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Welcome and purpose of today

A Provide overview of draft report, including key areas

A Engage and obtain stakeholder views on draft

recommendations
A Encourage stakeholder engagement and consultation

A Submissions to draft report close on 11 October 2012
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The review

A

AEMC was asked to investigate and identify the market and
regulatory arrangements needed across the electricity supply chain
to facilitate the efficient investment in, operation and use of demand
side participation (DSP) in the NEM.

A The review has a broad focus.

AEMC

Its aim T to ensure that the community's demand for energy services
IS met by the lowest cost combination of demand and supply side
options.

Important to recognise the Power of choice review is a combined
state, territory and federal government initiative under the auspices
of the Standing Council on Energy and Resources (SCER).
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The Review i key reform areas

/ Facilitating consumer engagement and\
participation

Information

Enabling technology (metering)

Third party participation

Role of parties

S

/ Improving supply chain
interactions

« Coordination and alignment of incentives
across parties
« Energy Efficiency measures and policies

AN

AEMC

/

—

K Efficient DSP )

J

mmproving efficient and flexible price\
signals

« Potential for time varying price
signals

+ Protections for vulnerable consumers

« Retail price regulation

/
N

Improving distribution network
incentives

« Profitincentives
+ Valuing DSP impacts and DSP uncertainty
» Facilitating distributed generation

/
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Draft report

A Recommends a package of reforms - for longer term outcomes.

A Focus on enabling consumers to make informed choices about the
way they use electricity and decide what action is best for them.

A Makes recommendations across all parts of the electricity supply
chain designed to:

T Provide consumers with the information, education, incentives
and technology they need to efficiently manage their electricity
use.

I Provide network operators, retailers and other parts of the
electricity supply chain with incentives to better support
consumer choice and use flexible demand to reduce overall
iIndustry capital and operating costs.
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AUSTRALIAN ENERGY MARKET COMMISSION POWER OF CHOICE REVIEW

0 BENEFITS OF CHANGES

ENABLES ENERGY SONSUMERS ENABLES

BUSINESSES SON \ CONSUMERS TO WHY DEMAND SIDE

TO SUPPORT MANAGE ENERGY

CONSUMERS BY: BILLS BY: PARTICIPATION?

o Providing better incentives o Improving information » Gives consumers options to manage
to capture the value of DSP and education and control electricity consumption

 Supporting coordination across * Rewarding changes in and bills
the supply chain consumption behaviour

» Allows electricity services to be
delivered at lowest cost combination

Improving competition in the
provision of DSP options

Enhancing consumer choice

* Maximising the value . .
* Giving different parties clearer of technology available * Enables informed consumer choices to
roles and responsibilities « Providing more flexibility support efficient investment and use of
« Making investment decisions about how they contract network and generation infrastructure
in DSP technology for energy services
n WHOLESALE MARKET
(Generators sell their power to retailers) CONSUMERS

wousTRAL (L
) GENERATION
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), TRANSMISSION / DISTRIBUTION |
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RESIDENTIAL 44

ELECTRICITY

SUPPLY NETWORK

 Rewarding DSP in the wholesale
market

o Reforming distribution network businesses’
pricing principles and structures

o Improving price signals to
residential and small business

* Enabling consumers to
separate their consumption

o Providing safequards for vulnerable consumers
who may have limited opportunities to change

o Allowing consumers to sell DSP « Improving distribution network incentives consumers for different uses their consumption patterns
actions to parties other than their to utilise the value of DSP * Providing appropriate options * Providing better * Providing a greater range of pricing options
local retail electricity supplier AR T Tl for vulnerable consumers arrangements to support to enable better rewards for managing use
* Improving AEMO's ability to forecast businesses to recover the costs of DSP * Supporting consurmers to !;Irlr\ﬁetz'?e?i?lcgor investment o Enabling better access to consumption data
demand in the short and long term understand time varying tariffs et e e R On e e
o Fagilitating the participation Rl participants directly engage with consumers to
of third party service providers metering arrangements offer DSP products and services
to improve the range of _ e :
Ways consumers use ® Enabling consumers with distributed generation
electricity — see AFMC to sell their power to a range of parties
Electric Vehicles Review * Enabling better integration of energy efficiency

for more information government policies and DSP



Final phase T next steps

A Stakeholder submissions due
11 October 12

A Consideration of stakeholder
views/submissions to draft
report

A Finalise final report and
recommendations

A Final report and implementation
plan to SCER T 16 November
2012
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Session 1: Proposed
transition to flexible pricing
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Benefits of flexible pricing

