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Important Notice

If you are a party other than the Essential Service Commission, KPMG:

e owes you no duty (whether in contract or in tort or under statute or otherwise) with respect to or
in connection with the attached report or any part thereof; and

e will have no liability to you for any loss or damage suffered or costs incurred by you or any other
person arising out of or in connection with the provision to you of the attached report or any part
thereof, however the loss or damage is caused, including, but not limited to, as a result of
negligence.

If you are a party other than the Essential Service Commission and you choose to rely upon the
attached draft report or any part thereof, you do so entirely at your own risk.

Limitations

The responsibility for determining the adequacy or otherwise of our terms of reference is that of the
Essential Service Commission.

The services provided under our engagement ('Services’) have not been undertaken in accordance
with any auditing, review or assurance standards. Any reference to ‘audit’ and ‘review’, throughout
this report, is not intended to convey that the Services have been conducted in accordance with any
auditing, review or assurance standards. Further, as our scope of work does not constitute an audit
or review in accordance with any auditing, review or assurance standards, our work will not
necessarily disclose all matters that may be of interest to the Essential Service Commission or reveal
errors and irregularities, if any, in the underlying information.

In preparing this draft report, we have had access to information provided by other consultants
engaged by the Essential Service Commission and publicly available information. We have relied upon
the truth, accuracy and completeness of any information provided or made available to us in
connection with the Services without independently verifying it. The publicly available information
used in this report is current as of April 2017. We do not take any responsibility for updating this
information if it becomes out of date.

This draft report provides a preliminary summary of KPMG's findings during the course of the work
undertaken for the Essential Service Commission under the terms of the engagement contract. The
findings in this report are subject to change as our analysis progresses during the course of this
engagement

Any findings or recommendations contained within this draft report are based upon and preliminary
assessment and our reasonable professional judgement based on the information that is available
from the sources indicated. Should the project elements, external factors and assumptions change
then the findings and recommendations contained in this report may no longer be appropriate.
Accordingly, we do not confirm, underwrite or guarantee that the outcomes referred to in this draft
report will be achieved.

We do not make any statement as to whether any forecasts or projections will be achieved, or
whether the assumptions and data underlying any such prospective financial information are accurate,
complete or reasonable. We will not warrant or guarantee the achievement of any such forecasts or
projections. There will usually be differences between forecast or projected and actual results,
because events and circumstances frequently do not occur as expected or predicted, and those
differences may be material.
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EXECULive summeary

The Essential Service Commission of Victoria (ESC or the Commission) is currently developing a new
regulatory framework of minimum standards of assistance for customers experiencing payment
difficulty. This follows an amendment to Victoria’'s energy industry legislation to include a new objective
for the ESC to promote protections for customers, including in relation to assisting customers who are
facing payment difficulties.

The Victorian Government’'s decision to include this new objective was in response to the
Commission’s inquiry into energy hardship, Supporting Customers, Avoiding Labels which was
completed in February 2016. This inquiry found that energy company hardship programs are not
preventing customers from accumulating large debts, or being disconnected. The inquiry also found
that customers are not getting the assistance they need, and many of the current rules cannot be
enforced.

To assist in its considerations of the new regulatory framework for payment difficulties, the
Commission has engaged KPMG to provide an evaluation of the potential impacts on customers under
the proposed design of the framework. The purpose of this evaluation is to gain an understanding of
the extent of any impacts — in terms of changes in either costs or savings — for customers under the
new framework and a range of factors and circumstances which will influence the magnitude of those
impacts.

Energy is an essential service through which we heat and cool our homes, cook, and connect with our
communities via technology. The circumstances under which a customer encounters payment
difficulties are likely to be unique to that individual customer, and therefore the costs and stress that
they face will differ across customers.

This preliminary paper discusses our approach to examining the potential average impacts, and presents
our proposed methodology, assumptions and initial estimates for any impacts which are considered to
be quantifiable with a reasonable level of confidence.

Evaluation of the customer impacts is dependent on making a number of assumptions including
considering how customers and retailers could change their behaviour and practices under the new
framework. Stakeholders will have different opinions and useful insights on the assumptions presented
in this paper. The release of this preliminary paper will enable stakeholders to consider and respond to
our proposed methodology which will help to improve and validate the consideration of the customer
impacts. Therefore, the methodology and initial quantitative estimates presented in this paper should
be considered to be indicative and could change as we complete our analysis and incorporate any
stakeholder feedback.

0Ur approach

The evaluation of the customer impacts under the new Payment Difficulties Framework (PDF) is based
on the incremental change in customers’ financial and non-financial positions under the introduction of
the new framework as compared to continuation of the current arrangements. We have conducted
this evaluation based on the proposed design of the framework presented in the Commission’s New
Draft Decision and have not assessed alternative designs.

We have approached this evaluation not seeking to provide a precise estimate of the likely magnitude
of customer impacts under the new framework. There are number of reasons for this:
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e Given the personal nature of impacts of customers experiencing financial difficulties and the
assistance arrangements, a number of customer impacts cannot be quantified.

e For those financial impacts which can be quantified, the potential monetary amount of impact will
be heavily dependent on a range of assumptions relating to potential retailer and customer
behaviour under the new frameworks. Therefore it will be difficult to provide with any level of
reasonable certainty a credible single estimate of potential customer impacts.

Therefore we have presented the initial quantitative estimates under a range of three different
scenarios — low, base case and high. Importantly these scenarios in no way represent ‘boundaries’
of the potential impacts to customers. Actual customer impacts may fall outside of these ranges
based on individual circumstances and responses following introduction of the PDF. Instead the
range of scenarios presented herein are to represent the sensitivity of the quantifiable impacts to
changes in the assumptions.

e There is likely to be wide dispersion of impacts across customers. The impacts for a customer
experiencing financial stress and energy affordability will be dependent on that customers’ own
circumstances and preferences. Hence providing a single estimate based on an assumed
representative customer may not fully reflect the value of the changes in those impacts experienced
under the new framework.

Instead, we have approached this evaluation to provide an independent and credible explanation and
assessment of the potential range of customer impacts and to evaluate the potential materiality of such
impacts, while identifying the factors which will influence the materiality of each impact.

The Commission has engaged ACIL Allen Consulting (ACIL) to provide an evaluation of the impacts on
retailers under the proposed new framework. Our analysis complements ACIL’s evaluation and focuses
on the range of impacts to customers who choose to participate under the new framework as well as
broader societal impacts which may not be directly applicable to any one specific customer or group of
customers.

We have therefore sought to be consistent with ACIL's assumptions and modelling approach where
relevant. In addition, how retailers would pass through the direct financial impact of the new proposed
framework on their own costs onto customers is being considered separately by the Commission as
informed by the ACIL analysis. This is not part of our scope.

The Commission has requested that we undertake an evaluation of the impacts of the PDF on
customers both qualitatively and where appropriate quantitatively. We are approaching this task through
the following steps:

1. ldentify and describe the range of potential impacts on customers following the implementation of
the PDF;

Develop a framework and methodology for evaluating those impacts;

Estimate those impacts which are considered to be reasonably able to be quantified;

Provide a qualitative assessment of other customer impacts.

Evaluate a number of case studies of individual representative customer circumstances to better
understand the potential impacts under the PDF.

ok N

This paper covers the first four steps, with the case studies analysis to be included in our final report.

As noted above, the actual changes to customers under the introduction of the new PDF will depend
both on how retailers decide how to apply and operate, as well as customer behaviour under the new
framework relative to current arrangements. Our analysis should not be interpreted as attempting to
forecast these factors; instead, the purpose of our evaluation is to improve understanding on what
would drive changes to customers under the new framework.
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Proposed Pr

The purpose of the PDF as presented in the new draft decision is to:

“The purpose of is to set out the minimum standards of assistance to which residential customers
anticipating or facing payment difficulties are entitled, so that disconnection of a residential customer
is a measure of last resort.”’

The Commission has sort to place greater emphasis on customers staying in contact with their retailer
during times when they experiencing payment difficulties. In doing so, a customer may weigh up his
or her options having received practical and relevant information in relation to their energy use, billing
history and payment options. A customer is therefore provided every possible chance to identify the
best course of action for their individual circumstances moving forward in order to continue paying for
their ongoing energy supply as well as any arrears which may have resulted — thereby ensuring
disconnection is taken as a last resort.

Three tiers of assistance — standard, tailored and default — are to be provided by a retailer to those
customers experiencing payment difficulties. These tiers are seen as the minimum standard and do not
prevent a retailer from providing additional assistance above each proposed tiers. A customer is
expected to move from receiving one form of assistance to another as their individual circumstances
improve or as additional support is deemed necessary. Each assistance is to include:

e Standard Assistance: requires retailers to make available to customers’ alternative payment
arrangements (minimum 3 of 5) for paying their energy bills in order to help the customer avoid
getting into arrears. Further, retailers are also required to make certain basic information available
to all customers, including information about lowering energy costs and about types of assistance
provided by government and non-government bodies.

o Tailored Assistance: requires a retailer to make available flexible and practicable assistance that
makes it easier for them to repay their arrears and lower their energy costs including for example
repayment of arrears over a period of up to 2 years by payments at regular intervals of up to one
month, specific advice about the likely cost of a customer’s future energy use and how this cost
may be lowered and specific and timely advice about any government and non-government
assistance (including a Utility Relief Grant) available to help a customer meet their energy costs, as
well as various practical assistance measures.

o Default Assistance: requires a retailer to make an offer in writing providing a customer with the
ability to pay their arrears by equal monthly payments over a period three times the length of their
current billing period.

Nfluences of customer Impacts

Our preliminary analysis has identified five main influences which will materially drive the magnitude of
the changes experienced by customers under the new framework. These influences are discussed in
detail in this paper and are summarised in the table below, including our proposed approach to
evaluating these factors.

1 Essential Services Commission of Victoria. Draft Amendments to the Energy Retail Code.
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Figure 1. Customer impacts and influences

Influence

Description

Evaluation Approach

1. Customer
participation time

The time required for customers to
search for information, familiarise and
understand the options and then make
a decision under the new framework.

We have provided estimates on the

potential savings based on:

a) value of time of $39.30 per hour
which is the ABS Victorian average
earnings; and

b) arange of scenarios on different
assumptions on the potential
changes in time incurred under the
PDF compared to current
arrangements.

Our analysis is based on the
assumption the percentage of people
receiving assistance remains constant
at five percent over the modelling
period.

2. Number of affected
customers accessing
new forms of
assistance under the
framework such as
tariff switching and
energy efficiency

The new framework seeks to provide
more access to alternative forms of
assistance, such as energy efficiency
measures, and advice to move to a
lower retail tariff.

The extent to which a number of
customers benefit from these forms of
assistance under the new framework
than would not have done otherwise
will influence the potential savings.

Any savings for customers under these
forms of assistance will be permanent.
In the sense that if a customer either
moves to a lower tariff or implements
energy efficiency, then the customer
will continue to benefit irrespective of
whether the customer continues to be
in financial difficulties.

We have provided initial estimates
based on scenarios of either 2.5%, 5%
or 7.5% of customers entering tailored
assistance that would benefit from
these measures.

We provide separate estimates for
either tariff switching or energy
efficiency (see Table 1) using the same
assumptions on customer numbers.

The average savings for customers
under the tariff switching measures has
been estimated by 60% of the
difference between the standing offer
and lowest generally available market
offer.

The average savings for customers
under the energy efficiency measures
has been based on analysis conducted
for a review of the Victorian Energy
Efficiency Target (VEET) Scheme.

3. Changes in average
arrears under the new
framework

The extent to which the new
framework results in changes to
customer average arrears through
potentially providing more effective
assistance earlier in the difficulties
situation will influence the extent of
customer impacts.

Analysis of the impact on customer
average arrears levels has been
provided by ACIL (see section 7.3 of
their preliminary report). KPMG has not
modelled this.

4. Average unit cost of
being disconnected

If the new framework results in
changes to the disconnection numbers
caused by financial difficulties, the
materiality of this customer impact will
be influenced by the unit cost incurred
by a customer experiencing
disconnection.

The unit cost should reflect the loss in
value the customer experiences when
it is no longer able to consume. Given
the essential nature of energy,

We have not attempted to provide an
estimate of the costs incurred from
being disconnected. Rather, we have
identified a number of different metrics
which relate to how customers value
their energy connection in certain
cases, or which are considered to be
appropriate compensation when a
customer temporarily loses supply.
These include:

e The daily wrongful disconnection
payment— currently $500 per day,
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Influence

Description

considering the appropriate measure of
the cost of disconnection should reflect
the costs that a customer would have
to pay in order to replicate the
economic value of having an energy
supply (i.e. comfort, convenience,
heating, cooking).

Evaluation Approach

e The value of customer reliability
(VCR) measure for Victorian
residential customers — approx.
$280 per day (electricity only), and

e The ESC Guaranteed Service Level
(GSL) payments — approximately
$144 per day (electricity only).

We have provided some sensitivity
analysis on the potential aggregated
impact of disconnections based on a
broad range for the estimated financial
cost per disconnection for payment
difficulty of between $4 per day
(average retail tariff) and $500 per day
[wrongful disconnection benchmark].

5.0mbudsman and
financial support group
costs

Any changes resulting in the costs
incurred by either the Ombudsman in
dealing with financial difficulties or the
financial counsellor sector of providing
services relating to energy debts and
hardship, including access to
concessions and payment plans, will
influence the extent of customer
impacts under the new framework.

Any reduction in costs could result in
customer benefits as it would allow

We have attempted to quantify this
impact based on an estimate of the
current costs of these organisations
and a range of scenarios relating to
assumptions on how these costs could
change.

Our current assumption is that costs
could increase in the initial period
following introduction of the framework
but then decrease later in the 10 year
modelling period.

these finite resources to be directed
towards addressing other societal
needs.

These influences are primarily related to the financial aspect of customer experiences during payment
difficulties. There are also indirect and unquantifiable costs resulting from financial hardship, such as
stress and other health impacts, changes in personal credit ratings and impacts on family and friends
who may be assisting a customer in hardship. While these also represent costs to society that are
associated with energy affordability, they are impossible to estimate. For the purposes of this report,
we have therefore not attempted to quantify indirect or unquantifiable costs.

Five percent of customers are currently receiving some form of assistance (approximately 125,000
customers currently). Consistent with ACIL's approach, our analysis is based on the assumption the
percentage of people receiving assistance remains constant at five percent over the modelling period.
Any change in this assumption, for example due to changes in economic conditions, leading to an
increase or decrease in the percentage of customers requiring assistance will change the value of
customer impacts under the new framework.

Assumptions

KPMG has completed high and low sensitivity analysis relative to our base case assumptions of the
potential quantifiable impacts to customers. Our base case assumptions and those supporting each
sensitivity are described in Figure 2 below. As noted above these scenarios in no way represent
‘boundaries’ of the potential impacts to customers and instead are to represent sensitivities of changing
the assumptions. Actual customers’ impacts could outside of this range.
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Figure 2. Assumptions for scenarios used in quantifying customer impacts

Impact

Customer
participation

Low

10% increase in time
incurred for all customers
participating under PDF
compared to the base
case assumptions

‘ Base Case

All forecast standard and
default assistance
customers are new in the
year. 1/3 of customers on
tailored assistance are
deemed to be new to
that assistance in the
year.

