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Shortened forms

ACCC Australian Competition and Consumer Commission
AER Australian Energy Regulator
AEMO Australian Energy Market Operator

Backup RoLR

A registered RoLR who may be designdtadiefault ROLR fails

National Energy
Customer Framework

The National Energy Retail Law, National EnergydldRules and
National Energy Retail Regulations

Distributor

Distribution Network Service Provider

Electricity Law

National Electricity Law

Electricity Rules

National Electricity Rules

ROLR register Eol

Retailer of Last Resort regigigpression of Interest

Gas Law

National Gas Law

Gas Rules

National Gas Rules

NEM

National Electricity Market

Retail Law

National Energy Retail Law

Retail Regulations

National Energy Retail Regulations

Retail Rules

National Energy Retail Rules

RoLR

Retailer of Last Resort

STT™M

Short term trading market

TNI

Transmission node identifier




Retail consultation procedure

This notice and the attached Draft AER Retailetast Resort Guidelines (RoLR
guidelines) have been published in accordancetivéhetail consultation procedure
set out in cl. 173 of the National Energy Retaild3yRetail Rules). As part of this
consultation, the AER has also released a DraftRRstiatement of approach (RoLR
statement of approach) and a Draft RoLR plan (RplaR).

The AER invites comments on the attached draft RguRlelines, ROLR statement
of approach and RoLR plan. Responses to this catisul will inform the
development of the AER’s final RoLR guidelines, Roktatement of approach and
RoLR plan.

This is the final stage of the AER’s consultationtbese instruments. As advised in
the Ministerial Council on Energy’s Standing Contestof Officials Bulletin

No. 190 on 21 March 2011, all activities carried bythe AER prior to the
commencement of the National Energy Customer Frarle(guch as consultation,
making instruments and decision-making) will bepsanped by appropriate
transitional provisions enacted by participatinggdictions. This will ensure
instruments and decisions developed from theseuttatisn processes are recognised
under the National Energy Retail Law (Retail Law)l&etail Rules and take effect
on commencement of the National Energy Customené&wark.

Written submissions on the draft RoL R guidelines, draft statement of approach
and draft RoLR plan areinvited by Friday, 19 August 2011. Submissions can be
sent electronically teAERInquiry@aer.gov.awith the title “Draft AER RoLR
Framework — attn Sarah McDowell”, or by mail to:

General Manager, Markets Branch
Australian Energy Regulator

GPO Box 520

Melbourne VIC 3001

Submissions provided by email do not need to beiged separately by mail.

PLEASE NOTE:

The AER prefers that all submissions be publicly available to facilitate an informed and transparent consultative
process. Submissions will therefore be treated as public documents unless otherwise requested, and will be placed
on the AER’s website (www.aer.gov.au). Parties wishing to submit confidential information are asked to:

= clearly identify the information that is subject of the confidentiality claim
=  provide a non-confidential version of the submission for publication, in addition to the confidential one.

The AER does not generally accept blanket claims for confidentiality over the entirety of the information provided,
including where a blanket claim is made as part of an email (e.g. in a standard form footer). Such claims should not
be made unless all information is truly regarded as confidential. The identified information should genuinely be of a
confidential nature and not otherwise publicly available.

In addition to this, parties must identify the specific documents or relevant parts of those documents which contain
confidential information. The AER does not accept documents or parts of documents which are redacted or ‘blacked
out’.




For further information regarding the AER’s use and disclosure of information provided to it, please refer to the
ACCC-AER information policy: the collection, use and disclosure of information, which is available on the AER
website under ‘Publications’.

\Y




1 Introduction

1.1 Background

In March 2011, legislation to create a new Natidfiaérgy Customer Framework was
passed. The National Energy Customer Frameworkpdemg the Retail Law,
National Energy Retail Rules (Retail Rules) andidtatl Energy Retail Regulations
(Retail Regulations) was developed by the MinisleCiouncil on Energy (MCE)
following extensive consultation. In December 20th@, MCE agreed that
jurisdictions would work towards a common targetedaf 1 July 2012 for
commencement of the National Energy Customer Frariew

The Retail Law makes provision for a national Retaof Last Resort (RoLR) scheme
to provide common arrangements across jurisdictiocase of retailer failure.
Retailer failure under the Retail Law can be triggein a number of ways, including
suspension from wholesale energy markets by thérdlizssy Energy Market Operator
(AEMO). The RoLR scheme is principally designe@tsure that in the event of
retailer failure, arrangements are in place to enthat customers continue to receive
electricity and/or gas supply.

The AER has a number of responsibilities undeiRbER scheme. It is responsible
for the registration and appointment of RoLRs dreldetermination of a ROLR cost
recovery scheme to allow for the recovery of RolcResne costs in accordance with
the provisions of Part 6 of the Retail Law. It isaresponsible for developing
procedures to be followed by RoLR participantshie évent of retailer failure.

1.2 AER RoLR framework

The manner in which the AER proposes to undertiadse functions is set out in
three separate documents which are attached todhe—draft RoLR guidelines,
draft ROLR statement of approach and draft RoLR pla

1.2.1 RoLR guidelines

Section 135 of Retail Law states:

(1) The AER must develop, make and maintain AER IRguidelines in
accordance with the retail consultation procedure.

(2) The guidelines must—

(a) specify the circumstances in which the appoémtnof more than
one designated RoLR for a RoLR event may occur; and

(b) specify the manner of determining the allocatid the
designated RoLRs to particular customers or classesstomers; and

(c) provide for any other matter that the AER cdess necessary in
the circumstances.

(3) The guidelines may (without limitation) makéfdient provision for
the failure of large retailers, small retailers aethilers that are default
RoOLRs.




(4) The manner of determining the allocation ofiglested RoLRs referred
to in subsection (2) must involve the use of mitentifiers alone or the use
of a combination of meter identifiers and other ngeacceptable to AEMO,
and must be determined by the AER in consultatith WEMO.

(5) The guidelines may (without limitation)—

(@) specify the form of and information to be irdddl in a RoLR
register Eol; and

(b) specify the form of and information to be indd in an
application for a RoLR cost recovery scheme; and

(c) provide for any other matter the AER considersessary with
respect to the RoLR scheme.

(6) The AER may amend the guidelines in accordavittethe retail
consultation procedure.

Reflecting the retail consultation procedure, tHeRAhas attached draft ROLR
guidelines to this notice of draft instruments.

The AER has also prepared a draft ROLR statemeapfoach, which is a broader
more holistic document than the RoLR guidelineshédigh the two documents work
together and should be read together, only the RyliBelines is the formal
instrument under s.135 of the Retail Law.

1.2.2 RoLR statement of approach

While not required under the Retail Law, the AER hbso decided to set out a
broader RoLR statement of approach. This is dedigmeomplement the RoLR
guidelines by providing other information on RolL&yistration and appointment and
ROLR cost recovery to assist industry understaedtieration of the overall ROLR
framework.

In particular, the draft ROLR statement of appropdvides information on:
= when the AER will call for expressions of inter&stegister as a RoLR, and

= when the AER will make a “designation decisiong(tthecision to appoint
someone as a RoLR) and if it does, what informationll use to make its
decision.

The draft ROLR statement of approach also setg@neral principles the AER will
consider when making a cost recovery scheme detation. It sets out typical ROLR
event scenarios and the proposed approach toexmstary schemes for these
scenarios. However, it should be noted that the A&HRquired to make a cost
recovery scheme determination on a case by casefbagsach retailer designated as
a RoLR.

1.2.3 RoLR plan

The Retail Law requires the AER to develop, make rmaintain RoLR plans. The
RoOLR plan outlines:




= procedures to be followed by the participants endkient of a ROLR event,
including direct communication with customers déied retailer; and

= procedures for conducting RoOLR exercises whichi@tee carried out by
participants in the plan.

The AER has set out in its draft ROLR statemergpgfroach the proposed procedures
to be followed by participants during a RoLR evandl the proposed nature of the
RoOLR exercises.

1.3 Purpose of RoLR draft notice

The purpose of this notice is to outline the AEBVerall RoLR framework. To
facilitate consideration of the entire suite of Roissues, the AER has decided to
explain the RoLR guidelines, RoLR Statement of Aggh and RoLR plan in this
one document.

The draft notice is also designed to provide thé&AEposition on issues raised in
submissions to the ROLR issues papers releasdeldHR in November 2010.

1.4 Structure of RoLR draft notice
The RoLR draft notice is structured as follows:

= Chapter 2 sets out registration and appointmest®ss which are covered in both
the draft ROLR guidelines and the draft statemémpproach. It also responds to
submissions received in response to the AER’s tragjisn and appointments
issues paper.

= Chapter 3 sets out ROLR cost recovery issues, wdreltovered in both the draft
ROLR guidelines and the draft statement of appro&&iso responds to
submissions received in response to the AER’s Rodd® recovery issues paper.

= Chapter 4 sets out the RoOLR plan and respondstessreceived in response to
the ROLR plan issues paper.




2 ROLR registration and appointment

This chapter discusses matters covered in botRtidR guidelines and the RoLR
statement of approach.

In respect of the RoLR guidelines, this chaptelioes the AER’s draft decision on
the form and information to be included in RoLRistgr Expressions of Interest
(ROLR register Eols). It also specifies the circtamses when more than one
designated RoLR may be appointed and how theybwillllocated to customers.
These decisions form the registration and appointrmentent of the RoLR guidelines
and are being consulted on in accordance withageirements of Part 6 of the Retall
Law.

In respect of the ROLR statement of approach,dhapter outlines the AER’s
intended approach on other issues important tRtidR scheme registration and
appointment framework (RoLR R&A framework) includin

= standing instructions to AEMO for default RoLR tais and for backup RoLR
failures

= when the AER will call for expressions of interest

= the AER’s registration process, including reviewsagistrations
= the designation process, including timing aspeats a

= the exercise of contingency event powers.

The AER considers that outlining its position oagé issues in a draft statement of
approach will assist retailers to understand theRRiegistration and appointment
process.

2.1 Submissions received on the ROLR registration and
appointment issues paper

In November 2010, the AER released a RoLR registra&nd appointments issues
paper (RoLR appointment issues papdn) developing its draft decision on the
RoOLR guidelines and in preparing the draft RoLRestent of approach, the AER has
considered the views expressed in the submissemesvied on the ROLR appointment
issues paper.

The AER received submissions from the followingtigst

= ActewAGL
= AEMO

= AGL

AER, RoLR appointments issues papgéovember 2010,
http://www.aer.gov.au/content/index.phtml/itemIdl303.




= Citipower and Powercor (Citipower/Powercor)

= Envestra

= Ergon Energy

= ETSA Utilities (ETSA)

= Jemena

= Origin Energy

= SP Ausnet

= United Energy Distribution and Multinet Gas (UED/Muet).

The main issues raised were in relation to:

the objectives of a ROLR scheme

= the AER’s general approach to the registration éawork

= default ROLR registration arrangements

= additional RoLR registration arrangements

» backup RoLR arrangements (where a default RoLR)fail
= the AER’s general approach to the designation fraonie

= multiple RoLR appointments and

= the grouping of customers for designation.

2.2 Registration and appointment issues

2.2.1 Objectives of the ROLR scheme

The AER considers it important to set out the dibjes it will use to develop its
RoLR R&A framework Therefore, in the ROLR appointments issues paperAER
proposed a list of objectives to guide the RoLRstegtion and appointment process
and sought comment. The AER has taken the Natematgy Retail Objective (retail
objective) as a starting point in specifying thebgectives’

AGL supported the objective of ensuring the continaf wholesale market
payments between industry participants so thaptiveer stays on for consumers. The
AER has retained this as a primary objective ofRb&R scheme.

The National Energy Retail Objective is set ous.i 13 of the National Energy Retail Law. It state
the objective of the law is to promote the effid¢igrvestment in, and efficient operation and use of
energy services for the long term interests of nor@'s of energy with respect to price, quality,
safety, reliability and security of supply of engrg




UED/Multinet proposed as a further primary objeetiie maintenance of the
integrity and confidence in the whole market in@R event. In its ROLR
appointment issues paper, the AER listed the nraamee of the integrity of
wholesale markets, the continuity of payment teeo#mergy market participants and
protection of customers’ interests as primary dipjes. The AER considers these
objectives already adequately capture UED/Multmptoposal.

Further, UED/Multinet proposed as a primary objectn approach that allows a
simple RoLR process to be implemented quickly bypaities, including simple,
effective communication with customers. The AEReagrwith UED/Multinet that
any RoLR scheme developed should be able to bengsteried quickly and simply.
However, the AER does not believe it is necessaligt this principle as a primary
objective as it is already captured by the refezdndhe protection of customers’
interests in the scheme objectives.

Draft RoL R statement of approach

As proposed in section 3 of the draft ROLR stataméapproach the AER considers
the primary objectives for the national ROLR schereto ensure:

\"ZJ

= that customers maintain continuity of supply ia #vent of retailer failure

= that customers’ interests are protected with resjoeprice (i.e. through competitior
in the ROLR appointment process) and other terrdscanditions

—

= the integrity of wholesale market arrangemenés fiayments between retailers and
generators/upstream suppliers)

= the continuity of payments to suppliers of trarssiun/distribution services and
other ancillary energy service providers and

= that ROLRs have an opportunity to recover reasienaists.

2.2.2 General approach to the registration framework

The AER must consider the RoLR criteria under &(@Rin respect of registering
and appointing default RoLRs and s.126(2) in reisperegistering additional

RoLRs. This section of the notice considers theegdrapproach to the registration of
RoLRs. The following section focuses on default Rakgistration and appointment
and then section 2.2.4 focuses on additional Radistration.

Under s. 135(5)(a), the AER may specify in RoLRdglines the information to be
included in a RoLR register Eol. However, the AiSRot required to register a
retailer as a ROLR even if it meets the ROLR diatdrSection 127 of the Retail Law
requires the AER to maintain and publish on its siteba register of ROLRS.

¥ s.125(11), 126(9) National Energy Retail Law.




RoOLR criteria

In its November 2010 RoLR appointment issues paperAER sought comment on
each of the RoLR criterffa

= financial resources

= organisation and technical capacity

= suitability

= any other relevant matters specified in the entagsg

= other matters considered relevant in the circuntgtsn
Financial resources

AGL, Citipower/Powercor, Envestra, and Origin Enead identified financial
resources as the key RoLR criterion. The AER agttesisthis criterion is critical.
RoLRs will need to be able to immediately meet nesnents for increased wholesale
market prudentials as a result of customer acauisitf retailers don’t have sufficient
resources then cascading retailer failures magvio#ioon after the initial ROLR

event. AEMO considered that the AER should havanetp the ability of retailers to
procure bank guarantees at short notice when asgeke financial resources
criterion. The AER agrees and will require inforroaton the ability to procure
additional bank guarantees when a retailer appié® a RoOLR.

