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Review of Demand Side Participation in the NEM – Response to NERA’s Draft Report 

1. Introduction and Overview  

1.1 Background 

The AEMC has initiated a review of demand side participation (DSP) in the National 
Electricity Market (NEM). The overarching objective of the review is to identify 
whether there are barriers or disincentives within the Rules which inhibit efficient 
DSP in the NEM.  

The AEMC has released two documents to commence the review: 

• a Statement of Approach for the review, together with a Terms of Reference; and 

• a draft report produced by NERA1, which commences Stage 1 of the review.   

ETNOF understands that Stage 1 will consider DSP in the context of the AEMC’s 
current work program in order to develop recommendations that can be considered in 
light of the relevant Rule change proposals and other reviews in progress. The 
relevant areas of work in progress are: 

• the National Transmission Planner Review;  

• the Congestion Management Review;  

• the Comprehensive Reliability Review; and 

• the Rule change proposal submitted by the Total Environment Centre (TEC).   

The AEMC engaged NERA to undertake an assessment of DSP in the context of 
these various reviews having regard to the defined scope of each project.  ETNOF 
notes that Stage 1 of this review and NERA’s Terms of Reference are limited in 
scope to ensuring that the reviews identified above properly consider DSP issues 
and that broader consideration of DSP opportunities will be considered later in 
Stage 2 of the AEMC review. 

1.2 Overview of this Submission  

This paper sets out ETNOF’s submission to the AEMC on NERA’s draft report.   

At the outset, ETNOF wishes to emphasise that it supports efficient DSP and 
recognises that DSP has an important role to play in the NEM. ETNOF also 
recognises the need for the AEMC to properly take account of DSP in its 
deliberations as part of these reviews.  However, ETNOF has a number of concerns 
in relation to the conclusions and recommendations contained in NERA’s draft report.     

Before commenting specifically on NERA’s draft report, ETNOF’s position in relation 
to DSP is summarised as follows: 

• The greatest potential for DSP initiatives is at the electricity distribution and retail 
(end-use) levels (to be considered in Stage 2 of the review). These sectors 
comprise the majority of the delivered price of electricity, whereas electricity 

                                                           
1  NERA Economic Consulting, Review of the role of demand side participation in the National 

Electricity Market:  Draft Report, 20 February 2008  
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transmission accounts for less than 10 per cent of the delivered price of 
electricity to most customers. 

• The Rules already require TNSPs to actively consider non-network options to 
resolve network limitations (including DSP) and to publish information to 
encourage proponents of such solutions to come forward.  The extensive 
information already published by TNSPs is a relevant and important matter for 
this review, which NERA has not properly recognised in its report. 

• Large scale DSP at the electricity transmission level (which has the potential to 
defer transmission investment) will continue to be actively considered and taken 
into account as part of the normal transmission planning processes set out in the 
Rules. 

• Further consideration of improvements in transmission pricing signals is futile if 
end use customers do not see appropriate price signals for changing their 
consumption behaviour.  The provision of appropriate price signals to end-use 
customers should be the principal focus of any pricing initiatives aimed at 
encouraging DSP. 

ETNOF’s specific comments in relation to NERA’s draft report are as follows: 

• While the draft report contains some useful information and discussion, NERA 
does not demonstrate the materiality of the issues it raises or the costs of 
removing any identified barriers to DSP.  The report also fails to recognise that 
significant small scale DSP currently takes place at the distribution level, 
including hot water switching activities, time of use metering and other controlled 
load measures.  

• The draft report finds that end-use customers do not face the relevant marginal 
cost of network services, and that this creates an impediment to DSP.  It is more 
relevant, however, to note that the primary pricing issues in relation to DSP arise 
at the distribution and retail (end-use) level.  These matters could be considered 
in stage 2 of the review.  ETNOF considers that further debate on transmission 
pricing is not warranted, given the AEMC’s recent review of Transmission Pricing 
and Revenues.   

