconnection.

The shortened collection cycle therefore has the potential to increase disconnection
cases but has arguably been used in some jurisdiction as an alternative to late payment
fees (due to retailers arguing for the high cost associated with reminder notices). The
current version of the NECF however, proposes to not only allow retailers to place
late payers on a shortened collection cycle but also allow them to charge customers a
late payment fee and thus make it even more expensive for the customer to pay the
bill in the first place.

It is also of grave concern that the minimum time frame to pay an initial bill (12
business days) does not apply to market contracts. Allowing retailers to demand
payment for an essential service in less than 12 business days will only create an
increase in payment difficulties for households and not something that is warranted at

"% Draft National Energy Retail Rules (NERR) 414
' Draft National Energy Retail Rules (NERR) 222
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a time when the cost of electricity is set to increase, and bill volatility might become
more rampant due to seasonal pricing and/or the introduction of critical peak pricing.

Recommendation 16:
That the draft NECF is amended to ensure that all small customers, whether they are on
standard or market contracts, are given a minimum time (12 days) to pay for an initial bill.

8.1.2 Access to affordable payment plans

The 2™ exposure draft of NECF stipulates that payment plans must be available to all
customers who inform their retailer that they are experiencing payment difficulties.'"
This has been a significant improvement to the 1% exposure draft that proposed that
payment plans should only be available to those registered as ‘hardship customers’.
As households move in and out of hardship situations and can experience temporary
payment difficulties for various reasons, it is crucial that the access to payment plans
is not hampered by a requirement to already being registered as a hardship customer.
Payment plans are not an attractive option to customers who do not need one and
there is, as such, no risk of ‘system abuse’. It is however important that the use of
payment plans is monitored and that the regulator ensures that the plans offered are
both affordable, as well as flexible enough, for individual households.

Recommendation 17:
That the AER is directed to closely monitor retailers’ use of payment plans with the aim to
ensure equitable access to affordable and flexible payment plans.

8.1.3 Tariff change notifiations and termination notices

It is crucial that the obligation placed on customers in regards to contract termination
notices reflect the notice requirements placed on retailers in regards to tariff
variations.

Standard Retail Contracts

The 5 business day termination notice for the Standard Retail Contract in the draft
NECF provides customers, at least in theory, with an opportunity to terminate a
contract prior to a tariff variation taking effect. However, as retailers are only obliged
to post the tariff variation on their website 10 days prior to taking effect, many
customers will not become aware of this before they receive their next bill.

The MCE SCO considered this issue in a 2008 policy response paper:

Another issue considered was whether there should be a requirement to notify
standard retail contract customers of a change to the standard retail contract in
advance of the change taking effect. Advance notification may precipitate
customers on a standard retail contract to change their behaviour or seek supply
from another retailer for the period leading up to the time of commencement of
the change. However, the SCO considers this benefit was likely to be less than

the costs to retailers of providing the advance notice to individual customers.'*?

192 Draft National Energy Retail Rules (NERR), Rule 221 stipulates when retailers must offer a

payment plan and Rule 302 covers what a payment plan must have regard to.
"' MCE SCO, 4 National Framework for Regulating Electricity and Gas (Energy) Distribution and
Retail Services to Customers, Policy Response Paper, June 2008.
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Clearly there are costs associated with requiring retailers to notify all customers
directly, however as the proportion of customers on a Standard Retail Contract
reduces it may become crucial that these customers are notified of tariff changes.
Assuming that the customers on Standard Retail Contracts are those with the least
knowledge of energy offers and market based tariff rates in the first place, it will be
crucial that these customers are properly informed of tariff variations and that they are
directed towards information sources that help them compare and assess electricity
offers. If the vast majority of customers are on market contracts it will be more
difficult to inform Standard Retail Contract customers of price increases or tariff
changes through the media, and this group could become a forgotten and significantly
disadvantaged customer group. Furthermore, the cost associated with requiring
retailers to inform customers directly will contract if the number of customers on
Standard Retail Contracts continues to decline.

Market Retail Contracts

For a customer to terminate a market contract, a retailer may require 20 business days
notice.'” While retailers must give customers a minimum of 20 days notice if a
contract is set to expire, there is no requirement for retailers to inform customers on
market contracts about tariff variations prior to them taking effect.'”> In order to
create a dynamic and competitive retail market it is crucial customers are notified
prior to a tariff variation taking effect, and that the tariff variation notice period
reflects the notice period customers have to adhere to in order to terminate a contract.
As such the NECF should specify the tariff variation notification period for Market
Retail Contracts.

Recommendation 18:

That the draft NECF is amended to require retailers to notify Market Retail Contract
customers directly about any price or tariff variation prior to the variation taking effect, and
that the number of days notice cannot be less than the number of days notice required by the
customer to terminate the contract.

8.2 Use of nortariff charges (retail)

The use of additional retail fees and charges makes it intricate for customers to
compare retail market offers and it is difficult to ensure that the regulatory provisions
deliver in terms of full information disclosure of contract terms and conditions, often
resulting in consumers not being fully aware about all additional charges prior to
signing a market contract.

Queensland market contracts can include fees for early termination (ETFs) of contract
and late payment (LPFs). While the Queensland Electricity Industry Code (as with
the proposed NECF) requires fees to be fair and reasonable, and to have regard to
related costs incurred by the retailer, the LPFs and ETFs can vary significantly. For
example, AGL’s LPF is $14 while Origin charges $8.80. AGL’s ETF is $75 in the
first 12 months while Origin’s is $44.92.'%°

1% Draft National Energy Retail Rules (NERR) 235

19 Draft National Energy Retail Rules (NERR) 237 stipulates the notice period for Market Retail
Contracts set to expire.

1% These are just examples of fees attached to current market offers. Both AGL and Origin may have
other offers that do not attract these fees or the fee amounts are different to the examples used here.
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Other fees and charges applied to market contracts include payment processing fees
(for customers paying by credit card), dishonoured payment fees (for cheques and
direct debit), debt collection fees, interest on late payments and, maybe most
surprisingly, account establishment fees.

From a customer perspective, the use of account establishment fees may be
preferential to the use of Early Termination Fees because it is in theory more difficult
to market an offer that includes an up-front fee compared to a fee applied to
customers wishing to exit a contract down the track. It is therefore quite astonishing
that market contracts in Queensland can include both sign-up and exit fees. This
existence of ‘fee double dipping’ could arguably indicate that the Queensland retail
electricity market lacks effective competition and/or that retailers are able to slam
consumers with additional fees due to the inadequate consumer information and
awareness.

Recommendation 19:

That the draft NECF is amended to limit the ability of retailers’ introducing various and
arbitrary additional charges on market offers. The NECF should encourage retailers to
compete on price (fixed charges and cost of energy) and prevent retailers from exploiting low
consumer awareness through additional fees and charges.

The use of late payment fees (LPFs) as a penalty for customers not paying their bills
by the due date is an unnecessary and immoral practice when applied to essential
services. The Consumer Action Law Centre investigated the practice of late payment
fees in detail in their 2005 report titled ‘Do the poor pay more?’ The report argued
that there is no clear evidence for the common claim that fees encourage customers to
pay on time. The report explained:

Low-income households do not choose to pay late, rather they pay late because
they do not always have the capacity to pay on time. For example, a single
mother in rural Victoria told the CLCV Survey: “If you can’t afford the bill,
how do you afford the late fee? I’d sacrifice the weekly grocery budget, but

electricity is more important than the phone”.'"’

As discussed above (section 8.1.1), retailers’ ability to introduce shortened collection
cycles (and thus not issue reminder notices) for customers who have not paid their
bills by the due date, is regarded as a measure retailers can use to reduce the cost
associated with late payments and reminder notices. The 2™ exposure draft of the
NECEF allows retailers to use both shortened collection cycles and late payment fees.
This can be regarded as an unnecessary doubling up of retailers’ rights — at the
expense of cash-strapped households.

In 2004 the Victorian Government introduced legislation that prohibited the use of
late payment fees for standing offer contracts. By banning late payment fees (as well
as incentive based discounts) on standing offer contracts, the Victorian Government
basically developed an incentive based, as opposed to penalty based, framework for

197 Consumer Law Centre Victoria (now Consumer Action Law Centre), Do the poor pay more?
January 2005, p 46.
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Victorian retail contracts.'” Retailers have not introduced Late Payment Fees for

market offers as it would be difficult to ‘market’ an offer with penalties attached to its
contract terms and conditions when other offers do not contain them. Rather, many
retailers operating in Victoria offer discounts for customers on market offers who pay
their bills by the due date as an incentive and marketing tool.

Recommendation 20:

That the draft NECF is amended to prohibit the use of Late Payment Fees on Standard Retail
Contracts. Allowing retailers to apply both shortened collection cycles and Late Payment
Fees to customers who have not paid their bills on time results in a doubling up of retailers’
rights at the expense of consumers’.

8.3 The Standing Offer

The purpose of the standing offer is to ensure that all small customers have access to
at least one energy retail offer and that this offer is linked to an obligation to supply,
as well as minimum contract terms and conditions. Furthermore, the standing offer is
regarded as the basic (no-frills, plain-Jane) offer available to consumers not actively
participating in the market.

Queensland, NSW and South Australia currently have retail price regulation for
Standard Contracts (i.e. the standing offer) ensuring that customers have a reference
point and the ability to compare standing offers to market contracts. However, the
Australian Energy Market Agreement (AEMA) requires the Australian Energy
Market Commission (AEMC) to review the effectiveness of competition in the retail
supply of electricity and gas in each NEM jurisdiction. Under the current schedule,
the effectiveness of competition in Queensland is due to be assessed in 2012 and
NSW in 2011. Where competition is found to be effective, the jurisdictions agree to
phase out retail price regulation.'”

