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GRAPHS AND ANECDOTES



Electricity Prices



Source:http://cmeaustralia.com.au/wp-content/uploads/2013/09/FINAL-PAPER-1-EMPIRICS2.pdf

Clearly something has gone wrong.



Source:https://industry.gov.au/EnergyWhitePaperApril2015/index.html



So what happened in 2006? The state and federal government signed the Australian Energy

Market Agreement.

The Parties agree that the Australian energy market institutions will comprise:

(a) the Australian Energy Market Commission (AEMC) to be established as the body

responsible for rule making and energy market development at a national level, including in

respect of the National Electricity Code and the National Gas Code;

(b) the Australian Energy Regulator (AER) to be established as the body responsible for

economic regulation and compliance with the Codes of the electricity and natural gas industries

at a national level; and

(c) NEMMCO, which will continue to be responsible for the day-to-day operation and

administration of both the power system and electricity wholesale spot market in the NEM.

Each of the States of New South Wales, Victoria, Queensland and Tasmania and the Australian

Capital Territory will submit to its Parliament Implementing Legislation with the effect of: (i)

conferring on the AEMC and the AER functions and powers in respect of both electricity and

natural gas; and Page 13 of 22 (ii) enabling the AEMC and the AER to exercise their respective

functions and powers in its jurisdiction.

The AEMC will consist of 3 commissioners, two of whom are to be recommended for

appointment by agreement of at least six (6) of the MCE Ministers representing each of the

States and Territories (“State and Territory AEMC Commissioners”) and the third to be

recommended for appointment by the MCE Minister representing the Commonwealth.



The AER will consist of 3 members, two of whom are to be recommended for appointment by

agreement of at least five (5) of the MCE Ministers representing each of the States and

Territories that have elected to be subject to the jurisdiction of the AER (“State and Territory

AER Members”) and the third to be recommended for appointment by the Chair of the ACCC

(“ACCC AER Member”). Provision may be made for the appointment of acting Members on the

same basis.

Source:http://www.efa.com.au/Library/AustralianEnergyMarketAgreement.pdf



Back then, the electricity networks were regulated by 13 independent bodies, which decided

what the networks could spend and what they could charge consumers. In 2005, the Howard

government replaced them all with one new federal body: the Australian Energy Regulator. The

then treasurer, Peter Costello, said, “The AER will reduce regulatory complexity and streamline

energy regulation. This will, in turn, increase competitiveness and efficiency in Australia’s

energy markets, enhancing the climate for investment and benefiting related markets and

consumers.”

He forgot to mention that the only way the government could get the states to agree to the new

body was to allow them to control it. “Many states owned the network businesses, and they

didn’t want a federal regulator coming down too hard on them,” says Rod Sims, chairman of the

ACCC. So the states’ energy ministers were put in charge of a separate new body, the

Australian Energy Market Commission (AEMC), which was to write the rules for the regulator to

enforce.

“It was like putting Dracula in charge of the blood bank,” says Roman Domanski, the former

head of the Energy Users Association of Australia. “It should never have happened.” The AER

was under-resourced, inexperienced and easily outgunned and out-manoeuvered by the states

and the networks. To top it off, the states were also allowed to appoint two of the AER’s three

commissioners.

It’s impossible to say which states wielded the most influence at the AEMC. Certainly the rules

were kind to those with state-owned networks, and since NSW was one of the most egregious

over-spenders, it seems reasonable to question the degree of influence its state ministers had

on the process.

A roll call of recent NSW energy ministers reads like an ICAC subpoena list. In 2006 and 2007,

as the states were writing the rules for the new regulator to enforce, NSW had two energy

ministers: first the corrupt Joe Tripodi, then the corrupt Ian Macdonald. Macdonald disgraced

himself in 2009 when, as the NSW networks were preparing to spend billions on new poles and

wires, he accepted a night with a prostitute in return for setting up dinners between state energy

executives and the infamous property developers Ron Medich and Lucky Gattellari. (Gattellari

was later jailed for his part in the murder of Sydney standover man Michael McGurk.) In 2011,

when the Coalition swept Labor from power, the new premier Barry O’Farrell awarded the

energy portfolio to Chris Hartcher, who stayed in the job until ICAC came knocking in December

last year.