Jemena also considered the AER should take acobtwotv close the retailer is to
existing credit limits in respect of distributorligations. The AER agrees that it
should require information as to the status of itdedits with distributors and the on-
going ability to maintain these limits.

The AER has included a full list of the informatidnvill require from applicants in
relation to this criterion in its draft ROLR guides.

Organisational & technical capacity

SP Ausnet emphasised the importance of RoLRs haketechnical capacity to
undertake RoOLR responsibilities. The AER agreésiinportant that RoLRs have the
technical capacity to deal with matters such agptbeision of data sets and proposes
seeking information on this capability when retailapply. For example, the
Jackgreen RoLR event demonstrated the need fondmsss to have capabilities to
deal with data issues which inevitably arise attiime of ROLR events.

The AER has included a full list of the informatibnvill require from applicants in
relation to this criterion in its draft ROLR guidets.

Suitability

4 5.123(1) National Energy Retail Law.




UED/Multinet considered that where there is no aexd wholesale gas market or
Short Term Trading Market (STTM), the AER’s defigiariterion should be whether
the retailer has the appropriate contractual agaremts to supply any transferred
customers as opposed to using/relying on the AERétions in the Retail Law. The
AER agrees that it would be ideal that any defRolLR for these gas networks be
able to demonstrate it has contractual arrangenieméke on the transferred
customers. Further, the AER will not register addial RoLRs against networks if
they do not have contracts in place to ship gas.

The AER has included a full list of the informatibnvill require from applicants in
relation to this criterion in its draft ROLR guidets.

Other matters relevant in the circumstances

As an extension of the financial resources critertbe AER believes that it should
consider in relation to large retailer failures L IRoarrangements which lessen the risk
of cascading retailer failures. This can be aclddwesharing the distribution of
connection points / gas distribution systems atithe of a ROLR event between a
number of registered ROLRs (as discussed at se2tih8 below). Having regard to
the ‘worst case scenario’ of a large retailer f&juhe AER will consider the need to
appoint different retailers as default RoLRs fdfedent areas, because a spread of
different default RoLRs would be better able toabghose customers without

failing themselves.

Other mattersthe AER will haveregard to when registering RoL Rs

The Retail Law allows retailers to propose any o when expressing an interest
to be a registered RoLR and allows retailers toesginterest at any time to be a
RoLR> However, as the AER noted in its ROLR appointnissiies paper, a retailer

is not automatically entitled to registration aR@.R even though it satisfies or
appears to satisfy the RoLR critefi@he AER may choose not to register a retailer to
be a default/additional RoLR even if it satisfiee RoOLR criteria. This will enable the
AER to:

= [imit the nature of conditions which are allowedd® attached to a ROLR register
Eol

= [imit the timing of when ROLR register Eols cansmitted and
= impose some limits on the grouping of connectiom{sdfor ROLR registration.

The AER believes this is required to meet RoOLR sthebjectives and promote a
streamlined practical scheme. The AER considefsrdift types of conditions in the
following sections dealing with default RoLRs arttldional RoOLRs separately.

ROLR register

5 ss.124(2), 124(5) National Energy Retail Law.
6 ss.126(9), 125(11) National Energy Retail Law.




Section 127 of the Retail Law requires the AER tntain and publish a register of
RoLRs on its website. The register of ROLRs mueluigke particulars of the ROLRs
registered, and must indicate whether the retalezgistered as a default ROLR or as
an additional RoLR.

In the ROLR appointment issues paper, the AER astaddaholders to identify any
problems that may occur with the full disclosureegistration conditions. Further,
the AER asked retailers whether the disclosurafofimation may influence a
retailer’s decision to seek additional ROLR registm.

Envestra and UED/Multinet supported the publicabbregistration information. In
particular, Envestra considered that full publicatof registration data will assist
market participants flag potential issues that lewdse as a result of a particular
condition.

In contrast, Origin Energy argued that not all RaeRns and conditions should be
disclosed on the RoOLR register. They stated thatra or condition, such as
prudential limits, is of a commercial nature argdgtiblication may discourage RoLR
participation.

The AER does not want the ROLR register to expetalers to any unnecessary
commercial risk. Therefore, to prevent this froncucing, only the term or condition
heading will be included in the ROLR register. Timay include ‘customer numbers’
or ‘customer load’ but not detailed customer speisuch as the exact amount of
customers a retailer is prepared to be designdbd. AER notes that a term or
condition can only be attached to the registratiba RoLR if the AER accepits it,
having considered the RoLR criteria.

Draft decision on RoL R guidelines

As proposed at Appendix A of the draft RoLR guide§, the AER has specified the
information to be included in a ROLR register Embdemonstrate a retailer meets the
following ROLR criteria:

Financial Resources-the information the AER proposes requiring undiés t
criterion includes information as to the abilitygmcure additional bank guarantees at
the time of event and information as to the meetihdistributor network payment
and market payment obligations.

Organisational and technical capacity

Suitability—the information the AER proposes requiring undes thiterion includes
information as to the ability to take on gas custmrbased on contractual
arrangements with pipeline operators.

Draft RoL R statement of approach

As proposed at section3 of the draft RoLR stateroeapproach the AER has
specified its proposed approach to:




= calling for expressions of interest to be a regest ROLR
= registering RoLRs in accordance with the RoLRecidt

= reviewing ROLR registrations

= publication of ROLR register information and

= backup RoLR arrangements for default RoLR failures

2.2.3 Default ROLR registration arrangements

Subsection 125(2) of the Retail Law requires thaté must be only one default gas
ROLR registered to each distribution system anddafault ROLR for each electricity
connection point. For electricity there are optitmgroup connection points for the
purpose of registering default RoLRs (and addifiGt@Rs). For example,
connection points and attendant national metedegtifiers (NMIs) could be
grouped by transmission node identifiers (TNIsgalaetail areas, National
Electricity Market (NEM) jurisdictions or postcoddsaving registered a default
ROLR under s.125(9) of the Retail Law, the AER rtfagn terminate the registration
of a default ROLR at any time.

In its ROLR appointment issues paper the AER soagiitment on:

= whether current jurisdictional RoLRs should be s&gyied as default ROLRs
initially

= the preferred registration basis for default Rodtelectricity (i.e. should it be
by TNI, local retail area, NEM jurisdiction or postle)

= whether a three year review period for default Roegistrations was appropriate
and

= what circumstances or events should require the fk&Rview or terminate a
default RoLR registration.

Initial default ROLRs

UED/Multinet, Ergon Energy and Origin Energy sugpdrexisting jurisdictional
RoLRs being appointed as initial default RoLRsdqreriod of time. UED/Multinet
noted an example of where there was presently ndRppointed in South
Gippsland, Victoria. ETSA’s submission highlightibat it does not want to be
appointed the jurisdictional ROLR in South Austakoting that at the moment it
contracts out its ROLR role to a large retailer.

The AER notes that default ROLR arrangements kedylto be a matter for
jurisdictions to consider within their transitiormrangements. However, it is likely
that the AER will have to make some default appuoentts prior to the National
Energy Customer Framework commencing, in partiowtaere there is no existing
default ROLR or where a distributor is the ROLReTAER will consider what (if any)

10



further default ROLR arrangements are required aragesitional arrangements have
been finalised.

Preferred grouping of electricity connection poifas registration

Ergon Energy and ETSA supported default ROLRs besggstered to local retailer
areas. Ergon Energy considered this would be etsieanage from an operational
point of view whilst ETSA considered if default RR& were appointed based on
TNIs this would increase the costs and complexi#aviO stated that TNI and local
retailer areas were workable registration meth@$® on its current systems and
added that any other methods would require cogtliesn changes for AEMO and
also likely for participants. Origin Energy did reatpport a single default RoLR for a
jurisdiction.

The AER notes that in the short term it is likélgtt existing retailers carrying out the
ROLR role will become the default RoLRs within thgirisdictions. This may mean
that some default ROLRs cover a whole jurisdicfiimn example, potentially AGL in
South Australia for electricity) or cover localager areas (e.g. NSW, Victoria).

As competition develops further in energy markegtgilers’ customer bases are
becoming less centred on traditional local arels. AER considers that for default
ROLR registration, the grouping of connection psiby TNI, local retailer area or
even NEM jurisdiction should be considered. Whekinmregistration decisions, the
AER will give regard to default ROLR arrangementsich ensure the integrity of the
wholesale market. Default ROLR arrangements shieslskn the risk of cascading
retailer failures by, to the extent possible, sigudonnection points between a
number of default RoLRs. This approach will assdimit the exposure of retailers
to immediate increased wholesale market prudergglirements and increase the
likelihood that the default RoLR will have sufficiefinancial resources at the time of
a RoLR event. Therefore, the AER will consider WieetTNIs (which consist of less
connection points than local retailer areas or NEN&dictions) provide a better
means of sharing load should a large retailer fail.

Treatment of conditions for default RoLRs

As noted in the November 2010 RoLR appointmentseispaper, while all retailers
applying for registration may express interestemly a RoLR subject to conditions
under s. 124(4) of the Retail Law, the AER consdhat it is not feasible for default
RoOLRs to propose conditions other than in relatma cost recovery scheme. This is
because default RoLRs will need to be able to aeqny number (or class) of
customers for where they are registered. This ambrcs necessary to meet the RoLR
scheme objective of ensuring that customers mait@antinuity of supply by
ensuring that there always exists one retaileranesiple for all customers should a
RoLR event occur. However, the AER does considardiefault RoLRs should not
be prohibited from proposing conditions relatingtst recovery. This may include
default ROLRs proposing not to recover ROLR eveststo attain a competitive
advantage over additional RoLRs.

Periodic review of default ROLR registrations

11



Origin Energy considered that default ROLR regtsires should be reviewed at a
minimum every three years whilst ETSA stated thahould be every three to five
years to minimise costs. UED/Multinet considersadé&fRoLR registrations should
be an evergreen appointment subject to certainteven

The AER will review default ROLR arrangements eviemge years. Three years
strikes a balance between allowing for default R@ltRngements to be reconsidered
holistically from time to time and allowing retaiteto express interest in being a
default RoLR, with, broader operational/administ@tonsiderations. The
operational costs of retailers, distributors andvKEare likely to be less if default
RoLRs are fixed for a period of time. The AER ahsxes that reviewing default

RoLR arrangements will create an administrativelbaron the AER / AEMO and

any parties considered for registration and befidhat this burden would be too great
if arrangements were reviewed on a more regulasbas

Ad-hoc expressions of interest

The AER prefers that there not be ROLR registesEobe a default ROLR submitted
outside the three yearly reviews. This is becadisleeooperational and administrative
considerations discussed above. However, the AE&SIibat following an event in
the market it may call for RoOLR register Eols.

Ad-hoc review of default ROLR arrangements

Submissions by Origin Energy, UED/Multinet and Estva noted the following
events may require a review of default ROLR arramgas:

*= mergers, changes in market share, change in bgsiniestation
= jssues with payments to distributors

= significant complaints/compliance issues and

= market system changes.

The AER agrees it may review the RoLR arrangemiefitaving these events as
there may be a material change to a retailer omwket affecting the ability of
retailer(s) to act as default RoLRs. The AER witimitor the occurrence of these
events.

Draft decision on RoL R guidelines

As proposed at Appendix A of the draft RoLR guide$ the AER has set out a forn
for ROLR register Eol to be a default ROLR.

=

Draft RoL R statement of approach

As proposed at section 3.3 of the draft ROLR statd&rf approach the AER has set
out:
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* ROLR criteria requirements—For default ROLRs tHeERAproposes not accepting
any conditions attached to RoOLR register Eolsrutlthe number of customers or
customer load to be transferred at the time of BRRevent.

= Periodic review and ad-hoc reviews of default ReERThe AER proposes
reviewing default ROLR arrangements every threesyéche AER will review defaul
RoLR arrangements outside the three year revielngewherever the AER
identifies there has been a material change ttadeeor the market affecting a
retailer(s) ability to act as a default ROLR.

= Expressions of interest for default ROLRs—The AgiBposes calling for ROLR
register Eols 6 months before the end of each ywaeperiod, or in shorter time
frames should, for example, a default ROLR exiésrttarket suddenly.

As proposed at s 3.5 of the draft RoLR statemeappfoach the AER has set out:

= Preferred grouping of electricity connection psifdr registration—After

transitional arrangements, the AER may choosedister default ROLRs against
TNI, Local retailer area or NEM jurisdiction (fefectricity) having had regard to any
ROLR register Eols, the RoLR criteria and the RadReme objectives.

2.2.4 Additional RoLR framework

Under s. 126 of the Retail Law, the AER may registee or more retailers as an
additional RoLR for a connection point (in eledtyg or a distribution system (in
gas). The AER may also impose conditions on tleglegls registration as an
additional RoLR with the retailer’s consent.

In the November 2010 RoLR appointments issues p#peAER proposed two
categories of additional ROLR registration—a firffeo category and non-firm offer
category. It proposed standard terms and conditmbg attached to an additional
RoLR with firm offer registration. It also proposptkeferred geographic areas for
registration and potential registration review agaments. This section recaps on
these issues, summarises stakeholder views arndesuthe AER’s proposed
approach on these arrangements.

Categories and timeframes of additional ROLRs

The AER set out in the issues paper two potendgitdgories—additional RoLR with
firm offer and additional RoLR with non-firm offer.

The additional RoLR with firm offer category commd retailer to being a designated
RoOLR, if required by the AER. The additional RoLRwfirm offer will be able to
impose conditions upon its appointment of desigh&eLRs, including establishing
the number and class of customers it is preparéakoon. Registration as an
additional RoLR with firm offer will be valid fotree months. At the end of the three
months, the AER will ask the retailer to confirmetther there have been any material
changes to the information provided in the busin@s&R register Eol.

