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EXECUTIVE SUMMARY
The Tasmanian Government is reforming the Tasmanian electricity supply industry to introduce choice in
electricity retailing for all customers and to simplify and increase the efficiency of the portfolio of electricity
businesses owned by the Government.
The Government has four high-level policy objectives for its electricity reform package:
1.

Lowest sustainable electricity bills.

2.

Long-term safe, secure and reliable supplies of electricity.

3. 	Maximise the value of Tasmania’s low carbon advantage and the brand benefits of clean Tasmanian
electricity.
4. 	Financially viable state-owned electricity businesses that run efficiently and effectively and maximise
the overall economic benefit to Tasmania.
In May 2012, the Government announced the following key features of the reform package:
•	the introduction of full retail competition from 1 January 2014, facilitated by the sale of Aurora
Energy’s customers to private sector retailers;
•	independent regulation of Hydro Tasmania’s wholesale market activities by the Tasmanian Economic
Regulator; and
•	the integration of Aurora Energy’s distribution network and Transend Network’s transmission
network to form a single combined network business.
The changes proposed are significant and will impact on an essential of everyday life for all Tasmanians.
Because of this, the Government’s primary concern through the implementation process is to ensure that
customers’ rights are adequately protected and that the transition to a market that provides all consumers
with choice is undertaken in a way that provides comfort and security to electricity customers and minimises
confusion or uncertainty in the community.
In addition, the Government recognises that the market and regulatory framework for the Tasmanian
electricity industry must be robust and provide a level of regulatory certainty for market participants,
including private sector retailers.
This Position Paper outlines the policy positions relating to the market and regulatory frameworks that will
operate from 1 January 2014, when the transition to full retail competition will commence.
It also outlines the process to manage that transition, including transitional regulatory and market
arrangements and the process by which private sector retailers will be introduced into Tasmania via the sale
of Aurora’s retail customer base.
In parallel with the release of this Position Paper, exposure drafts of the proposed legislative amendments to
implement the positions proposed has also been released.
Comments are welcome on the positions outlined in this Paper or the exposure draft legislation.
This Paper outlines the proposed market design and regulatory framework. It does not present the structural
changes being made to the Government’s portfolio of electricity businesses that also forms part of the
Government’s reforms.
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The following tables summarise the key policy positions for the market and regulatory framework under the
following areas:
•

Transition to Full Retail Competition;

•

Aurora Energy Retail Divestment and Related Matters;

•

Retail Price and Non-price Regulation;

•

Wholesale Contract Market Regulation;

•

Concessions and Community Services; and

•

Security of Supply.

TRANSITION TO FRC
D E S I G N F E AT U R E

POLICY POSITION

FRC Introduction

•	To enable customers to develop an understanding of the competitive
market and allow them to make an informed decision on their choice
of retailer, the transition to full retail competition will be implemented
in a sensible, staged manner.
•	Private sector retailers will commence operating from 1 January 2014.
•	Customers will be given a three month period to familiarise
themselves with their new retailer and adjust to the new
environment, including the option to accept new products and offers
from their new retailer.
•	Customers can then transfer onto new offers from other purchasing
retailers from 1 April 2014.
•	Customers can move to any retailer under any offer from 1 July 2014,
subject to a limit on the number of customer transfers.
•	The limit on the number of customer transfers will be removed from
1 January 2015.

Unmetered Supply

•	The unmetered supply categories “public road lights” and “private
contract lights” will be included in the scope of contestable services.
•	Other categories of unmetered supply will not be contestable and
will be the responsibility of the Local Area Retailer.

Pre-sales

•	Pre-sales contracts will not be pre-processed prior to the start
of competition and will be subject to the standard transitional
arrangements.

Bass Strait Islands

•	Full retail competition will not be extended to the Bass Strait Islands.
•	Electricity customers on the Bass Strait Islands will continue to
be supplied by Hydro Tasmania with retail services provided by
Momentum Energy.
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AURORA RETAIL DIVESTMENT AND RELATED MATTERS
D E S I G N F E AT U R E

POLICY POSITION

Retail base for sale

• Aurora Energy’s residential and business customer base will be packaged
into two bundles for sale.
• Each customer bundle will cover a range of local government areas
across the State.
• Separate bundles will be established for each of Aurora’s Pay As You Go,
unmetered supply, gas and major industrial and energy procurement
strategy customer segments.
• Bidders will be given flexibility to bid for multiple customer segments .
• Existing customer arrangements will be transferred to the purchasing
retailers, such as customer debts, credits and payment plans.

Sale Process

• Aurora’s retail customer bundles will be offered for sale as part of a
confidential asset sale process.

Transitional Services
Agreements

• Transitional Service Agreements (TSAs) will be put in place for a
minimum of 12 months following the sale, to ensure a smooth transfer of
customers from Aurora Energy to the purchasing retailers.

Transitional Hedging
Contracts

• Purchasing retailers will be provided with the option to hedge the
load of the purchased residential and business customer bundles, using
regulated wholesale products.
• The transitional hedging contracts will have a staged maturity profile.

Momentum retail
operations

• Momentum will continue to be prohibited from providing retail services
on mainland Tasmania.

Aurora Energy Tamar Valley

• Aurora Energy Tamar Valley’s assets, including the Tamar Valley Power
Station assets, mainland electricity and gas contracts and Bairnsdale
Power Station power purchase agreement, will not be offered for sale.
Instead, they will be transferred to Hydro Tasmania.
• Hydro Tasmania may pursue the divestment of any parts of the AETV
assets in the future, subject to Ministerial approval.

Aurora Brand

• The Aurora retail brand will not be offered for sale.
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RETAIL PRICE AND NON-PRICE REGULATION
D E S I G N F E AT U R E

POLICY POSITION

Responsibility

• T
 he Tasmanian Economic Regulator will continue to regulate prices for
regulated retail contracts for residential and small business customers until
competition is effective.

Objectives and
functions of the
Regulator

• T
 he Tasmanian Economic Regulator will be required to protect the long term
interests of consumers by ensuring that prices are efficient and the electricity
supply industry is financially viable.
• The Tasmanian Economic Regulator will be given a new objective of
monitoring and reporting on the development of competition in the
electricity retail market.
• Tasmania will continue to apply the National Energy Customer Framework
(NECF) as the principal form of non-price protection for electricity customers.

National Energy
Customer Framework
Regulated
Offer Retailers

• T
 he two purchasing retailers will be designated as Regulated Offer Retailers.
• These retailers will be required to offer a standard retail contract with the
prices of the contract regulated by the Tasmanian Economic Regulator.
• Each small customer will be able to access a regulated standard retail
contract from their retailer.

Local Area Retailer

• A
 single Local Area Retailer will be appointed in Tasmania and will be the
retailer who purchases the non-contestable unmetered supply customers.

Retailer of Last Resort

• T
 he appointment of Retailer(s) of Last Resort (ROLR) will be administered
by the Australian Energy Regulator as provided for under the National Energy
Customer Framework.
• Expressions of interest to be ROLR will be sought in parallel with the
divestment process. However, all considerations as to the appointment of the
ROLR will be undertaken by the Australian Energy Regulator separately to
the divestment process.

Interim Regulatory
Period

• T
 here will be an interim retail price determination completed by the
Tasmanian Economic Regulator, with an amended process to suit the unique
circumstances of the retail divestment.
• The interim price determination will apply for the period 1 January 2014 to
30 June 2015.
• The Tasmanian Economic Regulator is to complete the interim retail price
determination by 31 July 2013.
• The current tariff structure for small customers will be grandfathered for the
interim retail price determination period.

Subsequent Regulatory
Periods

• G
 oing forward, the Tasmanian Economic Regulator will have discretion
to determine the frequency of investigations and will be required to
consult publicly.
• The Tasmanian Economic Regulator will be required to undertake annual
approvals of regulated offer prices of Regulated Offer Retailers.
• The wholesale energy allowance assumed when setting regulated retail
prices will be the regulated price for load-following swaps offered by Hydro
Tasmania under the wholesale market regulatory arrangements.
• Network costs will remain as a pass through cost as determined by the
Australian Energy Regulator.
• Other retail cost allowances and margins will be set by the Tasmanian
Economic Regulator.

Determination of
Regulated Retail Prices

|
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WHOLESALE CONTRACT MARKET REGULATION
D E S I G N F E AT U R E

Form of regulation

POLICY POSITION

• Regulation of Hydro Tasmania will take the form of an obligation on Hydro
Tasmania to offer a range of regulated contract products, at regulated
prices and with standard terms and conditions.
• T
 his form of regulation will be prescribed in the Electricity Supply Industry
Act 1995 and must be used in all wholesale pricing instruments.
• T
 he form of regulation must always include a requirement on Hydro
Tasmania to offer a regulated load-following swap product.
• T
 he volume of regulated products must be sufficient to enable retailers to
adequately hedge their Tasmanian customers.
• T
 he Government will make the first wholesale pricing instrument with a
duration of 5 years, which will be administered by the Tasmanian Economic
Regulator.
• T
 he Regulator will be required to investigate and determine a new pricing
instrument at the expiry of the Government’s wholesale pricing instrument
in accordance with a number of principles.