The rules the states established for the AER were a “tragedy for Australia”, says Rod Sims. “We

now have energy prices that are way higher than they should be. That’s a tragedy for

consumers, and it’s a tragedy for the economy, because a lot of companies that rely on energy

are now paying more than they should.”

Source:https://www.themonthly.com.au/issue/2014/july/1404136800/jess-hill/power-corrupts



Note 2013, graph includes scrapped carbon tax.



Australian prices grew far faster than other country, a unique self made problem.



Note 2013, graph includes scrapped carbon tax.

So while other countries have higher prices overall they are mostly from environmental taxes

and levies. If you exclude them Australia has some of the highest electricity prices despite

having abundant cheap energy sources.

Source:http://reneweconomy.com.au/wp-content/uploads/2014/04/UBS-comparative-powerprices.pdf



Generation

Herfindahl–Hirschman Index (HHI) The Herfindahl-Hirschman index (HHI) is a commonly used

measure of market concentration reported and is reported annually by the AER in the ‘State of

the Energy’ market report. The HHI is a static metric, calculated by summing the squares of the

percentage market shares for all firms participating in a market. An HHI value of 10,000 is

equivalent to a 100% share, and represents complete monopoly. An HHI value of 2000 is used

by the Australian Competition and Consumer Commission (ACCC) to flag competition concerns,

while the U.S Department of Justice considers markets to unconcentrated at below 1500,

moderately concentrated at 1500-2500 and highly concentrated at 250074 . Perhaps more

apposite to energy markets are the UK’s Office of Gas and Electricity Markets (OFGEM)

guidelines. The OFGEM regards an HHI exceeding 1000 as concentrated and above 2000 as

very concentrated 75. With a current HHI value of 124376, the OFGEM considers the UK

wholesale electricity market somewhat concentrated. The most recent AER ‘State of the Energy’

market report shows annual HHI trends for each of the four mainland states from FY09 through

FY15. AER’s HHI estimates lie in the range 1700-2450. In the three years FY12 through FY15,

the estimates for South Australia, New South Wales and Victoria have all been in the range

1700-2000, while Queensland has been in the range 2300-2450. Based on the trading rights

indicated in the latest AER report, we estimate the HHI for South Australia at the end of FY2016

was about 2900-3000 with all registered plants available. The value is substantially higher than

AER has reported in the previous years reflecting the concentration of market share that

followed the closure of Northern Power Station. Of further relevance to current state of market

concentration in South Australia has been the effective mothballing of Engie’s 480 MW Pelican

Point CCGT station for much of 201680. With Pelican Point effectively mothballed, we estimate

South Australia’s HHI at of the end of FY16 to have been 3300-3400, making it an exceedingly

concentrated market.



Source:http://energy.unimelb.edu.au/__data/assets/pdf_file/0017/2054132/SA_PRICES_FINAL.pdf



Source:https://www.aer.gov.au/system/files/State%20of%20the%20energy%20market%202015%20%28A4%20format%29%20%E2%80%93%20last%20updated%



“High levels of market concentration and vertical integration between generators

and retailers give rise to a market structure that may, in certain conditions, provide

opportunities for the exercise of market power …. In April 2013 the AEMC found potential for

substantial market power to exist or be exercised in future in the NEM, particularly in South

Australia”



Source:https://www.aer.gov.au/system/files/State%20of%20the%20energy%20market%202014%20%20Complete%20report%20%28A4%29_0.pdf



Source:http://energyconsumersaustralia.worldsecuresystems.com/grants/432/NEM-marketpower-case-study-AGL-TIPS.pdf

Competition regulator Rod Sims has no problem with AGL Energy exploiting its market

dominance to charge higher prices for gas fired power in South Australia when the wind and the

high voltage line from Victoria are both down.

Mr Sims told the Victorian Energy Users Conference that AGL wasn't doing anything wrong

when it took advantage of the Torrens Island being the only supplier for short intervals.

"I think the energy market does allow people when they're in that position to price they way they

want. That's how the market works."

