2 September 2011

Mr John Pierce

Chairman

Australian Energy Market Commission
PO Box A2449

Sydney South NSW 1235

Dear Mr Pierce
EPR0022 — AEMC Issues Paper - Power of Choice
ENERGEX welcomes the opportunity to respond to the Australian Energy

Market Commission Issues Paper Power of Choice — giving consumers options
in the way they use electricity. Based in South East Queensland, ENERGEX

distributes electricity to one of Australia's fastest growing regions servicing more

than 1.3 million residential, industrial and commercial customers.

Solid economic growth, an expanding population and the ever increasing use of

energy-intensive appliances continues to result in higher peak demand which is
a primary driver of network investment. ENERGEX believes greater Demand
Side Participation (DSP) by all participants in the market will encourage optimal
utilisation of energy system resources and therefore assist in managing the
current and future price impact of peak demand.

As a distributor, ENERGEX is required to meet established service standards in

regard to the provision of safe and reliable electricity. Demand Side solutions

have a different risk profile to traditional supply side solutions and this difference

must be recognised and addressed as part of the promotion of DSP in the
market.

ENERGEX supports flexible market and regulatory arrangements that provide
customer choice and allow ENERGEX to work directly with customers for the
purposes of network management. ENERGEX considers cost reflective pricing
as the foundation for DSP, with a suite of complementary measures including
customer engagement and awareness, key to effective growth of DSP options
in the market.

Attached is ENERGEX’s response to the key points raised in the Issues Paper.
ENERGEX looks forward to providing more detailed input to the AEMC as the
consultation develops and the material issues emerge. Should you require any
further information please contact Louise Dwyer, Group Manager Regulatory
Affairs (07) 3664 4047.

Yours sincerely

Kevin Kehl
Executive General Manager Strategy and Regulation
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1.1

Introduction

ENERGEX Limited (ENERGEX) welcomes the opportunity provided by the
Australian Energy Market Commission (AEMC) to submit comments on the Issues
Paper Power of choice ~ giving consumers options in the way they use electricity.

ENERGEX supports the importance of a robust and consultative approach to
electricity market reform. Providing market and regulatory arrangements which
promote the growth of demand side participation in the market is critical fo delivering
the optimal utilisation of energy industry resources and systems.

Key Points

ENERGEX is committed to delivering safe, reliable and affordable electricity in a
commercial environment that recognises the need to balance customer outcomes
with effective risk and price management. As an electricity distribution business
operating in the national electricity market, the challenge for ENERGEX is meeting
peak demand at a price customers are prepared to pay.

Solid economic growth, together with increasing population numbers and the ever
increasing use of energy-intensive appliances such as air-conditioners, computers
and large screen televisions is resulting in higher peak demand. Accordingly,
meeting customers’ peak demand continues to play a major part in ENERGEX's
service delivery challenge.

Demand during peak pericds drives network investment. ENERGEX supporis
greater Demand Side Participation (DSP) in the market through market and
regulatory arrangements which encourage the optimal utilisation of energy system
resources.

ENERGEX supports the position set out in section 3 of the issues Paper that:

“The optimal (efficient) use of resources from a societal viewpoint will occur
when the lowest cost combination of DSP and traditional supply solutions is
used to meet demand”.

Key points for ENERGEX are detailed below:

ENERGEX, as an electricity distributor, is required to deliver established network
security, power quality, and reliability standards. It is important that the impacts of
any market and regulatory changes be considered holistically. Some DSP
options carry a greater risk then traditional supply-side solutions in relation to
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reliability risk and commercial and technology risk. As a result, legislative
requirements (e.g. Minimum Service Standards and Guaranteed Service Levels)
should be reviewed in conjunction with any proposed changes to promote greater
DSP in the National Electricity Market.

+ Demand Side Participation/ Demand Side Management/Network Demand
Management is key to the provision of economically efficient energy supply
systems and networks. From the perspective of addressing network and
generation sector capital investment, reducing peak demand is more important
than encouraging increased energy efficiency.

» Market and regulatory arrangements must support and promote efficient DSP
options and provide customer choice. ENERGEX requires the ability to provide
DSP services to customers directly for the benefit of customers and network
security and management.

