DEIP

Access & Pricing Reform
Package

Outcomes Report

June 2020

Distributed Energy
Integration Program




1ANM , .6H

The Distributed Energy Integration Program (, .6H) is a collaboration of government agencies, market bodies,
industry associations and consumer associations aimed at maximising the value of customers’ distributed energy
resources (, -K) for all energy users. DEIP is not an organisation and it does not have dedicated resources. Rather, it
is a forum where organisations have come together to share insights and develop priorities.

A key element of DEIP is to facilitate workshops and targeted collaboration forums with key stakeholders across the
sector that inform potential changes to fully integrate DER into Australia’s energy market frameworks and
operational processes. These forums are driven by the premise that collaborating on DER issues will more efficiently
identify knowledge gaps and priorities, as well as accelerate reforms in the interest of customers.

For more information on DEIP, visit our website.
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This report has been drafted by the DEIP Access and Pricing Working Group (the T z¥unxl 4¥z0O¢). The Working
Group includes the Australian Council of Social Services (!*ALL), Total Environment Centre (M.*), Public Interest
Advocacy Centre (H6!*) the Australian Renewable Energy Agency (!'K.?1!), the Australian Energy Market
Commission (Y .>%*), Energy Consumers Australia (.*!), the Australian Energy Regulator (! .K) and Energy Networks
Australia (. ?1).

It has been informed by the DEIP Access and Pricing Work Package which involved a collaboration with a broad range
of industry and consumer stakeholders, through multiple workshops and additional feedback provided by the DEIP
Access and Pricing Reference Group. The workshop materials and reports can be found on the DEIP website.

The DEIP Access and Pricing stakeholder workshop series was co-funded by ARENA, AEMC, ECA and ACOSS. ARENA
has contributed funding to support this cross-industry collaboration and has supported the process as a Working
Group member. ARENA has not endorsed the outcomes in this report.
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This report was drafted in a collaborative co-authoring approach using inputs from stakeholders through the
workshops and feedback provided by an Access and Pricing Reference Group.

The Working Group organisations have not officially endorsed the contents of this report, nor does the report
necessarily represent the official views or opinions of the DEIP members. Rather the conclusions and findings
contained within this report reflect the feedback of stakeholders and are intended to be used as guidance only to be
considered when undertaking future distributed energy access and pricing reforms. While the findings reflect a
strong alighment of stakeholder views, absolute consensus across a broad range of stakeholders is not always
possible. It is envisaged that further consultation is likely required on how the findings should be implemented and
how any impacts are to be addressed. The next steps reflect the intentions of a number of the Working Group
members.
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https://arena.gov.au/knowledge-innovation/distributed-energy-integration-program/
https://arena.gov.au/knowledge-innovation/distributed-energy-integration-program/
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Australian Council of Social Services
Australian Energy Market Commission
Australian Energy Regulator
Australian Renewable Energy Agency
Cambridge Economic Policy Associates
Distributed Energy Integration Program
Distributed energy resources
Distribution Network Service Provider
Energy Consumers Australia

Energy Networks Australia

Energy Security Board

Electric vehicles

Low voltage

National Electricity Market

National Electricity Rules

Public Interest Advocacy Centre
Photovoltaic

DEIP Access and Pricing Reference Group
Total Environment Centre

Tariff structure statement

DEIP Access and Pricing Working Group
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Investment by households and businesses in Distributed Energy Resources (, .K) — such as solar PV,
batteries, electric vehicles (.Ss) and smart appliances — is growing substantially and transforming the way
Australian households produce, consume and manage electricity. People can now consume, generate,
export and trade energy. The grid is transforming from a one-way system to a two-way system. This
change has the potential for future benefits including avoiding significant infrastructure expenditure,
improving system resilience and reliability, accelerating the decarbonisation of the grid, and making
energy more affordable for everyone.

However, there are a range of challenges to efficient integration of DER in the energy system and
maximising benefits for all energy users, including technical issues (i.e. voltage rise, phase balancing,
thermal constraints), visibility limitations, pricing constraints (i.e. cost-reflective prices, export charges,
recognising benefits of DER), network access and connection limits and developing DER enablement
capability. The expectation is that distribution networks should optimise export capacity for system-wide
‘net market benefits’ — promoting DER where it provides the most value and lowers overall costs to
consumers.