"It's not illegal to use your market power. We should never criticise people for using their market

power, because you and I would do it as well,"

Source:http://www.afr.com/news/agl-can-charge-more-in-sa-when-wind-drops--accc-boss20160824-gr0bja



When the supply-demand balance is tight, rapid and unanticipated reductions in non-scheduled

output can force prices to the market price cap. This issue has been identified by the AER who

stated ‘strategic changes to the output of non-scheduled plant [can trigger] a series of high

prices.’ Due to a quirk of the market settlement process, extreme prices can be used by

generators to increase revenues. There are two relevant prices for NEM dispatch and

settlement - the dispatch price calculated on a 5-minute basis and the settlement price

calculated on a 30-minute basis. The 5-minute dispatch prices are determined by the dispatch

process, and the half hourly settlement prices are the simple average of the dispatch prices.

Settlement prices are the prices that are paid by customers to generators. Note that the

Australian Energy Market Commission (AEMC) is currently reviewing the rules around 5-minute

dispatch and 30-minute settlement pricing . One 5-minute price spike to $14,000 substantially

increases the price for the entire trading interval to above $2,000 even if prices are negligible for

all other dispatch intervals in the settlement period. Generators can take advantage of this by

withdrawing capacity for a single interval, and then boosting output for the remainder of the half



hour trading interval.



Source:http://energy.unimelb.edu.au/__data/assets/pdf_file/0017/2054132/SA_PRICES_FINAL.pdf



On 18 November 2016, the spot price in New South Wales reached $11 701/MWh for the 3.30

pm trading interval. Spot prices in the region had been around $50/MWh for much of the

morning and then increased to around $190/MWh at 10 am, to around $300/MWh at 2.30 pm.

The spot price reached $2942/MWh, $11 701/MWh, $3259/MWh and $588/MWh for the 3 pm,

3.30 pm, 4 pm and 4.30 pm trading intervals, respectively. While spot prices for the 3 pm to 4

pm trading intervals were forecast to be around $300/MWh four and twelve hours ahead of

dispatch, the spot price for the 4.30 pm trading interval, was forecast to be around $13

800/MWh.

Factors that contributed to high prices on the day included:

System Normal Constraint A network constraint that includes the Vic – NSW interconnector and

a number of large generators in southern New South Wales, bound. The way the constraint

operates means that an increase in generation in southern New South Wales results in a

reduction of imports from Victoria. Hence, generators on the constraint act as effective gate

keepers by limiting imports into New South Wales from Victoria.

Rebidding Over a series of rebids Origin and Snowy Hydro progressively shifted a total of

around 3000 MW of capacity for generators in southern New South Wales to the price floor,

thereby increasing their output. By 2.20 pm generation in southern New South Wales had

increased to a level that caused the constraint to bind. The supply curve in New South Wales



was very steep with no capacity priced between $288/MWh and $13 600/MWh. The rebidding of

capacity exacerbated the distribution of prices and reduced the amount of mid-priced capacity.

Origin and Snowy Hydro also rebid their ramp down rates to the minimum allowable under the

Rules which prolonged the period for which the constraint was binding.

Network availability The Terranora and Directlink interconnectors, which link New South Wales

and Queensland, were flowing into New South Wales at their forecast limits. Consequently,

additional low priced capacity from Queensland was inaccessible. Due to the rebidding and the

binding constraint, flows across the Vic – NSW interconnector went from 780 MW into New

South Wales at 2.25 pm to 90 MW counter price into Victoria at 3 pm. With flows counter price

from New South Wales into Victoria, high priced capacity was dispatched to meet demand in

New South Wales and the price exceeded $13 600/MWh for seven dispatch intervals from 2.40

pm to 3.30 pm, inclusive.



Source:https://www.aer.gov.au/system/files/Prices%20above%205000%20MWh%20%2018%20November%202016%20%28NSW%29.pdf



Transmission and Distribution



Source:http://cmeaustralia.com.au/wp-content/uploads/2013/09/FINAL-PAPER-1-EMPIRICS2.pdf



Here's what consumers are paying for: in 2010, the networks began to spend $45 billion,

approved by the Australian Energy Regulator (AER), on building and upgrading the poles and

wires. This unprecedented spending allowance was granted on the back of dire warnings from

the networks that energy demand was about to skyrocket, and unless the networks were

allowed to spend tens of billions, the poles and wires simply wouldn't cope.

It just so happened that this demand spike was predicted to be the most dramatic in NSW and

Queensland, the only two states where the networks are government-owned. However, things

did not go according to plan. As soon as the networks started spending, energy demand didn't

skyrocket - it did the opposite. In 2010, for the first time in Australia's history, demand went

down, and it's gone down ever since.