» ltis important customers are aware of the impact of their consumption and
demand decisions and are engaged to act through efficient energy prices and
incentives. Greater customer awareness and market initiatives can influence the
uptake of appliances capable of demand management and support the
development and uptake of technology such as home energy management
systems, smart appliances, energy storage and smart networks. New ‘smart grid’
technologies enable load management at a ‘local’ level. This is important as each
part of the network has a varying amount of capacity and reaches peak demand
periods at different times of the day based on customer demographics, type of
business and industry.

* ENERGEX notes existing market mechanisms and regulatory arrangements
support the growth of DSP through broad-based delivery programs and funding
for DSP research and development. The Demand Management incentive
Scheme (DMIS) allows for expenditure on DSP particularly in the areas of
research, development and information, and ENERGEX supports its continuation.

ENERGEX understands the AEMC is planning extensive consultation with the
industry prior to finalising the ‘Direction Paper' that follows this Issues Paper and
looks forward to contributing to the AEMC’s consultation process.
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Response to Questions

ENERGEX's responses to the questions raised in the Issues Paper are provided
below.

Methodology and assessment

Questions ~ Methodology and assessment

ENERGEX notes the following key points in relation to methodology and assessment:

* As network assets are built to service capacity requirements ENERGEX considers
quantifying costs of capacity (megawatt) is more relevant than measuring on a
consumption basis (megawatt hour).

» Existing incentive models that operate across the electricity supply chain do not
always align on the issue of peak demand. For example, electricity retailers are
more driven to manage wholesale market price risk calculated using ‘whole of
system' peak capacity while electricity distribution businesses are more driven to
manage network security concerns caused by ‘localised network’ peak demand.

* An important consideration in the provision of DSP products and services is
evaluating the ‘channels to market’. The introduction of new DSP initiatives
requires the establishment of clearly aligned market supply chains as incentives in
one part of the supply chain may not apply to other parts e.g. in the case of air-
conditioning load control devices it is important incentives are aligned across
appliance manufacturers, electrical retailers, air-conditioning installers and
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government incentive programs to encourage the use of these load control
devices,

e The distinction between ‘firm’ versus ‘non firm’ demand reductions is important as
network obligations are to meet demand on successive peak demand days. Non
firm measures will need to include diversity factors in order to assess their value
to the network.

2.2 Consumer participation and DSP opportunities

-_-:Pr_o_vxsl? exam:?léé an __vxden.c.e _.lf_ av.al_iable

Ar th_ othe:c D _ P 0pt1ons that are not eun‘enﬂy avaﬁable to o
_onsumers, but could be avallable 1f cun entiy av:ulable technoiog:es, .
prdcesses or mformatmn were. empioyed (or 'mployed more effectwely)_ )
x :In the electnmty (or a related) market’

ENERGEX notes the following key points in relation to consumer participation and
DSP opportunities:

e As energy prices increase, customers are more likely to actively seek options to
manage energy bills. Whilst price is a key driver for changing consumption
patterns, there are constraints on the number of appliances/devices that can be
used for DSP due to technology and lifestyle requirements.

e Research shows that customers are concerned about their electricity costs but
are unsure how to mitigate this effectively. The link between customers’
appliance usage and their energy consumption on the bill appears to be weak e.g.
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customers are concerned air-conditioners are expensive to run but are unable to
quantify specifically what amount or percentage of their energy consumption
relates to air-conditioner use.

There are a range of possible options to influence customer's consumption
patterns. Approaches include pricing incentives and customer education on the
drivers of network investment that are supported by technology options which
enable understanding and monitaring of electricity usage patterns.

ENERGEX considers there are a number of other plausible DSP options in the
market that may add value to customers whose uptake can be encouraged
through flexible pricing and incentives. These opportunities include air-
conditioning and swimming pool pump demand response, incentives for energy
storage for peak shifting and power quality, load limiting devices and home
energy management systems (HEMS) and smart appliances.

The predominance of accumulation energy meters in the market and the inability
to provide capacity charging signals are barriers to the uptake of DSP options.

Customer research indicates customers prefer automated solutions that meet
lifestyle requirements with minimal effort i.e. set and forget. Direct load control
options enable customers to participate without having to manually interact with
appliances once a pricing signal is sent.

