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Dear Jason

SUBMISSION - GAS MARKETS MORATORIUM: ISSUES PAPER

Thank you for the opportunity to respond to the Office of Energy’s Issues Paper.

As the second largest retailer of natural gas in Western Australia Synergy, by virtue of the
moratorium, does not have complete access to all natural gas customers in the state.

In summary, Synergy'’s position is that:

further competition in the gas market will be welcomed by consumers and should be
endorsed;

the moratorium threshold level should be reduced to the point where it is equivalent
with electricity at 180G)/pa;

energy retailers should be permitted to make competitive gas offers to any customer
that is contestable in electricity, irrespective of their gas demand. Likewise, energy
retailers should be permitted to make electricity offers to any customer taking greater
than 180GJ/pa of gas, irrespective of their electricity demand. This will prevent the
confusion caused where a customer is contestable in electricity (gas) but not in gas
(electricity).

A compete response to the Moratorium Issue is attached. We look forward to further
opportunities to assist in the development of gas policy leading to a more competitive
environment and will be pleased to discuss any of the recommendations contained herein.
Please do not hesitate to contact Grant Draper 9326 4136 should you have any questions.

Yours sincerely

> ATl

AMES K MITCHELL

MANAGING DIRECTOR
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FRC in gas was designed to encourage and foster sustainable retail gas competition and
ultimately provide lower prices and enhanced services to gas consumers in Western
Australia. Evidence exists, however, to support the contention that barriers preventing
access to viable upstream gas supply and pipeline capacity have significantly contributed
to the lack of retail participants in Western Australia. Synergy is the only retailer that is
currently providing a limited number of gas consumers with an alternative choice to the
incumbent gas retailer; therefore, the benefits of market competition are denied to all
but a small and select group of customers. Synergy recommends in the following
sections amendments that could be made to the current moratorium that will help
facilitate increased retail gas competition in WA.

Unconstrained by the threshold levels presently imposed by the moratorium, Synergy will
be able to deliver improved services and pricing to small use gas customers in WA,
provided those entry barriers identified previously can be effectively overcome. If these
entry barriers cannot be removed, it is likely Synergy will be limited in the maximum
number of customers it can physically service with gas. Lifting the moratorium without
addressing these other more critical market entry constraints will, through the medium
term, likely result only in minor impact on the level of gas retail competition being
experienced in WA.

3. THE MORATORIUM AND THE WEST AUSTRALIAN ELECTRICITY MARKET

3.1 Unfair advantage assigned to Synergy if the moratorium is lifted prior to
FRC in electricity

The Issues paper details a number of arguments that were articulated when the
moratorium was established. In summary these were:

. Although gas and electricity involve different infrastructure, there are common
activities such as billing and marketing enabling a dual fuel retailer to achieve a
cost advantage over a single fuel retailer through the development of economies of
scope;

. In addition to economies of scope, a dual fuel retailer can “over recover” service
costs such as customer service, billing and bad debts because it recovers these
from two markets rather than from one market (for a single fuel retailer);

. Customers have a preference for dealing with a single energy retailer, therefore
being the only dual fuel retailer will have an inherent (unfair) competitive
advantage compared to the remaining single fuel retailer.

Synergy does not necessarily endorse the preceding comments; nevertheless, assuming
them to be true, would seem to suggest that allowing Synergy to retail gas ahead of
electricity FRC would:

. Provide it with retail cost advantage over Alinta;
. Allow it to establish a superior dual fuel marketing platform, and thus
. Prevent the potential entry of other dual fuel retailers.

There is little evidence to indicate that energy retailers in the Eastern States are
currently achieving significant economies of scale with regard to reducing retail costs
through dual fuel platforms. Rather, retailers seem to be driven to reduce retail costs,
particularly retail service costs through increases in the size of their customer base. This
has been achieved by the established retailers predominantly through the acquisition of
smaller retail businesses and numerous retail customer acquisition campaigns.