Here's the rub: the networks had a strong incentive to ignore the naysayers, because the more

they built, the more they got paid.

Despite year-on-year reductions in demand, the networks carried on building to match their

over-inflated projections, installing Rolls Royce infrastructure that consumers hadn't asked for,

and would never need. Eventually, when the evidence was too pressing to ignore, the networks

did rein in some of their spending, but not enough to stop electricity bills going through the roof.

Source: ABC

http://www.abc.net.au/news/2015-11-10/hill-the-great-energy-con-that-is-costing-usbillions/6924272



Source:https://www.energex.com.au/__data/assets/pdf_file/0007/371518/2016-DAPR-Volume1.pdf

Failed forecasts from QLD government owned distributor which was their justification for large

capital expenditures.



Source:http://cmeaustralia.com.au/wp-content/uploads/2015/05/150329-FINAL-REPORT-TECSTRANDED-ASSETS.pdf

Capex is Capital expenditures.

Queensland distribution companies spent over $700 dollars per customer, per year on capital

expenditures. That is a lot of new power lines.



The regulatory asset bases (RAB) of Australian electricity networks have been artificially inflated

and inefficiently grown to excessive levels. Over the past 15 years, the networks’ RABs have



increased by up to 414 percent. These extraordinary and unprecedented RAB growth rates

have resulted in the Australian electricity networks’ RAB levels being much higher than their

international peers. For example, the RAB per connection levels of Australia’s distribution

networks are now up to 9 times the levels of the UK networks.

As the electricity networks’ prices have soared, so too have their profits. Australia’s electricity

networks are extraordinarily profitable, realising many multiples of the returns being realised by

Australia's best performing ASX50 companies. This paper demonstrates that Australian

electricity networks are realising total returns of around 23 times the returns being realised in

the construction sector and around 16 times the returns being realised in the

telecommunications sector.

The electricity networks’ returns are extraordinary from both an income and capital growth

perspective. For example, this report analyses the actual returns being realised by Queensland

electricity networks and identifies that;

The Queensland networks are achieving annual return on equity levels of around 5-6 times the

average returns of ASX50 companies.

Over the past 15 years the Queensland networks have grown their shareholder value by a

factor of around 18, where most ASX50 companies have struggled to grow their shareholder

value by a factor of 1.5 over the period.



Source:http://www.euaa.com.au/files/documents/Assets-or-Liabilities-The-Need-to-ImplementFair-Regulatory-Valuations-for-Australia-s-Electricity-Networks-Final-Version-5-May-2016.pdf



That incentive was a system that rewarded the networks for spending as much as possible. The

networks borrow money to build the new infrastructure, and the AER lets them pass on the

estimated cost of repaying the loan (the “cost of capital”) to consumers. In 2009, the AER ruled

that the NSW distribution networks could claim an astonishingly high cost of capital of 8.78%

per annum, which it said was equal to the borrowing costs of a private company at that time.

The catch is, NSW network companies don’t borrow from banks, says Mountain; they borrow

from a triple A–rated state treasury at rates of around 4–5%.

The regulator’s rate already guaranteed enormous profits to the NSW distribution networks, but

it wasn’t enough for them. So they appealed the decision at the Australian Competition Tribunal,

enlisting the finest QCs and international experts to argue their case.

They could afford to. The states had slipped in a rule declaring that the costs of network appeals

were to be counted as “running costs” and charged to customers through electricity bills.

Anyone who tried to speak up for consumers in this process was essentially locked out. Gerard

Brody, an advocate from the Consumer Action Law Centre, says that when he tried to intervene

in a 2010 network appeal, his senior counsel advised him to withdraw. If he lost, he was warned,

he could be forced to pay the networks’ costs. But that wasn’t the only obstacle. “A lot of the

information put to the tribunal by the electricity distributors was marked commercial-inconfidence, so we couldn’t effectively assess or challenge their claims,” says Brody.

In NSW, the networks won their appeal against the regulator, and were allowed to claim a

10.02% cost of capital. This was not a one-off return: for every billion dollars they borrowed to

spend on infrastructure, the NSW networks were now able to charge their customers an extra

$100 million every year (decreasing over time as the loan was paid off). “This was just pure

profit coming from consumers’ hip pockets,” says Brody. “There’s no rational, economic reason

for consumers paying that sort of money.”