Assumptions for time
incurred under current
arrangements: Bill
smoothing and delayed
payment (25 minutes),
Payment Plan (45
minutes), Hardship (213
minutes).

Assumptions for time
incurred under PDF:
Standard (13.3 minutes),
Tailored (85.3 minutes),
Default & Engaged (13
minutes), Default & Not
engaged (0).

Cost of time is $39.30
per hour (based on ABS
average weekly earnings
for Victoria)

High

10% reduction in time for
all customers
participating under PDF
compared to the base
case assumptions

Plus assumed learning
factor of 0.9 for all
customers meaning that
time incurred decreases
by 10% each year

Savings in bills due
to tariff switching
advice

2% in YR 1
(approximately 1,700
customers) and 0.125%
from YR 2 onwards of
forecast tailored
assistance customers will
benefit from lower tariffs
under the PDF.

Total customers to
benefit from switching
tariffs equal to
approximately 2,350
customers over the 10
year modelling period.

2% in YR 1
(approximately 1,700
customers) and 0.25%
from YR 2 onwards of
forecast tailored
assistance customers will
benefit from lower tariffs
under the PDF.2

Total customers to
benefit from switching
tariffs equal to
approximately 3,000
customers over the 10
year modelling period.

2% in YR 1
(approximately 1,700
customers) and 0.375%
from YR 2 onwards of
forecast tailored
assistance customers will
benefit from lower tariffs
under the PDF.

Total customers to
benefit from switching
tariffs equal to
approximately 2,350
customers over the 10
year modelling period.

2 To determine 0.25%, KPMG has assumed only 5% of tailored assistance customers may be eligible to switch
their tariffs from Year 2, and of this 5% only 5% are assumed to actually make the switch and therefore benefit

from a reduction in their energy bills.

KPMG | 8

© 2017 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative
("KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG International

Liability limited by a scheme approved under Professional Standards Legislation




Preliminary methodology and analysis for stakeholder input — 9 May 2017

Impact

Low

Average tariff savings is
estimated to be 40% of
the calculated tariff
variance.

Other assumptions same
as base case.

‘ Base Case

Average tariff savings is
estimated to be 60% of
the calculated tariff
variance. Tariff variance
equal to difference
between standing and
market offer measured
by the Australian Energy
Market Commission
(AEMC).

Average customer
consumption 4,026kWh.

Savings is permanent
over the modelling period
irrespective of whether
customer remains under
the framework or not.

High

Average tariff savings is
estimated to be 80% of
the calculated tariff
variance.

Other assumptions same
as base case.

Savings in bills due
to Energy Efficiency
measures

25% in YR 1
(approximately 2,100
customers) and 0.125%
from YR 2 onwards of
forecast tailored
assistance customers will
benefit from energy
efficiency measures
under the PDF.

Total customers to
benefit from switching
tariffs equal to
approximately 2,800
customers over the 10
year modelling period.

Other assumptions same
as base case.

5% in YR 1
(approximately 4,200
customers) and 0.25%
from YR 2 onwards of
forecast tailored
assistance customers will
benefit from energy
efficiency measures
under the PDF.3

Total customers to
benefit from switching
tariffs equal to
approximately 5,500
customers over the 10
year modelling period.

Average customer saving
on energy bills of $140
per annum (based on
VEET CBA).

Savings is permanent
over the modelling period
irrespective of whether
customer remains under
the framework or not.

7.5% in YR 1
(approximately 6,300
customers) and 0.375%
from YR 2 onwards of
forecast tailored
assistance customers will
benefit from energy
efficiency measures
under the PDF.

Total customers to
benefit from switching
tariffs equal to
approximately 8,300
customers over the 10
year modelling period.

Other assumptions same
as base case.

3 To determine 0.25%, KPMG has assumed only 5% of tailored assistance customers may be eligible to switch
their tariffs from Year 2, and of this 5% only 5% are assumed to actually adopt energy efficiency measures and

therefore benefit from a reduction in their energy bills.
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Impact

Ombudsman/Support
Group costs

Low

A constant 5% increase
in forecast expenditure
each year relative to base
case profile expenditure.

Other assumptions same
as base case.

‘ Base Case

Changes in expenditure
shaped reflective of the
increased update, greater
awareness and
improvements associated
with the scheme over

High

A constant 5% decrease
in forecast expenditure
each year relative to base
case profile expenditure.

Other assumptions same
as base case.

time. See Figure 29 on
page 51.

EWOV expenditure
based on actuals
2015/16. A proportion of
expenditure for financial
affordability and
disconnections is
estimated based on
compliant numbers.

Financial Support Groups
current costs of
supporting customers is
estimated at $2.5m per
annum (based on CALC
analysis).

nitial Quantiiied tStimates

The table below presents our initial estimate of the NPV (over a 10 year modelling period with a real 4
percent discount rate4) on those impacts which we considered able to be modelled. A positive NPV
represents a cost saving for customers and the ombudsman and support groups, while a negative NPV
represents a cost increase.

Figure 3. Initial estimates of quantifiable customer impacts under the payment difficulties framework

Scenario P o)

Low Base High
Customer participation $2.51 $3.91 $6.25
Tariff Switch $2.10 $3.65 $5.54
Energy Efficiency $2.76 $5.53 $8.29
Ombudsman and Support Group -$3.96 -$1.64 S0.69

These values do not provide a complete picture of the value of customer impacts under the proposed
PDF given the range of impacts which we have not included in the quantitative assessment. Any
changes to the average level of arrears and disconnections numbers under the PDF will have an effect
on the customer impacts.

One of the impacts for new customers requiring assistance following the introduction of the PDF could
potentially occur via a direct saving in the time a customer is required to ‘participate’ or interact with
their retailer. Relative to the current scheme, customer participation costs are forecast to decrease by

4 Victorian Department of Treasury and Finance. Regulatory Change Measurement Manual. November 2016.
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an average 21% as a result of the introduction of the PDF. On average, this reduction ranges between
$0.39m and $0.72m per annum resulting in a total incremental saving to customers of approximately
$3.917m in NPV terms.

The difference in participation costs is primarily a result of:

a) the significant costs to new customers of participating in the hardship program and the volume
of time associated with interacting with their retailers (213 mins);

b) the shift in total customer numbers receiving tailored assistance to standard assistance
reducing the total interaction time for each customer by approximately 72 minutes; and

c) potential savings in customers time incurred to search and understand the PDF prior to
engaging with retailer

Additionally, new customers seeking assistance could benefit from additional savings through
switching their retail tariffs and or adopting energy efficiency measures. For an individual customer who
chooses to switch tariffs or adopt new energy efficiency measures, these savings are initially assumed
to be on average a reduction in a customer’s energy bill of $193 per annum and $140 per annum
respectively.

The drivers for these potential savings associated with introduction of the PDF are the forecast
customers who are eligible and choose to take up these options. As more than 91% of Victorian
residential customers are already on market offers, there may be limited options for these customers
to move to better tariff contracts moving forward. Similarly, not all customers will be in a position to
adopt all energy saving measures — for example, purchasing new energy efficient appliances.

Our base case assumption is that approximately 3,000 customers would benefit from the tariff switch
and 5,500 customers benefit from energy efficiency over the 10 years. While the number of customers
estimated to benefit from these forms of assistance are likely to be small, the value of the benefit is
expected to be material as the customer will permanently benefit from these types of assistance.

Of the categories quantified only the ombudsman and support groups are estimated to be negatively
impacted financially. This is driven primarily by the assumption that these organisations will invest more
time learning and considering the application of the new framework to best aid customers participating
in the framework in the early years following adoption of the PDF. As a result of this interaction, the
ombudsman and support groups are expected to initially increase their expenditure in order to manage
these impacts.

Specifically, the ombudsman and support groups are initially estimated to see an increase in their total
expenditure (relative to FY2016) of $3.6m in NPV terms over the first five years of the modelling period.
In Year 1 the total expenditure of these organisations is forecast to increase by $1.2m before falling to
$0.29m in Year 5. From Year 6 onwards, the ombudsman and support groups are assumed to see a
reduction in their total costs equal to $2.0m in NPV terms relative to the base case.

Figure 4 highlights the aggregate annual impacts for new customers across all years of the forecast
period under KPMG's base case assumption. Of the impacts the ombudsman and the support groups
are initially estimated to incur additional costs as a result of introduction of the PDF. Following the initial
jump in expenditure, these extra costs are forecast to be zero in 2023 (Year 6) before leading to a
reduction in annual expenditure from year 2024 (Year 7).

Our forecasts of the annual impacts for new customer participation costs, tariff switching and energy
efficiency savings are driven primarily by the number of new customers who are receiving assistance
in a given year, the form of assistance provided and their eligibility or capacity to enter into a new tariff
arrangement or adopt new energy efficiency measures. For example, as shown in Figure 4, in 2020
(Year 3) savings associated new customer participation under the PDF decreases from $0.72m to
$0.39m.

Finally, the impacts measured by KPMG do not take into account any reduction in a customer’s arrears
with their retailer. This is an obvious benefit which may arise for a customer were they able to adopt
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measures to pay both their current and historical energy costs. The impacts for customers of reducing
their arrears has been modelled by ACIL in their consideration of the financial impacts to retailers.®

Figure 4. Incremental annual impacts (customer participation, tariff switch, energy efficiency, and ombudsman and
support groups)
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0ther Impacts

In addition to those quantifiable impacts described above, a customer experiencing payment difficulties
may face a multitude of other impacts, covering both financial and non-financial impacts. For example,
from physical discomfort through not being able to pay their heating bills or being forced to go without
food, to other practical day to day impacts such as incurring additional travel costs or spending on non-
perishable items and food. In addition, the failure to pay a utility bill can have a substantial impact on a
customer’s credit rating which could result in the best mortgages, credit cards and loans are no longer
available to that customer.

Further, customers may also experience broader mental health and relationship impacts, which can also
extend to their immediate family (including dependents) and friends. While these also represent costs
to customers/society that are associated with energy affordability, they tend to be impossible to
estimate. Specifically, these impacts tend to be very dependent on an individual’s own circumstances.

In addition, there will be a lot of variation in the materiality of these impacts across affected customers.
We have not modelled the potential magnitude of these impacts. This should not be interpreted that it
is considered such impacts are not as important as the four quantifiable impacts discussed above.

One potential impact to a customer may occur through actual loss of electricity supply at their premise.
It has been well documented that the costs to a customer of having their electricity supply disconnected
by a retailer are both broad and difficult to quantify. The customer impact will depend upon both the
difference in disconnection numbers and the average unit cost of being disconnected

5 ACIL Allen Consulting. New Framework for Customers Facing Payment Difficulties. Preliminary Assessment of
the Retailers’ Cost. May 2017 Specifically, ACIL estimate these impacts to $15.95m under their base case scenario
and to range from $18.13 to $26.86m assuming average customer debt is reduced by 5% and 25% respectively.
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There is no existing metric which represents the average financial value customers place on being
connected — which will be unique to each customer’s own circumstances and preferences. KPMG has
explored a number of proxies which relate to how customers value their energy connection in certain
cases, or which are considered to be appropriate compensation when a customer temporarily loses
supply. These include:

e The daily wrongful disconnection payment — currently $500 per day;

e The value of customer reliability (VCR) measure that is determined by the Australian Energy Market
Operator — $280 per day (electricity only);®

e The Guaranteed Service Level (GSL) payments that customers are entitled to for disruptions for
supply — approximately $144 per day; and

e The cost charged by a retailer to a customer for consuming electricity at their premise on a given
day — approximately $4 per day.

KPMG has provided sensitivity analysis on the potential aggregated impact of disconnections based on
a broad range for the estimated financial cost per disconnection per day for payment difficulty of
between $4 and $500. The purpose of this sensitivity analysis is to illustrate the potential magnitude of
the impacts on customers if disconnections changed under the framework. Figure 4b highlights the
value range (in NPV terms) customers may place on avoiding having their energy supply disconnected
by their retailer.”

Figure 4b. Potential range of customer impacts from any change in disconnection numbers

$25,000,000 -

30% reduction

$20,000,000 -

$15,000,000 - j 20% reduction

NPV

$10,000,000 -
=4 10% reduction

$5,000,000

S0 =
Retail Tariff ($4) GSL ($144) VCR ($280) Wrongful Disconnect

($500)
Reference unit cost per day ($)

m 30% reduction  ®20% reduction  ® 10% reduction

8 The Victorian Residential Customer VCR $/kWh is estimated by AEMO to be $25.3. We have calculated an
approximately daily rate of $280 based on an implied average daily consumption of 11 kWh. This is calculated from
the annual average residential consumption of 4,026 kWh for representative Victorian residential customer.

7 To assess this potential range, KPMG has assumed three different scenarios whereby the number of
disconnections fall relative to our base case assumptions by 10%, 20% and 30% per annum over a forecast horizon
of 10 years beginning in 2018. Under all scenarios, the estimated duration of disconnection is, on average, three
days.
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| Introduction

At the beginning of 2016 the Victorian Government made amendments to the Electricity Industry Act
2000 and Gas Industry Act 2001 to include a new objective for the Essential Services Commission of
Victoria (ESC or Commission):

“To promote protections for customers, including in relation to assisting customers who are
facing payment difficulties.”

Around the same time, the ESC completed its inquiry into energy hardship, releasing a report titled
“Supporting customers, Avoiding Labels” in February 2016, which found that the hardship programs of
energy retailers operating in the state were not preventing customers as intended from accumulating
large debts or from being disconnected. Further, the Commission found customers were not receiving
the assistance they required from their energy retailer, with certain elements of the regulatory
framework broadly reliant on the discretion of a retailer and therefore seen to be unenforceable.

In response to the findings, the Commission set out a new regulatory framework providing a set of
minimum enforceable standards for those customers experiencing payment difficulty — the Payment
Difficulties Framework (PDF). Over the remaining months of 2016, an informal consultation with
industry and other stakeholders was completed by the ESC, establishing the design for the PDF. In
October 2016, the Commission released the findings from this consultation, building on the work from
the hardship program inquiry, in their draft decision titled “Safety net for Victorian energy consumers
facing payment difficulties”.

The PDF proposal was to be established via®:

e revisions to the Victorian Energy Retail Code (Code), that set out the minimum standards of
assistance that retailers would be required to provide residential customers experiencing payment
difficulty; and

e a Customer Advice Manual that explains the customer entitlements established by the framework
and that sets out what customers can expect from their energy company.

In February 2017, following receipt of stakeholder submissions and further feedback received via a
stakeholder forum on 31 January 2017, the Commission released a new draft decision on the PDF. The
preliminary evaluation in this paper is based on the new draft decision proposed framework design.