In 2008 the AEMC completed its effectiveness of competition review for Victoria and
the Victorian Government removed retail price regulation of the standing offer on 1
January 2009. The Victorian Government also implemented other recommendations
produced by the AEMC review, such as the monitoring of prices and the publishing of
all standing offers on the regulator’s website. In its final decision the AEMC argued
that:

Publication of standing offer prices and terms and conditions by all retailers will
provide points of comparison against which consumers can assess market offers
and facilitate an appropriate level of price transparency in the absence of a
regulated price. 110

Similarly the AEMC recommended in their review of effectiveness of competition in

1% The prohibition on fees for late payment is stipulated in the Section 40C of the Electricity Industry

Act 2000 and 48B of the Gas Industry Act 2001.

1% The MCE has directed the AEMC to continue its program of reviews of the effectiveness of retail
competition in jurisdictions by considering the Australian Capital Territory in 2010, New South
Wales in 2011, Queensland in 2012 and then Tasmania in 2013 (if full retail contestability has been
implemented at that time). MCE Communiqué, Darwin, 10 July 2009.

"% Australian Energy Market Commission, Review of the Effectiveness of Competition in Gas and
Electricity Retail Markets Victoria, Second Final Report, February 2008, p 17.
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South Australia that the South Australian regulator ESCOSA publish standing offers
on their website to facilitate easy comparison of standing and market offers.

The Commission also recommends that ESCOSA be required to maintain and
update a central database on its website of the current standing contract prices of
all retailers trading in South Australia for ease of access by South Australian
energy consumers... This would have the added advantage of facilitating
comparisons between the relevant standing contract prices and available market
contract prices. '

In a Policy Response Paper on the NECF, the MCE SCO echoes the AEMC as it takes
the view that simply publishing the standing offer tariff will facilitate comparison:

The SCO supports the publication of the tariff associated with the standard retail
contract. This assists customers to understand the terms and conditions of the
service with minimal costs and facilitates comparisons of the tariffs available. It
also makes it irrelevant whether the tariff is regulated because the published
tariff could be either the jurisdictionally regulated tariff or the retailer
determined tariff for the standard retail contract. @ The SCO notes its
recommendation is consistent with the AEMC's recommendation in its Final
Report on its review of competition in energy retail markets in Victoria... The
standard energy contract also provides a benchmark against which customers
can compare alternative retail offers, ensuring consumers are sufficiently well-
informed to benefit from and stimulate effective competition.''>

8.3.1 Smart Meters and Standing Offers

In order for the standing offer to serve as a reference point for comparison with other
market offers, as recommended by the AEMC and the MCE SCO, there must be some
consistency to the standing offer.

The shape of the standing offers are currently constrained by the metering types but
with the rollout of smart meters there is no basic tariff shape inherent to the meter
type connected to the customer’s premises. As such, the standing offer could be an
inclining block, ten-part time of use tariff, with seasonal variance, to use an extreme
example.

This is obviously not the intention of the standing offer as explained by the AEMC
and MCE SCO.

The AEMC made these recommendations to the Victorian and South Australian
governments without assessing the impact of a smart meter rollout. As in Victoria,
there is nothing in the NECF that ensures that the standing offer is a basic,
comparable offer in a smart meter environment.

8.3.2 The NECF and the Standing Offer
The NECF includes the following rules in relation to publication of standing offer

"1 Australian Energy Market Commission, Review of the Effectiveness of competition in Electricity
and Gas Retail Markets in South Australia, Second Final Report, December 2008 p. 39.

"2 MCE SCO, 4 National Framework for Regulating Electricity and Gas (Energy) Distribution and
Retail Services to Customers, Policy Response Paper, June 2008, p 32.
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prices:'"

(1) A designated retailer must publish its standing offer prices on the retailer’s
website, and the standing offer prices so published remain in force until varied

in accordance with this section.

Note 1-

A standing offer price may be a regulated price under jurisdictional energy legislation.
Note 2-

This subsection is a civil penalty provision.

(6) The designated retailer must, as soon as practicable, notify the AER of
details of the standing offer prices and any variation of the standing offer prices.

(7) Publication by AER

The AER must, as soon as practicable after being notified by the designated
retailer, publish the standing offer prices or any variation of the standing offer
prices on the AER’s website, but failure to do so does not affect the operation or
effect of the standing offer prices or any variation.

However the AER does not believe the NECF provides them with a mandate to
dictate, or somehow regulate, the shape of the standing offer.''*

8.3.3Possible solutions

A mandated state-wide rollout of smart meters means that every domestic customer in
a jurisdiction will have the same meter type. Furthermore, the new universal meter
type means that a single rate tariff may no longer be the basic network tariff
underlying standing and market offers. It is thus necessary to identify a new approach
to standardising the standing offer tariff shape. Tariff shape is separate from price
setting and contract terms and conditions. However, a standardised shape is essential
to ensure that the standing offer is the basic, standard, comparable offer as intended.

To date, the MCE SCO, the AEMC and the RPWG (tasked with drafting the NECF)
have all overlooked the issue of the standing offer’s tariff shape. This is most likely
because this challenge only arises with a rollout of smart meters. Prior to smart
meters, the meter types have dictated the tariff shapes.

There are two possible ways to achieve standardisation of the standing offer’s tariff
shape.

1)The NECF could mandate the AER to prescribe a tariff shape that all standing
offers must adhere to. For example, the AER may decide that all standing
offers to consumers with smart meters must be a three-part time of use tariff
where peak rates are applied to weekdays from 2 to 8pm, shoulder rates occur
between 7am to 2pm and 8pm to 10pm on weekdays and from 7am to 10pm
on weekends, and off-peak rates are applied to all other times.'"> The problem
with this approach is that the networks will construct their own tariff shape
based on times of high demand on the network and times with spare capacity.

'3 Draft National Energy Retail Law (NERL) 205 (1), (6) and (7).

"4 This issue was discussed with AER representatives at the National Consumer Roundtable on Energy
in Brisbane, 20-21 November 2009.

'3 This tariff example is based on Energy Australia’s PowerSmart tariff.
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It would therefore be dangerous to mandate a retail tariff shape as any
variance between the network and the retail tariff shape may create significant
risk for (some) retailers. At the same time, it would be inefficient to dictate a
single tariff shape for standing offer contracts across all network businesses.

2)The NECF could stipulate that all standing offers must adhere to the underlying

network tariff shape. That way the networks would be able to ensure that the
tariff shape works in relation to network management and the retailers would
not be exposed to additional risk as they would use the underlying network
tariff shape to construct the standing offer. For example, a distribution
business determines that the most efficient use of their network is to allocate
customers to a three-part time of use tariff with a summer/winter variance.
Peak-rate applies to weekdays from 8am-7pm, a shoulder rate applies to
weekdays from 7pm-10pm as well as all weekends and public holidays, and an
off-peak rate applies to all other times. The retailer would then be obliged to
construct all standing offers within that network area the same way, but if no
retail price regulation exists they will of course determine each tariff rate
themselves. At the same time, customers will become familiar with a standard
tariff shape for their network area and have a reference point for comparing
the standing offer to other market offers. Clearly, this approach will only
provide a solution as long as the distribution businesses apply postage stamp
pricing. However, as there appears to be little appetite for complex nodal
pricing regimes amongst the network businesses, this would be a suitable
starting point to ensure that the standing offer arrangement can prevail in a
smart meter environment.

Recommendation 21:
The NECF must clearly stipulate the intention of the standing offer and specify how the shape
of the standing offer is determined and, subject to the nature of this clarification:

¥

¥

It should stipulate that all standing offers must adhere to the underlying network tariff
shape; or

The NERR should include a provision stipulating that the tariff shape of the standing
offer must adhere to the underlying network tariff shape for customers with smart
meters installed.

8.4 Industry control of households® load

It seems to be punishing the people who are the most vulnerable and who, you

know, can’t afford to, you know, meet their needs compared to the amount of
income they are getting...It seems to be punishing people who are already in
those situations. It seems to be just giving them another hardship to deal
with.''°

There are two distinct approaches that can be utilised in regards to limiting a
customer’s load. One approach is incentive based, where customers’ contracts would

116

Personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social

Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).
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include a Direct Load Control component that the customer would be financially
rewarded for. Direct Load Control is hence about providing a service. The second
approach is punitive, where customers’ contracts stipulate that a customer’s supply
will be limited to a certain threshold — effectively putting a choker on a household’s
energy supply. If retailers are allowed to utilise the supply capacity control
functionality for small customers, they could potentially use load limiting as a debt
management tool. This approach is about limiting a service and households with
payment difficulties would be the obvious target group for such a product.

DLC trials in South Australia have been based on customers voluntarily agreeing to
an arrangement where the distributor, ETSA Utilities, can cycle households’ air
conditioners and thus reduce peak demand. In exchange, customers participating in
the trials have received incentive payments from ETSA Ultilities. If, however, this
were an on-going energy product, rather than a trial, customers would in all likelihood
receive lower electricity tariffs (instead of incentive payments) in exchange for
allowing the distributor to control some of their load.

