4 October 2016

Energy Market Transformation Project Team
COAG Energy Council Secretariat
GPO Box 9839
Canberra 2601
Via email: energycouncil@environment.gov.au

Dear Energy Market Transformation Project Team

Consultation on Regulatory Implications for Stand-alone Energy Systems

1.

General Comments

AusNet Services is pleased to have the opportunity to make a submission in response to the
Energy Market Transformation Project Team’s consultation paper dated 19 August 2016, on
regulatory implications for stand-alone energy systems.
We recognise the interest from parts of the community in exploring various forms of localised
independence from the centralised energy supply system. The COAG Energy Council initiative
is timely, and its outcomes may lead to regulatory arrangements which facilitate implementation
where such options are efficient, and ensure appropriate customer protections associated with
this form of provision of essential electricity supply services.
The consultation paper identifies 4 scenarios through which stand-alone energy systems are or
could be deployed1. These are:


existing remote locations;



greenfield developments;



distributor led transition from the interconnected network; and



brownfield / community led transition from the interconnected network.

The consultation paper notes that in general, stand-alone systems are currently not captured
under the national frameworks2.
However, it is clear that a distributor led transition (DNSP model), as depicted in the
consultation paper, arises as a result of the Distribution Network Service Provider (DNSP)
responding to regulatory incentives and obligations. The identification of a stand-alone system
as a preferred investment would mean it has been assessed to be the most cost effective
investment that the DNSP would make to continue to provide the requisite level of network
service. Such an assessment means this decision is in the best interests of all customers
connected to the network. The assessment of options by the DNSP occurs in accordance with
the practice required by the National Electricity Rules (NER), for example, the NER require the
DNSP to provide a description of alternative options considered by the DNSP, with the
expectation that these may include options which are not ‘like for like’ asset replacement3.
For the other scenarios, there may be reasons in addition to pure economic efficiency that drive
interest in establishing a stand-alone energy system. For the brownfield / community led
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transition in particular, this choice has the potential to impact all electricity customers connected
to the regional network. Impacts for other customers could arise due to a reduced number of
customers contributing to the unavoidable costs of providing ‘interconnected network services’,
and potentially from the loss of ability to share the Distributed Energy Resources of the standalone precinct with the broader customer base. Put another way, a policy framework that is
designed to benefit customers that choose to disconnect from the central grid is likely to
increase costs for those that remain connected. Where there is a practical ‘interconnected’
solution the framework should require independent assessment and transparency on relative
economic efficiency compared with the stand-alone energy solution, to inform potential
participants in the arrangements.
Additionally, in a sector where customers are increasingly able to, and are encouraged toward,
exercising choice, the slow pace of achieving cost reflective network pricing is a significant
issue, potentially encouraging premature and inherently inefficient development of stand-alone
power systems. The Project Team’s considerations should include the implications of
distortionary network pricing in light of new technologies and potential for alternatives to grid
connected supply.

2.

Comments in Relation to the DNSP Model

AusNet Services has been giving consideration to the use of stand-alone energy systems to
achieve the objectives described in the consultation paper in association with the DNSP model.
This is both as a general consideration for efficient investment decision making, and in relation
to a current specific situation. This is in the context of an obligation to replace some overhead
lines with underground cable, as a fire risk mitigation measure. For certain fringe of grid
situations we believe a stand-alone energy system, in this case Remote Area Power Supplies
(RAPS) which serve individual customers, would provide a more cost effective solution than to
undertake the network asset replacement.
It is important to note that in this situation the RAPS solution benefits all customers assigned to
the tariff classes which rely on these assets, but would be an expensive option for the individual
customers to choose for themselves. This is because the customers access network tariffs
which are based on average costs to serve the customers in the class, whereas the asset
replacement requirement exposes the true cost to serve these customers. Even if more
granular geographic network pricing was introduced, for example at the zone substation level,
this effect would occur.
The service logically therefore remains a regulated service, and the assets / costs would need
to be included within the DNSPs revenue calculation. There are two issues to be resolved:
a. Currently, whilst the NER requires DNSPs to consider options, it does not contemplate
the implementation of a stand-alone solution. Principally this is a result of the NER
definition of ‘distribution services’ being linked to interconnected networks. This has
been identified by Western Power, which has submitted a Rule Change Request to
address this issue4.
b. The follow-on question is what market arrangements would apply in the event of
separation of a customer from the interconnected system (in relation to this scenario
specifically).
In our view, the benefits and protections enjoyed by the customer from being a customer of the
NEM should be preserved, and if these were to be removed due to separation from the
interconnected network this will be a significant barrier to the DNSP model.
We have accordingly given some thought as to the market arrangements that could be
implemented, and we conclude that this could be done in a way that would cause no disruption
to the customer’s supply arrangements. A market arrangement that may achieve the outcome
is described in the attachment. In summary, we envisage arrangements where:


the RAPS energy is metered as input to the market, with the generator revenue from
NEM settlement off-setting the costs of operating the RAPS;
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3.



The customer’s consumption would also be metered (this is identical to the generation)
and form the basis for retail billing. There would be no impact for the customer’s
choice of retailer, nor changed risk for their retailer; and



The DNSP’s obligations in respect of these customers would not change, e.g. STPIS
and GSLs would continue to apply.

Concluding Remarks

In AusNet Services view, the DNSP model is one which is likely to identify early clear examples
of stand-alone energy systems being economically beneficial. Ensuring this approach is
supported by the national electricity framework should be a priority of the COAG Energy
Council.
AusNet Services is a member of the ENA, and supports the responses submitted by the ENA to
the questions posed by the project team in the consultation paper.
We would welcome the opportunity to meet with COAG EC officials, the transformation team etc
to discuss the implementation of the DNSP option and regulatory arrangements to support this.

Yours sincerely,

Kelvin Gebert
Regulatory Frameworks Manager
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Attachment – market model option
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