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Energy Retailers Association
of Australia Limited

29 July 2010

Mr Rob Raether

Head, Renewables & Reporting Branch, Department of Climate Change
GPO Box 854

Canberra ACT 2601

Dear Mr Raether
Re: Managing SRES liability

The enhanced Renewable Energy Target (RET) legislated on 24" June 2010 separates the previous RET into
the Small-scale Renewable Energy Scheme (SRES) and Large-scale RET (LRET). Retailers request that in
formalising the regulations that will support implementation of the recently amended RET legislation,
provision is made to ensure that the regulator sets the SRES Renewable Power Percentage (RPP) prior to
the commencement of the calendar year. This will allow first quarter electricity prices to be accurately set
inclusive of SRES charges.

The ERAA is an independent organisation representing energy retail companies that provide electricity and
gas to households and businesses throughout Australia. The members of ERAA collectively provide
electricity to over 98% of customers within the National Electricity Market (NEM) and are the first point of
contact for end-use energy users.

Members of the ERAA have approached the relevant authorities about this issue prior to writing this letter.
This letter has received strong support from the members of the ERAA. It is our understanding that
discussions so far have not identified any absolute barriers to the further improvements our members seek
in the administration of these issues. We therefore request that further consideration be given to
addressing the significant risks to our members (and therefore to consumers), that are identified and
discussed below.

Background

While the LRET remains substantially similar to the previous RET, the SRES has some significant variations
including the fact that it is uncapped. The number of SRES certificates that can be created per annum is
therefore entirely dependent on the extent of deployment of small scale technologies.

This creates some unique challenges for both the regulator and liable parties in anticipating and managing
the annual liability.

The Enhanced RET Discussion Paper released in March 2010 by DCC stated that:

“In designing a mechanism to implement the SRES the Government is mindful of the need to: provide
certainty to liable entities such as electricity retailers as to their SRES liability; “
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It also acknowledged that:

“It is important that electricity retailers have adequate notice of their obligations under the RET as they
need to factor in the cost of purchasing SRECs into electricity pricing”.

TheGovernment's proposed Solution

The Discussion Paper and the final legislation passed in June confirmed that this issue would be
ameliorated through the following:

9 The regulator would establish a fixed RPP for SRES to give liable parties certainty for the compliance
year. This would be determined based on analysis and modelling commissioned by the regulator;

9 A true-up mechanism that would permit the regulator to adjust the future RPP to allow for the
variation of actual REC production with forecast liability;

I The establishment of gateways for years 2 and 3 to guide future RPP settings.

The Discussion Paper revealed that the regulator anticipates establishing the SRES liability before March of
each compliance year as outlined in the following diagram.
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This is consistent with the timing for the previous RET and the proposed LRET. This approach and timing is
sufficient for LRET given the following factors:

9 Liable parties can accurately anticipate the extent of their liability for the first 3 months and prior to
the regulator confirming the RPP for that period, due to the fact that the target (for RET and LRET in

the future) is fixed and known by all parties;

9 Subsequently, the actual RPP established before March of that year historically has a very small
variation to that forecasted by liable parties (again given the fixed targets).

However, this will not be the case for SRES due to the fact that the SRES is uncapped.
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Informal discussions with department officials reveal that the regulator currently anticipates progressing
with this schedule, and setting the SRES RPP prior to March. This approach would create even greater
uncertainty in 2011 as the first year this scheme will be implemented. This presents some significant
challenges for energy retailers.

Retailer concerns

It will be very difficult for retailers to anticipate what the actual liability will be for the first quarter of 2011
until the regulator formally establishes the RPP.

The reality is that forecasting SRES RPPs will remain very difficult for retailers and the regulator and
significant variations can be expected. While the regulator will make a well informed assessment of the
likely deployment level of small scale technologies, it will be near impossible for retailers to accurately
anticipate this and price this into sales accordingly. While a number of key factors can be relatively
accurately forecasted, a number of other critical factors are highly subjective and volatile; this includes:

9 Consumer sentiment toward particular small scale technologies; and,

9 The extent to which other state and federal policy incentives will impact on small scale
deployment. In particular ad-hoc and unanticipated changes in rebates (for solar water heating)
and state based feed-in tariffs (for small-scale technologies) which may dramatically change the
incentives and therefore the levels of deployment.

In addition, a number of otherfaci 2 NA O2 YLIX AOF GAy 3 NBGF At SNDAiliySF F2 NI
are:

9 The potential for the Minister/regulator to change the fixed price of SRECs or quantum, of the
multiplier. This power was assigned in the recent changes to the RET; and,

9 The annual true-up process.

This places retailers in a situation of having to potentially do retrospective price adjustments for the first
quarter of the year. This is not feasible for all customers and in any case, would result in significant
administrative burden, price risk to retailers and consequently cost and uncertainty to electricity
consumers. If retrospective price adjustments are not possible then the uncertainty surrounding the
SRES liability in the first quarter necessarily needs to be factored into higher retail electricity prices for
consumers.

In every State and Territory except for Victoria, retailers do not have the ability to pass on this uncertainty
through higher electricity prices due to retail electricity tariffs still being regulated; the respective
regulators will then also be faced with the uncertainty surrounding the first quarter SRES liability and will
need to factor this in through higher regulated retail electricity prices. If price regulators fail to take into
account this uncertainty through higher regulated electricity prices and there is a significant difference
between forecasted RPPs and actual RPPs released in March, then this will have a detrimental impact on
the retail energy market.
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Recommendation

Retailers accept that the regulator will not be able to accurately forecast the actual level of SRES
deployment for future years. The true-up mechanism can and will usefully allow this adjustment to take
place, as long as the true-up is undertaken at a time and in a manner that does not create further
uncertainty within a given compliance period for liable parties.

If the regulator waits until March of each year to confirm the SRES RPP, retailers are exposed to significant
regulatory and price risk. Ideally, this should be set prior to the commencement of the calendar year so
that Q1 electricity prices can be accurately set inclusive of SRES charges. The true-up mechanism can then
sufficiently allow for the adjustment in the corresponding year.

At a minimum, the regulator should publish the 2011 SRES RPP as soon as possible and prior to the start of
2011.

Should you wish to discuss the details of this submission further, please contact me on (02) 9241
6556 to facilitate such discussions.

Yours sincerely

~

Cameronh QWS A f f &
Executive Director
Energy Retailers Association of Australia



