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Session agenda

1. Introduction and overview

2. VDO compliant maximum annual bill

3. Wholesale costs

4. Q & A

Opportunity for participants to provide feedback, and 
for us to take views into account as we prepare our 
draft decision (late September 2019)



What is the Victorian Default Offer (VDO)?

• The VDO is a framework for regulating prices for standing offers

• Government objective: that the VDO provides a simple, trusted and 
reasonably priced electricity option that safeguards consumers 
unable or unwilling to engage in the electricity retail market

• Customers on a standing offer with a flat tariff structure (that is, a 
daily supply charge and a flat anytime usage charge) started 
receiving the VDO tariffs on 1 July 2019

• Generally available to all Victorian domestic and small business 
customers*

• VDO does not preclude electricity retailers from offering customers 
different prices and terms through market contracts

* Those consuming less than 40MWh per annum



What is the flat tariff VDO?
• Two VDOs in each of 

the five distribution 
zones in Victoria

‒ One domestic

‒ One small 
business.

• A controlled load tariff 
applies to domestic 
customers where 
applicable.



Commission’s role
• For the first VDO (1 July 2019 to 31 December 2019) we 

provided advice on VDO flat tariffs to government, which 
were accepted.

• Under a Governor in Council Order, from 1 January 
2020, we will determine the VDO under the Essential 
Services Commission Act 2001 (Vic.)

• Key change from 1 January 2020: all standing offers –
not only those with flat tariffs – will fall under the VDO 
framework regulated by the commission.



Commission’s role
From 1 January 2020, we will determine:

• tariffs that are to apply to flat standing offer tariffs 
(including controlled load tariffs for domestic customers 
where relevant), and

• the maximum annual electricity bill amount that a 
customer is to pay under a standing offer that provides 
for tariffs that are not flat tariffs; i.e. the VDO compliant 
maximum annual bill.



Issues Paper on 2020 VDO
Set out our initial views on methodology and sought 
feedback.

• Continue to use “cost stack” to estimate a benchmark 
cost

• Update costs for new information or changes in market 
data relied upon

• Convert costs into tariffs (based on cost allocation rules) 
to determine a daily supply charge and a flat anytime 
usage charge (VDO tariffs)

• Use the VDO tariffs to inform the determination of the 
VDO compliant maximum annual bill – provided two 
options for feedback in the issues paper
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Issues paper on 2020 VDO

Propose to continue to pass through 

Charges approved by 
Australian Energy Regulator

Use flat rate tariffs in 
each distribution zone

Propose to continue to estimate 
using publicly available or market 

data

Propose to continue to estimate using 
publicly available market data

Futures market method

Uses prices for hedging products on ASX

1 year averaging period

Metering (MRIM) data for load profile 
(separate profiles for domestic and small 

businesses)

Propose to continue to use 
benchmarking approach

Covers retail operating costs and customer 
acquisition and retention costs

Informed by collection of data from 
electricity retail businesses

Propose to continue to use 
benchmarking approach



Feedback we received to issues paper
We received 16 submissions to our VDO 2020 issues 
paper

Submissions covered a range of issues

Main focus was the compliant maximum annual bill

Submissions also addressed other areas of our approach:
• wholesale electricity costs
• environmental costs 
• cost data collection



Discussion – VDO compliant maximum annual 
bill
This session provides an opportunity to discuss 
options for the compliant maximum annual bill

• From 1 January 2020 we must determine the maximum 
annual electricity bill amount that the prescribed 
customer is to pay under a non-flat standing offer tariff in 
the regulatory period.

• We may also provide for how any overpayment by 
customers in the regulatory period is to be dealt with.



What is a compliant maximum annual bill?

The maximum annual bill must be based on:

• the tariffs we determine are to apply to flat tariff standing 
offers, and

• the prescribed customer’s usage.



Proposed compliant maximum annual bill 
options
Our issues paper proposed two options for the 
maximum annual bill

1. Setting the maximum annual bill at a specific level of 
consumption.

2. The maximum annual bill is calculated for each 
individual customer at their specific level of 
consumption (during the regulatory period). A maximum 
annual bill would then be available for every level of 
consumption between zero and 40 MWh per year.



Proposed compliant maximum annual bill 
options
On option 1 – our issues paper noted
• While retailers could structure non-flat standing offer 

tariffs to comply at a specific point, the impact on 
consumers with different electricity consumptions (to the 
point chosen) would be uncertain.

On option 2 – our issues paper noted
• It is transparent  and easy for a customer to calculate 

their relevant maximum annual bill and compare this to 
what they paid in the regulatory period.

• More clearly linked to the requirement for the maximum 
annual bill to be based on the prescribed customer’s 
usage. 



Feedback we received to issues paper
Risks to retailers
• A number of retailers raised concerns that basing the 

maximum annual bill on the flat tariff under option 2 would 
distort price signals for consumers and result in significant 
numbers of bill adjustments.

• Retailers would bear the risk of network costs not being 
aligned, particularly if a network tariff reassignment didn’t 
occur.

Protections for consumers
• Consumer groups were strongly supportive of option 2 to 

provide simple and appropriate protections to customers.
Alternative approach
• Some retailers proposed that the commission should set 

specific tariffs for all non-flat standing offer tariffs.



Workshop activity
Examining how each option impacts consumers, 
retailers and meets the objectives of the ESC Act, EI 
Act and the order

1. Tables will be allocated as either assessing the impact 
for consumers or retailers. 

2. Table discussion about each option – with focus on how 
each meets the requirements of the order, and what the 
practical experience of consumers and retailers would 
be under each option (10 minutes).

3. Based on your table allocation (consumer or retailer) 
develop a list of the advantages and disadvantages of 
each option. Tables to provide short report back (1 
minute max). 10 minutes for this section. 



Workshop activity
Refining the options: impacts on consumers and 
retailers, and meeting the requirements of the order

1. Based on the report back session, tables to discuss 
how either one/or both options could be refined, or 
whether an alternative approach is more suitable. 
Tables to report back on their proposals (10 minutes 
total) 

Note: consider whether the proposals meet the 
requirements of the order

















































Next steps

• Releasing draft decision on VDO 2020 – Late 
September

• Consultation period – Closing mid-October

• Final decision and determination – due by 25 November



Contact us

www.esc.vic.gov.au

/company/essential-services-commission

@EssentialVic

Engage 
Victoria www.engage.vic.gov.au

http://www.esc.vic.gov.au/
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