The NSW distributors established a precedent for the other networks to follow. When networks

from Victoria and Queensland submitted their proposals in the following years, their rates of

return mirrored that granted to NSW. In this single decision, the appeals tribunal had added an

extra $1.9 billion to the networks’ profits. All told, the networks won 22 of the 34 appeals they

fought, and were awarded $3 billion more than the amount the regulator had deemed

necessary.

Source:https://www.themonthly.com.au/issue/2014/july/1404136800/jess-hill/power-corrupts

But even worse was that it was the government owned distributors spent the most.



Note axis:Revenue from government owned distributors are not only increasing but are

accelerating.

Source:http://cmeaustralia.com.au/reports/FINAL-PUBLIC-RELEASE-productivity-decline-andelectricity-distributors.pdf



So maybe we needed all these new power lines to cope with future demands.



Source:https://business.monash.edu/__data/assets/pdf_file/0005/404195/Rethinking-UtilityRegulation-in-Australia-Final.pdf

Nope both total power and peak demand have leveled out and have been decreasing. Here is a

state view of peak demand.



Source:https://www.aer.gov.au/wholesale-markets/wholesale-statistics/seasonal-peak-demandregion

And now we are paying off all that spending with our electric bills.



Retail

Lets focus on victora because;

“Victoria continues to stand out as having indications of a highly competitive retail market for

both electricity and gas. In terms of electricity, retailers attribute this to the time that has elapsed

since privatisation, the introduction of full retail competition and the removal of retail price

regulation.”

“Estimates of gross retailer margins appear higher in Victoria than in other jurisdictions, however

margin estimates should be interpreted with caution as margins are expected to fluctuate over

time and estimates are prone to error. Further, other competitive indicators suggest that the

Victorian electricity market exhibits the right conditions to promote competition between retailers

as it continues to evolve and mature.”

"We have concluded that competition is effective in Victoria’s electricity market. The market has

the right conditions to promote competition between retailers and we have not identified issues

that warrant policy interventions to alter retailer behaviour.”

Source:http://www.aemc.gov.au/getattachment/3fccbed6-ebf8-4edb-86c9-71ff22eced08/Finalreport.aspx

So everything is fine in the victorian retail sector?



• As discussed St Vincent de Paul estimated the retail charge for customers connected to

Jemena’s network in 2014 at $381. This is within the range of our estimates.

• The AEMC estimated the retail charge in Victoria in 2011 (based on standing offers) at 34.4%

of the total bill. This is slightly above our upper bound for 2011.



• The ESC’s consultants produced various estimates of “gross margins” (which is definitionally

comparable to our estimate of retail charge) for first tier suppliers based on standing offer and

market offers. For 2012 these ranged between 26.5% and 46%. The bottom end of their range

is a little above the bottom of our range and the top end of their range is above the top of our

range.

Source:http://cmeaustralia.com.au/wp-content/uploads/2013/09/150601-FINAL-bosl-victorianretail-market-report.pdf



• The ESC is concerned about retailer margins. By contrast neither the AEMC nor

the AER have expressed any concern about the competitiveness of the Victorian

retail electricity market or retailer charges and margins.

• The association representing energy retailers disputed the Essential Services

Commission’s concern about retail margins. In their statements to investors, the

two largest stock exchange listed Victorian retailers typically describe the

Victorian retail market as highly or intensely competitive. Other retailers are

less effusive, describing the industry as an oligopoly.

• The Victorian Government has expressed concern about the size of fixed

charges but also that the Victorian electricity market is one of the most

competitive in the world, although officials and politicians have expressed

concern about retailer margins.

• Consumer groups representing low income consumers are concerned about

market concentration and excessive retail charges.

Source:http://cmeaustralia.com.au/wp-content/uploads/2013/09/150601-FINAL-bosl-victorianretail-market-report.pdf



All these studies have reached the same broad conclusion ― namely, that despite Victoria

having lower generation and network costs than other States, our retail prices are not lower than

these lower input costs would suggest. In other words, Victorian retail prices are inexplicably

high.

We have looked for competition; and we have let ourselves see competition. We have seen a

“highly competitive retail sector” despite the incompleteness of the tests we have applied. By

holding faith with the competition that we have wanted to see, we have avoided the need to look

any further and we have avoided the more profound questions that such inquiries would

demand.

