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30 June 2017 
 
 
 
 
Mr Rod Sims 
Chairman  
Australia Competition and Consumer Commission  
 
 
By email: retailelectricityinquiry@accc.gov.au 
 
 
Public Submission to Retail electricity supply and pricing Issues Paper 
 
Dear Mr Sims  
 
Origin Energy Limited (Origin) welcomes the opportunity to respond to the Australian Competition and 
Consumer Commission (ACCC) Inquiry into retail electricity supply and pricing Issues Paper. 
 
About Origin 

Origin is a leading Australian integrated energy company with approximately 6,000 employees. Our 
operations span a number of areas including energy retailing (approximately 4.2 million customer 
accounts), and power generation (more than 6,000 MW of capacity owned and contracted). 
 
The National Electricity Market (NEM) is undergoing a transformative period, with the transition to a 
low carbon operating environment and the emergence of new technologies having a significant impact 
on market outcomes. In the midst of all this, the need to ensure the reliable delivery of energy supply 
in a secure and cost effective manner remains the paramount objective for policy makers and industry.  
 
Deregulated retail electricity markets across the NEM continue to exhibit strong and increasing levels 
of competition. Successive reviews into retail markets have consistently found competition to be 
effective. This reflects market structures that have become increasingly competitive over time as 
governments privatise state owned electricity retail businesses, introduce contestability and remove 
price controls. Today, these markets are characterised by high levels of switching (particularly when 
compared to other industries), low barriers to entry, and declining levels of market concentration.  
 
Additionally, the emergence of new technologies such as solar PV, digital metering and battery 
storage are increasingly leading to the development of new business models and service providers 
that are exerting pressure on traditional retail businesses, further intensifying competition. In response 
to this increasing competitive pressure, Origin is embarking on a program of improved customer 
service and product development through increased digitalisation and innovative new offerings. An 
example of this is Origin’s Predictable Plan which enables customers to fix the price of their electricity 
for 12 months irrespective of their usage (subject to a generous fair use policy). 
 
Retailers face a number of risks in ensuring electricity supply to energy consumers. Exposure to a 
volatile wholesale electricity market, and the uncertainty brought on by the lack of a coherent and 
cohesive policy direction are two factors that constantly need to be managed.  
 
While it is clear competition is effective and is providing customers with unprecedented levels of 
choice, Origin considers more can be done to assist energy consumers with comparing retail offers 
through greater promotion of comparator websites and the establishment of a standard comparator 
rate. A standard comparator rate could make it easier to compare offers with differing structures, 
therefore allowing customers to further benefit from competition.  

mailto:retailelectricityinquiry@accc.gov.au
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The Issues Paper highlights that retail electricity prices have generally been on an upward trajectory 
over the past ten years, primarily due to increasing network charges. More recently, higher wholesale 
energy costs have also placed upward pressure on retail prices. Given that in most jurisdictions much 
of the past increases have occurred when retail prices were still subject to regulation

1
, it is clear that 

the main driver has not been at the retail level. In order to put downward pressure on prices to end 
consumers, the main drivers of recent price increases (network and wholesale charges) will need to 
be addressed. 
 
To this end, the current energy market transformation will need to be appropriately managed. Of 
immediate concern is minimising the prospects for future wholesale price shocks. As the market 
decarbonises, the orderly exit of the aging stock of coal fired generation will be important through the 
establishment of a generator closure notification mechanism, as recommended by the Finkel Review

2
. 

The efficient implementation of any long term carbon abatement policy instrument will also be crucial if 
adverse impacts on the retail sector are to be avoided.  
 
Origin is also aware that affordability is a rising issue for energy consumers and that this burden falls 
particularly on vulnerable customers. To assist with managing the impact of the recently announced 
price increases, Origin has effectively implemented an initiative to freeze the impact of price increases 
for our hardship customers in South Australia, Queensland and New South Wales for 12 months. But 
Origin also believes a national concessions framework should be developed to ensure targeted 
assistance is provided to those customers most in need. 
 
Additionally, the current model of network investment and cost recovery will need to be reviewed in 
light of the growing uptake of distributed energy resources, increasing decentralisation of the market, 
and generally lower levels of demand. Under the current framework, consumers bear the risk of any 
future stranding of network assets, and those customers that do not take up distributed generation 
such as solar PV will increasingly bear a disproportionately higher proportion of network charges.  
  
The attached submission (Attachment A) expands on the issues discussed in this letter as well as 
others raised in the Issues Paper. We have also attached a report from economic consultants CEG 
which covers four areas, namely: 
 

i. the nature of competition in a workably competitive retail market; 

ii. an examination of the empirical basis of the recently released report by the Grattan Institute 
on competition in the Victorian retail electricity market; 

iii. issues to consider in any assessment of whether retail margins are consistent with outcomes 
in a workably competitive market; and 

iv. the role of vertical integration in delivering/impeding efficient outcomes in retail electricity 
markets.  

If you wish to discuss any of these issues further please contact Steve Reid in the first instance at 
steve.reid@originenergy.com.au or on 02 9503 5111. 
 
Yours sincerely 
 
Anthony Lucas 
Executive General Manager Future Energy and Business Development 

                                                      
 
1
 Retail electricity prices were deregulated in Victoria (2009); South Australia (February 2013); NSW (July 2014) 

and South East Queensland (July 2016). The Australian Capital Territory and Regional Queensland are still 
subject to regulation.  
2
 Independent Review into the Future Security of the NEM 2017, pg 5 
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Retail electricity supply and pricing – Origin Energy submission 

Summary of key points  

Retail electricity price drivers 

 Increases in network charges and most recently wholesale energy costs, have been the primary 
drivers of retail electricity price rises across the NEM over the past ten years, though 
environmental schemes such as the now defunct carbon price has also had an impact.  

 Ultimately for there to be downward pressure on retail electricity prices, an easing of the main 
cost drivers (i.e. network charges and wholesale energy costs) is required.  

 While the Australian Energy Regulator’s (AER) recent network revenue decisions have resulted 
in a reduction in network charges, many of these are being appealed with one of the appeals 
having been determined largely unfavourably to the AER.  In these circumstances, the future 
direction of network prices is uncertain. 

 The recent withdrawal of some coal fired generators has resulted in a significant increase in 
wholesale costs and ultimately retail prices across most jurisdictions. Orderly exit of coal fired 
generation and the efficient incorporation of any long term carbon abatement policy instrument 
is vital if future wholesale price shocks are to be avoided. The generator closure notification 
mechanism proposed in the Finkel Review should be adopted. 

 Any conclusions around movements in the retail component of the bill should only be made 
based on a clear and comprehensive understanding of retailer cost structures and risks. 

 In competitive markets such as those across deregulated NEM regions, retailers are 
incentivised to minimise costs. However, some costs are outside of retailers’ control, such as 
the ever increasing compliance burden attributable to differences and regular changes in the 
regulatory regimes across jurisdictions.  

Understanding retailer returns 

 In the attached expert report, CEG explains that snapshot retail margin data will provide limited 
insight as to the state of retail competition. This is in part due to the fact that any ‘snapshot’ of 
retail margins is unlikely to be representative of margins over the life of a retail business as 
retail margins are likely be highly variable. 

 CEG further notes that great care would need to be taken in constructing any measures of retail 
margin.   

 CEG’s view is that in a workably competitive market any assessment of ‘adequate’ returns must 
be based on forward-looking costs.  In this context, what is required is an estimate of whether 
the price being charged is high/low relative to the forward-looking, or new-entrant, costs of the 
industry. 

Retail market structure and competiveness  

 Retail electricity markets in the NEM exhibit strong and increasing levels of competition. One 
indication of this is the reduction in retail market concentration as measured by improvement in 
the Herfindahl-Hirschman Index (HHI) by around 20 per cent in deregulated markets between 
2010 and 2015. 

 In the NEM, switching rates remain high, particularly when compared to other industries.  



 

 Page 4 of 37 
 
[Origin Energy Limited ABN 30 000 051 696 • Level 45, Australia Square, 264-278 George Street, Sydney NSW 2000  
GPO Box 5376, Sydney NSW 2001 • Telephone (02) 8345 5000 • Facsimile (02) 9252 9244 • www.originenergy.com.au 
 
 

 Price dispersion and discounting is a common feature of many competitive markets and has 
emerged as a primary means of competition in retail electricity markets, largely borne from 
retailers responding to competitive dynamics to attract new customers. 

 There has been some suggestion that price dispersion may be inefficient because not everyone 
is on the lowest prices in the market. However, both practical experience as exhibited in the 
United Kingdom and economic theory (as explored in the CEG report) reaffirms that any attempt 
to limit price dispersion will most likely result in higher prices for all consumers in the long term. 

Vertical integration 

 Origin notes that the ACCC has expressed concerns about the impact of vertically integrated 
market structures on a number of occasions in the past. The ACCC has suggested vertical 
integration risks raising barriers to entry in electricity retailing and entrenching the market power 
of incumbent generators.  Origin considers that these concerns are largely theoretical in nature, 
and are not borne out in an analysis of the competitive landscape in the NEM. 

 In the generation sector, wholesale pricing outcomes have predominantly remained below long 
run costs. Further, the continual entry of new retailers and the intense level of retail competition 
are not consistent with a market where new entry is being impeded or where integrated players 
are able to elevate prices above competitive levels. 

Customer engagement and participation  

 The AEMC reported in 2016 that most consumers are aware they have choice in the market. 
According to analysis undertaken by Newgate Research on behalf of the AEMC, on average 93 
per cent and 82 per cent of residential customer’s were aware they could choose their electricity 
retailer and electricity plan respectively in 2016. 

 The AEMC did note that while the proportion of residential customers on generally lower priced 
market offers has increased over time, around 67 per cent of consumers had not investigated 
retailers or plans in the past 12 months and 50 per cent had not switched electricity retailers in 
the last five years. This in our view, is not necessarily indicative of any underlying issues with 
the ability of customers to investigate offers and switch retailers if they so choose. 