[ Ourunderstanding of the [ask

The Commission has engaged KPMG to provide support and analysis in the preparation of a revised
draft decision for the PDF. In particular, we have been tasked to provide an evaluation of the potential
impacts on customers under the proposed design of the framework. The purpose of this evaluation is
to gain an understanding of the extent of any impacts — in terms of changes in either costs or savings —
for customers under the new framework and a range of factors and circumstances which will influence
the magnitude of those impacts.

This evaluation will be an input into the Commission in consideration of the new draft decision and will
address several areas of concerns raised by stakeholders as part of the consultation / forum process

8 Essential Services Commission of Victoria. Safety net for Victorian energy consumers facing payment difficulties.
Draft Decision. October 2016.
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who were generally not supportive of the initial October 2016 PDF. These concerns were summarised
by the Commission to include®:

e Continued concerns with the objectives and approach to assisting customers facing payment
difficulty, as set out in the final hardship inquiry report “Supporting customers, Avoiding Labels”
endorsed by the government; and

e Concerns of the Commission still had not found the right balance between principle and
prescription.

For this evaluation, KPMG has sought to both qualify and quantify, where data permits, the potential
impacts associated with introduction of the PDF to energy customers. Our work recognises the ongoing
assessment being completed by the Commission, and other supporting consultants, in devising a new
draft PDF — and specifically the proposed changes to the Code.

To date, KPMG has completed the following tasks:

1. Presented a stakeholder workshop on 29 March 2017, on potential approaches to evaluating
customer impacts and potential methodology issues;

2. Developed in partnership with the Commission a proposed approach and modelling methodology
to analyse the impact of the PDF on customers (including vulnerable customers); and

3. Conducted a preliminary assessment of customer impacts under the proposed approach and
modelling methodology.

The purpose of this preliminary paper is to present our approach to examining the potential impacts,
and to present our proposed methodology, assumptions and initial estimates for any impacts which are
considered to be quantifiable with a reasonable level of credibility. Following further analysis and
stakeholder input on this paper, KPMG will provide a final report to the ESC.

Importantly, KPMG analysis has been informed by the Victorian Department of Treasury and Finance
(DTF) Victorian Guide to Regulation in development of its framework and approach. The DTF guide sets
out an overall approach and requirements when completing analysis of this nature.'®

12 ~ Proposed Payment Difficulties Framework

The purpose of the PDF as presented in the new draft decision is to:

“The purpose of is to set out the minimum standards of assistance to which residential customers
anticipating or facing payment difficulties are entitled, so that disconnection of a residential customer
is a measure of last resort. """

While the proposed PDF will place new obligations on retailers in their approach to managing those
customers experiencing payment difficulties, the PDF aims primarily to empower such customers by
encouraging them to take control of their energy use and the management of their energy payments.

In establishing the PDF, the Commission proposes:
e establishing customer entitlements, and pathways, to different forms of assistance;
e outlining minimum standards for each pathway;

e setting mandatory default action in circumstances where there is no engagement between the
customer and their retailer;

9 Essential Services Commission of Victoria. New draft decision on Safety net for Victorian energy consumers
facing payment difficulties. Record of Decision. February 2017.

10 Victorian Department of Treasury and Finance. Website: Victorian Guide to Regulation. Last accessed. 24 April
2017. <http://www.dtf.vic.gov.au/publications/victoria-economy-publications/victorian-guide-to-regulation>

11 Essential Services Commission of Victoria. Draft Amendments to the Energy Retail Code.
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e promoting assistance that is useful for customers trying to avoid or repay arrears;
e introducing clarity about what constitutes ‘last resort’ as it applies to disconnections; and

e improving confidence among customers (and other stakeholders) that disconnection only occurs as
a last resort after having followed defined pathways.

As noted previously, the proposed amendments are to be established via revisions to the Code,
supported by customer information material.

Figure 5 highlights the three tiers of assistance as drafted under the Code to be provided by a retailer
to those customers experiencing payment difficulties. These tiers are seen as the minimum standard,
as the Code does not prevent a retailer from providing additional assistance above each proposed tiers.
A customer is expected to move from receiving one form of assistance to another as their individual
circumstances improve or as additional support is deemed necessary.

Figure 5. Tiers of assistance

Standard Assistance
Tailored Assistance

Default Assistance

An overview of each assistance tier is provided below.

e Standard Assistance: requires retailers to make available to customers’ alternative payment
arrangements for paying their energy bills in order to help the customer avoid getting into arrears.
The proposed arrangements, which a retailer must provide a minimum of three, include:

e making payments of an equal amount over a specified period;
e options for making payments at different intervals;

e extending by a specified period the pay-by date for a bill for at least one billing cycle in any 12
month period;

e paying for energy use in advance; and

e paying any anticipated arrears over a period that is three times the length of the customer’s
billing period.

Further, retailers are also required to make certain basic information available to all customers,
including information about lowering energy costs and about types of assistance provided by
government and non-government bodies.

e Tailored Assistance: requires a retailer to make available flexible and practicable assistance that
makes it easier for customers to repay their arrears and lower their energy costs. Specific measures
to be captured as part of the tailored assistance package include:

e repayment of arrears over a period of up to two years by payments at regular intervals of up to
one month;

e advice from the retailer about payment options that would enable a customer to repay their
arrears within two years;

e specific advice about the likely cost of a customer’s future energy use and how this cost may be
lowered;

e specific and timely advice about any government and non-government assistance (including a
Utility Relief Grant) available to help a customer meet their energy costs;
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practical assistance to help a customer lower their energy costs including, but not limited to:

o the tariff that is most likely to minimise the customer’s energy costs, based on the
retailer's knowledge of their pattern of energy use and payment history;

0 practical assistance to help the customer reduce their use of energy, based on the
retailer’'s knowledge of their pattern of use and of the circumstances of the place
where they live, unless the retailer knows, or reasonably believes, that there is no
scope for action to be taken for that purpose;

o information about how the customer is progressing towards lowering their energy
costs given at sufficient intervals for the customer to be able to adequately assess
that progress;

an initial period of at least six months during which:
0 repayment of the customer's arrears is put on hold; and

0 the customer pays less than the full cost of their on-going energy use while working to
lower that cost;

A customer’s ability to access specific measures will be dependent on, among other elements,
their level of engagement with a retailer. Importantly, for customers, a retailer is obligated to
accept a payment proposal or revised proposal put forward provided it helps in repayment of
arrears or lowering their energy cost.

Further, retailers are also required to make certain basic information available to all customers,
including information about lowering energy costs and about types of assistance provided by
government and non-government bodies.

Default Assistance: requires a retailer to make an offer in writing providing a customer with the
ability to pay their arrears by equal monthly payments over a period three times the length of their
current billing period.

In addition to the three tiers of assistance, additional obligations are placed on the retailer including,
but not limited to:

a (continued) requirement to prepare and publish a hardship policy;
provisions for how a retailer may communicate with a customer,
restrictions on the commencement and selling of debt; and

a requirement to work cooperatively with any government or non-government service, including
the Energy and Water Ombudsman of Victoria (EWQV).

13 Approach

The Commission has requested that KPMG undertake an evaluation of the impacts of the PDF on
customers both qualitatively and where appropriate quantitatively. KPMG has approached this task
through the following steps:

1.

IS S
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Identify and describe the range of potential impacts on customers following the implementation of
the PDF;

Develop a framework and methodology for evaluating those impacts;

Estimate those impacts which are considered to be reasonably able to be quantified;

Provide a qualitative assessment of other customer impacts; and

Evaluate a number of case studies of individual representative customer circumstances to better
understand the potential impacts under the PDF.
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In our approach, we have worked in close connection with the Commission’s consultants ACIL Allen
Consulting (ACIL). Our analysis complements ACIL's evaluation and focuses on the range of impacts
to customers who choose to participate under the new framework as well as broader societal impacts
which may not be directly applicable to any one specific customer or group of customers.

We have therefore sought to be consistent with ACIL's assumptions and modelling approach where
relevant. In addition, how retailers would pass through the financial impact of the new proposed
framework is being considered by the Commission as informed by the ACIL analysis and is not part of
our scope.

14 slructure of the Report

The following details the remaining structure of our report:

e Section 2 - |dentification of customer impacts

e Section 3 — Methodology and Assumptions

e Section 4 — Quantification of customer impacts

e Section b — Qualitative assessment of other customer impacts
e Appendix — Reference material
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/- [dentification of customer Impacts

We have identified a preliminary list of three board areas of impact — each of a number of separate
impacts to consider:

e Changes to financial position of customers;
e (Changes to the sector costs incurred in providing advice and support/assistance services; and
e General community impacts.

This section provides an explanation of each of the identified impacts

21 Changes 1o financial position of cuStomers

Greater awareness of Retailers must ensure that general information is readily available to
available government or residential customers about government or non-government assistance that
non-government assistance may be available to help with meeting energy costs for those customers

under either standard or tailored assistance packages.

Therefore, there is possibility that an increased number of customers will
access available assistance to help pay their energy bills. Compared to
current arrangements, this is likely to occur at the start of any payment
difficulty situation and hence, if such customers access the assistance
sooner, the level of arrears could be lower at the stage when the customer
enters into a payment plan.

Changes to participation costs The impact (assessed on the basis of time spent) of customers gaining
for customers awareness of PDF in addition to their interaction with retailers under the
auspice of the PDF

Potential changes to which Retailers are now required to provide practical assistance to help customers
type of tariff customers are on lower their energy costs, including placing them on the most suitable tariff to
(Tailored Assistance) help minimise energy costs.

Retailers discussing alternate retail tariffs with customers to ensure they are
on the tariff best suited to their energy needs should reduce the overall
percentage of household income used to pay energy bills. A better choice in
retail tariffs can therefore lead to an increase in discretionary income for a
customer.

Previous studies from customer groups suggest that customers in payment
difficulties are less likely to be engaged in the market (and with their retailer)
and not on the lowest possible tariff for their individual circumstances.

The result of the PDF could therefore be for a higher proportion of
customers experiencing payment difficulties to be placed on a better tariff
which either a) enables them to pay off their arrears faster or b) lessens the
future growth of arrears.

This impact should provide a permanent benefit as those customers will
have better knowledge of their options after exiting the PDF.

More assistance sooner in any A number of tools will be made available under both the standard assistance

payment difficulty situation and tailored assistance which could result in the customer getting a level of
assistance sooner and more aligned to their individual circumstances in any
situation. This on average could result in lower levels of arrears.

This includes:

a) Ability to extend pay by date for one bill within a 12 month period;
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Impact Description

b) Payment smoothing; and
c) A more suitable payment plan.

The extent of any impact for customers will depend on the how the new
framework differs from what retailers provide under current arrangements.

Changes to customer credit If a customer is accumulating energy debt then they are most likely
ratings accumulating other debts too. If a customer is able to avoid accumulating
energy debt, they may avoid an adverse impact on their credit history.

Impaired credit rating can have a long-term impact on the customer's
financial position and well-being.

Impact on disconnections The PDF could impact on the number of disconnections occurring.

The materiality of this customer impact will be influenced by the unit cost
incurred by a customer experiencing disconnection.

The unit cost should reflect the loss in value the customer experiences when
it is no longer able to consume. As given the essential nature of energy,
considering the appropriate measure of the cost of disconnection should
reflect the costs that a customer would have to pay in order to replicate the
economic value of having an energy supply (i.e. comfort, convenience,
heating, cooking).

2 (hanges [0 the Sector Costs ncurmed I providing acvice and
SUPPOIT/assiStance Services

Impact Description
Changes in Energy and Water EWOV costs could be affected in a number of ways under the PDF,
Ombudsman Victoria (EWOV) costs including:

a) Initial time and effort to make customers aware under the early
stages of the PDF.

b) Potential reduction in the number of complaints handled in
relation to debt issues.

¢) Elimination of the cost for EWQV of reviewing assessments of a
customer’s capacity to pay.

Other impacts depending on EWOQV's role in the PDF (i.e.
disconnections).

The total impacts on EWOV costs will likely vary over time.

Changes to the distribution of An effective framework could lead to reduced need for community
support services between customers | support, financial counselling and financial aid. This would allow these
finite resources to be directed towards addressing other societal
needs.

At an aggregate level, where fewer customers require support from
service providers, this help will go to others who are in more need of
such services.
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2.3 General Community Impacts

Impact

Changes in customer attitudes to
the energy industry (and retailers)

Description

The PDF could lead to improved perceptions about energy market
outcomes and increased trust and confidence in retailers.

Evidence from overseas markets suggests that improved customer
perceptions and media coverage of retailers lead to better customer
outcomes under retail competition.

Changes in customer well-being

Customer well-being could improve through accessing a payment
plan, without being assessed, evaluated or labelled.
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3 Modeling methodolody and assumplions

This section provides an overview of the proposed approach for modelling estimates of those customer
impacts which we consider could be quantified.

a1 ASSessment of whichimpacts can be quantified

KPMG is of the view that the following impacts may be quantified:

1. The time and effort customers have to participate in the scheme. This impact will be assessed on
the basis of estimated time spent to understand and participate;

Impacts on changes in average arrears;

Potential savings due to better tariff choices;

Potential savings due to lower energy consumption under energy efficiency measures; and
Expenditure impacts for the ombudsman and financial support groups.

ISANE S

We recognise that there are inter-dependencies between these impacts, notably that the potential
savings under lower retail tariffs or energy consumption should inform the potential impact of changes
in average arrears under the reforms.

The potential for the framework to help avoid or minimise energy debt is an obvious benefit and could
be of substantial value for customers. These benefits can manifest in many ways beyond the financial
implications of not having to pay down debt, including, but not limited to, an improved credit rating, less
stress and greater flexibility in managing expenses moving forward.

The potential impacts for customers of reducing their arrears has been modelled by ACIL in their
consideration of the financial impacts to retailers. Specifically, ACIL estimate these impacts to $15.95m
under their base case scenario and to range from $18.13m to $26.86m assuming average customer
debt is reduced by 5% and 25% respectively.'? The key drivers behind the forecast reduction in arrears
under ACIL's base case scenario, assuming 0.95% of customers have an average debt of $1,200 and
2.75% of customers have an average debt of $450, are those customers who transition from tailored
assistance to standard assistance leading to reduction in the proposition of customers with a debt of
$450 by 1.4%.

32 Victoran Guide to Regulation

As specified in the project scope, the methodology applied has been consistent with the requirements
of the following Victorian guides and manuals:

a) Department of Treasury and Finance (DTF), Victorian Guide to Regulation, Toolkit 2: Cost-benefit
analysis, 20143, and
b) Elements of the DTF Victorian Regulatory Change Measurement Manual, November 2016, ed.34.

12 ACIL Allen Consulting. New Framework for Customers Facing Payment Difficulties. Preliminary Assessment of
the Retailers’ Cost. May 2017

13 Victorian Department of Treasury and Finance. Website: Victorian Guide to Regulation. Last accessed. 24 April
2017.

14 Victorian Department of Treasury and Finance. Regulatory Change Measurement Manual. November 2016.
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Both documents are readily accessible to all key stakeholders. Therefore, rather than replicating the
methodology contained in these documents, the section below will highlight key methodology design
elements.