Policies that encompass a ‘whole of community’ approach to energy and demand
efficiency may offer some of the lowest cost alternatives to traditional supply-side
solutions. For example, varying the start and finish times of businesses,
encouraging urban design to enable people to work closer to home, utilising
flexible working hours and work from home policies and increasing public
transport off peak capability may be considered cost effective alternatives.
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2.3

Market conditions required for efficient DSP outcomes

ENERGEX notes the following key points in relation to market conditions required for
efficient DSP outcomes:

» ENERGEX supports market conditions and efficient incentives that encourage the
growth of DSP options by enabling consumers to capture the value of flexible
demand.

o Market conditions required to facilitate DSP options include information and
education so customers understand how their choices impact on the cost of
energy delivery and pricing and incentives to promote the development and
uptake of new technology such as home area networks (HAN), HEMS and smart
appliances.
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2.31

Consumer incentives to respond - pricing

ENERGEX notes the following key points in relation to pricing:

ENERGEX network prices are approved by the Australian Energy Regulator
(AER) on an annual basis and must comply with Chapter 6 of the National
Electricity Rules. ENERGEX applies a set of pricing principles which are intended
to meet these obligations and to guide the formulation of robust tariffs over time.
The principles are cost-reflectivity, efficient use of the network, free from cross
subsidy, equity, price stability and simplicity. ENERGEX’s network prices seek to
recover the cost of distribution and transmission network services through a cost
reflective, combined network use of system charge (NUoS).

Cost reflective from a network costing perspective means recognising the fixed
nature of network costs. ENERGEX supports cost reflective retail tariffs and the
direct pass-through of network costs for all customers through retail tariffs.
incentives to shift energy usage include Time of Use (TOU) and Critical Peak
Pricing (CPP) rates.

ENERGEX is of the view that sending cost reflective price signals to customers in
regard to their usage of the network will provide significant benefits in terms of
encouraging customers to minimise demand at peak times and in the long term
reducing the total cost of delivered energy. Consumers will be more aware of the
impact that their usage has on infrastructure requirements to meet demand and,
have the option of adjusting their usage patterns to benefit from lower prices.
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However where groups of customers are unable to shift load for various reasons,
other financial incentives may be considered.

2.3.2 Consumer willingness to respond — information

ENERGEX notes the following key points in relation to information:

» Current policies such as the Queensland Government’s ClimateSmart initiative,
Minimum Efficiency Performance Standards (MEPS) and appliance ratings are
encouraging steps towards making information available to customers. However
from a distributor’s perspective they do not specifically deal with the critical issue
of peak demand.

s Peak demand usage has driven significant growth in network investment over the
last decade. As mentioned previously the application of cost reflective prices is
one of the key ways to provide customers with a clear signal of the impact of both
the volume and timing of electricity usage. Reflecting the cost of peak usage via
ToU prices (a form of indirect load control) can be an incentive for individual
consumers to shift load or change usage patterns.

e Customers would benefit from both cost reflective price signalling and general
education on appliance energy consumption. Research indicates consumers
generally have a limited understanding of what drives their bills or how they can
reduce these effectively.

* ENERGEX considers better information could be provided to customers in a
number of different ways. The aim would be to assist customers to understand the

Page 9



10

relationship between appliance energy demand and consumption and the total
energy usage and total bill in a clear and simple manner.

o To help address this issue ENERGEX and Ergon Energy are jointly
developing an energy information portal to provide a definitive source of
reliable information about the relationship between energy conservation
and demand management. The portal will provide consumers with
Queensland centric information about the actions they can take to reduce
their full cycle energy and energy infrastructure costs both now and into
the future.

» ENERGEX considers the combination of new technologies such as the National
Broadband Network, smart networks, home energy management and smart
appliances will support the provision of greater information to consumers and a
greater ability to manage their energy use through choice.

2.3.3 Consumer willingness to respond - Pricing options, products and
consumer incentives

© Pricing options, products and consumer incentives

:-'Are :r_eta'ilé'r:' s'aﬁd'cii's'&ibutb:r bi:tsiné:s's; iii'o'deilé*su'pport'iﬁé"'bf 'DSP? -

o 'iWhat mcentzves are l1ke1y te encoulage 1esearch and development of '
- 'other peutzes to pmmote efflczent DSP'? FRRTEE Tietpa

. _::-_Ar “ ther any Iegulatcry, culmral or. orgamsahonal barners_ that affect

Whiat form of _commercmi wntm ts/c s are :rf_eq_uﬁg:_c_l' fq_r:"::__fé_c_ﬂitaﬁng'

:;_zihd Pio'moﬁng éfﬁcwnt DSP ?