Administration
and oversight

Pricing instrument

• Hydro Tasmania will price regulated products using the mandated pricing
methodology.
• T
 he Tasmanian Economic Regulator will have an ongoing monitoring role
and powers to investigate Hydro Tasmania’s regulated pricing.
• T
 he wholesale pricing instrument will require Hydro Tasmania to offer a
range of regulated contract products.
• A
 rules-based model will be used to produce prices for regulated
products.
• Hydro Tasmania will be required to make available a volume of regulated
contracts that is referenced to forecast Tasmanian load and adjusted by
contracts already entered into.
• T
 he wholesale pricing instrument will be made for a period of five years
and be administered by the Tasmanian Economic Regulator.

Transparency
Measures

•T
 he methodology for pricing regulated contracts, and an explanation of the
methodology, must be made available to the market.
• Hydro Tasmania will be required to make a number of information
disclosures to the Regulator to support the Regulator’s monitoring and
investigation role.
• T
 he Regulator may also make information available to the public to
improve the transparency around the wholesale arrangements.

|
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CONCESSIONS AND COMMUNITY SERVICES
D E S I G N F E AT U R E

POLICY POSITION

Electricity Concessions

• T
 he existing electricity concession for Health Care Card holders
and Pensioners will be maintained in its current form, including
being indexed each year by the average rate of increase in
regulated electricity prices.
• C
 oncessions will be funded under a Community Service Activity
Agreement between the Tasmanian Government and retailers.
• T
 he heating discount, which is paid through the Department of
Health and Human Services and not dependent on the retail
arrangements in the electricity sector, is unaffected by the reforms.

Life Support and
Medical Cooling Discounts

• R
 esponsibility for funding the Life Support Discount currently
provided by Aurora Energy will be transferred to the
Government.
• T
 he life Support Discount will be rebased to take account of price
increases since it was first set in 2002 and will be indexed to the
average rate of increase in electricity prices into the future.
• T
 he Governent will introduce a Medical Cooling Rebate in
Tasmania, for electricity concession customers who have a proven
medical need for air conditioning.

Community Activities

• T
 he Government will accept responsibility for maintaining Aurora’s
existing contributions to the Salvation Army’s hardship program
and the No Interest Loans Scheme.
• T
 he Government will honour all current sponsorship
arrangements that Aurora has unless they are taken over by
another business.

SECURITY OF SUPPLY
D E S I G N F E AT U R E

POLICY POSITION

Fault and Emergency Response

• T
 he merged network business, which will remain in State
ownership, will continue to be responsible for responding to faults
and restoring electricity supply after natural disasters such as
storms or bushfires.
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BACKGROUND
On 15 May 2012, the Tasmanian Government announced that it would implement an integrated package of
reforms to the Tasmanian electricity supply industry to put downward pressure on prices, provide choice of
electricity retailer to all customers, maximise Tasmania’s clean energy advantage and improve the efficiency
of the industry.
The reform package included the following key features:
• the introduction of full retail competition from 1 January 2014, facilitated by the sale of Aurora Energy’s
customers to private sector retailers;
• independent regulation of Hydro Tasmania’s wholesale market activities by the Tasmanian Economic
Regulator; and
• the integration of Aurora Energy’s distribution network and Transend Network’s transmission network to
form a single combined network business.
The reform package also included a number of supporting features:
• H
 ydro Tasmania will retain its mainland retail business, Momentum Energy, subject to relevant approvals
and ongoing shareholder oversight;
• A
 urora Energy’s retail services functions will be merged with Momentum’s functions once the transition
of retail customers to the private sector retailers is complete; and
• a n assessment of the Tamar Valley Power Station will be obtained and unless a sale value of the assets,
or parts of the assets, exceeds the value under state ownership, those assets will be transferred to
Hydro Tasmania.

Objectives
The Government has four high-level policy objectives for its electricity reform package:
1. Lowest sustainable electricity bills.
2. Long-term safe, secure and reliable supplies of electricity.
3. Maximise the value of Tasmania’s low carbon advantage and the brand benefits of clean Tasmanian
electricity.
4. Financially viable state-owned electricity businesses that run efficiently and effectively and maximise the
overall economic benefit to Tasmania.

Purpose of this Position Paper
Since the announcement of the reforms on 15 May 2012, a significant work program has been undertaken
to further define the market and regulatory framework that will apply to the Tasmanian electricity industry
and achieve the objectives and key features of the Government’s reform package.
This Position Paper provides an overview of the market and regulatory framework which will apply to the
Tasmanian electricity supply industry, with a particular focus on the transition to full retail competition and
the regulation of Hydro Tasmania’s wholesale contract market activities.
This Position Paper describes in broad terms the proposed regulatory arrangements to meet the
Government’s reform objectives as well as describing the principal legislative and regulatory measures to be
introduced in preparation for the onset of a fully competitive electricity retail market.

|
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Contact
Comments or inquiries regarding this Position Paper should be directed by email to:
Electricity.Reform@treasury.tas.gov.au
or by post to:
Market and Regulatory Framework Position Paper
Electricity Reform Project
Department of Treasury and Finance
GPO Box 147
HOBART TASMANIA 7001
The closing date for comments is 22 March 2013.
The Government will publish comments on the Electricity Reform Project website www.electricity.tas.gov.au.
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OVERVIEW OF THE GOVERNMENT’S REFORMS
The Government is reforming the State’s electricity industry to put downward pressure on prices in the
short, medium and long term, provide choice of electricity retailer to all customers, maximise Tasmania’s
clean energy advantage, and improve the efficiency of the industry.
The reform package will deliver better outcomes in:
•

lower increases in future electricity prices;

•

greater consumer choice;

•

improved energy security;

•

strong reliability of the electricity supply network in Tasmania;

•

reduced risk to taxpayers;

•

sustainable State-owned businesses;

•

more efficient and focussed State-owned businesses; and

•	the creation and maintenance of value from the renewable energy assets that the Tasmanian
community owns.
As noted above, the key features of the reform package are:
•	the introduction of full retail competition from 1 January 2014, facilitated by the sale of Aurora
Energy’s customers to private sector retailers;
•	independent regulation of Hydro Tasmania’s wholesale market activities by the Tasmanian Economic
Regulator; and
•	the integration of Aurora Energy’s distribution network and Transend Network’s transmission
network to form a single combined network business.

Full Retail Competition
Since entering the National Electricity Market, the Government has progressively extended retail
competition to customer tranches based on annual electricity consumption. Currently, only small business
and residential customers remain non-contestable.
The Government’s policy is for all Tasmanian electricity customers to be able to choose their electricity
retailer.
Full retail competition (FRC) will be introduced for all households and small businesses as part of the
Government’s broader energy reform program to deliver choice.
The Government could implement FRC by retaining Aurora in public ownership and opening up the small
business and residential segment of the market to competition.
However, despite Aurora’s best efforts, it will not be able to compete with large national retailers that can
provide retail services more cheaply as a result of significant scale advantages that come with having many
customers. Tasmania’s customer base is small by national standards.
Because of this, Aurora’s retail business would be financially vulnerable in a fully competitive retail market.
With only a very modest loss of customers, the retail business would be expected to operate at a loss and
would require Government support.
For this reason, the Government is implementing FRC proactively by dividing Aurora’s customer contracts
into bundles and selling these bundles to private sector retailers.

|
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This approach is also expected to lead to more competitive outcomes and better offers to customers,
because competition between multiple retailers will begin earlier than if competitors to Aurora grow
“organically” from a small base.
The independent Economic Regulator will continue to be responsible for setting standing tariffs for prices,
however retail businesses may tailor different products to different customers that will provide some price
and non-price benefits.
The sale of Aurora’s retail customer contracts and the start of a competitive market are both significant and
challenging reforms. All of the other Australian states and territories that have pursued similar reforms have
taken these two steps one at a time, to avoid high levels of confusion amongst customers and ensure that
appropriate customer protection is in place before competition commences.
Therefore, a staged approach that separates the date on which private sector retailers are brought into the
market from the date on which full competition commences will be adopted.

Independent regulation of Hydro Tasmania’s
wholesale market contracts
To ensure that FRC is effective in Tasmania, wholesale market reform is necessary to provide confidence to
retailers that the risks in Tasmania are not materially different to those in other states.
Hydro Tasmania sells wholesale electricity to retailers under short, medium and long term financial contracts.
Before retailers will retail electricity to Tasmanian customers under FRC, they need to know with certainty
that:
•	they will be able to buy these contracts;
•	there will be transparency of price; and
•	they will be treated equally.
Accordingly, legislation will be introduced requiring the independent Tasmanian Economic Regulator to
regulate the standard range of electricity contracts that Hydro Tasmania sells to other electricity market
participants, including the prices and contract premiums that Hydro Tasmania can charge for these products.
This will give retailers confidence that Hydro Tasmania cannot use its dominant market position to charge
prices to other market participants that are above and beyond reasonable commercial prices.

