Australian Energy Market Commission

DRAFT REPORT

UPDATING THE REGULATORY
FRAMEWORKS FOR EMBEDDED
NETWORKS

31 JANUARY 2019

O

AEMC

REVIEW|



Australian Energy
Market Commission

Draft report
Updating the regulatory frameworks for embedded
networks

INQUIRIES

Australian Energy Market Commission
PO Box A2449

Sydney South NSW 1235

E aemc@aemc.gov.au
T (02) 8296 7800
F (02) 8296 7899

Reference: EMO0036

CITATION
AEMC, Updating the regulatory frameworks for embedded networks, Draft report, 31 January
2019

ABOUT THE AEMC

The AEMC reports to the Council of Australian Governments (COAG) through the COAG Energy
Council. We have two functions. We make and amend the national electricity, gas and energy
retail rules and conduct independent reviews for the COAG Energy Council.

This work is copyright. The Copyright Act 1968 permits fair dealing for study, research, news
reporting, criticism and review. Selected passages, tables or diagrams may be reproduced for
such purposes provided acknowledgement of the source is included.



Australian Energy Draft report
Market Commission Updating the regulatory frameworks for embedded
networks

SUMMARY

1 The Australian Energy Market Commission (AEMC or the Commission) is developing a new
regulatory framework for embedded electricity networks.

2 The Commission has previously found that the current regulatory arrangements for
embedded electricity networks are no longer fit for purpose, resulting in some customers not
being able to access competitive prices or important consumer protections. There are also
insufficient monitoring and enforcement powers, leading to a lack of clarity that embedded
network operators are meeting their obligations as suppliers of an essential service. While
some embedded networks are providing benefits to energy consumers that they may not
receive in a standard supply arrangement, often they do not.

3 In this report, the Commission presents a draft package of law and rule changes that will
apply to new embedded networks to address these issues. The new framework will elevate
new embedded electricity networks into the national regulatory regime under the National
Electricity Law (NEL), National Energy Retail Law (NERL), National Electricity Rules (NER) and
National Energy Retail Rules (NERR). Proposed drafting amendments for the NER and NERR,
and drafting instructions for the NEL and NERL, have been published to accompany this
report.

4 The new regime will improve consumer protections and access to retail market competition
for embedded network customers by extending many of the arrangements for grid-supplied
customers to embedded networks. The Commission’s view is that consumer protections
should be driven by the needs of customers and not the business model of suppliers.

5 Stakeholder feedback on the proposed framework is welcome, prior to the Commission
finalising its recommended changes and providing them to the COAG Energy Council in mid-
2019 for its endorsement. The report also deals with some residual matters, including the
extent to which the new arrangements should be applied to existing embedded networks,
that will be subject to further consideration and stakeholder consultation prior to the
Commission finalising its advice to the COAG Energy Council.

6 The proposed framework will not be implemented until the COAG Energy Council has
redrafted electricity and energy retail laws based on the AEMC's proposed law change
descriptions, and submitted these to South Australian Parliament to make. The proposed
changes to electricity and energy retail rules will then be able to be made. Following the
enactment of this package of law and rule changes, jurisdictions may also need to make
amendments to jurisdictional instruments and AEMO and the AER will require a transitional
period to consult on and update relevant procedures and guidelines. These additional
processes are likely to take at least twelve to eighteen months following the AEMC submitting
its final advice to the COAG Energy Council.

Background

7 The National Electricity Law requires that an entity which owns, controls or operates a
transmission or distribution system register with Australian Energy Market Operator (AEMO)
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unless exempted by the Australian Energy Regulator (AER) from doing so. Similarly, the
National Energy Retail Law requires that a person must be authorised to sell energy to a
person for premises unless exempted by the AER from obtaining an authorisation.

Embedded networks are private electricity networks — that is, they are owned and operated
by parties that have been exempted from the requirement to register with AEMO — which
serve multiple customers and are connected to another distribution or transmission system
through a parent connection point.

Generally, the exempt network service provider also purchases electricity at the parent
connection point and on-sells it to customers at child connection points within the embedded
network. Such sales are referred to as being ‘off-market’, in that they are not conducted
through the National Electricity Market (NEM). On-selling entities must hold a retailer
authorisation from the AER or be exempted by the AER from having to hold a retailer
authorisation.

Common examples of embedded networks include shopping centres, retirement villages,
apartment complexes and caravan parks. Embedded networks may occur as new
developments or as retrofits of existing buildings. In addition, they may — but at present
usually do not — include distributed energy resources such as solar photovoltaic (PV) panels,
battery storage, or diesel generators within them.

In recent years, there has been significant increase in the number and scale of embedded
networks, with the residential apartment market being the primary driver of this growth.

This reflects a shift towards higher-density living, together with the evolution of a ‘business
model’ associated with installing and operating embedded networks. While there continue to
be large numbers of ‘traditional’ embedded network operators such as caravan parks and
retirement villages, in recent years new types of businesses have emerged that fund and
supply the metering and other electrical infrastructure in apartment complexes. In return,
these businesses may receive lengthy contracts to provide power to the whole building and
effectively become a monopoly retailer to occupants. Many such businesses also provide
other bundled services, including hot water, chilled water for air conditioning, gas for cooking
and telecommunications.

There are currently over 4,000 embedded electricity networks that have been registered as
being exempt from registering as a Network Service Provider. The number of networks that
are deemed to be exempt from registering as a Network Service Provider are unknown given
they are not required to be registered with the AER. In late 2017, the Commission estimated
there could be over 200, 000 embedded network customers. However, stakeholders have
recently suggested that the current amount could be significantly higher than this — perhaps
in excess of half a million customers.

The regulatory frameworks for exempting networks from registration and retailers from
authorisation were developed to address limited risks associated with a limited set of
activities where the sale and supply of electricity was not an entity’s core business in
developments such as caravan parks, shopping centres, office buildings and apartments. .
Thousands of embedded networks have now been exempted, even where these are being
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run as a core business by specialised operators, leading to concerns regarding the
appropriateness of the exemption frameworks.

Problems with the current regulation of embedded networks

In December 2016, the Commission was requested by the COAG Energy Council to undertake
a review of the regulatory arrangements for embedded networks. In doing so, we were asked
to determine whether the current arrangements remain appropriate, to identify and assess
any issues arising and to outline potential solutions to any identified problems.

The final report for the review was published in December 2017. In it the Commission set out
its finding that the exemption framework is no longer fit for purpose in the face of the growth
in the number and scope of embedded networks. The current framework does not strike an
appropriate balance between innovation, consumer protection and facilitating consumer
access to retail market competition.

In particular, the Commission found significant practical barriers to customers in embedded
networks accessing retail market competition, despite earlier regulatory reforms that sought
to put in place arrangements to allow for this. Currently, customers of exempt on-sellers in
embedded networks are not included in AEMO’s retail market systems, and so competing
NEM retailers are unable to quote, transfer and bill customers using standard market
processes. Bespoke embedded network tariffs and billing arrangements also require NEM
retailers to adapt product offerings and operate manual processes to manage transactions
with embedded network customers. These issues mean that, in practice, embedded network
customers have limited ability to change supplier if they are unhappy with the price they are
paying or the level of service they are receiving.

While embedded network customers do benefit from some consumer protections imposed by
the AER as conditions of exempting embedded network operators from registering as a
network service provider and being authorised as a retailer, these consumer protections are
more limited than those applicable for standard supply arrangement customers. Consumer
protection gaps exist in areas such as de-energisation and re-energisation obligations,
obligations to provide connection services, life support arrangements, information provision
and retailer of last resort arrangements. There are no reliability standards or guaranteed
service level payments for outages that apply to customers in embedded networks, as well as
gaps in safety obligations in some jurisdictions. It is also more difficult for embedded network
customers in some jurisdictions to access concessions and ombudsmen schemes.

Finally, the current exemption frameworks suffer from an inadequate compliance and
monitoring regime, in that the AER does not place reporting requirements on exempt parties
and therefore has no visibility over their compliance with exemption conditions. There are
also limited enforcement options available to the AER.

These issues can further be exacerbated by the complexity of some business models, which
can involve owners corporations, embedded network operators, billing agents, exempt sellers
and authorised retailers. There are instances, for example, where authorised retailers
undertake selling activities in embedded networks where a retail exemption is in place, and
this makes it difficult for the AER and ombudsmen to determine which parties are responsible
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for the supply and sale of energy, and which obligations apply to them.

Fundamentally, the Commission has concluded that consumer protections should be driven
by the needs of consumers, rather than the business model of the supplier. In any event, the
provision of embedded network and retail services is increasingly being performed by entities
for which this is their core business.

Recommendations made in the 2017 Review of regulatory arrangements for embedded
networks

Given the above findings, in the 2017 Review the Commission recommended changes to the
regulatory framework for embedded networks to address the identified issues. The proposed
package of changes included:

e improving consumer access to retail market competition in legacy and new embedded
networks, by capturing all embedded network customers in AEMO’s market systems and
by standardising network billing arrangements between embedded networks and NEM
retailers

» elevating new embedded networks into the national regulatory frameworks, including
through the registration of embedded network service providers (ENSPs), the
authorisation of on-selling retailers and the extension of standard NEM metering
arrangements to embedded networks

» narrowing the network service provider and selling exemption frameworks for new
embedded networks to apply only to circumstances where the costs of registration as an
ENSP and retail authorisation would outweigh the benefits to consumers and where the
need for regulatory oversight is low

« enhancing consumer protections in legacy and new embedded networks through
improving the AER’s ability to monitor and enforce exemption conditions, addressing gaps
in the NERL and NERR for embedded network customers supplied by an authorised
retailer and improving the information provided to consumers entering embedded
networks or involved in the conversion of a property to an embedded network.

In the 2017 review's final report, the Commission noted that it intended to commence work

on developing detailed advice on implementing the proposed recommendations set out in

that report, unless advised otherwise by the COAG Energy Council by July 2018. The COAG

Energy Council subsequently noted its support for the Commission undertaking this work.!

Approach

On 30 August 2018, the Commission published terms of reference for providing detailed
advice on updating the regulatory frameworks for embedded networks.

The purpose of the review is to provide advice to the COAG Energy Council on the detailed
amendments to the regulatory framework that are required to implement the
recommendations made by the Commission in the 2017 Review of regulatory arrangements

1 COAG Energy Council, Terms of Reference - Review of changes required to the national electricity framework for stand-alone
power systems, July 2018, p. 5.

[ v
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for embedded networks.

The recommendations will collectively establish a new regulatory framework for embedded
networks and, through the review, the Commission is developing a package of changes to
the NEL, NERL, NER, NERR and any other relevant regulatory instruments required to give
effect to this new framework.

In addition to developing the package of framework changes, the Commission will provide
advice to the COAG Energy Council on the appropriate pathway for implementation of the
changes.

The Commission is closely coordinating the review with its work on stand-alone power
systems. On 23 August 2018, the COAG Energy Council requested that the AEMC undertake a
review of the regulatory arrangements for stand-alone power systems. Stand-alone power
systems are electricity arrangements that are not physically connected to the national grid.
The two reviews are considering similar, potentially linked policy and legal issues, particularly
in relation to consumer protections. Both reviews are likely to result in recommendations for
changes to national energy laws, and the COAG Energy Council may subsequently decide to
progress these as a single legislative package.

Purpose of this report

This report presents and explains the Commission’s draft package of changes to give effect to
the recommendations of the 2017 Review. At this stage, the package of changes presented
focuses primarily on the arrangements that would apply for new embedded networks
established after the introduction of the new regime.

Some amendments are also proposed for legacy embedded networks. These amendments
have the objective of improving consumer protections and retail market competition in
existing embedded networks. The Commission has also invited stakeholders to comment on
the potential transition of some legacy embedded networks to the proposed new framework
and plans to undertake further consultation on this prior to publishing a final report.

Alongside the report, the Commission has published:

« rules drafting for recommended changes to the NER and NERR
« drafting instructions for the recommended changes to the NEL and NERL.

This is the first formal document for consultation published for this review. Given that the
purpose of the review is to implement recommendations previously developed in the 2017
Review, the Commission considered that the most productive stage at which to consult
formally would be following the development of a draft package of law change descriptions
and rule changes.

However, in developing the draft package, the Commission has undertaken informal
consultation with a wide range of stakeholders, including AEMO, the AER, consumer groups
and ombudsmen, embedded network operators and state, territory and commonwealth
officials.

The Commission also held a stakeholder workshop in Sydney on 23 October 2018, which was

| %
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attended by more than 70 stakeholders in person and around 30 by webinar. At the
workshop, Commission staff gave a summary of the findings of the 2017 Review and the new
regulatory framework under development, and roundtable discussions were held on a
selection of issues.

Overview of the proposed framework

Electricity is an essential service and as set out above the Commission recommended in its
2017 review that customers in embedded network should have the equivalent consumer
protections as standard supply customers. As suppliers of an essential service, the
Commission recommended the registration of embedded network service providers (ENSPs)
and the authorisation of on-selling retailers so that customers could be provided the same
protections, access to retail market competition and regulatory oversight as standard supply
customers.

The package of proposed changes which are necessary to achieve this is inevitably detailed
given the complex nature of embedded network arrangements. The proposed changes
impose additional regulatory obligations on embedded network businesses which may
increase the costs of operating for some of these businesses. However, the Commission is of
the view that these costs will be outweighed by the benefits to consumers from
improvements in consumer protections in embedded networks and access to retail market
competition. Furthermore, while the costs to embedded network businesses may increase,
prices for embedded network customers may come down due to these embedded networks
businesses having to compete with other retailers to keep their customers.

The proposed framework facilitates the establishment of embedded networks where it is
efficient to do so without compromising consumer protections or access to retail market
competition. Implementing the proposed framework may therefore alter the incentives for
establishing an embedded network depending on the nature of the entity wishing to provide
the service, the type of development and the number and types of customers.