“Retail competition has been very good for retailers. I’m not so sure about customers.” ― former

chief executive of a sizeable energy retailer

Source:http://www.esc.vic.gov.au/wp-content/uploads/esc/fc/fc947897-7d4f-4772-97c9959e3baad0db.pdf

Note the source, Essential Services Commissioner of Victoria, the people who used to regulate

the electricity industry back when we had cheap power.



Regulation

Things aren't going great, but isn't there someone who is supposed to stop all this from

happening? At the top of the system is the Coag.



The members of the COAG Energy Council are Energy and Resources Ministers from the

Commonwealth, each state and territory, and New Zealand.

http://www.coagenergycouncil.gov.au/about-us/council-membership

Because we couldn't decide whether energy was a state or federal issue we made it both. So

instead of having one politician responsible we now have a committee of 16 politicians from

multiple levels of government responsible. They meet four times a year and unsurprisingly get

little done.



3.1 COAG Energy Council

• It has failed to accommodate the diversity of interests of the participating jurisdictions, most

notably in failing to deliver on the privatisation and retail price decisions.

• It has allowed its own agenda to become overwhelmed by excessive activities and process. It

has failed to prioritise issues and focus on delivered outcomes in exercising its primary (and

originally sole) focus of energy market reform.

• There is little evidence that the CEC effectively holds itself or the market institutions

accountable for delivery of energy market reforms.

• It has been captured by the multiple and complex minutiae on an agenda dominated by

officials, all of whom are no doubt qualified and well-intended, but who together produce an

agenda that has become unmanageable. The SCO has become excessively large. complex and

cumbersome in supporting the CEC.

• The CEC works closely and directly with the SCO and the three institutions (AEMC, AER and

AEMO), but apparently in an informal and unstructured way with market participants. The

participation of market participants via its 40 per cent representation on the AEMO Board was a

positive reform, but is insufficient and too remote from the CEC.

It is difficult to convene a body of ministers of the Commonwealth, state and territory bodies on

a regular basis that can be expected to discharge the complexity of the current role. This is

exacerbated by the conflicts of ownership and inconsistent jurisdictional agendas. This is further

complicated when state or territory governments introduce policies that directly impact or

interact with the national energy markets. Possible solutions could be to change either the

structure or role of the CEC or to consider a fundamentally different body.

Source:https://grattan.edu.au/wpcontent/uploads/2015/06/242_wood_submission__COAGissuespaper.pdf



Underneath them is the AEMC, the rule maker. Reading their annual report shows that they

have 3 commissioners and 27 employees, who have many meetings and then make graphs

about how many meetings they go to.

Source:http://www.aemc.gov.au/getattachment/e68c55d9-1ad2-41df-a9e6e511689b1086/AEMC-Annual-Report-2015-2016.aspx



The timeliness of the AEMC’s process for rule changes is a commonly identified concern which

we share. The rate of change in financial markets, in physical market dynamics and technology

mean that what once may have been acceptable, no longer is. It seems like the AEMC has

become focused on a level of theoretical academic nicety such that it becomes disconnected

with the needs of the market and its participants. For example, when a recent rule change was

released on the introduction of cost-reflective electricity network tariffs, specialists in the

businesses expressed a concern that the determination was bordering on incomprehensibility.

The process by which rule changes are initiated and in which the AEMC cannot initiate a rule

change may have formal merit but seems to be unnecessarily convoluted at a practical level.

Source:https://grattan.edu.au/wpcontent/uploads/2015/06/242_wood_submission__COAGissuespaper.pdf



Once the rules that are advised by the CEC, SCO and written by the AEMC they are enforced

by the Australian Energy Regulator a nice standard government department, or not.

The AER is a part of the ACCC, with a separate legal personality. It consists of a

Commonwealth AER member and two state/territory AER members. The Commonwealth AER

member must also be an ACCC member. The state/territory AER members are taken to be

ACCC associate members. ACCC staff and consultants assist the AER to perform its functions.

The Competition and Consumer Act provides for information-sharing between the ACCC and

AER.

The AER is an independent decision making body responsible for regulating energy markets

and networks under national legislation and rules. The AER has its own Board, supported by

staff engaged exclusively on energy matters and also has access to specialist legal and

economic staff, shared with the ACCC.