Restructuring the Government’s remaining
portfolio of electricity businesses
To ensure that customers pay the lowest sustainable prices, it is important that the Government’s remaining
electricity businesses are set up to run as efficiently and effectively as possible and continue to produce a
safe, secure and reliable supply of electricity.
It is also important that the Government’s businesses have clarity as to their roles in the electricity supply
industry. Over the past decade, the roles of the Government’s businesses have begun to overlap, most
notably with Aurora Energy becoming an electricity generator and Hydro Tasmania becoming an electricity
retailer outside of Tasmania. Further, both Aurora Energy and Transend Networks are operating network
businesses. While competition in the market-facing parts of the electricity industry generally promotes
efficiency, the risks faced by Government as owner of competing businesses has not matched its intended
risk profile.
For this reason, the Government prefers a future, simplified portfolio of businesses with a single monopoly
network business that will be regulated under the National Energy Law and a single market-facing merchant
electricity business, with appropriate regulation of its activities in the Tasmanian NEM region to facilitate
retail competition.

|
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This means that the future market will have a single natural monopoly network business that is regulated,
a single generation business that, owing to the integrated nature of the hydroelectric system demonstrates
some of the characteristics of a natural monopoly and so trades in the market under an appropriate
regulatory regime, and multiple private sector retailers competing in the retail sector with appropriate
protections for customers.
It is fundamental to the integrity of this structure that Hydro Tasmania, or its subsidiary Momentum Energy,
is not permitted to retail electricity in Tasmania. This prohibition is already enshrined in legislation and will be
maintained.
An overview of the reforms is shown below:

TASMANIAN ELECTRICITY REFORM
CONSOLIDATE
Generation
Power
stations

MERGE
Transmission
Distribution
Towers and high
voltage wires

Poles and low
voltage wires

DIVEST
Retail
Buy electricity
from market and
sell to customers

HYDRO
TASMANIA

TRANSEND
NETWORKS

AURORA
DISTRIBUTION

AURORA
RETAIL
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TRANSITION TO FRC
The Government wants all Tasmanian electricity customers to be able to choose their electricity retailer.
Full retail competition (FRC) will be introduced for all households and small businesses as part of the
Government’s broader energy reform program to deliver choice.
The Government is implementing FRC proactively by dividing Aurora’s customer contracts into bundles and
selling these bundles to private sector retailers, to take effect at the same time as FRC commences.
Details of the customer protection framework are outlined in the section on retail price and non-price
regulation.

Key Considerations
•	Appropriate safeguards for customers
•	Consistency with the approach taken in other NEM jurisdictions

Implementation of Full Retail Competition
Transferring customers from Aurora Energy to private sector retailers and opening the electricity retail
market to full competition will involve significant change for Tasmanian electricity customers. The reform
process will need to be carefully managed and communicated to ensure that customers understand their
rights, responsibilities and entitlements, as well as practical details such as who to contact regarding their
electricity supply.
Accordingly, the transition to full retail competition will be implemented in a sensible, staged manner that
will ensure that customers understand their rights through the process. The Government will also seek to
minimise the investment required to support transitional arrangements.
The first stage will be to transfer Aurora’s existing customers to private sector retailers. This will ensure
there are multiple retailers operating in the mass market in Tasmania, which will be the principal facilitator of
competition under the new arrangements. Following the transfer on 1 January 2014, customers will be given
a three month period within which to familiarise themselves with their new retailer and receive information
from their new retailer including billing arrangements. Importantly, this period will see customers continue to
be supplied under a regulated retail product or a market offer from their initial retailer if they choose, which
ensures that all customers are protected through the transition period.
This approach ensures that all customers can clearly understand that they do not have to seek a new
retailer on their own behalf if they do not want to and that the transition from Aurora to a new retailer will
be managed on their behalf, with price protection maintained.
The second stage will be to facilitate the introduction of new products and offers into the market by
the purchasing retailers, with the objective of allowing the purchasing retailers to offer new, innovative
and tailored products to their own customers as products of choice, and allow the transfer of customers
between the regulated products of the two retailers. This period commences on 1 April 2014 and will
continue until 30 June 2014.
The third stage will be to open the market to any retailers who hold a national retail authorisation and
allow market offers to be made to any customer. Given Transitional Retail Services will be provided to the
new retailers during this time, a limit will be placed on the number of customer transfers that can occur
each month. This will ensure costs to facilitate the transitional services will be minimised. This is consistent
with the approach adopted in Queensland and South Australia at the commencement of competition. The

|
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Government expects that the transitional arrangements will be able to support approximately 1 000 customer
transfers per month, with any excess transfer requests being placed in a queue. This system is expected to last
until the end of December 2014 but if the transition to new systems is completed earlier than expected, the
Government would review the need for transfer limits.
The fourth stage, commencing from 1 January 2015, is full competition with transfers governed by the same
rules that apply across the national electricity market.
The staged approach to introducing full retail competition is shown below.
DATE

ACTION

BENEFIT

1 January 2014

Customers transfer from Aurora to private sector
retailers on regulated contracts; other retailers
temporarily prevented from making offers

Monopoly on retailing to small
customers is ended, multiple
retailers operating in the market

1 April 2014

Purchasing retailers commence competing between
themselves and offering new products and services

New products and services are
available for small customers

1 July 2014

All retailers are able to offer products, with limits
on the number of customer transfers that can be
supported

Full competition commenced,
costs of expensive interim IT
arrangements avoided

1 January 2015

All retailers are able to offer products with the
transfer limits lifted and national market procedures
applying

Tasmanian small customer retail
market successfully transferred to
national arrangements

Policy Position
To enable customers to develop an understanding of the competitive market and allow them to make an
informed decision on their choice of retailer, the transition to full retail competition will be implemented in a
sensible, staged manner.
Private sector retailers will commence operating from 1 January 2014.
Customers will be given a three month period to familiarise themselves with their new retailer and adjust to
the new environment.
Customers can then transfer onto new offers from their own retailer or between the regulated contracts of
the purchasing retailers from 1 April 2014.
Customers can move to any retailer under any offer from 1 July 2014, subject to a limit on the number of
customer transfers per month.
The limit on the number of customer transfers per month will be removed from 1 January 2015.

Street Lighting and Unmetered Supply
The scope of FRC will include the ‘public road lights’ and ‘private contract lights’ categories of unmetered supply.
The inclusion of the ‘public road lights’ category will result in contestability being introduced for the supply to
street lights by councils.
Other categories of unmetered supply (including traffic lights and other traffic signals and public electric
barbecues) will be excluded from the scope of FRC.
The installation types that will remain non-contestable represent only a very small proportion of the total
unmetered load in Tasmania. Exclusion of these categories of unmetered supply is consistent with their
treatment of across the National Electricity Market.
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The decision to exclude all categories of unmetered supply except public road lights and private contract
lights from the scope of FRC was taken because it would not be technically feasible to include these
installation types, principally because the Australian Energy Market Operator does not currently have the
necessary market rules in place to cover them.

Policy Position
The unmetered supply categories “public road lights” and “private contract lights” will be included in the
scope of contestable services.
Other categories of unmetered supply will not be contestable and will be the responsibility of the Local
Area Retailer.

Pre-Sales and Queuing
The Government expects that some retailers and agents for retailers may wish to begin signing customers
to new products and prices in the lead-up to FRC. This is consistent with the Government’s primary
objective of offering choice to customers.
The interim IT processes and systems that will support the first year of FRC will not be able to support the
pre-registration of customer transfers ahead of 1 January 2014, or 1 July 2014 when any retailer will be able
to sign customers. Customers who have committed to changing retailer or changing the retail electricity
contract before they are eligible to transfer under the transitional arrangements will have those transfers
processed through the usual process, including being subject to the queuing arrangements if the number of
transfers exceeds the monthly limit.
Again, the costs of developing short term interim systems to support pre-registration and pre-sales exceed
the benefits of doing so.

Policy Position
Pre-sales contracts will not be pre-processed prior to the start of competition and will be subject to the
standard transitional arrangements.

Bass Strait Islands
The National Electricity Market framework does not extend to the Bass Strait Islands. Because of this, there
are a number of practical impediments to extending full retail contestability to customers on the Bass Strait
Islands.
Consistent with the approach in other States for isolated or remote power systems and current
contestability arrangements in Tasmania, the scope of FRC will not include the Bass Strait Islands. On
this basis, customers on the Bass Strait Islands will continue to be supplied by Hydro Tasmania with retail
services provided by Momentum Energy.

Policy Position
Full retail competition will not be extended to the Bass Strait Islands.

|
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AURORA RETAIL DIVESTMENT
AND RELATED MATTERS
A key aspect of the Government’s electricity reform program is to sell Aurora’s retail customer contract
portfolio to competing private sector retailers in separate bundles, to facilitate the introduction of full retail
competition (FRC) in Tasmania. Aurora’s distribution business (the poles and wires) will continue to be
owned by the State and merged with Transend Networks to form an integrated State-owned network
company.
Currently, Aurora has around 240 000 non-contestable customers, including approximately:
•	182 000 residential customers;
•	25 000 small business customers; and
•	33 000 Pay As You Go pre-payment metered customers.
In addition, Aurora has retained approximately 1 400 contestable customers including some large industrial
customers since competition was introduced into retailing for larger customers from 2006.
Aurora also has contracts to supply around 3 500 domestic and commercial natural gas customers, which
will also be divested.
The key objectives of the sale are to:
•	optimise the competitive market outcomes in the electricity retail sector;
•	achieve a fair and reasonable price; and
•	minimise the State’s exposure to residual risks and liabilities.
Aurora’s retail customer contracts will be structured for sale in a manner that seeks to achieve the
Government’s objectives for the divestment.
The sale of Aurora’s retail sale contracts will be under taken in accordance with the Electricity Reform
Act 2012. Par t 5 of that Act provides the Treasurer with the necessary powers to sell Aurora Energy’s
retail customer contracts and makes specific provision for the transfer of rights, assets and liabilities as
par t of any sale.

