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4. Assessment of the pass through amounts  

In assessing Ergon Energy’s pass through application, the NER requires the AER to consider a 
number of factors4 to determine whether the proposed level of costs is prudent and efficient. To 
assist our review, we sought additional information from Ergon Energy, which Ergon Energy 
provided. Our assessment found that: 

 with the exception of the Guaranteed Service Level payments discussed below, the 
proposed pass through amount reflects only the incremental costs incurred as a 
consequence of the storm event, and not business-as-usual costs, or costs associated 
with increasing the scope of network services. 

 Ergon Energy’s decisions and actions in responding to the storm event were likely to be 
efficient, and the scope of works undertaken appears reasonable in the circumstances. 

 Ergon Energy had not taken any action which had increased the magnitude of the pass 
through amount, or failed to take action that could reasonably have been taken to reduce 
the magnitude of the pass through amount. 

Guaranteed Service Level (GSL) costs 

Ergon Energy’s cost pass through application included incremental GSL costs identified as being 
incurred as a result of the event. The application stated that Ergon Energy was seeking recovery 
only for GSL payments made for late new connections during the natural disaster period. These 
delays occurred as resources were reallocated to address the emergency.  

Upon cross-checking the proposed GSL payments with the annual report on GSL payments 
published on the Queensland Competition Authority’s (QCA) website, we identified that the GSL 
payment amount included in the pass through application was higher than the total GSL 
payments made by Ergon Energy in the 2023–24 year. 

Furthermore, under the NER, the AER must consider whether the costs of a pass-through event 
have already been factored into the annual revenue requirement for the regulatory control period 
in which the event occurred. Ergon Energy recovers GSL payments as part of its base opex, 
with the base year for opex forecasting being 2018-19. The QCA’s GSL annual reports show 
that the total GSL payments for Ergon Energy in the base year were higher than the GSL costs 
incurred in 2023-24, including those related to the pass through event. Therefore, we are not 
satisfied that Ergon Energy has incurred incremental GSL costs due to the storm event. These 
costs should therefore be excluded from any approved pass through amount, as they are 
already accounted for in Ergon Energy’s current revenue determination. 

In response to an information request on the above issues, Ergon Energy explained that the 
GSL figures included in its application represented total costs incurred and had not been 
adjusted to account for the average monthly performance. Ergon Energy also agreed with the 
AER’s view that the GSL costs were not incremental, and should be excluded from the pass 
through amount. 

5. Approved pass through amount  

Our determination is to approve total incremental costs of $13.7 million in capital and operating 
expenditure as shown in Table 2.  

 

 
4  CI. 6.6.1(j) of the NER. 
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 In calculating the amount of the incremental revenue to be recovered in the 2025–30 period, 
Ergon Energy applied expected inflation and WACC values consistent with its proposal 
PTRM in the 2025-30 distribution determination. We consider that it is appropriate to use: 

o the real vanilla WACC from the latest approved year which is the 2024–25 value of 
2.31% from the 2020–25 PTRM updated for 2024–25 return on debt. 

o expected inflation of 2.72% p.a. reflecting the 5-year geometric average calculated with 
our glide-path approach from the PTRM, based on the latest forecast from the RBA.  

In response to an information request on the above issues, Ergon Energy agreed to all our 
modelling corrections. 

6. Timing of cost pass through recovery  

Ergon Energy proposed to recover the incremental revenue arising from its cost pass through 
application in 2025-26, the first year of the 2025–30 regulatory control period. 

However, to assist in smoothing the bill impact of the pass through event on customers, the AER 
has determined that the approved pass through amount be recovered by Ergon Energy over the 
first two years of the 2025–30 regulatory control period (2025–26 and 2026–27). We are 
satisfied that this approach will allow Ergon Energy to recover its efficient costs in a timely 
manner, without materially increasing volatility in the revenue recovered from consumers. 
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factored into annual revenue for the 
next regulatory control period.22 

We must take into account the extent 
to which Ergon Energy’s costs have 
already been funded by previous pass 
through determinations.23 

We do not consider that any of the proposed costs have been the 
subject of a previous pass through determination. 

 

 

 
22  NER, cl. 6.6.1(j)(7). 
23  NER, cl. 6.6.1(j)(7A). 




