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The Hon. Josh Frydenberg, MP 
Minister for the Environment and Energy 
 

Via email: Josh.Frydenberg.MP@aph.gov.au, josh.frydenberg@environment.gov.au 
 

CC:  Senator the Hon. Matthew Canavan, Minister for Resources and Northern Australia, Member of the COAG Energy 
Council  
Via email:  minister.canavan@industry.gov.au 
 
21st October 2016 
 

Dear Minister 

Re: National legislation to ensure network businesses have the capacity to restore the network in a timely manner  

Queensland and in particular Far North Queensland, is at risk of the same black system event that occurred in South 

Australia on 28th September 2016. This risk has been identified by the Australian Energy Market Operator. 

The time required and the cost to restore a network is highly dependent on the financial capacity and/or the 

insurance cover of a network business. 

The Bureau of Meteorology’s Tropical Cyclone Outlook for 2016-17 predicts a near average season which would result 

in 4 tropical cyclones on the east coast of Australia, with a 58 % chance of more tropical cyclones. 

Queensland has one of the most dispersed networks in the world with major generation capacity being located in 

central Queensland. Cyclones are primarily viewed as a risk for the northern areas of Queensland. However, in 

February 2015 Cyclone Marcia hit the Queensland coast north of Rockhampton. The risk of a separation event affects 

not just northern Queensland but also central and southern Queensland. The untimely restoration of the network 

would impose a significant financial burden on business and the Queensland Government, with substantial hardship 

and life threatening situations for Queensland residents.  

The Queensland Government owned Ergon Energy proposed a $65.9 million parametric insurance policy for its $11 

billion asset as part of its operational expenditure in its 2015-2020 regulatory proposal to the Australian Energy 

Regulator. The Australian Energy Regulator refused to include the parametric insurance citing self-insurance was the 

most efficient option to manage the risk of cyclone damage. 

In 2014-15 the Queensland Government declared a dividend from Ergon Energy of $1.925 Billion which far exceeded 

the performance target of $473 million. To fund the dividend payment Ergon Energy increased its borrowings. Ergon 

Energy’s net asset position will reduce to approximately $1.8 billion to effect the 2014-15 dividend payment.  

The Dividend Policy in Ergon Energy’s 2015-16 Statement of Corporate Intent states that: 

“The board will ensure that Ergon Energy’s dividend policy also takes into account the return its shareholders expect on 

their investments. Ergon Energy’s policy is to recommend and pay a dividend amount equivalent to 100% (or the 

percentage approved by shareholding Ministers, if different) of Ergon Energy’s adjusted consolidated profit for 

2015/16. The Board adopts such a policy on the basis of its shareholders agreeing to provide the necessary funding for 

projects which have received Board and shareholding Ministers’ approval or for the maintenance of Ergon Energy’s 

approved capital structure or for ensuring the operational viability of Ergon Energy. Ergon Energy’s Board undertakes 

to adhere to the dividend policy.” 

In 2015-16 the declared dividend from Ergon Energy to the Queensland Government is $476 million compared to a 

performance target of $560 million. The dividend is based on 100 % of Ergon Energy’s Net Profit after tax of $443 

million necessitating a further $33 million to be drawn from retained earnings. 
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Ergon Energy states that it “will request equity contributions from its shareholders (the Queensland Government) if this 

is required to maintain an investment grade credit rating of BBB- to ensure compliance with its lending 

documentation.” 

Ergon Energy’s gearing ratio (debt to fixed assets) has risen significantly to 67.5 % since the dividend payment of 

$1.925 Billion in 2014-15, which included a special dividend payment of $1.229 million (see Table 1 and 2). This does 

not reflect the 60/40 split used by the Australian Energy Regulator to calculate the annual Weighted Average Cost of 

Capital (see Table 3). More borrowing costs caused by an adverse change to Ergon Energy’s credit rating will, as a 

result of the capped revenue, leave less funds available for operational expenditure, particularly in the event of a 

cyclone. 

If the cost of a cyclone event is more than 1 percent of the annual revenue cap, Ergon Energy can apply to the 

Australian Energy Regulator for a pass through event. The pass through event increases the retail price for business 

and residential customers. Retail electricity prices are already at unsustainable levels and consumers cannot absorb 

any further increases in retail electricity prices. 

Network businesses are now operating in a challenging environment of falling revenue and falling demand caused by a 

network tariff structure that is forcing consumers to reduce their demand for grid supplied electricity (see Figure 1) . 

The ownership structure of the various sections of the national grid is a mixture of state and private ownership. An 

intact national grid is increasingly important as states increase their renewable energy generation placing greater 

reliance on generation outside their jurisdictional areas. 

We urgently request that the Federal Government clarify how the national electricity rules ensure network businesses 

have the financial capacity and/or insurance policies to restore the network in a timely manner and the timeframe 

specified for a timely restoration of a network following a cyclone or natural disaster. 

Yours faithfully 

 
Jennifer Brownie  
Coordinator 
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Table 1:  Ergon Energy Financial Performance Targets 
 
 

 
 
Source: Ergon Energy Statement of Corporate Intent 2015-16 
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Table 2: Ergon Energy Statement of Financial Position 

 
Source: Ergon Energy Statement of Corporate Intent 2015-16 
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Table 3: AER – Ergon Energy distribution determination – 2016-17 return on debt update 
 

 
Source: Australian Energy Regulator 
 

Figure 1: Ergon Energy’s past total revenue, proposed total revenue and AER total revenue 

allowance – including additional ($ million, 2014-15)  

 

 
Source: Australian Energy Regulator 