Key Considerations
•	the configuration of retail customer contracts for sale;
•	the structure of the sale process;
•	the services made available to purchasers of the retail contracts under Transitional Services
Agreements (TSAs);
•	the nature of hedging arrangements between the purchasing retailers and Hydro Tasmania to
facilitate the sale of the contract bundles;
•	prohibiting Momentum from retailing electricity on mainland Tasmania; and
•	the future of the Aurora retail brand.
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Retail Base for Sale
Aurora’s residential and business customer base, including regulated and contestable customers, will be
separated into two similarly sized bundles for sale. This will maintain sufficient scale within each bundle to
attract competing private sector retailers to the State and maximise competitive tension.
Each bundle will cover a range of local government areas across the State. This will provide the purchasing
retailers with an immediate presence in each broad geographic region of the State and allow ease of
communication to the market.
Aurora’s retail customer base includes a number of additional customer segments, including major industrial,
gas, unmetered supply and Pay As You Go customers. Each of these customer segments will be offered for
sale and may be packaged as either a separate bundle or with an existing residential and business customer
bundle.
The sale of customer contracts to the new purchasing retailers will entail the transfer of any customer
debt owing to Aurora at the date of transfer. Similarly, any prepaid electricity or advance payments will be
transferred to the purchasing retailers and remain credited to customer accounts. This will ensure that
the transition from Aurora to the purchasing retailers is as smooth as possible for Tasmanian electricity
consumers.

Policy Position
Aurora Energy’s residential and business customer base will be packaged into two bundles for sale.
Each customer bundle will cover a range of local government areas across the State.
Aurora’s other retail customer segments on mainland Tasmania will be offered for sale.
Bidders will be given flexibility to bid separately for some customer segments.
Existing customer arrangements will be transferred to the purchasing retailers, such as customer debts,
credits and payment plans.

Sale Process
A two stage competitive bid process will be conducted by the Department of Treasury and Finance, on
behalf of the Tasmanian Government, in relation to Aurora’s retail customer base. Stage 1 will involve the
preparation, lodgement and evaluation of Expressions of Interest for the customer bundles. Stage 2 will
involve the preparation of full, legally binding bids by bidders that are shortlisted from Stage 1.
Treasury has engaged expert financial and legal advisers to assist in the sale process and interface with
potential purchasers as required. Potential bidders should direct any questions on the sale directly to Lazard
Pty Ltd. Contact details are available on the project team website.
The sale process will be subject to strict confidentiality and probity requirements and overseen by an
independent probity adviser. The requirements of the sale process will be communicated to the parties that
are invited to participate.

Policy Position
Aurora’s retail customer bundles will be offered for sale as part of an asset sale process.
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Transitional Services Arrangements
Following the sale of Aurora’s retail customer base to competing private sector retailers, there will be a
timely process required to transition the customer base into the operations of the purchasing retailers. The
transition process will extend past the introduction of FRC and customer sale date.
Transitional Service Arrangements (TSAs) will be put in place for a minimum of 12 months following the
sale, whereby retail services will be provided on behalf of the purchasing retailers and will be remunerated
by those retailers for that service. This will ensure a smooth transfer of customers from Aurora Energy
to the purchasing retailers and is consistent with the approach that has been adopted in other Australian
jurisdictions.
Whilst the retail services are being provided during this transition, Aurora Energy will engage directly with
the purchasing retailers to ensure the migration of data and processes occurs on a timely basis.
Specifically, the following services will be provided to the purchasing retailers under the TSA:
•	customer service functions including call centre and complaints management;
•	billing and payments for regulated standard offerings, including payments and reconciliations, bill
preparation and exceptions, and bill printing;
•	PAYG back-office services;
•	collections and hardship, including debt collection and hardship management;
•	market and meter transaction management; and
•	regulatory and compliance management.
The services that will not be offered to the purchasing retailers will be:
•	billing and payment services for market based contracts, including for the current group of
contestable customers;
•	wholesale trading support, including load forecasting;
•	sales and marketing, including pricing;
•	wholesale settlements;
•	cash management; and
•	distribution billing reconciliations.
For the last three items above, whilst these services will not be provided by the TSA, sufficient reporting and
data will be provided to ensure retailers are able to perform these functions in their own operations.

Policy Position
Transitional Service Agreements (TSAs) will be put in place for a minimum of 12 months following the
sale, to ensure a smooth transfer of customers from Aurora Energy to the purchasing retailers.
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Transitional Hedging Contracts
Under the new market structure, Hydro Tasmania will be required to offer regulated wholesale hedging
products to retailers that participate in the Tasmanian market.
The retailers that enter the Tasmanian market by purchasing the retail customer bundles may wish to secure
hedge cover prior to acquiring the customers. On this basis, the purchasing retailers will have the option
to hedge the load of the purchased residential and business customer base, using the regulated wholesale
products.
The hedging contracts will be offered with staged maturity profiles. This will allow purchasing retailers to
build their own hedge book over time following the sale process.

Policy Position
Purchasing retailers will be provided with the option to hedge the load of the purchased residential and
business customer bundles, using regulated wholesale products.
The transitional hedging contracts will have a staged maturity profile.

Momentum Retail Operations
Momentum is a subsidiary of Hydro Tasmania that retails electricity on mainland Australia. Under section 39
of the Electricity Supply Industry Act 1995, Hydro Tasmania and its subsidiaries, including Momentum,
are prevented from retailing electricity to customers on mainland Tasmania.
Section 39 of the Electricity Supply Industry Act 1995 will remain unchanged, preventing Momentum from
providing retail electricity services on mainland Tasmania, providing a level playing field for private sector
retailers in the State.
Momentum will continue to be the retailer on the Bass Strait Islands, which are not connected to the
Tasmanian electricity network and are not part of the National Electricity Market.

Policy Position
Momentum will continue to be prohibited from providing retail services on mainland Tasmania.

Aurora Energy Tamar Valley
Aurora Energy Tamar Valley’s assets include the Tamar Valley Power Station assets, mainland electricity
and gas contracts and the Bairnsdale Power Station power purchase agreement.
These will not be offered for sale as part of the sale process for Aurora Energy’s retail customer base.
Instead, they will be transferred to Hydro Tasmania.
Hydro Tasmania may pursue the divestment of any parts of the AETV assets in the future, subject to
Ministerial approval.

Policy Position
Aurora Energy Tamar Valley’s assets, including the Tamar Valley Power Station assets, mainland electricity
and gas contracts and Bairnsdale Power Station power purchase agreement, will be transferred to
Hydro Tasmania.
Hydro Tasmania may pursue the divestment of any parts of the AETV assets in the future, subject to
Ministerial approval.
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Aurora Energy Brand
The Aurora Energy brand will not be offered for sale to purchasing retailers. This recognises that private
sector retailers in Australia have well established brands and will seek to promote those brands in Tasmania
under a competitive retail environment.

Policy Position
The Aurora retail brand will not be offered for sale.

RETAIL PRICE AND NON-PRICE REGULATION
Aurora Energy currently supplies electricity to regulated small customers under a standing offer contract
which complies with the National Energy Customer Framework. The standing offer price is regulated by the
Tasmanian Economic Regulator under the Electricity Supply Industry Act 1995 and the Electricity Supply
Industry (Price Control and Related Matters) Regulations 2012.
The obligations currently borne by Aurora Energy in supplying small customers will be placed onto the
retailers who purchase the small customer retail contracts, and thereby continue the existing retail price
regulation framework.
As was the case in other jurisdictions, the Government will retain retail price regulation in Tasmania until
it can be demonstrated that retail competition is sufficiently effective to remove the need for regulated
price protection for customers. The current regulatory framework under which the Tasmanian Economic
Regulator determines standing offer prices will be largely maintained, with some small changes to provide
for a multi-retailer environment and enable the initial price determination under FRC to be made at an
appropriate stage of the customer divestment process.

Key Considerations
•	Prices for small Tasmanian customers that remain on regulated contracts
•	Certainty for new entrant retailers
•	Role of the Tasmanian Economic Regulator

Responsibilities, Objectives and Functions of the Tasmanian Economic
Regulator
The Tasmanian Economic Regulator will retain responsibility for investigating and determining electricity
prices for small customers, in accordance with the Electricity Supply Industry Act 1995 and the Electricity
Supply Industry (Pricing and Related Matters) Regulations 2013.
The Tasmanian Economic Regulator will continue to be responsible for setting prices for standard offer
contracts and all small customers will have access to these contracts. However, retail businesses may tailor
different market offer contract products to different customers that may provide some price and non-price
benefits.
In addition, the Regulator will retain its existing function to promote competition in the Tasmanian Electricity
Supply Industry and a new objective to monitor and report on the development of competition in the
electricity retail market.

|

20

MARKET AND REGULATORY FRAMEWORK
– POSITION PAPER

Policy Position
The Tasmanian Economic Regulator will continue to regulate prices for regulated retail contracts for
residential and small business customers until competition is effective.
The Tasmanian Economic Regulator will be required to protect the long term interests of consumers by
ensuring that prices are efficient and the electricity supply industry is financially viable.
The Regulator will be given a new objective of monitoring and reporting on the development of
competition in the electricity retail market.

