Preliminary decision on Ergon Energy’s regulatory proposal 2015-20 - FNQROC submission, July 2015
 The Far North Queensland Regional Organisation of Councils (FNQROC) membership includes Cairns, Cassowary and Tablelands Regional Councils, Cook, Croydon, Douglas, Hinchinbrook and Mareeba Shire Councils and Yarrabah and Wujal Wujal Aboriginal Shire Councils.  Member Councils cover over 250,000 square kilometres in Far North Queensland.  
 We welcome the opportunity to provide comment on AER draft determination for Ergon Energy for the 2015-20 regulatory pricing period. This communication is both in response to the draft determination and also follows on from the concerns and questions we raised in our submission in response to the AER preliminary discussion paper of December 2014.
 As a local government representative organisation we have an overarching interest in the affordability of electricity and its impacts on councils, communities and business. As such we are concerned at the current price structure and its flow-on effects to economic development and business sustainability and confidence in the region.
 We have been involved with other key partners in understanding and responding to the implications of the draft determination for the 2015-20 periods namely the Far North Queensland Electricity Users Network (FNQEUN) and support the submission made on their behalf by Cummings Economics.
We are also in support of the more detailed analysis put forward by the Alliance of Electricity Consumers (AEC) and the Consumer Challenge Panel (CCP) both calling for more significant reduction in revenue for Ergon Energy in order to reduce the real price of electricity for consumers. Whilst we welcome the preliminary decision for a rate of return of 5.85 per cent compared to 8.02 per cent put forward by Ergon Energy in its regulatory proposal, we like many others are cognisant this translates to very little by way of price reduction of the total electricity price. 
As the primary public lighting customer the pricing structure and draft determination recommendation regarding the ASC (public lighting) is of huge importance to local government. As tabled in our preliminary submission we support, in principle, the provision for the conversion of targeted existing public lighting to LED technology with the sunk cost of assets spread across all public lighting customers through the daily charge. In the draft determination Ergon Energy’s proposal of $1 million per annum is accepted by AER. We question whether this as a program is adequate to facilitate the transition (based on preliminary calculations the FNQ region alone would cost in the order of $8 million to update end of financial life Mercury Vapour to LED). 
 In our preliminary submission we also raised concerns and sought clarification in relation to LED technology transition costs including exits fees; quantification of asset life (financial /operational) and service level agreements. We will address these individually below. 
 
[bookmark: 14e523e06ec04ee7__ftnref1][bookmark: 14e523e06ec04ee7__ftnref2] Exit fees and quantification of public lighting asset life- Whilst we agree that an exit fee for an asset scrapped prior to the end of its life is acceptable, we have unaddressed concerns on the process by which that is determined.  Our main contention with the exit fee proposal put forward by Ergon Energy and accepted by AER in the draft determination is that it is done so in isolation of reaching an acceptable or negotiated method for categorising an equitable definition of end of asset life.  The term ‘end of useful operational life’ has been used.  We stand by the recommendation we made in our preliminary submission that this should be ‘end of useful financial life’ as Ergon has already received the capital on investment or regulated depreciation amount for these assets.  Additional to the case we reiterate above in regarding asset life, the costs of transition also appear to not take into account the forecast effects of reduced maintenance costs due to 60% longer service life[1]; the forecast price reduction in LED technologies (15-20% reduction per annum over the next regulatory period[2]); nor the apparent savings in power consumption for customers (and clearly no mention in carbon reduction either). From our reading of the situation the end result is that local government customers have in many cases paid the return on capital for these assets and are now paying considerably more for energy than current approved technology. The exit fee and seemingly slow transition proposal coupled with decreasing State sanctioned CSO reimbursement of public lighting assets may force many local governments to accept exit fees which are not yet equitable. Ultimately this will be an unavoidable pass through cost to ratepayers.
 Service level agreements - This has been in the making for over 18 months and we have recently seen a draft which has not been widely released.  At this stage, the draft lacks substance and really only identifies what public street lighting is.  There are no clear KPI’s identified for Ergon to which we can hold them to account.  Attachment 1 is a list of the items this region believes is achievable to be included in a service level agreement.  
 We thank you for the opportunity to provide this submission for your consideration. 
[bookmark: _GoBack]Please do not hesitate to contact me on 07 4044 3038 should you have any queries.
Yours sincerely 


Darlene Irvine
Executive Officer

[1] Street Lighting Strategy. October 2014, Ergon Energy
[2] Street Lighting Strategy. October 2014, Ergon Energy
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