Source:https://www.aer.gov.au/system/files/ACCC%20and%20AER%20Corporate%20Plan%20201617.PDF

Which amusingly puts the Australian Energy Regulator in the treasury portfolio.



Source:https://www.aer.gov.au/system/files/AER%20Annual%20report%202015-16.pdf

There are 16 politicians, 27 people writing rules but only 146 people enforcing them. And those

146 are also responsible for the entire gas sector as well.



You remember he distribution companies that were making huge profits from inflated asset

bases? They can do that because the AER does not have discretion to fix it under the current

rules handed down to them from the AEMC.



Under the current regulatory rules, the Australia Energy Regulator(AER) has limited control over

the valuation of the networks ’RABs, as the RAB valuation methodology is essentially “codified”

within the rules.

The AER’s inability to determine prices based on efficient RABs was demonstrated by the

outcomes of the AER’s recent revenue decisions, which resulted in the networks’ prices being

retained at excessive levels.

Source:http://www.euaa.com.au/files/documents/Assets-or-Liabilities-The-Need-to-ImplementFair-Regulatory-Valuations-for-Australia-s-Electricity-Networks-Final-Version-5-May-2016.pdf



Rather than setting the allowances on the basis of the networks’ actual cost of capital,

the National Electricity Rules (NER) require that the rate of return is “to be



commensurate with the efficient financing costs of a benchmark efficient entity with a similar

degree of risk as that which applies to the electricity networks”

The AER’s approach to determining the networks’ return on equity allowances is as follows:

Determination Of The Percentage Return On Equity (ROE) The AER estimates the percentage

return on equity that it considers investors require to invest in businesses with similar risk

profiles to the electricity networks.

Multiplying The Percentage Return On Equity To A Theoretical Equity Base The AER then

calculates the network’s ‘return on equity’ allowances by multiplying the percentage ROE to a

theoretical equity base, which the AER assumes amounts to 40% of the network’s RAB value.

The AER estimates the percentage return on debt that it considers reflects the interest rates

that the networks pay when they borrow money to invest in the business – i.e. the AER aims

to estimate the interest rates that debt providers will charge businesses with similar risk

profiles to the electricity networks. In doing so, the AER assumes that the debt is based on a

BBB+ credit rating and a debt term of 10 years.

This demonstrates the uniqueness of the regulatory environment for Australia’s electricity

networks and how it is disconnected from the commercial realities that businesses in all other

sectors of the Australian economy face No other sector of the Australian economy provides

guaranteed returns on artificial investments.

Source:http://www.euaa.com.au/files/documents/Assets-or-Liabilities-The-Need-to-ImplementFair-Regulatory-Valuations-for-Australia-s-Electricity-Networks-Final-Version-5-May-2016.pdf

The above link is incredibly detailed on how absurd our regulation of network companies are.

It is technical but worth the read.



In a lofty courtroom high above Sydney's central business district, a David and Goliath battle is

unfolding that will decide the size of your electricity bill.

A phalanx of about 40 lawyers representing electricity networks across Australia are attempting

to convince three men – the members of the Australian Competition Tribunal – to overturn a

decision by the electricity price regulator which would have rewarded NSW households with a

$100 to $300 a year saving on their power bills.

Source:http://www.smh.com.au/business/comment-and-analysis/david-tackles-goliath-intribunal-battle-that-will-decide-electricity-bills-20150925-gjuu84.html

And if they don't like the decision they can always fight it with a phalanx of lawyers.



Source:https://business.monash.edu/__data/assets/pdf_file/0005/404195/Rethinking-UtilityRegulation-in-Australia-Final.pdf

Or bury them in an avalanche of paperwork



Conflicts of Interest

The Board of Energex declared and paid a final dividend of $451 million for the 2016 financial

year on 29 June 2016. A final dividend of $1,295 million was declared for the 2015 financial year



and paid on 30 November 2015.

The Board of Ergon Energy declared and paid a final dividend of $476 million for the 2016

financial year. A final dividend of $1,925 million was declared for the 2015 financial year and

paid on 30 November 2015.

Powerlink’s Net Profit After Tax (NPAT) for 2015/16 was $218.3 million. The Board adopted a

dividend payout ratio of 100 per cent for 2015/16 resulting in a final dividend of $218.3 million

for the financial year.