Synergy also questions the importance of the “stated” customer desire to deal with a
single energy retailer. Even if this assertion is accurate and material, it should not be
forgotten that at present Synergy can make dual fuel offers only to about 1,000
customers, while Alinta can make dual fuel offers to over 12,000 customers. Synergy is,
in any event, advocating only “equity” in the competitive landscape.
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3.2 Modifying the moratorium to achieve improved services and prices for
consumers

In the absence of other, or new entrant gas retailers, modifying the moratorium to
establish a level playing field between Alinta and Synergy could provide significant
benefits for consumers. This is particularly the case for electricity customers that are
currently contestable (i.e. they consume greater than 50MWh pa) but consume less than
1TJ pa in gas. Benefits would include:

. Providing choice for retail gas consumers

. Such customers would benefit both from increased service and energy offers likely
to be at pricing levels below current tariffs.
" Synergy has positively impacted upon the >1TJ pa market and it is likely

that such benefits will in turn flow to any additional market segments
which are made available to competition (via any lowering of the
moratorium threshold).

. Existing contestable electricity customers that consume greater than 50MWh pa are
currently disadvantaged with regard to energy retail (dual fuel) choice:

" if such customers are truly interested in having only one energy retailer
that provides both electricity and gas, the vast majority of gas customers
are presently denied the opportunity to achieve this objective.

" customers, in any event, prefer to have a choice of energy retailer.

" contestable electricity customers can choose from multiple electricity
retailers - although gas retail is fully contestable, there are no gas retailers
(other than the incumbent Alinta) providing gas retail offers to the less
than 1TJ pa market.

. Providing increased retail gas competition, Synergy can assist the Government
achieve and deliver energy reform benefits to the WA community.

4. EQUIVALENT CONTESTABILITY LEVELS IN GAS AND ELECTRICITY

There are four potential approaches with regard to achieving a level playing field.
These are:

. Equivalence based on revenue

. Equivalence based on customer numbers

. Energy equivalence

. If an electricity customer is currently contestable and they use gas as well, Synergy

should be able to offer that customer gas regardless of that customer’s gas
consumption threshold.

4.1 Revenue or Customer Number Equivalence

Equivalence based upon revenue or customer numbers may, at first sight appear to be
potential options; however, they are either unachievable or impractical measures for
determining contestability. The revenue at stake in the contestable portion of the
electricity market is already larger than the total WA retail gas market, making a revenue
equivalence approach entirely unachievable. With respect to a customer numbers
equivalence approach, Synergy is unable to identify the current level of gas consumption
undertaken by the 12,000" ranked WA gas consumer. This inability to determine
contestability based upon consumption would leave Synergy beholden to the incumbent
to advise the “customer number” ranking of a potential gas customer. With the natural
churn of customers, together with changing consumption levels amongst them, the
administrative difficulties of managing a customer numbers based threshold makes the
option impractical.
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4.2 Energy Equivalence and/or Dual Fuel Reciprocity

The current contestability threshold for electricity creates an unfair competitive
advantage for Alinta as it has access to a relatively larger and more valuable market
compared to Synergy’s gas market access. Furthermore, this discrepancy leads to
consumer confusion. Although electricity customers that consume greater than 50MWh
pa can source alternative electricity retail offers, they cannot simultaneously source
alternative retail gas offers if they consume less than 1TJ pa of gas. Electricity
customers are increasingly confused and frustrated because of this market disparity.

The issues paper has highlighted that the gas market equivalent threshold level of
electricity’s 50MWh pa is 180GJ pa. In order to ensure neither Alinta nor Synergy is
afforded an unfair market access advantage, Synergy believes it must be provided
access, at a minimum, to gas customers that consume greater than 180GJ per annum.
In order to maximise competitive benefits for energy consumers and minimise customer
confusion, Synergy further recommends that it be permitted to make competitive gas
offers to any customer that is contestable in electricity, irrespective of their gas demand.
Likewise, Synergy would be receptive to electricity contestability for any customer taking
greater than 180GJ pa of gas, irrespective of their electricity demand. Adoption of this
approach will allow more customers to source dual fuel offers from two energy retailers
and alleviate confusion caused by customers being contestable in one energy form but
not the other.