3d  General Assumptions

KPMG's approach to evaluating customer impacts is based on the following assumptions:

e Duration of the regulatory change is 10 years (consistent with the Victorian Regulatory Change
Measurement Manual, p.21).

e Year 1is FY 18 —i.e. this will be the first full year that changes are applied from following 1 January
2018 start.

e The discount rate applied will be four per cent (Victorian Regulatory Change Measurement Manual,
p.11).

e Consumer participation costs will be costed at an hourly wage rate calculated from ABS Average
Weekly Earnings (catalogue number 6302). No overheads or on-costs will be applied (Victorian
Regulatory Change Measurement Manual, p.28).

e The Code allows the retailer to make other forms of assistance available to residential customers
under the standard assistance. Further, the Code does not prevent the retailer from offering
assistances in excess of the minimum standards provided under the PDF. WWe cannot accurately
forecast what exactly additional options retailers may offer. Therefore, we have made the simple
assumption that retailers will not make any further forms of assistance available other than what
they currently provide.

e There are no additional costs or penalty rates for customers who enter into the PDF and seek
assistance.

e Number of energy residential customers and estimated growth in numbers over the 10 year
modelling period has been drawn from published figures from various ESC comparative
performance and compliance reports and agreed with ACIL and ESC.

39 Population Segmentation

In assessing the customer impacts following introduction of the PDF, KPMG has sort to align its
assumptions with ACIL in proportioning customers already receiving assistance in managing their
energy costs across the new categories of assistance under the PDF — standard, tailored and default.

ACIL in reviewing retailers’ policies, procedures and practices for managing customers facing payment
difficulties found approximately five percent of all residential customers will face some form of difficulty
in paying their energy bills.

Under the current arrangements this five percent consists of:

e 1.3% of customers who were found to be on some form of bill smoothing or delayed payment
arrangement;

e 3.7% of customers identified as being on a payment plan — including 0.95% of customers who
were deemed hardship customers eligible for a retailers hardship program and therefore on a
payment plan.

For the purposes of this assessment KPMG and ACIL have maintained the percentage of customers
receiving assistance (56%) as fixed over the modelling horizon. We acknowledge the total customers
receiving assistance will fluctuate year to year (and month to month) — this estimate is therefore used
as an approximation only. Where this assumption does change, the total customer impact from the
new framework will change.
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In order to map those customer receiving assistance to the new PDF categories, ACIL and KPMG has
given consideration to the types of assistance (including minimum requirements) that would be
provided both under the new and existing arrangements. Figure 6 highlights the breakdown by
assistance category under the current scheme and PDF. We have assumed those customers on some
form of bill smoothing or delayed payment arrangement are to receive standard assistance (1.3%).
While those customers on some form of payment plan will be divided between tailored (3.41%) and
default (0.29%) assistance.

For customers receiving default assistance KPMG has further broken these customers into those who
engage with their retailer (20%) and those who choose not to engage with their retailer (80%). For
customers who do not engage KPMG has assumed these customers will be disconnected from their
energy supply over the course of the year.

Figure 6. Year 1 - Breakdown by assistance category (current scheme and PDF)

Current Scheme Default assistance - engaged with PDF
retailer
1%

S A Default assistance -
not engaged with
retailer

5%

Bill smoothing and
delayed payment
26%

Standard assistance

Tailored assistance
68%

Payment plans (but
not in hardship)
55%

While our estimates of the proportion of customers receiving assistance remain fixed over the
modelling horizon, we have assumed the portion of customers receiving tailored assistance over the
first two years following introduction of the PDF will be reduced by 1.4% as these customers repay
arrears owing. These customers will continue to receive standard assistance from Year 3 onwards for
the remaining period assessed.

34 Interpretation of modeling estimates

The estimates of quantifiable customer impacts presented in the next section must be interpreted with
care.

They are only a partial evaluation of some of the financial impacts for customers of the introduction of
the new PDF and therefore do not provide a complete picture of the changes to the aggregated financial
impact on all Victorian customers under the proposed PDF. For example, the total quantified impacts
measured by KPMG equate to $11.45m in net savings for customers and the ombudsman and support
groups over the modelling horizon. However, these savings do not include those benefits of avoiding
disconnection for a customers. As a result, we have chosen not to report ‘total’ savings or costs as part
of our assessment.

In addition, we have not attempted to evaluate the potential impact on the financial position of
customers who receive assistance under the new framework, noting the individualised
inter-relationship of energy expenditure to other forms of household expenditure (e.g. rent, groceries,
and transportation). KPMG is unable to quantify the potential impact of the PDF on the overall financial
position of customers. KPMG notes that the average debt of customers on entry to hardships programs
is currently reported by the ESC, as is the average debt of participants in hardship programs.
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A range of additional metrics would need to be applied by the ESC (with a likely associated compliance
cost to retailers) to begin to understand the impact of the PDF on the financial position of those affected
customers. These metrics would need to be adjusted for inflation to track the relative energy debt of
customers.

In addition, the estimates are based on a number of simplifying assumptions, including using the
average consumption level for Victorian residential customers. There is likely to be wide dispersion of
impacts across customers. The impacts for a customer experiencing financial stress and energy
affordability will be dependent on that customer’'s own circumstances and preferences. Hence,
providing a single estimate based on an assumed representative customer may not fully reflect the
value of the changes in those impacts experienced under the new framework.

We also have not attempted to quantify the potential value of any changes to customer credit ratings
under the new framework. If a customer is accumulating energy debt then they are most likely
accumulating other debts as well. The potential for the framework to aid in avoiding or minimising
energy debt could help customers avoid an adverse impact on their credit history. If this occurs, this
could be of substantial value for those customers.

Stakeholders are encouraged to interpret this paper as seeking to provide an independent and credible
explanation and assessment of the potential range of customer impacts and to evaluate the potential
materiality of such impacts in addition to identifying the factors which will influence the materiality of
each impact.
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4 Quantification of customer Impacts

This section sets out our detailed methodology, assumptions and initial estimates for each of the
customer impacts identified in Section 3.1 as being quantifiable. Our initial estimates are presented for
three scenarios of different assumptions for each type of customer impact.

41 Customer participation under the POF

In designing the PDF, the Commission sought to place greater emphasis on customers staying in
contact with their retailer during times when they are experiencing payment difficulties. In particular,
customers are to be empowered under the new PDF to take control and manage their energy use and
payments. In doing so, a customer may weigh up his or her options having received practical and
relevant information in relation to their energy use, billing history and payment options.

A customer is therefore provided every possible opportunity to identify the best course of action for
their individual circumstances moving forward in order to continue paying for their ongoing energy
supply as well as any arrears which may have resulted — thereby ensuring disconnection is taken as a
last resort. Depending on the form of assistance provided, the PDF will place limits on a customer’s
eligibility for assistance as well as their ability to repay amounts owing and the intervals in which a
customer may pay their bill.

Through incentivising customers to be engaged with their retailer at times of payment difficulties, the
PDF will see a shift in not only the volume of time a customer is engaged with their retailer, but also
the frequency or timing in which they contact their retailer.

For example, relative to the current arrangements, a customer experiencing payment difficulties is
incentivised to reach out to their retailer earlier under the PDF. By reaching out to the retailer earlier, a
customer may have more frequent and/or shorter periods of interaction with their retailer in identifying
an appropriate form of assistance and be better positioned to manage their energy costs moving
forward while also paying off any amounts in arrears. This compares to the current approach, with little
or no incentives for a customer to contact their retailer, which may lead to customers only engaging
with their retailer when their difficulties have increased, for longer periods of time or not at all, leading
to disconnection.

In addition to the incentives, the proposed changes to the Code prohibit a retailer from requiring a
customer to provide personal or financial information in relation to their individual circumstance. This
information would typically be provided by those customers identified as hardship customers. The
information requested by a retailer would then be used to assess the appropriate payment schedule for
the customer, or other appropriate course of action. The information to be provided under this part of
the Code may be substantial for a given customer. As a result, through prohibiting the collection of such
information, the PDF would appear to reduce the costs for a customer associated with participating
under the framework relative to the current arrangements.

In aggregate, the proposed amendments to the Code are likely to lead to changes in the total costs to
customers of interacting with their retailer and therefore participating under the PDF relative to the
current scheme. The cost of participating under the PDF will vary from customer to customer and
between the three types of assistance made available under the Code (tailored assistance, standard
assistance and default assistance). Participation timing will likely be higher for those customers
receiving tailored assistance where a retailer works with the customer to identify an appropriate way
to manage their energy supply costs relative to their individual circumstances, relative to those
customers only receiving standard or default assistance.
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Changes in customer participation costs may be determined by assessing the average length of
customer interaction to complete/undertake the specified activity/associated activities of a task
compared to the current arrangements. While greater granularity may be adopted in assessing a
customer’s participation costs whereby for each customer group, individual tasks are broken down and
measured accordingly, for the purposes of this assessment, KPMG has considered the average
aggregate periods of time (and therefore tasks and costs) in which a customer may receive assistance.
KPMG considers this approach will provide for similar results to a bottom-up assessment by task given
the potential for variances in value (costs) placed by individual customers or customer groups on each
task.

411 Modeling methodology

To quantify the potential impacts (savings or costs) for a customer experiencing payment difficulties of
participating in the PDF relative to the current scheme, KPMG completed the following steps:

e Step 1: Estimated the population segment benefiting from current assistance measures — bill
smoothing and delayed payment arrangements, payment plans (excluding hardship) and hardship
customers;

As part of this process, KPMG has estimated ‘new’ customers receiving the form of assistance in
a given year.

e Step 2: Mapped the population segment benefiting from current assistance measures to new
categories of assistance under the PDF - tailored, standard and default assistance;

Similarly to Step 1, as part of this process, KPMG has estimated ‘new’ customers receiving the PDF
categories of assistance in a given year.

e Step 3: Estimated the aggregate time (minutes) a new assistance customer would be engaged with
their retailer directly or in search of information regarding the availability of payment assistance
measures under both the current scheme and proposed PDF indirectly;

e Step 4: Identified the time value of money when engaging with their retailer and participating under
the current scheme or proposed PDF;

e Step b: Calculated aggregate and incremental costs for customers of participating under the current
and proposed PDF by multiplying the aggregate times and time value of the money for is assistance
category; and

e Step 6: Completed additional scenario analysis.

ACIL estimated time periods

KPMG has aligned the assumptions underpinning the quantification of customer participation
(interaction) costs with those specified by ACIL for the determination of retailer operating costs. As part
of its estimation of a retailers operating costs, ACIL determined an ordinal scale as follows:

e Short = 5 minutes;

e Medium = 15 minutes;

e long = 30 minutes; and
e Extra Long = 60 minutes.

The key aspect when reviewing the assessment of the length of customer interactions detailed in the
tables below is not whether an activity for an individual takes 4 minutes 35 seconds or 6 minutes 10
seconds but whether, on average across the entire population grouping, 5 minutes (hence ‘short’) is a
reasonable estimate of the elapsed time. Similarly, when assessing the appropriateness of the specified
time intervals across customer interactions, the key question is whether the activity in question would
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take a similar time to complete as other activities at the same point on the ordinal scale (e.g. the
similarity in elapsed time to complete activities classified as ‘Medium’) or whether it is more aligned to
activities on other points of the specified ordinal scale.

KPMG has relied on the ordinal scale developed by ACIL, as well as its own assumptions established
in mapping the current assistance measures to the new categories of assistance, to forecast an average
aggregate time of participating under each scheme for a customer accounting for the likely changes to
the customer'’s interaction with the retailer arising from the implementation of the PDF (as detailed in
the draft amendments to the Code).

These time periods have been further broken down by a customer’s direct and indirect (for example
through their own independent search of a customer’s website for information on assistance measures)
interaction with a retailer as shown in Figure 7.

Figure 7. Estimated interaction (mins)

Current Scheme

Interaction level
(ACIL Allen Ref)

Indirect (search & familiarisation)

Direct (information provision / decision
making)

Total (mins)

No Assistance Nil 0.0 0.0 0.0

Bill smoothing and delayed Medium 10.0 15.0 25.0
Payment Plans (but not in h| Medium 30.0 15.0 45.0
Hardship Extra long + Long 30.0 183.0 213.0

Interaction level

Direct (information provision / decision

Indirect (search & familiarisation) i Total (mins)
(ACIL Allen Ref) making)
No Assistance Nil 0.0 0.0 0.0
Standard Assistance Short/Medium 5.0 83 133
Tailored Assistance Medium/Long 5.0 80.3 85.3
Default Assistance - engage Medium 10.0 3.0 13.0
Default Assistance - not eng Nil 0.0 0.0 0.0

Cost of customer participation (time value of money)

As specified in Section 3, an individual's cost of participating under either the PDF or current scheme
was costed at an hourly wage rate calculated from ABS Average Weekly Earnings (catalogue number
6302), assuming an average of 38 hours worked per week as shown in Figure 8.

Figure 8. Cost of customer participation

Weekly wage rate $1,494.5
Hours worked per week 38
Hourly wage rate $39.3

Source: ABS

The additional costs or savings afforded to a customer through participating under the PDF were
estimated through subtracting the costs to customers of participating under the current scheme from
the forecast costs of participating under the PDF.

Scenario analysis

Following the introduction of the PDF and its operation for a period of two years, it is expected that
more customers will become aware of the PDF and its capacity to assist during times of payment
difficulties. Further, through the information to be provided to customers by a retailer regarding ways
to manage their individual energy costs and alternative contract and payment options (including pay in
advance), it is expected that customers will become more adept at managing their energy bills and their
energy usage moving forward. To estimate the benefit from the framework having been in place for
two years, KPMG applied a ‘learning factor’ to the forecast costs of participating under the PDF. This
learning factor assumed to be 0.9, recognises the reduction in costs for a consumer with knowledge of
the PDF, participating in the scheme.

In addition, KPMG has assessed completed additional modelling of the impacts assuming a reduction
or increase in the participation time for all categories of assistance under the PDF. More specifically,
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we have considered the impacts associated with a 10% increase or reduction in assumed average
minutes a customer would be interacting (both indirectly and directly) with their retailer. Where we have
assessed a reduction in the total minutes of interaction, KPMG has also applied the learning factor
described above.

A12 ASsumptions

In order to assess the potential costs to consumers of participating under the PDF, as well as the current
scheme, KPMG has been required to make a number of assumptions regarding an individual customers
time, costs and the forecast benefits associated with the PDF. These assumptions include:

Population: A fixed 5% (124,184 in 2018) of all residential customers are assumed to be receiving
some form of assistance under the current scheme and the PDF at all times. Under the current
scheme this 5% is further broken down into those customers on bill smoothing and delayed
payment arrangements (1.3%), payment plans — excluding hardship (2.8%) and hardship customers
(0.95%). This breakdown is assumed to be fixed across all years of the forecast horizon.