The additional RoLR with non-firm offer categoryades retailers to register their
interest to act as a designated RoLR. The additRaBR with non-firm offer will
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not be appointed by the AER unless they indicate thterest to the AER at the time
of the ROLR event. Registration as an additiondlRaith non-firm offer will be
valid for two years. At the end of this period, thER will review the registration of
the retailer as an additional RoLR with non-firnfieof

Origin Energy supported the two categories of aolodl ROLR registration proposed
by the AER. It suggested any further categoriekmist likely be variations on the
two broad categories already identified. The AER dhecided to include in the draft
RoLR guidelines the two forms of additional RoLKjistration outlined in the issues
paper, a firm offer category and non-firm offereggiry. The AER considers by
providing for these two categories of additionalLRaegistration, the likelihood of
non-default RoOLRs acting as a designated RoLRasased. This may potentially
achieve consumer benefits, such as no RoLR casveeg, while not compromising
customers’ supply in a RoLR event.

Areas of registration

Under s. 126 (1) of the Retail Law, the AER mayistsy additional RoLRs for each
connection point in electricity and for each disiition system in gas.

In the ROLR appointment issues paper, the AER megpalifferent ways retailers
may register as additional RoLRs for electricityigection points, including by NEM
jurisdiction, TNI or local retailer area. The AERggests by registering retailers per
NEM jurisdiction, retailers will have a greater alea of acting as the designated
RoOLR for a ROLR event. Registration by jurisdictialso provides the AER with the
flexibility to decide how it may designate multifRoLRs to different TNIs during a
RoOLR event.

Origin Energy argued that while registration on Ilasis of TNI may provide
flexibility, it may also increase complexity withthe RoLR scheme. Origin Energy
considered if the AER consults on TNI registratib® scope must include its
implications for event management costs.

The AER agrees that registering additional RoLR$herbasis of TNI will create
complexity and limit the ability of retailers toteas the designated RoLR. The AER is
therefore proposing that additional ROLRs in eleitr register on the basis of
jurisdiction. Gas retailers will register as an iiddal RoLR on the basis of a gas
distribution systen.

Terms and conditions

Under s. 124(4) of the Retail Law, retailers magpmrse conditions under which they
are prepared to be appointed when they apply fuRRegistration. The AER may
also imrfgose conditions on the registration of aditawhal ROLR with the retailer’s
consent.

The Retail Law allows a retailer to propose comwdisi on the number or class of
customers it accepts as a designated RoLR. Fuitlesrables a retailer to propose

7
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s.126(1) National Energy Retail Law.
s.126(7) National Energy Retail Law.

14



variations to its RoLR cost recovery scheme. FangXe, the retailer may propose to
waive ROLR event costs altogether.

The issues paper proposed other conditions fottiaddl RoLRs, including

prudential limits and market price. Under the ctindiof prudential limits, the

retailer may agree to take on a certain numbeustiotners on the basis it will not
cause the retailer to exceed its credit limits. fRarket price, retailers may specify the
wholesale energy market conditions under which theyld be prepared to be
designated as an additional RoLR. By providing doisdition, the potential for
cascading failure may be reduced.

Envestra and Origin Energy generally supportedMBR’s approach to establishing
RoOLR terms and conditions. In particular, Envestyeeed with the AER providing
for additional RoLR terms and conditions which nhiayit or mitigate the risk of
cascading failure.

Origin Energy considered the terms and conditidredditional RoLRs should be

streamlined at an early stage. Origin Energy naéallers will be able to propose
additional terms and conditions, but will do somisgnt this may lead to them not
being appointed as the RoLR.

The AER proposes to enable retailers applying doliteonal ROLR registration to
establish certain prudential or wholesale pricetinHowever, the AER considers
these conditions are only appropriate to retaseeking to register as an additional
RoLR with firm offer. Additional RoLRs with non+fin offers have the ability to
assess their prudentials or wholesale market dondibefore expressing interest to
be the designated RoLR for a RoOLR event.

The AER, however, agrees with Origin Energy thattdrms and conditions for
additional RoLR registration should be streamlinBaerefore, while the AER will
enable prudential or wholesale price limits to beppsed by additional RoLRs in the
firm offer category, they will not constitute thee'se’ terms and conditions set out in
the ROLR register Eol documentation.

The AER is proposing six terms and conditions tanckided in the ROLR register
Eol documentation (which can then be supplememteshable prudential or
wholesale price limits), including:

= Jurisdiction/ Distribution system—Electricity rd&is will be able to identify
which jurisdiction/s they are prepared to servéhasdesignated RoLR. Gas
retailers will able to nominate the distributiorssym/s for which they are
prepared to act as the designated RoLR.

= Customer numbers—Retailers may identify the nunobeustomers they are
prepared to serve as the designated RoLR.

= Customer class—Electricity retailers may identifiyather they are prepared to
serve large or small customers as the designateR Roesignated RoLRs in gas
will be required to take on all customer classeg;esonly one registered RoOLR
may be appointed as the designated RoLR for aigagdtion system under the
Retail Law.
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= Customer load—Retailers may nominate the custooz&f they are prepared to
take on as the designated RoLR.

= Cost recovery variation—Retailers may nominate liosy intend to vary their
ROLR cost recovery scheme, such as waiving RoLRtex@sts.

= No consultation before appointment (for additioRalLRs with firm offers)—
Retailers agree to be appointed as a RoLR withmitifeing consulted by the
AER.

These categories limit the exposure of additioatditers during a RoLR event,
particularly additional RoLRs with firm offers. Thalso establish a streamlined
framework which provides enough information ancifidity to the AER to assign
customers to additional RoLRs.

In relation to customer class, the AER acknowledfege are differences between
electricity jurisdictional consumption thresholdglahe thresholds proposed in the
National Energy Retail Regulations. For electridigMO’s systems currently reflect
consumption thresholds based on jurisdictional ohegry thresholds. This may
produce a disconnect between the NECF classificatiemall/large customers and
the classifications able to be used by AEMO forghgpose of RoLR transfers if
different classification levels of small and lagaply. The AER will need to consider
whether usage of NMI classifications (only presgygtem available) of small/large
customers will create any issues with the proteatibsmall/large customers under
the broader RoLR framework.

Expressions of interest

The AER is proposing to seek and consider RoLRstegEols to be an additional
RoOLR every 12 months. The AER considers the 12 momneérval provides a balance
between encouraging new retailers to register asldiional ROLR and maintaining
an efficient and streamlined RoLR administrativaariework. The AER prefers that
retailers do not apply to be an additional RoLRsalé this period.

Periodic review of additional RoLR arrangements

The issues paper proposed that the AER will redlewegistration of additional
RoLR with firm offers every 3 months and for an gidthal ROLR with non-firm
offer every 2 years.

Origin Energy agreed with the AER that the regtsiraof an additional RoLR with
firm offer should be for a limited period. Origimgrgy noted that experience over
time will assist the AER and industry in determgnihe appropriate interval.

The AER agrees with Origin Energy that over time AER may need to reassess the
interval within which additional ROLR registratiomreviewed. However as a starting
point, the AER is continuing to propose that itiesvs the registration of additional
RoLRs with firm offers every three months and fddiéional RoLRs with non-firm
offer, every two years.

Ad hoc review of additional RoLR arrangements
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The AER noted in the issues paper that it woulderg\the registration of a default
RoOLR, if there were material changes to the ratalewever, it did not comment on
whether the AER would undertake ad hoc reviewdddfteonal ROLRS.

The AER considers it is appropriate to undertakaghoc review of an additional
ROLR if it appears they no longer satisfy the RatrReria. Similar to ad hoc review
arrangements for default RoLRs and backup RoLRsA#ER would consider
reviewing the registration of an additional RoLRt ifiad systemic breaches or a call
notice/margin call issued against it.

Draft decision on RoL R guidelines
As proposed at Appendix B of the draft ROLR guides:

» Categories—the AER proposes two forms of additi®w.R registration in the
additional RoLR Eol being a firm offer category amah-firm offer category.

» Terms and conditions—the AER proposes six stan@ands and conditions,
including jurisdiction, customer numbers, custorlass, customer load, cost
recovery variation and for firm offers only, a caiwh whereby retailers agree to
appointment without being consulted. Other termsomditions may also be proposed
by the AER or retailer.

Draft RoL R statement of approach
As proposed at section 3.4 of the draft ROLR staterof approach:

= Expressions of interest—the AER proposes to sedlcansider Eols to be an
additional RoLR every 12 months.

= Periodic review of additional RoLR registration-etAER proposes to review the
registration of additional RoLRs (with firm offereyery three months and for
additional RoLRs (with non-firm offer) every two ases.

= Ad hoc review of additional ROLR registration—tAER proposes to undertake an
ad hoc review of an additional RoLR if it appedrsyt no longer satisfy the RoLR
criteria.

As proposed at section 3.5 of the draft ROLR stat&rof approach:

= Area of registration—the AER proposes that add@ldrRoLRs in electricity registel
on the basis of jurisdiction. Gas retailers seekmgegister as an additional RoLR
must register on the basis of gas distributionesyst

2.2.5 Backup RoLR arrangements

For the RoLR scheme to deal with the failure of eetgiler it must provide for ROLR
arrangements which encompass a default ROLR féifg. The Retail Law does not
make specific provision for default RoLR failuresher than noting that the AER
may make provision for default ROLR failures ast jdiits ROLR guidelines.
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In the ROLR appointments issues paper the AER nibedthe Victorian
arrangements could be used as a template, but\atdaged that other jurisdictions
might require different arrangements.

Envestra supported the AER’s proposal to develagdgaarrangements for other
jurisdictions using Victoria’s arrangements asragkate, while allowing for any
differences in jurisdictional needs. UED/Multinepgported the concept of allocating
customers (on the basis of TNI) to two RoLRs féwcal retailer area, should a local
retailer fail. For gas, the businesses supporte@gpointment of the other local
retailers as the designated RoLRs in the eventiadal retailer failure. The AER
agrees with these submissions noting they refltecturrent Victorian approach. This
approach is to transfer customers to, and in tee o&electricity to split customers
between, remaining large retailers in the caseetdudt ROLR failures. This approach
uses grouping mechanisms supported by AEMO/digtriitaystems—TNIs for
electricity and distribution systems for gas.

UED/Multinet noted that if one of the three Victamiincumbents failed (AGL, Origin
Energy, or TRUenergy) that this would be a sigafficfailure across electricity and
gas which may require government intervention. Tingted also that these
incumbents may have significant obligations intest

Origin Energy considered the AER should enhancedhent Victorian approach by
allowing additional RoLRs with firm offers to pasippate when default RoLRs falil.
Where the AER has time to consider additional Rofffiers before a RoOLR event, it
will consider splitting affected customers betweelditional RoLRs and default
RoLRs if it considers this is appropriate havingsidered the designation criteria. It
may for example appoint an additional RoLR to kedbsignated RoLR if it
considers this will lessen the possibility of caling retailer failures by reducing the
amount of customers designated to remaining deRullRs.

Further, the AER agrees with Origin Energy’s comtaehat it should consider firm
additional RoLR offers for inclusion in standingiructions to AEMO as a backup to
RoLR arrangements. The AER will finalise initiahsting instructions to AEMO
once registered default RoLRs and additional RoffBr® are known.

Under backup RoLR arrangements the AER may neagdgoint registered RoLRs to
be the designated RoLR for connection points theyat registered againstn fact,
this is the only practical way backup RoLR arrangeta could work at the time of a
RoOLR event given only one default ROLR can be tegesl against each connection
point. For example, if default ROLR X is registei@sla RoLR for one area of
customers; the AER will need to appoint defaultiadidal RoLRs to be the
designated RoLRs from other areas should retailéseff fail. Accordingly, the AER
will need to consider whether a ROLR registeredna jurisdiction is a suitable
retailer to retail energy to customers in anothéasgiction.

The AER notes that following recent retailer acdiges the initial default ROLRs
across many jurisdictions are likely to be TRUegeAGL and Origin Energy.

® s.132(2) of the National Energy Retail Law alotlie AER to do this.
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Therefore, backup arrangements for a failure cdaltbree retailers would potentially
involve the redistribution of millions of customers

Grouping of connection points for backup RoLR agaments

As highlighted above, submissions supported smdjttip customers under backup
RoLR arrangements on the basis of TNI for eledtriand distribution systems for
gas. In jurisdictions where it is viable, the AERIseek to split customers on this
basis.

The AER’s approach to providing for backup RoLR# b to group default ROLR
customer connection points for that default RoL&aaronsistent with the RoLR
scheme aims and objectives, notably maintainingritegrity of wholesale markets
and the continuity of payments at the time of a R@vent. For this purpose, the
AER will likely use the smallest of these groupwfgconnection points, TNIs, to
mitigate the risk of cascading RoLR failures. ThHeRAwill attempt to split customers
among remaining registered RoLRs.

However, the AER notes that South Australia hag onk local retailer with almost
all connection points grouped to one TNI. In tmstance, the AER could appoint one
retailer to be the designated RoLR. However, dejpgnoh the volatility of the

market, the appointment of one retailer may gige to cascading failures.

Therefore, if a TNI or distribution system approaskleemed not appropriate by the
AER, AEMO and the state or territory; an alternatappointment approach will need
to be determined between the AER, AEMO and thegliction.

Review of backup RoLR arrangements

The AER proposes to review standing instruction8EdMO for backup RoLR
arrangements every three years at the same tieéiws default ROLR
arrangements. This process will take account of adaitional ROLR offers but also
changes in default ROLR customer bases over time.

Ad hoc reviews of backup RoLR arrangements wiltriggered by events which also
trigger default ROLR reviews.

Broader policy issues

It is likely that the provisions in the Retail Lanay be insufficient to prevent
cascading failures should a default RoLR fail ie #iosence of other market
intervention. Under the Retail Law, all affectedmmers are required to be
transferred to another retailer once a RoOLR eveotis regardless of prices in the
market. The AER encourages policy makers to furtbesider other emergency
measures which may be used at the time of a RoleRtéw prevent cascading
failures.

Draft RoL R statement of approach

As proposed at section 3.7 of the AER’s draft Rat&ement of approach, the AER
sets out the following:
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= Periodic review and ad-hoc review of backup RokRragements—The AER

proposes to review standing instructions to AEM©Oackup RoLR arrangements
every three years at the same time it reviews didRl R arrangements. The AER
proposes to conduct ad hoc reviews of backup Rat&hgements when triggered by
events which also trigger default ROLR reviewsi{@n event affects a backup RoLR
e.g. it fails).

= Preferred grouping of connection points—The AEBpoises that standing
instructions provide for the AER to designate costos to backup RoLRs on the
basis of:

- TNI (for electricity)
- distribution systems (for gas)

- if a TNI or distribution system approach is calesed inappropriate by the AER,
AEMO and jurisdiction, an approach determined betwthe AER, AEMO and
jurisdiction.