Customer service and innovation  

 The levels of customer service and innovation have increased significantly over the past few 
years. Following a period of implementing capital intensive system changes such as new billing 
platforms, much of the core retailing functionality is now in place and retailers have shifted focus 
to service improvements and innovation. 

 Origin has undertaken a number of customer service initiatives such as increased digitalisation 
which makes it easier for our customers to transact with us. These improvements are evidenced 
by a reduction in Ombudsman complaints and higher customer satisfaction ratings as measured 
by our net promoter score.  

 Origin has also recently developed innovative new product offerings, such as the Predictable 
Plan, which enables customers to fix the price of their electricity for 12 months irrespective of 
their usage (subject to a generous fair use policy). 

 The emergence of new technologies such as solar PV and digital metering is having a 
significant impact on the market by changing how energy is produced and consumed. This has 
facilitated the development of new business models and service providers that have intensified 
the level of competition in retail electricity markets.  
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Options for market reform and improvement  

 As we have outlined earlier, Origin’s view is that there are clear signs of effective competition in 
retail markets. Notwithstanding this, more can be done to help customers compare offers by 
enhancing the reach of comparator websites. Perhaps there is a role for Government in co-
funding with the AER the promotion of Energy Made easy so that it appears more prominently in 
customers’ web searches. 

 Additionally, the establishment of a standard comparator rate could make it easier to compare 
offers with differing structures and allow customers to better exercise choice.  

 Origin supports the development of a national concessions framework to help determine a 
consistent and transparent approach to customer assistance and ensure customers most in 
need of assistance are able to receive it. Origin suggests the ACCC could recommend that the 
Commonwealth Government take the lead in advocating for a review of energy concessions 
and whether they are meeting the needs of vulnerable customers. 

 The current model of network investment and cost recovery will need to be reviewed in light of 
the growing uptake of distributed energy resources, increasing decentralisation of the market 
and generally lower levels of demand. 
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1. Retail electricity price drivers 

Increases in network charges and most recently wholesale energy costs, have been the primary 
drivers of retail electricity price across the NEM over the past ten years (see Chart 1 below). The 
AEMC in its annual review of retail price movements reports on the cost components that make up the 
residential price, noting that: network costs account for 40-55 per cent of the price; the wholesale and 
the retail component, 40-50 per cent; and environmental schemes 5-15 per cent.

3
  

 
Ultimately for there to be downward pressure on retail electricity prices there will need to be some 
easing of the main cost drivers (i.e. network charges and wholesale energy costs). We discuss each 
cost driver in more detail below.  
  
Chart 1: Electricity retail price index, 1991 to 2016

4
 

 
 
1.1  Network charges 
 
Network charges typically comprise approximately 40 to 55 per cent of a typical residential electricity 
bill for a customer in the NEM. Expressed in terms of a single c/kWh value for typical residential 
customer this equates to for NSW 10.06; Victoria 12.36; South Australia 13.52; and South East 

                                                      
 
3
 Australian Energy Market Commission, “2016 Residential Electricity Price Trends – Final Report”, 14 December 

2016, pg ii. 
4
 Australia Energy Regulator, “State of the energy market”, May 2017, pg 135. 

Impact of rising network charges 
2008-14 & carbon price in 2012  

Repeal of carbon in 2014; lower 
wholesale prices in 2015 due to market 
oversupply; and curtailment in network 
spend, all helped in lowering retail prices 

Rising wholesale 
costs from 2016 due 
to plant closure and 
higher gas prices 
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Queensland 11.95.
5
 According to the Queensland Productivity Commission, network costs have 

contributed 82 per cent of the growth in the real cost of electricity prices over the last decade.
6
 Below, 

we discuss some of the drivers that have underpinned recent increases in network charges. 
 

 Performance Standards: Networks are obliged to achieve prescribed levels of network quality, 
reliability or security of supply in line with reliability standards set by individual state 
governments. Capital expenditure is added to the regulatory asset base irrespective of whether 
standards are lowered in the future, meaning customers will continue to pay for the historic 
investment. Some states such as Queensland and New South Wales adopted an overly 
conservative approach in setting these reliability standards resulting in significant increases in 
network expenditure.  

 

 Demand and Consumption: Higher levels of peak demand earlier in the decade contributed to 
greater levels of network expenditure. However, lower levels of average demand due to energy 
efficiency and the increased uptake of roof-top solar PV means the fixed network revenue 
allowances must now be spread across smaller volumes. Under the current rules the revenue 
cap effectively assigns all volume risk to electricity users, while the networks are not directly 
impacted by users' reduced consumption.  

 

 Rate of Return: The largest component of a network’s revenue is the return on capital. The fall 
in the weighted average cost of capital (WACC) has been the largest contributor to lower 
network charges from 2014-15 onwards. However, given the sensitivity of revenue allowances 
to changes in the WACC, a marginal increase in future years could put significant upward 
pressure on future network charges, and hence retail charges. This could occur if there were to 
be changes in the networks’ cost of debt allowances and the transition to the AER’s trailing cost 
of debt approach as a result of recent appeal processes. 

 

 Jurisdictional Schemes: Some jurisdictional schemes such as solar bonus schemes (SBS) are 
recovered through network charges. These can be significant

7
. For example, for the current 

regulatory period (2015-20) Energex has forecast jurisdictional scheme costs to be included in 
network charges associated with the Queensland Government’s Solar Bonus Scheme at $1,387 
million or nearly 14 per cent of its total revenues.

8
 In NSW, the costs of the Solar Bonus 

Scheme regime included in network charges over the period 2010 to 2016 have been estimated 
at $1,248 million.

9
 

 
Future Outlook for Network Costs  

Despite favourable movements in key drivers resulting in downward pressure on network charges in 
recent years, there remains significant uncertainty for the future. While the AER’s current regulatory 
decisions have reduced network charges, most networks have appealed these decisions to the 
Australian Competition Tribunal (tribunal) and the Federal Court. In the first of these appeals to be 
decided (relating to NSW networks), the AER lost on all but one of the grounds of appeal.  Appeals for 
other networks remain unresolved. There is therefore some uncertainty about the revenue these 
networks will ultimately recover from their customers. There is also the issue of how the appeals 

                                                      
 
5
 Australian Energy Market Commission, “2016 Residential Electricity Price Trends – Final Report”, 14 December 

2016. 
6
 Queensland Productivity Commission, “Electricity Pricing Inquiry – Final Report”, 31 May 2016, pg 29. 

7
 At their peak some SBS FiTs were set at up to 3 times retail electricity prices – QLD,SA (44c/KWh); VIC, NSW 

(60c/KWh), and in the case of NSW the SBS FiT was provided on a gross rather than net basis. 
8
 Energex, “Regulatory Proposal 2010-15”, pg 212. 

9
 NSW Department of Trade and Investment, “NSW Solar Bonus Scheme Statutory Review Report to the Minister 

for Resources and Energy”, pg 24. 
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mechanism will operate in the future, with the Commonwealth announcing its intention to propose 
legislation to abolish the Merits Review regime. 
 
1.2  Wholesale costs drivers  
 

With the unprecedented reduction in demand, increasing uptake of solar PV and greater levels of 
energy efficiency, wholesale energy prices showed signs of decline early in the decade. However, this 
trend was disrupted with the introduction of the carbon price ($23/tonne of CO2e) in July 2012 which 
led to an uplift in prices. The carbon pricing mechanism was repealed in July 2014 resulting in a 
reduction in wholesale prices across most jurisdictions. By that time also, the combination of falling 
electricity demand and increasing supply from renewables under the renewable energy target (RET) 
led to an oversupply in generation, further dampening prices. The AER estimates that the surplus in 
generation peaked in 2014-15.  
 
The excess supply situation has since elicited a market response with a number of generators having 
now exited the market, most notably Wallerawang in New South Wales (2014), the Northern Power 
Station in South Australia (March 2016) and Hazelwood in Victoria (March 2017). Given the 
interconnected nature of the market, these generator withdrawals (in particular Hazelwood at 1,600 
MW) have led to a tightening of supply across jurisdictions. The withdrawal of coal fired generation 
has resulted in greater reliance on gas plant at a time when the gas market is also showing signs of 
tightness and elevated prices. Collectively, these factors have led to a higher wholesale cost of energy 
which has been the primary driver of the July 2017 retail price increases observed across a number of 
jurisdictions.  
 
These significant trends aside, wholesale prices continue to be impacted by extreme weather and 
unexpected market events, as seen in July 2016 in South Australia where the coincidence of cold 
weather, low wind output, generator outages and a constraint on the Heywood interconnector led to an 
extended period of high wholesale prices and volatility. Similarly, a period of hot weather and extreme 
demand across the eastern states in February 2017 resulted in elevated wholesale prices (see Chart 2 
below). 
 
Chart 2: NEM Quarterly spot prices since FY 2007

10
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 Source: Australian Energy Market Operator electricity market data, Origin Energy analysis. 
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To the extent retailers enter into contracts to hedge their retail load; the forward price curve (FPC) is a 
key indicator of the movements in the wholesale cost of energy. The FPC has generally been trending 
upwards over the past two years, indicating upward pressure on wholesale energy costs (see Chart 3 
below). The FPC for other jurisdictions can be found at Appendix B.  
 
Chart 3: South Australia FY17, FY 18 Forward Price Curve

11
 

  

 
 

While the history of the NEM indicates periods of high prices are likely to abate at some point, the 
outlook for wholesale costs and their impact on retail electricity prices is dependent on a number of 
unknown factors such as generator retirements and the nature of any long term emissions reduction 
policy, as explored in Table 1 and Table 2 below. 
 