From a customer perspective, supply capacity control is the functionality that imposes
greatest risk to the provision of energy services in the future. The broader benefits of
including the supply capacity control functionality in the meter are positive, as it
allows distribution businesses to limit power to individual consumers following a
network outage. Basically, it allows networks to provide affected customers with a
limited supply of electricity rather than having a whole area blacked out until supply
is fully restored. The risk, however, is attached to retailers accessing supply capacity
control. Retailers do not have a role in system management, so their use of the
functionality would relate to developing contractual arrangements with customers
where customers agree to use electricity below a certain threshold. Presumably,
customers agreeing to such a contract would be rewarded with cheaper electricity
rates, however not all customers have the same bargaining powers when it comes to
dealing with their energy retailers.

As supply capacity control and load management via the meter are functionalities that
do enable load limiting options, the NECF should specify that supply capacity control
and load limiting via the meter can only be used by the distribution businesses for the
purpose of system management.''” Retailers, on the other hand, should have access to
the load control via the Home Area Network (HAN) in order to develop new retail
products that utilise the direct load control of specific appliances. Furthermore,
retailers offering direct load control contracts should be subject to specific
requirements. These requirements should specify maximum thresholds in relation to
duration, frequency and scope.''®

It is therefore of great concern that AER does not believe load control contracts
require additional regulatory arrangements and that the MCE SCO has expressed the
view that the supply capacity control functionality can be accessed by retailers and
offered to customers experiencing energy related financial hardship.

117
118

Exemptions may be made for negotiated retail contracts between large users and retailers.

The duration threshold would specify a limit for how long a retailer can cycle or control an
appliance at the time. The frequency threshold would specify a limit for how often a retailer can cycle
or control an appliance. The scope threshold would specify a limit for how much load the retailer can
control within a household (e.g. maximum number of appliances that can be controlled).
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The AER stated:

The AER considers that retailers’ offers for direct load control contracts will
be governed by the market for energy retail contracts. Customers will be able
to select their retail contracts from a range of market offers, which must
comply with the Retail Law and Rules. Where the duration, frequency and
scope of load control offered as part of electricity contract market offers is
undesirable, the AER expects that customers will elect not to sign such
contracts. The AER considers that mandating such product requirements in the
NERR is unnecessary, and may be inefficient, as it may discourage retailers’
from offering such services where it would be efficient to do so.'"

In August 2009 the MCE SCO released a draft policy paper in relation to the smart
meter customer protection and safety review that presented the view that retailer use
of supply capacity control is an opportunity to reduce disconnection by ensuring that
households with payment difficulties are restricted to a few kilowatts in order to
reduce their bills. The paper states:

SCO will also consider minimum terms and conditions for supply capacity
control following completion of the NSSC’s work. The terms and conditions
are likely to include a minimum capacity limit that could be applied to any
customer’s premise. SCO would expect that this limit would not prevent
customers from running basic appliances such as fridges, freezers, heaters,
cooking appliances and lights. SCO expects that further work will be needed
to identify the minimum kilowatt (kW) level required to run basic household
appliances within the home.'*

The notion that supply capacity products could be tools to assist low-income
households is to step back to the dark-ages of consumer protections for essential
services. There are numerous ways to assist low income households pay their energy
bills, ranging from payment plans to energy efficiency improvements to concessions
and relief grants.

Allowing retailers to limit the supply capacity (which is effectively placing a choker
on a household’s electricity supply) would set a dangerous precedent and undermine
the principle of universal access to essential services. At what point is a supply
capacity limit effectively a disconnection? How much electricity does a household
need? Is it acceptable to request low-income households to watch television in the
dark or chose between running the fridge or the heater?

The principle that disconnection of supply is the last resort, and that no-one should be
disconnected due to an inability to pay, must be upheld and it is thus crucial that the
NECEF stipulates how the supply capacity control functionality can be utilised and by
whom.'?!

"9 AER, Victorian Advanced Metering Infrastructure Review - 2009-11 AMI budget and charges
applications, Final Determination, October 2009, p 112.

20MCE SCO, Smart Meter Customer Protection and Safety Review - Draft Policy Paper One, August
2009, p 25.

2! This issue was raised in section 5.1.6 of Background Paper — Customer Protections and Smart
Meters, August 2006.
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Recommendation 22:

That the draft NECF is amended to include a provision that stipulates that the Supply
Capacity Control functionality is a network management tool and cannot be used by retailers
to limit or restrict households’ access electricity.

8.5 Transparency and Information disclosue

8.5.1 Transparency of costs
If the cost of a smart meter rollout is incorporated into the fixed charge, the cost of the
smart meter rollout should be itemised on the bills for the following four reasons:

First, as a mandated rollout is a government decision, and the a decision will result in
significant cost increases to consumers, it is important these costs are transparent, the
smart meter project has set timelines and consumers should expect the additional line
item to change or be removed upon completion.

Second, it is important that this cost item provide a benchmark for consumers if
metering services become competitive post the rollout.

Third, because a key objective of rolling out smart meters is to improve price signals
and elicit demand response - ‘hiding’ further costs under the fixed charge component
would be counter-intuitive.

Finally, it is important that consumers become aware of the rollout to increase interest
and understanding of what smart meter enabled tariffs will mean for their
consumption patterns and bills. Itemising the smart meter costs on electricity bills
could be an effective way to ensure interest in a public education campaign.

This issue was put to the AER in relation to their consultation on the Victorian
Advanced Metering Infrastructure Review (2009-11 AMI budget and charges
applications),'** but the AER responded:

The AER agrees that separately identified metering costs would increase
transparency, help to provide a benchmark should metering services become
competitive in the future, and assist customers in understanding their bills such
that they may be better able to respond to time of use pricing... However, as
noted within Origin Energy’s submission, while not included as a separate line
item on customers’ bills, metering charges are publicly available from the
regulator’s (ESCV, and in the future, the AER) website. 123

Subsequently, in Victoria, retailers have been allowed to determine how the additional
smart meter charges are passed through to consumers and whether or not to specify
these charges, as part of the offer and/or on the bill. AGL and Origin’s standing
offers, gazetted in December 2009, illustrate the lack of transparency this approach
has resulted in.

122 SVDP Submission to AER’s Draft Determination on Victorian Advanced Metering Infrastructure
Review - 2009-11 AMI budget and charges applications, September 2009.

'3 AER, Victorian Advanced Metering Infrastructure Review - 2009-11 AMI budget and charges
applications, Final Determination, October 2009, p 101 - 102.
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Table 13- Origin and AGL Single Rate Starding Offers, GST inclusivé®*

Origin Residential Tariffs (GD/GR)

Supply charge 13.398 c/day
Smart meter charge 41.558 c/day
All consumption 21.4489 c/kWh

AGL Residential Tariff (GD/GR)

Supply charge 86.053 c/day
All consumption 20.075 c¢/kWh

Recommendation 23:
Smart meter project/rollout costs should be a line item on customers’ electricity bills.

8.5.2 Disclosure of variations in tariff shapé25

Because TOU tariff contracts and direct load control contracts are new and potentially
complex retail products, retailers offering these products should be required to
provide the prospective customer with additional information in order to ensure that
explicit informed consent is obtained.

One particular variation that must to be disclosed at marketing stage is an offer with
variance between network and retail tariff shape.'”® Retailers can seek to maximise
their profits by ensuring that a significant proportion of the household consumption
does not attract off-peak rates. One approach the retailers can utilise is to extend the
peak times (or shoulder period if a three-rate tariff is applied) beyond the network
times and wholesale market peak. By pushing the peak/shoulder tariff to last as late
as possible (say 9pm), households’ ability and willingness to shift load would be
reduced and significant consumption deriving from washing machines, dryers,
dishwashers and television sets would attract a higher rate.'”’

As demonstrated in chart 2 (section 2.2), minor changes to consumption times and/or
tariff allocation can have significant impact on the annual electricity bill. The
hypothetical pensioner household used to illustrate the impact TOU pricing may have
on bills in section 2.2 above, shows that the annual electricity bill would vary by over
10% if the household consumed 10% of total annual consumption at peak rather than
off-peak (and vice versa).'*® It is important to remember that whether consumption
occurs at peak, off-peak and shoulder times is not just about demand response and
load shifting, equally important for the impact on the bills is the retailer’s tariff shape.
In terms of retail products, peak, shoulder and off-peak periods are constructed
according to retailers’ commercial interests and these time periods may differ (and

124
125

Both of these Standing Offer examples are available to customers in Jemena’s distribution area.
Tariff shape variations should include deviations both in terms of ‘blocks’ (i.e. two-part vs. three-
part tariffs) and time zones (i.e. peak time starting at different times).

126 This issue is discussed in more detail in the Background Paper, Section 5.3.5.

127 See Gavin Dufty, Lessons learnt from Energy Australia’s Pricing Trials and issues for Victorian
Consumers, October 2008, p 7-8 for a more detailed analysis. Available at
http://vinnies.org.au/files/VIC/SocialJustice/Reports/2009/2009%20January%20-
%20SVdP%20Pricing%20Trials%20report.pdf

128 Chart 2 illustrates that if this pensioner consumes 30% at peak times, 30% at off-peak times and
40% at shoulder times, the annual bill would be $895. If he/she consumes 40% at peak times, 20% at
off-peak times and 40% at shoulder times however, the annual bill would be $1006.

70




New Meters, New Protections — A National Report on Customer Protections and Smart Meters

with significant impact on customers’ bills as a result thereof) from the real peak,
shoulder and off-peak times we associate with distribution businesses’ load profile
curves.

A competitive market with informed consumers should in theory make such gaming
by retailers more difficult and an obligation to disclose of any variance between
network and retail tariff shape, at marketing stage, will improve transparency and
increase customer awareness.