Similarly, under the PDF, the fixed 5% of customers receiving assistance is broken down further
into those receiving tailored assistance (3.4%), standard assistance (1.3%), default assistance and
engaged with their retailer (0.06%) and default assistance and not engaged with their retailer
(0.23%). KPMG has aligned its assumptions regarding the breakdown of customers by assistance
category to that of ACIL.

Importantly, under the PDF, customers receiving tailored assistance are seen to benefit within the
first two years of the framework being in operation. From Year 3, the number of customers on
standard assistance is therefore expected to rise relative to the number on tailored assistance by
1.4%.

Further, KPMG has assumed all customers receiving standard or default assistance to be 'new’
customers in a given year. Specifically, we assume these customers have shorter term difficulties
in paying their energy bill which may be resolved within a year. Of the tailored assistance customers
we assume 1/3 to be 'new’ in a given year. This reflects the fact these customers may be required
to repay their debts over a longer period, up to 2 years under the PDF.

Figure 9 highlights the forecasts of customer participation under both the current scheme and PDF,
including estimates of new tailored assistance customers in a given year.

Figure 9. Forecast customer participation

Current Scheme Participation PDF Participation
90,000 90,000
80,000 - 80,000 -
70,000 | //// 70,000 1
60,000 60,000 -
50,000 ~ 50,000
40,000 - 40,000 -
e
30,000 + 30,000 -
20,000 20,000 ~
10,000 - 10,000
0 T T T T T T T T T 1 0 T T T T T T T T T 1
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
—— Bill smoothing and delayed payment Payment Plans (but not in hardship) Standard Assistance Tailored Assistance
Payment Plans (but not in hardship) ('New') —— Hardship Tailored Assistance ('New') Default Assistance - engaged with retailer

Hardship (New') Default Assistance - not engaged with retailer

Those customers receiving no assistance, or those customers who are deemed to be on default
assistance and not engaged with their retailer are assumed to incur no customer participation costs
under the current or proposed PDFs.
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e Time value of money: KPMG notes that not all customers experiencing payment difficulties will
be earning an hourly wage of $39.30 with some customers earning above or below this value.
Without sufficient data on the breakdown of customers and their earnings, KPMG has been required
to approximate this value for all customers. KPMG notes that this is consistent with the
requirements of the Victorian Regulatory Change Measurement Manual.

¢ Indirect vs direct interaction: As part of its requirements under the proposed amendments to the
Code, a retailer will be required to make available information in relation to assistance measures to
its customers. This information may be provided via the retailer's website or in print form, or sent
via email. As a result, it is possible that a customer may seek information on their own prior to
reaching out to their retailer. To account for this, KPMG has broken its assumption regarding
aggregate time periods for a customer participating under the current or proposed framework into
both indirect and direct impacts. An example of an indirect interaction may be one where a customer
searches a retailer’'s website for information regarding assistance measures or ways to reduce their
energy costs.

This requirement on retailers leads to a reduction in the forecast indirect interaction between a
customer and a retailer under the PDF relative to the current scheme.

e Hardship customers: \We have assumed those customers deemed to be experiencing hardship,
and therefore experiencing difficulties in paying their energy bill (including any arrears), will require
the greatest assistance from their retailer and therefore have the highest total interaction time of
all categories (under both the PDF and current scheme). This reflects the fact that these customers
will tend to have multiple interactions and will be required to provide detailed financial information
to their retailer under the current scheme in identifying appropriate means for ensuring repayment
of their energy bills and any amounts in arrears.

o Electricity vs Gas customers: Most if not all residential customers in Victoria will have signed on
with a retailer for the supply of both electricity and gas. In most cases, customers will have engaged
with the same retailer for both, for example under a dual fuel contract. A customer who is
experiencing payment difficulties and the threat of disconnection in relation to their electricity bill,
will more often than not face similar difficulties in paying their gas bills. A retailer’s obligations to an
electricity or gas residential customer are similar in nature — and equivalent under the PDF. As a
result, KPMG has not established separate estimates of the period of interaction for an electricity
customer relative to a gas customer. We have therefore treated the entire population, and the
estimates of those customers receiving assistance, as inclusive of both electricity and gas
customers.

413 Hndngs

Current Scheme

Figure 10 shows the annual cost of customer participation under the current arrangements for those
customers on bill smoothing or delayed payment arrangements, payment plans (excluding hardship),
as well as those deemed to be hardship customers over the forecast horizon 2018 to 2027.

New hardship customers represent an average of only 19% of the total customers receiving assistance,
however, they contribute approximately 46% of the total customer participation costs each year under
the current arrangements. Costs for these customers range from $0.88m to $1.3m per annum, or
$8.3m in NPV terms. This is driven by the significant interaction these customers are forecast to have
with their retailer —on average 213 minutes, and the current requirement for these customers to provide
detailed financial information to their retailer.
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Further, and consistent with our assumptions regarding the shift in customers from tailored to standard
assistance we see a reduction in the total annual costs for hardship customers as well as those
customers on payment plans from year 3 onwards.

Unlike hardship customers, those new customers on bill smoothing or delayed payment arrangements
incur very low costs under the current scheme, $0.53m to $0.62m per annum or $4.6m in NPV terms.
Often these customers are not experiencing significant payment difficulties, such as those on hardship
programs, and instead require short term assistance in meeting their financial obligations. Their average
interaction with a retailer is assumed to be 25 minutes or less.

In total, customer participation costs under the current scheme are forecast to range between $2.0m
and $2.6m per annum or $17.9m in NPV terms.

Figure 10. New customer participation costs — Current scheme
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Payment Plans (but not in hardship)

No Assistance

Assumed participation time under the proposed PDF

Similar to the current arrangements customer participation costs under the PDF are assumed to be
dominated by one category of assistance — tailored assistance. This reflects those customers receiving
tailored assistance having the highest level of interaction with their retailer (85.3 minutes) as well as
the largest number of the customer’s forecast to require this form of assistance over the modelling
horizon. These customers are expected to engage with their retailer in developing an appropriate
pathway forward for managing and paying their energy supply costs on time, as well as mechanisms
for repayment of any arrears. We anticipate these customers to have longer interactions upfront — akin
to those of a hardship customer, before these interactions reduce considerably.

On average these customers represent more than 68% of customers receiving assistance in the first
two years of the forecast period, before decreasing to the 40% of total customers for the remaining
years reflecting the shift of customers from tailored assistance to standard assistance under the
scheme. We estimate the costs for those new customers receiving tailored assistance to range
between $0.96m and $1.6m over the forecast period or $9.3m in NPV terms — with costs declining by
approximately 40% for customers in this category from year 3 onwards as a result of movement of
customers from tailored to standard assistance.

Similarly, the costs for those standard assistance customers are to increase by more than double from
year three onwards driven by the significant increase in total new customers receiving this form of
assistance moving from 26% to more than 54%. Costs for customer’s receiving standard assistance
are forecast to range from $0.28m to $0.69mk or $4.6m in NPV terms.
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Figure 11 - New customer participation costs - PDF
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Customers deemed to be receiving default assistance whom are engaged with their retailer represent
just over 1% of all customers receiving assistance. While these customers may be engaged and require
additional assistance, they are not assumed to receive the same level of assistance as those on tailored
programs. Costs for customers receiving default assistance are forecast to range from $0.012m to
$0.014m or $0.11m in NPV terms over the modelling period.

Figure 12 highlights the total participation costs for new customers under the PDF. These costs are
forecast to range between $1.6m and $1.9m per annum, totalling $14.0m in NPV terms over the
modelling period.

Figure 12. Total customer participation costs under PDF

PDF - Form of assitance NPV (Sm)
Standard assitance $4.6
Tailored assistance $9.3
Default assitance - engaged with retailer $0.11
TOTAL $14.0

PDF compared to Current Scheme

Relative to the current scheme, customer participation costs are forecast to decrease by an average
21% as a result of the introduction of the PDF scheme. Figure 13 shows the annual cost of customer
participation under the current arrangements to those participating under the PDF.

On average, this reduction ranges between $0.39m and $0.72m per annum resulting in a total
incremental saving to customers of approximately $3.9m in NPV terms. The large difference in costs is
primarily a result of a) the significant costs to customers of participating in the hardship programs and
the volume of time associated with interacting with their retailers, and b) the shift in total customer
numbers receiving tailored assistance to standard assistance reducing the total interaction time for each
customer by approximately 72 minutes.
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Figure 13. New customer participation costs PDF vs. Current scheme
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Scenario analysis

We anticipate that as customers become more aware of the PDF and learn how better to manage their
energy supply costs (and usage) moving forward, there will be a reduction in the total costs for
customers participating under the PDF. KPMG has therefore forecast a 10% reduction in the total costs
of customers participating under the scheme from Year 3 onwards. This reduction is shown in Figure
14, and results in a forecast reduction over the modelling horizon of more than $1.1m in NPV terms.

Figure 14. Customer participation scenario analysis
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Figure 15. Customer participation — Scenarios (minutes)

Scenario Low Base High
No Assistance 0.0 0.0 0.0
Standard Assistance 14.7 13.3 12.0
Tailored Assistance 93.8 85.3 76.8
Default Assistance - engaged with retailer 14.3 13.0 11.7
Default Assistance - not engaged with retailer 0.0 0.0 0.0
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In addition to modelling the incremental impacts of customers becoming more aware of the PDF and
better managing their energy usage and bill, KPMG has also completed additional scenario modelling
in relation to a customer’s interaction with their retailer under the new framework. For this, KPMG has
modelled both an increase and reduction of 10% in the total time a customer interacts with their
individual retailer as shown in Figure 15.

Further in relation to the high scenario KPMG has assumed that, as the framework is operationalised
and the PDF becomes known to more customers, there will be a learning factor for those customers
requiring assistance. This learning factor is assumed to translate into shorter or less frequent
interactions for a customer with their retailer, thereby reducing the overall costs to consumers of
participating under the PDF. We have applied this learning factor from year 3 onwards.

Figure 16. Scenario analysis — Annual new customer participation savings
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Figure 17. Scenario analysis — Total customer participation savings
Scenario NPV (Sm)
High - Reduced mins and learning factor $6.25
Base $3.91
Low - Increased mins $2.51

Figure 17 highlights the forecast (incremental) savings for new customers under the PDF relative to the
current scheme across all three scenarios. These savings range from $0.23m and $0.91m per annum
or $2.57m and $6.25m in NPV terms across the modelling horizon. Similar to the base case scenario,
these savings are driven by the underlying switch of customers from tailored to standard assistance
and therefore the considerably shorter time of interactions with a retailer experienced by these
customers.

472 Potential savings due to better tart choices

As noted in Section 1.2, a key pillar of the tailored assistance measures under the Code requires a
retailer to provide practical assistance to help a customer lower their energy costs. In providing such
assistance, a retailer is required to inform the customer of the tariff most likely to minimise their energy
cost — accounting for their pattern of energy use and payment history.
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In Victoria, approximately 91% of residential customers are currently on a Market Offer contract with
their retailer.’® These customers have shown some level of engagement with their retailer in the past
to move from a Standing Offer contract. However, this does not guarantee that those customers are
on the most appropriate tariff for their individual circumstances. Similarly, this level of engagement does
not preclude these customers from experiencing payment difficulties at some point in the future.

Further, while Victoria continues to stand out among Australian states and territories with the highest
total (and percentage) of small customer transfers between retailers — 30% as of March 2017 — not
all customers experiencing payment difficulties will have sought a better offer from another retailer.

It may therefore be assumed that an element of the population, including in certain cases customers
experiencing payment difficulties, are not on the most ‘appropriate’ tariff for their energy consumption.
These customers may achieve a saving in their overall energy bill by simply switching tariffs, either with
their existing retailer or by moving to a new retailer thereby reducing the risk of getting into arrears for
their energy consumption.

KPMG has estimated the potential magnitude of the saving for those customers experiencing payment
difficulties when switching to a better tariff. The magnitude of saving for an individual customer
estimated in this section is a representation of the maximum benefit that may be achieved — not all
customers will benefit in the same manner, or at all, as this will depend on their current tariff
arrangements and alternative options made available to them.

421 Modeling methodology

To quantify the potential impacts (savings) for a customer experiencing payment difficulties of switching
to a better tariff option, KPMG completed the following steps:

e Step 1: Estimated the population segment which may benefit from switching their retail tariffs over
the 10 year modelling period in comparison to their existing arrangements;

e Step 2: Identified the average annual consumption for residential customers as published by the
AEMC;

As part of this approach, and consistent with the guantification of other impacts to customers,
KPMG has utilised an average residential consumption for Victoria of 4,206 kWWh per annum.

e Step 3: Identified the average variance in tariffs between retail offerings for residential customers.
In order to be conservative with our estimate, KPMG has made a further adjustment to the average
variance in tariff offerings providing for only 60% of the total variance to be passed through to
customers; and

e Step 4: Calculated aggregate annual savings for each year over the 10-year forecast horizon by
multiplying the average tariff dispersion by the average annual residential consumption.

Estimating the average tariff spread between retail offerings

A retailer when making an offer to a customer will weigh up the personal circumstances for that
customer accounting for among other things, the size of the premise and number of residents, if the
premise has gas or solar panels, how the premise is heated or cooled, the existence of a pool,
refrigerator or other key appliances and if a resident is a concession card holder.

15 Australian Energy Market Commission. 2016 Residential Electricity Price Trends. December 2016

16 Australian Energy Market Operator. Monthly Retail Transfer Statistics. March 2017. 1-month Annualized Transfer
Rate.
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Depending on a customer’s location, their individual responses to the above questions and importantly
which retailer they engage for their electricity supply, a customer may have access to a range of contract
options, with varying tariffs and features (including discounts dependent on payment method).

Unlike other states, Victoria no longer has regulated retail tariffs (previously set by the Commission) for
customers which may be used in assessing the costs of a customer'’s electricity supply. Such tariffs
would provide one end of the range of costs facing consumers.

It is inherently difficult to estimate the potential benefits for any one customer across the state without
knowing an individual's circumstances. Issues associated with such estimates can be further
exacerbated when attempting to determine them across a larger customer segment such as those
experiencing payment difficulties.

Recognising these limitations and difficulties, KPMG has therefore relied on the tariff estimates of the
AEMC for (non-regulated) standing and market offers as published in their annual Residential Electricity
Price Trends report. The AEMC defines standing and market offers to be:

e Standing offer contracts: those with terms and conditions that are regulated by law — in Victoria
these terms are defined in the National Energy Retail Law; and

e Market offer contracts: those which are determined by retailers in a competitive market which
contain a regulated set of minimum terms and conditions.

The tariffs reported for both the standing and market offer contracts are used as a proxy for annual
electricity costs for a representative residential customer in Victoria. Using these estimates will aide in
avoidance of any potential issues of misrepresentation of a residential customer. To estimate the tariffs
under a standing or market offer contract, the AEMC have relied on data sourced through the Victorian
Government's price comparator website — Victorian Energy Compare. Figure 18 highlights the current
estimates presented by the AEMC in their 2016 Residential Electricity Price Trends report.