Table 1: Future wholesale cost outlook  

 

Issue Impact on wholesale costs Impact on retail electricity prices 

Generator retirement  

- Expected progressive withdrawal 
of the aging stock of coal fired 
generation in the NEM could 
lead to wholesale market 
tightening  

Increase – particularly if there is 
disorderly exit (i.e. the timing of the 
closure is unexpected). Finkel 
Review has recommended a 
closure notification mechanism that 
would help to minimise this. 

Increase – with the magnitude 
dependent on the extent to which 
plant withdrawal is orderly.  

Emissions reduction policy  

- Increasing entry of renewables 
under the RET (that will run until 
2030) 

- Government now contemplating 
the introduction of a Clean 
Energy Target (CET) as 
recommended by the Finkel 

Reduction – Increasing entry of 
renewables likely to suppress 
wholesale costs given added supply 
and that these generators have 
zero short run marginal costs, 
which is reflected in market bids.  

If adopted, the design of the CET 
will have a bearing on the timing 

Increase – The cost of the RET and 
the CET (if adopted) will be 
recovered through retail electricity 
prices. The intermittent nature of 
most renewables is likely to 
increase wholesale market volatility 
which increases risks and costs to 
retailers. The net effect (i.e. 
considering overall wholesale 

                                                      
 
11

 Source: ASX Energy data, Origin Energy analysis. 
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Review and type of generation entering the 
market. 

market impact is unclear) 

 
Table 2: State based wholesale market outlook  

 

Jurisdiction  Issues to consider  

SA - With the withdrawal of the Northern Power Station, the state’s relatively high dependence on 
gas generation means that wholesale costs are inextricably linked to wholesale gas prices.  

- Wholesale market likely to exhibit high levels of volatility given the state’s tight demand/supply 
balance; dependence on the Heywood interconnector; and high levels of intermittent 
generation. 

- In the aftermath of the system black event in September 2016 a host of new system security 
requirements for generators are being contemplated both nationally and at the state level which 
could have a bearing for both wholesale costs and ultimately retail prices.  

QLD - Increasing electricity demand in the state is contrary to the trend in the rest of the NEM and is 
due to in-field gas compression associated with the LNG export facilities.  

- Under its Powering QLD plan the Government has indicated that it will direct Stanwell from 1 
July to place downward pressure on wholesale electricity prices by adjusting its bidding 
behaviour. Also as part of the Plan, the Swanbank E gas power station is set to return to 
service, though it will need to re-contract for gas supplies.  

VIC - Closure of Hazelwood has resulted in market tightening 
- Greater reliance on gas fired generation means that wholesale prices are more sensitive to 

movements in the gas market. 
- Anticipated increasing entry of renewables should assist in putting downward pressure on 

wholesale prices  

NSW - Impacted by the general tightening in the NEM 
- Liddell power station (2000MW) expected to close in 2022 

 
1.3  Environmental costs  
 
The RET remains the major national climate change policy instrument. The scheme is divided into two 
parts: Large-scale Renewable Energy Target (LRET) which supports large wind and solar farms; and 
the Small-scale Renewable Energy Scheme (SRES) which supports household and commercial scale 
rooftop solar PV systems. Retailers are obliged to purchase certificates to meet their obligations under 
the scheme, the cost of which are passed on to retail electricity customers. While the price of SRES 
certificates are fixed at $40/MWh, up until recently LRET prices had been on an upward trajectory with 
certificates trading around $80/MWh due to uncertainty around the future of the RET (see Chart 4 
below).  
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Chart 4: LRET price trajectory
12

 
 

 
 
Most jurisdictions also have state specific environmental schemes such as energy efficiency schemes 
(see Table 3) that impact retail bills. As discussed earlier, the cost of feed in tariffs are frequently 
recovered through network charges. Some jurisdictions are also contemplating (or have already put in 
place) state based renewable energy targets which may impose an additional cost on retail customers 
if they include mechanisms such as reverse auctions to underpin the procurement of a prescribed 
amount of renewables.  
 
Table 3: Jurisdictional schemes 

 

Jurisdiction  Schemes 

Cth LRET and SRES 

SA Residential Energy Efficiency Scheme (REES), legacy FiT until 2028, 50 per cent renewable 
energy target by 2025 

QLD Legacy FiT until 2028 (recently altered and now taxpayer funded, at least for the next 3 years), 
aspirational 50 per cent renewable energy target by 2030 

VIC Victorian Energy Efficiency Target (VEET), legacy FiT until 2024. Government has also made 
recent changes to the FiT to incorporate a value for avoided emissions which arguably is already 
being accounted for under the SRES payments. As a result of these changes, the feed-in tariff in 
Victoria will increase by an additional 2.5 cents from 1 July 2017 to capture the avoided cost of 
carbon.

13
 Additionally, the Government will be changing the structure of feed-in tariffs, so that 

retailers will now need to offer flexible export tariffs with a critical peak component – this will 
require upgrades to billing and other systems.  

NSW Energy Savings Scheme, NSW Climate Change Fund 

 
 
 

                                                      
 
12

 Source: HVB data, Origin Energy analysis. 
13

 Essential Services Commission of Victoria, “Minimum feed-in tariff value to apply from 1 July 2017 – Final 
Decision”, 28 February 2017. 
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Future outlook for environmental scheme costs 
 
As highlighted in the discussion on wholesale costs, the future outlook for environmental costs and 
their impact on retail electricity prices is dependent on the design of any future long term emissions 
reduction policy, and the extent to which jurisdictions introduce new schemes of their own.   
 
1.4  Retail component  
 
The retail component of the electricity bill consists of retailer costs and returns. The AEMC in its 
annual reporting of retail price movements does not separately report on the retail component citing 
the difficulty in quantifying retail costs and the return on investment for retailers

14
. This underscores 

the complexity in drawing conclusions around movements in the retail component without an 
understanding of retailer cost structures and risks. The issue of retailer returns has come under 
particular scrutiny of late and the attached report from CEG explores some of the issues that should 
be taken into account when considering returns in the retail electricity sector.  
 
Retailers face a number of costs and risks in carrying out a variety of functions aimed at ensuring the 
supply of electricity to end consumers.  
 
1.4.1  Retailer Costs 
 
The introduction of retail competition and the related but not always coincident deregulation of retail 
prices have brought about a series of changes to costs incurred by retailers.  The most obvious of 
these is one noted by the ACCC in its Issues Paper being the costs incurred in competing for 
customers. This is far from the only cost involved, with other major costs being: 
 

 Set up costs on the introduction of competition – these include customer transfer systems, 
updates to billing systems, business to business systems and protocols and market 
infrastructure that previously existed in only limited form.  As noted in Table 4, most of these are 
sunk costs. 

 Information technology system costs – these are particularly significant for businesses that 
acquired previously government owned systems given the numbers of customers involved and 
the need to manage customer and system transition. In addition, these previously government 
owned systems were generally not state of the art systems and significant investment was 
required to achieve improved efficiency and to have the technological developments necessary 
to provide the next generation of customer innovation. 

 Compliance costs associated with operating across multiple jurisdictions – the move to retail 
competition has seen retailers operating in multiple states and nationally. This creates the 
opportunity for economies of scale but at the same time creates additional costs because there 
is not uniformity in the regulatory arrangements and operating environment that applies in each 
of the States (see discussion at Table 6). 

 Customer service costs – as noted in Table 4 Origin has been working to improve these 
systems and has achieved significant savings in electricity and gas operating costs. This has 
largely come from initial (and generally substantial) investments made which are, in the long 
run, able to improve operational efficiency. 
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 Australian Energy Market Commission, “2016 Residential Electricity Price Trends – Final Report”, 14 

December 2016, pg 10. 
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The nature of many of these costs is that they are most significant in the early stages of the 
introduction of price deregulation and competition. Over time the efficiency benefits from the initial 
investments can be realised.  

Table 4: Some of the costs faced by electricity retailers 

 

Cost Observations 

Set up costs due to the start 
of competition   

- A number of costs were incurred at the commencement of Full Retail 
Contestability (FRC) to establish the required infrastructure. These included 
customer transfer systems, updates to billing systems, business to business 
systems and protocols and marketing infrastructure that previously existed in 
only limited form prior to FRC.  

- Most of these are sunk costs. 

Wholesale costs  - Retailers incur costs in procuring energy from the wholesale market. 
Vertically integrated entities also rely on their own generation assets to 
varying extents to meet their energy needs.  

Customer acquisition and 
retention costs (i.e. 
marketing campaigns, 
discounts and other 
promotions) 

- As reported in our 2016 annual report, Origin’s customer acquisition and 
retention costs were 9 per cent higher compared to the previous year due to 
increased sales activity. Increased costs to acquire are an indicator that 
customer rivalry is strong across the NEM and is consistent with the high 
level of market competitiveness across jurisdictions.   

- A number of retailers like Origin have also acquired a customer base through 
acquisitions as opposed to organic growth strategies. In 2010 Origin paid 
$2.108 billion to acquire the 1.6 million customer accounts of the Integral 
Energy and Country Energy retail businesses in NSW.  

Customer service costs (i.e. 
call centres, billing and 
collecting revenue)  

 

- In our 2016 annual report Origin reported a 9 per cent reduction in electricity 
and gas operating costs reflecting continued improvements in the operations 
of the retail business through digitisation and automation of back office 
processes and vendor management.

15
 

Information technology (IT) 
system costs 

- Origin commenced an extensive retail transformation program in 2008 to 
migrate our customer base to the SAP billing platform.  

Finance costs, including 
working capital 
requirements 

- Retailers incur significant costs in managing the time difference between 
purchasing wholesale energy and receiving payments from customers, as the 
wholesale market settles on a weekly basis while customer bills are typically 
paid quarterly. 

Regulation and compliance 
costs  

- Retailers incur costs in complying with various regulations, such as customer 
protection schemes, licence fees, and other government obligations. As we 
explain later in this submission the cost of compliance is made greater by the 
differences in the regulatory framework across jurisdictions.   

