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Wholesale demand response — Technical working group

Meeting 1
22 March 2019

The first working group meeting was held in Sydney on 22 March 2019. The attendees of the

meeting are listed below.

Member Organisation
Mark Byrne Total Environment Centre
Bridgette Carter Bluescope
Dan Cass The Australia Institute
Nabil Chemali Flow Power
Chris Cormack AEMO
Emma Fagan Tesla

Joel Gilmore

Australian Energy Council

Lance Hoch

Oakley Greenwood

Craig Memery

Public Interest Advocacy Centre

Troy McKay-Lowndes

Energy Queensland

Rob Murray-Leach

Energy Efficiency Council

Ben Pryor

ERM Power

Jenessa Rabone AGL
Claire Richards Enel X
Jon Sibley ARENA

Georgina Snelling

EnergyAustralia

The AEMC's project team attended and is listed below.

Name Position
Suzanne Falvi Executive General Manager — Security &
Reliability
Victoria Mollard Director — Security & Reliability
Declan Kelly Adviser — Security & Reliability
Mitchell Shannon | Adviser — Security & Reliability
Tom Walker Senior Economist
Lily Mitchell Senior Lawyer

All enquiries on this project should be addressed to Declan Kelly on (02) 8296 7861.

The AEMC has formed the working group to provide advice and input into the progression of
the three rule change requests relating to wholesale demand response:

¢ Wholesale demand response mechanism (ERC0247)
o Wholesale demand response register mechanism (ERC0248)
o Mechanisms for wholesale demand response (ERC0250).

The policy team provided a recap of the approach taken to considering the rule changes, as it
was presented at the recent public forum. In addition members were taken through a 'mind
map’ of the approach to the issues raised by the rule change requests, to provide context for
the policy areas that would be discussed at the meeting . A copy of the 'mind map’ is
attached.
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The meeting focussed on four policy areas: 1) cost recovery for demand response under a
mechanism; 2) whether or not there is the potential to reduce barriers for energy service
providers who wish to become retailers that are more focussed on demand response products;
3) the differences between large and small consumers, and the corresponding impacts on the
the value proposition for wholesale demand response; and 4) the concept of physically
separating demand responsive loads behind a connection point..

The following points were made at the meeting:
AEMC'’s approach to rule changes

e The project team outlined the proposed objective for the rule charge requests that will frame
the discussion on the day:

To facilitate wholesale demand response to achieve net benefits, without undermining the
wholesale market.

¢ It was explained that undermining the wholesale market refers to distorting the price signal
conveyed by the wholesale market, and not increased competition.

e Some participants commented on the need to outline the key principles which guide the
project objective in more detail. Participants suggested that they could send through
suggestions for discussion at the next technical working group meeting. The project team
agreed to starting the next technical working group with a discussion of relevant principles
that the rule changes should achieve,.

¢ It was noted that the different options being considered to address the project objective are
not mutually exclusive — and there could be a range of solutions. Participants also
suggested that a range of different ideas could be brainstormed as additional ways to
facilitate demand response. Participants also agreed to send through any suggestions
ahead of the next technical working group.

Cost recovery options for a mechanism

e The project team gave an overview of the key cost recovery mechanisms to pay demand
response providers for demand responding:

o0 transferring the value that accrues to a retailer when a customer demand
responds to the party who is responsible for the demand response (proposed
under the demand response mechanism)

0 recovering costs from across the whole market (proposed under the separate
wholesale demand response market)

0 the customer gaining from the avoided wholesale costs (the current
arrangements)

¢ Some participants noted that under the current arrangements, consumers have limited
ability to negotiate demand response contracts with retailers, which will impact as to what
“value” those customers can obtain from demand responding in a bilaterally agreement. This
is especially true for small consumers.

¢ Participants raised concerns regarding how a number of other obligations placed on retailers
would operate if retailers were billed for baseline consumption in the wholesale market (as
proposed in some of the mechanisms). Such obligations include energy efficiency schemes,
environmental certificate obligations and potential requirements under the retailer reliability
obligation, where obligations are based on a parties actual consumption.

o Parties operating in the market noted that most of these methods would involve changing IT
and billing systems and so incur costs — although there was a spectrum of significance of
the size of the changes and so the associated costs. There was commentary from group
members suggesting that the nature and extent of costs each mechanism would impose on
market participants need to be better understood. However, it was also noted that
gquantifying these costs is difficult and resource consuming without knowing the detail of any
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proposed policy approach, which would affect the nature and extent of any necessary
changes.