2.2.6 General approach to the designation framework

If a registered ROLR goes on to be appointed ascaral ROLR for an event, the
retailer is called a designhated RoLR. The AER atersi it important to define its
general approach to the appointment of designatédRR and the application of the
designation criteria under Part 6, Division 4 of Retail Law.

The issues paper proposed an approach to appointineesignated RoLRs by
reference to whether the AER had little noticeq#san a few hours notice), short
notice (up to 48 hours notice) or longer noticewhich to be able to advise AEMO of
designated RoLRs under s. 132 of the Retail Lave. ABR asked stakeholders what
weight it should put on the prescribed designatigteria and what other criteria the
AER should have regard to (if any). The AER englige to what information
registered RoLRs could provide to confirm theirligpto meet prudential
requirements following the acquisition of customatrghe time of a RoLR event. It
also sought views on the information AEMO couldyide at the time of a ROLR
event and what other information could be sougimfthe failing retailer and
potential RoLRs (and in what time frames) if thesas longer notice of a ROLR
event.

Effect of length of notice on designation decision

AEMO welcomed the AER’s approach that if therdtigel notice of a RoLR event
default RoLRs would be appointed as the desigriadRs ™ noting that this
addresses the requirement for immediate ROLR im@igation. The AER agrees it is
important to have “ready to go” default RoLR arramgnts. Therefore, the AER will
provide standing instructions to AEMO as to wharémsfer customers to should the
AER have little time to consider other ROLR arramgats before a RoLR event. For
situations where an AEMO suspension is the trijgea RoLR event, AEMO

105,132 National Energy Retail Law
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considered the AER would need to provide any imsivas (different to standing
instructions) by the time the retailer is requitedespond to the call notice in
electricity or the margin call in gas.

While the AER is able to notify AEMO of the desigeé ROLR anytime up until the
occurrence of the RoLR event, the AER recognisisgtitheframe may not give
AEMO adequate time to prepare its systems. Thexethe AER considers a balance
needs to be achieved between allowing AEMO to peepdequately for a ROLR
event and enabling the AER to make an informedsttmtiregarding which retailer(s)
should be the designated RoOLR(s). To achieve tiiesAER is proposing to use its
best endeavours to notify AEMO who the designateldd® are by the time the
retailers are due to respond to the call noticmargin call (or default notice in the
event a call notice or margin was not issued). deission has been reflected in the
draft RoLR plan. However, the AER will maintain ldigue with AEMO regarding
these timing arrangements to ensure the optimabout is achieved.

AGL queried whether the AER would ever have timentke a ROLR designation
decision and therefore whether there was much tgabeed from the complexity
introduced by the registration of additional RoLRke AER considers that even
where there is short notice e.g. 24 hours, if tlaeeea number of firm offers to be an
additional RoLR which are relevant to the RoLR dyére AER could provide notice
on how to designate customers to AEMO shortly leetbe RoLR event.

Origin Energy considered that 24 hours notice natybe enough time for a RoLR to
express interest in taking on customers at the ¢ih@&ROLR event and that 48 hours
to 72 hours would be preferable if there were logad in times. The AER considers
that there may be circumstances where more timiel dmuprovided to potential
RoLRs, for example where market prices are statdetlae business has sufficient
guarantees to meet wholesale settlement requirsmearthese circumstances, the
AER will endeavour to provide additional notice.

The AER considers that if it has less than a fewrfimotice of a RoLR event it will
rely on default ROLR arrangements advised to AEM@ugh standing instructions.
With more than a few hours notice of an event AB® will consider replacing
standing instructions with a written notice, atting account of AEMO information
as to the affected customers and any additionaRRokith firm offers who have
agreed to take on customers without further coasatt. If the AER has time, such
as more than 48 hours notice of a RoOLR event, 6B Aay call for expressions of
interest as to terms and conditions on which regest RoLRs (all additional and
default ROLRs) are willing to take on customerse BRER considers that if it does so,
registered RoLRs should be given at least 48 hoursspond to a request for offers if
time allows.

Information sought based on contingency event ppwer

The Retail Law provides for contingency event pasirer the AER to seek more
information from retailers where it thinks there aircumstances affecting that
retailer which might lead to a RoLR evéhiThe purpose of these provisions is to

1 s. 130 National Energy Retail Law.
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allow the AER and AEMO to potentially be informeeftre a ROLR event. The AER
may also provide the information to registered Rslt&Rassist them expressing
interest as to terms of conditions on which they\aitling to accept customers. The
AER has significant discretion in exercising thpsevers, including which parties are
informed about a potential ROLR event. A significeeason why the AER might not
exercise these powers is if the AER has conceatdlile exercise of these powers
(particularly informing distributors or retailens)ay bring forward a RoLR event by,
for example, hampering a trade sale process (seagdiion below).

The AER considers it important to provide guidaasdo when it will exercise
contingency event powers, and if it does so, whiarmation will be sought under
Division 3 of Part 6 of the Retail Law.

The AER expects that AEMO and retailers will, aguieed under s. 150 of the Retall
Law, inform the AER whenever they have reason tebe there might be a RoLR
event. This includes the reasonable belief of shmgtwhich may give rise to some
risk of a ROLR event. For example, the AER congdhis requires AEMO to inform
the AER anytime a margin call is issued in wholesalergy markets. Similarly, the
AER expects that retailers would inform them imnagely if they became aware of
events, such as court proceedings or catastropsiiers/plant failure, which may lead
to a RoLR event.

When exercising contingency event powers, the ABRcansider whether releasing
information as to a likely RoLR event may precluggportunities for a trade sale.
Therefore before the AER releases any informaticaROLR event, acquired under
Division 3 of the Retail Law or otherwise, it wdbnsult with the retailer as to any
relevant matters such as:

= whether the retailer is close to selling its custotmase and
= whether there is a real likelihood of an injectafrcash into the business.

The AER will generally attempt to provide the oppoity for a retailer to reach a
commercial solution. However, where the AER consdieat a ROLR event is likely
and it can release information in a way which iBkefy to increase the risk of a
ROLR event, it may release information for the msgs of ROLR event preparations.
The AER will need to strike a balance between isleaf bringing a RoLR event
forward and the benefits which could ensue froravaithg more time for parties to
prepare for a ROLR event. Some examples wheresiapanformation may be
unlikely to bring forward a RoLR event are if:

= aRoLR eventis caused by an application to be waym In this case, for a listed
company, a business may be required under the Gxiras Act to declare the
application such that the AER could make enquioie®ggistered RoLRs whether
they would like to take on the failed retailer’sstamers

= a RoLR eventinvolves a retailer effectively allogiitself to be suspended from
an energy market, or

= the AER intends to revoke a retailer’s authority.
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Some of these examples reflect past RoLR evénts.
Designation criteria

In its issues paper, the AER sought views on wbidhe designation criteria the
AER should give the most weight to. The desigmatinteria, listed in under s.
133(1) of the Retail Law, are:

= the ROLR criteria

= whether the registered ROLR has a cost recovemnsetand if so what costs are
recoverable pursuant to that scheme and the anoolikely amount of those
costs

= the imminence of the RoLR event, and
= any other matters the AER considers relevant ircttoeimstances.

Origin Energy considered that the ROLR criterialde&ly to be the most important
consideration. UED/Multinet also considered thatvehmarket prices are high the
RoOLR criteria should take precedence over othéergai such as RoLR event costs.
Both noted that the first goal should be maintajrtime integrity of the market by
selecting a RoLR who would not itself fail. The ABBrees with these
considerations.

In its issues paper, the AER listed event managematail competition and the
spreading of customers (to prevent cascading eeti@ilures) as other matters the
AER may consider relevant in making its designatienision in accordance with s.
133(1)(d) of the Retail Law. UED/Multinet noted thlae best solution might be one
which leads to the selection of the fewest RoLRgh& will make managing the
ROLR event easier. However, a number of submissiankiding UED/Multinet’s,
noted that for large retailer failures it may bgaortant to spread a failed retailer’s
customers over a number of ROLRs to spread theandiprevent cascading retailer
failures. AGL’s submission considered that the ppbon of competition should not
come at the expense of other overall ROLR scherjezies, notably continuity of

supply.

The AER agrees with submissions that the RoLR raiteill be the primary
consideration at the time of a ROLR event, parédyldetermining whether a retailer
has the financial resources to take on some af #fle affected customets.

However, where the AER considers that two regist®elLRs equally satisfy the
ROLR criteria it will be important to consider otlgesignation criteria including
whether one retailer has better RoLR cost recoterrgs’

For its designation decision, the AER considersithaill be important also to
consider®
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= any opportunities to simplify event management
= the need to spread customers over more retailgnet@nt cascading failures and

= the effects on competition when choosing betwegistered RoLRs considered
of similar merit against the designation criteria.

The AER notes that each of these further mattersdonsideration are directed at
achieving the overall ROLR scheme objectives dbedrat section 2.2.1. The degree
to which these matters can be considered in additi@ther designation criteria will
depend on the imminence of the evént.

Simplification of event management may result indedelays or errors with
customer information which is clearly in customenserests. However, for larger
retailer failures, the appointment of more desigdd&0oLRs may reduce the risk that
designated RoLRs themselves will in turn fail aettdr ensure the integrity of
market arrangements. It follows that for large itetdailures, event management
benefits from having one ROLR may be less importiaauh the risk associated with
cascading retailer failures if only one RoOLR isigrated.

Where registered RoLRs are willing to take on cors on equivalent terms under
the designation criteria (eg. similar ROLR cosorery terms), the AER may
consider changes in market structure followingahent. The AER may give
preference to appointing the retailer with a smallestomer base provided it has the
capacity to take on all the customers. In thesmuoistances, the AER considers that
retail competition may be better promoted by thalnretailer increasing its market
share.

Information about the failing retailer and infornia from potential ROLRs

In its issues paper, the AER sought stakeholdeibi@ek on the information AEMO
could provide to support the AER’s designation slieti before a RoLR event.

AEMO noted that it could provide the following imfoation about a failing retailer
which could support an AER designation decision:

= TNI, local retailer area or NEM jurisdiction levalistomer number and load
information for electricity

= jurisdictional and distribution system level gastaumer number and load data
and

= current and potential credit limits of potentiakgated RoLRs as well as
existing guarantees.

AEMO further noted that the AER would need to assks RoLR'’s ability to deliver
additional guarantees if necessary. The AER and @Bl progress the protocols
required to receive this information to aid wittsd@gation decisions at the time of a

15 5. 133(1)(d) National Energy Retail Law.
16 s.133(1)(c) National Energy Retail Law.
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ROLR event. If necessary, as AEMO suggests, the AlBR seek information as to a
RoLRs ability to deliver additional guarantees Ioefa ROLR event.

Draft RoL R statement of approach

As proposed at section 4.1 of the draft RoLR statd&rof approach the AER proposes
the following approach as to which registered Rolaitkbe considered for
designation:

= With less than a few hours notice of a ROLR evethie-AER proposes to rely on
standing instructions to AEMO reflecting defauléchup RoOLR arrangements.

= With more than a few hours notice of a RoLR evettite-AER may provide written
notice to AEMO to appoint additional RoLRs withnfiroffers who have agreed to b
appointed without further consultation.

(D

= With more than 48 hours notice of a ROLR event—ARBR may consult with and
seek expressions of interest from other registB@dRs (including those with non
firm offers) on terms and conditions on which tlaeg willing to take on customers.

As proposed at section 4.3 of the draft statemeapproach the AER will have
regard to the following information to assist with designation decision:

= With less than 48 hours notice—the AER will relyiaformation from AEMO
before and at the time of a ROLR event, to be gediin accordance with an
information protocol.

= With more than 48 hours notice—the AER may usdingancy event powers to
request information from retailers and registeredliRs. The AER may exercise its
discretion to inform registered RoLRs of a contimgeevent for the purposes of
RoOLR event preparations, where the AER considextsaliRoLR event is likely and
that it can release information in a way whichndikely to increase the risk of a
RoOLR event.

As proposed at section 4.4 of the draft RoOLR Stat&rof Approach the AER’s
approach to considering the designation will be:

* ROLR criteria—the AER will first have regard to ather a ROLR if designated is
likely to satisfy the RoOLR criteria. This will bae main consideration, along with any
RoOLR cost recovery scheme agreement, where stamditrgctions are relied on.

= Cost recovery schemes—the AER will give preferelcappointing registered
RoLRs whose offer can be identified as having logasts recoverable under a RoLR
cost recovery scheme.

= Other matters the AER considers relevant in thmuoistances—where time permits
the AER will also consider in making a designati@cision:

- opportunities to simplify event management

- preventing cascading retailer failures, and
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- changes to market share which support long temmpetition benefits.

2.2.7 Multiple RoLR appointments

Under s. 134 of the Retail Law the AER may appoiote than one designated RoLR
for a ROLR event if the AER is of the opinion tlitais appropriate to do so, having
regard to the size of, or other circumstances suding, the evenlt’. Under s. 135 of
the Retail Law, the AER must specify in guidelingg circumstances in which the
appointment of more than one designated RoLR folaR event may occur as well
as the manner of determining the allocation ofdésignated RoLRs to customé¥s.

In the November 2010 RoLR appointments issues p#apeAER sought information
on the matters it should consider in determining@tiver more than one designated
RoLR should be appointed.

Concerning small or large retailer failures (nofiadét ROLR failures), UED/Multinet
recommended that there be one designated RoLRqmrigty network area and per
gas distribution system. It considered that it wagortant to keep the allocation of
the RoLR simple and to maintain stability in therked Other distribution
businesses, SP Ausnet and Jemena, also consilatexppointing an excessive
number of additional RoLRs for a distribution systeould lead to inefficiencies in
the customer transfer process and confuse comntigmsavith customers.

The AER agrees that customer communication contmitamay increase as the
number of RoLRs designated increases. Some pdterisas for delays and errors in
communications between distributors, RoOLRs andocusts. However, the AER
notes that AEMQO’s electricity market systems suppoe grouping of customer data
for ROLR designation by TNI, local retail area gadsdiction and that AEMO has
indicated it is able to group data in any of thigsee ways before sending it to
distributors. The AER also considers that distidsishould have systems which are
capable of dealing with more than one retailerlpeal retailer area at the time of a
RoOLR event, consistent with their day to day operatin the electricity market.
Further, before registering retailers as RoLRs AB® will assess the organisational
and technical capacity of a retailer to handle aRevent.

