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Overview: Experience in Full Retail Competition 
(FRC) in Australia v. UK

• What has happened to date?
• The role of retail price regulation in the transition to Full 

Retail Competition (FRC)
• Some issues in retail price regulation
• What are the key differences between the various 

jurisdictions? How does competition work in practice?
• When does retail price regulation stop helping the transition 

to FRC? 
• What should happen next?



2

What Is Retail Competition?

• Retail competition allows customers to purchase electricity from
one of a number of licensed retailers who offer to sell electricity

• Retail competition has been phased in, first allowing the largest 
customers choice of retailer, then through stages finally allowing 
all customers choice of retailer – this is Full Retail Competition 
(FRC)

• In Australia, residential and small business customers choose 
between retail offers that are either:
– price-regulated, or
– non-price-regulated – these are known as market contracts

• How has the competitive game been played by retailers?
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Status of Retail Competition in the NEM

Jurisdiction Introduction of Retail 
Competition

Switching Rate

ACT FRC introduced 1 July 2003 Information not available

NSW FRC introduced 1 January 2002 As at 30 June 2005, about 
15% of customers have 

switched retailer

QLD Only >200 MWh is contestable; 
FRC is being reviewed

FRC not implemented

SA FRC introduced 1 January 2003 As at 31 May 2005, 40% of 
customers have moved to a 

market contract

VIC FRC introduced 13 January 2002 As at 30 June 2005, about 
45% of customers have 

switched retailer
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Retail Price Regulation by Jurisdiction in the 
NEM
• Where customers have not entered into a market contract, there 

are “safety net” arrangements in place to provide a transition to 
full retail competition
– Vic has standing offers and deemed contracts, and a price path 

currently lasts untill 31 December 2007
– SA has standing contract prices – also set to 31 December 2007
– NSW has regulated retail prices – to 30 June 2007
– ACT has transition franchise tariffs to 31 December 2006
– Qld does not have full retail competition; prices are set by the 

Energy Minister
• The tariffs are generally “maximum retail tariffs”, but the regulated 

tariffs are always set at the maximum level.  Different prices and 
terms of conditions of supply are used in market contracts
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Setting Regulated Retail Tariffs in a FRC Context

• The regulator manages a consultative process (except in 
Vic where government is responsible for  the retail prices)

• A building block approach is used to aggregate the 
(benchmarked) costs of the retailer, to include:
– Wholesale energy purchase costs
– Transmission and distribution use of system charges
– Market fees, costs of meeting MRET, NGACS requirements, etc
– Retail operating costs (includes billing, call centre, and corporate)
– A net margin

• These total costs and margin then translate into retail prices
• There is implicit or explicit headroom to allow competition 

to develop
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Market Contracts

• Terms and conditions of market contracts in the mass market 
generally reflect the standard “regulated” regime
– To a large extent this is mandatory.  Though they are not price regulated, 

competitive retailers have to comply with Retail Codes, have Customer 
Charters, etc

• Some of the more significant differences between market 
contracts and regulated contracts:
– Lower prices – because customers generally only shift for lower price –

these price differences may not be large, and may not be guaranteed
– Often (but not always) fixed term, with penalties for earlier termination
– Often linked to special offers / marketing plays, such as money off AFL 

membership, free prize draws, $ off first bill, or bill smoothing
– May be linked to dual fuel (electricity and gas) supply
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Residential Prices in Australia

State Domestic Tariffs – Historical Trends (Real in $2002/03)
Source: ESCOSA, based on data from ESAA
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Regulated Retail Prices 2004-2007

State 2004 2005 2006 2007

NSW +2.5% to +3.0% +2.5% to +3.0% +2.5% to +3.0% -

SA -3.0% 0% -1.05% -1.05%
Vic -2.4% to -0.9% -1.5% to -0.5% -0.9% to -0.5% -0.9% to -0.5%

Notes:
• Vic price changes are at 1 January in each calendar year; NSW price changes 

are from 1 July
• SA price changes are at 1 January to 2005, then at 1 July
• NSW and SA prices also automatically adjust for network price changes
• Real price changes are shown e.g. +3.0 means CPI+3.0
• In SA there is a single incumbent retailer; ranges in NSW and SA imply 

differences between retailers
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Typical Regulated and Market Offers – Vic
1. August 2004 – AGL Vic (ex Pulse 

Energy) – single rate
• Incumbent tariff:

– Standing charge $36/qtr
– 12.87c/kWh for the first 1020 

kWh/qtr; balance 13.60c/kWh
• Red Energy market offer:

– Standing charge $36/qtr
– 12.87c/kWh for all units
– 5% pay on time discount
– $50 off first bill (including GST)
– No fixed term contract and no 

termination fee
– Free prize draws

2. April 2004 – AGL Vic (ex Pulse 
Energy) – two rate

• Incumbent tariff:
– Standing charge $36/qtr
– Peak use: 12.87c/kWh for the first 

1020 kWh/qtr; balance 13.60c/kWh
– Off-peak use: 7.44c/kWh

• Origin Energy market offer:
– Standing charge $35.70/qtr
– Peak use: 12.76c/kWh for the first 