Prudential requirements  - Market Participants are required to obtain a minimum level of prudential 
requirements which includes a guaranteed level of credit support through a 
professional entity such as a bank. This level of credit support is held with 
AEMO to ensure sufficient liquidity is maintained for payments between 
generators and retailers. 

Credit management - Retailers typically incur significant costs in credit management, including bad 
debts. Retailers are responsible for paying network and wholesale charges 
irrespective of whether customers pay their bills on time.   

Hardship programs - Origin operates a hardship program called “Power On” which identifies 
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 Origin Energy, “Annual Report”, 2016. 
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customers who are having trouble paying their bills, sets up payment plans to 
help customers to spread out payments into manageable sizes and educates 
customers on how to use energy efficiently.  

 
 
1.4.2  Retailer risks 
 
In addition to the above costs, retailers face a number of risks in supplying energy to consumers. We 
have broadly categorised these into three areas, as explored in Table 5. 
 
Table 5: Retailer risks 

 

Risk Observations 

Financial   - Retailers must manage risks associated with budgeting and forecasting cash 
flow, by seeking to ensure efficient credit and collections functionality by 
effectively dealing with bad debts and write-offs.  

- The nature of the wholesale market also presents a financial risk for retailers. 
The NEM is one of the most volatile wholesale electricity markets in the 
world, with prices having the potential to vary from -$1,000/MWh to $14, 
000/MWh. The increasing entry of intermittent renewable generation and the 
propensity for extreme weather events (particularly in the summer months) 
are two of the factors that can lead to wholesale market volatility, adding to 
the risks retailers face when transacting in the wholesale market. 

- While wholesale prices vary, retailers effectively provide customers with tariff 
offerings that are generally fixed for a year. Some retailers invest in long lived 
generation assets to assist in servicing their retail load. Such investments 
come with significant risks given that pricing outcomes over the life of these 
assets are uncertain.    

Operational    - Retailers need to manage a number of operational risks by ensuring 
compliance with a host of regulations around issues such as: disconnections; 
hardship programs; privacy regulations; timely billing; periodic regulatory 
reporting; life support obligations; and the Competition and Consumer Act. 
Failure to comply with these can result in significant fines and damage to the 
retailer’s reputation.  

Strategic  

 

- There are a number of what we consider to be strategic risks that refer to e.g. 
the increasing threat of disruption in the electricity market brought on by the 
rapid changes in technology.  The increasing uptake of solar PV, the 
declining costs of storage and the potential for peer to peer trading are all 
competitors to the traditional retail model.  

- Additionally, while the consequence for non-compliance with a number of 
regulations is an ongoing risk, there is a broader risk around the increasing 
propensity for regulatory intervention in energy markets. The lack of a clear 
policy direction also adds to the riskiness of the retail sector. For example 
after much effort and preparation, a carbon price was implemented in July 
2012, only to be repealed two years later, again at considerable cost and 
effort to the industry.  

 
1.4.3 Differences in the regulatory regime across jurisdictions add to retailer operating costs  
 
While the National Energy Customer Framework (NECF) was established to provide a consistent 
approach to energy retail regulation nationally, jurisdictional derogations undermine the intended 
efficiency gains, increasing the cost of compliance (see Table 6 below).  
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Table 6: Examples of different regulatory approaches across jurisdictions 

Jurisdiction  Deviation from NECF 

SA – 
derogations 

- Some minimum retailer service standards differ from the rest of the NEM (e.g. retailers in 
South Australia are required to answer phone calls within 30 seconds 85% of the time).  

VIC – has 
opted to not 
adopt NECF, 
and generally 
has higher 
levels of 
consumer 
protection 

While the Victorian retail code has been somewhat harmonised with NECF, the Victorian specific 
regulations exceed those in other states, adding cost to retailers. Some of the Victorian specific 
derogations include: 

- different disconnection times - up until 2pm in Victoria, and 3pm in NECF states; 

- specific requirements for the disclosure of Greenhouse Gas Information on customer bills; and 

- compliance audits are undertaken by the Essential Services Commission of Victoria (ESC), 
rather than the AER, and with different reporting requirements. 

Other relevant policies are noted below. 

- Hardship policy: Victoria has opted to maintain its own hardship framework with further 
derogations now being proposed under the ESC’s recent Payment Difficulties Safety Net New 
Draft Decision. If adopted these derogations will require significant system upgrades and 
additional resourcing. They will also result in longer collection cycles requiring retailers to 
carry customer debt for longer. One tier two retailer has publicly estimated that they reject 
about 20 per cent of all customers on the basis of credit checks.

16
 

- Concessions framework: With eight concessions, Victoria has by far the most of any state, 
each with its own specific eligibility requirements.  

 
Energy consultants Oakley Greenwood found that since retail price deregulation in Victoria almost 38 
per cent of the increase in retail electricity prices has been as a result of government policies including 
environmental schemes and the smart meter roll out

17
.  

2. Understanding Retailer returns 

The ACCC has sought feedback on profits and returns made by electricity retailers. 
 
In the attached expert report, CEG explains that retail margin data will provide very limited information 
as to the state of retail competition. This is in part because:  

 any ‘snapshot’ of retail margins is unlikely to be representative of margins over the life of a retail 
business, given retail margins are likely be highly variable and negatively correlated with 
wholesale generation margins; and 

 reported retail margins are likely to be based on accounting cost measures, rather than 
economic costs.  In assessing whether returns reflect the outcome of a workably competitive 
market, what is relevant is the level of return relative to the forward-looking, or new-entrant, 
costs of the industry. Returns relative to accounting costs are of very limited relevance in this 
context. 

In a workably competitive market an assessment of ‘adequate’ returns must be based on forward-
looking costs. In this context, an estimate of whether a firm is charging a price that generates high/low 
returns relative to their historic investments is not required, but rather an estimate of whether the price 
being charged is high/low relative to the forward-looking, or new-entrant, costs of the industry.  In a 
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 Note that this figure is not Victorian specific. Saskia Pickles, “Contestability comes at a cost, says Alinta,” 

Business News Western Australia, 14 March 2014, accessed at: 
https://www.businessnews.com.au/article/Contestability-comes-at-a-cost-says-Alinta. 
17

 Oakley Greenwood 2017: Causes of residential electricity bill changes in Victoria, 1995 to 2017, pg 12 

https://www.businessnews.com.au/article/Contestability-comes-at-a-cost-says-Alinta
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workably competitive market the maximum prices that can be charged in the long run are based on 
the costs of a new entrant. These costs must be modelled over the time it would take a new entrant to 
reach efficient scale and must include capitalisation of all negative cash-flows in the early years of 
entry. 

CEG notes that the analysis recently undertaken by the Grattan Institute of retailer profitability in 
Victoria has particular limitations. These include:

18
 

 the analysis is restricted to Victoria and to four years; 

 accounting (not economic) estimates of retail costs are used to turn a gross retail margin into a 
‘profit margin’; 

 only offers by the ‘Big Three’ retailers are examined and these offers are further restricted to 
only be in the network areas where those retailers originally purchased a retail business from 
the Victorian Government;  

 retailer revenues appear to be overstated based on a representative market offer; 

 retailer hedging costs appears to be significantly understated; and 

 the comparators used are problematic.  For example, CEG considers that the comparison with 
margins in other retail industries, such as food and fuel, are meaningless. Similarly, the 
estimates of UK electricity earnings before interest and taxes (EBIT) margins relied on by the 
Grattan Institute are not estimated on a comparable basis. 

CEG notes that the results presented by the Grattan Institute are highly sensitive to the assumptions 
made, including the assumptions around revenues and hedging costs noted above.

19
 

CEG shows that, if just two aspects of the Grattan Institute methodology are altered, the analysis 
delivers very different results. With these two adjustments, the analysis indicates retail margins in 
Victoria are comparable to those across the European Union.

20
 

Given the limitations of retail margin analysis, Origin considers that alternative indicia of competition 
should be relied on (as well as the forward looking costs referred to above). 

CEG considers that the key data that is relevant to whether there are competition concerns leading to 
unreasonably high profits in a market is evidence that there is a lack of competition.  In this regard the 
relevant indicia of competition are:

21
  

 evidence of aggressive price competition in the market; 

 evidence that any customers actually engaging with the market are responding to price 
competition by switching or demanding lower prices from existing suppliers;  

 evidence of free entry to the market.   

These more relevant indicia are discussed in Section 3 below. 
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 CEG Report, sections 4.3 and 4.4. 
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 CEG Report, section 4.3. 
20

 CEG Report, section 4.4. 
21

 CEG Report, paragraph 253. 
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3.  Retail market structure and competitiveness 

Retail electricity markets in the NEM exhibit strong and increasing levels of competition. This reflects 
market structures which have become increasingly competitive over time as governments privatise 
state owned electricity retail businesses and deregulate the market. One indication of this is the 
significant falls in retail market concentration as measured by the HHI. Between 2010 and 2015 the 
HHI has improved by around 20 per cent in New South Wales, Victoria, South Australia and South 
East Queensland, despite each market starting with a different level of concentration

22
 (see Chart 5 

below).  
 
Chart 5: Longer term changes in HHI scores, 2010 to 2015 (electricity)

23
 

 

 
 
The AEMC has also observed that the market share of the Big Three electricity retailers has fallen in 
every jurisdiction between 2010 and 2015 (see Table 7 below).

24
 Far from being in an unassailably 

dominant position, these three large incumbent retailers have seen their market share erode in the 
face of new entry and expansion by existing players. This includes the rapidly-expanding vertically 
integrated retailer, Snowy Hydro, which is taking steps to fulfil its ambition of being the ‘fourth pillar in 
the National Electricity Market’.