National Energy Customer Framework
Tasmania has already adopted the National Energy Customer Framework (NECF), which is designed
to provide a single, simplified, national regulatory regime that delivers efficiencies in terms of regulatory
certainty, reduced compliance costs, competitive benefits to consumers and appropriate customer
protection. In Tasmania, the NECF applies to ‘small customers’, defined as customers who use less than
150MW/h of electricity a year.
The National Energy Customer Framework is premised upon, and designed for, a fully contestable
retail market and provides a robust non-price regulatory regime within which FRC can operate. The
implementation of the National Energy Customer Framework has therefore removed the need for a
detailed Tasmania-specific retail framework to be prepared for the transition to full retail competition from
January 2014.
Key customer protection provisions contained in the NECF and that apply in Tasmania include:
•	the requirement for every retailer to offer a Standard Retail Contract at that retailer’s standing offer
prices, with the terms and conditions of the SRC prescribed by the National Energy Retail Rules
(NERR) with only a limited number of minor changes allowed to the standard form;
•	the minimum customer protections required by the NERR for market retail contracts and the
procedures that a retailer must undertake when contracting with a customer for a market retail
contract;
•	a ‘designated retailer’ is assigned for every small customer, which is obliged to offer supply to that
customer;
•	small customers whose market retail contract expires, or who move in to premises which are
connected to the network but have not yet arranged a contract with a retailer, will be supplied
energy by the designated retailer for that premises under a deemed customer retail arrangement;
•	the requirement for retailers to develop and maintain a customer hardship policy that meets the
prescribed minimum requirements;
•	the requirement for a retailer and distributor to keep a register of premises that require life
support;
•	the specific energy-marketing rules established in the NECF:
•	the existing requirements to inform small customers, including information to identify who is their
designated retailer, information to be given to customers when entering into a retail contract,
historical billing information, tariff variations, and disconnection warning notices;
•	the requirement on retailers to provide information to the AER on its generally available small
customer standing offer and market prices so that the AER may establish and maintain a price
comparison service for customers;
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•	the waiver of late payment fees charged to a hardship customer; and
•	the arrangements for the handling of complaints and disputes from small customers by energy
retailers and distributors, while supporting the role of existing jurisdictional energy ombudsman
schemes as external dispute resolution bodies.
It is proposed that Tasmania will retain jurisdictional variations from the standard NECF framework, including:
•	the waiver of late payment fees charged to a concession customer; and
•	rights for pre-payment metered customers to revert back to a standard metered product at no
cost within 20 working days of a price increase.

Policy Position
Tasmania will continue to apply the National Energy Customer Framework (NECF) as the principal form
of non-price protection for electricity customers.

Regulated Offer Retailers
Because electricity is an essential service, a legal ‘obligation to offer supply’ ensures that a small customer is
guaranteed that a retailer will be compelled to offer to supply them with electricity.
NECF mandates that there must be a ‘designated retailer’ for every small customer and that retailer is
obliged to offer supply to that customer under a Standard Retail Contract at the retailer’s standing offer
price. NECF, as it is currently applied, provides that the ‘designated retailer’ for a customer is either the Local
Area Retailer (LAR) (for new connections) or, the retailer who has most recently supplied the premises (for
existing connections).
NECF does not address price regulation - it only compels the designated retailer to offer supply at its
standing offer price. If a retailer is not subject to price regulation for its standing offer, then a customer may
still have access to electricity supply under the NECF obligation to offer supply provisions, but at a price that
is not necessarily the same as the regulated price.
Therefore, where individual jurisdictions wish to ensure that every small customer has access at all times to
a retailer on whom there is an obligation to offer supply at a regulated price it is up to that jurisdiction to
ensure that price regulation interacts with the NECF obligation to offer supply provisions. The Government
has already confirmed that all small customers will have this right.
The retailers purchasing the customer contract bundles will be designated as ‘regulated offer retailers’
(RORs). This simply means that their standard retail contract will be subject to price regulation in Tasmania.
All other retailers will remain non-price regulated - the only requirement for these retailers will be to have a
standard retail contract at their standing offer price (as per NECF).

Policy Position
The two purchasing retailers will be designated as Regulated Offer Retailers.
These retailers will be required to offer a standard retail contract with the prices of the contract regulated
by the Tasmanian Economic Regulator.
Each small customer will be able to access a regulated standard retail contract from these retailers.
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Local Area Retailer
One retailer will be appointed as the Local Area Retailer in Tasmania, with financial responsibility for all
electricity consumption that is unallocated when the market is settled, including non-contestable unmetered
supply. The willingness of new entrant retailers to take on the role of Local Area Retailer in Tasmania will be
considered as part of the divestment process.

Policy Position
A single Local Area Retailer will be appointed in Tasmania and will be the retailer who purchases the noncontestable unmetered supply customers.

Retailer of Last Resort
The National Energy Customer Framework includes a national ‘Retailer of Last Resort’ scheme that
identifies retailer(s) who will become responsible for customers of a failed retailer and ensure continued
supply of electricity to those customers. At the commencement of NECF in Tasmania, Aurora Energy (retail)
was deemed under transitional legislative arrangements to be the ROLR for Tasmania. With the exit of
Aurora from the market at the commencement of FRC, a new ROLR or ROLRs will need to be appointed.
Under NECF, the ROLR appointment process is now overseen and administered by the AER. To facilitate
the appointment process, retailers will be asked to express an interest in being a ROLR as part of the
bidding process for the retail contract divestment. However, this approach is solely to expedite the
appointment process and allow the AER to assess the potential Tasmanian retailers as ROLRs and does not
constitute in any way a part of the bidding or divestment process. That appointment remains at the sole
discretion of the AER. The parallel process will assist in nominating one or more ROLRs to commence from
the time Aurora withdraws from the retail market.
Should no retailer express an interest in registering as a ROLR, or should none of the retailers that do
express an interest be deemed suitable for appointment, the AER is empowered to ‘unilaterally’ appoint a
retailer as ROLR. The AER is required to consult with the retailer in this instance, but the retailer’s consent is
not required.

Policy Position
The appointment of Retailer(s) of Last Resort (ROLR) will be made by the Australian Energy Regulator as
provided for under the National Energy Customer Framework.
Expressions of interest to be ROLR will be sought in parallel with the divestment process. However, all
considerations as to the appointment of the ROLR will be undertaken by the Australian Energy Regulator
separately to the divestment process.

Retail Price Regulation
To enable retailers that participate in the divestment of Aurora’s customer base to submit binding bids for
customer bundles, the Regulator will be required to make an interim retail price determination by 31 July
2013. This interim determination will run for a period of 18 months.
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Aurora Energy has historically provided a submission to the Regulator at the commencement of the
price investigation process. However, as Aurora Energy will no longer be a retail business from the
commencement of FRC, the Government will provide a submission for the interim period to ensure that
the Regulator has the necessary inputs required to make the determination.
An indicative timeframe for the interim determination is shown below.
Process

Date

Regulator publishes notice to investigate

Early May 2013

Government submission to the Regulator

Early May 2013

Regulator publishes Final Report

End July 2013

Determination made by Regulator

End July 2013

As a transitional measure, the tariff structure for the interim period will be grandfathered. This will be
achieved by ensuring that the current tariff schedule is submitted to the Regulator as part of the pricing
submission for the interim period. After the interim period, retailers would be able to begin to alter or
rationalise tariffs (in the same manner that Aurora currently can) subject to any side constraints and pricing
policy requirements made by the Regulator. The management of this issue beyond the interim period will be
the responsibility of the Tasmanian Economic Regulator.

Policy Position
There will be an interim retail price determination completed by the Tasmanian Economic Regulator, with
an amended process to suit the unique circumstances of the retail divestment.
The Tasmanian Economic Regulator is to complete the interim retail price determination by 31 July 2013.
The interim retail price determination will apply for the period 1 January 2014 to 30 June 2015.
The current tariff structure for small customers will be grandfathered for the interim retail price
determination period.
After the initial interim period, the process will revert back to a process similar to the current process.
The Regulator will have discretion as to the frequency of investigations, and will undertake investigations
within a reasonable timeframe before the expiry of an existing determination. Separately to price
investigations, the Regulator will also undertake yearly reviews of prices and make any adjustments as
required, as currently occurs. Retailers currently submit prices for approval by the Regulator, who checks
these prices for consistency against the determination currently in force. This process will continue after the
conclusion of the interim process.
Under the retail price regulation process, the Regulator determines maximum allowed revenues, but the
retailer is able to set its products, tariffs and prices as it sees fit, provided it does not exceed its revenue
allowance and within any side constraints set by the Regulator. It is possible that a purchasing retailer may
seek to alter or rationalise Aurora’s existing regulated tariffs, with disproportionate price change impacts on
some customers or classes of customers, even if overall revenue growth is modest. The Government and
the Regulator will consider the appropriate approach to regulation given that a retailer’s customer base will
be more volatile in the contestable market.

