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cross-subsidisation of services and discriminatory behaviour, and whether the costs of 
compliance with the guideline outweigh the benefit to consumers of that compliance, including 
in relation to impacts on competition. 

Our decision is to grant a new waiver to Ergon Energy from clauses 4.2.3 of the guideline to 
enable Ergon Energy to provide a connection from its mainland network to Hayman Island via 
an undersea cable connection under the Ergon Energy brand name. This waiver will expire on 
30 June 2040, unless varied or revoked sooner.  

Ergon Energy’s application and cable arrangements align with support of the NEO, as it 
contributes to ensuring a reliable, safe, secure and cost-efficient supply of electricity for the 
customer on Hayman Island. It is economically efficient to grant this waiver as it allows Ergon to 
most cost-efficiently provide services from its existing asset (undersea cable) for its expected 
remaining economic life (of approximately 25 years). If the waiver is not granted, there will be 
costs to change the Ergon Energy branding so that it can continue to provide the unregulated 
distribution service via an undersea cable. This is an unnecessary expense that will raise the 
cost of service to the single customer, with minimal benefits given the limited alternative options 
that are currently available. 

We consider that granting this waiver to Ergon Energy will have minimal (if any) impact on 
market competition. Ergon Energy has explained that there are currently limited alternatives 
available to the customer, and that the undersea cable is a dedicated connection for this sole 
customer with no other providers in the region. Ergon Energy has not provided an assessment 
of whether alternatives such as standalone power systems are feasible currently or in the future 
(such as after the current contract expires in 2029). It is conceivable that a third-party provider 
may emerge to provide an alternative solution. However, granting Ergon this waiver for a longer 
duration out to 2040 does not preclude the customer from exploring other options should they 
emerge over that time. It simply allows Ergon to operate its undersea cable more 
cost-effectively with Ergon’s own branding, rather than having to change its branding to be able 
to continue providing the service to the customer, if the customer chooses to continue using the 
cable. 

Furthermore, we consider the risk of cross-subsidisation is adequately addressed by Ergon 
Energy’s Cost Allocation Method (CAM) that is approved by the AER. It is noted the undersea 
cable is not part of Ergon Energy’s regulated asset base (RAB). Ongoing maintenance 
expenditure for the provision of this service is allocated to unregulated distribution services 
through an appropriate allocator defined in the approved CAM, with costs recovered from the 
unregulated services streams. There is little opportunity for Ergon Energy to use information it 
gains through this waiver to advantage an affiliate. 

There is minimal (if any) benefit to consumers in requiring Ergon Energy to comply with clause 
4.2.3 of the guideline in this instance, and that these would be outweighed by the costs of 
compliance for Ergon Energy. In the absence of a waiver, Ergon Energy would be unable to 
provide the undersea cable connection to the sole customer under the Ergon branding. Ergon 
would incur costs to alter branding so that it can continue to provide the unregulated distribution 
service via an undersea cable. This would likely result in unnecessary higher costs to the 
customer given limited other alternatives available to the customer. 

For these reasons, the AER has decided to grant a new waiver to Ergon Energy from clause 
4.2.3 of the guideline to enable Ergon Energy to continue providing a connection from its 
mainland network to Hayman Island via an undersea cable connection under the Ergon Energy 
brand name. 

Waiver duration 






