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                                              Australians in Retirement.

                                                                                              ACN 102 164 385

                                                             Cairns and District Branch

                                                             PO Box 204N, North Cairns, Qld 4870



A Submission to the Australian Energy Regulator
From the Cairns and District Branch of Australians in Retirement
28th January 2015 
Australians in Retirement is an organisation that looks after the concerns of all retirees. It was called the Association of Independent Retirees but because most of our members are now part pensioners we use the new name. The GFC and the historically low interest rates have taken their toll and many of our members are on a fixed income now. We have 10 branches throughout Queensland and this submission is on behalf of the Queensland Division of AIR as well as our members.  
We are somewhat disappointed at the Community Engagement Program of Ergon.  We received notice over a weekend to attend a Focus meeting on Ergon’s proposed new TV ads. Then we were not invited to a workshop on Tariffs that Ergon organised for Wednesday 28th January. As mentioned below we submitted some questions to Ergon and AER mid December. We had an almost immediate response from AER but still have had no response from Ergon. All of this, despite our genuine attempts to get a meaningful understanding of this complex electricity industry. 
From the limited information we have been able to obtain, it appears there is no standard format for the submission to AER for consideration in the Regulator’s forth coming analysis of the 5 year capital and operating budgets submitted by Queensland Electricity Distributors “ERGON and ENERGEX”. Also as we do not have access to the new rules that govern the action AER can take, we possibly have included matters that are not within the new rules.

We make this submission because our members, many pensioners or part pensioners, are having increasing difficulty in meeting the costs of electricity. Because of their age and medical condition many are confined to their homes where they must have air conditioning 24/7 to cope with the extreme tropical conditions. Those members who are not on a pension are now drawing down on their savings to meet their daily expenses because of the very low interest rates paid by the banks and the very high electricity bill will contribute to these members ultimately going onto pension and becoming a cost to all which they worked to avoid.
Unfortunately the structural changes being made to the tariffs where the cost division of units of electricity, network revenue and service costs are being applied separately is removing one of the options our members have of reducing their electricity bill. A letter published in the Cairns Post on Friday 9 January 2015 reflects the consequences of this tariff breakup – “--- It is all rubbish that politicians talk about electricity prices going down. My last bill increased by $35 to $180. I am a single pensioner living alone. I spoke with a lady at Ergon Energy and asked why. She told me it was not the price of electricity it was the increasing cost of supply. She told me I use less electricity, but the bill keeps going up because of the ‘cost of supply’ going up. Can you or someone ask politicians or Ergon why cost of supply? I have cold showers, do not use lights, do not use ceiling fans ----“.

Another comment we received from the President of St Vinnies in Cairns

“Keep up the good work in endeavouring to have power bills reduced.  It is very much needed.  We are continually having calls from people who cannot make ends meet due to the rise in power costs.  It doesn't seem to make a lot of difference how much they try to cut back, particularly those people who are in rented accommodation and all their power is metered at Tariff 11”.

We believe that AER contributed significantly to this situation through its decisions on the last settings on returns for these Distributors.

We ask that you take due account of the consequences of the last AER review ,the consequences of  a tariff structure that does not allow our members to lower their electricity costs by reducing the consumption of electricity and when determining the entitlements for the next 5 years and you critically analyse:

(1) The inflated Network Asset values for Ergon and Energex. We believe the Ergon network asset value includes significant amount of network gifted through private contributions in subdivisions and other corporate/mining development. It also possibly includes the $4.5 million Windorah Solar Farm which we understand was heavily subsidised.

We had expectation of receiving a reply from Ergon to a list of questions we had sent to them in November?  no reply has been received  limiting our depth of understanding and limiting our submission to AER.

There is no incentive for Ergon to reduce the assets and asset values so it is reasonable to assume there are elements of redundant network and excess capacity incorporated in the total asset value.