Policy Position
After the interim period, the Tasmanian Economic Regulator will have discretion to determine the
frequency of investigations and will be required to consult publicly.
The Tasmanian Economic Regulator will be required to undertake annual approvals of regulated offer
prices of Regulated Offer Retailers.
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The existing arrangements whereby the Tasmanian Economic Regulator makes an assessment of the
reasonable costs of providing retail services, an appropriate retail margin, the purchase of renewable energy
certificates and compliance with any carbon emission mitigation schemes and other costs reasonably
incurred in providing retail services, will be maintained. The ongoing use of a revenue cap will need to be
considered going forward.
Currently, the wholesale component of the standing offer contract is calculated as the average of market
price and LRMC as determined by the Tasmanian Economic Regulator in accordance with the Regulations.
From the commencement of FRC, the wholesale energy allowance made by the Tasmanian Economic
Regulator will be required to be set at the price of the load-following swap that will be required to be
offered by Hydro Tasmania, and discussed in the section on wholesale contract regulation.
This approach will ensure that Tasmanian electricity customers pay a fair and reasonable market price for
the wholesale electricity on-sold to them by retailers and that the regulatory framework recognises and
addresses the risk faced by retailers of wholesale prices rising above the regulated retail price. Under the
proposed framework, this cannot occur.
The network cost component of the standing offer contract will remain as a pass through cost regulated by
the Australian Energy Regulator. The current list of principles the Tasmanian Economic Regulator is required
to follow under the Regulations supports retail divestment and competition, and would need little or no
amendment.
Other reasonable costs of retailing electricity will be assessed by the Regulator.

Policy Position
The wholesale energy allowance assumed when setting regulated retail prices will be the regulated price
for load-following swaps offered by Hydro Tasmania under the wholesale market regulatory arrangements.
Network costs will remain as a pass through cost as determined by the Australian Energy Regulator.
Other retail cost allowances will be set by the Tasmanian Economic Regulator.

Implementation
The arrangements for retail price regulation will be implemented through a suite of amendments to the
Electricity Supply Industry Act 1995 made through the Electricity Reform Implementation Bill 2013 and the
Electricity Supply Industry (Pricing and Related Matters) Regulations 2013.
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WHOLESALE CONTRACT MARKET
REGULATION
The integrated nature of the complex Tasmanian hydro-electric generating system means that it exhibits
many of the characteristics of a natural monopoly.
The Government’s decision to regulate Hydro Tasmania’s activities in the Tasmanian wholesale market is a
unique approach to addressing the issues associated with Hydro Tasmania’s market position in the Tasmanian
generation and wholesale markets. Regulation of Hydro Tasmania’s activities in the Tasmanian wholesale
market will allow retailers to manage their wholesale risks, increasing the likelihood that larger mass-market
retailers will enter the Tasmanian market and hence facilitate active competition in the retail market.
Further detail on the regulatory framework that is proposed is available in the companion Technical Report
prepared by Concept Consulting, which is available from the reform project’s website. This section of the
Position Paper provides a high-level overview of the Government’s position on wholesale market regulation.

Key Considerations
•	Risks for retailers and generators operating in Tasmania
•	Maintaining appropriate price signals in Tasmania
•	Variability in hydrological inflows

Form of Regulation
In Energy for the Future, the Government stated that wholesale market reform would be guided by a range
of principles, including that:
•	the risks of operating in the Tasmanian electricity market should be commensurate with those in
other NEM jurisdictions; and
•	market participants should have the flexibility to manage wholesale market risk using similar
business models to those used in other NEM jurisdictions.
Wholesale purchase risk is managed across the NEM using a range of financial derivative products and
the use of these contracts is the preferred form of regulating Hydro Tasmania to address retailer concerns
about wholesale market risk in Tasmania.
The Government’s position is that regulation of Hydro Tasmania will take the form of an obligation on
Hydro Tasmania to:
•	offer a range of contract products to retailers operating in Tasmania that are consistent with the
standard products offered in the NEM;
•	include a load following swap product in the suite of products, to provide a safety net against spot
market risk;
•	offer these products at prices that are produced from an approved pricing methodology, over which
Hydro Tasmania has no discretion;
•	offer standard terms and conditions for each regulated contract product; and
•	make available sufficient volume of the regulated products to enable retailers operating in Tasmania
to adequately hedge their Tasmanian customers.
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As noted in the Technical Report prepared by Concept Consulting, the nature of spot price risk in Tasmania
differs from that in other NEM jurisdictions and therefore the standard swap and cap products may not
provide sufficient contract coverage for retailers operating in Tasmania. Accordingly, the Government’s
position is that the form of regulation must always include a load-following swap product shaped to the
Tasmanian Net System Load Profile. As discussed in a previous section, the price of this regulated loadfollowing swap product will be used to calculate the wholesale energy purchase allowance in regulated
standing offer prices.
Standard regulatory design typically provides for regulators to determine the most appropriate form in
which to regulate an electricity service. However, the Government considers that it is highly unlikely that the
use of contract products to manage price risk in the NEM will change in the conceivable future.
The Government therefore intends to prescribe the regulation of contract prices as the form of wholesale
market regulation in the Electricity Supply Industry Act 1995. This will provide certainty to retailers that Hydro
Tasmania will continue to be regulated in the form of regulated contract products across future regulatory
periods.
Retailers will be able to negotiate with Hydro Tasmania for contracts outside of the regulated contract
framework, and are encouraged to do so. The regulated contracts are intended to provide a ‘safety net’ for
retailers in the event that they are unable to agree to unregulated contractual arrangements with Hydro
Tasmania.
The form of regulation will be given effect to by a requirement in the Electricity Supply Industry Act 1995 that
a pricing instrument be in place that specifies:
•	the regulated contract products to be offered by Hydro Tasmania;
•	the methodology that is to be used to price the regulated products;
•	standard terms and conditions for each regulated product;
•	the number of forward quarters over which Hydro Tasmania is to offer regulated products; and
•	the volume of regulated contracts that Hydro Tasmania is to offer.
The new wholesale market regulatory framework must be in place in sufficient time to enable the
Tasmanian Economic Regulator to estimate wholesale purchase costs in the interim standing offer contract
determination, which must be made by 31 July 2013, and enable prospective retailers to submit binding bids
for the Aurora customer bundles in the second half of 2013.
The Government will determine the first wholesale pricing instrument by 1 June 2013. The Tasmanian
Economic Regulator will be responsible for the administration of the instrument and will be required to
investigate and determine a new pricing instrument within a reasonable timeframe before the expiry of the
Government’s pricing instrument.
The Act will include a number of principles that are to be taken into account in a wholesale pricing
instrument, including that:
•	retailers should have a choice of products to enter into with Hydro Tasmania;
•	the type of contract should, where practicable, be of a type generally used in the NEM;
•	the pricing instrument must always include, at a minimum, a load-following swap product shaped
to the Tasmanian net system load profile. This will enable the Regulator to adopt the LFS price in
regulated retail prices;
•	the period of the contract should be of sufficient duration to enable a retailer to manage its risks;
•	terms and conditions of contracts should be generally similar to those offered in the NEM; and
•	the pricing methodology should reference Victorian contract prices, adjusted to take into account
the Tasmanian supply/demand balance.
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Policy Position
Regulation of Hydro Tasmania will take the form of an obligation on Hydro Tasmania to offer a range of
regulated contract products, at regulated prices and with standard terms and conditions.
This form of regulation will be prescribed in the Electricity Supply Industry Act 1995 and must be used in all
wholesale pricing instruments.
The form of regulation must always include a requirement on Hydro Tasmania to offer a regulated loadfollowing swap product.
The volume of regulated products must be sufficient to enable retailers to adequately hedge their
Tasmanian customers.
The Government will make the first wholesale pricing instrument with a duration of 5 years, which will be
administered by the Tasmanian Economic Regulator.

Administration and Oversight
Hydro Tasmania will price the regulated products from the mandated pricing methodology and provide
these prices to the market, in accordance with a process established in guidelines issued by the Tasmanian
Economic Regulator.
The Regulator will have an ongoing role in monitoring the prices published by Hydro Tasmania for regulated
products, and the contracts entered into, and will have extensive powers to investigate Hydro Tasmania’s
regulated pricing if it suspects mispricing of these products or receives a complaint from a retailer operating
in Tasmania.

Policy Position
Hydro Tasmania will price the regulated products using the mandated pricing methodology.
The Tasmanian Economic Regulator will have an ongoing monitoring role and powers to investigate Hydro
Tasmania’s regulated pricing.