Figure 18. AEMC Standing and Market Offer estimates - Victoria

Offer type 2016-17 2017-18 2018-19

c/kWh

$/yr

c/kWh

$/yr

c/kWh

$/yr

Standing offer 35.22 $1,418 37.73 $1,519 37.55 $1,512
Market offer 27.49 $1,107 29.80 $1,200 29.42 $1,185
Difference 7.73 $311 7.93 $319 8.13 $327
Difference passed on (60%) 3.85 $155 4.64 $187 4.76 $191

Source: AEMC and KPMG assumptions

The standing offer and market offer tariffs presented above provide a range for the electricity costs
savings which may be enjoyed by a customer when moving from one tariff (contract) type to another.
The difference between the standing offer and market offer tariffs highlights the magnitude of savings
which may be achieved. Based on the figures reported by the AEMC, a customer may stand to benefit
up to on average 22% on their electricity bill when moving from a standing offer to a market offer
contract across each of the three years.

As noted above the magnitude of impact will be dependent on the individual circumstances of each
customer. Not all customers experiencing payment difficulties will be on a standing offer contract.
KPMG has therefore limited the quantification of this impact by:

a) Limiting the potential impact to a small percentage of those customers who are forecast to require
tailored assistance. This is consistent with the current arrangements whereby 91 % of all residential
customers are already on market offer contracts; and

b) Limiting the actual magnitude of savings attributable to a customer. Consistent with the fact that
91% of customers are already on a market offer contract the potential savings attributable to a
customer are likely to be less than the range presented. Further, a customer may offset these

s affiliated with KPMG International Cooperative
<s or trademarks of KPMG International
on

© 2017 KPMG, an Australian partnership and a member
("KPMG International”), a Swiss entity. All rights
Liability limited by



Preliminary methodology and analysis for stakeholder input — 9 May 2017

savings by using the “additional” currency to purchase additional appliances or equipment with a
reliance on electricity — leading to an increase in their energy use and/or total electricity cost.

KPMG has therefore assumed that only 60% of the variance in tariffs is passed through to the
customer.

Estimating average residential consumption

Consistent with other areas of the analysis, KPMG has relied on the AEMC’s estimated consumption
for a residential customer in Victoria of 4,026kWh per annum. The AEMC note this forecast is for a
representative residential customer in the state consisting of a household of only two persons with a
main gas connection and no pool.

4272 ASsumptions

Consistent with the quantification of other impacts, KPMG has had to make a number of assumptions
in quantifying the impacts associated with a change in tariffs for customers, including:

Energy use: The annual energy use of a customer is assumed not to change over the 10-year
modelling horizon. Specifically, a customer is assumed to maintain their current pattern of energy
usage and does not act in a manner that counterbalances the reduced cost per energy unit (e.g.
increase energy use as the cost per energy unit is reduced).

KPMG recognise a residential customer’s energy use will indeed fluctuate month to month, year to
year and is dependent on a wide range of variables — including the number of individuals living at a
premise and existence of certain appliances and approaches to heating or cooling a premise.

Population: To measure the associated impact with a change in tariffs, KPMG has relied on a
forecast of the total population receiving tailored assistance with managing their electricity bills. In
defining the population, KPMG has assumed that once a customer is placed on a lower tariff that
customer stands to benefit forever (i.e. they will never retreat to their previously higher tariff). As a
result, KPMG assumes that only an incremental portion of customers may benefit each year from
changes to their customer bill.

Figure 19. Tailored customers benefiting from tariff switch
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Preliminary methodology and analysis for stakeholder input — 9 May 2017

Specifically of the customers receiving tailored assistance in a given year, KPMG has assumed only
2% of these customers may be eligible to switch tariffs in Year 1 and 0.25% of customers from
Year 2 onwards."” This amounts to approximately 3,000 over the 10 year modelling period. These
assumptions are required as the total number of customers receiving tailored assistance will
fluctuate across years and within a given year reflecting new customers experiencing payment
difficulties seeking assistance, as well as existing customers moving out of this form of assistance.

Figure 19 highlights the total and incremental increase in total tailored assisted customers
benefiting from switching their tariffs

e Standing and market offer tariffs: As noted previously a residential customer will have access to
a range of retail offers consistent with their individual circumstances and the retailer(s) with whom
they choose to engage. The tariffs reported by the AEMC, and used as part of our assessment,
represent two potential offers only on this spectrum. It is possible that alternative tariff ranges may
be drawn which would alter the findings of our assessment.

For customers experiencing payment difficulties, these offers may not be available should a retailer
identify them to be unsatisfactory for the individuals circumstance, or where the retailer has
concerns regarding a customer’s ability to repay amounts owing under such contracts.

As part of its base case, KPMG has assumed that only 60% of the tariff variance estimated is passed
through to consumers.

Figure 20. Forecast standing and market offers
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Forecast standing offer and market offer tariffs account for the average change in offer over the
period 2016/17 to 2018/19 as modelled by the AEMC. Figure 20 highlights the forecast standing
and market offers over the modelling period. These offers are forecast to grow at 3.7% and 2.6%
per annum on average over the period.

e Representative household: The reported standing offer and market offer tariffs are for a
representative household only. The AEMC note “In Victoria, the most common type of residential

17 To determine 0.25%, KPMG has assumed only 5% of tailored assistance customers may be eligible to switch
their tariffs, and of this 5% only 5% are assumed to actually make the switch and therefore benefit from a reduction
in their energy bills.
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Preliminary methodology and analysis for stakeholder input — 9 May 2017

electricity consumer (the representative consumer) is a two-person household with a mains gas
connection and no pool.” '8

It is possible that this representative household may not be consistent with those customers
experiencing or likely to be experiencing payment difficulties. However, given the various
characteristics attributable to those households experiencing payment difficulties, KPMG considers
the AEMC representation to be appropriate as a baseline for the purposes of this assessment.

423 Hindings

Customers receiving tailored assistance, consuming 4,026kWh, who seeks to switch their electricity
supply contract from a standing offer to a market offer will see a reduction in their energy bills of an
average of $193 per annum over the forecast horizon assuming that 60% of difference in tariffs are
passed through to the customers.

Where the PDF provides for an increase in the number of customers who look to switch to a more
appropriate tariff reflective of their individual circumstances, these customers stand to benefit in the
order of $0.29m and $0.59m per annum collectively under KPMG's base case scenario. This benefit
will flow through to customers in the form of reduced electricity bills throughout the modelling horizon
and amount to a saving of $3.65m in NPV terms over the forecast period.

Scenario analysis

In addition to modelling the incremental impacts (savings) to customers associated with moving to an
optimal tariff level, KPMG has also modelled additional sensitivities in relation to the total customers
who choose to switch their tariffs and the level of tariff variance passed through. In particular, we have
modelled two additional sensitivities where 0.375% of customers (approximately 3,600 customers)
choose to switch there tariffs and 80% of difference in tariffs is passed through (high) and 0.125%
(approximately 2,300 customers) of customers choose to switch their tariffs and 40% of difference in
tariffs is passed through (low) and therefore benefit from a reduction in their energy bills.'®

In NPV terms, the impacts to customers under these two scenarios range from $2.10m to $5.54m over
the forecast period. This impact represents an annual saving of between $0.19m and $0.96m for
customers who choose to switch their retail tariff depending on the total number of customers
assumed to have switched their tariff. Of the sensitivities modelled, total customer savings increase or
decrease in proportion relative to the total number of customers who choose to switch their retail tariffs.
Specifically, reduction (or increase) in the number of customers who switch their tariffs to 0.125%
(0.375%) will amount to a 50% reduction (or increase) in the total aggregate savings enjoyed by
customers in the form of lower energy bills over the forecast horizon assuming the percentage
difference in saving remains fixed. Such annual savings are assumed to increase incrementally each
year as more and more customers begin take up the option to switch their retailer — customers having
already benefited will continue to benefit over the remaining years of the forecast regardless of the
period in which they take up the option.

8 Australian Energy Market Commission. 2016 Residential Electricity Price Trends Report. 14 December 2016.

% To determine 0.125% and 0.375%, KPMG has assumed only 5% of tailored assistance customers may be
eligible to switch their tariffs, and of this 5% only 2.5% and 7.5% respectively are assumed to actually make the
switch and therefore benefit from a reduction in their energy bills.
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Figure 21. Scenario analysis — Annual aggregate customer savings from switching tariffs
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Figure 22. Scenario analysis — Total savings from switching tariffs
Scenario NPV ($m)
High - 0.375% switch / 80% variance passed through $5.54
Base - 2% Yr 1 and 0.125% Yr 2 switch / 60% variance passed through $3.65
Low - 0.125% of customers switch tariffs / 40% of tariff variance passed through $2.10

In addition to the above scenarios, KPMG has completed additional modelling assuming 5% of
customers choose to switch their tariff from Year 1, as opposed to 2%. This equates to approximately
5,500 customers (relative to 3,000) over the modelling period. This change significantly increases the
aggregate savings to customer’s year on year and therefore the total benefit over the forecast period.
More specifically, this change increases the range of annual savings to between $0.72 and $1.1m per
annum from $0.29m and $0.59m per annum, more than doubling the net savings over the modelling
period to $7.71m (from $3.65m).

Figure 23. Scenario analysis — Increase customer switching in year 1
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4.3 Potential Ssavings due tolower energy consumption

In addition to a retailers requirement to identify potential tariff options, as part of the tailored assistance
measures a retailer is also required to provide specific advice about the likely cost of a customer’s future
energy use and how this cost may be lowered.

There are many ways in which a residential customer may lower their energy consumption. The
Victorian Government highlight 10 immediate steps?°:

e \Wearing the right clothes;

e Shutting doors and closing curtains;

e Setting your thermostat between 18 and 20 degree in winter and above 26 degrees in summer;
e Turning off heaters and coolers when not required;

e \Washing clothes in cold water;

e Running appliances (e.g. refrigerator) efficiency;

e Roof insulations;

e Stopping wastage associated with standby power;

e Cooking more efficiently and making greater use of lower energy use appliances; and

e |Installation of energy efficient light globes.

Further to the options identified by the Victorian Government, many of the retailers operating in the
state already provide additional information on ways a customer may improve their energy efficiency —
reducing their overall energy use.

A residential customer may also choose to have a home assessment (or audit) completed — an
assessment, completed by an accredited provider, will provide expert suggestions for improving and
minimising a customer’s energy use tailored to their individual circumstances.

Placing further mandated requirements on a retailer as part of the PDF to help a customer identify ways
their energy bill may result in an overall reduction in energy use for those customers experiencing
payment difficulties —akin to those who implement the findings of a home energy audit. These benefits
will accrue in the form of reduced energy bills for a customer moving forward, as well as more
widespread environmental benefits for the community.

KPMG has estimated the potential benefits to a customer experiencing payment difficulties by focusing
on the associated reduction in their energy consumption and therefore their energy bill. To measure
these impacts KPMG has relied on work completed in assessing the impacts of the Victorian Energy
Efficiency Target (VEET) scheme (described in further detail below) and specifically the modelling
completed in establishing individual three year targets.

In measuring the impact on customers, KPMG recognises the potential ‘rebound effect’” which may
result from increased efficiency associated with a customer’s energy use. This rebound effect may
offset the benefits associated with improvements in a customer’'s energy use — for example by a
customer using the savings associated with energy efficiency measures to replace or buy new
appliances which may not otherwise have been used and therefore included in the calculation of overall
energy use. While this effect has generally been accepted, KPMG recognises an independent survey
completed as part of an overall assessment of the VEET found this assumption may not hold true in
practice.?’ KPMG has not attempted to quantify a rebound effect as part of its modelling. Our
assessment is therefore subject to the existence (or not) of any such effect for a consumer.

20 Department of Land, Water and Planning. Victorian Energy Saver. Website. Last Accessed 26 April 2017.
<http://www.victorianenergysaver.vic.gov.au/more-ways-to-save/top-10-ways-to-save-energy>
21 Gerrard Bown. Victorian Energy Efficiency Target Act. Independent Review — Final Report. October 2011.
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431 Modsling methodology

Our approach to quantifying the potential savings or reductions, will include the following steps:

e Step 1: Estimate the population segment experiencing payment difficulties which may benefit from
improvements in their energy use — specifically adopting energy efficiency measures;

e Step 2: Review existing cost benefit analysis and impact assessments of the VEET scheme on
residential customers. As part of this review KPMG has identified a range of potential energy bill
savings ($/annum) a customer may achieve under the VEET scheme.

e Step 3: Calculate the aggregated value impact by multiplying the population segment by individual
energy savings.

Estimating the individual customer impact

The VEET scheme, also known as the Energy Saver Incentive (ESI), is a market based scheme designed
to promote the uptake of energy efficiency improvements in residential and non-residential premises.
It operates by setting carbon reduction targets and requiring energy retailers to submit certificates to
meet their carbon reduction liabilities. The scheme commenced on 1 January 2009 under the Victorian
Energy Efficiency Target Act (2007).

The scheme operates in distinct three year phases, with the scheme’s targets reset at the beginning
of each new phase. For the first three-year phase of the scheme (2009-11), the scheme target was 2.7
million Victorian Energy Efficiency Certificates (VEECs) per annum. This increased to 5.4 million VEECs
per annum from 2012. In 2017, the target is 5.9 million VEECs. This will increase further to 6.1 million
in 2018, 6.3 million in 2019, and 6.5 million in 2020.

The performance of the scheme and its associated impacts have been periodically assessed by the
Victorian Government. In general, the scheme has benefited those residential customers who have
participated through reducing their energy consumption and therefore decreasing their energy bills,
while those non-participating households have tended to experience an increase in their energy bills —
primarily as a result of increases in network and wholesale energy costs.

A detailed review of the overall costs and benefits associated with the VEET scheme is beyond the
scope of work for this engagement. However, KPMG has drawn insight from the assessed reduction
in a customer’s energy bill associated with participating in the scheme.

In February 2014, as part of its Business Impact Assessment (BIA) of the VEET scheme, the Victorian
Department of State Development, Business and Innovation assessed customers participating in the
scheme to receive an annual benefit over the period 2015 to 2017 from a reduction in their energy bill.
Table 1 highlights the results from the BIA — residential customer bills were forecast to reduce annually
between $77.06 and $162.80 over the period subject to the target adopted.