Synergy wholly supports the competitive neutrality principle for respective market access
between itself and Alinta and believes that any further retail gas market access that is
afforded to Synergy should likewise, be tied to implementation of correspondingly lower
electricity contestability levels and ultimately to FRC in electricity.

5. FUTURE CHANGES TO THE MORATORIUM

Synergy supports the principle of competitive neutrality between itself and Alinta with
regard to respective electricity and gas market access. That is:

. Synergy and Alinta should have comparatively equal access to each other’s retail
markets
. Synergy should be allowed to access the whole retail gas market only when Alinta

can access the entire retail electricity market via electricity FRC.

In the interim, Synergy proposes that the current moratorium be modified to address the
current inequality in market access between Alinta and Synergy. Specifically:

. Synergy’s current gas threshold constraint of greater than 1TJ pa should be reduced
to 180GJ pa (which is equivalent to the current electricity 50 MWh pa contestability
threshold). Furthermore, any contestable customer in either fuel, should be
contestable in both;

. The Government should not introduce FRC in electricity without providing at least
three years prior notice as at least this much time will be required to enable
affected organisations (including Synergy) to prepare. Synergy is correspondingly
willing to accept the existence of a moratorium based upon equivalent energy
consumption levels in gas and electricity until such time as FRC in electricity is
implemented.

Synergy estimates that it should be able to service the potential new retail gas customers
without the necessity of installing major new systems infrastructure. We anticipate that
Synergy could commence serving the greater than 180 GJ pa customers segment before
the end of 2007 on this basis.
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Modifying the moratorium to allow Synergy access to gas customer sites as earlier
described will:

. Increase the level of retail gas market competition resulting ultimately in:
" customer retailer choice;
= potentially lower prices for those affected gas customer segments;
" customised and/or enhanced service offerings to impacted customers.
. Assist the Government by:
" rolling out energy reform benefits to a wider segment of the West
Australian community
" developing and supporting sustainable retail energy competition across the
state.

With regard to FRC for electricity, Synergy proposes that an advance notice period of at
least 36 months exist to allow all retail participants sufficient time to:

. Develop project plans and secure resources.

. Source required funds.

. Develop and implement the information technology systems and business processes
required to facilitate contestability.

. Achieve compliance with various codes and regulatory requirements.

6. APPLICATION OF THE MORATORIUM TO VERVE ENERGY

Synergy acknowledges that Verve has expertise and capabilities most particularly in
upstream gas acquisition and that it holds a position in gas supply and transmission
capacity which would potentially permit it to viably compete in the gas retail sector
should that be desired by its Board and Management. Synergy is unaware of any
interest Verve may have in entering the retail energy market in WA. As highlighted in
the Gas Markets Moratorium: Issues Paper, Verve is presently prevented from retailing
electricity but could, subject to the moratorium threshold, retail gas if desired.

To the degree that Verve determines that it has something to offer retail gas customers,
and desires to build a retail gas business, Synergy would welcome the competition from
this new entrant. Synergy submits that should Verve make such a decision, it should be
subject to the same moratorium threshold levels and constraints as will impact upon

Synergy.

Synergy notes in passing that the market power attributed to Western Power in the past,
and which provided some of the impetus for the moratorium in the first place, has
undoubtedly diminished since disaggregation. Neither Verve, nor Synergy, has the
advantages of full integration possessed by Alinta and/or AGL (eg gas purchasing,
transport, network ownership, electricity generation and retail operations) nor the
economies of scale which may be achievable by virtue of Alinta’s or AGL’s geographic
diversity. Obviously, both Synergy and Verve are, as independent entities, competitively
weaker than they would have been as business units of Western Power.
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