It is likely that small entities, such as a single owners’ corporation, will find it costly to
become registered and authorised and to comply with the proposed framework. The
Commission anticipates that the developers and owners of embedded networks will instead
appoint a third party service provider that has the necessary registration and authorisation.
This is similar to what already happens now in many smaller embedded networks where
many activities are performed by third party billing agents and other service providers, except
that those service providers are currently unregulated. Smaller developments, such as a set
of townhouses, may also find the cost of connecting premises directly to the LNSP’s network
may be more cost effective than establishing embedded network arrangements.

As is the case now, authorisation as a retailer will only be required where there is a ‘sale of
energy’. As such, the proposed framework does not capture a number of other arrangements
such as where the rent that is charged for a premise includes the provision of electricity, for
example. This means that smaller businesses which continue to provide electricity incidentally
to another service may continue to do so unaffected.
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The proposed framework is designed to strike a balance in order to provide important
consumer protections without placing undue costs on owners and operators of embedded
networks. Larger operators are of a scale similar to retailers in the NEM, and it is appropriate
that they bear costs in the same way. Some smaller operators, for instance caravan parks,
may still be exempt if they are only supplying temporary customers or are not considered to
be undertaking the sale of energy. Where smaller entities would be selling energy to
permanent customers, they may be able to minimise the costs associated with operating an
embedded network by outsourcing this or avoid these costs entirely by not establishing an
embedded network in the first place.

This report presents and explains the Commission’s draft package of changes to implement
the new regulatory framework for embedded networks. The proposed changes are discussed
in the following themes:

« registration and exemption

» market and system integration

» network billing

» connection and network charging

« consumer protections in the NERL and NERR
« monitoring and compliance.

The report also highlights areas of jurisdictional regulation that jurisdictional governments
and regulators may need to give consideration to as part of the implementation of the new
framework.

Registration and exemption

The proposed framework would significantly reduce the number of parties eligible for
network service provider and retail exemptions as compared to today. Instead, two new roles
would be created:

+ Embedded Network Service Providers (ENSPs), which will be required to register with
AEMO and will be subject to many of the existing regulatory requirements placed on
Distribution Network Service Providers (DNSPs), and

« Off-market retailers, which will be required to obtain an authorisation from the AER, and
will be subject to most requirements that existing authorised retailers are subject to.

The number of exemptions will be further reduced by clarifying the definition of the term
‘distribution system’ such that a number of network activities currently subject to deemed
exemptions under AER guidelines would no longer be considered to be a network activity for
the purpose of the NER.

The registration of ENSPs and authorisation of off-market retailers will result in benefits to
consumers by allowing obligations relating to consumer protections and retail market
competition to be placed directly on these parties, and for improved enforcement of this
obligations by the AER. For those exemptions that are retained, transparency would be
enhanced by requiring all exempt parties to register with the AER. The following table

[ vii
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illustrates the proposed treatment of a number of common types of embedded network.

Figure 1:  Proposed treatment of common embedded network types under the proposed
framework

Short term holiday
accommodation

Deemed exempt Registered exempt

Electric vehicle

charging stations Deemed exempt Registered exempt

Registered network
Deemed exempt service provider and
retailer

Small commercial and
residential complexes

Registered network
Registered exempt service provider and
retailer

Large commercial and
residential complexes

Registered network
Retirement villages Registered exempt service provider and
retailer

Long term holiday Registered rk

accommodation Registered exempt service provider and
retailer
Registered network
Shopping malls Registered exempt service provider and

retailer

Note: The listed activities refer to both energy supply and sale activities and are derived from current AER exemption classes.

Market and system integration

46 Integrating embedded networks into the NEM by extending the application of the NER
metering framework is key to providing customers in embedded networks improved access to
retail market competition and important consumer protections relating to metering data.

47 Under the new framework:

| viii
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« Off-market retailers will be responsible for appointing a metering coordinator at their off-
market child connection points, in the same way that retailers in the rest of the NEM
appoint metering coordinators following the introduction of new metering arrangements
in December 2017.

« ENSPs will be responsible for registering all child connection points with AEMO and
maintaining information in AEMO’s systems.

These arrangements will mean that metering in embedded networks is consistent with that in
the rest of the NEM and will also allow off-market child connection points to be ‘discoverable’,
removing a key barrier to retail competition for embedded network customers.

Network billing

Another important change to support retail competition is the introduction of standardised
billing arrangements for the recovery of external network charges from embedded network
customers who choose to go ‘on-market’ with an alternative retailer. These retailers
purchase electricity directly from the National Electricity Market and sell this to the embedded
network customer, rather than on-sell electricity bought at the connection point of the
embedded network to the LNSP’s distribution network. Where embedded network customers
go ‘on-market’ like this, the external network charges are still paid by exempt embedded
network service provider at the connection point to the LNSP’s distribution network.

At the moment, bespoke embedded network tariffs and embedded network billing
arrangements that require retailers to operate manual processes to manage transactions with
large numbers of exempt network service providers represent major practical impediments to
consumers accessing retail market competition and being able to choose a market offer with
an alternative retailer outside the embedded network.

To resolve these issues, the new framework provides for ENSPs registered under the new
framework and existing exempt ENSPs to:

« set network charges at a level no greater than the amount that the customer would have
paid had it been directly connected to the LNSP’s distribution network to which the
embedded network is connected (the ‘shadow price”)

» use standardised processes and data formats to bill retailers these charges for on-market
customers.

The proposed network billing arrangements do no apply to the arrangements between ENSPs
and off-market retailers in embedded networks.

Network regulation and connection

As suppliers of an essential service, the Commission considers it appropriate for ENSPs to
have obligations to connect new customers and to make requested alterations to existing
connections within the embedded network. While the connection of new customers in an
area served by an embedded network might be a relatively rare occurrence, in many cases it
would likely be impractical for such customers to instead seek connection to the local DNSP’s
network, making the ENSP a monopoly provider. In addition, customers in existing embedded
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networks frequently report problems with the standard of their connections and difficulties in
agreeing alterations.

Consequently, the new framework places obligations on ENSPs to provide customer
connection services under the NERL and Chapter 5A of the NER in a similar manner to
DNSPs. However, unlike for DNSPs, it is proposed that a single connection policy covering all
ENSPs will be established by the AER.

While it is not proposed that the connection charges levied by ENSPs be directly regulated by
the AER (as would be the case for DNSPs), there will be obligations in place that require such
charges to be reasonable and provisions that allow any disputes raised in this regard to be
resolved by the AER.

Consumer protections in the NERL and NERR

Under the proposed framework, customers in new embedded networks which are registered
with AEMO will be retail customers, supplied by either an authorised on-market NEM retailer
or an authorised off-market retailer. This will enable consumer protections for embedded
network customers to be closely aligned with those of standard supply customers under the
NERL and NERR. While the creation of the separate class of authorised off-market retailer
would allow the application of a reduced set of consumer protections, the Commission has
concluded that almost all the existing consumer protections under the NERL and NERR
should apply.

However, a number of minor amendments are required to the NERL and NERR to
accommodate the broader relationships present in embedded networks. These include
retailer and distributor interruptions and life support arrangements, which will require the
involvement and coordination of multiple network service providers and retailers.

The Commission also proposes the establishment of a modified set of Retailer of Last Resort
(RoLR) arrangements for embedded networks, where the retailer at the parent connection
point would become the RoLR in the event of the failure of an off-market retailer. As well as
providing continuity of supply to embedded network customers, this will provide some
measure of protection to parent retailers in that they would then be able to recover costs
from customers at child connection points directly.

Monitoring and compliance

Under the proposed framework, there will be increased regulatory oversight of parties
providing services in embedded networks.

ENSPs will be treated as a type of registered participant under the NEL and the NERL, and
required to comply with applicable provisions in the rules. This includes being subject to the
AER’s monitoring, investigation, and conduct powers, general information gathering powers
and AER reporting requirements.

The proposed framework will require the majority of entities that would previously have been
eligible for an exemption to register under the NERL and NEL as off-market retailers, and
generally become subject to the provisions applicable to NEM retailers. This includes being

| X
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subject to the NERL compliance framework applicable to NEM retailers.

The Commission has also proposed measures to strengthen the compliance framework for
existing and future exempt network service providers and exempt sellers, which will be
important to improving outcomes for customers in legacy embedded networks. Exempt
sellers will become subject to compliance audit provisions whilst exempt network service
providers will be subject to general information gathering powers. Any breaches of exemption
conditions will be enforceable by the AER as part of its monitoring, investigation and
enforcement procedures with breaches of those exemption conditions or network exemptions
enforceable under the law.

Jurisdictional regulations

To provide a complete set of consumer protection and safety regulations to consumers in
embedded networks, there are state and territory functions that need to be considered.
These include:

« access to state and territory concessions and rebates

« access to independent dispute resolution for both distribution and retail services
« retail price controls

« network reliability protections, including guaranteed service level (GSL) schemes
« other GSL payments

» safety requirements and monitoring regimes

« technical regulation, such as equipment and performance standards.

The Commission’s initial analysis suggests that many of these types of jurisdictional
regulation will apply automatically for retail activities under the new regulatory framework,
given that off-market retailers will be subject to authorisation under the new framework.
However, the situation is more complex for network activities, as jurisdictional obligations on
networks are usually put in place through jurisdictional licensing schemes rather than as a
consequence of network service provider registration with AEMO. This is something that
jurisdictional governments and regulators may need to give consideration to as part of the
implementation of the new framework.

Given the importance of network reliability in particular, the Commission has given
consideration as to how jurisdictional frameworks might be amended to extend protections
for existing DNSP customers to those of ENSPs. This would involve amending existing
jurisdictional regulations for DNSPs in order to capture customers at child connection points,
as opposed to treating parent connection points as only being single customers, and
extending GSL schemes to cover ENSPs.

Legacy embedded networks

As noted, the report discusses the Commission’s analysis and policy positions primarily in
relation to new embedded networks. However, given the large number of customers in
existing embedded networks, the Commission considers it is possible there may be benefits
in requiring certain existing exempt network service providers and exempt sellers to transition

[ xi
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to the updated framework. In practice, for existing networks with large numbers of
customers, there may be little difference in the obligations that would apply, and transitioning
these network service providers to the new framework would streamline the regulatory
arrangements.

Consequently, the Commission is keen to receive feedback from stakeholders on:

« the costs and benefits of transitioning legacy embedded networks to the new framework

« appropriate criteria for determining which legacy embedded networks should transition to
the new framework

« potential impediments to legacy embedded networks transitioning to the new framework
» the appropriate timeframes for transitioning legacy embedded networks.

Next Steps
Written submissions from stakeholders commenting on the draft package of framework
changes presented in this report are due by 14 March 2019.

In the next stage of the review, and leading up to the publication of the final report for the
review in May 2019, the Commission will consider and engage further with stakeholders on
legacy embedded networks, together with the following additional issues:

« price protections in legacy embedded networks in which it is not possible to introduce
effective retail competition

« the areas of jurisdictional regulation noted above that will require further consideration as
part of the implementation process

« the extent to which there may be benefits in developing a national framework for gas
embedded networks, and what such a framework should cover.

Further information regarding this work will be provided in early 2019.

| xii
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1 INTRODUCTION

This chapter outlines the following:

« the purpose of the review

« current related work being undertaken by the AEMC
« stakeholder consultation activities to date

« next steps for stakeholders

« the structure of this report.

1.1 Purpose of the review

The Australian Energy Market Commission (AEMC or Commission) published terms of
reference for a review into Updating the regulatory frameworks for embedded networks on
30 August 2018.

The purpose of the review is to advise on the detailed amendments to the regulatory
framework that are required to implement the recommendations made by the Commission in
November 2017 in the Review of regulatory arrangements for embedded networks (2017
Review).

In the 2017 Review, prompted by the significant uptake of embedded networks in recent
years, the broadening scope and size of embedded networks and concerns in relation to
varying consumer experiences, the Commission assessed the current regulatory
arrangements that apply to embedded networks and found that they are no longer fit for
purpose. To address the identified issues, the Commission recommended a new regulatory
approach for embedded networks.?

The scope of the package of changes to be developed includes:

» improving consumer access to retail market competition in legacy and new embedded
networks

« elevating new embedded networks into the national regulatory frameworks, including
through the registration of most embedded network service providers (ENSPs) and the
authorisation of off-market retailers

« improving consumer protections in legacy and new embedded networks by addressing
regulatory gaps for customers in embedded networks and improved information
provision, and better monitoring and enforcement.

In the final report for the 2017 Review, the Commission noted that it would commence work
on developing detailed advice on implementing the proposed framework set out in that
report, unless advised otherwise by the COAG Energy Council by July 2018. The Council
advised that it supported the Commission commencing this work in mid-2018, in order to

2 AEMC, Review of regulatory arrangements for embedded networks, final report, 28 November 2017, p. v.
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advise the Council on changes to the law and rules to implement the Commission’s
recommendations in the final report of the 2017 Review.?

In addition to developing the package of framework changes, the Commission will provide
advice on the appropriate pathway for implementation of the changes, including the need for,
and governance of, any potential dedicated implementation program and how rule changes
should be progressed.

Purpose of this draft report

This draft report presents and explains the Commission’s draft package of changes to the
national regulatory frameworks to implement the new approach for embedded networks
previously recommended by the Commission. At this stage, the package of changes
presented focuses primarily on the arrangements that would apply for new embedded
networks established following the introduction of the new regime.

Alongside the report, the Commission has published:

« rules drafting for recommended changes to the National Electricity Rules (NER) and
National Energy Retail Rules (NERR)

« drafting instructions for recommended changes to the National Electricity Law (NEL) and
National Energy Retail Law (NERL).

Although the updated framework primarily applies to newly established embedded networks,
the proposed amendments to the NER include additional obligations on exempt network
service providers in relation to the registration of off-market connection points in the
Australian Energy Market Operator’s (AEMO) systems and network billing and payment
arrangements. These amendments aim to improve retail market competition in legacy
embedded networks.* The proposed framework also permits legacy exempt network service
providers and exempt sellers to choose to transition to the updated framework by making it
simpler to surrender an exemption.

