
 
 
 

12 January 2001 
 
Mr Paul Bilyk 
Acting General Manager 
Regulatory Affairs - Electricity 
Australian Competition and Consumer Commission 
PO Box 1199 
Dickson ACT 202 
 
 
Dear Mr Bilyk 
 

Re: Tasmania's Entry into the National Electricity Market 
 
The Tasmanian Chamber of Commerce and Industry welcomes the opportunity to 
participate in the Australian Competition and Consumer Commission's consideration 
of Tasmania's application to join the National Electricity Market. 
 
The TCCI has been highly supportive of the Tasmanian Government's efforts to 
secure the State's entry into NEM. 
 
The TCCI has given its in principle endorsement this essential project for several 
reasons.  In its view NEM entry will: 
 
• provide a reliable and flexible electricity supply to meet the State's future and 

changing electricity needs at a competitive cost; 
 
• provide a cost effective means of mitigating both physical and financial aspects 

of hydrological risk or the loss of one or more of the State's major electricity 
users;  

 
• establish a regulatory framework that maintains the reliability of the electricity 

supply industry and protects electricity customers, whilst encouraging new 
entrants; 

 
• introduces sustainable competition and customer choice in electricity generation 

and customer choice in electricity generation by providing access to the 
Tasmanian market for interstate generators and encouraging new market 
entrants in retailing; 

 
• provides a robust framework for further investment in the Tasmanian electricity 

supply industry; and 
 
• as an investment project, Basslink provide a significant positive impact on the 

Tasmanian economy in the construction and operational stages. 
 
Of the above benefits to Tasmania the TCCI believes the introduction of sustainable 
competition to be the most important aspect for the State's business community.   
 
The TCCI has previously highlighted to the Office of the Tasmanian Electricity 
Regulator the very significant power cost disadvantage facing business customers in 
Tasmanian compared with Victoria and NSW in particular.   
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Indeed the Competition Index a recently released report from the Tasmanian 
Department of Treasury and Finance (which analyses the State's competitive 
advantages and disadvantages) concluded that the State had a price disadvantage 
of between 26% and 39% when compared to Victoria and NSW.  
 
TCCI believes the implementation of Basslink will act as a means of addressing this 
cost disadvantage and consequently we continue to strongly support the State 
Government in its efforts to secure this important project on a basis which will lead to 
a more competitive energy market in Tasmania. 
 
In light of this, the Chamber wishes to comment on one element contained within the 
Vesting Contract that could potentially compromise the above outcome.  
 
The wholesale electricity price nominated ($39.675 per MWh - June 2000 dollars) 
within the Non Contestable Vesting Contract Submission was sourced from OTTER's 
1999 Pricing Determination. 
 
TCCI's view is that this price was originally on the high side and will be further 
compounded by a CPI indexation mentality. 
 
TCCI believes a significant opportunity was lost to achieve more competitive 
electricity prices for the State as a consequence of the Government's own actions 
during the Electricity Regulator's tariff review in 1999.  The Regulator issued a draft 
report foreshadowing price reductions for HV customers in the range of 7% to 10% 
and 1.3% to 2% pa for other business customers. 
 
The TCCI contended that the respective 10% and 2% reductions would reduce the 
gap between Victoria/NSW but certainly not remove it (as subsequently confirmed by 
the Competition Index).   
 
The Government presented a submission stating that 7% and 1.3% were the 
absolute maximums that could be contemplated and this position was ultimately 
adopted by the Regulator.  There can be no doubt that the Government’s submission 
was pivotal in shaping the ultimate decision of the Regulator and business is thus 
paying significantly more for electricity as a consequence. 
 
TCCI believes these retail prices (and the above mentioned wholesale price) to be 
artificially high as the Regulator was forced to take into account the Government's 
special dividend policy towards its Government Business Enterprises.   
 
It is difficult to imagine that the extraction of $314 million from the electricity industry 
over the past three years by the State Government has not led to the need for higher 
electricity prices. 
 
Furthermore under the vesting contract it is proposed that the OTTER pricing 
determination be indexed by CPI each year.  This CPI indexation approach is 
contrary to business practices. 
 
Given the extremely competitive market in a subdued economic environment within 
Tasmania, the Tasmanian Survey of Business Expectations has consistently shown 
that no business within this State has been able to index prices upwards by CPI.  To 
the contrary the majority of respondents reveal that prices have often in fact been 
reduced. 
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It is extremely disappointing that as a monopoly supplier, under the vesting contract 
for non contestable customers, the Electricity business grants itself the ability to 
automatically index charges in line with inflation.  The fact that we are in a low 
inflation environment is irrelevant.  There is principle at stake and an indexation 
mentality is an admission of mediocrity.  
 
TCCI would argue strongly that if this system is to stay in place then a mandatory 
efficiency dividend (CPI - X) must accrue to customers.   
 
The situation by whereby a 1999 pricing determination applies for more than 9 years 
through to 2007 is less than ideal.  Factors change that impact on prices.  For 
example the development of a renewable energy wind farm by the Hydro would 
increase the supply of electricity and as supply increases so to should prices reduce. 
 
In essence it is a very long period of time for a 1999 price determination to apply 
without a review. 
 
The TCCI does not wish to delay NEM entry on the grounds of the above although it 
strongly favours some amendment of this element with at the very least a CPI - x 
coefficient introduced.  
 
The TCCI has had the opportunity to examine the proposed timetable towards full 
contestability and is conscious of the factors that have led to this timeframe.   
 
Although TCCI would obviously prefer full contestability to arrive for all business 
customers as soon as possible TCCI believes the phasing in of retail contestability 
for business customers over a four year period commencing on 1 October 2003 to 
be a realistic and satisfactory timeframe. 
 
All remaining elements of the submission made by the Tasmanian Government are 
significantly supported by the TCCI. 
 
I would like to point out that the State Government's consultation with Industry 
Groups on this subject has been commendable.  At all steps along the way the 
Tasmanian Department of Treasury and Finance has kept the TCCI abreast of latest 
development's in pursuit of this vital project for Tasmania. 
 
Tasmania's entry into the National Electricity Market is pivotal to the future 
development of the Tasmanian economy and as such the submissions before you 
are resolutely endorsed by the TCCI.   
 
Yours sincerely 

 
 
Damon Thomas 
CHIEF EXECUTIVE 
 