In addition to the above we were informed at an Ergon presentation that the network’ asset values are now determined by using the Depreciated Optimised Replacement Cost (DORC) – valuation approach- a method that significantly overstates the value of the assets, and under which the asset values are inflated each year by CPI indexation- an approach that is unique in Australia. By contrast, businesses that operate in competitive sectors predominately use the Depreciated Actual Cost (DAC) valuation approach which results in significantly lower asset valuations. With the networks receiving a guaranteed return on their asset values (9.7% we have been told for 2010-2015), and with all capex being automatically included in the asset base without a review of its need or efficiency, the networks had a very strong incentive for over investment.

(2) The rate of return setting on the Network asset value that takes account of these networks being Government owned and therefore at a lower risk rating of AA in line with the Queensland Government rating not the BBB rating set in your interest rate guide.. And also take account of the current RBA interest rate settings and the future predictions on these rates. We believe the total WAAC for 2010-2015 was set at 9.75%.  Considering the above we see this figure should be reduced to below 6% assuming current risk free rate.  This figure comes from a paper by Hugh Grant who is a member of the CCP. He maintains that this figure (6%) would still deliver generous returns to Energex and Ergon and better reflect consumers’ long term interest.   We are dealing big figures here when it was estimated at one of the workshops we attended that 1% on WACC is $800,000,000. This would have a big impact on the price of electricity in our region.

(3) The consideration of any incentive additions as these are Government owned monopolies. We cannot accept the justification of incentives.

(4)  Ergon’s operating budget taking into account a possible overtime culture and an enterprising bargaining agreement that sets conditions and rewards far in excess of comparable entities.

 If Ergon has included any of the costs associated with the remote generation this costing  should be critically checked for the likes of current  fuel costs for machines .

We also believe Ergon may have high commitment to engagement of consultants which further add to the budget figures and costs flowing into the tariffs.

(5) It is interesting to note that Ergon is seeking to recover $30.22 million in STPIS Payments in the next Regulatory Control Period (2015-2020). When the 2010-2015 Regulatory Control Period started the RBA interest rate was 4.5% and it is now 2.5%. Ergon are only too willing to accept figures when it suits them.  If that lower interest figure is used in reaching the WACC then the WACC should have been lowered by 2%.  Going on figures quoted elsewhere ( a 1% drop in the WACC results in saving $800 million) that would have meant they were over compensated by $1.6 billion.  Is Ergon going to do anything about that? Interestingly the RBA website suggests there may be another 2 interest rate drops in 2015.
(6) We understand that it was at AER’s direction that the network costs have been separated from the units of electricity in the billing tariffs.  We don’t believe that this should have occurred as it impacts people on pensions more than others.  A comparative example is the local council billing for water to premises- the costs associated with the piping network and also the pumping are all incorporated in the consumption rate ie the less you use the less you pay.  We suspect there was an expectation of a significant drop in consumption particularly with the drop in industry and mining and by separating the network from consumption in the billing the revenue to Ergon and Energex could be maintained.
(7) We would respectfully suggest that there must be a meaningful drop in the cost of electricity within the Ergon area.  The present cost of electricity is way above the actual cost of supply because of all the price incentives written into the agreements that were approved by the AER in 2010. Electricity affects each and everyone in Queensland 24/7 and it needs to be made available at a realistic cost.  Another concern is the fact that the QCA is going ahead setting the price for 2015 and this determination by the AER will not have been completed.  So if the past is anything to go by 2015 prices will go up despite the fact that hopefully AER will rule that Ergon and Energex are charging inflated prices in the present climate. Will any overcharging on electricity by Ergon because of the QCA setting the price of electricity before the AER determination be taken into consideration in 2016-2017 price calculation or will it just be ignored because we are locked into a 5 year contract?  Finally please don’t underestimate the very strong feeling of all electricity consumers in Queensland that we are not happy with Ergon and the present price of electricity. 
Des Reppel (Past President) and Phil Pollard

Representing the fully and partly self-funded retirees of Cairns and District