Related work

The Commission is undertaking this review alongside a number of related projects, as
discussed below.

Review of the regulatory frameworks for stand-alone power systems

The COAG Energy Council has directed the AEMC to provide advice on required changes to
the electricity regulatory framework, as set out in the NEL and NERL and associated rules and
subordinate instruments, to allow for the use of stand-alone power systems (SAPS) where
this would be economically efficient, while maintaining appropriate consumer protections and
service standards.

3 COAG Energy Council, Terms of Reference - Review of changes required to the national electricity framework for stand-alone
power systems, July 2018, p. 5.

4  These changes are proposed to apply in those legacy embedded networks that have introduced an embedded network manager
as part of the National Electricity Amendment (Embedded Networks) Rule 2015.

| 2



Australian Energy
Market Commission

Draft report
Updating the regulatory frameworks for embedded
networks

The Commission is closely coordinating and considering linked policy and legal issues
between the SAPS and the embedded networks work streams. The COAG Energy Council has
recommended the two work streams are coordinated to ensure strategic overview, efficiency
and consistency, as the regulatory issues are similar for both reviews.

There are a number of synergies between the issues for customers in embedded networks
and customers of SAPS, particularly with regard to consumer protections. The Commission
has therefore progressed the development of these two frameworks concurrently and has
published a draft report for the Review of the regulatory framework for stand-alone power
systems on 18 December 2018. The final reports for both reviews are due to be published by
31 May 2019.°

2019 Retail Energy Competition Review

In its 2018 Retail Energy Competition Review, the Commission made a recommendation that,
taking into account any voluntary codes developed, the AEMC should assess whether
changes to the National Energy Consumer Framework (NECF) are required to protect
consumers receiving services and products from new energy service providers.®

The NECF was originally developed with the view that all consumers would be supplied
through the interconnected electricity system, supported by a retail contract. Many products
and services, such as solar and battery systems, are now provided by different entities,
leading to an increasingly complex set of consumer relationships.

Moreover, some energy sales are not being defined and treated as such. For example, the
cooling or heating of water using electricity or gas is being sold as ‘bulk hot water’ and often
measured in units of water volume without standardised conversion in most jurisdictions.”
This has caused uncertainty as to which regulatory frameworks to apply, in addition to
difficulties for vulnerable customers in accessing energy rebates.

Consumer protection mechanisms that exist under the NECF and Australian Competition Law
(ACL) apply in different ways for consumers who invest in solar and battery products. This
can lead to some confusion for consumers when trying to resolve complaints relating to these
products.

The 2019 Retail Energy Competition Review’s assessment as to whether changes to the NECF
are required will take into account the findings of the Review of the regulatory framework for
stand-alone power systems and this review into Updating the regulatory framework for
embedded networks.

5  The terms of reference for the Review of the regulatory framework for stand-alone power systems set out two priority areas of
work. The draft report referred to here focuses on Priority 1, which is to develop a national framework to facilitate the transition
of grid-connected customers to SAPS supply provided by the current distribution network service provider, as well as a
mechanism for the transition of grid-connected customers to third party SAPS supply. Priority 2 is to develop a national
framework for SAPS that are provided by parties other than distribution network service providers. Consultation on Priority 2 will
commence in early 2019.

6  AEMC, 2018 Retail Energy Competition Review, final report, 15 June 2018, p. 134.

7 Bulk hot water service generally refers to the individual distribution of water that is centrally heated or cooled in common
systems.
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Stakeholder consultation

This is the first formal document for consultation published for this review. Given that the
purpose of the review is to implement recommendations previously developed in the 2017
Review, the Commission considered that the most productive stage at which to consult
formally would be following the development of a draft package of law change descriptions
and rule changes.

In developing the draft package, the Commission has undertaken informal consultation with a
wide a range of stakeholders, including:

« collaboration with the Australian Energy Regulator (AER) and AEMO on the most
appropriate means of implementing the recommendations

« consultation with Energy Consumers Australia, other consumer groups and ombudsmen
seeking feedback and input

« consultation with state, territory and commonwealth officials, including jurisdictional
ombudsmen

« consultation with other stakeholders, including embedded network operators, caravan
parks associations, shopping centre representatives, property developers, universities,
retailers, distribution network service providers and consumer groups.

The Commission also held a workshop in Sydney on 23 October 2018. At the workshop,
Commission staff gave a summary of the findings of the 2017 Review and the new regulatory
framework under development. Engagement with participants at the workshop included
roundtable discussions on a selection of issues with all stakeholder representatives.®

Next steps

The AEMC invites stakeholders to provide their views on the draft regulatory framework that
is presented in this report and set out in the attached draft package of law change
descriptions and rule changes. Submissions are due by 14 March 2019.

During the next stage of the review, the Commission will progress a number of issues not
addressed in this report: transitioning legacy embedded networks to the new framework, gas
embedded networks, interfaces with jurisdictional arrangements and implementation issues.
These are discussed in further detail in chapter 8 of this report. The Commission will also
need to undertake further work on a number of technical issues related to Chapters 4 and 5
of the NER.

The Commission plans to publish a final report for the review by 31 May 2019.

Structure of this report
The remainder of this report is structured as follows:

8  Arecording of the webcast and the slides from the workshop are available on the AEMC's website, see:
https://www.aemc.gov.au/market-reviews-advice/updating-regulatory-frameworks-embedded-networks.
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Chapter 2 provides context to the review, sets out the Commission’s approach and gives
an overview of the findings of the 2017 Review

Chapter 3 presents an overview of the recommended network and seller registration and
exemption regimes

Chapter 4 sets out the Commission’s recommendations for market integration of
embedded networks, including the proposed metering framework

Chapter 5 focuses on network billing arrangements for on-market customers

Chapter 6 explains the Commission’s recommendations on network regulation, including
the establishment of a connection framework, the approach to connection charging and
shadow pricing

Chapter 7 explains the Commission’s recommendations for updating consumer
protections and introducing embedded networks into the NECF arrangements

Chapter 8 outlines the next steps that result from the Commission’s recommendations,
including the approach to transitioning legacy embedded networks to the new
framework, gas embedded networks, in addition to jurisdictional and implementation
issues

Appendices: Appendix A and B provide a detailed overview of the roles and
responsibilities of the newly created concepts of the Embedded Network Service Provider
(ENSP) and off-market retailer, Appendix C outlines jurisdictional arrangements and
Appendix D looks into reliability and jurisdictional guaranteed service levels.
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CONTEXT FOR THE CURRENT REVIEW

In the 2017 Review, the Commission found that the current regulatory framework for
embedded networks is no longer fit for purpose in the face of the growth in number and
scope of embedded networks. This current review is a culmination of previous work
undertaken by the Commission, and has been initiated to provide the COAG Energy Council
advice on implementing a new regulatory approach to embedded networks.

This chapter sets out:

what an embedded network is in the context of the national electricity market (NEM) and
how supply arrangements to customers in embedded networks differ from standard
supply customers

the information and data available on the numbers, scale and growth of embedded
networks

an overview of the exemptions framework administered by the AER and under which
embedded networks are regulated

analysis on the incentives driving the evolution of embedded networks
a summary of the Commission’s findings and recommendations from the 2017 Review.

Box 1 lists the key terms that are used in this report in reference to the current and proposed
embedded network regulatory frameworks.®

BOX 1: KEY TERMS USED IN THIS REPORT
Network related terms

Embedded network: The NER defines an embedded network as a distribution system,
connected at a parent connection point to either a distribution system or transmission
system that forms part of the national grid, and which is owned, controlled or operated by a
person who is not a regulated network service provider.

Legacy embedded networks: Embedded networks established under the existing
regulatory framework, which are operated by exempt network service providers.

Network service provider: Chapter 2 of the NER defines a network service provider as a
person who engages in the activity of owning, controlling or operating a transmission or
distribution system and who is registered by AEMO as a network service provider. Under the
proposed framework, network service provider includes regulated network service
providers and embedded network service providers.

Local network service provider: The NER defines a local network service provider (LNSP)
as a network service provider to which a respective geographical area has been allocated by

9

The current regulatory framework for embedded networks refers to the current provisions relating to embedded networks in the
NEL, NER, NERL and NERR. The proposed framework refers to the recommendations in the 2017 Review and this report, as set
out in the attached proposed NER and NERR rules and drafting instructions for NEL and NERL changes.

| 6
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the authority responsible for administering the jurisdictional electricity legislation in the
relevant participating jurisdiction. A LNSP is a regulated network service provider, which
refers to being economically regulated by the AER.

Exempt network service provider: A term commonly used to describe the party that
owns, controls or operates an exempt network. In the context of this draft report this terms is
generally used in reference to the party that owns, controls or operates a legacy embedded
network. That party has the benefit of an exemption from registering as a distribution
network service provider (DNSP) (under the existing regulatory framework). Generally, the
same party also on-sells electricity to customers within that embedded network under an
exemption from the AER from holding a retailer authorisation. The term embedded
network operator is also commonly used synonymously for exempt network service
provider.

Embedded network manager: The National Electricity Amendment (Embedded Networks)
Rule 2015 (Embedded Networks Rule) introduced the embedded network manager (ENM) as
a new accredited provider role into the NER. The ENM is responsible for performing market
interface services for embedded network customers. This rule came into effect on 1
December 2017.

Embedded network service provider (new concept): A person who engages in the
activity of owning, controlling or operating an embedded network and who is registered by
AEMO as an embedded network service provider (ENSP).

Embedded network area (new concept): The geographical area, site or premises served by
an embedded network. Upon registration with AEMO, the ENSP must also register the area of
each embedded network it operates.

Exempt network operator (new concept): The exempt network operator (ENO) is a
person who owns, operates or controls a transmission or distribution system under an
exemption granted or deemed to be granted by the AER.!!

Exempt embedded network service provider (new concept): The exempt embedded
network service provider (exempt ENSP) is a person who engages in the activity of owning,
controlling or operating a distribution system by means of an embedded network that has
obtained a network exemption from the AER.

Retail related terms

Retailer: A retailer authorised by the AER under the NERL to engage in the activity of selling
energy (electricity or gas) to a person for premises. Under the proposed framework, a retailer
authorised by the AER can be a fully authorised NEM retailer or hold a limited authorisation
from the AER, denoting the sub-class of off-market retailer.

NEM retailer: An authorised retailer that purchases electricity in the NEM and sells it to a
customer, including to an embedded network customer.

Off-market retailer (new concept): Under the proposed framework, an off-market retailer
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has a limited authorisation from the AER to sell in an off-market capacity to customers at
child connection points in an embedded network. The off-market retailer is not a market
participant under the NER (unless also registered in some other category that is a market
participant).

Designated retailer: For a small customer’s premises where there is no existing connection,
the designated retailer under the NERL is the local area retailer for the relevant geographical
area, premises or customer. In the proposed framework, the designated retailer for an
embedded network is the local embedded network retailer.

Local embedded network retailer (new concept): The local embedded network retailer is
the designated retailer for the embedded network under the proposed framework. The local
embedded network retailer is nominated by the ENSP for an embedded network to be the
designated retailer for small customers seeking connection to that embedded network. In
case where there is an existing connection, the designated retailer is the financially
responsible retailer for the child connection point. This could be either the NEM
retailer or the off-market retailer.

Exempt seller: The exempt seller is a person who is exempted by the AER from the
requirement to hold a retailer authorisation.?

Market offer: A market offer is an offer by a NEM retailer or off-market retailer to a
small customer to provide customer retail services under a market retail contract.ll

Customer related terms

Exempt customer: An exempt customer is a person to whom an exempt seller sells
energy.

Retail customer: A retail customer is a customer of an authorised retailer. This can either
be a NEM retailer customer or an off-market retailer customer.l!

Small customer: A ‘small customer’ is a customer who is a residential customer; or who is a
business customer who consumes energy at business premises below the upper consumption
threshold.[®

Standard supply customer: A customer whose electrical supply is connected to a
distribution system that is owned and operated by a DNSP and whose retail services are
provided by a NEM retailer.

Other terms and definitions

Off-market: Under an off-market arrangement an off-market retailer or NEM retailer
on-sells electricity purchased at a parent meter from the NEM to an embedded network
customer. This is known as ‘off-market’ activity because the customer’s electricity
consumption is not settled in the NEM.

On-market: Under on-market arrangements within embedded networks, a NEM retailer
purchases electricity in the NEM and sells it to the embedded network customer. This type of
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arrangement is known as “on-market” activity because the customer’s metered consumption
is settled in the NEM.

On-selling: On-selling is an arrangement where a person purchases electricity from the
NEM, and they, or a person acting on their behalf, sells the electricity to others. On-selling is
an off-market activity.

Parent connection point: The agreed point of supply between an embedded network and
a transmission or distribution system that is serving an embedded network.

Child connection point: The point of supply between an embedded network and a
customer, generating unit or other embedded network connected to that embedded network
and served by that embedded network.

Network exemption guideline: The Electricity Network Service Provider - Registration
Exemption Guideline (Network Exemption Guideline) that is published by the AER.[”]

Retail exemption guideline: The AER (Retail) Exempt Selling Guideline (Retail Exemption
Guideline) that is published by the AER.[®!

Source: AEMC.

Note: [1] Section 13 of the NEL and clause 2.5.1(d) of the NER. [2] Rule 2(1) of Division 1, Part 1 of the NER. [3] Section 2 of the
NERL. [4] Section 109 of the NERL. [5] Section 109 of the NERL and rule 148 of the NERR. [6] Section 5(2) of the NERL. For
electricity, the upper consumption threshold is set by states and territories: in the Australian Capital Territory, New South Wales,
Victoria and Queensland the threshold is 100MWh per year, in South Australia it is 160MWh per year and in Tasmania 150MWh
per year. [7] Version 6 is available under https://www.aer.gov.au/networks-pipelines/guidelines-schemes-models-
reviews/network-service-provider-registration-exemption-guideline-march-2018. [8] Version 5 is available under
https://www.aer.gov.au/retail-markets/retail-guidelines-reviews/retail-exempt-selling-guideline-march-2018.