In appointing retailers as a designated RoLRsAfBR must consider the designation
criteria under s. 133 of the Retail Law. Theseedidt provide the AER with discretion
to take account of matters it considers relevathéncircumstances.The AER set

out a list of other matters it may consider atisac®.2.6 which are relevant to the
appointment of multiple RoLRs. Accordingly, theatimstances where the AER
might appoint more than one registered RoLR aslésggnated RoLR include:

=  Where it appears the appointment of one RoLR may e cascading failure.

= Where the AER considers the appointment of a certdailer as the designated
ROLR for a certain area better satisfies the dedign criteria. For example,

17" 5.134(1) National Energy Retail Law.

18 5. 135(2)(a),(b) National Energy Retail Law.
s. 133 of the National Energy Retail Law
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having regard to RoLR cost recovery terms, the Akdy decide to appoint one
designated RoLR for one area, and a different desegl ROLR for a different
area.

=  Where the AER considers the appointment of multfRd&Rs will foster
competition in the retail market and thus derivadfgs for consumers.

In contrast, the AER is unlikely to appoint muléplesignated RoLRs if one
registered ROLR has terms and conditions supegiother registered RoLRs, e.g. no
RoOLR event cost recovery. Such an appointment wbeldonditional on the
registered RoLR satisfying the designation critéeracompassing financial
resources).

Draft decision on RoL R guidelines

Section.2 of the draft RoLR guidelines sets oatAlER’s approach to when it may
appoint multiple retailers as designated RoLRscooedance with standing
instructions to AEMO or in accordance with a wrttgotice to AEMO at the time of
a RoLR event.

2.2.8 Grouping of customers for the purpose of designation

Under s. 135(2)(b) of the Retail Law the AER mys#tafy in RoOLR guidelines the
manner of determining the allocation of the desigdd&RoLRs to particular customers
or classes of customers.

The AER explored designation (and registration)sfmities against electricity
connection points with AEMO through a series of timggs in 2010/2011 when
market data system capabilities were discussedioB8ek35(4) of the Retail Law
requires that the AER consult with AEMO on the mamof determining the
allocation of designated RoLRs. The grouping ofteleity connection points by
jurisdiction, local retail area or TNI were all midied as possible groupings. Using
these groupings, AEMO would be able to provide whkale market data and retail
market data (i.e. information on the load profikel @ustomer numbers) to RoLR
participants with a high level of accuracy, andaasonable time frames. Grouping by
postcode was considered, but it was apparenttibatdta would be less accurate,
with likely delays to customer transfer process@s.gas, AEMO informed that
wholesale and retail market data could only be iplex¥with a high level of accuracy
and in reasonable time frames based at a gashdisbm systems level.

In the issues paper, the AER sought comments ogrthaping of electricity
connection points for the purposes of registerimg) designating RoLRSOrigin
Energy considered that the appointment of defaoltA® on a TNI basis may be
more conducive to appointment of additional RoLRd @was not supportive of a
single default RoLR per jurisdiction.

The AER considers that designation decisions maydde on a TNI basis depending
on the circumstances of a ROLR event, for exaniptes appropriate to split
customers between a number of registered RoLRedbduard against cascading
retailer failures. However, the AER also considersther circumstances that
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designation in accordance with local retailer afeag. under default ROLR
arrangements) or by jurisdictions (e.g. one regest&ROLR can take on all customers)
may be appropriate. The AER'’s designation deciswilidoe made in consultation
with AEMO.°

Draft decision on RoL R guidelines

-

As proposed at section 3 of the draft ROLR guidsjrthe AER sets out its approac
to the allocation of designated RoLRs to particolastomers or classes of customers.
This is based on TNI, Local Retailer Area and NHEMisHiction (in the case of
electricity) and distribution system (in the casgas).

205, 135(4) National Energy Retail Law.
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3 ROLR cost recovery

3.1 Introduction

Under the Retail Law, a default or designated Rohd/ seek to recover the costs it
incurs in carrying out its obligations and funcsamder the RoLR scheme. The
Retail Law provides that a default or designatetlRmay submit an application for
a cost recovery scheme to the AER for determinatlotost recovery scheme allows
a designated ROLR to recover its reasonable costsred following a ROLR event,
and in the case of a default ROLR, in preparinggf®oLR event.

A cost recovery scheme also includes the mechamispgmbination of mechanisms,
by which a RoLR will recover its reasonable co$tsese could include upfront fees,
retail variations or payments to the RoLR by dsitors, who would then recover the
costs of the payments from their customers.

The Retail Law provides that the AER may in the Rajuidelines specify the form
and information to be included in an applicationddRoLR cost recovery scheme.

This chapter sets out the AER’s draft decisiontendost recovery content of the
draft ROLR guidelines in accordance with the regmients of Part 6 of the Retail
Law.

This chapter also includes the AER’s proposed aagr@n other issues important to
the RoLR scheme cost recovery framework, including:

= the costs that are recoverable under a RoLR cosvegey scheme

limitations on recoverable costs

the assessment of RoLR benefits

distributor recovery of the distributor paymentetetination and RoLR costs.

The AER’s proposed approach on these issues ected in the draft ROLR
statement of approach and will assist retailersetstdnd the RoLR cost recovery
framework.

3.2 Regulatory requirements
Retail Law requirements

Section 135 of the Retail Law sets out what the A&#®Yy include in the ROLR
guidelines concerning cost recovery. The guidelmayg (without limitation) specify
the form of, and information to be included in,agpplication for a ROLR cost
recovery scheme.

Part 6 Division 9 of the Retail Law sets out thenfiework for RoLRs to recover
RoLR scheme costs incurred in preparation for amaficand after a RoLR event. The
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AER must, on application by a RoLR, make a costvery scheme determination
and be guided by the following principl&s:

a) The registered RoLR should be provided with a reable opportunity to
recover the reasonable costs it incurs with resppettte ROLR scheme

b) The recovery of costs should allow for a return ownsurate with the
regulatory and commercial risks with respect toRiseR scheme, and

c) The registered RoLR will itself bear some of thetepin proportion to its
customer base.

The AER may in a RoLR cost recovery scheme detextiin, limit the costs that are
recoverablé? The AER’s determination may, so far as it relatesr affects tariffs,
differ between customers and classes of custofiiers.

The AER must, as part of the ROLR cost recovergsehdetermination, make a
determination that one or more distributors arm#ke payments towards the costs of
the scheme (distributor payment determinatfdmistributors must make payments

in accordance with their liability under the deteration?® The Retail Law deems
such payments to be approved positive pass thraogiunts under the National
Electricity Rules (Electricity Rules) in the cadestectricity, or approved cost pass
throughs allowing variation of the distributor'sifs (in the case of gas)®

3.3 Submissions received on the RoOLR cost recovery
iIssues paper

In November 2010, the AER released an issues qmapis future responsibilities in
administering the ROLR cost recovery framewdtka making the draft decision, the
AER has considered the submissions received tRthdR cost recovery issues paper,
the cost recovery provisions in the Retail Law #r@lAER’s decision-making
framework under the Retail Law.

The AER received submissions from the followingtiest
= ActewAGL

= AGL

= Citipower and Powercor (Citipower/Powercor)

2L 5. 166(7) National Energy Retail Law.
22 5. 166(8) National Energy Retail Law.
% 5.166(9) National Energy Retail Law.
24 5. 167(1) National Energy Retail Law.
% 5. 167(3) National Energy Retail Law.
% 5. 167(4) National Energy Retail Law.
27 AER,ROLR Cost recovery scheme issues papevember 2010,
http://intranet.accc.gov.au/content/index.phtmifitd/1234215.

n ununonon
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Country Energ$f

Energex

Energy and Water Ombudsman NSW
Energy Networks Association (ENA)
Envestra

Ergon Energy

ETSA Utilities (ETSA)

Integral Energ$’

Jemena

Origin Energy

SP Ausnet

United Energy Distribution and Multinet Gas (UED/Miuet)

The main issues raised were in relation to:

the need for a cost recovery scheme to ensureotitenaity and stability of the
energy market

the need for a cost recovery scheme to eliminaedsts of a ROLR event to a
RoOLR and any affected distributors

the preferred cost recovery mechanism to recovéRRmsts
how distributors would be able to recover their Ratosts

how the distributor payment determination shoul@pportioned between
distributors and

the types of costs incurred and benefits obtairyeRdlRs and how the AER
should assess such costs and benefits in detegrimencost recovery scheme.

28
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This submission was made by Country Energy gadhe NSW Government energy reform
process in which Country Energy’s retail busineas wold to Origin Energy and Country
Energy’s electricity network business commencedatns under the name ‘Essential Energy’.
Thus, a reference to Country Energy in this nadicdraft instruments refers to Country Energy
prior to NSW Government energy reform process duatch 2011.

This submission was made by Integral Energy gddhe NSW Government energy reform
process in which Integral Energy’s retail busineas sold to Origin Energy and Integral Energy’s
electricity network business commenced operationkeuthe name ‘Endeavour Energy’. Thus, a
reference to Integal Energy in this notice of dinastruments refers to Integral Energy prior to
NSW Government energy reform process on 1 Marcii201
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3.4 Draft RoLR guidelines: cost recovery issues

3.4.1 Form and information to be included in an RoOLR cost recovery
application

The AER may specify the form of, and informatiorb®included in, an application
for a ROLR cost recovery scheme. The AER propasesércise this discretion and
has included in the draft ROLR guidelines a listhadf information to be included in an
application and a template outlining the form tinébrmation must be presented in.

Information to be included in an application

In the November 2010 RoLR cost recovery issuesmpépe AER sought submissions
on the type of information which should be include@n application for a cost
recovery scheme.

Energex proposed the inclusion of a list of disttdos which may be affected by the
cost recovery scheme determination. The AER agredsonsiders that if a ROLR
applies to recover costs through the distributgnpent determination, the application
should propose the distributor or distributors framich it seeks to recover costs, the
guantum or proportion of costs it seeks to recénmm each distributor and the timing
of payments made under the distributor paymentrohétation.

Envestra considered the inclusion of historicat-naie analysi® in cost recovery
scheme applications inappropriate. The AER doesosider it necessary for
historical unit-rate analysis to be included inoataecovery scheme application.
However, in making a cost recovery scheme detetimimahe AER must be guided
by the principle that the RoLR be provided witheagonable opportunity to recover
the reasonable costs incurred with respect to tidRRscheme. This requires the AER
to assess the reasonableness of the costs soughtdoovered by the RoLR. Hence,
for each category of cost sought to be recoveretthdyRoLR, information should be
provided which verifies the cost and the reasomadds of the cost.

Origin Energy stated that information in a cosiorngry application should include
operating expenditure, energy purchase and riskagenent costs and IT
expenditure.

Both Origin Energy and Envestra considered confideimformation submitted as
part of the cost recovery scheme application shballlept confidential. The AER
notes that its treatment of information receivedrnapplication will be consistent
with the ACCC-AER Information policy: The collection, use amsclosure of
information®

In determining the information to be provided inast recovery application, the AER
considered responses outlining the type and nafyseeparation costs, the RoLR
event costs which would be incurred, the principteseparation of RoLR

30 Unit-rate analysis is a mechanism for comparimgtsover time. By reducing costs to ‘costs per

unit’ changes in costs can be compared from oniegév another.
A copy of this policy is available on the AER vgétke at
http://www.aer.gov.au/content/index.phtml/tag/adiliRations/
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preparation costs from business as usual costgharel/aluation of customer
benefits.

The AER notes the principles outlined by Energex @nigin Energy in assessing
whether costs incurred by the default ROLR are Rptéparation costs or
alternatively business as usual costs. In the gbofehe cost recovery application,
the AER considers an application for ROLR preparatiosts should include
supporting evidence showing the costs claimed byRbLR would not have been
incurred regardless of its responsibilities asfawleRoOLR.

The AER received submissions for and against etiay&oLR benefits as part of
the ROLR cost recovery scheme determination. ThR A&nsiders the assessment of
ROLR benefits is consistent with the principlesirl66(7) of the Retail Law (for
reasons set out in section 3.5.1). Hence, RoLR<witequired to submit as part of
an application, information which will assist th&R in determining RoLR benefits.

Draft decision on RoL R guidelines

As proposed in section 5.1 of the draft RoLR gurtd, a RoLR cost recovery
application must contain the information set outhiat section.

Theform of the cost recovery application

In the ROLR cost recovery issues paper, the AERysiosubmissions on the form in
which information in a ROLR cost recovery applioatshould be presented. Origin
Energy considered the information requirementhiefRoLR scheme should not be
prescriptive and should not require benchmarkingarisons.

The AER considers the form requirements for cosbvery scheme applications
should not be onerous. However, for the AER to nakest recovery scheme
determination consistent with the principles i1&6(7) of the Retail Law, accurate,
assessable cost information is required (see alsmsa 3.4.2). Hence, the AER
requires any cost information submitted by RoLR#h#ir cost recovery scheme
application to conform to the cost information téate attached to the draft ROLR
guidelines.

Draft decision on RoL R guidelines

As proposed in section 5.2 of the draft RoOLR gur, the cost information for a
ROLR cost recovery scheme application must conforpro-forma template in
Appendix D.

3.4.2 Matters the AER considers necessary with respect to the ROLR
scheme

Section 135(5)(c) gives the AER the power to previdthe RoLR guidelines for any
other matter the AER considers necessary with otdpehe RoLR scheme. The AER
considers the following matters necessary witheesfp the RoLR scheme and has
addressed them in the draft ROLR guidelines:
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= time limits for cost recovery applications
= [limiting the recovery of ROLR event costs to ex{p@sovery

= the consequence of submitting a cost recovery egapin which does not
conform to the content and form requirements oedlim the RoLR guidelines.

The reasons why the AER considers such mattensemessary with respect to the
RoLR scheme are outlined below.

Timing limits for cost recovery applications

In the ROLR cost recovery issues paper, the AERiedievhether the AER should
place restrictions in the RoLR guidelines on tineetwithin which a RoLR may apply
for a cost recovery scheme. Views were also sooigtihe appropriate time limits for
ROLR event costs applications and RoLR preparatosts applications.

Ergon Energy supported the AER including time Igridr cost recovery applications
for ROLR event costs and submitted that, as farasticable, the time frame for
applications be consistent with existing pass thhoprovisions. The AER notes the
alignment of time frames with existing pass throagfangements is difficult given a
RoOLR event may occur at any time. If the distribygayment determination is made,
the AER will endeavour to make timelines for RoldRavery of costs consistent with
distribution recovery timelines to ensure a timegovery of costs.

No submissions raised objections to imposing a timi on applications for either
ROLR preparation or ROLR event costs.