25
 

 
Table 7: Long term changes in market share, 2010 to 2015 (electricity, by jurisdiction)

26
 

 

Jurisdiction Total big three market share Second tier 
gain 

Full retail 
contestability 

Deregulated 
electricity 

pricing 2010 2015 

South East 
Queensland 

94.9% 90.3% 4.6% 2007 2016 

                                                      
 
22

 Australian Energy Market Commission, “2016 Competition Review – Final Report”, 30 June 2016, pg 121 
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 Ibid, pg. 122 
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 Ibid, pg 121 
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 Snowy Hydro media release, “Snowy Hydro acquires Colongra Power Station”, 29 December 2014. 
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 Australian Energy Market Commission, “2016 Competition Review – Final Report”, 30 June 2016, pg 121. 
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New South Wales 99.0% 91.4% 7.6% 2002 2014 

Victoria 75.5% 62.9% 12.6% 2002 2009 

South Australia 86.1% 78.8% 7.3% 2003 2013 

Australian Capital 
Territory 

99.8% 99.6% 0.2% 2003 - 

 
3.1  Key metrics point to effective competition in retail electricity markets 
 
The AEMC’s annual market review has consistently found that retail competition is effective and 
delivering benefits for customers, particularly in the fully deregulated regions of the NEM. As identified 
in Table 8 below, key market indicators have continued to improve or remained steady over time. 
 
Table 8: Overview of customer switching rates, proportion of customers on market offers and number of 
retail businesses

27 
 

Jurisdiction 2014 2015 2016 

New South Wales 

Average switching rate 18% 15% 17% 

Small customers on market offers 61% 67% 72% 

Number of retail brands 15 20 26 

South Australia 

Average switching rate 20% 16% 15% 

Small customers on market offers 82% 83% 85% 

Number of retail brands 13 15 18 

South East Queensland 

Average switching rate 17% 16% 16% 

Small customers on market offers - - 48% 

Number of retailers 11 11 13 

Victoria 

Average switching rate 29% 27% 25% 

Small customers on market offers - 89% 90% 

Number of retailers 18 21 25 

 
3.1.1  Deregulated retail electricity markets are characterised by high levels of switching 
 
Customer switching rates are a useful measure of the level of market competitiveness and customer 
engagement in retail electricity markets. Customer switching rates in Australia are high relative to 
other countries – the average annual switching rate in Australia is higher than anywhere in the EU, 
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 Australian Energy Market Commission, “2016 Competition Review – Final Report Appendix C: Jurisdictional 

data. 
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except Belgium.
28

 As noted by Oxera in its report to the AEMC, this suggests that “...on the 
international spectrum, Australian consumers actively participate in the energy market. While, in 
general, behavioural biases tend to reduce switching because of the additional cognitive costs of 
engagement and selection of a new energy tariff, we find that the level of switching in the retail energy 
market is indicative of substantial consumer engagement in the market.” 
 
Switching rates in retail electricity markets are also high relative to other industries both domestically 
and internationally. As noted in Chart 6 below, switching rates within some industries in the EU are 
considerably lower than those observed in Australia’s competitive electricity markets. This is 
consistent with outcomes observed in Australian markets, noting that: 
 
 13 per cent

29
 and 11 per cent

30
 of customers had switched home loans or credit card providers 

respectively in the last two years, as at 2014; 

 6 per cent of customers switched their health insurer in the last two years, as at 2013;
31

 and 

 15 per cent of customers switched mobile service providers in 2016.
32

 

 
Chart 6: Customer switching rates in the European Union

33
 

 

 
 
3.2  Deregulation facilitates new entry   
 

                                                      
 
28

 Oxera, “Behavioural insights into Australian retail energy markets”, Report prepared for the AEMC, 11 March 

2016, pg 27. 
29

 CHOICE, “Consumer Protection in the Banking, Insurance and Financial Sector”, March 2017, pg 9. 
30

 Ibid, pg 2. 
31

 Australian Health Insurance Administration Council, “Portability, switching and competition in the Australian 
private health insurance market”, June 2015, pg 12. 
32

 Telsyte, “Telsyte Australian Mobile Services Market Study 2017”, accessed at: 

https://www.telsyte.com.au/announcements/. 
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 European Commission, “Monitoring consumer markets in the European Union 2015: Final Report – Part I”, 

January 2016, pg 70. 
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The AEMC notes that in those electricity markets where retail price regulation has been removed, 
barriers to entry and expansion are generally low – several new retailers entered those markets during 
2015 and second tier retailers have expanded their market share by as much as 12.6 per cent since 
2010.

34
 A number of retailers also noted they were planning on entering or expanding in the next one 

to two years. In contrast, there were no new entrants in those retail markets in the NEM with price 
controls. 
  
These market observations align with retailers’ perceptions of barriers to market entry/expansion. 
According to the survey findings prepared by Farrier Swier Consulting for the AEMC, the deregulated 
regions of the NEM were rated the easiest jurisdictions to enter. In those jurisdictions where retail 
price regulation has not yet been removed, price regulation is most frequently cited as a barrier to 
entry.   
 
Notwithstanding the AEMC’s finding that barriers to entry/expansion are seemingly low in significance 
in those regions where retail price regulation has been removed, it is worth noting that 
policy/regulatory related issues remain the most frequently cited barriers by retailers. In Victoria, the 
perceived policy and regulatory risk relates to uncertainties around if and when Victoria would adopt 
the NECF and the outcomes of the Victorian Essential Service Commission’s review of energy 
retailers’ hardship programs. The costs associated with environmental policies have also been 
identified as barriers in New South Wales, Victoria and South Australia. 
 
To the extent wholesale market conditions and access to hedging products have been cited in the 
AEMC’s surveys, this is likely to be attributable to the general tightening of supply/demand conditions 
that has been observed in recent years, particularly in South Australia. In particular, the progressive 
withdrawal of coal fired generation reduces the supply of contracts, which is not being replaced by the 
growing volume of renewables, which given their intermittent nature, are more likely to enter into PPA 
arrangements as opposed to traditional hedging contracts. 
 
Another factor is the lower reliability of the aging stock of some coal plant which results in reduced 
availability and potentially a more conservative approach in selling contracts. The AER has reported 
on lower trading volumes in the NEM, though it should be noted that reliable data on liquidity is difficult 
to obtain given the lack of visibility of over the counter (OTC) trades.

35
 As seen in Chart 7 below the 

movements in traded volumes are consistent with the reductions in baseload availability in the market.  
 
Chart 7: Baseload generation plant availability vs. contract turnover

36
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 Australian Energy Market Commission, “2016 Competition Review – Final Report”, Appendix C: Jurisdictional 

data, 30 June 2016, pg 121. 
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 Australian Energy Market Commission, “2016 Competition Review – Final Report”, 30 June 2016, pg 105. 
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 Coal availability from AEMO data; traded volumes from AER 2017 State of the energy market report 

200 

300 

400 

500 

600 

700 

800 

900 

1,000 

19,000 

19,500 

20,000 

20,500 

21,000 

21,500 

22,000 

22,500 

23,000 

2011 2012 2013 2014 2015 2016 2017

Derivative Turnover (TWh)Avg
 Av

aila
ble

 Co
al M

W

Baseload Availability v Contract Turnover

Baseload Availability (LHS) Traded Volumes (RHS)



 

 Page 21 of 37 
 
[Origin Energy Limited ABN 30 000 051 696 • Level 45, Australia Square, 264-278 George Street, Sydney NSW 2000  
GPO Box 5376, Sydney NSW 2001 • Telephone (02) 8345 5000 • Facsimile (02) 9252 9244 • www.originenergy.com.au 
 
 

3.3 Nature of competition in retail electricity markets – price dispersion and discounting  
 
Price dispersion and discounting is a common feature of many competitive markets and has emerged 
as a primary means of competition in retail electricity markets borne from retailers responding to 
competitive dynamics to attract new customers. CEG notes that, to the extent customers perceive 
switching costs, suppliers must offer lower prices (often in the form of discounts) to attract new 
customers. However CEG explains that, provided there are no material barriers to entry or exit, the 
existence of switching costs (and the resulting price dispersion due to suppliers discounting to attract 
new customers) will not lead to more than normal economic returns being earned. 
 
Indeed, as is discussed in detail in section 3 of the CEG report (citing Simshauser and Whish-Wilson), 
“price dispersion will increase, not decrease, as competition intensifies. Hence, price dispersion is 
common in capital-intensive industries and markets such as energy.” 
 
There has been some suggestion that price dispersion is inefficient because not everyone is on the 
lowest prices in the market. However, both practical experience as exhibited in the UK (which we will 
discuss later) and economic theory (as explored in the attached CEG report) reaffirms that removing 
the downward pressure created by competition can lead to higher prices for all consumers. CEG 
explains that any policy aimed at banning or limiting scope for price discrimination will almost always 
negatively impact all customers, since this would remove the most potent competitive weapon 
available to suppliers to attract new customers. To the extent there is a perception this price 
discrimination is unfair or has the potential to give rise to distributional concerns, the consequences of 
changing the operation of competition in the market needs to be examined carefully. It would be a 
retrograde step to see measures introduced that have the effect of increasing average costs to 
consumers. Further, distributional concerns are best dealt with through direct and targeted assistance 
and policies.   
 
Discounts have proven popular and survey evidence suggests they are well understood by customers, 
(though as we discuss in section 6 of this submission improvements can be made to make it easier for 
consumers to compare offers). Research conducted by Newgate for the AEMC indicates that only 3 
per cent of residential customers didn’t investigate their options for switching because they found it too 
confusing.

37
 Newgate also found that around 64 per cent of gas and electricity customers find 

comparing offers to be easy; the proportion of customers that find it difficult is less than 16 per cent.
38

 
 
The removal of exit fees from a large majority of Origin’s retail offers means most customers who are 
dissatisfied with their new offer once they get a bill can in fact switch again without any penalty. 
 
3.4 UK experience with price dispersion 
  
The retail energy market in Great Britain shares many similarities with those fully deregulated markets 
in Australia (namely Victoria, New South Wales, South Australia and South East Queensland). Key 
similarities are noted below. 