A Rewards consumers for changing consumption patterns and
opportunity to reduce bills

A Potentially avoids need for network and generation investment

Flexible prices are not new to consumers (i.e., airlines) and
Australian trials of flexible pricing have been encouraging
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The link between investment costs and the
tariff design is diminishing for networks
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Designing efficient and flexible prices: Networks
costs plus energy costs

Substation daily demand profile!
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CHART 1 Winter peak day demand load profiles in the region of interest
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Reasons for the limited uptake of flexibility pricing

A Customer understanding of interval metering and
time-varying tariffs

A ldentifying who benefits - Very hard to identify which
consumers will want to move to a time varying tariff
without timely consumption profiling data (this creates a
chicken and egg problem)

A Lack of metering technology

A Concerns about impacts on vulnerable consumers
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Reasons for the limited uptake of flexibility
pricing

A Networks profits linked to consumption? Yes, possibly
for certain types of business. Hence recommendation to
look at the rules governing distribution pricing

A Extrarisks for retailers? No, interval metering and time
of use prices should improve risk management. But may
Increase data system costs

A Retail price regulation? Problem does not seem to be
the requirement for retailers to offer standard/regulated
anytime tariffs. However, the availability of anytime tariffs
could make it harder to encourage customers to
voluntarily adopt time-sensitive tariffs.
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Proposed reforms in the draft report

A Increasing flexible pricing will impact on all consumer bills

A Not all customers will be able to respond to a changes in prices and
may therefore face increase in financial stress

A Need to transition to flexible pricing in a gradual (phased) approach
focusing on large load consumers first and:

1. Appropriate safeguards for vulnerable consumers, including

I Option to remain on flat tariff
I Government programs with targeted advice and assistance
I Review of energy concession schemes

2. Information to help consumers understand and respond to the new
tariffs
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Proposed reforms in the draft report

BAND 3 BAND 2

Cumulative distribution curve

MANDATORY

Consumer moves to a time
varying network tariff with no
option for a flat network tariff.

OPT-IN

Consumer deemed to be on a
flat network tariff and has the
option to move to a time varying

network tariff.
A consumer’s retailer may offer

a flat retail tariff if it decides to

|
|
|
I
A consumer’s retailer is expected I
| manage the impact of a time
|
|
|
|
I

to offer the choice of time
varying retail tariff or flat retail
tariff.

Consumers affected

OPT — OUT

Consumer deemed to be on
a time varying network tariff
and has the option to move
to a flat network tariff.

varying network tariff.

A consumer’s retailer is
expected to offer the choice
of time varying retail tariff or
flat retail tariff.

kWh per annum
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Questions for consultation

We are keen to get stakeholder feedback on our proposed reforms
Including:

1.

AEMC

Do you agree with our approach for phasing in the
introduction of flexible retail prices via the network tariffs?
How should the consumption thresholds be determined?

Are further measures required to manage the impacts of
flexible pricing on consumers, including vulnerable
consumers?

What information should be provided to consumers and by
whom?

What should be the appropriate pricing principles for
distribution businesses and the process for stakeholder
consultation on distribution network pricing proposals?
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Perspectives on time varying
electricity prices for residential
and small business consumers

Dr Ahmad Faruqui, The Brattle Group



Session 2: Proposed reforms

to metering arrangements
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Benefits of better metering technology

Moving away from accumulation meters to meters that permit interval
data measurement and remote communications will deliver
opportunities for market development and efficiencies:

A Time varying tariffs: retailers could develop innovative tariffs that
reward consumers for consuming at off peak rather than peak times

A Demand side participation: new products that reward changes to
consumption patterns and help reduce system costs

A Energy management services: new services could develop
around the consumption data provided by these meters

A Payments methods: greater choice plus facilitating a move to
monthly billing cycles
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Benefits of better metering technology

Moving away from accumulation meters to meters that permit interval
data measurement and remote communications will deliver
opportunities for market development and efficiencies:

A Improve the accuracy of settlement arrangements: through
accurate meter reads and replacing the deemed net system profile

A Change of retailer process: improve the speed of consumer
switching

A Businesses operational efficiencies: network operational savings
and retailer processes savings
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Where is the market today?