The AER has included in the draft ROLR guidelinesetlimits for ROLRs to submit
cost recovery scheme applications to recover RaldRgration and RoLR event
costs.

The AER considers the imposition of a time limisttdomit a ROLR cost recovery
application necessary. Lengthy delays make thetantistion of costs more difficult,
which hinders the AER’s assessment of a ROLR’s i@@sivery scheme application
consistent with the guiding principles in s. 166F)rther, the time limit supports the
national energy retail objective as a timely regoluof RoOLR scheme costs will help
stabilise a post-RoLR event energy market. Thisnotes the long term interests of
customers of energy with respect to quality safietiability and security of supply of
energy for consumers.

In determining the appropriate timeframes for Rolt&submit cost recovery
applications, the AER considered the responsdsetssues paper.

Origin Energy considered a 9 month limit to subamtapplication for ROLR scheme
preparation costs would be reasonable. The AERiderssthis is appropriate and
therefore proposes that applications to recoverfRpleparation costs by default
RoLRs be made no later than 9 months after beipgiaged as a default RoLR under
the Retail Law.

32 5. 13 National Energy Retail Law.
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The AER received submissions from AGL and Origireiyy about the appropriate
time limit for an application for RoLR scheme costsurred on and after the RoLR
event. AGL commented that reasonable RoLR costdditakke on average two
billing cycles to identify. Origin Energy noted tha practice an application for cost
recovery would likely be made within two monthsaoRoOLR event. Nevertheless,
Origin Energy considered that a time limit of 12nties would be reasonable. Given
AGL’s comments that all reasonable costs are iiedtwithin two billing cycles, the
AER proposes a time limit of 9 months from the d#téhe ROLR event to make a
cost recovery application for ROLR event costssHiould give the designated
RoLR enough time to identify its reasonable costs\aould allow a scheme
determination to be made in most cases in lessaly@ar after the RoLR event. This
provides RoLR scheme participants with certaintyualtheir ROLR scheme
obligations and liabilities.

Origin Energy also considered any time limit shooddflexible enough to allow for
the recovery of costs identified after the appl@mahas been made. The AER
considers a RoLR may apply for an amendment to dento a cost recovery scheme
under s.168 of the Retail Law. Issues surroundiegécovery of costs are discussed
further in the next sub-section.

Draft decision on RoL R guidelines

As proposed in section 6.1 of the draft RoLR guit, the AER requires a RoLR tp
submit an application for recovery of ROLR schemappration costs within 9 months
of being appointed a default ROLR under the RétzV.

As proposed in section 6.1 of the draft ROLR gurdkd, the AER requires a RoLR tp
submit an application for recovery of ROLR schemstg incurred on and after a
RoLR event within 9 months of the ROLR event in eththe ROLR is appointed as &
designated RoOLR.

1S4

Limiting the recovery of ROLR event costs to ex-post recovery

The AER considers it necessary to limit recoveriRof.R scheme costs incurred on
and after a ROLR event to ex-post recovery (raiien ex-ante recovery). Under an
ex-post framework costs are recovered after thegrne known. Under an ex-ante
framework costs are estimated in advance.

Section 166(7) of the Retail Law states the RoL8usthbe provided with a
reasonable opportunity to recover its reasonaldes@nd be provided with a return
which is commensurate to the regulatory and comiadaisks of the RoLR scheme.
The national energy retail objective requires thERA0 consider the long term
interests of consumers of energy.

The AER considers an ex-ante cost recovery schenfRdLR event costs is
inconsistent with section 166(7) and the natiomalrgy retail objective. This is
because, as Origin Energy’s submission noted, rieaping circumstances of a
RoOLR event and the costs which the RoLR will inate difficult to foresee. An ex-
ante cost recovery scheme would require the AER&ke a determination when the
RoOLR scheme costs related to the RoLR event camquantified or reasonably
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estimated. Hence, an ex-ante cost recovery schayeaat provide the RoLR with an
opportunity to recover its reasonable costs oridea rate of return consistent with
its ROLR scheme obligations. This is also not cstesit with the national energy
retail objective, as an ex-ante cost recovery seheay be unable to deal with the
unique circumstances of a RoLR event and safeqaganhst cascading retailer
failure, which would compromise the long term iets of consumers of energy by
further de-stabilising the energy market.

Draft decision on RoL R guidelines

As proposed in section 6.2 of the draft ROLR gurtes, a cost recovery scheme for
the recovery of ROLR scheme costs incurred onter afRoLR event is limited to ex
post recovery.

Consequence of submitting a non-conforming application

The AER considers it necessary to outline in treftdRoLR guidelines the treatment
of cost recovery scheme applications which do nafarm to the guidelines’
requirements. Compliance with the RoLR guidelinesuees that the AER has
sufficient information before it to make a costoeery scheme determination
consistent with the principles in s. 166(7) of Betail Law and the national energy
retail objective®

Section 166(2) of the Retail Law provides cost uety scheme applications must
conform to the content and form requirements ofRb&R guidelines. The Retall
Law is, however, silent as to the effect of apglar@s which do not conform to s
166(2). Given the importance of the adequate in&tion to ensuring the AER makes
a decision consistent with the principles in s.(Z&@nd the national energy retalil
objective, the AER may refuse to assess an apjarcantil it is submitted in the
prescribed form.

Draft decision on RoL R guidelines

As proposed in section 6.3 of the draft RoLR guited, the AER may refuse to
assess an application until it is submitted infdren prescribed in section 5 of the
guidelines.

3.5 ROLR scheme cost recovery framework issues

3.5.1 What costs are recoverable under a RoLR cost recovery scheme
Sources of ROLR scheme costs

The Retail Law allows for recovery of costs incdrt®/ the RoLR in relation to the
ROLR schemé? In the November 2010 RoLR cost recovery issuespdpe AER
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s. 166(3) National Energy Retail Law.
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sought submissions on the likely sources of prejgerand incremental RoLR costs
incurred on and after a RoLR event.

AGL listed the likely sources of preparation castshe costs of:

= ensuring retailer systems have the capability apdcity to deal with a RoLR
event

= putting financial resources in place to ensure¢taler has the ability to act as a
default ROLR

* putting in place documentation and procedures f®okR event and
= testing of systems and procedures to manage a ReeRk (if significant).

AGL listed the likely sources of incremental RoLéheme costs incurred on and
following a ROLR event as:

= wholesale energy purchase costs greater than #te covered by the standing
offer tariff

» increased financing costs

= meter reading costs

= administrative costs of incorporating customerthaRoLR’s billing system

= service order costs and

= costs for communicating information on the RoLRréwe transferred customers.

The AER considers these are the type of costs wdrnehmecoverable under the RoLR
cost recovery scheme.

Recovery of reasonable costs

Section 166(7)(a) of the Retail Law provides ti&t RoLR be given a reasonable
opportunity to recover its reasonable costs. Th& A&ceived several submissions
commenting on how the AER should assess the reblsmess of ROLR scheme
costs.

Energex considered the AER should apply normalleggry processes to determine
the efficiency of costs. Origin Energy submittedwever, that given the
circumstances surrounding a RoLR event, the AERIshaot apply an efficiency test
when assessing costs. Origin Energy recognisec\hndre was a need for oversight
of costs, the assessment of costs should focuseoreasonableness of costs, under
the specific circumstances. The AER agrees thangivne constraints and inherent
difficulties in predicting ROLR scheme costs, ihist reasonable to limit designated
RoOLRs to the recovery of efficient costs for RoLédheme costs incurred on and after
the ROLR event.
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To assess whether the RoLR scheme costs incurraddafter a ROLR event are
reasonable, the AER will assess whether the actibtie designated RoLR in
performing its obligations have been prudent toimise the costs incurred in the
circumstances. For example, if the designated RiodfRkresponded in a timely
manner to a ROLR event by seeking to enter int@imgdarrangements then such
costs will likely be considered reasonable. Pratliichis may require the RoOLR to
provide the AER with documents supporting its decisnaking processes.

However, the AER does not consider this approaeipjgopriate for preparation
costs. The default RoLR will have sufficient tintesicope and plan the work it needs
to undertake to prepare for a RoLR event. In tasedhe AER considers it reasonable
that the recoverable preparation costs be limieal default ROLR’s efficient costs.
Accordingly, the AER may scrutinise preparationtsasore closely than costs
incurred on or after a ROLR event.

Origin Energy further commented that the assessofehe reasonableness of costs
should include consideration of the willingnessattailer to volunteer as a ROLR,
with a lack of interest indicating insufficient kisveighted return to the supply side of
the market. The AER considers while this may balal\consideration when
determining the return to provide a RoLR under6&(I)(b), it is not appropriate to
take into account when assessing whether the tmstged are reasonable. The AER
notes a lack of willingness to volunteer as a Rob&/ be driven by factors other than
a lack of commercial interest. For example, smaltiam retailers interested in
volunteering as a ROLR may be unable to as thegataneet additional prudential
requirements or do not have systems in place tepadlk customer transfers.

Envestra considered the interpretation of reasenaits to be subjective, varying on
a case-by-case basis. Envestra called for the AERttup a dispute resolution
mechanism to settle disputes between a RoLR andEReabout what costs are
reasonable. The AER agrees with Envestra that edregtitutes reasonable costs may
vary on a case-by-case basis. However, the AERsibé& it does not have the ability
under the Retail Law to set up a dispute resoluti@shanism.

Draft RoL R statement of approach

The AER’s draft decision on the assessment of RetliRme costs is incorporated
into the general principles for cost recovery scaeleterminations in section 5.1 of
the draft ROLR statement of approach:

» The AER considers RoLR scheme costs incurred drf@lowing a ROLR event are
reasonable if in incurring those costs, the RoLR d&ted prudently to minimise
Ccosts.

1%

» The AER considers RoLR scheme costs incurredepgration for a ROLR event
are reasonable if they are efficient.

Benefits

The ROLR cost recovery issues paper sought sulmmssin whether the AER should
consider benefits accruing to a designated RoLIRidhg a ROLR event in making a
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cost recovery scheme determination. The issues paped a designated RoOLR may
derive benefit from a ROLR event from increasirsgatistomer base without incurring
the usual marketing costs. It may also derive bengbm improved economies of
scale.

In response to the issues paper both AGL and OEgargy submitted the potential
benefits accruing to the RoLR would be difficultdalculate. For example, churn
rates are likely to be higher for transferred costos than for the ROLR’s existing
customers. Origin Energy also submitted the benhafié overstated. On the other
hand, Energex and the Energy and Water Ombudsmid8\Wf submitted the AER
should take benefits into account and place a vatuose benefits.

The AER considers that the consideration of bem@ftien making a RoLR cost
recovery scheme determination is consistent withpttnciple that the RoLR be
provided with a reasonable opportunity to recoteraasonable costs.

The AER considers in most cases, it is the ‘netst@$ the designated RoLR that are
relevant. The revenue that the designated RoLRsdeym its transferred customers
during the same period in which the RoLR schemésare incurred should be offset
against the RoLR scheme costs.

In some circumstances, the AER may also factoomger-term revenue obtained
from transferred customers by the designated Réfl&retailer has managed to
retain valuable customers from a RoLR event the AlHRconsider off-setting the

net present value of those customer contracte€ihet present value is significant
enough, it may mean that the designated RoLR caeooter any costs). This
approach reflects that these customers may behlalé@ the designated RoLR, in
particular once the retailer has had time to adfastedging strategy to “cover” the
additional customers. The AER accepts that it neglifficult to place a net present
value on the customers gained through a RoLR eirepgrticular since there is some
suggestion that customers gained through RoLR s\@stmore likely to “churn”
away from the designated RoLR. Therefore, if thmber of transferred customers is
low or it appears that the net present value ofrdwesferred is unlikely to be
significant, it is less likely the AER would considthese longer-term factors.

Draft decision on RoL R guidelines

The AER requires benefits be taken into accountwietermining the quantum of
the costs which a designated RoLR can recover um&&LR cost recovery scheme
determination.

3.5.2 Limitations on recoverable costs

Section 166(8) of the Retail Law allows the AERitait the cases or classes of cases
of ROLR costs which are recoverable. In the ROLB cecovery issues paper, the
AER sought submissions on the limits that may beosed on recoverable costs.

ActewAGL, AGL and Origin Energy generally considgtbe AER should not place
limits on the recovery of ROLR costs beyond thdtitions existing in the Retail
Law. Origin Energy’s submission expressed a prefador a time limit of no less
than six months instead of three for the recovéipaemental wholesale energy
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purchase costs, given the impact of a ROLR evethenvholesale market, the
availability of settlement data and other sourdesngertainty. If a limit of three
months was imposed, Origin Energy considered thsttr@covery should recognise
the additional costs which are borne by the RoLRBntering into short term hedging
arrangements.

The AER considers it will generally not impose lisnon the magnitude or classes of
costs which are recoverable under the RoLR sch&heeAER recognises the role of
cost recovery in preventing cascading retaileufail However, the AER notes the
limitations on cost recovery outlined in the Retailv, namely that the RoLR scheme
costs that are recoverable are those which aremeb&® and that the RoLR itself
bear some costs in proportion to its customer Bfase.

The AER does not agree with Origin Energy thatkarsonth time limit for the
recovery of incremental wholesale energy costpigapriate. The time period over
which incremental wholesale and energy costs a@vezable will depend on the
circumstances following the RoLR event and theorableness of including such
wholesale and energy costs. The AER generally dersithat the further removed
from a RoLR event, the less likely incremental vasalle energy and incremental
costs will be considered a RoLR scheme cost.

In relation to Origin Energy’s other concerns, &R notes that previous RoLR
events in Australia have not affected the availgbaf settlement data and it would
generally be unnecessary for a ROLR to enter eix@lysinto short-term hedging
arrangements to meet the additional energy reqeinésrof transferred customers,
particularly for small retailer failures. Submisssohave noted the churn rate of
transferred customers is higher than normal custeinen rates. However, unless
the RoLR can show it was reasonable for it to agsamajority of the transferred
customers will churn away from the RoLR in the nisrfiollowing the RoOLR event
such that long-term hedging is an unviable optiban the additional cost of short
term hedging arrangements will not be fully recewde.

Draft RoLR statement of approach

As proposed in section 5.1 of the draft ROLR stateinof approach the AER will not
generally impose limits on the magnitude of costslasses of costs which are
recoverable under a RoLR scheme.