Recommendation 24:

The draft NECF should be amended to include an information provision stipulating that a
retailer must disclose, at marketing stage, any variance between the network and the retailer’s
tariff shape.
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9. Commupnity Service Obligations

[ think by the very fact that you are perhaps on a pension, or retired, or on a
senior’s card should indicate with your cost of electricity that you are going to
be more at home. And if you can prove that you already have a concession,
then you should be discounted on the tariff because you will be spending more
time at home."”

TOU pricing creates new challenges for the electricity concession framework. The
aim of the concession is to make electricity more affordable to low-income
households but TOU pricing means that affordability is no longer just linked to a
household’s total consumption, it is also linked to a household’s daily consumption
patterns. Currently jurisdictional concessions are structured as a capped annual
discount on bills or a percentage based discount. In a TOU environment low-income
households with proportionally high peak consumption may find that the concession
does little to improve affordability. TOU pricing can undermine the effectiveness of
the current concessions in improving energy affordability.

Recommendation 25:
State governments must assess the impact TOU pricing has on the effectiveness of the
electricity concession prior to mandating a smart meter rollout.

State governments deciding to mandate a smart meter rollout under the National
Smart Meter Project will still have responsibility to ensure that low-income
households receive assistance to pay for the higher bills they may receive due to TOU
pricing as well as the cost of a rollout. States will receive an increase in GST revenue
from rolling out smart meters (and higher electricity prices) and some of that revenue
should be allocated to assist households struggling to pay for increased electricity
costs.

At the federal level, the Government should review their underlying energy
concession and assess its effectiveness in an environment where domestic electricity
prices increase at a rate well above the CPI.

Recommendation 26:
That the Commonwealth Government reviews their energy concession and assesses its
effectiveness in approving affordability in the short to medium term.

9.1 Concessions to reduce smart meter charges

As discussed in section 7 above, households will experience a significant cost
increase as a result of a smart meter rollout and low-volume energy consumers will
encounter a proportionally higher increase. In addition to proportionally higher price
increases, low-volume energy consumers will also have the least ability to respond to
price signals (due to low discretionary consumption), which otherwise may allow

12 personal communication from Dr Michael McGann, University of Melbourne, Notes from the Social

Justice Initiative focus groups on consumer impacts of smart meters (unpublished focus group
transcripts).
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them to offset these costs. The price impact on low-income households can be
ameliorated by concession arrangements or pricing principles (see section 7.3.1).

However, if retailers are free to determine how the costs are passed through on
households’ bills it becomes exceedingly difficult to introduce equitable assistance
measures. For example, Origin’s retail tariffs for Victoria gazetted in December 2009
include a separate fixed smart meter charge while AGL and TRUenergy’s tariffs do
not.

One option is to design a new concession that offers concession card holders a
discount on the fixed charge (including smart meter charge components) if the fixed
charges make up more than a certain percentage of the total bill. Say, for example,
that all concession card households receive a discount on the fixed charges if the fixed
charges make up more than 30% of the total bill.

By introducing such a concession, governments can ameliorate the price impact on
low-income households as well as ensuring that those low-income households least
likely to benefit from TOU pricing (due to low-volume consumption) pay less for a
government mandated project aimed at achieving demand response benefits.

Recommendation 27:
Governments mandating smart meter rollouts must introduce concessions to equitably assist
low-income households pay for the cost of the rollout.

Recommendation 28:
That the Victorian Government immediately introduces a smart meter rebate as an interim
arrangement to assist concession card holders in paying for the smart meter rollout.

The Government must also undertake to enhance the ‘Service to Property Charge Concession’
to ensure that it equitably assists low-income, low-consumption households pay for the
significant increase in the supply charge caused by the rollout.

9.2 Equitable access to DLC contracts

Theoretically, ETSA Utilities allowed all households (within the trial area) to
participate in their DLC trials but they ultimately refused many individual households
due to inappropriate appliance holdings. If DLC is extensively rolled out and those
households who are on a DLC distribution contract receive lower electricity tariffs
than other households, DLC rollouts can create inequitable results.

As with energy efficiency measures, low-income households often lack the up-front
capital to make changes that will result in lower electricity bills due to reduced
consumption. It is therefore foreseeable that low-income households will be
overrepresented amongst households unable to be on a DLC contract due to their
appliance holdings and hence excluded from lower tariff rates. Such access and equity
implications in relation to DLC contracts would also become increasingly important
as the cost of electricity rises.

The South Australian Government should therefore ensure that ETSA collects data on

DLC access and exclusion with the aim of informing the Government whether certain
classes of consumers are more likely to be excluded from such products, and
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consequently the possibility of access to lower electricity tariffs. The DLC
access/exclusion data should identify whether certain households such as concession
card holders, private renters, public housing tenants and those with low-consumption
are overrepresented amongst the non-access group. Furthermore, if it finds that
certain classes of consumers are more likely to be excluded from DLC contracts and
lower electricity tariffs, the Government must develop or enhance Community
Service Obligations (CSOs) that assist low-income and other vulnerable groups to
access these contracts. The design of these CSOs could be based on schemes such as
the Victorian ‘Home Wise Appliance and Infrastructure Grants’ or the Federal
Government’s ‘Energy Efficient Homes’ package.

Recommendation 29:

The South Australian Government should request ESCOSA to monitor access to DLC
contracts and investigate options to mitigate the risk of exclusion and/or directly assist
disadvantaged consumers by introducing new and enhanced Community Service Obligations.
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Appendix 1B Table of Recommendations

No. | Recommendation

TOU and Customer Choice

1

That the AER monitors and investigates whether the introduction of T
standing offers results in retailers introducing unreasonable contract {
and conditions for market offers.

That the Victorian Gosrnment requests the Essential Services
Commission (ESC) to assess whether the tariff structures of the Victg
TOU standing offers are fair and reasonable.

That the NSW Government directs IPART to investigate the extent of
problem relating to gtomers being unable to switch from a TOU tariff
a flat tariff offer, and the impact this has on consumers as well as the
competitiveness of the NSW electricity retail market.

That the Victorian Government implements a monitoring regime that
assessethe impact of the TOU standing offers on consumers, and
investigates whether consumers are able to access competitive mark
offers. These findings must be made available in a public report.

That the Queensland Government does not introduce TS taior to
trials being undertaken and the Government being fully aware of the
distributional impacts TOU pricing will have on households.

TOU and Retail Competition

That the AEMC assesses of the impact of TOU based standing offers
competition h future OEffectiveness of Competition ReviewsO.

Who are the losers and who are the winners?

That the MCE SCO, and all jurisdictional governments considering
mandating a rollout of smart meters, undertake comprehensive

distributional impact studiesd assess the potential need for assistang
low-income households.

That the Victorian Government immediately undertakes a comprehen
distributional impact study and assess the potential need for assistan
low-income households.

The Governmenmust also release the studies stated by DPI, in the
Victorian AuditorGeneralOs report, to demonstrate that the impact on
consumers is substantially progressive.

Costs and Benefits

That the MCE clearly articulates the desired outcomes of a smedet
rollout and how these outcomes will be achieved.

10

To mitigate the risk of benefits not being accrued and/or passed thro
consumers, the AER should monitor the benefits as they accrue (i.e.
annual basis) and provide a public assessmaptrt to the government
on the benefit status. Governments, irop@ration with the AER, shoul
seek to actively ensure that maximum benefits are achieved.
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11

That the regulatory framework for smart meter rollouts ensures that the
operational benefits are accounted for and passed through to consumers on
an annual basis.

12

That the AEMC investigates the potential for using pricing principles to
allocate smart meter costs in an equitable manner — meaning that those
most likely to benefit from the rollout pay a proportionally higher cost.

The AEMC should advise the MCE on whether Chapter 6 of the National
Electricity Rules, or other regulatory instruments, can be utilised to
introduce a more equitable approach to cost allocation.

13

The MCE should request the AEMC to assess the impacts of how and
where the costs of rolling out smart meters are allocated to consumers,
with the aim of identifying an equitable, fair and transparent approach for
allocating costs.

Customer Protections

14

The MCE must articulate a clear vision for what the NECF must deliver
and the final draft framework should be assessed against these objectives.

15

MCE to request the Retail Policy Working Group to:

1) Re-evaluate the rationale for minimising the protections available
to customers on Market Contracts.

2) Assess the Draft NECF in terms of future needs, taking factors
such as low affordability, retail price deregulation and increased
tariff complexity into account.

3) Ensure that the NECF includes adequate ‘change processes’ that
allow the regulatory agencies to efficiently respond to market
developments and rectify issues with detrimental impact on
consumers.

16

That the draft NECF is amended to ensure that all small customers,
whether they are on standard or market contracts, are given a minimum
time (12 days) to pay for an initial bill.

17

That the AER is directed to closely monitor retailers’ use of payment
plans with the aim to ensure equitable access to affordable and flexible
payment plans.

18

That the draft NECF is amended to require retailers to notify Market
Retail Contract customers directly about any price or tariff variation prior
to the variation taking effect, and that the number of days notice cannot be
less than the number of days notice required by the customer to terminate
the contract.

19

That the draft NECF is amended to limit the ability of retailers’
introducing various and arbitrary additional charges on market offers. The
NECF should encourage retailers to compete on price (fixed charges and
cost of energy) and prevent retailers from exploiting low consumer
awareness through additional fees and charges.
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20

That the draft NECF is amended to prohibit the use of Late Payment Fees
on Standard Retail Contracts. Allowing retailers to apply both shortened
collection cycles and Late Payment Fees to customers who have not paid
their bills on time results in a doubling up of retailers’ rights at the
expense of consumers’.