ENERGEX notes the following key points in relation to pricing options, products and
consumer incentives:

¢ Current retailer and distributor business models could be seen to provide mixed
messages to consumers. While consumption is an issue for consumers, peak
demand is the main issue for distributors and this is different again from the main
hedging drivers / pressures for retailers. Any incentive model should recognise
and optimise alignment for consumption / energy savings by customers with peak
demand reduction for distributors and optimal hedging controls for retailers.
ENERGEX believes peak demand signalling capability in the market should be
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expanded. The market structure for DSP and signalling of peak demand events
needs to be able to operate autonomously as network peak demand events are
not always aligned to pool price spikes in the wholesale market.

» The current jurisdictional and legislative requirements on distributors in relation to
network security and reliability of supply limit the incentives to deploy DSP due to
the inherent risk associated with the use of some DSP options and the absence of
risk acknowledgement in relation to network security and reliability requirements.

* Research indicates that.incentives connected to appliance use are effective in
motivating customers to participate in DSP. Consumer adoption of appliance
linked incentives will help drive DSP market opportunities for industry participants.

» The promotion of products that reduce peak demand whilst having no / or limited
impact on consumer comfort, may encourage consumers’ willingness to respond
and provide significant reductions in network peak demand e.g. AS4755
compliant air-conditioning.

» Some DSP products and services carry a higher risk to network management
than traditional supply-side solutions. Contracts must acknowledge the riskier
nature of these DSP options and incorporate a level of flexibility and risk sharing
between network operators and third party commercial operators. Contracted
DSP alternatives must balance risk in a way that allows network operators to
appropriately compare them with lower risk traditional infrastructure solutions.

2.3.4 Consumer ability to respond - Incentives to invest and access to capital

' Questions

f:_ lnntestovestandafecapuar ‘

n infrastructure that |
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R prevented efflaent mvestment in DSP from takmg place? R

26, What are potentzal measures for addlessmg any 1ssues assocmted Wlth
TR :.spht or nusahgned mcentwes" ' : L

27, ""'What are the spemfm 1ssues concemmg ease of access to capﬂal for

E'consumers and oi:her pa:rnes? S
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ENERGEX notes the following key points in relation to incentives to invest and
access to capital:

» ENERGEX believes regulatory arrangements must provide an appropriate level of
return for DSP options, including acknowledgement of the varying levels of risk
and reliability. '

« ENERGEX agrees with comments made in the Issues Paper that split and
misaligned incentives currently exist in the disaggregated electricity market.
Misaligned incentives have been assessed to have an impact on the business
case for smart grid technologies, particularly energy storage which is central to a
smarter grid providing benefits across the supply chain.

s ENERGEX's assessment is that there are mutual and exclusive benefits of DSP
across the energy supply chain as set out in the figure below.

Figure 1 — Value across the electricity supply chain of managing peak demand

Balanced Porifolio Optimise Short
Load Shaping l / Term FPosition

Improved Risk

Blend Wholesale
Management

Customer Portfolio

Reduce

Costs T Reduce Capital

Requirements
Reduce —— "

Needs T~ Improved Financial
/ \ Performance
Maintain
Lifestyle \ Increua}fsgd t.System
Improved Increased Reduce llisation
Satisfaction value Capacity Needs

« ENERGEX supports market and regulatory changes that enable the full benefits
of managing peak demand to be realised across a disaggregated electricity
supply chain. A market mechanism which facilitates peak demand benefits
sharing arrangements between the various market participants may be one way
to realign business models across the supply chain. However, such a mechanism
would need to avoid being overly prescriptive.

» ENERGEX believes market and regulatory arrangements that facilitate flexible
business models to encourage greater market competition and reward innovation,
may be a significant incentive to the development of greater DSP options and
‘'smart grid’ technologies. However, any changes need to recognise network
distributors’ security and reliability obligations.
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2.3.5 Consumer ability to respond - Technology and system capability
| Questions . Technology and systom capability

: r".What "a,t:e the 51gm 1cant energy market challenges in optmnsmg the = .
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ENERGEX notes the following key points in relation to technology and systems
capability:

+ There is a large degree of uncertainty surrounding the development of new
technology. This makes it a challenging environment for investors who require a
level of certainty prior to allocating significant funding to electricity infrastructure
development. Energy market participants are reluctant to preferentially support
any particular developing technology when there is a risk that the investments
may be stranded should technology evolve differently.