Figure 2.1 below visualises the relationships between participants under the current and
proposed frameworks for embedded networks.
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What is an embedded network?

Under ‘standard supply arrangements’ in the national interconnected system, each individual
electricity customer has a meter and a connection point that connects them directly to the
DNSP’s network. In most jurisdictions, the standard customer is able to choose their
electricity retailer. The retailer purchases electricity from the wholesale market, pays the
network charges to the DNSP,'® and issues the customer a single bill that covers all of the
retailers’ costs and any margin. The retailer also appoints a metering coordinator, which in
turn appoints a metering data provider and metering provider.

An embedded network is an electricity network that serves multiple premises and is
connected to a distribution or transmission system through a parent meter and parent
connection point to the interconnected grid and the NEM. In an embedded network a party
other than a LNSP owns and operates the electricity network that customers connect to. That
party is an exempt network service provider.

Figure 2.2 illustrates how the configuration of an embedded network differs from the
traditional model of retail supply for a standard customer.

Figure 2.2: Comparison of standard supply arrangements and embedded networks

&
LEGEND
Standard connection B
pelAL mEter
Parent connection
pointimeter
Embedded network
connection point/meter

Source: AEMC.

10 Chapter 6B of the NER defines network charges as charges that a DNSP is entitled to claim for connection services of shared
customers.

[ 1



Australian Energy
Market Commission

Draft report
Updating the regulatory frameworks for embedded
networks

Instead of individual consumers in the embedded network buying energy from a NEM retailer,
the party which is the customer at the parent connection point purchases all the energy at a
bulk rate (typically at a lower cost than would be available to individual small consumers)
from a NEM retailer and then on-sells this energy to the individual downstream embedded
network customers which are separately metered. Generally, the on-selling party provides a
single bill to embedded network customers that recovers energy costs and network charges
from the LNSP at the parent connection point.

The party which is the customer at the parent connection point and on-selling to downstream
embedded network customers has traditionally been deemed or registered as an exempt
seller by the AER.!! Under this traditional embedded network model, the exempt network
service provider and the exempt seller are often the same entity. Typical examples of where
embedded networks have been established include:

« Residential embedded networks managed by owners corporations which are
involved in the embedded networks market when the buildings they manage are
established with (or converted to become) an embedded network. This means that the
owners corporation is not only responsible for the maintenance of the common areas of
property and levying appropriate fees to owners of the units, they are also responsible for
the delivery of electricity, gas and sometimes other products to consumers. Many owners
corporations have registered as exempted parties for both network and retail activities at
their sites, or engage others to act on their behalf to supply energy to tenants.

« Retirement village, residential park and caravan park operators provide a range
of specialised services to their clients, including the provision of electricity. These
participants can register as exempted parties for both network and retail activities at their
sites, or engage others to act on their behalf.

+ Businesses that on-sell to other commercial entities which include a range of
commercial arrangements where a common property owner (or agent for the owner)
sells energy to commercial entities operating on site. These sellers operate facilities such
as airports, ports, hotels and shopping centres.

An embedded network’s connection to the national grid distinguishes it from two other types
of electricity supply, namely microgrids and individual power systems, which are not grid-
connected (see Figure 2.3) and which the AEMC refers to as stand-alone power systems
(SAPS). A grid connection results in embedded networks being regulated under the NEL and
the NER, while SAPS are not regulated under this national framework.*?

11 Exempt sellers also cover sellers than on-sell energy to customers that are not embedded network customers.
12 AEMC, 2017 Retail Energy Competition Review, final report, 25 July 2017.
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Figure 2.3: Different models of electricity supply

Source: AEMC.

Scale of embedded networks in the NEM

The number of embedded networks in the NEM has grown rapidly in recent years. Embedded
networks in the residential apartment market are the primary driver of this growth.*

Across the NEM, the total number of (registered) network exemptions at 23 November 2018
was 4,320, while the number of retail exemptions was 4,097.** This includes all commercial,
industrial and residential activities, excluding retail exemptions from Victoria. This number
and the information in Table 2.1 below only includes registered exemptions and does not
include embedded networks that receive deemed exemptions, meaning that the total number
of embedded networks in the NEM is expected to be much greater than this. The exemption
arrangements mean that no information is available about embedded networks operating or
selling energy under deemed exemptions, and no accurate numbers regarding the total
number of embedded networks are available. This lack of information is a significant
drawback of the current exemptions system.

13 AEMC, 2017 Retail Energy Competition Review, final report, 25 July 2017, pp. 160-161.

14 AER website, public register of network exemptions webpage, https://www.aer.gov.au/networks-pipelines/network-
exemptions/public-register-of-network-exemptions; public register of retail exemptions webpage,
https://www.aer.gov.au/retail-markets/retail-exemptions/public-register-of-retail-exemptions.
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Table 2.1: Registered exemptions as at 23 November 2018

JURISDICTION EXEMPT SELLERS NETWORK EXEMPTIONS
Queensland 2,116 2,026

New South Wales 883 764

ACT 231 19

Victoria 1,038 1,102

South Australia 655 404

Tasmania 212 5

Total 4,097 4,320

Source: AER network and retail exemptions data, ESC register of exempt sellers.

In 2017, the AEMC found that the number of embedded network sites with a residential
component accounts for just under half of all network exemptions. The other exemptions
relate to commercial and industrial sites such as airports, mines, hotels, hospitals, and
shopping centres. These involve no residential activity, and all energy consumers in the
embedded network are commercial entities.*®

Box 2 below summarises relevant findings from the 2017 Review. The numbers have
continued to grow since this analysis, and best estimates are that there are several hundred
thousand customers in embedded networks. The Commission considers that the lack of

comprehensive and reliable data on embedded network customer numbers highlights the
challenges that the current framework imposes on effective compliance and enforcement.

15 AEMC, 2017 Retail Energy Competition Review, 25 July 2017, final report, p. 162.
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BOX 2: EMBEDDED NETWORKS IN 2017

In 2017, the AEMC obtained advice on the numbers of embedded networks and embedded
network customers.

The numbers were sourced from strata title searches, building consent approvals, and from
parties representing or delivering embedded network services (for instance, Caravan Industry
Association and the Australian Shopping Centre Industry).

The 2017 advice contained the following estimates:
o the number of embedded networks was in the order of 4,000, which was greater than the
number registered with the AER and suggests many network exemptions are unregistered

o there were 213,000 to 227,000 embedded network customers, based on billing data
provided by embedded network operators

o 65 per cent of these customers were residential (including retirement villages, caravan
parks) and 35 per cent were commercial

o there were 110,000 sites that could be configured as an embedded network, which would
capture a total of about 1.5 million customers.!

o As there continues to be an unknown number of deemed exemptions, these numbers
only represent estimates as no accurate numbers are available.

Source: AEMC.
Note: [1] Advice from Energy Options Australia to the AEMC, August 2017.

In 2017, the Victorian Government legislated that all embedded networks are required to join
the Energy and Water Ombudsman of Victoria (EWQV). As at November 2018, EWOV
maintained a list of 75 embedded network sites made up predominantly of holiday and
caravan parks.!®

Figure 2.4 plots residential network exemptions registered with the AER in each jurisdiction
over time. Between 2011 and 2014, there was modest growth in registrations in Queensland,
New South Wales and Victoria. From 2014 and particularly between 2016 and 2017,
registered residential embedded network exemptions significantly increased in Queensland.
In 2015 alone, there were 391 network exemptions granted in Queensland, accounting for
around 74 per cent of all network exemptions that year. Over the entire period, embedded
networks in Queensland accounted for more than 50 per cent of all network exemption
registrations across the NEM. Many of these registrations are likely to be related to an
increase in existing embedded networks registering for the first time, coinciding with the
introduction of the NECF in Queensland from 1 July 2015."

Registered network exemptions in New South Wales appear to have commenced later than in
Victoria and Queensland, but have had sustained growth since then, averaging around 60

16 EWOV list of embedded networks, https://www.ewov.com.au/companies/list-of-embedded-networks.
17 AEMC, 2017 Retail Energy Competition Review, final report, 25 July 2017, p. 163 (footnote 181) and p. 224.
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registrations annually. Other jurisdictions have seen only limited growth in residential
embedded networks since 2011.8

Figure 2.4: Jurisdictional residential network exemption registrations (cumulative)
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Source: AEMC, 2017 Retail Energy Competition Review, final report, 25 July 2017, p. 163.

Figure 2.5 shows how the number of residential network exemption registrations has grown
over time. It highlights that the majority of residential network exemptions across NEM
jurisdictions prior to 2017 have been related to general residential activities such as
apartment buildings. It also shows that network exemption registrations associated with
mixed use developments have risen steeply from 2016 and overtook general residential
network exemptions in 2018.

Figure 2.5 also shows that the number of sites with embedded generation is low and
decreasing from 2016. However, the data relates only to generating units larger than 30 MW
that are required to be registered with AEMO, and sites with smaller generation units that are
used for network support or demand management purposes. It is likely that significantly
more embedded network sites exist with non-registrable small-scale generators such as solar
PV.

18  For more comprehensive analysis see AEMC, 2017 Retail Energy Competition Review, final report, 25 July 2017, chapter 9.
[ 16
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Figure 2.5: Total NEM residential network exemption registrations (cumulative)
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Overview of the exemptions framework
The regulatory and market arrangements for embedded networks have evolved over time.

This section describes:

« the history of the exemptions framework under which embedded networks currently
operate

« the current exemptions framework
» existing market arrangements.

History of the exemptions framework

The network exemptions framework was initially developed under the National Electricity
Code (Code).

First published in 1998, the Code contained provisions to enable the exemption of persons or
classes of persons from the requirement to register as a network service provider, and from
specified network access and connection requirements. General exemptions granted under
the Code applied to parties such as caravan parks, office buildings, shopping centres and
apartment complexes that reticulated electricity as part of their operations, but where it was
incidental to the core business activity. Organisations that fell within one of these general
exemptions were not required to make an application for a specific network exemption. The
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general exemption framework was thus established to address a limited set of risks arising
from these limited sets of activities.

The general network exemption process was administered by the National Electricity Code
Administrator (NECA).*® The authorising framework for on-selling activity, however, was
determined by various jurisdictional regulations. Some jurisdictions had explicit provisions in
various state laws and regulations with respect to the retailing of energy through embedded
networks, while others did not. For instance, in Queensland, retail contestability for
consumers in an on-supply arrangement was excluded and provisions in the Electricity Act
1994 (Queensland) reflect this position.

In 2005, the network exemption framework transitioned to the NEL and NECA's powers and
functions in relation to providing network exemptions transitioned to the AER. The AER
gained regulatory power and functions with respect to energy retail licensing and on-selling
on 1 July 2012 when the NERL came into effect for jurisdictions that had adopted the NERL.%

The current exemptions framework

The AER manages the exemptions framework for electricity networks and energy sellers.?

The NERL includes policy principles that the AER must take into account when exercising its
exemption functions and powers in relation to sellers of both electricity and gas. The NERL
also provides the AER with guidance on the exempt seller and customer related factors it
may wish to consider. However, the NEL and the NER do not guide the AER regarding the
electricity network exemptions.

The AER develops and applies two exemption guidelines:

«  Electricity Network Service Provider Registration Exemption Guideline (the network
exemption guideline)

« (Retail) Exempt Selling Guideline (the retail exemption guideline).

Once exempted from being registered as a network service provider or holding a retail
authorisation, exempt network service providers must comply with the terms and conditions
of these exemptions under the AER’s network exemption guideline and retail exemption
guideline.

The AER has categorised network and retail exemptions into three types: deemed, registrable
and individual.** Deemed and registrable exemptions are sometimes referred to as ‘class

19 NECA, General exemptions from the requirement to register as a network service provider, 1998,
https://www.aer.gov.au/system/files/General%20exemptions-%20NECA.pdf.

20 However, state-based legislation (including the Electricity Act) is under review: Queensland government website, legislative
review webpage, https://www.dews.qld.gov.au/electricity/regulation/initiatives/legislation.

21  The NERL commenced in various states at differing times (the Australian Capital Territory and Tasmania in 2012, New South
Wales and South Australia in 2013, and Queensland in 2015).

22 Chapter 3 discusses the current and proposed exemptions frameworks for electricity networks and energy sellers in further detail.

23 For embedded networks that require an individual exemption, the terms and conditions are set out in the individual exemption
specific to the embedded network operator instead of the AER’s Network and Retail Exemption Guidelines.

24  The NERL requires that retail exemptions are categorised into deemed, registrable and individual classes whereas the NEL does
not set out classes of exemptions.

| 18
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exemptions’, because they apply to certain groups (or ‘classes”) of people who supply or sell
energy.

Each exemption type has a different set of eligibility requirements and is subject to particular
conditions:*

»  Deemed exemptions: Small networks and small scale selling arrangements are generally
eligible for a deemed exemption. Deemed network and retail exemptions apply
automatically to certain types of networks and energy sellers, respectively. These do not
require application or registration with the AER, but the exempt party must still comply
with the conditions of the exemption, which vary depending on the type of embedded
network and selling activities. The current registration framework does not record
numbers of deemed exemptions.

« Registrable exemptions: Larger networks are required to register a registrable exemption
with the AER. In relation to retail exemptions, registrable exemptions are usually required
where the scale of energy selling is larger. Similar scale criteria apply to network
exemptions. The AER publishes these registered exemptions on its website but it does
not assess or approve them. As with deemed exemptions, the exempt party must comply
with the conditions of the exemption.

» Individual exemptions: Networks that do not fit within one of the specified classes of
deemed or registrable exemptions must seek an individual exemption from the AER. An
individual exemption usually applies to the supply or sale of energy at a particular site
and/or to a particular customer or group of customers. Individual exemptions apply to
more bespoke or one-off arrangements and allow the AER to tailor the conditions of the
exemption.