 Electricity is procured from a competitive and independently operated wholesale spot market. 

 Markets are fully open to retail competition for residential customers (FRC introduced in 1997 

in Great Britain). 

 Retail price controls have been removed (2002 for Great Britain), and monitoring regimes 

have been put in place. 
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Markets”, Report to the Australian Energy Market Commission, June 2016, pg 23. 
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In around 2008 there was significant public concern about increases in retail electricity prices. While it 
was noted that bill increases were primarily due to rising global energy costs, climate change policies, 
increased network investment and a lack of liberalisation across the rest of Europe, Ofgem launched a 
probe into the energy supply market in 2008. The review did not find excessive profits and 
acknowledged that the transition to effective competition was well advanced with the Six Large Energy 
Firms (SLEF) continuing to lose market share. But it did conclude that the transition to competitive 
markets needed to be accelerated, with Ofgem noting it did not believe switching by the active minority 
was driving down prices for inactive customers. 
 
In response to this, Ofgem introduced a range of measures including prohibition on regional price 
differentiation; strict requirements limiting the number of tariffs that suppliers can offer; and tighter 
regulations for direct marketing. 
 
These reforms were regarded as failing to achieve their desired outcome, with average domestic 
energy prices continuing to rise over the period to 2014. This prompted the Gas and Electricity 
Markets Authority to direct the CMA to investigate competition issues connected with the supply or 
acquisition of gas and electricity in Great Britain, including both retail and wholesale markets, but 
excluding retail supply of commercial and industrial customers. 
 
The CMA released is final report in June 2016 reversing the earlier regulatory interventions that 
restricted retailers to only offering four tariffs, noting that it had a perverse effect in limiting competition. 
Specifically the CMA found:  
 
that certain aspects of the ‘simpler choices component’ of the [Retail Market Reform] rules have the 
effect of dampening price competition between suppliers by either (a) directly restricting their ability to 
compete to acquire or retain customers through the tariffs or discounts they offer or (b) adversely 
affecting the incentives suppliers have to compete by making it more costly to offer customers cheaper 
prices or discounts (the effect of which is to reduce the competitive pressure suppliers exert on their 
rivals). We also consider that these rules restrict the ability of suppliers to compete through 
innovation.

39
 

 
3.5 Structure of retail tariffs  
 
Origin understands there has been some criticism of the structure of retail tariffs which are generally 
divided into a fixed and variable portion. The concern expressed by some consumer groups is that 
fixed charges are independent of a consumer’s usage and thus undermine the ability for consumers to 
lower bills by reducing their consumption.  
 
The fixed component of a customer bill reflects the fact that some costs are not variable and do not 
depend on how much energy an individual customer uses. On average, uncontrollable charges 
(comprising network and metering costs) account for close to half of fixed costs recovered in the retail 
supply charge. In addition to these uncontrollable costs, most of Origin’s costs are fixed or semi-fixed 
over the short and medium term: 
 

 costs associated with call centres, billing and associated IT systems;  

 regulatory costs (such as licencing and compliance costs); 

 staff costs, customer acquisition and retention costs; and 

 corporate overheads. 
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4. Vertical integration  

The Issues Paper notes that some electricity retailers are vertically integrated with generators, which 
can help to facilitate the management of financial risks associated with acquiring wholesale energy.  
 
Origin acknowledges that the ACCC has expressed concerns about the impact of vertically integrated 
market structures on competition in retail electricity markets on a number of occasions in the past.  
The ACCC has suggested that vertical integration risks raising barriers to entry in electricity retailing 
and entrenching the market power of incumbent generators. As we discuss later, Origin considers that 
an analysis of the competitive landscape in the NEM show that these concerns are largely theoretical 
in nature. In summary: 

 

 the main driver of vertical integration is to achieve greater efficiency which is likely to lead to 
lower consumer prices and more timely investment in generation capacity than would otherwise 
occur; 

 

 there is no evidence that large vertically integrated generators / retailers have substantial 
market power, and in fact the market share of the Big Three retailers has declined over the past 
5 years; 

 

 vertical integration does not eliminate the need for integrated retailers to participate in the hedge 
contract market and the effect of integration on hedge contract availability is unclear. 

 
4.1 Drivers of vertical integration  
 
There are generally four main drivers for firms to vertically integrate:  
 

 To assist in risk management. In addition to contracting, vertical integration has emerged as 
one efficient mechanism to help manage the inherent price volatility in an energy only market 
such as the NEM. A mix between contracting and ownership helps to provide diversity and a 
low cost approach to risk management (over the long run). 

 

 To attract finance for major capital investments. Banks will be reluctant to finance projects such 
as new generation or development of a fuel resource without a high degree of revenue 
certainty. Vertical integration, by linking generation output with retail customers is one way to 
provide certainty to the providers of finance and increase their propensity to lend.  An alternative 
mechanism for achieving this type of certainty is power purchase agreements (PPAs), which are 
commonly used to support investment in renewable generators. 

 

 For commercial growth and diversification. Firms seeking commercial growth opportunities will 
logically look at adjacent markets where they may be able to rely on their existing capabilities 
and experience. Vertical integration is also a form of diversification which may improve the 
firms’ credit rating, although other forms of diversification could potentially give the same 
benefit.  

 

 To gain economies of scope. There may be some shared functions between the different 
business units of a vertically integrated entity, for example shared trading or management 
personnel. 

 
While these benefits from vertical integration have encouraged some market participants to pursue an 
integration strategy, these benefits are not so large as to preclude strong competition from non-
integrated market participants. This is evidenced by the presence of a large number of standalone 
retailers in the NEM, particularly in jurisdictions that have deregulated the retail market, and by the fact 
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the market share of the large vertically integrated retailers has been decreasing over time (see section 
3). 
 
Vertical integration between electricity generation and retailing was examined in detailed by the UK 
CMA in its 2016 report into the UK electricity market, in which the SLEF are all vertically integrated to 
some extent.

40
  In its final report, following a discussion of the benefits of vertical integration, the CMA 

concluded that: 
 
While these benefits [of vertical integration] may not be passed through in full to customers, overall 
customers are likely to be better off than they would be if these efficiencies were not present. 
 
We have not sought to quantify precisely the scale of the benefits identified above, but they are likely 
to be modest. The fact that some of the Six Large Energy Firms are moving away from a vertically 
integrated structure gives further weight to our conclusion that any benefits from vertical integration 
are likely to be limited.

41
 

 
The CMA further found in the wholesale markets, which comprise about 50 per cent of the overall 
costs of gas and electricity, prices have been reflective of costs and there was no evidence that 
companies are able to exploit market power or make excessive profits.

42
 

 
To the extent that vertical integration lowers the costs of operation for the integrated company, vertical 
integration can be expected to have an efficiency enhancing impact on the market over the long run. 
By enabling improved risk management, the realisation of economies of scale and potentially 
providing access to credit on more favourable terms, vertical integration can assist in lowering costs 
and ultimately prices when compared to the counterfactual where there is no integration. As discussed 
earlier in this submission, deregulated NEM jurisdictions show signs of high levels of competition, 
which will ensure that any efficiency gains associated with vertical integration are passed on to 
consumers in the form of lower prices.   
 
4.2 Concerns regarding vertical integration and market power 
 
There is no evidence that vertically integrated market participants in Australia have been able to 
exercise market power or earn excess returns because of vertical integration or are likely to do so in 
the future.  
 
In making its Final Determination in the Potential Generator Market Power rule change, the AEMC 
sought to define under what circumstances the exercise of market power in the NEM would be harmful 
to competition. In determining this definition the AEMC distinguished between: 
 

 substantial market power – which involves sustained pricing above a level that would prevail in 
a workably competitive market; and  

 

 transient pricing power – which involves a transient ability to increase prices for short periods of 
time.  

 
The AEMC noted that: 
 
Transient pricing power, manifesting itself through occasional spot price spikes, is an inherent feature 
of a workably competitive wholesale market, and is only a concern if it occurs frequently enough and 
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to a significant enough magnitude to lead to average annual wholesale prices being above the long-
run marginal cost (LRMC) of generation. LRMC is a measure of the workably competitive level of 
wholesale electricity prices, with actual prices expected to be above this level in some years and 
below in other years, reflecting supply and demand conditions at particular points in time. In electricity 
generation, which is characterised by relatively high fixed costs and ‘lumpy’ investments, a competitive 
response to price signals will not occur in very short timeframes. It is therefore important to recognise 
prices must be sustained above estimates of LRMC for a sufficient period of time, reflecting a time 
frame in which new entry may reasonably be expected to occur.

43
 

 
The AEMC concluded that market outcomes in the NEM were not consistent with the exercise of 
substantial market power. A look at pricing outcomes in the market indicates that spot prices or pool 
returns have generally trended below the long run cost of generation, which is again consistent with 
the AEMC’s earlier finding in 2013. Chart 8 below shows that the returns realised in the spot market 
have generally been below the average price required by a CCGT plant for it to break even over its 
lifetime (i.e.  its levilized cost of energy). New build CCGT is considered representative of a new 
entrant as it is the most recent baseload plant constructed in the NEM (2009). 

 
Chart 8: Pool returns have been consistently below long run costs

44
 

 

 
 

4.3 Concerns regarding vertical integration and barriers to entry 
 
Another concern is that vertical integration could serve as a barrier to entry in electricity retailing by 
leading to a reduction in the availability of hedge contracts available to standalone retailers. This is 
based on the notion that the integrated business will bypass the wholesale market and simply buy and 
sell energy internally, limiting opportunities for new retailers to manage the risks associated with their 
retail load.  
 
This theory was analysed by the Australian Competition Tribunal (Tribunal) in its assessment of 
AGL’s application for authorisation of its acquisition of Macquarie Generation. 
 