3.5.3 Costrecovery mechanisms

The RoOLR cost recovery issues paper identifiedetipassible cost recovery
mechanisms—an upfront fee, a retail tariff variatémd a distribution payment
determination. The ROLR cost recovery issues papeght submissions on the use of
these mechanisms to recover costs and on otheb[gssst recovery mechanisms.
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Upfront fees

UED/Multinet supported an upfront fee, but consadeit may be problematic for the
designated ROLR to recover its costs. Origin Enetgied upfront fees were
inappropriate, as a failure to recover upfront fieasore likely following a RoLR
event and the existence of the fee increasedkékhood of customers churning
away before paying the up front fee. Origin Eneftgyher noted in its experience,
there was a material churn of transferred customees/ from the designated RoLR.
Jemena however considered an upfront fee was apgte@por small to medium retail
failures, as the cost impact on customers wouldedignificant.

Generally, the AER does not consider that upfreesfare appropriate where it results
in transferred small customers incurring significapfront costs. It would be
inconsistent with the AER’s obligation to exercitseregulatory powers in accordance
with the interests of the consumer protection odcustomer¥ if the AER allowed
such price shocks to occur. The price shock froraront fee may be particularly
onerous for customers in financial hardship.

Moreover, if the upfront fee is onerous, it mayCagyin Energy suggests, increase
the churn rates of transferred customers. In tebsamstances, the use of an upfront
fee may not provide the RoLR with a reasonable dppay to recover its reasonable
costs®®

Retail tariff variation

AGL expressed concern that as retail regulatiatilissubject to jurisdictional control
in most states, a complete pass through of costglyyof a variation to retail tariffs
may be precluded. The AER notes it can only vaeyrétail tariffs of transferred

small customers who are under RoLR deemed smabmes retail arrangement.
Consequently, the use of the retail tariff variat@annot be used by default ROLRs to
recover ROLR scheme preparation costs as thestavtffich the AER can vary only
come into effect after a ROLR event.

Jemena supported the use of the retailer tarifatian to recover costs in small to
medium retailer failures and considered it waskahi to drive away customers as the
retail tariff increases were unlikely to be sigogint. The AER considers in practice
this may present some challenges. The RoLR deemalll customer retail
arrangement noted above only lasts three months the transfer dat®.As cost
recovery is limited to ex-post recovery (sectiofh.3) by the time the cost recovery
determination is made following the RoLR event, téailer may only have a limited
window to recover costs through the retail tardfiation. This may result in
significant price increases, increasing the likatiti of transferred customers churning
away from the retailer.

Country Energy considered a retail tariff variatiwould be the most appropriate cost
recovery mechanism as it allows for the quickesbvery of costs over a large
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customer base. The AER notes a retail tariff vemmatloes not guarantee a large
customer base to recover costs. The tariff vanatioly applies to transferred
customers under a RoLR deemed small customer agtaihgement and transferred
small customers are not required to stay on trengements for any period of time.
Therefore, the customer base from which the RoliRreaover its costs will be
dependent on the number of transferred customerghanength of time before
customers churn away from the RoLR following thergv

Distributor payment determination

AGL and Origin Energy considered that distributayments are the most appropriate
cost recovery mechanism.

Envestra submitted that as distributor paymentswalhe costs of a RoLR event to be
recovered from a much broader customer base, ttieibwf cost recovery
experienced by individuals is much smaller. UEDA@t made similar submissions.
Envestra also argued that distributor payments aigty provide the RoLR with an
improved ability to recover all of its costs asl@es not recover costs only from
customers of the failed retailer.

ENA did not believe that distributor payments sladog the sole cost recovery
mechanism. It argued that the AER should takeactmunt any lower tariff or other
financial advantage customers received when theg westomers of the failed
retailer to ensure that those customers bear amabke amount of the RoLR costs.
Jemena and SP Ausnet made similar submissions.

The AER considers there are times when the solefuse distributor payment
determination is appropriate. Where RoLR schem&sa@rg significant, the
distribution determination allows costs to be sgreger a broad customer base,
minimising the financial impact on individual custers. The AER also considers the
RoOLR scheme in part provides for market integritg aecurity following a retailer
failure. Given this function, it is appropriate thehere significant ROLR scheme
costs are incurred, a broader base of custometshuae to the recovery of these
costs, particularly where a ROLR event may detrit@gnaffect the long term
operation of the market.

Jemena submitted distributor payments should oalgdmsidered as an appropriate
cost recovery mechanism in cases where the fagkadler is large. The AER
considers the use of the distributor payment detetion should not be limited to
large retailer failures. In determining the appraier cost recovery scheme, the AER
will be driven by the need to ensure the cost recpmechanism is consistent with
the principles in s. 166(7) of the Retail Law, paigs the objectives of the National
energy retail objectivé and provides for the protection of small custonfers
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Other mechanisms

ActewAGL considered it is preferable to develop echanism that spreads the cost
of a ROLR event across the national market. Toeaehihis ActewAGL submitted the
development of a national insurance scheme coutbbsidered as an option. ETSA
submitted a more equitable approach (to the onssdan the issues paper) would be
for the ROLR to recover its costs through incredsed payable to AEMO by all
retailers. As an alternative, ETSA proposed thaldishment of an insurance fund,
which would be funded by a levy on all retailesnieet the costs of RoLR evefits.
The AER considers, however, that development bkeibf these mechanisms is
outside its functions and powers under the RetaiV.L

Draft RoLR statement of approach

As proposed in section 5.1 of the draft ROLR stateinof approach the AER
proposes as general principles for cost recovdrgrae determinations that:

= up front fees should not result in significantcprshocks for customers
= the recovery of costs should not be limited ta@uers of the failed retailer

= cost recovery should occur over the largest custdrase which is appropriate to
the circumstances.

3.5.4 Distributor liability for the distributor payment determination

The ROLR cost recovery issues paper invited subamsn what considerations
should be taken into account by the AER under @edt67(3) of the Retail Law when
determining distributor liability for the distriboit payment determination.

Ergon Energy and AGL submitted that if a ROLR ewaturs across multiple
distribution areas, cost recovery could be basethemumber of customers for each
distribution network. AGL acknowledged while thssmore administratively
complicated than recovering all costs from just diséributor, it is a more equitable
approach.

Jemena and UED/Multinet considered the AER shoivie gonsideration to
minimising the cash flow impacts on distributorsanhmaking the distributor
payment determination. Jemena added that whergeafetailer failure occurs, use of
the distributor payment determination may causetgbon funding constraints.
Envestra stated that if the failed retailer opetateross different distribution
networks and jurisdictions, then allocation ofabkts to one distributor may present
an unacceptable financial burden for that distobuEnvestra considered that
flexibility was needed and that costs should becalled to more than one distributor,
depending on the circumstances.

43 Under ETSA'’s proposal, once the fund reachedeadetermined limit, the levy would cease and

any earnings either re-invested in the fund or teadduce the fees payable to AEMO.
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SP Ausnet considered distributors should not pajRfil.R costs as it would require
additional funding which is more expensive thandbst of capital for planned
network expenditure. As a publicly listed compa8Fk, Ausnet was further concerned
about the business impact the RoLR scheme maydraiteas it may increase the
risk profile of the distributor and could deter s#f@lder investment.

Energex submitted that costs should be apporticmédstributors on the basis of the
number of the failed retailer’s customers connetbeghch distribution network.

Ergon Energy submitted that allocation of costddde based on customer numbers,
energy usage or a hybrid approach, depending ondtuge of the costs. Ergon
Energy further considered that, from a materigdtyspective, a case could be made
for all costs to be allocated to one distributahét distributor’s share, based on
customer numbers, exceeds a certain percentagexdarple 90 per cent. Jemena and
Origin Energy made similar submissions, with Jenyao@osing a threshold of

80 per cent.

The AER will take into account any potential fineempacts which the distributor
payment determination may have on distributorswaiticconsult with affected
distributors prior to making a determination. letdistributor payment determination
is likely to cause short term funding constraimsdastributors, the AER will consider
spreading the payment liability of the distribuparyment determination among
multiple distributors.

The AER generally considers where a retailer failafifects multiple jurisdictions,
distributors will be appointed in each jurisdictidrhis will minimise the short term
financial impacts on distributors and allow for tieeovery of costs over the largest
customer base appropriate to the circumstancesAERehowever notes the
appointment of multiple distributors will be made @ case by case basis depending
on the circumstances of the RoLR event. This wiudtude the size of the failed
retailer and whether it was active in more than @is&ibution area.

The AER will consider the allocation methodologgdsdo apportion liability for the
distributor payment determination on a case by bases. Any allocation
methodology will be fair and reasonable. The AEReag with submissions that, if
the cost allocation methodology results in onerithstor being allocated the bulk of
the ROLR costs, then that distributor should becalled all the RoLR costs provided
it does not impose an onerous financial burderherdtistributor. The value of
allocating small amounts of costs to other distobsiwould not justify the higher
administrative costs involved in recovering thossts from the distributors’
customers. The AER has not formed a view on a fipdisreshold, but will consider
this matter on a case by case basis.

Draft RoL R statement of approach

As proposed at section 5.2 of the draft ROLR stat@rf approach, the AER
considers:

= Apportionment of distributor payment determinatimetween distributors will be
decided on a case by case basis.
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= Liability for the distributor payment determinatishould not result in onerous
financial obligations on distributors.

= Generally if a retailer failure affects multiplerisdictions, distributors will be
appointed in each jurisdiction.

3.5.5 Distributor cost recovery
Distributor payment determination

Section 167 of the Retail Law requires the AER #ikena distributor payment
determination as part of the cost recovery schegterghination. The AER received
several submissions responding to the ROLR cosvexg issues paper seeking
clarification on the interaction of distributor pagnt determination and the
distribution framework:

Ergon Energy submitted the AER should consider dred positive pass through
amount approved is the most effective and efficomrst recovery mechanism for a
distributor to recover payments under a RoLR cesbvery scheme. The AER
considers, however, that it does not have the poweer the Retail Law to develop
alternative mechanisms.

Country Energy and UED/Multinet sought clarification how the distributor
payment determination provisions would interactwiite distribution framework.
Ergon Energy further stated the AER should condigemappropriateness of
distributors applying the pass through provisiangetover the distributor payment
determination. Country Energy, Citipower/Powerdemergex, Ergon Energy and
Integral Energy also raised concerns about recavfettye distributor payment
determination being prevented by the materialitgghold under the Electricity Rules
or applicable gas access arrangements.

The AER notes the Retail Law automatically appraacseme payments as a cost
pass through amount. Consequently, a distributaradvoot need to apply to recover
the distributor payment determination or satisky thateriality thresholds for cost
pass throughs. For electricity, when a paymentaderfor ROLR cost recovery, s.
167(4)(a) of the Retail Law deems the equivalerda détermination under cl 6.6.1(d)
of the Electricity Rules to be made. The electyidistributor would then factor the
pass through into its next pricing proposal. Sinyjléor gas, once the payment is
made to the ROLR it is deemed to be an approvedbess through under the
distributor’s gas access arrangement. The gashdigir would then apply to have its
tariffs adjusted to account for the distributor et determination in accordance
with the relevant provisions in their gas accesargements. The AER considers that,
when seeking to incorporate the payments madest®dLR, the distributor should
provide documentation to the AER confirming the amts paid to the RoLR.

4 The distribution framework encompasses for elleittr— The National Electricity Law, National

Electricity Rules and distribution determinationade under the Electricity Law and Rules and for
gas — The National Gas Law, National Gas Rulesgaiscaccess arrangements made under the Gas
Law and Rules.
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Jemena, SP Ausnet and UED/Multinet also soughificktion on whether the
recovery of the distributor payment determinationld include a time value of
money component, given the lengthy delay in redagehe distributor payment
determination. SP Ausnet further considered thé afosapital would be higher than
the cost of capital for planned network expenditiitee AER considers the
distribution framework allows for a time value obney component to be included in
the recovery of the distributor payment determoraby allowing a return at the
approved weighted average cost of cagitdlhe AER considers this adjustment
would be made and approved as part of the disorlsuannual pricing proposal to the
AER.

Recovery of distributor ROLR costs

The AER received several submissions from distatsuiénquiring as to how they
would be able to recover their own costs incurredreparing for, and during and
following a RoLR event.

ActewAGL and Envestra submitted that the Retail lchgvnot allow pass through of
the preparation costs which a distributor wouldiimia preparing for a RoLR event.
Envestra considered it undesirable for the recowéposts under proposed or
existing cost pass through arrangements as it giseso regulatory uncertainty.

The AER agrees with ActewAGL and Envestra thatRlé&il Law contains no
provisions for the recovery of a distributor's ®sthe AER, however, considers it
outside the scope of its functions and powers t@ldg a cost recovery mechanism
for distributors. Distributors seeking to recoveeit own RoLR costs will have to rely
on the existing distribution regulatory framewookrécover costs.

The AER notes under the existing distribution ratpidy framework, distributors can
recover their ROLR costs through the following memkms:

= The National Gas (Retail Support) Amendniand National Electricity (Retail
Support) Amendmeftintroduced as part of the National Energy Customer
Framework introduces a new pass through evenhéoracovery of unpaid
distribution charges which a distributor may indue to a retailer insolvency.

* ROLR event preparation costs which a distributouis can be recovered through
its existing cost pass through arrangements. Ts$telalitor would need to comply
with all relevant requirements under the applicalitribution regulatory
framework, including meeting any definitional, timgi or materiality thresholds.
Alternatively, if preparation costs are expectetdéancurred in the following
regulatory period, distributors may apply for tha@ssts to be included as part of
its revenue allowance.

= Costs incurred in responding to a RoLR event masgebevered through existing
cost pass through arrangements. The electricitygasdlistributor would need to

%5 Approved by the AER as part at the last reviewhefdistributor’s access arrangement (for gas) or

revenue determination (for electricity).
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comply with all relevant requirements under theligpple distribution regulatory
framework, including meeting any definitional tingior materiality thresholds.

Draft decision on RoL R guidelines and Draft RoL R statement of approach

The AER does not propose including any of the mattelow in the draft ROLR
statement of approach or draft ROLR guidelines naotes for completeness its
response to submissions.

= The AER considers s.167(4) of the Retail Law afidar the distributor to recover

the distributor payment determination by deemirggghyments, once made, to be a

approved pass through. Once the distributor haBagemaking payment to the

ROLR, it can incorporate the payment amounts isdariffs for the next regulatory
year. During this incorporation, the distributoryraaljust the tariffs to account for th
time value of money using the distributors approreglilatory WACC.

= The AER considers the National Gas (Retail Supgartendment and National
Electricity (Retail Support) Amendment introduceeav pass through event allowin
for the recovery of unpaid distribution chargesrira failed retailer following a
retailer insolvency.