• NERA’s report does not give sufficient consideration to the particular risk issues 
arising from DSP, in particular: 

o TNSPs have unlimited liability if found negligent for loss of supply.  Therefore, 
the appropriate allocation of risk to demand side participants is a threshold 
issue for TNSPs. In many instances, however, demand side participants will 
not accept appropriate liability for non-performance; 

o demand management solutions may not be sufficiently reliable or response 
times may be inadequate, especially in relation to demand-side reduction; 

o demand management solutions may be insufficient to address significant 
demand issues on transmission networks, including the expected growth in 
demand; and 

o large customers often find that demand side management is financially 
unattractive given the resulting loss of flexibility in plant operations.   
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In practice, services provided by demand side participants must be capable of 
delivering reliability outcomes that are consistent with the mandated reliability 
standards and service obligations that apply to TNSPs. 

• NERA also asserts that there is an information failure.  However it does not 
provide any evidence to demonstrate that one exists.  Nor does NERA describe 
the exact nature of the supposed failure or demonstrate its materiality.  Contrary 
to NERA’s approach, any proposal to increase the information provision and 
disclosure obligations on TNSPs should be based on a robust assessment of: 

o the efficacy of the existing requirements in facilitating DSP; 

o the optimal information requirements to facilitate DSP; and  

o the costs and expected benefits of imposing additional requirements.  

• In relation to the international case studies in section 4 of the draft report, 
ETNOF agrees with NERA’s conclusion that these case studies have limited 
relevance to Australia.   

In light of the above observations, ETNOF draws the following conclusions: 

• NERA’s draft report has not fully described the exact nature of its concerns with 
the existing arrangements nor considered the costs of the proposed changes set 
out in the draft report.  Therefore, NERA’s report does not provide a sound basis 
for the AEMC to separately consider DSP issues arising in each of its current 
reviews.  

• It would be more appropriate for each of the AEMC’s current reviews to be 
reminded that DSP should be given due consideration in the formation of their 
particular recommendations.  This approach would ensure a more balanced 
consideration of DSP alongside the other matters that are pertinent to those 
reviews. 

• Stage 2 of the review appears to offer the greatest potential for development of 
DSP, provided that the focus of this stage is on electricity distribution and retail 
matters, particularly in relation to signalling prices to end-users.  Consequently, 
the review should not commit resources to transmission pricing issues, given its 
relatively small contribution (less than 10 per cent) to the delivered energy price 
and given that the AEMC has only recently completed a detailed review in this 
area.  In any event, this would be futile if end users do not see transmission price 
signals. 

ETNOF also notes that it has previously submitted a response to the TEC Rule 
change proposal which strongly argues that the proposed Rule change should not 
proceed.  In light of the strong linkages between the AEMC’s DSP review and the 
TEC Rule change proposal, ETNOF requests the AEMC to provide further detail on 
how it intends to consider the TEC Rule change proposal alongside its DSP review. 
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ETNOF also notes the demand and energy forecasts underpinning the APR and 
other Regulatory Test documents include the contribution of all known or advised 
(including small-scale) demand side initiatives at the distribution level and the more 
generalised impact of price elasticity.  Whilst the inclusion of these demand-side 
responses may not be obviously transparent, it is important to note that the overall 
magnitude of such initiatives is potentially very significant. 

Despite the extensive information already provided by TNSPs in accordance with the 
existing Rules, one of the conclusions of NERA’s draft report is that there would be 
merit in strengthening these information requirements.  In particular, NERA 
advocates that network service providers invite demand side proponents on an 
annual basis to provide information on potential non-network solutions to satisfy 
emerging network constraints that have been identified, say, up to ten years in 
advance.  As noted above, TNSPs currently provide this information consistent with 
the 1, 3 and 5-year timeframes required under the Rules.  Consequently, ETNOF 
disagrees with NERA’s conclusion that there is an information failure in this regard.  
ETNOF also considers that NERA provides no evidence that providing this additional 
information would have any positive impact of DSP.    