Table 1. February 2014 Modelled reduction in residential customer electricity bill ($/per annum)

Target 2015 2016 2017

2.0 Mt CO, per annum $77.06 $116.50 $128.72
2.7 Mt CO, per annum $82.56 $125.17 $137.85
5.4 Mt CO, per annum $83.52 $141.30 $162.80

Source: Victorian Department of State Development, Business and Innovation

In April 2015, as part of its consultation on setting future targets for the VEET scheme, the Victorian
Department of Economic Development, Jobs, Transport & Resources, modelled the average savings
in electricity expenditure for residential customers per annum. The results of this modelling are shown
in Table 2 below. As per the previous assessment customers total electricity bills were forecast to
reduce across the modelling period. This reduction ranged on average between $140 and $166 per
annum depending on the term and target adopted.
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Table 2. April 2015 Modelled reduction in residential customer electricity bill ($/per annum)

Target Average 2016-20 Average 2021-30 Average 2016-30
3-year, 5.4 Mt CO, per annum $132 $165 $149
3-year, 5.8 Mt CO, per annum $130 $162 $146
3-year, 6.2 Mt CO, per annum $124 $155 $140
5-year, 5.8 Mt CO; per annum $124 $184 $154
5-year, 6.2 Mt CO; per annum $119 $183 $166

Source: Victorian Department of Economic Development, Jobs, Transport & Resources

It should be noted that these two assessments have yielded differing results regarding the overall costs
and benefits of the scheme. For example, the February 2014 assessment determined the costs to
outweigh the potential benefits of the scheme in the future, while the April 2015 assessment found
the opposite to be true. This was primarily a result of differences in the cost of VEECs modelled,
exclusion of private costs for participants, inclusion of environmental benefits and the overall period of
analysis (April 2015 assessed the costs and benefits over a period to 2050, as opposed to 2030 under
the February 2014 analysis).

Despite the contradiction in overall findings, the individual assessments of the potential savings a
customer may benefit from by participating in the scheme remain true. KPMG has therefore relied on
these estimates as part of its assessment of the potential benefits to those customers experiencing
payment difficulties. Consistent with the higher targets set for the period 2017 to 2020, KPMG has
modelled the benefits to range between $110 and $170 per annum for each customer with a base case
assumption of an annual saving of $140 per annum. In modelling this range, KPMG has not indexed the
value of the associated benefits.

In practice, it is possible that this range may over (or under) state the benefits to any one customer. For
example, a customer may have already been working with a retailer on ways to reduce their energy
consumption, including completing a home energy audit. We therefore note that the individual and
aggregate benefits will be subject to the individual and group characteristics of those experiencing
payment difficulties.

4,32 ASSUmpLions

In estimating the impact to customers of a potential change in total energy consumption resulting from
the introduction or uptake of energy efficiency measures, KPMG has had to make a number of
assumptions. Should any of the assumptions change then the findings contained in this report may no
longer be appropriate. These assumptions are summarised below.

e Population: To measure the associated impact resulting from a reduction in energy consumption,
KPMG has relied on a forecast of the total population receiving tailored assistance with managing
their electricity bills. In defining the population, KPMG has assumed that of the total customers
receiving tailored assistance, only 5% of customers (per annum) benefit from uptake of energy
efficiency measures in Year 1. While from year 2 onwards we assume .025% of customers
receiving tailored assistance actually implement such measures over the forecast horizon and
therefore are deemed to benefit from a reduction in their energy bills moving forward (see Figure
24). These assumptions are required as the total number of customers receiving tailored assistance
will fluctuate across years and within a given year, reflecting new customers experiencing payment
difficulties seeking assistance, as well as existing customers moving out of this form of assistance.

Customers who are forecast to take up energy efficiency measures are assumed to maintain these
savings over the remaining period of the forecast. This is consistent with our assumption in relation
to those customers who will benefit from switching their retail tariffs.
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Figure 24. Population forecast to benefit from energy efficiency measures
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e Reduction in energy bill: Those customers who are identified as potentially benefiting from energy
efficiency measures are forecast to receive a reduction in their energy bills of $140 per annum in
each year of the forecast period. This range is reflective of the estimates of bill savings for
residential customers modelled under the April 2015 study for setting targets.

In identifying the potential reduction KPMG has also assumed that a customer does not change
their total or pattern of energy use over the 10 year modelling horizon other than that built into the
forecast saving.

e Rebound effect: No rebound effect has been modelled providing for an offset of the potential
benefits to a residential customer over the modelling horizon.

433 Fncings

Under KPMG's base case scenario, those customers eligible and who choose to take up energy
efficiency measures in managing their energy consumption are forecast to benefit on average between
$0.59m and $0.78m per annum over the forecast period as shown in Figure 25. In total this represents
a saving to customers on their energy bills of $5.5m in NPV terms.

As per our assessment of the impacts associated with switching tariffs, KPMG note the annual savings
for customers increase incrementally as new customers choose to take up energy efficiency measures
in managing their electricity supply and costs. Those customers who choose this option are assumed
to continue to benefit over the remaining years of the modelling period.
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Figure 25. Scenario analysis — Annual aggregate customer savings from energy efficiency measures
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Scenario analysis

Consistent with our assessment of the impacts to customers who choose to switch their tariffs, KPMG
has also modelled additional scenarios in relation to the total customers who choose to take up energy
efficiency measures in managing their energy supply. In particular, we have modelled two additional
sensitivities where by the following number of tailored assistance customers are assumed to adopt
such measures and therefore benefit from a reduction in their energy bills.

e High: 7.5% in Year 1 and 0.375% from Year 2 onwards; and
e Low:2.5% in Year 1 and 0.125% from Year 2 onwards.

Under the high scenario, forecast annual savings for customers are to range between $0.89m and
$1.2m per annum, with total savings of $8.2m over the entire forecast period. This represents an
increase in the total savings enjoyed by customers of 50% relative to KPMG's base case. Similarly,
under the low scenario, total annual savings reduce by 50% relative to the base case ranging between
$0.3m and $0.39m per annum, or $2.76m in NPV terms over the modelling period.

In both cases these scenarios are a direct reflection of the increase or reduction in assumed customer
numbers adopting energy efficiency measures. Under the high and low sensitivities customer numbers
are forecast to, on average, increase and decrease by 50% respectively.

Across these scenarios, and by the end of the modelling period, these benefits are forecast to range
between $0.38m and $1.2m, and average between $0.34m and $1.0m over all years of the forecast
period.

Figure 26. Scenario analysis — Total savings from energy efficiency measures (customer uptake)

Scenario NPV (Sm)

High - 7.5% in Yr 1 and 0.375% from Yr 2 onwards adopt energy efficiency measures $8.29
Base - 5% in Yr 1 and 0.25% from Yr 2 onwards adopt energy efficiency measures $5.53
Low - 2.5% in Yr 1and 0.125% from Yr 2 onwards adopt energy efficiency measures $2.76

In addition to assessing the potential impacts associated with changes in the total customers choosing
to adopt energy efficiency measures, KPMG has also assessed the impacts associated with changes
in the annual benefit enjoyed by customers in the form of a reduction in their energy bills. Two additional
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scenarios were modelled, a lower energy saving of $110 per annum and higher energy saving of $170
per annum on a customer’s bill as shown in Figure 27. We note these sensitivities are still broadly in
line with the modelling completed in assessment of the VEET scheme in 2014 and 2015.

Figure 27. Scenario analysis — Total savings from energy efficiency measures (bill impact)

$110p.a. Base ($140p.a.) $170p.a.

High - 7.5% in Yr 1and 0.375% from Yr 2 onwards adopt energy efficiency measures $6.51 $8.29 $10.07
Base - 5% in Yr 1and 0.25% from Yr 2 onwards adopt energy efficiency measures $4.34 $5.53 $6.71
Low - 2.5% in Yr 1and 0.125% from Yr 2 onwards adopt energy efficiency measures $2.17 $2.76 $3.36

These scenarios increase the range of cost savings customers may enjoy from adopting energy
efficiency measures which on average range from $0.23m per annum under the low savings and low
customer uptake scenario to $1.3m per annum under the high savings and high customer uptake
scenario. In total, the forecast reduction and increase in a customer's bills relative to the base case
corresponds to a 21% change (negative and positive respectively) in the total savings in NPV terms
over the course of the modelling period regardless of the total uptake by customers of energy efficiency
measures.

44 Impact on Ombudsman and support Group Costs

The EWOV and other support groups (including financial counsellors, not-for-profit organisations or
charities) may help a customer engage with their retailer, both when customers first encounter payment
difficulties and later when they may be facing disconnection. The services provided by these
organisations include, but are not limited to, acting as an independent arbiter that can help resolve
disputes between customers and retailers, to the provision of financial counselling services or payment
of monies owing on behalf of a customer to the customer’s retailer.

The expenditure of an ombudsman or support group may be directly aligned to the total number of
cases or complaints they manage in a given period. For example, in its 2016 annual report, EWQOV
states, “falling case volumes meant necessary but painful decisions on staffing. This made 2015-16 a
tough year operationally. We responded with a number of organisational restructures and a greater than
30% reduction in staffing levels. “??

The Commission’s proposed changes to the Code incentivise customers to become more engaged in
managing their electricity supply costs and the repayment of debts (including arrears) owing to their
retailer. It also places an obligation on retailers to make available greater information on the assistance
available in times of experiencing payment difficulties, a retailer's hardship policy and practical
approaches to reducing a customer’s energy costs.

These proposed amendments are likely to have a range of impacts on customers and therefore on
EWOV and support groups as customers seek help in interpreting and understanding the assistance
measures available to them, what rights or entitlements a customer may have when dealing with their
retailer or alternatively what financial options best meet their individual circumstances.

For our evaluation, we assume that EWOV and support groups will have an initial increase in their case
load in the initial years following the implementation of the PDF. While total expenditure for these
organisations will reduce in later years, customers will become more engaged and therefore more
aware of their energy costs and how best to manage or reduce their energy usage and identifying
payment options which align to their financial capacity to pay.

22 Energy and Water Ombudsman of Victoria. 2016 Annual Report.
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While our modelling has assumed no change in the total customers receiving assistance, were the PDF
to lead to an increase in the number of customers who are placed on payment plans and other payment
support measures by their retailers, this may increase case volume for EWQOV or support groups.

The services and level of expenditure of EWOV and other support groups may be directly measured
providing that sufficient information is identified, including for example the time and effort put in when
handling a single customer’s case, labour costs and overheads. KPMG has estimated the incremental
change in EWOV and support group costs over the modelling period accounting for EWOV's total
expenditure and its case load in support of those customers experiencing payment difficulties as well
as estimated aggregate costs for support groups in Victoria dealing with customers experiencing
payment difficulties.

441 Modeling methodology

In quantifying the impact on ombudsman and support group costs, KPMG completed the following
steps:

e Step 1: Identified the total expenditure for EWOV and support groups in handling customer
complaints and enquires in respect of credit related issues (including for example payment
difficulties). KPMG has relied on EWOV's latest annual report and its total expenditure measured
for the financial year 2015/16 as a base estimate in our assessment.

In addition to EWOV'’s expenditure, KPMG has added an additional estimate of the annual costs
incurred by other support groups in Victoria, responsible for assisting customers experiencing
payment difficulties. KPMG has reviewed estimates of these costs as reported in the Consumer
Action Law Centre (CIAC) August 2015 report titled Heat or Eat.

e Step 2: Estimated changes in total expenditure for the ombudsman and support groups relative to
the base line expenditure. To do so, KPMG has assumed a percentage increase or decrease for
each year of the 10 years of the modelling period.

KPMG has also run additional sensitivities identifying alternative, incremental changes in the
expenditure from this base case. These additional sensitivities provide a range for the level of impact
to an ombudsman or support group following introduction of the PDF.

e Step 3: Calculated the incremental impact on expenditure to EWQOV and support groups associated
with introduction of the PDF relative to current expenditure amounts.

442 ASSUMpLions

In estimating the impact to the ombudsman and support groups resulting from introduction of the PDF,
KPMG has had to make a number of assumptions including:

e Forecast expenditure on credit related issues: To estimate the costs to EWOQOV of addressing
customer complaints or enquiries with respect to credit related issues we have used the portion of
complaints received by EWOV relating to such issues as a proxy for the proportion of time and
expense incurred by EWOV in addition to such matters. More specifically, the cost to EWOV of
handling such interactions was estimated in accordance with the following formula:
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Information was sourced from EWOV’'s most recent annual report for FY2016. In sourcing this
information from EWOV, KPMG has utilised electricity and gas customer complaints and enquiries
related to credit issues as a proxy for the total complaints of customers experiencing payment
difficulties.

e Base expenditure: We note EWOV's total expenditure will fluctuate with the total number of
complaints and enquires received by the organisation over a given financial year. However, any
change in the total complaints or enquires will not result in an equivalent change in costs.

For example, total customer complaints and enquires has fallen over the last three years from a high
of 79,498 in FY2014 to only 32,199 in FY2016. This represents a reduction of over 59% during this
time. Despite reducing complaints and enquires by more than half, total expenditure for EWQOV only
reduced by 22.5% over the same period. One driver for this small reduction is EWOV's requirement
to maintain a minimum level of staffing and services regardless of the total complaints and enquires
received. Given that these are unknown for the current financial year, KPMG has relied on EWOV's
total expenditure for FY2016 as the basis for its assessment — these costs are estimated to be
$3.2m.

Further, we have added additional costs for those other support organisations. Specifically, we
estimate these costs to be $2.5m in FY2016. We note that this is likely a conservative estimate for
these organisations based on the range outlined by the CIAC - this however is a consistent approach
applied in assessment of the other impacts.

Total baseline expenditure for the period is therefore $5.7m across all organisations.
Figure 28. EWWOV — Customer complaints - electricity, gas and dual fuel (FY2011 — FY 2016)
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e Forecast expenditure: As noted above, the PDF incentivises customers to be more engaged in
managing their energy supply costs and usage. As a result, KPMG anticipates total expenditure for
EWOQV to initially increase in the early years of the forecast period as customers seek assistance in
understanding the new measures. While total expenditure for these organisations will reduce in
later years, customers will become more engaged and therefore more aware of their energy costs,
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how best to manage or reduce their energy usage, and be more adept at identifying payment
options which align to their financial capacity.

KPMG has completed additional sensitivity analysis on possible alternative impacts for the
ombudsman and support organisations. These sensitivities assume an incremental reduction (and
increase) in case load for these organisations relative to the base forecast expenditure as shown in
Figure 29.

Figure 29. Forecast change in expenditure — ombudsman and support groups
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KPMG recognises that these proposed changes in expenditure are highly subjective given there is no
way of accurately knowing the actual responses of customers to the PDF following its implementation.
Instead these proposed changes are provided as a description of the potential changes in the
ombudsman and support group’s expenditure.

443 Hndings

Under the proposed base case scenario outlined above, the ombudsman and support groups are
expected to see an increase in their total expenditure (relative to FY2016) by $3.6m (NPV) over the first
five years of the modelling period. This is driven primarily by customers increasing their interaction with
the ombudsman and support groups in the early years following adoption of the PDF. Specifically, in
Year 1 the total expenditure of these organisations is forecast to increase by $1.2m before falling to
$0.29m in Year 5. From Year 6 onwards, the ombudsman and support groups are forecast to see a
reduction in their total costs equal to $2.1m in NPV terms relative to the base case. Expenditure savings
are forecast to reach as high as $1.2m in the final year of the modelling period for these (see Figure
30).