= The AER considers other RoLR costs may be recav@ir®ugh existing pass

through arrangements in the distributor’s distiidniidetermination (for electricity) or

access arrangement (for gas).

» The AER considers RoLR preparation costs, in aidib being recovered under
existing pass through arrangements, may also theded as capital and/or operating
expenditure as part of the distributor’s regulatorgposal (for electricity) or access

e

)

arrangement proposal (for gas).
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4 RoLR plan

This chapter sets out the AER’s draft approachherRoLR plan. It also responds to
submissions received in response to the AER’s RplaR issues paper, published in
November 2014°

4.1 Regulatory requirements

Retail Law requirements

The Retail Law requires the AER to develop, make maintain ROLR plans. Section
162 (2) of the Retail Law states the RoLR plan jdaa for:

= the procedures to be followed by the participamtihe event of a ROLR event,
including direct communication with customers daied retailer

= regular exercises to be carried out by participantke plan.

The AER is required to develop and maintain RoL&nplin consultation with

AEMO and Minsters of participating jurisdictionshd AER must also ensure that
ROLR plan participants are consulted in the develapt and maintenance of the plan.
The RoLR plan is not subject to the retail congidtaprocedure.

Section 162(4) of the Retail Law defines the Roll&participants to be:

= AER

= AEMO

= registered RoLRs or registered RoLRs nominateth®yAER

= the distributor or distributors nominated by theRAE

= other parties nominated by the AER.

The Retail Law requires ROLR plan participants $e their best endeavours to:
= comply with the plan

= assist in the development and maintenance of tre pl

= participate in regular exercises as provided inpilae.

Section 162(3) of the Retail Law also requiresRio&R plan to be consistent with the
ROLR procedures. The RoLR procedures may be maddebjO and can include
(but are not limited to) procedures to deal withttera relating to the operation or

8 AER,ROLR Plan Issues Papéipvember 2010,
http://intranet.accc.gov.au/content/index.phtmifitd/1234215.
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implementation of the RoLR scheme, such as thefieaf customers from failed
retailers to designated RoLRS.

4.2 Submissions received in response to the RoLR plan
issues paper
The AER received submissions on the November 2@lRRPlan Issues Paper from:

AEMO

= Energex

= Energy and Water Ombudsman NSW (EWON)

= Energy and Water Ombudsman (Victoria) (EWQOV)
= Envestra

= Ergon Energy

= ETSA Utilities (ETSA)

= Jemena

=  Origin Energy

=  SP Ausnet

United Energy Distribution and Multinet Gas (UED/Mnet).

Submissions were generally supportive of the AER&posed approach to the
development of the RoLR plan. They agreed withABR that the RoLR plan should
draw on the previous work of businesses and goventto develop the Victorian
RoLR manual. However, submissions also emphasiegditnational RoLR plan will
need to take account of jurisdictional differencHsis remainder of this chapter
considers the key issues raised by submissioresponse to the RoOLR plan issues
paper and sets out the AER'’s intended approach.

4.3 Issues

4.3.1 RoLR plan participants

In the ROLR plan issues paper, the AER proposeualctade all retailers and state and
territory energy ombudsman schemes as RoOLR plditipants. The AER also
sought advice on who else should be included asL&®Rlan participant.

Retailers

The AER considered that by requiring all retaiterparticipate in the development of
the RoLR plan, they will become fully aware of thegsponsibilities in the event they

49's. 144 National Energy Retail Law.
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become a failed retailer or registered RoLR. Thisriportant since the actions of a
failing retailer or designated RoLR is crucial fpecation of the RoLR scheme.

In response, most businesses supported the inclot@ll retailers as RoLR plan
participants. However, Ergon Energy consideredlegtashould be RoLR plan
participants on a rotational basis because of tiggiog costs to comply with the
plan.

The AER continues to propose that all retailers @l ROLR plan participants. In
response to Ergon Energy’s concerns, compliands ens not expected to exceed the
current costs required to satisfy jurisdictionajueements. RoLR exercises, which
are potentially the biggest cost associated withgha RoLR plan participant, will

only occur on a periodic basis and if deemed regiuiry the AER.

State and territory energy ombudsman schemes

The RoLR plan issues paper also proposed the ioclas State and Territory energy
ombudsman schemes as plan participants. This veasl lwan the crucial role State and
Territory ombudsman schemes have in assisting mesof the failed retailer to
resolve complaints.

In response, EWON and EWOV supported their inclusi® a ROLR plan participant.
Origin Energy encouraged the participation of thergy ombudsman schemes, but
suggested consideration needs to be given to heywiill recover their costs. UED /
Multinet disagreed with the inclusion of the ombuads schemes. They suggested
this on the basis that ombudsman schemes do roeffiect to or facilitate the
transfer of initial communication to the customer.

The AER will include energy ombudsman schemes d$R@an participants. RoLR
event customer dispute resolution interlinks wit RoLR plan, because the plan
includes strategies on how to communicate witharasts on their rights and
responsibilities under the RoOLR scheme. Therethee AER considers the
contribution of State and Territory ombudsman sadeim developing customer
communication strategies is essential. In resptm€®igin Energy’s concerns
regarding the ombudsman’s cost recovery, the AERiIders this a matter for the
energy ombudsman to consider. However, it is exgktttat the costs attributed to the
participation as a RoLR plan, would not exceedelgenerally incurred by an
ombudsman when it engages in a regulatory consuitptocess.

Metering Data Providers

AEMO proposed in their submission to include meigata providers (MDPs) as
RoOLR plan participants. AEMO considers MDPs shdaddncluded since they
provide high volumes of data during a RoLR event.

The AER acknowledges the important role MDPs playrd) a ROLR event.
However, regulators generally do not communicatecty with MDPs during a
RoLR event and MDPs rarely engage with the custsroka failed retailer. Further,
since many distributors have MDPs operating witheir businesses, distributors
should be able to sufficiently represent their \8eduring ROLR exercises. Therefore
the AER does not propose including MDPs as RoLR pkticipants.
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Energy departments

In the issues paper, the AER did not propose ttiesion of energy departments
from participating jurisdictions as a RoLR plantmapant. The AER considered that
energy departments may have participated in theldpment of the RoLR plan as
representatives of the Ministers for the partigigjurisdictions, negating the need
for them to be a RoLR plan participant. Howevee, AER considers there is merit to
considering energy departments and ministers aséparate parties for the purposes
of the ROLR plan. Primarily, this is in recognitiohthe AER’s need to communicate
with both parties separately in the lead-up tofafidwing a RoLR event. Further it
will also facilitate the participation of energypdgtments in the AER’s RoLR
exercises. Based on these two reasons, the AERp®$®Nng to include energy
departments as a RoLR plan participant.

Draft approach on RoLR plan

The AER proposes to include all retailers, statdtarritory energy ombudsman
schemes and energy departments of participatimggjations as RoLR plan
participants.

4.3.2 Data Custodians

Data custodians (either distributors or AEMO) axtalepository for customer
details, usually from second tier retailers. Thayénbeen established in some
jurisdictions in recognition that the RoLR may abiays be able to access customer
data from the failed retailer.

In the ROLR plan issues paper, the AER sought viewahether current data
custodian arrangements were working and whetheraeggtodian arrangements
should be introduced into other jurisdictions. RteR noted in the issues paper that
during the 2009 Jackgreen RoOLR event, the qualitlata provided from these
arrangements was considered poor.

In response, industry generally supported the naation of current arrangements—
whereby distributors act as the data custodiaelfmtricity and AEMO acts as the
data custodian for gas. However, Energex consid#aieal capture and storage by
distributors is not appropriate given the inforroatrequirements of retailers
compared with distributors (i.e. payment and cradiangements).

The AER has discussed data custodian arrangeméht&BMO. Both parties agree
that the further development or adjustment of dattodian arrangements should be
progressed by AEMO. However, the AER will monitodgprovide input into the
development of these procedures to ensure thetolgseof the ROLR scheme are
upheld.

Draft approach on RoLR plan

The AER proposes that the further development pusaiient of data custodian
arrangements should be progressed by AEMO.
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4.3.3 RoLR communication requirements

In the ROLR plan issues paper, the AER proposechuamication requirements upon
ROLR plan participants in the lead-up to and follogva ROLR event. This included
obligations upon the failed retailer and design@&®etR to provide certain
information to the customers of the failed retailer

In response, submissions raised consistency whttr #0LR scheme obligations and
pre-RoLR event notifications as key ROLR plan iss@@ther issues raised concerned
utilisation of industry contact lists, measuresgjtickly notify large customers and
recognition of jurisdictional-specific requirementsuch as the prudential obligations
pertaining to participants in different gas markd@tsese arguments have been
accepted by the AER and have been reflected iRthdR plan.

Many distributor submissions advocated the needtirffing requirements to be clear
and reflective of the independencies that exighiwithe ROLR scheme. For example,
it was identified that the ability of an electricdistributor to provide the designated
RoLR with customer details will depend on whenetsggthe NMI list from AEMO.

The AER accepts these views and has sought toeekeyrinterdependencies within
the ROLR scheme are recognised and timing requitehage clear. However, there
are instances where terms such as ‘as soon agcpldet are used. Where these terms
have been used, it has been done to reflect ddégesrequirement or to demonstrate
that because a condition precedent exists, a tingiggirement is difficult to impose.

Some submissions argued that certain parties sheuldformed of proposed RoLR
events in the interests of ROLR scheme preparedB¥g©V stated in its submission
that it wants to receive prior warning from the AERhe lead-up to a ROLR event.
Energex considers the AER should email participegttsinding them to review their
roles and obligations in a RoLR event wheneves driticipated.

In accordance with AER’s contingency event powerden s.130 of the Retail Law,
the AER may communicate to certain parties in gagl{up to a potential ROLR event.
For example, if the AER has reason to believe tisegerisk of a ROLR event the
AER may notify:

= distributors

= registered RoLRs of whom the inquiries are made

= relevant default RoLRs; and

= such other person as the AER considers relevant.

In any such case, the AER must give notice of llefief and of the grounds for the
belief of a ROLR event to AEMO and Ministers of fp@pating jurisdictions.
Therefore, the AER could, for example, notity EW@¥ retailer failed to satisfy its

default notice.

The AER recognises the sensitivity surroundinggitwvision of this information to
parties outside of the government and AEMO. Inipaldr, if the market becomes
aware there is a failing retailer, the ability bétfailing retailer to complete a trade
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sale may be affected. Therefore, in instances wiherdER is made aware by the
failing retailer that it is seeking to conduct ade sale, the AER is unlikely to notify
parties outside of AEMO or the government.

In other circumstances, the AER may use its costiog event notification powers to
notify ROLR plan participants in the interest chdeness or to seek interest from
additional RoLRs to be the designated RoLR.

Therefore, the AER does not intend to definitiveligte in its RoLR plan whether or
not it will notify parties, in addition to AEMO dvlinisters of participating
jurisdictions, regarding the likelihood of a RoLReat. The RoLR plan will simply
reflect the contingency event notification powefshe Retail Law. The AER will
make the decision on who to notify based on theuanstances of the event.

Draft approach on RoLR plan

The AER’s proposes communication requirements tagwten the draft RoLR plan.

4.3.4 RoLR exercises

In the ROLR plan issues paper, the AER sought btaler views on the scope and
frequency of ROLR exercises. This included wheRekR exercises should be desk-
top (paper based) or whether AEMO and businessesysshould be used to conduct
a trial RoLR event.

UED/Multinet and SP Ausnet suggested RoLR exeraigssystem run-throughs

will require cost recovery. Energex argued that R@xercises should be conducted
in periods that are traditionally not busy. Envaestonsidered RoLR exercises needed
to be planned with sufficient lead time and potahtirun on jurisdictional basis.

The AER considers that ROLR exercises should t@sihaunications between RoLR
plan participants leading up to and following théure of a retailer. The AER
considers a desk-top exercise should sufficieety this capability. However if the
AER identifies a need for a system run-through, Rallan participants will be
consulted on the organisation and scope of su@xartise.

The AER proposes to conduct RoOLR exercises pelgjavith the first ROLR
exercise to be undertaken in March 2012 after th&'A and AEMO’s RoLR
regulatory arrangements are finalised. The AERisdefining specific intervals for
ROLR exercises to be conducted, since the AER\®diexercises should be
conducted on a needs basis only. However, the AliIRe&ek to give ROLR plan
participant six months notice before any future Radxercise is conducted.

Draft approach on RoLR plan

The AER'’s proposes the RoLR exercise to be a dgslexercise and conducted on|a
periodic basis. The first ROLR exercise is scheditbebe undertaken in March 2012.
The AER will seek to give RoLR plan participant amonths notice before any futur
ROLR exercise is conducted.

112

53



Glossary

ACCC/AER Information Policy ACCC-AER Informat[on pollcy: The cpllectlon, usedahsclf)sure of
information, available from the AER’s website
Issues paper released by the AER in November 20818gistration
ROLR appointments issues paper and appointment aspects of the RoLR scheme alafiam the
AER’s website

call notice Has the meaning given by s.10 of théddal Electricity Rules.

ROLR COst recovery issues pa erIssues paper released by the AER in November 20Xst recovery
y pap aspects of the RoLR scheme available from the AERSsIte

default RoLR Has the meaning given in s. 122 ofNa&onal Energy Retail Law
designated RoLR Has the meaning given in s. 122 of the Nationalrgyn®etail Law

With respect to the Declared Wholesale Gas Maha,the meaning

] given by s.200 of the Gas Rules.
margin call ) _ ) _
With respect to the Short Term Trading Market, thesmeaning given

by s.364 of the Gas Rules.

regulated entity Has the meaning given in s. 3 of the National Epétgtail Law

RoLR guidelines The RoLR guidelines developed by the AER undeB5.df the
National Energy Retail Law

RoOLR plan issues paper Issues paper released by the AER in November 26 Ro&.R plan
aspects of the RoLR scheme available from the AERIssite

RoOLR statement of approach The RoLR statement of approach the AER is devefpfirassist
industry under the AER’s approach to the RoLR sahem

small customers Has the meaning given by s.5 of the Retail Law.

standing instruction  Is a notice from the AER to AEMO setting out theatficity and gas
default RoLRs and the RoLRs in the event of fiestretailer failure.

Has the meaning given by s.10 of the ElectricityeRu

With respect to the Declared Wholesale Gas Mahat,the meaning

suspension notice given by s.200 of the Gas Rules.

With respect to the Short Term Trading Market, thesmeaning given
by s.364 of the Gas Rules.
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