These challenges are expected to negatively impact customer outcomes and efforts to decarbonise the
grid. This includes constraining solar exports, which reduces the benefits/value of this technology, and a
lack of cost and benefit network signals for DER owners. Inefficient signals can in turn lead to distortions in
network cost recovery which may also lead to equity issues where non-DER households pay
disproportionately more for network costs.

While there are potential technology solutions that may address some of the challenges identified, there
is broad acknowledgment that the current regulatory framework® and existing reforms, such as cost
reflective consumption pricing, need to evolve further to support the shift to a two-way system and the
equitable integration of more DER in the system.

Although imperfect, a ‘telco’ approach has been used as an example of how the electricity industry could
account for customer’s two-way use of the system. For example, future customers could be given the
option to choose a level of import and export capacity, and the network will be regulated to plan and
manage the grid to meet customer preferences. Unfortunately, to date, there has been no clear
consensus on the path forward.

*zwYaz¥Y nzx Yxd bzxiOv'Y nzx b aCwdixl jO¢Cz¥" kz¥ ¥Fkz¥w z¢ nzx;

The Distributed Energy Integration Program (, .6H) Access and Pricing Working Group (the T z¥unxl
4¥z0¢) and Work Package, was established in August 2019 to develop a suite of customer centred,
equitable, affordable and efficient access and pricing reform findings, to address the emerging challenges
and optimise opportunities for the benefit of all energy users. Including changes to rules within the
regulatory framework, non-rule change reforms and supporting initiatives.

! See AEMC, Economic Regulatory Framework Review, 2019.

D E | P Access and Pricing Package: Reform Package Outcomes Report Page 5



The bulk of the work was delivered through three workshops, which involved approximately 120
participants from governments, industry associations, market bodies and regulators, in addition to a
cross-section of energy-user representative groups.

A DEIP Access and Pricing Reference Group (the Kfkf¥Fxbf 4¥z0¢) consisting of 22 stakeholders from
industry, consumer groups, market bodies and regulators, and researchers, was formed to provide
ongoing advice to the Working Group.

Workshop 1 established user-centred design principles to guide the reform process. Workshop 2 set the
context including: identifying the specific problem this process aimed to address, reform objectives, and
potential reform options.

Cambridge Economic Policy Associates (*.H!) was engaged to develop network access and pricing reform
options (drawn from the outcomes from workshop 2) for workshop 3 participants, the Reference Group
and the Working Group to consider. Workshop 3 also considered non-rule change reforms.

*Fzxindfix 1 Yxd ¢¥nz¥nnjnx 1 ¥Fkz¥w z¢nzx;

The five options identified by CEPA (see summary in Figure 1) were reviewed and evaluated by workshop
participants and the Reference Group.

Figure 1. Summary of CEPA options

In summary, no option was considered perfect, nevertheless the workshop participants used the options
to consider plausible design elements and a transition pathway. Setting a minimum access standard
(Option 1) and enabling customers to obtain a level of firm access (Option 2) were respectively seen as
having the potential to adversely impact customer affordability and potentially create inequities in the
energy users rights to the shared network.

There was general consensus among stakeholders that the design elements of reform Option 3a was the
least regrets reform and should be considered as a first step in a transitional pathway to reform
distribution access and pricing arrangements.

The export charging element of option 3b (i.e. 3a + export charging) was seen as desirable. However,
stakeholders encouraged further consideration be given to how it is applied (i.e. locational vs. universal
and existing vs. new DER owners), whether its introduction should be coupled with rules to reward
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network benefits of exporting, and whether there is potential for distortion to the competitive neutrality
of different transmission and distribution generation pricing regimes.

CEPA’s full two-way pricing proposal (Option 4) was considered too complex and challenging to
implement. However, some form of two-way pricing was perceived as having the most benefits in meeting
the DEIP Access and Pricing reform objectives as it better reflects the nature of how the network is used,
and considers how to reward DER benefits.

The focus on the retailer in CEPA Option 5 (aggregated retail pricing) was seen as a positive that could lead
to greater simplicity for the customers and make a transition to cost reflective pricing easier. However,
there were some major concerns and this model was seen as too complex to implement without further
trials to explore the option further.