Furthermore, as noted in section 5.2 below, the National Transmission Planner (NTP) 
can play a useful longer-term strategic role in identifying network constraints.  
ETNOF considers that the involvement of the NTP in identifying emerging network 
constraints may prove to be a more appropriate response to the issues raised by 
NERA. 

To conclude, ETNOF considers that any proposal to increase the information 
provision and disclosure obligations on TNSPs should be based on a robust 
assessment of: 

• the efficacy of the existing requirements in facilitating DSP; 

• the optimal information requirements to facilitate DSP; and  

• the costs and expected benefits of imposing additional requirements.  

ETNOF is concerned that NERA’s observations regarding information provision are 
not based on a robust assessment approach. 

5.2 National Transmission Planner 

NERA explains that the NTP can play a role in providing information to the market on 
the opportunities available to DSPs, in addition to the information disclosure 
requirements placed on network service providers.  In particular, NERA suggests 
that: 

• at one extreme, the NTP could actively seek and invest in demand side options; 
and 

• at the other extreme, the NTP could simply take demand side participation into 
consideration (assuming that the NTP will be required to develop its own 
forecasts of network demand). 

On page 34 of its draft report NERA goes on to suggest that there is some middle 
ground that might involve the NTP: 
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• requesting information on demand side options to address identified network 
constraints up to, say, ten years into the future, on an annual basis; 

• evaluating the viability of demand side options against a set of criteria designed 
to ensure that the demand side option could act as a viable substitute, including 
identifying any wider market benefits; and 

• providing detailed information on demand side options that have been considered 
by network service providers for consideration within their network investment 
planning processes. 

ETNOF agrees with NERA that the NTP may have a role to play in further facilitating 
DSP, consistent with the minimum 10-year strategic planning horizon mandated by 
COAG.  In its submission to the AEMC’s National Transmission Planner review, 
ETNOF explained that the appropriate scope of the NTP review should be based on 
the existing jurisdictional planning requirements, namely: 

• TNSPs will remain accountable for the delivery of transmission service 
obligations, including planning and investment to ensure security of supply to 
major load centres. The review should clearly define what are “national 
transmission issues” and specifically address those issues in view of these 
accountabilities;  

• the network planning co-ordination role of TNSPs with respect to joint planning 
with distribution networks should remain as set out in the NER;  

• all connection applications from generators or major loads should be managed by 
TNSPs since they are accountable for providing access to their network under 
the access regime established in the NER; and 

• the review should be scoped such that national transmission planning 
arrangements provide the high-level strategic perspective, aimed at ensuring 
national market benefits are identified, accumulated and disseminated, to support 
the longer term efficient development of the power system, but must not hinder 
the efficacy and timeliness of TNSP service delivery obligations.   

In this context, whilst there is a role for the NTP in facilitating DSP, this role should be 
more focussed on the strategic potential of demand side options, particularly in 
assessing the impact of low carbon emissions scenarios on future interconnection 
development.  This position is consistent with COAG’s agreement and direction that 
accountability for jurisdictional transmission investment, operation and performance 
should remain with TNSPs. 

5.3 Review of the Regulatory Test 

In relation to the AEMC’s review of the Regulatory Test, ETNOF notes that NERA 
recommends that the final version of the test: 

• ensures that the timeframe over which DSP options are required to be presented 
as alternatives to a network solution is sufficient to allow these options to be 
considered viable;  

• clearly defines how ‘wider national benefits’ should be interpreted for non-network 
options;  
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• uses risk-adjusted costs and benefits to take into account differences in risk 
between alternative options; and  

• defines an option-value benefit associated with an investment that defers a 
proposed network investment. 