21

The NECF must clearly stipulate the intention of the Standing Offer and
specify how the shape of the standing offer is determined and, subject to
the nature of this clarification:

¥ It should stipulate that all standing offers must adhere to the
underlying network tariff shape; or

¥ The NERR should include a provision stipulating that the tariff
shape of the standing offer must adhere to the underlying network
tariff shape for customers with smart meters installed.

22

That the draft NECF is amended to include a provision that stipulates that
the Supply Capacity Control functionality is a network management tool
and cannot be used by retailers to limit or restrict households’ access
electricity.

23

Smart meter project/rollout costs should be a line item on customers’
electricity bills.

24

The draft NECF should be amended to include an information provision
stipulating that a retailer must disclose, at marketing stage, any variance
between the network and the retailer’s tariff shape.

Community Service Obligations

25

State governments must assess the impact TOU pricing has on the
effectiveness of the electricity concession prior to mandating a smart
meter rollout.

26

That the Commonwealth Government reviews their energy concession and
assesses its effectiveness in approving affordability in the short to medium
term.

27

Governments mandating smart meter rollouts must introduce concessions
to equitably assist low-income households pay for the cost of the rollout.

28

The Government must also undertake to enhance the ‘Service to Property
Charge Concession’ to ensure that it equitably assists low-income, low-
consumption households pay for the significant increase in the supply
charge caused by the rollout.

29

The South Australian Government should request ESCOSA to monitor
access to DLC contracts and investigate options to mitigate the risk of
exclusion and/or directly assist disadvantaged consumers by introducing
new and enhanced Community Service Obligations.
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NSW — Impact of TOU pricing on bills

Section 2.1 of the report presented the following table to illustrate the potential bill impacts TOU
pricing has on five hypothetical NSW households. The assumptions applied to this analysis, which

were presented in the report Customer Protections and Smart MetBrissues for NSWOctober 2009),

are demonstrated below.

Hypothetical ‘Households 1 — 5°, annual bill impact from tariff reassignment

Household No. 1-5

Single rate
tariff

TOU tariff

Impact of tariff reassignment

Annual bill

Annual bill

Difference
bill

in annual

Annual bill change (%)

1) A couple without children.
Both are employed in full time,
day jobs. All-electric
household with hot water
service attracting off-peak rate.
Usage: 8648 kWh per annum.

$1284

$1297

+ 813

1% increase

2) A stay at home single parent
with two young children (one
non-school age). All-electric
household with hot water
service attracting off-peak rate.
Usage: 8648 kWh per annum.

$1284

$1430

+$146

11% increase

3) A couple without children.
Both are employed in full time,
day jobs. Household connected
to gas. Usage 5832 kWh per
annum.

$1157

$1173

+16

1% increase

4) A stay at home single parent
with two young children (one
non-school age). Household
connected to gas. Usage 5832
kWh per annum.

$1157

$1326

+169

15% increase

5) A family of four with two
teenage children. Both parents
are employed in full time, day
jobs. All-electric household but
not accessing controlled off-
peak rates. Usage 9680 kWh
per annum.

$2039

$1719

-320

16% decrease

Tariffs

Energy Australia’ PowerSmart Home Energy rates and single rate tariff (domestic all time) as of 1 July

2009:

Energy Australia’s PowerSmart TOU tariff rates, GST inclusive'

Off-peak (10pm to 7am every day)

8.14 cents per kWh

Shoulder (7am — 2pm and 8pm — 10pm on weekdays + 7am to

10pm on weekends)

14.08 cents per kWh

Peak (2pm-8pm on weekdays)

35.64 cents per kWh

Service availability charge

46.2 cents a day per connection point

' See Energy Australia’s website at www.energyaustralia.com.au/energy/ea.nsf/Content/NSW+TOU+Res+Rates
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Energy AustraliaOs ODomesthll timeO tariff rates, GST inclusivé

First 1,750 per quarter 17.16 cents per kWh
Balance per quarter 25.41 cents per kWh
Service availability charge 42.90 cents a day per connection point

It is important to note that customers who have a smart meter installed and are reassigned to a
PowerSmart TOU tariff continue to have separately metered controlled load for hot water. In NSW it
is standard practice to use a separate meter for controlled hot water load and these meters are not
removed if the household has a smart meter installed. The controlled load tariffs are 7.37 cents per
kWh (off-peak 1) and 11.22 cents per kWh (off-peak 2).’

According to IPART’s 2006 household consumption study for Sydney, all-electric households had an
average annual electricity consumption of 8648 kWh per annum.*

Assuming that households use 3650kWh per annum to run their separately metered hot water service
based on a 250 litre hot water storage electricity system which uses 10 kWh per day, average
consumption when excluding the off-peak consumption for hot water units would be 4998 kWh per
annum. The annual cost of running the hot water service would thus equate to $269 (3650kWh @ 7.37
cents which is the current off-peak tariff 1).’

Hypothetical Household 1

Hypothetical ‘Household 1’ comprises of a couple in their 30s without children. Both are employed in
full time, day jobs. The dwelling is not connected to reticulated gas so it is an all-electric household.
They use 8648 kWh per annum.

Household 1- On a Domestic all time tariff

4998 kWh @ 17.16 cents = $858

3650 kWh Off-peak water (tariff 1) = $269

42.90 cents a day Service availability charge = $157

Total annual bill = $1284

‘Household 1’ decides to have a smart meter installed and is reassigned to the PowerSmart TOU tariff.
However, as they already have a separate meter for their off-peak hot water service, the 3650 kWh they
use per annum to heat water will continue to attract off-peak rates (tariff 1). For the purpose of
illustrating the impact of the tariff reassignment, it is assumed that the remaining annual consumption
0f' 4998 kWh occurs at the following times:

? See Energy Australia’s Residential Energy Rates at
www.energyaustralia.com.au/energy/ea.nsf/AttachmentsByTitle/RES+Customer+Price+List+In+Area+09/$FILE/InArea+NSW+
Final+June+2009.pdf (market contracts) and

www.ipart.nsw.gov.au/documents/EA_Residential and business price list 2009.pdf (regulated tariffs). Note that the regulated
and market tariff rates are the same for the ‘Domestic all time” and the ‘PowerSmart’ offers.

* The higher rate off-peak 2 tariff applies to customers with appliances attracting off-peak rates that boost during the day.
*IPART, ResidentiaEnergy and Water Use in Sydney, the Blue Mountains and lllaB®esults from the 2006 household
survey November 2007.

* Note: There is a minor service availability charge attached to separately metered controlled load that has been excluded from all
bill examples (both single rate tariffs and TOU tariffs) in this section due to its low rate/minimal impact.
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Consumption + tariff Type of appliances

20% offpeak refrigeration

occasional use of a dishwasher overnight
some lidnting

some appliances on stahyg

K K K K

20% peak refrigeration

appliances such as the television and computers
stove for cooking dinner

some lighting

occasional use of washing machine

some appliances on stahyg

K K K K K K

60% shoulder As they spend much more time ainie on weekends compared to weekdays, most of
consumption attracts shoulder rates. This would include consumption for purposes listed
but with a much higher usage.

refrigeration

appliances such as the television and computers
stove for cooking

lighting

washing machine

occasional use of a dishwasher

some appliances on stahyg

some electric heating during the winter months

KK KKK KK K

The table below demonstrates that OHousehold 10 would experience an estimated bill increase of $13
per annum on the TOUriH.

Household 1 — Reassigned to a PowerSmart TOU tariff

1000 kWh offpeak @ 8.14 = $63

1000 kWh peak @ 35.64 = $274

2999 kWh shoulder @ 14.08 = $325

3650 kWh Offpeak water (tariff 1) = $269

46.20 cents a day Service availability charge = $169

Total annual bill = $1297

Annual bill change: + $13

OHousehold 10 has limited demand response potential as they are barely home during peak rate periods
(and most of their peak time electricity needs are therefore paid by their employers). However some
minor changes, such as ensuring that no appliances are left orbgteard possible. Still, they would

be unlikely to increase their annual saving on electricity costs substantially.

This household fits in with Energy AustraliaOs description of masieholds in terms of consuming
most at offpeak and shoulder times (here assumed 80%) but tipeaklif TOU component is low as
their hot water system is allocated to a controlledpefik rate. Controlled offeak hot water,
combined with the household @mgpants not being home during the day, means that the majority of this
householdsO consumption attracts shoulder rates.

Hypothetical Household 2

Hypothetical OHousehold 20 comprises of a stay at home single parent with two young children (one
nonschoolage). The dwelling is not connected to reticulated gas so it is &heetfic household.

They use 8648 kWh per annum.

Household 2 - On a Domestic all time tariff

4998 kWh @ 17.16 cents = $858

3650 kWh Offpeak water (tariff 1) = $269

42.90 cents aay Service availability charge = $157

Total annual bill = $1284

OHousehold 20 decides to have a smart meter installed and is reassigned to the PowerSmart TOU tariff.
However, as they already have a separate meter for thgieakf hot water servicehe 3650 kWh they

use per annum to heat water will continue to attracipe#ik rates (tariff 1). For the purpose of
illustrating the impact of the tariff reassignment, it is assumed that the remaining annual consumption
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0f' 4998 kWh occurs at the following times:

Consumption + tariff Type of appliances

30% off-peak refrigeration

dishwasher over night
washing machine overnight
some lighting

some appliances on stand-by

K K K K K

35% peak refrigeration

appliances such as the television and computers
stove for cooking

kitchen fan

lighting

some appliances on stand-by

electric heating during the winter months

KK K K K K K

35% shoulder The shoulder time consumption would be similar to peak consumption.
refrigeration

appliances such as the television and computers

stove for cooking

kitchen fan

lighting

some appliances on stand-by

electric heating during the winter months

washing machine on weekends

KK KK KK K K

The table below demonstrates that ‘Household 2° would experience an estimated bill increase of $146
per annum on the TOU tariff.