In addition to CEPA options, stakeholders gave further consideration and expressed a desire to see
mechanisms put in place for networks to recognise and provide rewards for the material benefits DER
services provide to networks (and potentially more broadly). Building on the principle of seeking a fair
outcome, the ability to equally recognise the costs and the benefits will likely further maximise the use of
DER in the grid, which in turn further decarbonises the grid and reduces customer bills.

In addition, consideration was given to existing reforms already underway and a desire to accelerate
existing reforms and adapt existing frameworks, without unnecessary duplication. Stakeholders
particularly noted the role which cost reflective prices could have toward more equitable and efficient
outcomes though greater network cost allocation to those contributing to the costs on the system (i.e.
during peak times) — causer pays principle. However it was also acknowledged that despite the progress of
cost reflective pricing at the network level, full price reform at the consumer level has proven to be
difficult to implement effectively. There was support for more concerted efforts to continue to progress
these reforms, whilst also acknowledging that additional work was required to continue to address
community concerns.

Given the timeframe to implement a rule change and the implications on jurisdictions framework, many
also highlighted that much could be done by industry and the AER through amendments to its guidelines
to further consider the role DER can play in managing and augmenting the network.

LOWwWY¥t zk knxdnx 1} Yxd xf° | "f¢]

The findings in this report reflect broad stakeholder support for CEPA’s option 3a and a desire to move
towards a model of two-way access and pricing that would enable customers to capture the multiple
value streams of DER to networks and the wholesale market as well as improve price efficiency (canvassed
in other CEPA models such as 3b, 4 and 5).

They also reflect what stakeholders considered to be important including rule changes to recognise and
reward consumers for the benefits their DER provides to the network, as well as non-rule change reforms
such as accelerating implementation of cost reflective consumption prices, and rolling out smart metering
and other complementary technologies.

The findings are intended to be used as guidance for governments, market bodies, regulators and industry
to consider when undertaking future distributed energy access and pricing reforms.

It is envisaged that further consultation is likely required on how these reform stages should be
implemented and how any impacts are to be addressed. For example, any rule changes submitted will
require further consideration and consultation by the AEMC.
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It should be noted that these findings are expected to complement and leverage existing consultations
underway, and should be considered within the context of the other reforms.

Collaboration has been key to the Access and Pricing Work Package and should continue through future
AEMC and AER processes — with priority given to consumer views and preferences.

The findings and actions embedded in this report are summarised from observations made by the
Working Group and are included in the table below. Further details are available in Chapter 5.

frable 1. Summary table of findings and actions
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362,624 Al Review the regulatory framework to update service definitions and classifications to acknowledge the
role of distribution networks as a platform to connect, manage and enable DER.

367,674 a: Introduce a requirement on distributors to optimise export capacity for system-wide net market

benefits, which would require changes to their planning obligations in the NER.

367,624 Al Create additional obligations and/or incentives for networks to provide hosting capacity to a level
valued by users and to maximise the net market benefits.

367,674 a: Consider enabling network export prices to send efficient price signals to retailers, other energy
service providers, and customers to allocate network hosting capacity costs associated with DER in an efficient,
affordable and equitable way.

37?7 ,6?74 Ai Further reflect the value of the services DER could provide to networks, such as in relation to reducing
peak demand or improving power quality. This can be connected to, or separate from, the procurement of specific
network support services by networks (e.g. load reduction at critical times).

367,674 g: Consider how access services, incentives, network planning, and pricing interact and complement one
another.

367,624 C: Greater regulatory flexibility would allow regulators and the energy sector to maintain a focus on
future options and enable continued innovation in access, pricing and operational solutions.

2 1'fe!

To progress the above findings:

O AEMC has initiated a study into the CEPA proposed financial incentive scheme under Options 3a and 3b
to test feasibility/practical implementation in response to stakeholder feedback (due June 2020). This
study is expected to identify data requirements to measure and implement a possible incentive scheme
and, therefore, the AER will closely engage in this study and consider possible changes to regulatory
information notices and benchmarking.

0 Members of the Working Group, TEC and ACOSS, propose to submit a rule change request to the AEMC
by June 2020, that reflects some of the findings discussed above.

0 AEMC to subsequently undertake a rule change process on the above distribution access and pricing
reforms within 6-9 months. Any amendments to the Rules should be implemented in time for the
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