Pricing Instrument
The Government recognises that the first wholesale pricing instrument will be critical to the successful
implementation of the new wholesale regulatory framework and will adopt a number of the
recommendations made by Concept Consulting in its Technical Paper.
The Government’s position is that the first wholesale pricing instrument will:
•	require Hydro Tasmania to offer the following regulated contract products:
- quarterly baseload swap contracts;
- quarterly peak period swap contracts;
- quarterly base $300 cap contracts; and
- a load-following swap product;
•	specify a ‘rules-based’ methodology that is to be used to produce prices for these regulated
contract prices. This methodology will reference Victorian forward contract prices and make a
number of rule-based adjustments to reflect Tasmanian supply/demand conditions;
•	require Hydro Tasmania to offer regulated products over twelve forward quarters, provided
there is sufficient liquidity in the Victorian contract market to use Victorian prices in the pricing
methodology; and
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•	require Hydro Tasmania to make available a volume of regulated contracts that references forecast
Tasmanian load and adjusts for sales of regulated and unregulated contracts to date.
To provide certainty to retailers and Hydro Tasmania over the medium term, the Government also
proposes that its initial wholesale pricing instrument be made for a period of five years. The Tasmanian
Economic Regulator will be required to investigate and determine a new pricing instrument, in the form
specified in the Act, within a reasonable timeframe prior to the expiry of the Government’s initial wholesale
pricing instrument.

Policy Position
The wholesale pricing instrument will require Hydro Tasmania to offer a range of regulated
contract products.
A rules-based model will be used to produce prices for regulated products.
Hydro Tasmania will be required to make available a volume of regulated contracts that is referenced
to forecast Tasmanian load and adjusted by contracts already entered into.
The wholesale pricing instrument will be made for a period of five years and be administered
by the Regulator.

Transparency Measures
To support the wholesale regulatory framework, the wholesale pricing instrument will specify that the
methodology for pricing regulated products, and an explanation of the methodology, must be made available
to the market. Hydro Tasmania will also be required to make a number of information disclosures to the
Tasmanian Economic Regulator to enable the Regulator to undertake its monitoring and investigation
role. Some of this information may be made public to improve transparency regarding the arrangements,
including summary information on regulated and unregulated contract price trends.

Policy Position
The methodology for pricing regulated contracts, and an explanation of the methodology, must be made
available to the market.
Hydro Tasmania will be required to make a number of information disclosures to the Tasmanian Economic
Regulator to support the Regulator’s monitoring and investigation role.
The Tasmanian Economic Regulator may also make information available to the public to improve the
transparency around the wholesale arrangements.
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CONCESSIONS AND COMMUNITY SERVICES
The Tasmanian Government offers a range of electricity concessions with the aim of achieving a balance
in the standard of living and access to this essential service for all members of the Tasmanian community.
The concessions recognise that many Tasmanians on low or fixed incomes need assistance to afford basic
services like electricity and heating.
Electricity is an essential service which all Tasmanian households and businesses have a right to access at
affordable prices. With the introduction of Full Retail Contestability (FRC) in Tasmania and the exit of Aurora
Energy from the retail market, the Government will need to put in place arrangements to transition existing
energy concessions currently delivered by Aurora Energy to the new, multiple retailer market environment.

Key Considerations
•	Maintenance of existing concession arrangements
•	Efficiency in providing concessions
•	Maintenance of community service activities

Electricity Concessions
The Government will adopt a delivery model that is based on the Victorian model for concessions delivery.
This approach is appropriate for Tasmanian circumstances and is the most cost effective and efficient model
to ensure concessions continue to be delivered to Tasmanians most in need, whilst minimising additional
administration costs for retailers operating in Tasmania.
Under this model, legislation will prescribe retailers’ requirements to deliver concessions on behalf of the
Government and the Government will offer to establish a contractual relationship with all active retailers in
the Tasmanian market that supply residential customers.
Customers will apply directly to their retailer to receive each concession to which they believe they
are eligible. Retailers would assess applications against the eligibility criteria established by the Tasmanian
Government. Customers who are already registered with Aurora Energy to receive a concession will not be
required to reapply and will have their eligibility carried across to their new retailer.
Accounts issued to eligible customers should contain a message regarding the availability of the Government
concession, and contact information for the retailer’s concession line and government information websites.
The retailers would also be required to adjust eligible concession customers’ bills, discounting the
concession(s) provided directly from the total amount invoiced, and separately itemising each concession
type so concessions can be transparently identified.
A Government agency will be responsible for reimbursing the retailers for concessions granted to eligible
customers. It will be the responsibility of the retailer to invoice the agency monthly for the concession
amounts provided, with the invoices identifying total number of claims for each concession type, the
amount provided to customers in discounts for each concession and the administration fee. Procedures and
compliance obligations will be included in the contract with the Government.
An administrative fee will be payable by the agency for the delivery of Government concessions. These
are payable either monthly or quarterly for each claim made by an eligible concession customer with a
maximum of four administration fees per eligible concession customer annually. This administration fee
would also be indexed each year by CPI, with the responsible agency notifying all retailers of the adjusted
administrative fee structure for the next financial year.
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Policy Position
The existing electricity concession for Health Care Card holders and Pensioners will be maintained in
its current form, including being indexed each year by the average rate of increase in regulated electricity
prices.
Concessions will be funded under a Community Service Activity Agreement between the Tasmanian
Government and retailers.
The heating discount, which is paid through DHHS and not dependent on the retail arrangements in the
electricity sector, is unaffected by the reforms.

Life Support Discounts
Currently customers who use an approved life support system, or live with someone who uses one, can,
with the approval of a doctor or a hospital, apply for Life Support Status with Aurora Energy. This means
that they:
•	cannot be disconnected for overdue accounts;
•	have special consideration for planned and unplanned outages;
•	are barred from having prepayment meters installed, because of the risk of disconnection if they
run out of credit; and
•	receive discounts on their daily charges.
The first three of these conditions are established through regulations made under the Electricity Supply
Industry Act 1995 or the National Energy Customer Framework. They are an obligation on the distributor
and will continue under FRC.
The discount off the daily charge is currently provided on a voluntary basis by Aurora Energy and so this
needs to be transferred to the contestable retailing environment.
The current discounts have not been linked to the rate of increase in tariff prices or inflation and have
not been changed since January 2002. This is at odds with the indexation arrangements for electricity
concessions.
In all other states, life support discounts are funded by Government under a Community Service
Arrangement.

Policy Position
Responsibility for funding the Life Support Discount currently provided by Aurora Energy will be
transferred to the Government.
The Life Support Discount will be rebased to take account of price increases since it was first set in 2002
and will be indexed to the average rate of increase in electricity prices into the future.

Medical Cooling Discounts
Heat intolerance is a significant medical problem affecting people with Multiple Sclerosis (MS) and some
people with a range of other conditions such as Parkinson’s disease, motor neurone disease, post-polio
syndrome and spinal cord injury.
While there is an obvious impact on the individuals in question, there is also a broader economic impact.
A failure of sufferers to regulate their body temperature results in direct increases in costs to government
through additional hospitalisations, use of subsidised medication and access to other medical services. There
is also a broader economic cost in terms of impact on employment and labour utilisation.
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While the number of extreme heat days in Tasmania is less than that in other states, a survey conducted by
the MS Society estimated that on average people with MS in Tasmania spent between $400 and $500 in
2009–10 operating their air conditioners approximately 30 times more than average customers in an effort
to stay cool.
The Government will introduce a Medical Cooling Electricity Discount of $135 per eligible customer per
year, which will cover approximately one-third of this cost.
Eligibility will be the same as for the current electricity concession, with the additional requirement to have a
doctor sign-off on the ‘medical need’ for cooling.
It is estimated that there are approximately 850 people that would be eligible in 2011–2012. Based on
the experience in other states it will be several years before all those eligible apply for and receive the
concession. Uptake is likely to be gradual, with an estimated first-year cost to the Government of $30 000,
rising to a stable level of $150 000 in five years.

Policy Position
The Government will introduce a Medical Cooling Rebate in Tasmania, for electricity concession
customers who have a proven medical need for air conditioning.

Community Service Activities
Aurora currently provides voluntary funding to some community schemes as part of its corporate social
responsibly. These include:
•	funding to the Salvation Army’s emergency relief program;
•	funding to the No Interest Loans Scheme; and
•	sponsorships of community organisations including sporting bodies and the arts.
The first two of these activities are of particular importance to more vulnerable electricity consumers and
Aurora’s existing funding commitment will be maintained. The Government will accept responsibility for
Aurora’s existing commitments to the Salvation Army’s emergency relief program and the No Interest
Loans Scheme.
Aurora Energy’s corporate sponsorship program of community organisations also provides valuable support
to the Tasmanian community. In the first instance, the Government will seek alternative businesses that may
be willing to partner with these organisations and accept responsibility for Aurora’s existing sponsorship
agreements. If no alternative arrangements can be made, the Government will ensure that all existing
commitments will be honoured.

