
Dear Sir I have thoughts on various aspects of the tariff structures. 

Firstly after your Brisbane public meeting I briefly discussed with one of the representatives there  the comparison 

between the Flat Rate tariff and the Time of Use tariff as shown below and thought I might expand my thoughts. 

 

What incentive is there for a Flat Rate customer to change to Time Of Use? 

There are certainly savings to be made in generation, transmission, and distribution by converting a customer from 

worst to best but who do they accrue to?  Certainly not the customer.  When I worked out the above my first 

thought was “How convenient for the supply industry, encourage customers to reduce their peak load thus saving 

capital expense and allow power stations to run with a steady load and reduce the cost peak generation but still 

charge them the same for their energy”. 

It could be that the various companies involved in electricity supply actually don’t want the 4pm to 8pm peak 

reduced.  Generators in particular can make huge profits when generation is short and one generator bids very high 

for the last bit of power needed to supply the peak.  That’s high profit for ALL generators on at the time.  ALL 

generation is paid the same for a particular ½ hour regardless of what their individual bids were.  Reduce the peak 

and their profits will fall as well unless they collude to artificially hold back generation to artificially create a 

shortage. 

 

Secondly the fixed component of a retail bill supposedly to cover the “fixed costs” 

Taking the two customers in the example above the only fixed cost I can think of is the piece of wire connecting  

their house to the supply authority mains running down the street.  That part I believe is at least part paid for by a 

connection fee.  From there all the way back to the generators the costs of infrastructure (and to some extent 

maintenance) are determined by their demand in the peak period from 4pm to 8pm.  The customer with a 6Kw peak 

load will incur the same fixed charge as a customer with a 1Kw peak load even though the cost of infrastructure is 

ELECTRICITY TARIFFS COMPARISON

Using AGL Standard Retail Contract effective from 1 July 2017

Worst Customer on FLAT RATE Best Customer on TIME OF USE

Uses a high load for a short period Has a steady load for the entire day

Load is 6kW steady between 4pm and 8 pm Load is 1 kW steady from 00:00 to 24:00

Total Energy Used 24kWHr 24kWHr

Cost of energy Flat Rate Peak Shoulder week days Off Peak

all times 4pm - 8pm 7am-4pm  8pm-10pm 10pm-7am

c/kWHr $0.26 $0.35 $0.26 $0.22

Hours at each rate 24 4 11 9

Cost for each rate $6.24 $1.40 $2.86 $1.98

Energy cost for one day $6.24 $6.24

Supply Charge 1 1.01

TOTAL $7.24 $7.25



vastly different in the two cases.  I believe the high fixed costs mean that customers with low consumption are 

subsidising customers with high consumption.  It would be more equitable to have lower fixed costs and higher price 

per kWHr.  The current arrangement is analogous to going to a supermarket and having to pay an entrance fee say of 

$100 as you go through the door to pay for fixed costs like car parking, use of a trolly, and air conditioning regardless 

of whether you purchase anything or not. 

 

Thirdly NEM, the Nationally Electricity Market. 

The way the NEM works as I understand it is like this. 

You go to your market to buy 11 bushels of apples.  There are 3 vendors.  2 vendors each have 5 bushels of apples 

for sale at $2 a bushel.  The third has 10 bushels for sale at $10 a bushel.  Since you want 11 bushels you take all the 

apples the first 2 vendors have plus one bushel from the third vendor and then you average the bids of the vendors 

(2+2+10)/3 pay all 3 vendors $4.66 a bushel for their apples. That makes a total of $51.33 for your apples.  If paid for 

separately at the bid price with no averaging the cost would have been $30.  I rest my case.  I know of no other good 

or service that is sold this way. 

 

Fourthly Time of Use Tariff vs Demand Tariff 

A demand tariff does not allow for diversity.  Whatever a customers demand in the 4pm to 8pm peak period it is 

billed as if all customers had peak demand at the same time and they reach that peak every day for a month.  There 

are 8 * ½ hour periods.  If 8 customers each have their peak in non overlapping consecutive periods the ½ hour total 

demand will be the demand of the highest peak, not the sum of all peaks.  Eg.  If all 8 have a 1kW peak the overall 

peak will be 1 kW, not 8 kW.  If all the peaks coincide then the peak will be 8 kW.  The reality would be that some 

peaks would overlap but not all so the demand would be somewhere between 1 kW and 8 kW.  The longer each 

peak lasts the more likely that one customers peak will overlap with another customers peak but Demand does not 

allow for this.  A customer with a 1kW demand for just the ½ hour is charged the same demand as a customer whose 

1kW demand lasts the whole 4 hours even though the 4 hour demand is almost certainly going to overlap with other 

customers. 

Time of use can allow for this while only penalising a customer for a high peak for the time they are at that peak. 

 

It is my opinion that Time of Use is the best of the available tariffs.  It provides a cost signal that will encourage 

customers to avoid putting load on the grid during peak hours while also being equitable.  It ‘s current cost however 

is  too high relative to the Flat Rate as demonstrated above.  