Household 2Breassigned to a PowerSmart TOU tariff

1500 kWh off-peak @ 8.14 = $122

1750 kWh peak @ 35.64 = $624

1750 kWh shoulder @ 14.08 = $246

3650 kWh Off-peak water (tariff 1) = $269

46.20 cents a day Service availability charge = $169

Total annual bill = $1430

Annual bill change: + $146

Dual fuel household® Hypothetical Households 3 and 4
According to IPART’s 2006 household consumption study for Sydney, dual fuel households with
annual electricity consumption between 4000 and 8000 kWh had the following characteristics:

0 47% of households had an annual household income of less than $52,000 (and 30% less than
$31,200).

0 33% of households had a concession card.

0 Their average annual electricity consumption was 5832kwh and their annual gas consumption
was 22682 MJ.

0 Approximately 6% of households had approached their supplier because of payment
difficulties.’

In terms of appliance usage:

0 69% of households had gas operated hot water systems while 28% had electric hot water.

0 Of those with electric hot water, 58% of households were allocated to a controlled off-peak
tariff.

0 64% of households had gas heating.

0 50% of households had air conditioners or air-cooling (not including electric fans) in their
dwelling.

0 70% of those who had air conditioning said they use it on ‘very hot days’ only.

% The TIPART data states that 5.91% had approached their gas supplier and 6.95% had approached their electricity supplier about
payment difficulties. However, the data does not specify the proportion of households who approached both their electricity and
their gas supplier. It would be reasonable to assume that some of the households experiencing payment difficulties would have
approached both their electricity and gas supplier.
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o 43% of those who had air conditioning said that they would not switch off their air conditioners
if the price went up by 25%.

Dual fuel households on a single rate tariff:

As with ‘Household 1 and 2’ above, these households will have a limited ability to switch load to TOU
off-peak times as the vast majority use gas or controlled off-peak electricity for their hot water service.
Using Energy Australia’s single rate ‘domestic all time’ tariff, their average consumption of 5832 kWh
would equate to: 5832 kWh @ 17.16 cents a kWh = $1000. And when adding the 42.9 cents a day for
the service availability charge ($157 per annum), the annual electricity bill on a single rate tariff would
be $1157.

Dual fuel households on a TOU tariff:
The impact of a tariff reassignment from a single rate to a TOU tariff for households using gas hot
water services (and therefore not allocated to a controlled off-peak tariff), are demonstrated below.’

Hypothetical Household 3

Applying a consumption ratio (same as ‘Household 1’ above) of:
Off-peak: 20%

Peak: 20%

Shoulder: 60%

The table below demonstrates that the annual electricity bill for ‘Household 3° on a TOU ‘PowerSmart’
tariff is $1173 which is $16 more than the annual bill on a single rate tariff.

Household 3 — reassigned to a PowerSmart TOU tariff

1166 kWh off-peak @ 8.14 = $95

1166 kWh peak @ 35.64 = $416

3499 kWh shoulder @ 14.08 = $493

Total for 5832 kWh = $1004

Plus 46.20 cents a day Service availability charge = $169

Total annual electricity bill = $1173

Annual bill change: + $16

Hypothetical Household 4

Applying a consumption ratio (same as ‘Household 2’ above) of:
Off-peak: 30%

Peak: 35%

Shoulder: 35%

The table below demonstrates that the annual electricity bill for ‘Household 4’ on a TOU ‘PowerSmart’
tariff is $1326 which is $169 more than the annual bill on a single rate tariff.

Household 4 — reassigned to a PowerSmart TOU tariff

1749 kWh off-peak @ 8.14 = $142

2040.5 kWh peak @ 35.64 = $727

2040.5 kWh shoulder @ 14.08 = $287

Total for 5832 kWh =$1156

Plus 46.20 cents a day Service availability charge = $169

Total annual electricity bill = $1326

Annual bill change: + $169

Potential TOU winners — Hypothetical Household 5

The households most likely to financially benefit from a TOU pricing arrangement are those: with a
higher overall consumption, without access to reticulated gas and controlled load off-peak tariffs, with
frequent use of appliances such as dishwashers and dryers (and willing and able to use these appliances
over night), and whose members spend most weekdays at work or in educational institutions.

" In the IPART consumption survey 69% of these dual fuel households use gas for their hot-water service. IPART, Residential
Energy and Water Use in Sydney, the Blue Mountains and Illawara — Results from the 2006 household survey, November 2007.
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According to IPART’s 2006 household consumption study for Sydney, all-electric households with an
annual electricity consumption between 8000 and 12000 kWh had the following characteristics:

0 29% of households had an annual household income between $52,000 and $104,000, 22% had
an annual household income between $31,200 and $52,000, and 32% had less than $31,200
(which shows this group of households is spread across the income bands).

0 38% of households had a concession card.

0 Their average annual electricity consumption was 9680k Wh.

0 Approximately 12% of the households had approached their electricity supplier because of
payment difficulties.

In terms of appliance usage:

0 96% of the households had electric hot water systems (of those with electric hot water, 78%
were allocated to a controlled off-peak tariff, while 17% were on a standard electric rate).

0 Most households had some form of electric heating.

0 42% of the households had air conditioners or air-cooling (not including electric fans) in their
dwelling.

0 68% of those with air conditioning said they use it on ‘very hot days’ only.

0 49% of the respondents with air conditioning said that they would not switch off their air
conditioners if prices increased by 25%.

All-electric, above average consumption households on a single rate tariff

These households consume more electricity than the hypothetical household 1 and 2 and the dual fuel
households above (but they do not, of course, receive a gas bill). Looking at the 17% of these
households who did not have controlled off-peak electric hot water systems, a consumption of 9680
kWh per annum on Energy Australia’s single rate ‘domestic all time’ tariff would equate to:

7000 kWh @ 17.16 cents a kWh = $1201

2680 kWh @ 25.41 cents a kWh = $681

42.90 cents a day for the Service availability charge = $157

Annual electricity bill on a single rate tariff = $2039

All-electric, above average consumption households on a TOU tariff

The impact of a tariff reassignment from a single rate to a TOU tariff for all-electric, above average
consumption households using standard electric hot water services (and therefore not allocated to a
controlled off-peak tariff) is demonstrated below.®

# In the IPART consumption survey 17% of these above average consumption, all electric households did not have electric hot
water systems allocated to a controlled off-peak rate. IPART, Residential Energy and Water Use in Sydney, the Blue Mountains
and Illawara — Results from the 2006 household survey, November 2007
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Hypothetical Household 5

This is a family of four with two teenage children. Both parents are in full time employment (day time
jobs). The household consumes 9680 kWh per annunthEqrurpose of illustrating the impact of the
tariff reassignment, it is assumed that they consume the 9680 kWh at the following times:

Consumption + tariff Type of appliances

40% offpeak electric hot water (on timer)
refrigeration

daily use dishwashavernight
lighting

appliances on starugy

20% peak refrigeration

some use of appliances such as the television and computers

stove for cooking dinner

lighting

some appliances on stahyg

some use of electric heater (reversed cycle) in the early evenimg the winter
months

* some use of air conditioner in the early evening during the summer months

40% shoulder The shoulder time consumption would be similar to peak consumption.
refrigeration

all laundry (washing machine and dryer)

appliances suchsahe television and computers

stove for cooking most weekend meals

lighting

some appliances on stahyg

seasonal use of heater andainditioner on weekends and in the evenings

The table below demonstrates that the annual electricity bill for Otdddi&® on a TOU OPowerSmartO
tariff is $1719 which is $320 less than the annual bill on a single rate tariff.

Household 5 — reassigned to a PowerSmart TOU tariff

3872 kWh offpeak @ 8.14 = $315

1936 kWh peak @ 35.64 = $690

3872 kWh shoulder @ 14.08%$545

Total for 5832 kWh = $1550

Plus 46.20 cents a day Service availability charge = $169

Total annual electricity bill = $1719

Annual bill change: - $320
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Queensland — Impact of TOU pricing on bills

Section 2.3 of the report presented the following table to illustrate the potential bill impacts TOU
pricing has on five hypothetical Queensland households. The assumptions applied to this analysis,
which were presented in the report Customer Protections and Smart MetBrissuesdr Queensland
(November 2009), are demonstrated below.

Queensland Hypothetical Households 1 - 5, Annual bill impact from tariff reassignment

Annual bill -
single rate Annual bill - Difference in Annual bill
Household No. 1-5 tariff TOU tariff annual bill (§) change (%)

1) The Sole Parent

A stay at home single parent with two
young children (one non-school age). Up by
All-electric household with hot water $2028 $2114 +$86 4%
service using controlled load (tariff 33).
Usage: 11,500 kWh per annum.

2) The Pensioner

Single pensioner and public housing
tenant. Hot water system not suitable | $1500 $1562 + 875
for controlled load. Usage 7500 kWh
per annum.

Up by
5%

3) The DINKSs

A couple without children. Both are
employed in full time, day jobs. All- Down by
electric household with hot water 31188 $1116 -§72 6%
service attracting off-peak rate (tariff
31). Usage 8000 kWh per annum.