The majority of exemptions provided by the AER fall into the deemed and registrable
categories, which are not assessed or approved by the AER. Within the deemed and
registrable types of exemptions there are different classes of exemption for embedded
networks with different characteristics.

The network exemption conditions are for electricity networks only and relate to: general
sub-conditions; metering requirements; access to retail competition; distribution loss factors;
network pricing; appointment of ENMs; information provision; and conversion of existing sites
into embedded networks.?

The retail exemption conditions are for both electricity and gas selling and relate to five key
areas: information provision; dispute resolution; pricing; access to retail competition; and
consumer protections.

A breach of a condition under a retail exemption is a breach of the NERL, and is a civil
penalty provision.?”

25 Afull list of deemed and registrable retail exemptions and conditions can be found in the AER’s Network and Retail Exemption
Guidelines.

26  Brownfield conversions refers to the conversion of existing sites into embedded networks. Greenfields refers to the establishment
of sites as embedded networks.

27  Section 112 of the NERL.
[ 19
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This is not the case for breaches of conditions under a network exemption.?

The AER has no visibility of embedded networks operating under deemed exemptions and
limited visibility of embedded networks operating under registrable and individual
exemptions. Unlike for registered network service providers and authorised retailers, there
are no compliance reporting requirements on exempt network service providers or exempt
sellers.

There are currently two possible arrangements for the provision of metering services and
retail services to customers within embedded networks. They are both discussed below.?

Embedded network manager rule change

The Embedded Networks Rule 2015 introduced a new accredited provider role, the ENM, into
the NER to be responsible for performing market interface services for embedded network
customers. This rule came into effect on 1 December 2017. The rule change was made
following a request from AEMO in response to the AEMC's review into Energy market
arrangements for electric and natural gas vehicles®® and the Power of choice.™

The rule change aimed to link embedded network customers to NEM systems, and reduce
barriers preventing these customers from accessing competitive services from authorised
retailers. The market interface functions assigned to the ENM related to the access and
maintenance of standing data in AEMO’s Market Settlement and Transfer Solutions (MSATS)
system, which in turn affected B2B procedures.

The AEMC was limited by its rule making power to make changes only to the NER because
the rule change request had been made under the NEL and set out proposed changes to the
NER. Consequently, the Commission was unable to address any issues in relation to the
NERR. Accordingly, the Commission’s final rule determination set out a number of issues
regarding embedded networks that should be addressed. The Commission recommended the
COAG Energy Council request the Commission to undertake a review to identify and assess
issues regarding the arrangements for embedded network customers.

Embedded network issues arise because the NERL and NERR are designed on the basis of
the tripartite relationship that typically exists between a customer, its retailer and its LNSP.
This relationship does not exist for embedded network customers because the customer does
not have a relationship with the LNSP.

Existing market arrangements for embedded networks

The NERL stipulates that customers in an embedded network should, as far as practicable, be
afforded the right to a choice of retailer in the same way as comparable retail customers in

28 Section 2.4.8 of the network exemption guideline provides that an exemption can be revoked if there is a breach of any condition
of the exemption. Section 11(2) of the NEL then makes it a civil penalty provision to operate a distribution system if not
registered or if no exemption. A civil penalty would only apply if the embedded network continued operating following the
revocation of an exemption.

29 Chapter 3 provides a detailed overview of the current framework for embedded networks.
30 AEMC, Energy market arrangements for electric and natural gas vehicles, final advice, December 2012, p. 38.
31 AEMC, Power of choice review - Giving consumers options in the way they use electricity, final report, November 2012.
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the same jurisdiction have that right.3? There are a number of significant benefits in providing
embedded network customers access to retail market offers. These benefits relate to price,
variety of products, quality of service and access to government schemes and consumer
protections. Access to competitive market offers helps protect consumers from receiving poor
prices or services in comparison to other customers.

However, in order for embedded network consumers to be able to access retail competition,
consumers need to be ‘market-facing’. For a consumer to be able to access retail market
offers, the consumer’s metering installation must be NEM compliant, meaning it must be able
to be assigned a National Metering Identifier (NMI), and registrable in AEMO's systems. Only
once a NMI has been assigned and the consumer’s meter registered with AEMO, can the
consumer’s metering data be accessed by the consumer’s authorised retailer for settlement.
Not all metering equipment is capable of this, and many existing embedded network
metering installations do not meet this requirement.

In embedded networks, the ENM performs the market interface functions that link embedded
network customers with the NEM systems. The ENM role was established by the AEMC's 2015
Embedded Networks Rule.

The NER sets out the detailed functions, responsibilities, and governance arrangements for
ENMs and specifies the circumstances under which exempt network service providers are
required to appoint an ENM. Where an embedded network customer goes on market, an
ENM has clear responsibilities to performing the market interface functions, including
assigning the customer a NML.

32 Section 114(1)(b) of the NERL.
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BOX 3: MARKET ARRANGEMENTS IN EMBEDDED NETWORKS - SUMMARY

There are two possible arrangements for customers in embedded networks: off-market and
on-market arrangements.

Off-market arrangements

Under the first arrangement, the exempt network service provider is responsible for metering.
The exempt network service provider, or related party, is deemed or registered as an exempt
seller with the AER and on-sells energy to consumers within the embedded network.

This type of arrangement is known as off-market activity because there is no financially
responsible market participant (FRMP) at the customer’s connection point and the customer’s
metered electricity consumption is not settled in the NEM.

Instead, total consumption for the entire embedded network is metered and settled in the
NEM based on the metered consumption at the parent connection point.

This is currently the arrangement for the majority of embedded network customers.
On-market arrangements

Under the second arrangement, customers in the embedded network purchase their
electricity from the NEM retailer of their choice. Retail and metering arrangements are
regulated by the NERR and NER.

The NEM retailer for the customer is registered as the FRMP with AEMO at the *child
connection point” and appoints a metering coordinator in relation to the child connection point
and the metering services.

The metering coordinator (which is a registered market participant) appoints an accredited
metering provider and metering data provider to provide installation, maintenance and meter
reading services.

An accredited embedded network manager, amongst other things, allocates a NMI to the
child connection point which is registered in AEMO’s market systems.

Under this arrangement, a LNSP's network charges are ‘passed through’ to the NEM retailer
embedded network customer either through the NEM retailer or the exempt network service
provider. These two alternatives are explained in further detail below, under 2.5.3.

Source: AEMC.

2.4 Evolving embedded network business models

As discussed above, the exemptions framework was originally established for parties such as
caravan parks, office buildings, shopping centres and apartment complexes to on-sell
electricity as part of their operations, but where it was incidental to their core business
activity.
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The Commission has found that a range of incentives generated by the exemptions
framework and trends in high density residential building have combined to drive a
proliferation of embedded network related businesses that provide a range of services. While
there continue to be large numbers of ‘traditional’ embedded network operators such as
caravan parks and retirement villages, in recent years installing and operating embedded
networks has now evolved into a ‘business model’.

As the data above suggests, the establishment of greenfields embedded networks are being
driven by the construction of high density residential developments, in particular. As a result,
embedded networks are becoming an increasingly common alternative to standard supply
arrangements in the NEM, reflecting this shift in preferences for housing towards higher-
density living within ‘smart cities’ and ‘smart communities’.>* Technologies such as distributed
generation and energy storage are also being leveraged into the design of many embedded
networks to promote these ‘smart’ developments.

In the traditional model, property developers would build the electricity network
infrastructure assets (such as the consumer metering and power transformers) under the
direction of the LNSP whilst meeting all applicable Australian laws, standards and codes. The
developer would typically then recover these costs through the sale of the development. The
developer would then ‘gift’ these assets back to the LNSP, who then becomes the responsible
party for the maintenance and servicing of the asset. The asset then would be included on
the LNSP’s regulated asset base.

In contrast, the Commission understands developers now often choose to avoid the cost of
establishing internal networks and metering by contracting a third party to fund and supply
the infrastructure and the metering throughout an apartment complex. In return, the
embedded network business is sometimes contracted to provide power to the whole building,
which can tie a future owners corporation to lengthy contracts. These contracts are initially
established before completion of construction and before strata schemes have been
registered. Box 4 below provides a case study on the issues that can be faced by incoming
owners corporations.

Once established, an embedded network often effectively becomes a monopoly electricity
provider given the practical impediments to switching to a retailer of choice. In jurisdictions
which have retail market competition and de-regulated electricity prices, an exempt seller can
on-sell electricity at a price up to the local retailer’s standing offer. This provides significant
headroom for the exempt seller to purchase electricity at the parent meter at a bulk rate on a
market offer and on-sell this at a profit without any threat of a customer switching to a NEM
retailer.

Some property developers are choosing to generate an ongoing revenue stream from
embedded network customers. As such, the developer chooses to retain ownership,
operation and/or control of the network infrastructure in the property development. Some of

33  Smart cities and communities refers to an urban development vision to better integrate information technologies into long-term
investment and coordinated planning decisions to promote positive outcomes in environment, employment, housing, and
transport. See: Department of the Prime Minister and Cabinet website, Smart cities plan webpage,
https://cities.dpmc.gov.au/smart-citiesplan.
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these developers, or their subsidiaries, register as exempt sellers and engage with consumers
in embedded networks directly with, or on behalf of, the owners corporation.

Embedded network business models are also marketed to established owners corporations
and shopping centres by embedded network businesses on the basis that they can provide
price and other benefits. Some of these embedded network businesses will manage all
aspects of the retrofit and ongoing service including engineering, construction, regulatory
advice and exemptions process management, customer management functions such as
billing, metering, customer calls and complaints, and other related services.

One of the primary incentives for an owners corporation or shopping centre to convert an
existing building or site into an embedded network is the opportunity to purchase electricity
at a parent meter in bulk at a lower tariff. Eighty five percent of end users in the embedded
network must agree to a brownfield conversion which the Commission understands provides
an incentive to offer favourable prices for end users even where there is a high proportion of
tenants.

Many developers and ‘utility businesses’ are also now providing bundled services in
embedded networks, including the provision of hot water, chilled water for air conditioning,
gas for cooking, water and space heating, and telecommunications, in addition to electricity
for lighting and power. On-site (or embedded) generation such as solar PV, co- or tri-
generation gas turbines for energy and/or heating and cooling is increasingly being utilised
by developers.

Some of these embedded network businesses are now choosing to, or being required to,
apply for retailer authorisations from the AER. A further evolution in the industry has been
the entry of conventional NEM retailers, such as Origin into providing embedded network
services.>* The Commission understands that where authorised retailers are providing retail
services, this is sometimes done as an ‘agent’ to an exempt seller.

34 See https://www.originenergy.com.au/for-home/electricity-and-gas/embedded-electricity-networks.html.
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BOX 4: CASE STUDY ON APARTMENT OWNERS CAPTURED BY UTILITY
CONTRACTS DRAWN UP BY A PROPERTY DEVELOPER

A committee member of an owners corporation relayed to the AEMC their experience in a
new apartment building in New South Wales. There are on-selling and network exemptions
that were registered with the AER under the name of the owners corporation for the
apartment building. At the first annual general meeting, the committee for the owners
corporation was formed and told by the property developer they were required to sign ten-
year fixed term contracts with a company arranged by the property developer for utilities,
including electricity. The committee was told it would get very competitive electricity rates
from the company arranged by the property developer. The electricity rates turned out to be
higher than the standing offer. Apartment owners were very unhappy with the rates and
amounts they are being billed but were unsure if the billing company or the owners
corporation is responsible for not complying with the exempt seller conditions. At the time,
they were seeking legal advice about how to resolve the matter.

Source: AEMC, Review of regulatory arrangements on embedded networks, final report, 28 November 2017, p. 41.

Findings - 2017 Review

The 2017 Review found that while the purpose of the current embedded network exemptions

framework was to reduce the regulatory burden on embedded network owners, the numbe
and scope of embedded networks has grown and the current framework is no longer fit for
purpose.

The underlying rationale for the exemptions framework is to reduce the regulatory burden

r

where the cost of registering as a network service provider or having a retailer authorisation

outweighs the benefits to consumers. In practice, the Commission found that:

« a limited market entry, monitoring and enforcement regime has created consumer
protection gaps, growth in the numbers of embedded networks, and diversity in the
capacity and resources of exempt network service providers

« embedded network customers receive a lesser level of consumer protections due to
regulatory gaps

« there are significant practical barriers to customers in embedded networks accessing
retail market competition.

These issues are discussed in further detail below.

Issues with the exemptions framework

The Commission concluded the exemptions framework was no longer fit for purpose given
the growth of embedded networks. Although an owners corporation may be the registered
exempt party as discussed above, the provision of embedded network and retail services is
increasingly being performed by entities for which this is their core business.

25
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As discussed above the current exemptions framework does not require exempt network
service providers and exempt sellers to meet any criteria or market entry test in relation to
the entities’ suitability to provide electricity network and retailing services. This can lead to
entities and businesses with insufficient capacity and expertise delivering electricity services
to large numbers of customers, including vulnerable customers.

Inadequate compliance and monitoring regime

We found that the current exemptions regime can also result in inappropriate differences in
compliance obligations, such as reporting, and enforcement options and consequences for
exempt network service providers and exempt sellers. The AER does not place reporting
requirements on exempt parties and therefore has no visibility on the compliance of exempt
entities with exemption conditions.® This means that the AER only becomes aware of
breaches through customers complaints.

Limited enforcement options

Also, there are limited enforcement options available to the AER under the current exemption
framework. A breach of a condition under a retail exemption is a breach of the NERL, and
this provision is a civil penalty provision.*® However, a breach of a condition under a network
exemption is not a breach of the NEL.>” The only enforcement option available to the AER is
to revoke a network exemption if there is a breach of an exemption. However, the AER is
reluctant to revoke a network exemption given there is no clear framework in place to
transition the embedded network back to standard supply arrangements and to do so would
possibly impose high costs on the customers in the embedded network.