The Tribunal highlighted that an assessment of the ‘availability’ of hedge contracts was the critical 
measure of whether hedge contract markets were sufficiently liquid to meet the needs of small or new 
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entrant retailers. In this context, the Tribunal highlighted that despite the fact vertical integration would 
lead to some reduction in the volume of contracts traded, to the extent the acquired generation 
capacity could be used to internally hedge retail load, the overall impact of vertical integration on the 
overall availability of hedge contracts is not necessarily negative. This is because the third party hedge 
contracts that were previously used to hedge the now-integrated retail load will become available to 
the market: 
 
329 Of course, in assessing whether AGL should be authorised to buy Macquarie Generation, the 

relevant question is what will be the future availability of hedge contracts, and the liquidity of the 
hedge market in the future with the Proposed Acquisition. 

 
331   When a retailer that previously did not own any generation assets integrates with a generator, 

its requirement for hedge products will be reduced roughly in proportion to the extent that its 
generation capacity and its retail load are balanced. Accordingly, it can logically be expected 
that this hedge volume sourced ultimately from other generators would then be available to 
other retailers in the market. These generators, having lost the demand for hedges from the 
new gentailer, would presumably be keen to write new hedge contracts with other retailers. 
Given the excess production capacity that clearly exists in the NEM, both in terms of current 
operating plant as well as in mothballed capacity, then this future hedge availability to second-
tier retailers or other gentailers, which are short in generation, will add to the available supply of 
hedges. 

 
A similar approach to assessing liquidity was adopted by the CMA in its analysis of liquidity in the UK 
electricity market. The CMA focussed on ‘product availability’ as the key measure of liquidity and 
downplayed the importance of ‘churn’ (or liquidity ratios), due to it being a more ephemeral measure of 
liquidity.

45
 

 
In addition to this, there are a number of financial and commercial reasons that mean vertically 
integrated generators still participate in the external hedge contract market to a significant degree. It is 
not commercially practical or desirable to achieve a ‘perfect hedge’ of a retail load through matching 
generation output in terms of volume and profile of load. These reasons include that: 

 

 The shape of retail load will never be perfectly matched with generator output. Vertically 
integrated generators will continue to trade in the hedge contract market even for the proportion 
of their retail load which appears to be matched with generator output, because the ‘natural 
hedge’ that is provided by a generator’s optimal bidding and dispatch strategy will never 
perfectly match the exact shape of the retailer’s load over the course of a day, week and year. 

 The volume and shape of retail load can rapidly change. A retailer’s load is continually changing 
as mass market customers churn, and more significantly as the larger C&I customers (~50–60 
per cent of load across the NEM) change retailer. Thus, it would not be wise to completely strive 
for direct equivalence in generation and retail load given a few larger customers retendering 
their load and switching to another retailer might result in a material change in the retail load. 

 There is a first mover advantage in new capacity which means gentailers will tend to build 
“market optimum” plant and make any additional output or capacity available to other market 
participants. 

 
The above reasons mean that vertically integrated entities are motivated to participate in a wholesale 
hedge market, and have an interest in ensuring an efficient and liquid market exists.  
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The question of whether a vertically integrated generator would have a commercial ability or incentive 
to withhold the supply of hedge contracts to the extent that it had excess generation capacity not 
matched by a retail load was analysed in detail by the Tribunal in its assessment of AGL’s acquisition 
of Macquarie Generation. The Tribunal concluded that a strategy of foreclosure would not be 
commercially rational: 

356 after the Proposed Acquisition, AGL will not have the ability to exclude retailers of any size from 
the NSW retail market by refusing to supply them with hedge contracts.  It finds that AGL will in 
fact continue to offer hedge contracts to retailers in NSW to the extent that it realistically is able 
to, after having regard to its natural hedge with its retail operations.  A retailer to whom AGL 
were to refuse to supply a hedge contract could easily turn to another supplier, including 
generators in NSW or interstate or financial intermediaries.  To refuse to supply would be not be 
profit maximising for AGL and would therefore be commercially irrational.  It would be foregoing 
profit on the contract, and would have little or no effect on the retailer’s ability to secure supply, 
given the alternative sources of hedges. 

This reasoning is consistent with the approach that Origin has taken to supplying hedge contracts from 
its generating assets. While Origin does use its generators to hedge its own retail load where 
appropriate, it also supplies significant volumes of hedge contracts to third parties on terms driven by 
competition in the supply of such contracts (notwithstanding the fact that it is a net retailer, i.e. the 
volume of electricity it sells to customers exceeds the volume of electricity it generates). 

5. Customer engagement and participation  

The AEMC reported in 2016 that most consumers are aware they have choice in the market and that 
competition is effective in most regions. According to analysis undertaken by Newgate Research as 
part of the Competition Review, on average 93 per cent and 82 per cent of residential customer’s were 
aware they could choose their electricity retailer and electricity plan respectively in 2016.

 46
 

 
In comparison with 2015, residential consumers were also significantly more confident that they could 
find the right information to choose a suitable energy plan for their business or household. The 
proportion of residential consumers who rated their confidence highly (7 or more out of 10) rose from 
54 per cent in 2015 to 63 per cent in 2016.

47
 There was also a similar increase in consumer 

confidence in choosing the right energy option for their household – high confidence ratings rose from 
57 per cent to 63 per cent in 2016.

48
 

 
The Newgate research shows that while the proportion of residential customers on generally lower 
priced market offers has increased over time, around 67 per cent of consumers had not investigated 
retailers or plans in the past 12 months and 50 per cent had not switched electricity retailers in the last 
five years.

49
 This in our view, is not necessarily indicative of any underlying issues with the ability of 

customers to investigate offers and switch retailers if they so chose. As further highlighted in the 
Newgate research, only around 50 per cent of customers in the NEM jurisdictions with choice were 
interested in seeking a better deal in 2016.

50
 Additionally, only around 10 per cent were actively 
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looking, which implies that the remaining 40 per cent were not displeased with their current 
arrangements to the point that would lead them to actively seek a new offer.

51
 

 
Chart 9: Interest in looking for a better deal (NEM regions)

52
 

 

 
 
As noted by the AEMC, this research suggests that different customer segments require different 
approaches to increase awareness and engagement. Some segments would benefit from targeted 
information about the tools available, so that they can investigate their options and capture the savings 
available from competitive market offers. Others require information about the support services 
available. 

6. Customer service and innovation  

A high level of innovation and new product development is often a feature of competitive markets. A 
criticism sometimes aimed at Australia’s retail electricity markets is that there has not been enough 
innovation. This has changed over the last few years and it is clear the market is on the cusp of a 
significant transformative period due mainly to technological improvements, which we discuss later.  
 
It is also important to bear in mind that in the early years of competition (i.e. following the introduction 
of FRC and then deregulation) many retailers were preoccupied with acquiring customers and 
implementing capital intensive systems changes such as new billing platforms. Origin’s retail 
transformation program which commenced in 2008 involved the migration of our customer base 
(including those acquired with the purchase of Integral and Country Energy in NSW in March 2011) to 
the SAP system. This was completed in 2014. With the improvements to billing complete the focus 
shifted to achieving economies of scale, reducing costs, and improving customer experience. Now 
with much of the core retailing functionality in place there has been a greater focus on service 
improvements and innovation.  
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6.1 Origin’s recent customer service initiatives 
 

 extended call centre hours from 7am to 9pm, Monday – Friday;  

 opening a series of Customer Service Hubs and a dedicated webpage to listen to customer 

feedback;  

 delivered improved electronic billing to allow for easy bill payment;  

 established web portals to allow customers to access information about their account, and 

options tailored to their needs, at anytime; 

 made it easy for customers to move home and establish their new connection arrangements;  

 provided more flexible payment options which allow customers to pay their bills in weekly, 

fortnightly or monthly instalments;  

 greatly improved the quality of customer correspondence through more use of tailored letters to 

address the customers’ issue(s) and adopting a straightforward tone; 

 improved bill management by promoting our bill smoothing solution (Easipay) and providing 

SMS bill arrival and payment reminders; 

 removing exit fees from all residential plans;  

 ending all door knocking and cold calling to households;  

 improving our “customer transfer” process by better explaining the process upfront and keeping 

customers up to date with progress by email or SMS; and 

 bill simplification – customer feedback was used to focus on the key information and charges 

customers wanted to know, and helped Origin to reduce the amount of unwanted information. 

During 2016, we also increased our use of paperless billing, with approximately 1.6 million 

customer accounts across all markets having taken up e-billing at the end of the last financial 

year.  

 

The increased focus on customer service is evidenced by improvements in some key metrics such as 

the net promoter score and Ombudsman complaints.  

 

6.1.1 Net promoter score 
 
Origin measures the impact that the above improvements to customer service through our Interaction 
Net Promoter Score (NPS). The NPS is a customer satisfaction score that provides us with insight into 
how customers perceive their experience with Origin. To gauge this we ask our customers how likely 
they would be to recommend Origin to family or friends following their interactions with us. This 
information allows Origin to identify key issues with a customer’s experience and to develop processes 
and solutions. Since we started tracking Interaction NPS in September 2015 we have seen an 
improvement from +6.3 to +13 as of our 2017 half-yearly results. The Interaction NPS is therefore an 
important tool in a competitive market for Origin to assess and publicly report on how its relationship 
with its customers is tracking and to identify steps to improve customer service. 
 
 
6.1.2 Ombudsman complaints  
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Another important improvement to service delivery has been the implementation of new billing 
systems by Origin and other retailers in recent years. Billing issues are generally the highest single 
factor behind complaints to the energy ombudsmen in each jurisdiction.

53
 However, following the 

upgrades to billing systems, and concerted effort to improve customer experience, Origin has seen 
noticeable reductions in ombudsman complaints; in Victoria, Origin’s ombudsman complaints for gas 
and electricity have more than halved from 14,336 in 2012-13 to 5,902 in 2015-16.

54
 This mirrors the 

reduction in electricity complaints observed across New South Wales, South Australia and South East 
Queensland over the 2014 to 2016 period (see Chart 10 below). It is also consistent with the improved 
customer satisfaction ratings discussed earlier.  
 