4) The young family

A couple with one child. One parent is
staying at home with the baby. All- Up by
electric household with hot water $1470 $1529 +$59 4%
service attracting off-peak rate (tariff
31). Usage 9500 kWh per annum.

5) The high consumption family

A family of four with two teenage
children. Both parents are employed in
full time, day jobs. All-electric | $2656 $2459 -8$197
household with hot water service
attracting off-peak rate (tariff 31).
Usage 16,000 kWh per annum.

Down by
7%

Residential electricity consumption in Queensland

The average household in rural Queensland (Ergon’s supply area) uses approximately 8000kWh per
annum.’ Households in South East Queensland (Energex’ supply area) have the highest average
consumption of electricity in the NEM. The average annual consumption for residential Energex
customers is 11,500 kWh per annum.'® Of that, the average household uses 26% on the hot water
system, 23% on cooling/heating and 23% on kitchen related appliances. The penetration of reticulated
gas for domestic consumption is low in Queensland compared to NSW and, in particular, Victoria. An
important feature of Queensland’s electricity system is the use of controlled load for hot water services.

? 8000 kWh is an approximate figure. See see http:/evolve.ergon.com.au/CleanEnergy.aspx

' The percentages in this chart are based on figures presented in Energex, About Energex, Lift-out in
the Sunday Mail, February 2008 see
www.energex.com.au/pdf/about energex/SundayMailliftoutFeb08.pdf
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South East Queensland, average household consumption by appliance group'

Proportional energy consumption per appliance group

Hot water
‘ ‘ M Cooling/heating
Kitchen
Lighting
1 M Laundry
TV etc
M Standby

Miscellaneous

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Based on the consumption by appliance as shown in the chart above, an averagetimnsum
household in South East Queensland (11,500 kWh) would use an estimated number of kwh for the
various appliances as documented in the table below.

Estimated annual consumption (kWh) by appliance group for household using 11500 kWh per annum.

Appliance group Annual consumption Proportion of total annual consumptior
Hot water 2990 kWh 26%

Cooling/heating 2645 kWh 23%

Kitchen 2645 kWh 23%

Lighting 920 kWh 8%

Laundry 920 kWh 8%

TV, standby, misc 1380 kWh 12%

Queensland households have receettperienced a significant increase in electricity prices. The
increase to the standard uniform tariff that took effect on 1 July 2009 means that an average
consumption household in South East Queensland will pay approximately $300 more per annum for
electicity. This brings their annual electricity bill to approximately $2200. An average consumption
household in rural Queensland will pay an additional $200 per annum in1B00khis means their
annual electricity costs will be approximately $1660.

Thes price increases combined with the fact that householdsO energy consumption typically varies by
25% between summer and winter, mean many Queensland households will experience difficulty
paying for their electricity, particularly when the bills arrive mftee summer seasdh.

Tariffs

Current electricity tariffs in Queensland
There are currently three main regulated tariffs available to domestic electricity customers:

e Tariff 11 BDFor all general domestic consumption.
* Tariff 33 D Controlled supply for ggliances such as hot water (18 hours a day access).
e Tariff 31 B Controlled supply, nighttime consumption only.

Tariffs 33 and 31 can offer significant savings to households using appliances that can be connected to
a controlled load. While most houseti®lhave a hot water system installed, households with low
capacity systems (i.e. less than 125 litres) will not able to allocate their hot water consumption to a
controlled load tariff. Furthermore, to access the most economical tariff, the nighttimeledribad

tariff (tariff 31), a householdsO water storage system must be 250 litres or more.

™ |bid.

2 These price increases are based on Tariff 11, see DME, New electricity tariffs and your bill, Estimated impact®f 2009
Benchmark Retail Cost Index (BRCI) on household electricity bills available at

www.dme.qgld.gov.au/zone files/Electricity/new_electricity pricing table.pdf

% Energex states that energy consumption varies by up to 25% between summer and winter for South East Queensland
houséold seevww.energex.com.au/pdf/about energex/SundayMailliftoutFeb08.pdf
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Current Queensland electricity prices for normarket customers (GST inclusive)'

Tariff 11 (all general domestic consumption) 18.843 cents per kWh
Service e $7.25 per month
Tariff 33 (controlled load for up to 18 hours per day) 11.319 cents per kWh
Minimum monthly payment $5.05 per month

Tariff 31 (controlled load, night time consumption only) 7.689 cents per kWh

Minimum monthly payment $5.05 per month

Hypothetical domestic TOU tariff for Queensland

As the aim is to investigate the impact a reassignment from a single rate to a TOU tariff may have on
five hypothetical householdsO electricity bills, a hypothetical smart meter enatiegfOmust be
applied. The assumed thrpart TOU tariff presented below is basedtha shape (times) and rates
currently being offered by Energy Australia in NSWThe fixed charge service fees, however, are the
same as those currently applied ine@osland. The Tariff 11 monthly service fee of $7.25 is
substantially lower than the fixed Service Availability Charge that is currently being applied to Energy
AustraliaOs TOU offéf.

Hypothetical TOU tariff rates, GST inclusive

Off-peak (10pm to 7amery day) 8.14 cents per kWh

Shoulder (7amb2pm and 8pnb 10pm on weekdays + 7am { 14.08 cents per kWh
10pm on weekends)

Peak (2pm-8pm on weekdays) 35.64 cents per kWh

Service fee $7.25 per month

The shape of this TOU tariff means that tiiepeak rate applies to 37% of the time (63 hours per
week), the shoulder rate 45% of the time (75 hours per week) and the peak rate 18% (30 hours per
week).

Single element vs. multi element smart meters

Concern has been expressed about the impactra smir rollout may have on households with
dedicated ofpeak circuits.’ There may be majgrice increases for households currently using
dedicated offpeak circuits (with and without boost options) if they are transferred to a TOU pricing
arrangementThis is a particular concern for households currently taking power throughedament
or a separate meter, which may not be available as a result of a smart metet®rollout.

The bill impact analysis of five hypothetical households presented belogfdireemcludes two TOU
scenarios for the households currently accessing tariffs 31 or 33:

¥ TOU tariff combined with controlled load for hot water systems

¥ TOU tariff on a single element meter without access to controlled load

Hypothetical Household 1- The sole parent

Hypothetical OHousehold 10 comprises of a stay at home single parent with two young children (one
nonschool age). The dwelling is not connected to reticulated gas so it ised@csdic household.

They live in Brisbane and use 11,500 k4r annum. Their 160 litre hot water system uses 2990

kWh per annum and is currently allocated to controlled load tariff 33.

4 See Queensland Government Gazette, No. 41Vol. 351, 9 June 2008vaime.qld.gov.au/zone files/Electricity/09.06.09
%5B41%5D extra gazette.pdf

*® See Energy AustraliaOs websitenatv.energyaustralia.com.au/energy/ea.nsf/Content/NSW+TOU+Res+Rates

'® Energy AustraliaOs Service Availability Charge for TOU offers is $168 per annum. The fixed service fee in Queensland for

tariff 11 is currently $87 per anm.

" See CUAC/SVDP/ATASubmission tthe Cost Benefit Analysis of Smart Metering and Direct Load Control: Phase 1 Reports

for the Ministerial Council on EnergyOs Smart Meter Working Giidapember 2007.

'8 For a more detailed discussion on the impatsingle element smart meters, see Section 5.3B4okground Papeb

Customer Protections and Smart Meters, August 2009.
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Household 1B Annual bill on a single rate tariff

8510 kWh @ 18.843 cents (tariff 11) = $1603

$7.25 a month service fee = $87

2990 kWh @ 11.319 cents for hot water (tariff 33) = $338

Total annual bill = $2028

‘Household 1° has a smart meter installed and is reassigned to the TOU tariff. It is assumed that the
smart meter installed has two elements so they continue to have access to a controlled load tariff for
their hot water service, and the 2990 kWh they use per annum to heat water will continue to attract
controlled load rates (tariff 33). For the purpose of illustrating the impact of the tariff reassignment, it
is assumed that the remaining annual consumption of 8510 kWh occurs at the following times:

Consumption + tariff Type of appliances

30% off-peak * refrigeration

dishwasher over night
washing machine over night
some lighting

some appliances on stand-by

35% peak refrigeration

appliances such as the television and computers
stove for cooking

kitchen fan

lighting

some appliances on stand-by

* air-conditioner

35% shoulder The shoulder time consumption would be similar to peak consumption.
* refrigeration

appliances such as the television and computers

stove for cooking

kitchen fan

lighting

some appliances on stand-by

air conditioner

washing machine on weekends

The table below demonstrates that ‘Household 1’ would experience an estimated bill increase of $86
per annum on the TOU tariff.

Household 1D Reassigned to a TOU tariff

2553 kWh off-peak @ 8.14 = $208

2978.5 kWh peak @ 35.64 = $1062

2978.5 kWh shoulder @ 14.08 = $419

$7.25 a month service fee = $87

2990 kWh @ 11.319 cents for hot water (tariff 33) = $338

Total annual bill = $2114

Annual bill change: + $86

If a single element smart meter was installed the 2990 kWh used on the hot water service per annum
would attract the TOU off-peak, shoulder and peak rate. Assuming that the hot water service is heating
throughout the day the 2990 kWh can be proportionally allocated to the three tariff rates. That is 37%
off-peak (1106.5 kWh), 45% shoulder (1345 kWh) and 18% peak (538 kWh). ‘Household 1’ would
then experience significant price increases on a TOU tariff, the annual bill being $219 more than it was
on a flat rate.