Regulatory gaps and complexity

As set out above, the owners and operators of embedded networks are exempt from being
required to register as a network service provider and therefore the obligations on network
service providers in the NER do not apply. As embedded networks evolve and grow in
number and size the Commission found that regulatory gaps are emerging. The AER has
sought to address this by applying obligations similar to those found in the NER and NERR
through the exemption conditions. However, this is leading to increasingly complex exemption
conditions which, as discussed above, the AER has limited ability to monitor and enforce.

Lack of clarity

The review also found that customers, embedded network owners, agents and energy sellers
are sometimes unclear as to which regulatory framework applies. This has resulted in
instances of authorised retailers undertaking selling activities in embedded networks where a
retail exemption is in place. This has introduced complexity for customers, the AER and
Ombudsmen when determining:

35 See section 5.1 and section 5.3 of AEMC, Review of regulatory arrangements for embedded networks, final report, 28 November
2017.

36 Section 112 of the NERL.

37 Section 2.4.8 of the AER’s Network Exemption Guideline provides that an exemption can be revoked if there is a breach of any
condition of the exemption. Section 11(2) of the NEL then makes entities liable to a civil penalty if they operate a distribution
system if they are not registered or exempt. A civil penalty would only apply if the embedded network continued operating
following the revocation of an exemption.
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« the party that is responsible for the supply and sale of electricity and any breach in
obligations

« whether the obligations in the NERR or the AER retail exemption conditions apply

« which party should apply for Ombudsman membership.

Lesser consumer protections

The Commission found that the exemption conditions are increasingly replicating electricity
and retail rule requirements for embedded networks that serve residential and small business
customers. This is consistent with the principle set out in the NERL that regulatory
arrangements for exempt sellers should not necessarily diverge from those applying to
retailers. *®Exemption conditions are therefore as onerous for exempt parties to meet as the
retail rules.

While the AER is seeking to replicate consumer protections for customers in embedded
networks, some gaps in consumer protections remain. These gaps particularly affect the
smaller and more vulnerable consumers. Also, as discussed above, the Commission found
there was no monitoring of compliance with exemption conditions and limited enforcement
options available to the AER.

It is also more difficult for embedded network customers in some jurisdictions to access
concessions and Ombudsman schemes.*®

Box 5 below provides a case study illustrating the significant impact on vulnerable customers
that arise from the regulatory and practical barriers to obtaining assistance provided by
jurisdictions if you are the customer of an exempt seller.

38 Section 114(1)(a) of the NERL.

39  For further details see section 9.2.1 and section 9.2.2 of AEMC, Review of regulatory arrangements for embedded networks, final
report, 28 November 2017.
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BOX 5: CASE STUDY ON QUEENSLAND GOVERNMENT'S HOME ENERGY
ASSISTANCE SCHEME

The Queensland Government’s Home Energy Emergency Assistance Scheme is for
Queensland households experiencing problems paying their electricity or gas bills as a result
of an unforeseen emergency or a short-term financial crisis. It involves a one-off emergency
payment of up to $720 to assist in paying energy bills. Customers are eligible if they hold a
current concession card, or have an income equal to or less than the Australian Government’s
maximum income rate for part-age pensioners, or are part of a retailer’s hardship program or
on a payment plan.

While this scheme is technically available to customers in embedded networks, we understand
from our discussions with stakeholders that it is very difficult for embedded network
customers to access these payments in practice. The NEM retailer or exempt seller must
agree to participate in the scheme in order to deliver the payment. We understand from
stakeholders involved in administration of the scheme that they encounter strong resistance
to participating in the scheme from exempt sellers in embedded networks and their billing
agents due to the perception that it will involve some administrative work, and it is not
possible to compel exempt sellers to participate.

As a result, we understand that a large number of customers in embedded networks are
unable to access these payments. This resistance to participating in concession schemes
occurs despite the fact that the assistance payment will not only provide a substantial benefit
to the customer, but will also benefit the exempt seller as the payment will reduce the
customer’s debt to the exempt seller.

Exempt sellers also do not have the same requirements as authorised retailers to have
hardship policies to assist customers that are having payment difficulties.

Source: AEMC.

Note: The information for this case study was provided in a meeting with the Queensland Government and consumer groups on 29
November 2017.

Consumer protection gaps also exist where embedded network customers are supplied by an
authorised retailer. This is because the NERL and NERR contemplate a tripartite relationship
between a customer, the retailer and the distributor. There is currently no flexibility in this
tripartite relationship to incorporate exempt network service providers. Consumer protection
gaps include protections such as de-energisation and re-energisation obligations, obligations
to provide connection services, life support arrangements, information provision and retailer
of last resort (RoLR) arrangements.*

Impediments to accessing retail market competition

The existing regulatory framework is intended to encourage retail competition for child
embedded network customers. The network exemption guideline obliges exempt embedded

40  For further detail see chapter 9 of the AEMC, Review of regulatory arrangements for embedded networks, final report, 28
November 2017.
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network service providers to facilitate access to competitive market offers where it is
available in a jurisdiction and the AER does not permit an exempt embedded network service
provider to impose any measures on a customer, either directly or indirectly, which would
impede or penalise a customer seeking access to retail competition.

However, the Commission found NEM retailers face significant practical difficulties in
accessing embedded network customers. Where barriers to embedded network customers
accessing retail market offers exist, some exempt network service providers face limited
incentives or obligations to pass those savings on to customers because the customers
cannot source energy from an alternative provider and the exempt network service provider
is able to charge a price up to the local retailer’s standing offer price. Under the AER's retail
exemption guideline, exempt network service providers may charge up to the standing offer
price for small customers and any price for large customers.

The specific barriers the Commission found included:

* NEM retailers are unable to quote and transfer customers using the usual market
mechanisms due to an inability to discover information on an off-market embedded
network customer and their metering installation in AEMO'’s MSATS system*!

« metering infrastructure must generally be replaced due to compliance and access issues

+ bespoke embedded network tariffs and embedded network billing arrangements that
require NEM retailers to adapt product offerings and implement manual processes to
manage transactions with large numbers of exempt network service providers.

These barriers are discussed in more detail below.
Customer discoverability and transfer

The Commission found that the absence of standard market systems and processes to
discover and transfer exempt customers from exempt sellers to NEM retailer customers posed
a significant barrier to retail market competition in embedded networks.

In order for a NEM retailer to provide an accurate quote to a consumer it requires access to
NMI standing data. NMI standing data is the information related to a customer’s connection
point. The information is about the physical location and properties of the meter, which
includes the applicable network tariff and the consumer’s consumption threshold bands. It
does not include the customer’s consumption data. This data is held in AEMO’s MSATS
system.

Off-market embedded network customers do not ‘exist’ in MSATS i.e. there is no NMI
standing data available for an off-market embedded network customer in MSATS. For
embedded networks with an ENM, the ENM is responsible for assigning a NMI to a child
connection point after an embedded network customer has obtained a retail market offer
from a NEM retailer. Therefore, customers face a chicken and egg situation. Customers have
faced difficulties in finding a NEM retailer that will make a retail market offer and commence
the transfer process unless they can be easily found in MSATS.

41 See sections 5.2, 7.2 and 7.3.3 of AEMC, Review of regulatory arrangements for embedded networks, final report, 28 November
2017.
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Access to NEM compliant metering

For a customer in an embedded network to go on-market with a retailer of choice, a
metering coordinator must be appointed and a NEM compliant metering installation be in
place. The 2017 Review identified access to NEM compliant metering infrastructure as being
a significant barrier to embedded network customers accessing retail market competition.

Metering infrastructure in embedded networks was only required to meet requirements under
the NER from 1 January 2012. In addition, the current AER network exemption guidelines do
not require that metering installed by exempt networks be subject to the same testing and
auditing requirements. There is also no public register of information on the metering
infrastructure for individual customers or process in place for retailers to negotiate access to
metering if it is NEM compliant.

Retailers considering providing ‘on-market’ offers to embedded networks customers therefore
generally face the cost of installing NEM compliant metering. The Commission understands
that where NEM retailers are prepared to make offers to embedded network customers it is
on the basis that the customer pays for the meter up-front which is prohibitive for many
customers, particularly for tenants.

Network billing

Where an embedded network customer goes on-market with a NEM retailer, the DNSP’s
network charges that could be attributed to this customer continue to be paid by the exempt
network service provider to the NEM retailer at the parent connection point.

The network exemption guidelines permit an exempt network service provider to recover a
DNSP’s charges from either the NEM retailer or the embedded network customer directly.
There is also some flexibility in the AER network exemption guideline on the network tariff
that can be charged.

These bespoke network tariffs and billing arrangements make it costly for NEM retailers to
serve embedded network customers because they must adapt product offerings and
implement manual processes to manage transactions with large numbers of exempt network
service providers. The Commission found the costs and risks related to network billing act to
deter NEM retailers from serving embedded network customers.

Recommendations - 2017 Review

The Commission concluded the exemptions framework was becoming increasingly complex,
giving rise to regulatory gaps and was no longer fit for purpose given the growth of
embedded networks. Although an owners corporation may be the registered exempt party as
discussed above, the provision of embedded network and retail services is increasingly being
performed by entities for which this is their core business.

The Commission has been of the view that, as suppliers of an essential service the exempt
network service providers (to be ENSPs or exempt ENSPs under the proposed framework)

and on-sellers that serve small customers should meet market entry tests for technical and
financial capability. The Commission considers that small customers in embedded networks
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should also be able to expect a similar set of consumer protections and that compliance with
obligations under the law would be monitored and enforced just as if they were a similar
customer in @ multi-tenanted premises under a standard supply arrangement.

The Commission also considered that embedded networks should be opened to effective
retail market competition. The Commission was of the view that opening embedded networks
to effective competition would improve outcomes for embedded network customers through
promoting innovation, consumer choice and placing downward pressure on prices in
embedded networks.

The Commission considered the most effective way of achieving these objectives would be
through elevating the regulation of embedded networks into the national framework and
regulating the services currently provided by the majority of exempt network service
providers and on-sellers to off-market small customers under the national energy laws and
rules rather than the exemptions framework. The Commission recommended updating the
national framework to:

« improve retail market competition in embedded networks by making embedded network
customers accessible in MSATS and establishing standardised network billing
arrangements between ENSPs and exempt ENSPs, and NEM retailers

« elevate new embedded networks into the national regulatory framework by requiring
registration of ENSPs, requiring on-sellers to hold a retailer authorisation and extending
metering coordinator, metering provider and metering data provider responsibilities to
embedded networks

« narrow the network service provider and selling exemption frameworks to apply to
circumstances where the costs of registration as an embedded network service provider
and retailer authorisation would outweigh the benefits to consumers and the need for
regulatory oversight is low

» enhance consumer protections through improving the AER’s ability to monitor and
enforce exemption conditions, address gaps in the NERL and NERR for embedded
network customers supplied by an authorised retailer and improving the information
provided to consumers entering embedded networks or involved in a conversion of a
property to an embedded network.

This draft report’s proposals give effect to the findings and recommendations of the 2017
Review, and provide background to the proposed amendments to the NEL and NERL and
recommended drafting in the NER and NERR.
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REGISTRATION AND AUTHORISATION REGIME FOR
EMBEDDED NETWORKS

Introduction

This chapter discusses the current framework for embedded networks, which relies on the
exemptions regime that is administered by the AER for both electricity networks and exempt
sellers. The discussion highlights the findings of the 2017 Review in relation to issues with
the current framework.

This chapter then details the recommended framework for embedded networks as follows:

« overview of recommended arrangements, and roles of the ENSP and off-market retailer

« recommended regime for electricity network registration and exemption, which includes
an overview of the current network registration and exemption framework

« recommended regime for energy seller authorisation and exemption, which includes an
overview of the current retail authorisation and seller exemption framework

« recommended provisions to enhance compliance with the new framework

« approach to legacy embedded networks.

Current framework for embedded networks
Introduction

This section sets out the following:

« participants and roles in the current framework for embedded networks

» current framework for embedded networks, which relies on AER deemed, registrable and
individual network and selling exemptions

« overview of compliance with current arrangements.

Overview of current framework

The NEL currently defines a network service provider as a person registered by AEMO who
owns, controls or operates a transmission or distribution system that forms part of the
interconnected national electricity system. *> An entity that is performing such activities
without being registered requires an exemption from the AER, be that party a legal person,
corporation, government department or statutory body of any kind.*

Similarly, @ person must not sell energy to a person for premises unless the entity is a retailer
authorised by the AER, or has a seller exemption from the AER.* The concept of the ‘sale of
energy’ covers a wide range of activities, from energy retailing through to landlords
recovering energy costs from their tenants. Energy sales do not necessarily have to be for
profit — simply passing on energy costs to another person is considered to be a sale. Nor are

42 Section 2 of the NEL.
43  Section 11(2)(b) of the NEL.
44  Section 88(1) of the NERL.
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energy sales limited by the parties involved. For example, they include sales to residential
homes or other places of residence (for example, a caravan park where residents
permanently reside), shopping centres and commercial sites.

Currently, electricity network services in embedded networks are provided under network
registration exemptions and parties that on-sell energy to off-market customers inside
embedded networks generally sell energy under retail authorisation exemptions.” The
broad requirements for registration (in respect of network services) and authorisation (in
respect of the ‘sale of energy’) have resulted in the broad application of a network and retail
exemption framework to exempt network service providers and exempt sellers.

Box 6 summarises the participants and roles in the current embedded networks framework.

BOX 6: PARTICIPANTS AND ROLES IN THE CURRENT EMBEDDED NETWORKS
FRAMEWORK

Exempt Network Service Provider

Currently, all network service providers within an embedded network are subject to the
exemption framework administered by the AER, and treated as exempt network service
providers. An exempt network service provider is an entity that owns, controls, or operates an
embedded network under an exemption granted or deemed to be granted by the AER.[!!

Exempt Seller

An exempt seller is an energy seller that has been exempted by the AER from the
requirement to hold a retailer authorisation.?! For an embedded network, an exempt seller
on-sells energy purchased at a parent connection point to the off-market customers in the
embedded network.