ETNOF notes that the AEMC is currently reviewing the Regulatory Test in 
accordance with COAG’s request.  Therefore, whilst ETNOF agrees in principle with 
NERA’s recommendations, ETNOF would prefer to comment on more specific 
proposals for incorporation of these concepts into the draft Regulatory Investment 
Test, once this is developed by the AEMC. 

6. Congestion Management Review 

NERA’s principal conclusion is that the development of measures of transmission 
transfer capability, as suggested in the Congestion Management Review, is 
warranted on the basis that it would identify opportunities for DSP as a means of 
managing congestion within the transmission network.  Whilst this conclusion 
effectively supports a finding that has already been made in the Congestion 
Management Review, ETNOF questions NERA’s view that developing a measure of 
transmission transfer capability could be justified on the basis that it facilitates DSP.   

On page 42 of the draft report, NERA notes that: 

• the AEMC’s Congestion Management Review Draft Report identified that there 
may be a bias against DSP in network support and control service (NSCS) 
provision because of its regulatory treatment for the purposes of revenue control; 
and   

• the implications of this are that there would also be a bias against demand side 
options as a substitute for network investments to manage the security and 
reliability of the network.  

In relation to these matters, NERA concludes that: 

“In principle however, we believe that there is unlikely to be a practical or 
material bias against NSCS3 compared with network solutions resulting from its 
treatment in the regulatory framework.  Any biases in the regulatory framework 
between costs allocated to operating expenditure compared with capital 
expenditure are not unique to NSCS or investments in non-network solutions.” 

ETNOF concurs with NERA’s conclusion on this matter.   

NERA also observes (on page 43 of the draft report) that the current framework blurs 
responsibility for network security and reliability between TNSPs and NEMMCO.  
NERA explains that this is of particular concern because: 

• investments by TNSPs in capacitors and static var compensators are a direct 
substitute for network control ancillary services; and  

• by splitting the responsibility between NEMMCO and TNSPs it is unlikely that 
efficient investment in these alternatives will result.   

                                                           
3 Note that it appears that NERA has inadvertently used NSCS here, instead of DSP. 

Page 12 



Review of Demand Side Participation in the NEM – Response to NERA’s Draft Report 

NERA therefore concludes that there is merit in considering the respective 
responsibilities of NEMMCO and TNSPs for network security and reliability 
management, to ensure that DSP is facilitated.  ETNOF concurs that there may be 
merit in examining the present arrangements to ensure that the respective 
responsibilities of NEMMCO and TNSPs are clearly defined to ensure that DSP is 
facilitated.  In this regard, ETNOF notes that NEMMCO is currently undertaking a 
review of this matter.   

7. Demand Side Participation and the Comprehensive Review of 
Reliability 

NERA’s analysis and conclusions in relation to DSP and the Comprehensive Review 
of Reliability appear to be reasonable and, from ETNOF’s perspective are 
uncontroversial. 

8. Conclusions 

NERA’s draft report contains some useful information and discussion.  However 
ETNOF questions whether the approach adopted can lead to robust and 
soundly-formed recommendations.  In particular, ETNOF draws the following 
conclusions: 

• NERA’s draft report has not fully described the exact nature of its concerns with 
the existing arrangements nor considered the costs of the proposed changes set 
out in the draft report.  Therefore, NERA’s report does not provide a sound basis 
for the AEMC to separately consider DSP issues arising in each of its current 
reviews;  

• it would be more appropriate for each of the AEMC’s current reviews to be 
reminded that DSP should be given due consideration in the formation of their 
particular recommendations.  This approach would ensure a more balanced 
consideration of DSP alongside the other matters that are pertinent to those 
reviews; and 

• Stage 2 of the DSP review is potentially the most important stage, particularly if it 
focusses on electricity distribution and retail matters, notably in relation to 
signalling prices to end-users.  It is equally important that the review does not 
commit resources to transmission pricing issues, given that the AEMC has only 
recently completed a detailed review. 
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