¢ Prior to investing large amounts of capital in new technology it is critical for market
participants to understand customers differing requirements and what particular
segments of the market are willing to pay for DSP options.

o ENERGEX considers there could be a significant cost impact to cater for the
amount of information technology infrastructure required over the medium term to
manage the increased data requirements from a smart grid in the absence of the
DSP benefits of a smart grid being realised.

o ENERGEX believes that understanding a range of capabilities in relation to DSP
technologies including, diversity factors, resource availability (duration, frequency)
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and expected customer acceptance, is required to effectively evaluate an efficient
level and mix of DSP.

ENERGEX considers smart meter load limiting devices that can provide wamnings
to customers when they reach a certain level of utilisation triggering a shut down
of the electricity supply is an important capability in assisting customers
understand and manage their demand. While this capability exists its benefits
have not been assessed or implemented anywhere in Australia although it has
been widely adopted in Europe.

Customers need clear signals which allow them to understand the required
response to a DSP event, education to move from a highly manual process to a
fully automated service and market capability to deploy ‘set and forget’ options,
particularly if a customer is not available to respond to a DSP event and would be
penalised with higher rates.

ENERGEX believes cost reflective pricing will create market opportunities that
encourage appliance industry participants to facilitate the cost effective delivery of
smart grid technologies to customers.
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2.4  Market and Regulatory arrangements

i to ensure appmpnate market condmons are m place.

ENERGEX notes the following key points in relation to market and regulatory
arrangements:

» ENERGEX supports market and regulatory arrangements that recognise the
broader market benefits delivered through distributor's DSP programs and that
many customer DSP programs require broad-based network-wide approaches to
demand side management in addition to location-specific solutions.

» ENERGEX believes changes to market and regulatory arrangements should be
made holistically and consider the interplay between network operators’ legislated
network security and reliability obligations (i.e. MSS, GSLs etc) and the increased
commercial and technology risk some DSP options carry.
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Energy efficiency measures and policies

Q Z"_To What extent do ex:stmg rehulex obhgatmn schemes facxhtate efflcmnt |
o :"chozces by consumers in their electrlmty use? Are there a5pects of fhose
o ﬁls.:hemes facﬂztate eff1c1ent mnsumphon' -:lmlces more than others‘?’ If so
S 'please explam s i Sl

ENERGEX notes the foliowing key poinis in relation to energy efficiency measures
and policies:

e A greater industry focus on peak demand reduction would result in better
consumer electricity price outcomes as peak demand is a significant driver of
increased network infrastructure costs. From the perspective of addressing
network investment, promoting the ability to reduce customer's peak demand is
more important than promoting energy efficiency. The optimum policy outcome is
for energy efficiency and DSP options policy to work concurrently to reduce costs.

o Energy efficiency may not necessarily lead to better peak demand outcomes. For
example electric boosted solar systems are very efficient in terms of electricity
consumption but the timing of the ‘booster’ operation can increase peak demand
significantly. If this demand coincides with a network load peak this can drive up
infrastructure investment even though customers may be simultaneously reducing
their overall consumption.

o ENERGEX acknowledges the valuable work done on the AS4755 suite of
Australian Standards regarding demand response enabling devices (DREDs) for
electrical appliances. Further, the extension of the current minimum energy
performance standards (MEPS) energy efficiency ratings to also include demand
response enablement would bring an important additional ability to give
customers information, and lead to further management of peak demand.
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ENERGEX supporis clear messaging to consumers in relation to the difference
between energy efficiency policies and schemes as distinct from policies and
incentives focussed directly on peak demand. Energy conservation, energy
efficiency, peak demand and renewable generation policy need to come together
as part of an overarching environmental package for the electricity market.

ENERGEX notes retailers encouragement of energy efficiency for customers.
However as mentioned above, this can at times exacerbate peak demand if the
energy efficient appliance is used at peak times. ENERGEX believes that
common messaging and application of DSP is necessary to deliver total energy
supply system benefits.
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