Embedded Network Manager

An ENM is accredited and registered by AEMO.B3! An ENM (which an exempt embedded
network service provider must either appoint or act as, unless the AER exempts them from
this requirement, or if the embedded network is located where a right to a choice of retailer is
unavailable) manages the market interface for child connection points within embedded
networks. For new embedded networks, the ENM applies for a NMI for every metering
installation and maintains metering information.

Note: [1] Chapter 10 of the NER, definition of ‘exempt embedded network service provider’. [2] Section 2 of the NERL,
definition of ‘exempt seller’. [3] ENM meets the requirements listed in Schedule 7.7 of the NER. Chapter 10 of the NER,
definition of ‘*embedded network manager”.

The effect of the current exemption framework administered by the AER is that the activities
of exempt parties sit outside the national regulatory framework in the NER and NERR.
Therefore, the sale and supply of electricity to customers is regulated under a ‘two-tiered’
framework, where:

45 These parties could be NEM retailers, but are not necessarily required to be authorised.



Australian Energy
Market Commission

3.2.3

Draft report
Updating the regulatory frameworks for embedded
networks

« standard supply customers are supplied by registered DNSPs and NEM retailers that are
regulated under the NER and NERR

« the majority of embedded network customers (a growing number of energy consumers)
are supplied by exempt network service providers and exempt sellers that are regulated
under various AER exemption conditions.

NEM retailers can sell energy to embedded network customers as well. The arrangements
introduced by the Embedded Networks Rule were intended to make it easier for embedded
network customers to go on-market and be supplied by a NEM retailer. Some energy on-
sellers selling only to off-market customers in embedded networks have retail authorisations
from the AER as well.*

Current exemptions regime

The NEL does not stipulate the kinds of network service provider exemptions that the AER
can grant or the criteria that the AER should consider when assessing an application for a
network exemption. The NERL includes policy principles the AER must take into account
when exercising its exemption functions and powers in relation to sellers of both electricity
and gas.* The NERL also provides the AER with guidance on the exempt seller and customer
related factors it may wish to consider. However, the NEL and the NER do not guide the AER
regarding the conditions that apply to each class of exemption.

Under these limited constraints and guidance, the AER develops and applies two exemption
guidelines:

« Electricity Network Service Provider Registration Exemption Guideline (Network
Exemption Guideline)

« (Retail) Exempt Selling Guideline (Retail Exemption Guideline).

The AER has discretion whether to grant an exemption and the kinds of exemptions it can
grant. Once exempted from being registered as a network service provider or holding a retail
authorisation, exempt network service providers and exempt sellers must comply with the
terms and conditions of these exemptions under the AER’s network exemption guideline and
retail exemption guideline.*®

The AER's network and retail exemption guidelines outline three categories of network and
retail exemptions - deemed, registrable and individual.*

The AER has developed different classes of exemptions under the deemed and registrable
categories. The majority of exemptions provided by the AER fall into the deemed and
registrable categories, which are not assessed or approved by the AER. Within the deemed

46  For example, OC Energy is an embedded network seller that has obtained a retail authorisation from the AER.
47 Part 5, Division 6 of the NERL.

48 For embedded networks that require an individual exemption, the terms and conditions are set out in the individual exemption
specific to the exempt network service provider instead of the AER’s Network and Retail Exemption Guidelines.

49 These categories are set out in the NERL for retail exemptions, and the AER applies them to both network and retail exemptions
through its guidelines. The Electricity Network Service Provider - Registration Exemption Guideline and the (Retail) Exempt Selling
Guideline are available on the AER website, www.aer.gov.au. A full list of deemed and registrable retail exemptions and conditions
can be found in the AER’s Network and Retail Exemption Guidelines.
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and registrable types of exemptions, the different classes of exemption allow the AER to
assign different conditions to networks with different characteristics.

Deemed exemptions

Parties eligible for deemed exemptions are not required to register with AEMO (for network
operation) or with the AER (for the sale of energy).

Small networks and small scale selling arrangements are generally eligible for a deemed
exemption. Deemed network and retail exemptions apply automatically to certain types of
networks and energy sellers, respectively. These do not require application or registration
with the AER, but the exempt party must still comply with the conditions of the exemption,
which vary depending on the type of embedded network and selling activities. Deemed
exemptions apply, for example, to persons that sell energy to fewer than 10 small businesses
or residents.*°

Registrable exemptions

Parties eligible for registrable exemptions are required to register the exemption with the AER
(that is, advise the AER that they are covered by the exemption).

Larger networks (networks with typically more than ten customers) are required to register a
registrable exemption with the AER. Similarly, for retail exemptions, registrable exemptions
are usually required where the scale of energy selling is larger. Similar scale criteria apply to
network exemptions. The AER publishes these registered exemptions on its website but it
does not assess or approve them. Examples of energy sellers that are required to register an
exemption include parties that sell to ten or more small tenants or residents within an
embedded network.>!

Individual exemptions

Networks that do not fit within one of the specified classes of deemed or registrable
exemptions must seek an individual exemption from the AER. An individual exemption usually
applies to the supply or sale of energy at a particular site and/or to a particular customer or
group of customers. Individual exemptions apply to more bespoke or one-off arrangements
and allow the AER to tailor the conditions of the exemption.

Compliance under the current arrangements

A breach of a condition under a retail exemption is a breach of the NERL, and this provision
is a civil penalty provision.>> However, a breach of a condition under a network exemption is
not a breach of the NEL.>®> The AER also has the power, in certain circumstances, to revoke
exemptions. **

50 Refer to class ND1, AER, Electricity Network Service Provider - Registration Exemption Guideline, p. 29.
51 Refer to class D1, AER, (Retail) Exempt Selling Guideline - version 5, March 2018, p. 27.
52 Section 112 of the NERL.

53 Section 2.4.8 of the Network Exemption Guideline provides that an exemption can be revoked if there is a breach of any
condition of the exemption. Section 11(2) of the NEL then makes entities liable to a civil penalty if they operate a distribution
system if they are not registered or exempt. A civil penalty would only apply if the embedded network continued operating
following the revocation of an exemption.
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The AER has no visibility of embedded networks operating under deemed exemptions and
limited visibility of embedded networks operating under registrable and individual
exemptions. Unlike registered network services providers and authorised retailers there are
no compliance reporting requirements on exempt network service providers or exempt
sellers.

Overview of roles in the recommended framework

In the 2017 Review, the Commission set out a recommended framework for embedded
network operation and on-selling with the following main features:

establishment of the ENSP as a network service provider class with specified rights and

obligations in the NEL and NER

establishment of an off-market retailer as a class of retailer for embedded network
customers of off-market retailers in the NERL and NERR

application of the exemption framework to a smaller sub-set of exempt network service

providers and energy sellers.

The proposed changes to the exemption framework will apply to electricity distribution
network service providers (which includes embedded network, distribution network
exemptions, but not gas embedded networks) and to all retailers including dual fuel, gas and
electricity retailers.>®

Figure 3.1 summarises the current and proposed frameworks for embedded networks.

Figure 3.1: Proposed framework for embedded networks

Exempt network service provider

Embedded network service provider

Registered
MNetwark Exempt embedded network service
provider
Exempt Exempt
NEM retailer Exempt NEM Off- Exempt
Retail seller i retailer market seller
: retailer
Authorised Exempt ¢ Authorised  Authorised Exempt
End cusmmersé On-market Off-market Off-market On-market Off-market customers
: customers customers customers customers

Current framework

Source: AEMC.
Note: This diagram simplifies the relationships for illustration. The NEM retailer can also serve off-market customers in the

recommended framework.

54  Section 111 of the NERL.

55

Recommended framework

The review will progress policy on gas embedded networks on a separate track. The NGL and NGR do not include a framework

for gas network exemptions. The development of a framework for gas embedded networks requires further consideration of
current jurisdictional arrangements. This is further discussed later in the report and in Appendix C.
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The below Box 7 summarises participants and roles under the new framework.>®

BOX 7: PARTICIPANTS AND ROLES UNDER THE PROPOSED EMBEDDED
NETWORKS FRAMEWORK

Embedded Network Service Provider (ENSP)

The ENSP will be a person that engages in the activity of owning, controlling or operating an
electricity embedded network - and does not hold a network exemption.

The ENSP will be required to register with AEMO. The entity that registers as an ENSP may
also be authorised as an off-market retailer.

Exempt Embedded Network Service Provider (exempt ENSP)

A small number of network service providers will continue to be eligible for exemptions from
the AER. An exempt ENSP is an entity that owns, controls or operates an electricity
distribution system that is an embedded network under an exemption registered with the AER
(as all exemptions will now be registered with the AER).

The AER may still require the exempt ENSP to appoint an ENM.[!
Off-market retailer

An off-market retailer will be a retailer authorised by the AER that on-sells electricity
purchased at a parent connection point from a NEM retailer to customers in an embedded
network. The off-market retailer will be required to appoint a metering coordinator, and
obliged to make an offer to all off-market and new customers in the embedded network that
it operates in.

The off-market retailer will be authorised by the AER. At least one off-market retailer[s] will
be nominated by the ENSP for a specific embedded network area with AEMO.[?! The entity
that is nominated as an off-market retailer may also register as an ENSP.

Exempt seller

A small number of sellers in embedded networks will continue to be eligible for exemptions
from the AER.

An exempt seller on-sells energy purchased at a parent connection point to exempt customers
in an embedded network. An entity seeking to become an exempt seller will be required to
register with the AER to obtain a retail exemption.

Note: [1] The AER's network exemption guideline includes appointment of an ENM as an exemption condition for some classes
of exempt networks based on metering requirements and capabilities. [2] The embedded network area is the physical
area covered by the embedded network that is served by the ENSP.

56  Appendices A and B detail the roles and responsibilities for the ENSP and off-market retailer.
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Recommended network registration and exemption regime
Introduction

This section sets out the following:

» overview of the current network registration and exemption regime

» the Commission’s analysis and draft recommendations on network registration for new
embedded networks

o the Commission’s analysis and draft recommendations on network exemptions that would
apply to new networks.

Current regime: network registration and exemption

The NEL currently defines a network service provider as a person registered by AEMO who
owns, controls or operates a transmission or distribution system that forms part of the
interconnected national electricity system. *’

Under the NEL and NER, a person that owns, operates or controls a distribution system must
either be:*®

« registered with AEMO as a network service provider, or

» exempted by the AER from the requirement to register in accordance with its network
exemption guideline.

The NEL does not stipulate the kinds of network service provider exemptions that the AER
can grant or the criteria that the AER should consider when assessing an application for a
network exemption. The NER only provides that:*

The AER may, in accordance with the guidelines issued from time to time by the
AER exempt any person or class of persons who is or are required to register as a
Network Service Provider from:

(1) the requirement to register as a Network Service Provider; or
(2) the operation of Chapter 5,

where (in the AER’s opinion) an exemption is not inconsistent with the national
electricity objective.

All exempt network service providers currently rely on an AER exemption from the
requirement to register with AEMO as a network service provider. The AER’s network
exemption regime currently covers deemed, registrable and individual exemptions. The AER
has discretion over the conditions it attaches to the different exemptions (network exemption
conditions). The network exemption conditions cover access to retail competition, distribution
loss factors, network pricing, appointment of ENMs, information provision and conversion of
existing sites (brownfield conversions).

57  Section 2 of the NEL.
58 Section 11(2) of the NEL and clause 2.5.1(d) of the NER.
59 Clause 2.5.1(d) of the NER.
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The following Box 8 summarises the findings of the 2017 Review in relation to the network
exemptions framework.

BOX 8: FINDINGS OF THE 2017 REVIEW IN RELATION TO THE ELECTRICITY
NETWORK EXEMPTION FRAMEWORK

The AEMC's 2017 Review found that:

« very high growth in exemptions for embedded networks has meant that they were no
longer a minor exception to the standard supply model for networks with a small number
of customers like caravan parks

o there seems to be confusion among exempt network service providers about whether
they need to apply for a network service provider exemption, as there are some
embedded networks that should obtain an AER exemption but have not

o the current framework with deemed exemptions makes it very difficult to obtain accurate
information about the number and location of embedded networks and assess whether
the operators of those networks are complying with their obligations

« the rapid growth in exemptions has undermined the efficacy of the compliance framework
and placed increasing pressure on the AER's regulatory capacity to enforce compliance
with exemption conditions.

The 2017 Review recommended the following:

» creation of an ENSP sub-category of network service provider, which would provide for an
appropriate sub-set set of rights and obligations legislated in the NEL and NER

» narrowing the framework for the AER to exempt embedded network service providers
from the sub-set of rights and obligations as follows:

e introduce a principles-based exemption framework that restricts exemptions to where
the cost of registration would be high compared to the benefits to consumers and the
requirement for regulatory oversight is low

e restrict exempt distribution systems to those that supply particular classes of
customers, such as large customers, large corporate entities, customers in temporary
accommodation, and infrastructure classes, such as rail.

3.4.3 Commission analysis and draft recommendations: network registration
As discussed in the previous section, the proposed framework sets out a new ENSP class in
the NEL and NER, with requirements in the NERL and NERR as well.

The ENSP will register with AEMO. To do so, the ENSP will be required to satisfy AEMO that it
is eligible to classify its distribution system as an embedded network.

As the ENSP’s functions and obligations will be limited to the embedded network that it owns,
controls, or operates, the recommended framework proposes the introduction of an
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embedded network area. ® The ENSP registers with AEMO along with a corresponding
embedded network area. This mirrors the site-specific exemption that the AER currently
issues to exempt network service providers in the current framework. The embedded
network area also frames and clarifies the ENSP’s functions and obligations under the
proposed framework, particularly in relation to new connections. The Commission
recommends that the ENSP register as follows:®!