Despite the presence of expenditure savings, the ombudsman and support groups are still forecast to
incur a loss (in the form of higher expenditure) over the modelling horizon — equal to approximately
$1.64m.

Figure 31 highlights the overall impact to EWOV and support groups associated with changes in their
expenditure levels following introduction of the PDF. Only under a high scenario in which the number
of customers seeking assistance of any kind are assumed to fall will EWOV and/or support groups see
a positive impact in the form of reduced expenditure from introduction of the PDF. This positive impact
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represents a reduction in the total expenditure in present value terms for these organisations of
approximately $0.69m.

Figure 30. Scenario analysis — Annual incremental change in ombudsman and support group expenditure
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Where customers do not engage as expected with their retailer, take longer to familiarise themselves
with the opportunities and benefits provided by the PDF, and ultimately require additional assistance
from the ombudsman and support groups in understanding the new PDF, it is possible these
organisations will not see a reduction in their expenditure until later in the modelling period. To account
for this scenario, we have assumed a delay in the timing of expenditure savings until Year 7 of the
forecast period under the low scenario. In this case, the ombudsman and support groups will see
additional expenditure required over the modelling period of approximately $3.9m in present value
terms.

Figure 31. Scenario analysis — Total ombudsman and support group expenditure impacts (NPV)
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o Jualiative assessment of other customer
Mpacts

This section provides a qualitative evaluation of the customer impacts for which we have not attempted
to provide quantitative estimates.

These customer impacts are no less important than the impacts evaluated in the previous section. Over
the long term, the direct financial implications associated with disconnection of a customer’s energy
supply are likely to make way for, or exacerbate already existing, non-financial related matters for a
customer. These matters are typically present at the time of disconnection and will be a contributing
factor to a customer’s inability to pay their bill or repay any amounts owning to their retailer.

Disconnections, or more generally difficulties in paying a bill, tend not to occur in a vacuum.?® Often a
customer will be experiencing both financial and non-financial pressure on many fronts (work, family
and friends, accumulating bills and debts). Some customers have noted the experience to be a
snowballing effect in relation to their costs and debt levels in the lead up to being disconnected.?*

Financial stress (or economic hardship) will have a multitude of impacts on a customer, from physical
discomfort through not being able to pay their heating bills or being forced to go without food to broader
mental health and relationship impacts for a customer. While these also represent costs to society that
are associated with energy affordability, they tend to be impossible to estimate. For the purposes of
this report, we have therefore not attempted to quantify the associated impacts to customers, however
we recognise the importance such impacts may have on a customer’s wellbeing (physical, mental and
financial).

2] Impact of changes Indisconnection NUMPers

It has been well documented that the costs to a customer of having their electricity supply disconnected
by a retailer are both broad and difficult to quantify. For example, this issue was explored in the CIAC
report titled “Heat or Eat” (August 2015).

While the primary reason leading to disconnection will be a consumer’s inability to pay a bill, often
consumers will find themselves in a position where an inability to pay is exacerbated by other
non-financial factors including for example, social, economic, health and wellbeing. These non-financial
factors will continue to deteriorate where a consumer has his or her energy supply disconnected,
further increasing the costs (and therefore impacts) of disconnection. For example this can create
additional pressure on a customer to prioritise payments (or balance budgets) in order to have their
energy supply reconnected leading to movement of funds away from other bills or necessities such as
mortgage or rental payments or food.

Correlations may be drawn between a customer’s likelihood of disconnection and their geographic
location, size of household, average tenure, ownership or rental status and energy use, however each
individual customer is unique. Each individual customer faces their own set of circumstances which
may lead to potential disconnection.

This combination of factors, both financial and non-financial, and an individual’s unique characteristics
means estimating the impacts to a customer of being disconnected is inherently difficult.

28 RMIT. Strempel A, Nicholls, L, Strengers, Y. Disconnection Case Studies. April 2015.
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Developing an estimate of the customer impacts regarding potential changes in disconnections under
the new PDF would require:

e Assumptions about the differences in disconnection numbers under the new framework related to
financial affordability; and
e Assumptions about the customer cost of being disconnected.

We consider that it is too difficult to credibly provide assumptions for these two variables, and doing so
creates a risk of developing an initial estimate of the impacts which could be misleading and
misinterpreted.

In seeking to understand the financial cost to customers of being disconnected, it is necessary to
understand the value they place upon being connected to energy supply and the losses incurred
following disconnection.

There is no existing metric which represents the average value customers place on being connected —
which will be unique to each customer’s own circumstances and preferences. KPMG has explored a
number of proxies which relate to how customers value their energy connection in certain cases, or
which are considered to be appropriate compensation when a customer temporarily loses supply.
These include:

e The daily wrongful disconnection payment that the industry Acts require a retailer to pay to a
customer who they have wrongfully disconnected — currently $500 per day;

e The value of customer reliability (VCR) measure that is determined by the Australian Energy Market
Operator, primarily to assist with asset planning — $280 per day (electricity only);2®

e The Guaranteed Service Level (GSL) payments that customers are entitled to receive from their
distributors in the event of unplanned outages and other service interruptions. GSL payments for
unplanned outages are set on the basis of a rate of around $6 per hour (electricity only) or $144 per
day; and

e The cost charged by a retailer to a customer for consuming electricity at their premise on a given
day. To approximate this value, KPMG has relied on estimates by the AEMC of the (non-regulated)
standing and market offers and the average consumption for a representative residential customer
in Victoria (previously discussed in Section 4.2.1). This is approximately $4 per day.

Each of these measures (excluding the cost of consuming electricity) has been developed for specific
different purposes, and is therefore not directly applicable to the task of understanding the financial
cost of disconnection for affected customers. In the absence of conducting a dedicated study of the
average value that customers place on remaining connected to their energy supply, it is considered
inappropriate to place a specific value on the average financial cost of energy disconnections.

Therefore, KPMG has not presented any quantitative estimates of the customer impacts if
disconnection numbers changed under the PDF. Rather, KPMG has provided sensitivity analysis on the
potential aggregated impact of disconnections based on a broad range for the estimated financial cost
per disconnection per day for payment difficulty of between $4 and $500. The purpose of this sensitivity
analysis is to illustrate the potential magnitude of the impacts on customers if disconnections changed
under the framework.

Figure 32 highlights the value range (in NPV terms) customers may place on avoiding having their energy
supply disconnected by their retailer. To assess this potential range, KPMG has assumed three different
scenarios whereby the number of disconnections fall relative to our base case assumptions by 10%,
20% and 30% per annum over a forecast horizon of 10 years beginning in 2018. Under all scenarios,
the estimated duration of disconnection is, on average, three days.

25 The Victorian Residential Customer VCR $/kWh is estimated by AEMO to be $25.30. We have calculated an
approximately daily rate of $280 based on an implied average daily consumption of 11 kWh. This is calculated from
the annual average residential consumption of 4,026 kWh for representative Victorian residential customer.
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Figure 32. Forecast customer savings - reduction in disconnections (2018-2027)
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At a high ($500) unit cost per day, and assuming disconnections fall between 10% and 30% the total
value placed by customers is forecast to range between $7.6m and $22.7m over the 10 year modelling
period, while at the lower end of the range (assuming a unit cost of $4 per day), this value is forecast
to be between $0.06m and $0.18m. These forecasts highlight a large discrepancy in the estimated
value placed by customers on maintaining their energy supply under each measure and goes to show
the risks in attempting to provide a specific estimate of these values.

Other potential costs associated with disconnection

In addition to losing access to value derived from being connected, a customer may incur additional
fees at the time of disconnection or reconnection. These fees are set by the relevant distributor
responsible for the network service area where a customer may be located. In Victoria, unlike other
states across Australia, the rollout of smart meters has enabled distributors to perform electricity
disconnections and reconnections remotely, vastly reducing the cost of this service.

Not all customers are likely to incur these fees, with retailers having some level of discretion over a
customer’s need to pay. KPMG recognises in certain instances, for example where a disconnection
was completed at the request of a retailer, the retailer may incur the fee. When a customer is
reconnected, it is not clear whether the retailer passes on the cost of disconnection and/or reconnection
to the customer, or whether approaches differ between retailers. Given that the treatment of
disconnection and reconnection fees and specifically their recovery by a retailer is unclear, KPMG has
not included these potential costs in its assessment of the impacts to customers under the PDF.

Further, having been disconnected, the duration before a customer manages to have their supply
reconnected will have ramifications for the total costs incurred and therefore the value placed by a
customer on avoiding disconnection. The period before reconnection will depend on any one
customer’s individual circumstances and may be as short as one day or last several months. This can
lead to additional costs, including for example debt service costs associated with any outstanding
payments to a retailer such as interest payments on a loan to pay off a debt or additional travel costs
where a consumer is required to travel to the shops to buy (or replace) food, or travel to and use of
facilities of a laundromat in order to wash clothes. Further, in order to have their electricity supply
reconnected, a customer may look to move funds away from other bills or necessities such as mortgage
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or rental payments or food. The costs of such decisions are difficult to quantify and have not been
included in the estimate.

a2 Oher customer Impacts

The threat of disconnection and the value placed by customers on maintaining their energy supply are
just one of the additional customer impacts which may eventuate for a customer experiencing payment
difficulties. Often other impacts will manifest for a customer such as stress and related health impacts,
changes in personal credit ratings and impacts on family and friends who may be assisting (or indirectly
impacted by) a customer in hardship.

Such impacts are well documented in the literature discussing hardship, payment difficulties,
disconnection, rising energy bills and low income families. We therefore provide below an overview
only of some of the potential impacts facing customers experiencing payment difficulties and the threat
of disconnection.

Health and wellbeing

Being disconnected, or even the threat of disconnection, will likely lead to high levels of stress and
anxiety for a consumer.?® In certain cases, it has been reported a feeling of shamefulness, humiliation,
hopelessness or loneliness manifests in a customer during this period.?” Often such feelings will
exacerbate existing mental health issues or result in new issues for a customer and can lead to
customers retracting from society, friends and family.

In addition to these mental health impacts, customers experiencing payment difficulties in meeting
their energy bills may experience physical discomfort or other related issues, for example where a
customer cannot afford to heat or cool a premise, maintain personal hygiene or is required to go without
food or medication. In these circumstances, existing ailments may be intensified or new ailments
created for a customer, e.g. a customer develops pneumonia as a result of having their heating cut off
or being forced to conserve their heating costs.

All of these factors (mental and physical) will likely have direct impacts on a customer’s long term health
and wellbeing — in some instances, significantly increasing any existing health conditions (and therefore
costs) already experienced by the customers.

The circumstances under which a customer encounters payment difficulties are likely to be unique to
that individual, and therefore the costs and stress that they face will differ — this uniqueness in impacts
makes quantifying the costs to a group of customers almost impossible.

Dependents and relationships

While a customer, the person listed on the account, will likely incur the brunt of any stress and anxiety
over not paying a bill, payment difficulties and the threat of disconnection of supply will also have direct
and indirect impacts on a customer’s broader family members. Issues resulting from customers
experiencing times of economic hardship, and specifically difficulties in paying their energy bills, have
been found to result in a various family problems including, for example additional strain on family
members as a result of having to work additional jobs to make ends meet, or having to bear additional
stress and anxiety;

26 University of Sydney. The impacts and consequences for low-income Australian households of rising energy
prices. October 2013.
27 RMIT. Disconnection Case Studies. April 2015
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Further, for those dependents or family / friends who are also located at a customer’s premise having
their energy supply cut-off can have additional developmental impacts — for example where a child
cannot complete their homework.

As per those health and wellbeing impacts, the impacts on a customer’'s dependents and/or
relationships will be very specific in relation to their own personal circumstances. These impacts are
impossible to quantify at an aggregate customer group level.

Practical impacts on day to day life

Payment difficulties and threats of, or actual, disconnection of a premise can lead to a number of
practical impacts for a customer or household. These impacts will be dependent on a customer’s
individual circumstances and while extending beyond the emotional or financial implications for a
customer, they can indirectly further exacerbate these issues. Such practical impacts for a customer
may include, but not limited to:

e inability to bathe or wash clothes;
o for customers out of work, this may have further implications for their future job prospects;

e inability to appropriately use medical or safety equipment;

e difficulties in caring for children or small infants;

e additional travel costs (e.g. taxi or petrol) for food or other amenities;

e additional spending on (and possibly wastage of) food resulting from an inability to appropriately
store food at a customer’s premise;

e additional spending on non-perishable items such as blankets and candles to provide heat and light;
and

e arequirement to temporarily move out of their existing premise;

o for customers who rely on their existing premise as their place of work, this may have additional
impacts through loss of income potentially leading to a worsening of a customer’s financial
position; and

0 this can result in additional costs where a customer is required to move into and pay for a hotel
or additional rent at another location.

Changing spending patterns

For a customer experiencing payment difficulties, a customer’s energy bill will consumer a large portion
of their income along with other, often unavoidable expenses, such as rent or mortgage repayments,
telephone, food, transport or school fees.

During times of payment difficultly, a customer will often be required to make changes to their spending
patterns including cut backs on specific items. In more extreme circumstances, this can result in a
customer having to go without essential items. For example, a customer may be required to miss a
number of meals in order to keep up with their rent (or energy bill).

Further, a customer may be required to juggle their payments as bills come in. Often customers in
these circumstances are forced to prioritise payment of one bill over another. These decisions are driven
by the value a customer places on maintaining access to a good or service and will fluctuate over time.
For example, a customer may choose to pay their energy bill one quarter at the expense of paying their
monthly telephone, prioritising continued supply of energy.

Such changes will both directly and indirectly contribute to the other impacts described above and will
often be a driver in the practical impacts on day to day life. Like the other impacts described within this
section, the impacts associated with changing spending patterns will be specific to the individual
customers and their personal circumstances.
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0d  Changes in customer attitudes

The new PDF could lead to improved perceptions about energy market outcomes and increased trust
and confidence in retailers.

For many customers and in particular those experiencing payment difficulties understanding their
energy bill and making decisions in regards to which energy offer is best align to their financial
circumstances and pattern of energy use can be a daunting and difficult task. This can be further
exacerbated where a customer is faced with multiple offers or where a customer is required to compare
offers among retail providers as each retailer will present their offer slightly differently or provide
additional competing benefits and discounts which need to be factored into their decisions.

Additional engagement with a retailer will provide a customer with an opportunity to better understand
their energy costs and usage, providing a link between the two and therefore a pathway to managing
both moving forward.

Further, where this engagement is deemed ‘positive’, a customer is more likely to respond in a manner
that leads to improved outcomes over time. Evidence from overseas markets suggest that improved
customer perceptions and media coverage of retailers leads to better customer outcomes under retail
competition.

Finally, this could have a wider community benefit, for example where fewer customers require
assistance and support from the ombudsman and support groups, or through improving the health and
wellbeing of customers in the community reducing the impacts on other services such as health.
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