It was noted that, where possible, complexity should be allocated to parties who are able to
address that complexity. For example, if a mechanism is going to be applied to small
consumers, the complexities associated with settlement should be addressed by the retailer
and/or demand response seller.

Participants considered it would be useful to investigate how demand response is valued in
overseas energy-only markets. The project team noted that it has engaged a consultant to
undertake an international review of wholesale demand response mechanisms, which will
be published on our website and discussed at a future technical working group meeting.

Reducing barriers for energy service providers to become retailers

The project team discussed whether or not there were ways to reduce the obligations on
parties who wished to become retailers and focus on retailing demand response products.

Participants agreed that since demand response involves interfacing with a customer, those
parties should be subject to consumer protections and there was no justification for
lessening any of the consumer protection obligations placed on demand response providers
operating as authorised retailers.

In addition, participants generally did not consider that any requirements on parties to
become a retailer should be reduced since it is unlikely to result in a material increase in
offerings of wholesale demand response. Participants did note that reviewing this could be
part of a broader solution, however.

It was noted that new entrant retailers appear to be most likely to deliver innovative retalil
products. It was also noted that some of these companies have struggled to meet the
prudential requirements for registering as a retailer and further investigation of how this
could be addressed may be useful.

Participants also agreed that increasing competition in the retail market could lead to greater
availability of wholesale demand response services to consumers.

It was noted that there may be merit in incentivising the establishment of “white label”
retailers to facilitate wholesale demand response. A white label retailer is a company that
takes on the various obligations associated with traditional retailer services and thereby
provides a platform for other businesses without a retailer authorisation to offer bespoke
retail products to consumers.

Some participants agreed that reducing existing regulatory barriers may be more
appropriate under a framework that allows for physical separation of load.

Physically separating demand responsive load

The project team provided an overview of some of the issues associated with physically
separating demand response load behind a connection point. This is otherwise known as
multiple trading relationships.

Participants expressed a range of views on whether the introduction of multiple trading
relationships through the physical separation of load behind a connection point would
facilitate new products and services for demand responsive subsets of load. There were
suggestions that this could work well for large, discrete loads — although these loads would
likely just absorb the costs of installing separate meters or rewiring. It was noted that some
loads are more difficult to physically separate than others.

Participants discussed potential metering arrangements and noted that some worked well
for distributed energy resources but not for demand response or demand management.

It was noted that the allocation of network tariffs where there are multiple FRMPs behind a
connection point, as well as the costs this proposal would impose on DNSPs, are issues
which need to be considered in more detail.
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Participants agreed that there may be some benefits to considering this proposal alongside
other mechanisms due to potential synergies in implementation.

It was noted that the implementation of multiple trading relationships will need to be
considered as part of a future rule change if it is not dealt with under this project.

The differences between large and small consumers and the value proposition for
wholesale demand response

The project team gave an overview of the differences between different types of consumers
in the context of wholesale demand response, and how these impact on the value those
consumers attribute to wholesale demand response.

Participants noted that generalised distinctions should not necessarily be made between
consumers of different sizes. Rather, the focus should be on the characteristics of a
particular consumer. However, it was also noted that the value of wholesale demand
response increases in line with its firmness and dispatchability, which may differ between
different categories of consumer.

It was also noted that small customers can be aggregated into a portfolio to provide certain
services.

Some participants noted that large customers generally do not like ceding direct control over
the entirety of their load to their retailer, depending on whether the customer has embedded
generation.

It was agreed that there are significant difficulties with attempting to measure the existing
levels of different types of wholesale demand response in the NEM. Participants considered
that there would be value in investigating whether AEMO’s demand side participation portal
is capable of distinguishing between different types of wholesale demand response, and
whether more information from this could be made public.

It was noted that consumers may express particular motives for engaging in wholesale
demand response but act in a different manner when called upon to provide demand
response.

Participants noted that there are a number of other benefits of wholesale demand response
which should be considered, including the potential for improved system security and
reliability and the ability for wholesale demand response to substitute for peaking
generation.

Next steps

The project team thanked participants for their time and noted that the group will be
convened again in approximately 4 weeks.

It was also noted that a variety of other issues were raised throughout the day, which were
noted down for discussion at future technical working group meetings.
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Overview of policy approaches and next steps for wholesale demand response rule change requests

Objective: Facilitating wholesale demand response to achieve net benefits without undermining the wholesale market

Value propositions
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