Chart 10: Electricity customer complaints to the Ombudsman over the previous financial year 2014 to 
2016

55
 

 

 
 
6.2 Innovation and new product development is changing the nature of retailing  
 
The emergence of new technologies is having a significant impact on the market by changing how 
energy is produced and consumed. Consumers now have a prominent role in producing energy 
through disturbed energy resources (DER) such as solar PV, with digital metering, battery storage, 
and electric vehicles providing additional options for managing energy usage. As the cost of these 
technologies decline, it is anticipated that demand for associated new products and services will 
continue to grow, forever altering the traditional energy retailing and generating model. The AEMC in 
its most recent review of retail electricity markets noted that approximately 17 per cent of residential 
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households in Australia have installed rooftop solar PV which is the highest penetration rate in the 
world. This translates to almost 5,000 MW of installed capacity throughout the NEM. When compared 
to solar PV, battery storage is very much in its infancy, though costs are sharply declining.  
 
These new and emerging technologies have already led to the development of new business models 
and service providers that apply competitive pressure to the “traditional” retailer businesses. As an 
example, the AEMC notes that as at May 2016 there were 103 energy businesses that offer solar 
power-purchase agreement offers across NECF jurisdictions, including traditional retail businesses 
seeking to compete more effectively with new energy service providers. 34 of these also provide 
services solely or primarily to the residential market. 
 
In our estimation approximately 10 percent of residential electricity demand is now being met by 
rooftop solar PV (see Chart 11 below). 
 
Chart 11: Residential demand met from grid and Solar PV
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Energy consumers now have access to a suite of new products which will only continue to increase 
with technological improvements (see Table 9 below).  
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Table 9: New energy products 

Product Origin Activity 

Predictable Plan Origin launched Australia’s first fixed cost residential energy plan in 
2016, where the customer pays a tailored fixed price for their energy 
usage and supply for 12 months.  Customers are able to choose 
fortnightly or monthly payments. 

Rooftop solar PV Origin has directly installed about 80,000 systems to date and in total 
about 400,000 of our customers have solar systems.  

Origin’s Solar Boost product packages a premium feed in tariff alongside 
a market discount. 

Power purchase agreement (PPA)       Solar as a service PPA product allows customers to access the benefits 
of solar, without having to pay up-front for the system, or be concerned 
with maintenance costs. Customers are able to use the electricity 
generated by the solar panels, and are charged for all energy generated 
at a lower rate than they would ordinarily pay to access this power from 
the grid 

Access usage information using 
online portals 

Customers can see usage information online, costs to date, prediction of 
current bill, download interval metered data and access energy savings 
tips. 

Battery and storage solutions Origin was among the first companies in Australia to offer battery storage 
products to its customers, namely the Tesla Powerwall. Storage solution 
being integrated with solar plus grid. 

Advanced meters Origin is building the capability for low cost, efficient deployment of digital 
meters.  Smart meter deployment currently focussed on NSW to address 
metering requirements following the end of the solar bonus scheme. 

Service arrangements with energy 
companies to provide energy 
efficiency information or other 
services such as cleaning solar 
panels 

Origin provides a solar system diagnostic and repair service and 
retails/installs a range of heating and cooling systems. Origin also 
provides 24/7 hot water systems repair, service and replacement. 

7. Options for market reform and improvement  

As is also the case, there is scope for industry reform and improvement.  Origin has proposed some 
measures below, and would be pleased to engage further with the ACCC on these or other potential 
reforms in the future.   
 
7.1 Enhance customer’s ability to exercise choice  
 
As outlined throughout this submission, Origin considers that competition is effective in the retail 
electricity market. This is supported by: 
 

 evidence of strong price competition in the market, including through discounting to win new 
customers and retain existing customers; 

 evidence that customers engaging with the market are responding to price competition by 
switching or demanding lower prices from existing suppliers; and  

 evidence of new entry to the market.  
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However, we acknowledge that more could be done to ensure that customers are actively engaged 
and able to access the benefits of effective competition at the retail layer. We acknowledge that, while 
many customers are highly engaged and actively switching between retailers, other customers are 
less active. 
 
In this section, we outline some options for reform which may assist customers in this regard. 
 
Enhance the reach of comparator websites  
 
Origin considers that more could be done to help customers compare offers. Customers outside of 
Victoria can use the AER’s comparison tool Energy Made easy that provides independent comparison 
of energy offers. There are also a number of commercial websites (e.g. energywatch.com.au, 
iselect.com.au and comparethemarket.com.au) that provide a more limited comparison service. 
Energy Made easy’s reach could be improved. Perhaps there is a role for Government in co-funding 
with the AER the promotion of Energy Made easy so that it appears more prominently in customers’ 
web searches. 
 
Introduction of a standard comparator rate 
 
While web comparators are an important tool there may also be a role for some form of comparison 
rate to be provided on retailer’s market offers that assist customers in comparing offers with differing 
structures. An industry wide scheme could require each energy plan to be accompanied by a 
comparator rate expressed as an annual average cost estimate. As each retailer’s offer has a different 
fixed and variable charge the comparator estimate may need to be expressed for a number of typical 
electricity consumption levels, e.g. small, medium and large customers. Customers are already 
provided with their average daily usage on their bills and they can use this information to determine 
the most suitable usage profile. Origin suggests that this comparison rate should be provided to 
customers on energy price fact sheets (which are required for every market offer) and made available 
online on retailers’ websites. If this was implemented through an industry wide scheme it may require 
authorisation by the ACCC. 
 
7.2 Network charges 
 
The current model of network investment and cost recovery will need to be reviewed in light of the 
growing uptake of distributed energy resources, increasing decentralisation of the market, and 
generally lower levels of demand. Under the current framework, consumers bear the risk of any future 
stranding of network assets, and those customers that do not take up distributed generation such as 
solar PV will increasingly bear a disproportionately higher proportion of network charges. 
 
Network tariff structures are still primarily based on the volume of energy consumed as opposed to the 
time at which usage occurs. This approach does not provide appropriate signals for consumer 
investment and usage or allow for equitable cost recovery.  As more consumers take up distributed 
energy sources such as solar PV, network charges are recovered from a smaller base 
 
While there has been some progress on network tariff reform, a clear long term plan is required. This 
plan must focus on balancing consumer understanding, the bill impact of tariff rebalancing, and a 
move to more cost reflective offerings.  
 
Furthermore, while networks and regulators push for more cost reflective network tariffs this will also 
create both benefits and challenges. Notably, the average customer already struggles to understand 
the costs that make up their electricity charges. The pass-through of cost reflective tariffs being 
promoted by the network will add to the complexity of those costs (and retailer tariffs) and require a 
significant customer education campaign to avoid any further confusion. This will be extremely 
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challenging for retailers, networks and Governments alike.  The risk of failing to deliver a co-ordinated 
and understandable approach to tariff reform will create further distrust of the industry from customers. 
 
7.3 Energy affordability 

  
Origin is aware that affordability is a rising issue for energy consumers, and that this burden falls 
particularly on vulnerable customers. . To assist with managing the impact of the price increases 
announced recently, Origin has effectively implemented an initiative to freeze the impact of price 
increases for our hardship customers in South Australia, Queensland and New South Wales for 12 
months.
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Origin introduced its Power On program in 2005 to assist customers suffering hardship. The central 
aim is to provide targeted assistance to customers that need help with understanding the cost of their 
consumption and what they can realistically afford to pay. Power On is a program achieves this by: 
 

 identifying whether a customer is in hardship and needs assistance with paying their energy bills;  

 educating customers about the way they use energy, and how it affects their bills; and  

 setting up personal payment plans to help customers who have fallen behind get back on track.  

 
These steps help us to work with our residential electricity and natural gas Power On customers to 
make debt collecting and disconnecting someone’s energy supply our last resort. Most recently we 
have developed a vulnerable customer strategy to understand and proactively identify customers, and 
the causes of vulnerability, so that we can provide appropriate support. Origin has also taken steps to 
expand our energy efficiency audits and advice, which is provided via Kildonan and Uniting 
Communities. This service provides telephone advice and home visits to help customers understand 
how their household appliances and energy usage affects their bills. We strongly encourage home 
visits for Power On customers who use a lot of energy. Our Energy Audit program also swaps 
inefficient light globes and shower heads with energy efficient ones free of charge 
 
One of the central ways that Governments provide assistance to customers is through the provision of 
concessions, which work in concert with Hardship programs to close the gap between what a 
customer uses and what they can afford to pay.  
 
7.3.1 Development of a national concessions framework 
 
Despite the recent debates concerning energy affordability, state and federal governments have not 
taken necessary steps to review concessions and consider whether they are adequate or fit-for-
purpose. The last time a review was conducted nationally was via COAG in 2007.  
 
Origin supports the development of a national concessions framework to help determine a consistent 
and transparent approach to customer assistance and ensure that customers most in need of 
assistance are able to receive it. Origin suggests the ACCC could recommend that the 
Commonwealth Government take the lead in advocating for a review of energy concessions and 
whether they are meeting the needs of vulnerable customers. 
 
 
 
 
Such a framework could investigate:  
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 Origin will credit customers the difference. 
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 The optimal structure of rebates – examine the appropriateness of various design options 
including a flat rebate (Queensland model); or a percentage based approach (similar to that in 
Victoria).  

 Jurisdictions moving towards consistent, percentage-based concessions. 

 How best to educate and engage the community to increase awareness of electricity rebate 
schemes and assistances measures. The Government could take a greater role in developing 
communication material and making these more accessible to financial counsellors and relevant 
consumer groups to assist consumers complete the required application process. 
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NEM Forward Price Curves 

Chart 12: Swap Prices, Queensland
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Chart 13: Swap Prices, New South Wales
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 ASX Energy data. 
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Chart 14: Swap Prices, Victoria
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