1020 kWh/qtr; balance 13.50c/kWh
– Off-peak use: 7.44c/kWh
– 2-year fixed term contract; $50 fee 

(including GST) for early termination

Note: All prices exclude GST unless otherwise stated
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Some Issues in Retail Price Regulation

• Prices should enable transition to a fully competitive 
environment

• Regulated prices provide certainty and stability in the 
short-term

• Retail regulation is not just about price regulation
• Retail price regulation can distort competition 
• In the longer term, will the NEM jurisdictions be willing 

to let go of retail price regulation?
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Retail Price Regulation in the UK

• FRC commenced in England, Wales and Scotland 
during 1998-99 (rolled out by region)

• Direct price controls were removed in April 2002
• Ofgem instead now monitors competition activity
• When Ofgem removed price controls

– All customer groups were seen to be benefiting from competition
– Some retailers were already pricing below the capped level, so 

competition was already protecting customers more effectively than 
price control

– Ofgem believed that continuing price control risked damaging 
customers’ interests
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Current Position of Electricity Retailing in UK

• Over 50% of customers have changed retailer
• The incumbent local retailer now has no special status (privilege 

or obligation) as compared to other competitive retailers
• Market has consolidated – heading to maturity
• Retailers have merged
• Vertical integration of retailing and generation
• Differentiation between retailers is limited
• Some retail prices rose when price controls were removed – to 

some extent this may be accounted to rising generation costs.  
The removal of price controls did not seemingly change the nature 
of competition in UK

• Ofgem sees fair competition as the means to protect customers’
interests
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UK Retail Electricity Market Heading to Maturity 
– Ofgem’s View (April 2004)
• Customers are Benefiting from Competition

– Customer mobility: they switch retailer when prices increase
– High customer satisfaction
– Customers find switching easy
– There remains plenty of competitive pressure between retailers, 

despite consolidation in the industry
• Issues to be addressed

– Prepayment customers, and debt more generally as a barrier to 
switching

– Improving information to customers
– Miss-selling; inappropriate marketing
– Improving the customer transfer process in the industry
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Australian Experience
Victoria

– Almost 50% of customers have moved to another retailer; Likely that over 50% of 
customers have moved to a market contract; About 40,000 customers a month are 
switching retailer

– Roll-out of interval meters may help the large off-peak users to gain the benefits of 
competition

South Australia
– Around 40% of customers are now on market contracts
– Impact of the State Government’s $50 Electricity Transfer Rebate (ETR) 
– ESCOSA’s emerging issues: The term of some contracts has been increasing; and 

the level of early termination or exit charges

New South Wales
– The switching rates (and CRA research) suggest that retail competition is not as 

vibrant throughout NSW
– There is no obligation on any retailer to make offers available state-wide (this is also 

the case in other jurisdictions)
– Does the operation of the Electricity Tariff Equalisation Fund (ETEF) mitigate against 

effective retail competition in NSW?
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Some Key Differences Between UK and 
Australia
• Market size
• Differentiated contracts
• Smart Metering
• The 28 Day Rule
• Some of the perceived barriers to effective Competition 

in Australia did not exist in UK
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Retailer Responses to Retail Competition
In the UK
• Although retail price regulation has 

been removed in UK, Ofgem still 
reports that customers who switch 
retailer stand to gain a larger share of 
the benefits of competition than non-
switchers

– UK incumbent retailers charge lower prices 
for customers outside their former 
franchise area than inside their former 
franchise area.  This is referred to as “two-
tier pricing”

• 49% of customers have not switched 
retailer, and are perhaps “paying more 
than they should”

– Ofgem’s response is not to have retail 
price regulation to protect those customers

– It is rather to educate them, overseeing the 
market, removing barriers to switching and 
to retailer entry

In Australia
• Incumbents can

– Offer market contracts to some customers, 
so can retain higher prices to sticky 
customers, while engaging in market 
retention of customers more likely to switch

– In Australia, market offers can lock in 
customers (with material exit fees)

• Retailer responses that we have seen:
– Market some small price reductions, and 

perhaps use other marketing tools
– The incumbents offer market contracts to 

those of their own customers that they 
would not want to lose

• Thus there is two-tier pricing between 
those customers who move to market 
contracts and those who don’t



17

Removal of Retail Price Regulation in Australia –
When?
• Retail price controls were removed in UK when the regulator 

believed they were no longer needed
– No abrupt changes in the nature of competition

• Different jurisdictions in Australia have taken different approaches 
in the pursuit of retail competition

• Should one wait for effective competition to exist? What would a
threshold be? 

• Effectiveness of competition is not just about switching rates
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Conclusions

• Regulated prices can hinder the development of retail competition
– Whether or not it has in Australia, and whether or not there is or was an alternative to 

having regulated prices during a transition period, is more difficult to say
• The switching rates quoted for Victoria and SA are enviable by US 

standards
– But switching rates are not the primary measure of competitive success

• The role of the regulator going forward
– Less price regulation, more competition
– Now or Later? What would be an appropriate threshold for removal of price 

regulation?
– UK provides a good model for this

• How will retail price regulation be affected by the transition from state-
based to national regulation