Policy Position
The Government will accept responsibility for maintaining Aurora’s existing contributions to the Salvation
Army’s hardship program and the No Interest Loans Scheme.
The Government will honour all current sponsorship arrangements that Aurora has unless they are taken
over by another business.
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SECURITY OF SUPPLY
The integrity of the electricity supply industry’s assets and equipment, which is vital for the provision of this
essential service, is a critical consideration for the reform program. Maintaining long-term safe, secure and
reliable supplies of electricity is one of the four Government objectives for the industry.
The retailing of electricity relates to the financial management of electricity supply – retailers collect
monies for electricity sales from customers and pay the electricity generators and network operators for
the services they provide in delivering electricity. Retailers also have an important role to play in managing
financial risks and price volatility on behalf of customers. Retailers therefore effectively play a “buffering” role
between the supply and demand sides of the market in relation to financial management.
However, electricity retailing does not affect the physical supply of electricity – this is managed by the
generators and network operators.
The electricity reforms will retain all of the core assets required for the supply of electricity, being the
hydroelectric generating assets and the poles and wires networks, in Government ownership. While
the Government-owned businesses that operate the networks will be restructured, they will remain in
Government hands.
The new Government-owned network business will continue to be responsible for fault and emergency
management, such as for the restoration of the electricity supply following natural disasters including storms
and bushfires.
The fault centre that is currently run by Aurora Energy’s distribution business and which coordinates the
restoration of the electricity supply will continue to operate in its current form.

Policy Position
The merged network business, which will remain in State ownership, will continue to be responsible for
responding to faults and restoring electricity supply after natural disasters such as storms or bushfires.
In Tasmania, where hydroelectric generation will continue to be the predominant source of electricity,
drought is also an ongoing threat. Further, because Tasmania is an island, there is always the potential that
Tasmania might have to fall back on its own on-island electricity supply in the event of a Basslink failure.
A prolonged inability to meet the electricity demand of Tasmanian households and Tasmanian businesses
would have a devastating effect on the economy and the community, not only in terms of the immediate
impacts of power rationing but also the damage to confidence that would be felt in the business community
in the aftermath.
These factors combine to mean that the challenge to Tasmania of maintaining energy security in terms of
the generation of electricity is more pronounced than in more integrated networks that do not rely on
rainfall as a fuel source. Energy security is a critical issue for Tasmania, and the costs of ensuring an ongoing
secure electricity supply is part of the challenge for the reform project.
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PROPOSED LEGISLATIVE FRAMEWORK
The positions proposed above will be given effect through a range of legislative instruments. The legislative
framework will be included in a combination of the following Acts:
•	Electricity Reform Act 2012;
•	National Energy Retail Law (Tasmania) Act 2012; and
•	Electricity Supply Industry Act 1995.
Necessary amendments to the National Energy Retail Law (Tasmania) Act and the Electricity Supply Industry Act
will be made concurrently through the introduction of the Electricity Reform Implementation Bill 2013.
Regulations will be made or amended under these Acts as follows:
•	the National Energy Retail Law (Tasmania) Regulations 2012 will be amended to make new
provisions for the nomination of the Local Area Retailer and to remove certain regulations relating
to non-contestable customers, which will no longer be required; and
•	the Electricity Supply Industry (Price Control and Related Matters) Regulations 2012 will be remade,
to provide for the processes around retail price regulation under FRC and the regulation of Hydro
Tasmania’s contract offers in Tasmania. The recent amendments to the Price Control Regulations to
roll forward the current retail price determination until the end of 2013 will be preserved.
The Electricity Supply Industry Act 1995 will be the principal legislative instrument in which the market and
regulatory arrangements will be specified. The Act will be amended to:
•	remove Aurora’s monopoly on providing electricity retail services to small customers and to
remove the concept of contestable and non-contestable customers;
•	specify that the Tasmanian Economic Regulator has the function of regulating the prices of regulated
offer retailers’ standard offer contracts in Tasmania and of regulating Hydro Tasmania’s wholesale
contract offers in Tasmania;
•	state the key principles that will be required to be adhered to in the regulation of regulated offer
retailers’ standard offer contract prices and Hydro Tasmania’s wholesale contract offers;
•	create the role of Regulated Offer Retailers and the necessary head of power for the nomination of
those retailers
•	specify the framework for the price regulation of Regulated Offer Retailers’ standard offer contracts;
•	specify the framework for the regulation of Hydro Tasmania’s contract offers in Tasmania, including
explicitly requiring that a minimum volume of contracts will be available into the future and setting
the process and requirements for the regulation of the prices of those contracts; and
•	require that, in regulating the prices of Regulated Offer Retailers’ standard offer contracts, the
Tasmanian Economic Regulator must use the regulated load-following contract product that must
be offered by Hydro Tasmania at regulated prices.
Detailed requirements for the process and conduct of regulating regulated standard offer contracts and
Hydro Tasmania’s contract offers will be included in the regulations.
The Electricity Reform Act 2012 provides for completion of the following aspects of the reform program:
•	the divestment of Aurora’s retail contracts;
•	the merger of the Government’s network businesses; and
•	the restructuring of the Government’s residual electricity assets and businesses.
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An overview of the legislative framework that will be used to implement the reform program is shown below:

Electricity Reform Implementation Bill 2013

Electricity Reform Act 2012

National Energy
Retail Law (Tasmania)
Act 2012

Electricity Supply
Industry Act 1995

•	Consequential
amendments
relating to Aurora.

•	Remove Aurora’s monopoly on selling to small customers;
•	Specify role, functions and objective of Tasmanian Economic
Regulator, including:
–	Price regulation of Regulated Offer Retailers’ standard offer
contracts;
– Regulation of Hydro Tasmania’s contract offers;
•	Create role of Regulated Offer Retailer and nomination process;
•	State key principles for wholesale and retail price regulation;
• Specify retail price regulation framework;
•	Specify wholesale regulation framework, including:
–	Form of regulation is through derivative contracts;
– Minimum volume requirements;
– Price setting process and requirements;
• Link wholesale and retail regulated prices; and
• Transition to FRC arrangements.

National Energy
Retail Law (Tasmania)
Regulations 2012
•	Nomination of Local
Area Retailer; and
•	Definition of
Designated Retailer.

Electricity Supply Industry
(Pricing and Related Matters) Regulations 2013
•	Process for Regulated Offer Retailer standard offer
contract regulation, initial and ongoing; and
•	Process for Hydro Tasmania wholesale contracts
regulation, initial and ongoing.

•	Divestment of Aurora’s retail contracts;
•	Merger of the Government’s network
businesses; and
•	Restructuring of the Government’s
residual electricity assets and
businesses.
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Exposure draft legislation of the Electricity Reform Implementation Bill 2013 has been released concurrently
with this Position Paper and is available from the reform project’s website at www.electricity.tas.gov.au.
To assist in understanding the proposed legislative arrangements, versions of the Electricity Supply Industry
Act 1995 and the National Energy Retail Law (Tasmania) Act 2012 as they will be once amended by the
Electricity Reform Implementation Bill are also available from the reform project’s website. This will allow
stakeholders to more easily review and understand the legislative arrangements that are proposed.
Exposure drafts of the proposed Electricity Supply Industry (Pricing and Related Matters) Regulations 2013
and National Energy Retail Law (Tasmania) Regulations 2013 are also available.
A schematic representation of the proposed market and regulatory arrangements is shown in the
figure below:
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IMPLEMENTATION APPROACH
AND NEXT STEPS
This paper presents the Government’s proposed position in relation to a number of key policy matters
relating to the regulatory and market framework for the electricity industry.
The Government will consider any comments on the proposed positions and intends to introduce the
Electricity Reform Implementation Bill into the Tasmanian Parliament in the Autumn session of 2013.
Once the Electricity Reform Implementation Bill is enacted, the Government will provide a submission to the
Tasmanian Economic Regulator relating to the regulation of retail prices from 1 January 2014, after which
the TER will undertake a pricing investigation and publish a price control order. At the same time, the
arrangements for the regulation of Hydro Tasmania’s contract offers in the Tasmanian wholesale electricity
market will be established through a price control order published by the Minister, to be administered by
the TER.
It is expected that the required pricing instruments will be in place by the end of July 2013.
Publication of required pricing instruments will facilitate the retail divestment process and allow a bidding
process to occur through August and September 2013. It is expected that sale contracts will be executed by
the end of September, to allow the Government and Aurora to commence establishing transitional services
arrangements prior to transferring financial responsibility for customers from 1 January 2014.
A summary of the key dates is shown below:
Comments on Position Paper close

22 March 2013

Electricity Reform Implementation Bill introduced to Parliament

April 2013

Electricity Reform Implementation Bill enacted and regulations made

Early May 2013

 overnment provides retail pricing submission to Tasmanian
G
Economic Regulator

Early May 2013

Call for Expressions of Interest for retail divestment

Early June 2013

Expressions of Interest close

Late June 2013

Tasmanian Economic Regulator publishes retail price
determination for prices from 1 January 2014

End July 2013

Hydro Tasmania’s wholesale contract regulatory instruments published

End July 2013

Data room opens

Early July 2013

Sale contracts executed

End September 2013

Customer education regarding new retail environment

October - December 2013

Transitional Services preparation with purchasing retailers

October - December 2013

Private sector retailers commence operating under transitional arrangements January 2014
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Contact
Electricity Reform Project
Department of Treasury and Finance
GPO Box 147
HOBART TASMANIA 7001
Electricity.Reform@treasury.tas.gov.au
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