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14 November 2008 

Manager, MCESecretariat 
Department of Resources, Energy and Tourism 
GPO Box 1564 
Canberra ACT 2601 

Via email: MCEMarketReform@ret.gov.au 

Dear Sir/Madam 

RE: MCE Release of the Retailer of Last Resort Draft Consultancy Report 

Simply Energy welcomes the opportunity to provide comment on the Retailer of Last Resort (RoLR) - Review 
of Curren t Jurisdictional Arrangements and Developmen t of a Nat ional Policy Framew ork, prepared by NERA 
Economic Consulting and Allens Arthur Robinson for the MCERetail Policy Wo rking Group. 

Simply Energy believes this is a significant step towards a streamlined, national energy retail market. In this 
context, Simply Energy supports developments which aim to reduce market vola tili ty, facili tate t he full pass 
through of costs, and improve t he overal l framework of existing RoLR schemes. The paper raises a number of 
impor tant points which Simply Energy has considered, and offers the fol lowing comments for consideration. 

Principal objectives 

The scheme's proposed principal objectives are encouraging. Along w ith the important customer protections 
they engage, the objectives also seek to ensure the integrity of the wholesale market settlements and 
network balancing arrangements while also confirming that the RoLR should be provi ded with a reasonable 
opportun ity to recover the efficient costs it incurs in complying with its RoLR obligations. Simply Energy 
considers that increasing the transparency of the costs invo lved with being a RoLR will assist in maintaining 
the integrity of the scheme as well as ident ifying and rectifying undue imposts incurred by RoLRs through th is 
process. 

Principles to be included in the new scheme 

The paper suggests that a number of principles be integral to the new scheme. While Simply Energy does not 
propose to commen t on all of them, it offers the following comments. 

Simply Energy st rongly supports a nat ionally operat ing scheme, or one at least incorporat ing the National 
Electric ity Market jurisdictions. Many retailers operate across multiple jurisdict ions. If one of these retailers 
were to fail, the inconsistencies that currently exist between jur isdictions as to RoLR processes would add 
confusion. 

Simply Energy support s measures w hich aim to provide a simple, practical scheme. Simply Energy also 
endo rses the proposal that due consideration be given in the development of a national RoLR scheme to the 
impact on overall reta il competition in the gas and electr icity markets. 

It is the v iew of Simply Energy that customers of the failed retailer should bear the costs of failure, as the 
paper propo ses, to the extent practicable. Beyond that, it should not be the role of the RoLR or other market 
participants to underw rite the costs of custom ers of a failed reta iler. Wher e small customers are unable to 
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meet such costs, as is reasonable to expect in some circumstances, governments should meet the shortfall 
through commu nity service obl igat ions or other hardship measures. 

Appointment of RoLR 

The paper proposes that the Australian Energy Regulator appoin t the RoLR. Simply Energy agrees that this is 
t he most practical approach to a streamlined, nat ional scheme. 

It is also recommended that elig ible parties should be bodies that hold a retail authorization for gas or 
electricity (as relevant). Simply Energy agrees that a retaile r is the best placed market participant to act as a 
RoLR. This is mainly due to the fact that retailers already undertake a retail function which will minimise the 
overall cost of the RoLR arrangement in fulfilling RoLRobl igations. 

The cri ter ia for appointment of a successful RoLR should be clear and transparent, and include consideration 
of the capacity of a retailer to adequately perform the functions requi red, and to do so at least cost to 
consumers. 

Voluntary registration as a RoLR 

The paper proposes a two stage process for appo intment of the RoLR: a pre-registration phase, in which the 
default RoLR is identi fied and other retailers can volunteer to be appointed; and fol lowing the tr igger of a 
RoLR event, the appoin tment of the RoLRby the AER, eithe r on a voluntary basis or (w here this is not feasible) 
on a mandatory basis. 

Simply Energy is supportive of a system that allows reta ilers to register vo luntari ly as a RoLR. This may 
encou rage retailers who have available load capacity, or w ho can obtain load cost effec tive ly, to offer their 
services as a RoLR. Volu ntary RoLRs should be able to nom inate the RoLR tariff that t hey would charge 
customers of the failed retailer (inclu ding any administration charge). The RoLR tariff offered by a reta iler that 
vol unta rily registers as a RoLR should then be one of the factors taken into account by the AER in deciding 
who to appoint as the RoLR. This model would have the benef it of increasing transparency as to the cost of 
offering RoLR services (reta ilers wou ld be likely to offer RoLR services if they could recover an adequate 
margin). and providing the least possible cost to consumer s as competit ion acts to drive prices down. 

If no retailers register voluntar ily, it is approp riate that the AER appoin t t he default RoLR, who would be 
entitled to charge customers of the failed retailer the regulated RoLR tarif f. 

Simply Energy caut ions against binding a non-defaul t retailer w ho voluntarily takes on RoLR responsibility to 
the defau lt retailer' s stand ing offer tar iffs. Such an approach wo uld either discou rage non-default retailers 
fro m offering RoLRservices (if the default retailer' s standing offer tariffs are set too low) or would lead to the 
delivery of RoLR services at above cost reflective prices (if the default reta iler's standing offer tariffs are set 
too high). 

Cost recovery for RoLR 

The scheme proposes an ex-post recovery mechanism to all ow the RoLR to recover any efficient costs 
incurred by the RoLR w ithin 3 months of the RoLR tr igger event , that were not recovered through the tari ffs 
and upfront fee. The risk w ith th is approach is that it exposes customers to the volati lity of the wholesa le 
energy market at a t ime wh en the w holesale market is likely to be at its most volatile. This risk may be 
approp riate for large customers, but is less appropr iate for small customers. 

Whe n determi ning its RoLR tar iff fo r small customer s, a reta iler voluntarily registering itself as a RoLR should 
take into account a premium for the risk of offer ing the RoLR services and should include th is in its tar iff or 
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upfront administrat ion charge. By contrast, large customers should bear the risk of the full cost of the RoLR 
event. 

In addit ion, recovery of this debt from customers (parti cularly small customer) after t he 3 months has expired 
would be particularly difficu lt, and wou ld likely lead to an increase in customer enquiries and comp laints. 

Effect on market competition 

W hile Simply Energy is support ive of the recommendat ion to have retailers act as a RoLR, it notes that the 
proposal also has the potent ial to adversely effect compet it ion, in that the reta iler appointed as the RoLR may 
benefit from the customer not needing to swi tch away from that RoLR after a certain period. Furthermore, in 
the event the RoLR is assigned under th e mandatory arrangement, the RoLR is the largest reta iler in the local 
reta iler area wh ich is likely to reduce com peti t ion. In an effort to limit the impact on competit ion, Simply 
Energy suggests considerati on be given to ensuring every ef fort be made to appoint a RoLRth rough the 
competit ive tender process. This impact on compet iti on shoul d also be taken into account by the AER in 
deciding w ho to appoint as RoLR. 

Please contact Alex Fleming, Legal 8. Regulatory Manager on (03) 8807 1132 if you would like to discuss this 
further. 

Yours sincer ly , 
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