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AER role and new challenges

» General discussion on the different
regulatory agencies and their role

 The AER’s role

* The impact of new technology on
regulation

AUSTRALIAN ENERGY
_— REGULATOR




Australia — a snapshot
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National Electricity Market
Regulatory Bodies

COAG Energy Council

Comprising State and Federal
Energy and Resource Ministers
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Overview of AER'’s roles in energy
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http://www.hydrocarbons-technology.com/projects/golden-pass/images/3-gas-pipeline.jpg

ACCC and AER

Australian Competition
and Consumer
Commission

 Enforcement of anti trust
and consumer law
(Competition and
Consumer Act)

Australian Energy
Regulator

* Monitoring compliance and
enforcement of electricity laws,
rules and regulations

« Monitoring compliance and
enforcement of energy retall
law, rules and regulations
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Power stations:

®Coal

® Gas

@Hydro

@ Diesel/fuel oil/multi-fuel

®Wind
Biomass/bagasse

Transmission network

Power station size:

M > 1000 MW
A 500-1000 MW
® <500 MW
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Electricity market arrangements
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Upstream gas supply

Carnarvon Basin

v BRISBANE

Perth

Pipeline No.

Moomba to Sydney Pipeline 1

Eastern Gas Pipeline (Longford to Horsley Park) 2

NSW-Victoria Interconnect 3 nd Basin

Victorian Transmission System 4

Tasmanian Gas Pipeline 5

SEA Gas Pipeline 6

Moomba to Adelaide Pipeline 7

QSN Link 8

South West Queensland Pipeline (Ballera to Wallumbilla) 9

Roma to Brisbane Pipeline 10

Queensland Gas Pipeline (Wallumbilla to Gladstone/Rockhampton) 11 0 Gas basins

Amadeus Basin to Darwin Pipeline 12

Bonaparte Pipeline 13

Dampier to Bunbury Natural Gas Pipeline 14 Uncovered pipelines AUSTRALIAN ENERGY
Goldfields Gas Pipeline 15 Covered pipsiines _— REGULATOR
North East Gas Interconnector (proposed) 16 e Lightt regulation pipelines




Gas market arrangements

Historically long term contracts, but
duration Is getting shorter

Victoria introduced spot market in 1999

New spot markets hubs in Sydney (2010),
Adelaide (2010) and Brisbane (2011)

Net markets — used for balancing
Wallumbilla hub commenced March 2014
Moomba hub to commenced in July 2016
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Networks

 Network
businesses are
natural monopolies

« AER sets
maximum
revenues that
businesses are
able to recover
from consumers
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The regulatory bu

Return on capital (forecast RAB x cost

of capital)

Regulatory depreciation (depreciation

net of indexation applied to RAB)

Operating expenditure (opex)

Efficiency benefit sharing scheme
(EBSS) (increment or decrement)

Corporate income tax (net of value of

imputation credits)

—

Capital
S—
costs

. Total
Revenue
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Onsellers—buy energy
from retailers and sell it

to customers in embedded
networks.

N

Excess energy from customers’
generation systems is purchased
by their retailer.

Power purchase agreement
providers—install generation
at a customer’s premises and
sell the generation output

to the customer.

/R
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Composition of retail prices

Green schemes,
7%

Distribution,
36%

Electricity

Wholesale &
retail, 49%

Transmission,
7%

Retail, 27%
Wholesale, 23%

Gas

Transmission,
8%

Distribution, AUSTRALIAN ENERGY
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Energy Market innovation — what
does it mean for regulation?

The City of Sydney is Australia’s first carbon-neutral government. It has reduced emissions in its building

(%]

and operations by 27 per cent on 2006 levels. Photo: Paul Patterson
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Changing generation mix
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Source: Australian Energy Update 2016, Department of Industry, Innovation and Science, Office of
the Chief Economist, October 2016
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Generation from renewable

SOources
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Source: Australian Energy Update 2016, Department of Industry, Innovation and Science, Office of
the Chief Economist, October 2016
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Rise of solar PV

* Over 15% households have installed solar PV (over 1.5
million)
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Forecast to grow by 350% by 2035 (over 7 million)

Source: Australian Energy Market Operator, National electricity forecasting report: for the national

electricity market, June 2016 AUSTRALIAN ENERGY
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Emerging customer services
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New supply chain
P
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AER role In evolving market

Competition where possible

. Incentive regulation

Technology neutrality

. Cost reflective pricing
. Consumer protection
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More Information

Data: www.aer.gov.au (click on “industry
information” then “industry statistics”).

Energy Made Easy price comparison
website www.energymadeeasy.gov.au

Overview of market: State of the Energy
Market Report
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