Household 1D TOU without controlled load

3659.5 kWh off-peak @ 8.14 = $298

3516.5 kWh peak @ 35.64 = $1253

4323.5 kWh shoulder @ 14.08 = $609

$7.25 a month service fee = $87

Total annual bill = $2247

Annual bill change: + $219
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Hypothetical Household 2 - The Pensioner

OHousehold 20 comprises of an aged pensioner residing in a public housing unit in Brisbane. The
dwelling is not connected to reticulated gas so it is aeladitrc household. The unit has a 80 litres

hot water system which does not take controlled load. The household uses 7500 kWh per annum. The
customer receives an annual energy rebate from the Queensland Government of $190 that is not
included in the amounts ggented below.

Household 2 — Annual bill on a single rate tariff

7500 kWh @ 18.843 cents (tariff 11) = $1413

$7.25 a month service fee = $87

Total annual bill = $1500

OHousehold 20 has a smart meter installed and is reassigned to a TOU tarif.pEopotse of
illustrating the impact of the tariff reassignment, it is assumed that the annual consumption of 7500
kWh occurs at the following times:

Consumption + tariff Type of appliances

30% offpeak refrigeration

some lighting

some television

some apliances on standy
hot water service

35% peak refrigeration
air-conditioner

television

stove for cooking

some lighting

some appliances on stahyg
hot water service

35% shoulder refrigeration
air-conditioner

television

stove for cooking

lighting

washihg machine

some appliances on stahyg
hot water service

The table below demonstrates that OHousehold 20 would experience an estimated bill increase of $62
per annum on the TOU tariff.

Household 2 — Reassigned to a TOU tariff

2250 kWh offpeak @ 8.14 $183

2625 kWh peak @ 35.64 = $936

2625 kWh shoulder @ 14.08 = $369

$7.25 a month service fee = $87

Total annual bill = $1575

Annual bill change: + $75

Hypothetical Household 3 - The DINKs"’

OHousehold 30 comprises of a couple in their 30s witiilinee. Both of them are employed in full
time, day jobs. The dwelling is not connected to reticulated gas so it isedecatic household. Their
250 litres hot water system uses 3650 kWh per annum and is allocateghéabifontrolled load tariff
31. They live in Townsville and use 8000 kWh per annum.

* DINK is an acronym that stands for Odouble income, no kidsO.
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Household 3D Annual bill on a single rate tariff

4350 kWh @ 18.843 cents (tariff 11) = $820

$7.25 a month service fee = $87

3650 kWh @ 7.689 cents for off-peak water (tariff 31) = $281

Total annual bill = $1188

‘Household 3’ has a smart meter installed and is reassigned to a TOU tariff. It is assumed that the
smart meter installed has two elements so they continue to have access to a controlled load tariff for
their hot water service, and the 3650 kWh they use per annum to heat water will continue to attract off-
peak rates (tariff 31). For the purpose of illustrating the impact of the tariff reassignment, it is assumed
that the remaining annual consumption of 4350 kWh occurs at the following times:

Consumption + tariff Type of appliances

20% off-peak * refrigeration

occasional use of a dishwasher over night
some lighting

some appliances on stand-by

20% peak refrigeration

appliances such as the television and computers
stove for cooking dinner

some lighting

occasional use of washing machine

occasional use of air conditioner in the early evening

* some appliances on stand-by

60% shoulder As they spend much more time at home on weekends compared to weekdays, most of their
consumption attracts shoulder rates. This would include consumption for purposes listed above
but with a much higher usage.
* refrigeration
appliances such as the television and computers
stove for cooking
lighting
washing machine
occasional use of a dishwasher
some appliances on stand-by
air conditioner

The table below demonstrates that ‘Household 3° would experience an estimated bill decrease of $72
per annum on the TOU tariff.

Household 3DReassigned to a TOU tariff

870 kWh off-peak @ 8.14 = $71

870 kWh peak @ 35.64 =$310

2610 kWh shoulder @ 14.08 = $367

$7.25 a month service fee = $87

3650 kWh @ 7.689 cents for off-peak water (tariff 31) = $281

Total annual bill=$1116

Annual bill change: - $72

If a single element smart meter was installed the 3650 kWh used on the hot water service per annum
would attract off-peak TOU rate (assuming they would use a timer on their hot water system) and their
annual bill would be $1132.

Household 3D TOU tariff without controlled load

4520 kWh off-peak @ 8.14 = $368

870 kWh peak @ 35.64 = $310

2610 kWh shoulder @ 14.08 = $367

$7.25 a month service fee = $87

Total annual bill = $1132

Annual bill change: - $56
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Hypothetical Household 4- The young family

OHousehold 30 had a baby and their assumed annual camsinopases by 1500 kWh, from 8000

kWh to 9500 kWh. The additional 1500 kWh in consumption is because the mother is now staying at
home with her child during the day and they use the air conditioner in the afternoon when required.
They have also purchabe dryer to make the large washing load more manageable. It has been
assumed that their 2501 hot water system is sufficient for all three so there is no increase to their
controlled load.

Before the baby, their annual cost on a single rate tariff$4488. As illustrated in the table below,
the single rate bill would be $1470 with a baby in the house. That is an annual increase of $282.

Household 4B Annual bill on a single rate tariff

5850 kWh @ 18.843 cents (tariff 11) = $1102

$7.25 a month seice fee = $87

3650 kWh @ 7.689 cents for gfieak water (tariff 31) = $281

Total annual bill = $1470

If the household was on a TOU tariff however, their annual bill would have been $1116 prior to the
baby arriving. Of the annual consumption increas&500 kWh most of this has been allocated to
peak times (1000 kWh) as the mother is now home with the baby on weekdays. Much of this increase
is due to the use of air conditioning in the afternoon and early evening. They still try to make sure that
mog appliances, such as the washing machine and the dryer, are used at shouldegal tifies, so

they now use 250 kWh per annum more at bothpetik and the shoulder times. The table below
shows that with a baby in the house their annual bill on a @it would be $1529.

As demonstrated above, OHousehold 30 was $72 better off on a TOU tariff compared to a single rate
tariff. However, with a baby they would pay $1529 per annum on a TOU tariff compared to $1470 on
a single rate tariff. That is amaual difference of $59 and OHousehold 40 would be looking to return to
a single rate tariff if possible.

Household 4bReassigned to a TOU tariff

1120 kWh offpeak @ 8.14 = $92

1870 kWh peak @ 35.64 = $666

2860 kWh shoulder @ 14.08 = $403

$7.25 a ronth service fee = $87

3650 kWh @ 7.689 cents for gfieak water (tariff 31) = $281

Total annual bill = $1529

Annual bill change: + $59

If a single element smart meter was installed the 3650 kWh used on the hot water service per annum
would attract di-peak TOU rate (assuming they would use a timer on their hot water system) and their
annual bill would be $1544.

Household 4D TOU tariff without controlled load

4770 kWh offpeak @ 8.14 = $388

1870 kWh peak @ 35.64 = $666

2860 kWh shoulder @ 14.G8$403

$7.25 a month service fee = $87

Total annual bill = $1544

Annual bill change: + $74

Hypothetical Household 5 The high consumption family

This is a family of four with two teenage children. Both parents are in full time employment (day time
jobs). They live in Brisbane and the property has a 315 litre hot water service which uses 4000 kWh
per annum. The hot water service attractspetik rate as it is allocated to tariff 31. The household
consumes 16,000 kWh per annum.
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Household 5B Annual bill on a single rate tariff

12000 kWh @ 18.843 cents (tariff 11) = $2261

$7.25 a month service fee = $87

4000 kWh @ 7.689 cents for gfieak water (tariff 31) = $308

Total annual bill = $2656

OHousehold 50 has a smart meter installed agalssgned to a TOU tariff. It is assumed that the
smart meter installed has two elements so they continue to have access to a controlled load tariff for
their hot water service, the 4000 kWh they use per annum to heat water will continue to atpeak off

rates (tariff 31). For the purpose of illustrating the impact of the tariff reassignment, it is assumed that
the remaining annual consumption of 12,000 kWh occurs at the following times:

Consumption + tariff Type of appliances

20% offpeak refrigeration

daily use dishwasher over night
lighting

appliances on starugy

20% peak refrigeration

some use of appliances such as the television and computers
stove for cooking dinner

lighting

some appliances on stahyg

air conditioner

KK KKK KK K K K

=

60% shoulder The shalder time consumption would be similar to peak consumption.
refrigeration
all laundry (washing machine and dryer)
appliances such as the television and computers
stove for cooking most weekend meals
lighting
some appliances on stahyg
air-conditioner m weekends and in the evenings

KK K K K K K

The table below demonstrates that the annual electricity bill for OHousehold 50 on a TOU tariff is
$2459, that is $197 less than the annual bill on a single rate tariff.

Household 5D Reassigned to a TOU tariff

2400 kWhoff-peak @ 8.14 = $195

2400 kWh peak @ 35.64 = $855

7200 kWh shoulder @ 14.08 = $1014

$7.25 a month service fee = $87

4000 kWh @ 7.689 cents for gfieak water (tariff 31) = $308

Total annual electricity bill = $2459

Annual bill change: - $197

If a single element smart meter was installed the 4000 kWh used on the hot water service per annum
would attract offpeak TOU rate (assuming they would use a timer on their hot water system). Now
their annual bill would be only $92 less on a TOU tariff.

Household 5D TOU tariff without controlled load

6400 kWh offpeak @ 8.14 = $521

2400 kWh peak @ 35.64 = $855

7200 kWh shoulder @ 14.08 = $1014

$7.25 a month service fee = $87

Total annual electricity bill = $2564

Annual bill change: - $92




