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48 Churchill Street Childers 4660



PO Box 95 Childers 4660




Phone (07) 4126 1444 Fax (07) 4126 1902

30 January 2015
Mr Sebastian Roberts

General Manager

Australian Energy Regulator

GPO Box 520

Melbourne  Vic  3001

QLDelectricity2015@aer.gov.au
Dear Sir

Re:
Qld electricity distribution regulatory proposals 2015-16 to 2019-20
CANEGROWERS Isis Limited is the local organisation representing 200 sugarcane growers supplying the Isis Central Sugar Mill near Childers Queensland.  The Isis Central Sugar Mill is grower owned and therefore the sugarcane growers, for whom CANEGROWERS Isis acts, have a large investment not only in primary production on the farm but also in manufacturing through the sugar mill.   The future viability of the Isis sugar industry is dependent on remaining profitable whilst competing in an uneven world market environment because 90% of Australia’s sugar production is exported.
Electricity is too expensive
Irrigation tariff pricing has doubled in the last seven years and we are told by the Queensland Competition Authority that the tariffs are not yet cost reflective.   CANEGROWERS Isis continues to argue that the price of electricity is unsustainable at current pricing and ultimately will lead to lower usage.   For irrigated agriculture, under usage means lower production, less income, less viable farmers and sugar mills, and lower employment demand, which will negatively impact on the rural economies reliant on primary industries.
Impact on irrigated agriculture
Australia’s electricity costs are one the highest in the world.   It is not that the costs of generation and transmission are high, but because of the pricing methodology used to determine the prices.  Each State uses slightly different methodologies.
The Queensland Competition Authority (QCA) has foreshadowed a further increase of 5 percent increase in a range of tariffs, including irrigation tariffs, to apply from 1 July 2015.

Irrigated agriculture is mainly export orientated and as such our growers are price takers and can no longer absorb increases in electricity prices that are greater than the consumer price index.  Growers will have no choice other than to stop irrigating which will have a major impact on productivity, especially due to Australia’s climatic conditions.

It’s not that our growers have not tried to be more efficient users of electricity.  Some growers have invested heavily in changed systems (high to low pressure) only to find that the energy savings have disappeared due to higher electricity prices.
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Electricity at what cost
The current system of AER setting the Network (N) pricing; the Retail pricing in Queensland set by QCA; the carbon tax (Federal) and the solar bonus scheme (State) is not conducive in achieving the lowest possible electricity pricing.   Not one organisation is responsible to investigate the maximum efficiency gains achievable from the whole system. 
The current pricing structure encourages over investment in the Network despite a predicted decline in electricity demand.   More investigation is needed to properly map the declining network demand.  It will be more than Energex and Ergon are prepared to admit.   
The pace in which electricity pricing increases will more than likely be matched by the acceleration in the introduction of alternative energy solutions, hastening further the decline in network use.
Is the AER willing or able to conduct this investigation?
Rate of return
The current system distorts incentives for the efficient allocation of capital.  The government owned DNSPs (Powerlink, Energex and Ergon Distribution) can borrow at the risk-free rate, overspend on infrastructure and receive a much higher rate of return.    Network charges therefore are over inflated due in part to the way the N assets are valued, the use of the weighted average cost of capital (WACC) and the solar bonus scheme
DNSPs have over invested in the network to maximise their revenue based on false and over inflated demand forecasts.   Therefore, the network assets must be written down substantially prior to the next regulatory reset.    A one-third network asset write-down would have a significant and positive impact on electricity prices for all customers.

The weighted average cost of capital (WACC) sought by Energex and Ergon is too high.   It does not properly reflect the reality of declining real interest rates that have occurred since the last reset and does not take into account the present outlook and market expectation that interest rates are likely to move lower before they increase.

While the AER has a duty to ensure that the DNSPs are adequately financed for OPEX and CAPEX, the AER should look into alternatives of the WACC.   Professor Dieter Helm (Oxford) has developed a split cost of capital approach.  This method splits the WACC into three (3) components with separate rates applied to the core assets RAB (regulated asset base), OPEX and CAPEX.

The method is described as follows –

“The trick is to preserve the incentives for efficient OPEX and the carrying out of the CAPEX, whilst at the same time reducing the risk of the core assets and in particular the risk of stranding.   The former is all about equity risk and management; the latter is all about the RAB and financial engineering.  The split cost of capital is the only proposal on the table that recognises this.

To restate the argument: the risks of the RAB are very low as long as the regulator commits to honouring the investors’ corresponding commitments which the RAB embodies; whilst the risks of the OPEX and the carrying out of the CAPEX are considerably higher.   An average cost of capital is too high for the RAB and too low for the OPEX and CAPEX.   It therefore distorts incentives, encourages gearing to exploit the higher return on the RAB relative to the risk, and raises the overall cost of capital because of the lack of clarity on the status of the RAB and the uncertainty about the treatment of the CAPEX once completed.  It does not yield the correct marginal incentive to CAPEX.”
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It is important that electricity is priced correctly as it (electricity) is a component of everything that is produced in this country.  If it is priced too high then it becomes a tax on doing business.   For it to be priced correctly, it must be costed correctly.
Therefore, it is important that AER closely scrutinise the Demand Growth, RAB, and Operating Expenditure forecasts in the Energex and Ergon proposals.

Solar Bonus Scheme
The Queensland Solar Bonus Scheme (SBS) provides an outrageous 44ckW feed-in-tariff to the owners of small scale photovoltaic units.   There is no N charge provided for in the SBS so the remaining consumers are left to pay the full N cost.

For irrigators with medium to large kilowatt motors the contribution towards the N costs, because of the SBS, is grossly disproportionate to other tariff (residential) customers.   But it is made worse by the fact that many of these irrigation customers cannot utilise the SBS because of the size of the motors.

All costs associated with the SBS, not just the feed-in-tariff, should be removed from the N charges borne by non-SBS  customers.   Needless to say, a fixed charge should be calculated and borne by SBS customers for connection to the N for exporting surplus electricity generation.  

Metering
CANEGROWERS Isis does not support the proposal that meters become an individual cost to the consumer.   

Ergon already charges a Service Fee per metering point and this service fee should be sufficient to cover the cost of meters and meter reading.

Cost pass throughs
CANEGROWERS Isis does not support the Energex and Ergon proposals to add to the list of pass through events.

In conclusion, we look to the AER to take up our suggestions leading hopefully to lower network prices, which in turn will stimulate network demand and ensure long term viability.   Lower network prices are required to preserve the international competitiveness of Queensland’s export oriented industries.

Yours faithfully
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