A number of accounting adjustments resulted in CS Energy recording a net loss after tax of $23

million. However, the underlying financial performance of the business is strong, resulting in CS

Energy providing for a dividend payment of $13.8 million to our shareholder – CS Energy’s first

dividend payment since 2009.

Excluding impairment reversals the business has returned a Net Profit after Tax of $161.6

million (2014/15: $125.9 million). As a result of this improved profitability and our strong balance

sheet, Stanwell will pay a total dividend to shareholders of $311.6 million (2014/15: $89.9

million) which includes a special dividend of $150.0 million.

Source:

https://www.energyq.com.au/__data/assets/pdf_file/0007/372274/EQL-Group-Annual-Report2015-16-online.pdf

https://www.powerlink.com.au/About_Powerlink/Publications/Annual_Reports/Documents/201516/2015/16_Annual_Report_-_Full_Report.aspx

http://www.stanwell.com/wp-content/uploads/Annual%20Report%202015-16.pdf

http://www.csenergy.com.au/download.php?file_id=400



Source:https://s3-ap-southeast-2.amazonaws.com/s3-mediabudget/pdfs/budget+papers/bp2/8.%20Public%20Non-financial%20Corporations%20Sector.pdf

Total dividends in the 2015/2016 year $1447 million dollars paid to the QLD government.

(networks+generation+stanwell special dividend) Split between the 2 million energy customers,

(740,000 Ergon, 1333,000 Energex) is $723 out of each household's electricity bill.

In November 2015, a number of investment consortiums attempted to purchase the NSW

transmission network (TransGrid), which was sold (99 year lease) for $10.3 billion – a sale

price that amounted to 165% of TransGrid’s regulatory asset base (RAB) value. Throughout

the recent TransGrid revenue determination process, TransGrid made many assertions that the

AER’s approach to determining its return on equity allowances would not enable it to

recover efficient financing costs or to attract equity investors – claiming that it would result in

lower investment in the network and a significant increase in TransGrid’s financing risks. The

extraordinary sale price achieved by TransGrid makes a mockery of those claims. As all

informed investors and industry analysts are aware, the statements that Australia’s

electricity networks make to regulators, policy makers and consumers are very different to

their statements to investors. A review of the Spark Infrastructure equity investment

prospectus outlines why investors are queuing up to pay such large premiums above the

networks’ regulatory values. Informed investors and industry analysts were not in the least

surprised that TransGrid sold for 165% of its regulatory value, as they know that the

regulator is providing investors with ‘return on equity’ allowances at around 4 times the

level that they actually require to invest in the networks.

Source:http://www.euaa.com.au/files/documents/Assets-or-Liabilities-The-Need-to-ImplementFair-Regulatory-Valuations-for-Australia-s-Electricity-Networks-Final-Version-5-May-2016.pdf



Source:http://www.euaa.com.au/files/documents/Assets-or-Liabilities-The-Need-to-ImplementFair-Regulatory-Valuations-for-Australia-s-Electricity-Networks-Final-Version-5-May-2016.pdf

If the QLD government can get the same 165% RAB of the recent Transgrid sale, it is sitting on

a $46 billion windfall by selling the rights to extort its population through their electric bills, as are

other governments that have not sold their power assets yet.



The AEMC will consist of 3 commissioners, two of whom are to be recommended for

appointment by agreement of at least six (6) of the MCE Ministers representing each of the

States and Territories (“State and Territory AEMC Commissioners”) and the third to be

recommended for appointment by the MCE Minister representing the Commonwealth.

The AER will consist of 3 members, two of whom are to be recommended for appointment by

agreement of at least five (5) of the MCE Ministers representing each of the States and

Territories that have elected to be subject to the jurisdiction of the AER (“State and Territory

AER Members”) and the third to be recommended for appointment by the Chair of the ACCC

(“ACCC AER Member”). Provision may be made for the appointment of acting Members on the

same basis.

Source:http://www.efa.com.au/Library/AustralianEnergyMarketAgreement.pdf

The state governments can profit from the ineffective regulators that they get to choose. But the

AER and the AEMC don't just regulate the electric networks, they are also responsible for the

gas sector, network reliability, integration renewables into the grid, retail profiteering, which have

descended into rampant dysfunctionality. The state governments have let the public sector off

the chain for a quick buck and the private sector has followed.
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