A Network Service Provider wishing to classify a distribution system as an embedded
network must apply to do so [...] by submitting a notice to AEMO in the form
prescribed for this purpose by AEMO. The Network Service Provider must in its
application:

(1) provide sufficient evidence to satisfy AEMO that the distribution system is
appropriately classified as an embedded network;

(2) include a description of the embedded network area for the embedded network,
including information reasonably required by AEMO for this purpose; and

(3) nominate a retailer to be the local embedded network retailer for the embedded
network for the purposes of the NERL and include evidence satisfactory to AEMO that
the retailer has consented to the nomination.

The AER will not economically regulate the ENSP (i.e directly make a determination about the

revenue that the ENSP may earn), but will regulate the ENSP in performing its functions,

including:

« provision of market interface services, that are currently performed by the ENM in some
exempt networks

« connections policy and charging

« network billing for on-market customers

« customer obligations, including life support.

The following Box 9 summarises the key functions and obligations of the ENSP under the
proposed framework.5?

60 The ENSP may from time to time and by application to AEMO, amend details of its registration, including the embedded network
area.

61 Refer to draft clause 2.5.4(b) of the NER.

62  Appendix A outlines the role and responsibilities of the ENSP in further detail. The following chapters of the report (4-7) also
discuss in further detail the key functions of the ENSP under the proposed framework.
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BOX 9: ENSP FUNCTIONS AND OBLIGATIONS

Any person that engages in the activity of owning, controlling or operating an electricity
embedded network will be required to register as an ENSP. However, where this would
capture multiple entities, only one need register as an ENSP; the others may nominate the
ENSP as an intermediary acting on their behalf.

The ENSP will be required to register with AEMO. The entity that registers as an ENSP may
also register as an off-market retailer.

Each ENSP registers at least one embedded network area, which sets out the site boundary
for the ENSP's functions and obligations.

The ENSP, for the embedded network area that it registers, will have a set of responsibilities
that include the following:

o provide NEM retailers and off-market retailers in the embedded network with NMI
standing data upon request

« comply with metering data provision requirements in relation to retail customers (clause
7.14 of the NER), including NEM retailer customers and off-market retailer customers

« fulfil market interface functions of a DNSP (Chapter 7 of the NER)

o implement network billing and settlement in line with AEMO procedures (including
charging retailers of on-market child connection points network charges)

« provide connection services according to s. 66 of the NERL and Chapter 5A of the NER

« comply with requirements for supply interruption notifications, and other requirements for
life support customers in the NERR

» disclose specified information on a website and report to the AER as required.

The Commission considers that the creation of the ENSP class achieves the following:5

« creates certainty around the role and responsibilities of the ENSP

« offers appropriate customer protections through setting out the obligations and
requirements of ENSPs in the national frameworks

» reduces the burden on the AER in managing discrete exemption applications, and
exemption classes and conditions, for large sets of exempt embedded network service
providers.

As such, this would promote the long term interests of consumers consistent with the NEO
and would be consistent with the development and application of consumer protections
under the NERO.

63  The final report of the 2017 Review includes a further discussion of this (pp. 111-113).
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Commission analysis and draft recommendations: network exemptions

Overview
As set out in the first section, the NEL does not currently stipulate:

« whether deemed exemptions should be provided for in the framework
« whether networks should register to be exempt with the AER or apply for an exemption
» the criteria that the AER should consider in determining whether to grant exemptions.

The AER has set out network exemption classes, criteria and conditions in network exemption
guidelines.

The Commission proposes that the NEL and NER be amended to set out an exemption
framework for electricity networks that is consistent with the level of detail of the proposed
exemption framework for energy retailers in the NERL and NERR.** The Commission
recommends that the NEL be amended to state that the NER may include provisions for a
process to grant network exemptions.

The Commission considers that the creation of the ENSP class reduces the need to grant
individual exemptions. The Commission recommends that individual exemptions be
subsumed through the process of registering ENSPs. That is, a network service provider for
an embedded network that would, under the current framework, require an individual
exemption would be required to register with AEMO as an ENSP under the proposed
framework.

In line with its objectives for recommending the creation of an ENSP class, the Commission
considers that the network exemption framework should balance the administrative burden
placed on the AER with the benefit of reduced ambiguity of the regulatory framework.

The Commission also considers it appropriate to make consequential amendments to the
rules to permit the AER to grant network exemptions for transmission systems as under the
current framework.®

As such, the Commission’s recommendations in relation to the network exemption framework
are as follows:

« disallow new deemed exemptions for electricity distribution networks, and update the
definition of a distribution system to exclude some supply activities from being defined as
an electricity network and as such requiring a deemed exemption

« disallow new individual exemptions, and require ENSPs to register with AEMO
« provide for registrable exemptions only, under limited circumstances.

The Commission recommends that its proposed regime for network exemptions apply to new
networks. The Commission also recommends that current deemed network exemptions
transition to become registrable exemptions.

64 The next section discusses the proposed exemption framework for energy sellers in detail.

65  Which reflects current clause 2.5.1(f) in the NER, and the AER’s general obligation to consider the NEO in performing its functions
under the NEL, including in performing its economic regulatory functions.

| 42



Australian Energy
Market Commission

Draft report
Updating the regulatory frameworks for embedded
networks

These recommendations are discussed further below.

Proposed changes to definition of distribution system

The Commission notes that the definition of network service provider covers a broad range of
activities.®® As such, not only are network exemptions necessary to address the regulatory
burden, but registering all network exemptions with the AER would be unreasonable.®’

The Commission also considers that the limited oversight of the number and nature of
exempt networks has been exacerbated by the deeming of some network exemptions
without registration with the AER. In these cases, the AER does not have oversight of these
networks as they are created or as they evolve into networks with characteristics that could
be potentially different from those under which they were deemed exempt.

The Commission has examined the electricity distribution networks that the AER deems
exempt through its guidelines, and considers that they fall under one of the following
categories:®®

» networks that currently fall under the definition of distribution system, but where there is
no net benefit in regulating under the national frameworks

« networks that should be exempt from the Network Service Provider and ENSP obligations
and requirements.

The following section discusses each of these in turn.

The current definition of an electricity distribution system is very broad, and covers ‘networks’
that may not be thought of as such. The Commission recommends that electricity network
activities where there would be no net benefit in regulating be explicitly excluded from the
definition of distribution system in the NER for the purposes of regulation under the national
framework.

The Commission recommends that the definition of distribution system exclude examples
such as a home-owner providing a socket for a vacuum cleaner operated by a cleaning
company or supplying energy to facilitate telecommunications services. ¢

The Commission recommends that the definition of distribution system in Chapter 10 of
the NER be amended by adding the following text in bold:

A distribution network, together with the connection assets associated with the
distribution network, which is connected to another transmission or distribution
system.

Connection assets on their own, and dedicated connection assets in respect of which a
Primary Transmission Network Service Provider is registered, do not constitute a

66 The current definition of network service provider covers owning, operating or controlling a transmission or distribution system,
which includes equipment used to convey electricity to customers. See Chapter 10 of the NER, definitions of ‘network service
provider’, ‘distribution system’, ‘distribution network’ and ‘network’.

67 The Commission considers that the concept of the sale of energy is not as broad. This is discussed further in the next section.
68 Refer to AER's Network Exemption Guideline, deemed network exemption classes (pp. 29-30).
69 These circumstances are currently covered by the AER’s network deemed exemption classes ND5, ND6 and ND9.
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distribution system.
The following do not constitute a distribution system:

(a) a network forming part of a metering installation, but not including
incoming sub-mains or outgoing service wiring;

(b) a network forming part of a facility for broadcasting television or radio
signals;

(c) a network forming part of, or used in conjunction with, or ancillary to, or
that is primarily used to facilitate the functioning of, infrastructure for the
provision of telecommunications services, data centre services or other
services provided by means of communications technology, including
infrastructure for the provision of internet, telephone, mobile phone, fibre
optic, hybrid fibre cable, television, radio or wi—fi services;

(d) a network within a construction site or on a site adjacent to the
construction site, but only where and for so long as the network is used to
provide a temporary supply during the construction and commissioning
phases of new facilities on the site; and

(e) a network forming part of plug—in or rack mounted equipment when in
use in any premises including National Broadband Network equipment in
any premises with an input current rating not exceeding 3 amps AC.

These exclusions are based on the AER’s current deemed network exemption classes.

The Commission considers that this proposed amendment would enhance the robustness of
the regulatory framework in excluding from the definition of distribution system those
networks that it is not efficient to regulate. They would also reduce the regulatory burden on
the AER in creating and updating exemption classes to address these instances.

Registrable network exemptions

The Commission recommends that all new electricity networks that continue to fall within the
scope of the term ‘distribution system’ (as revised), and are eligible for a network exemption,
be required to register that exemption with the AER.

The Commission recommends that the NER be amended to include network exemption
factors that would make examples of ‘networks’ such as electric vehicle charging stations and
wiring from back up generators eligible for registrable exemptions.

The Commission proposes the following drafting for exemption criteria that the AER should
consider in defining network activities that could be eligible for network exemptions:”®

(1) an activity specified under jurisdictional electricity legislation as one for which an
exemption from the obligation to hold a distribution licence or equivalent instrument

70 Refer to proposed new clause 2.14.2(b) of the NER.
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issued under the legislation is available;

(2) the supply of electricity by a person in the class to a related body corporate of the
person or to an entity controlled by, or under common control with, the person (where
“related body corporate” and “control” have the meaning in the Corporations Act 2001
of the Commonwealth);

(3) the supply of electricity to occupants of holiday accommodation (including caravans
and like accommodation) on a short-term basis;

(4) the supply of electricity by means of an electric vehicle charging station;

(5) the provision of electric traction systems for passenger or freight vehicles and
associated infrastructure (such as rail networks) but not including supply for
commercial or retail activities associated with the provision of passenger or freight
services;

(6) owning, controlling or operating a generating system where the person so doing is
exempt from the requirement to register with AEMO under clause 2.2 [of the NER] in

relation to that activity, is not supplying services under a network support agreement

or demand management services, and is not otherwise required to be registered with

AEMO;

(7) the supply of metered or unmetered energy to non-residential customers, including
public and private educational institutions, but only where the person providing the
supply is a Government agency other than a housing authority; and

(8) an activity incidental to an activity in subparagraphs (2) to (7).

The above criteria would:

« cover the AER’s current network deemed exemption classes that are not excluded from
the electricity network definition as discussed above’

« preclude exemption of some of the current classes of registrable exemptions that
compromise NEO outcomes for small customers, such as embedded networks in high rise
apartment complexes.

It should be noted that these criteria are derived from the AER’s existing Network Exemption
Guideline, and the Commission intends to give further consideration to any required changes,
for example whether it would be appropriate to explicitly recognise joint ventures under the
criterion referring to related bodies corporate.

The AER will continue to have discretion in defining exemption classes and attaching different
conditions to the classes. However, the proposed amendments are intended to reduce the
decision-making burden on the AER by reducing the discretionary factors the AER is to
consider when determining network exemptions.

71  Current deemed network exemption classes that would be covered by factors for registrable exemptions under the proposed
framework include ND06, ND1, ND2, ND3, ND8 and ND9.
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Electricity networks eligible for network exemptions under the current framework may incur
minor additional costs in preparing applications for network registration with AEMO or
exemption registration with the AER as a result of the removal of deemed exemptions and
narrowing of eligibility for registrable exemptions. However, this is an up-front, one-off cost
for both the network and the AER. Network exemption registration is currently done through
a short online form that the Commission considers to be low cost for both a network
registering an exemption and the AER.

The Commission also recommends that the AER publish a register of exempt network
operators, which includes names and addresses for all registered exempt embedded
networks by class - in addition to other exempt distribution and transmission systems.”?

Consistent with the NEO and NERO, the Commission considers that these minor additional
costs are outweighed by benefits arising from:

« reduced upfront costs of the administration currently required by the AER in respect to
monitoring and enforcement
« enhanced oversight over embedded and exempt electricity networks for all stakeholders.

3.5 Recommended retail authorisation and exemption regime
3.5.1 Introduction
This section sets out the following:

« overview of the current retail authorisation and exemption regime
« Commission’s analysis and draft recommendations on retail authorisation
» Commission’s analysis and draft recommendations on selling exemptions.

3.5.2 Current regime: retail authorisation and exemption
The concept of the ‘sale of energy’ covers a wide range of activities, from energy retailing
through to landlords recovering energy costs from their tenants.
Under s. 88 of the NERL, if a party wishes to sell energy to a person for premises, it must:

« hold a retailer authorisation from the AER, or
« be exempted by the AER from the requirement to hold a retailer authorisation.

The NERL includes entry criteria for obtaining a retailer authorisation, in addition to
obligations and requirements for energy retailers.

72 Refer to proposed new clause 2.13.3 of the NER that sets out the obligation to maintain and update a register of all exempt
network operators.
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Figure 3.2 summarises the retailer authorisation framework.

Figure 3.2: Current retail authorisation framework
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Source: NERL, NERR and AER (Retail) Exempt Selling Guideline.

The exemption framework in the NERL as it currently stands:”?

sets out the AER’s power to issue and revoke exemptions, and impose exemption
conditions

establishes three kinds of exemptions (deemed, registrable and individual)

stipulates the policy principles that the AER must take into account in exercising its
exemption functions and powers over gas and electricity sellers

includes a range of exempt seller related factors and customer related factors the AER
may take into account in exercising its exemption functions and powers.

The policy principles that the AER must take into account are:”

73
74

the regulatory arrangements for exempt sellers should not unnecessarily diverge from
those applying to retailers

exempt customers should, as far as practicable, be afforded the right to a choice of
retailer in the same way as comparable retail customers in the same jurisdiction have that
right

exempt customers should, as far as practicable, not be denied customer protections
afforded to retail customers under the NERL and NERR.

Part 5, Division 6 of the NERL.
Section 114(1) of the NERL.
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The exempt seller related factors that the AER may take into account in performing or
exercising its exempt selling functions are as follows:”

whether selling energy is or will be a core part of the exempt seller’s business or
incidental to that business

whether the exempt seller’s circumstances demonstrate specific characteristics that may
warrant exemption

whether the exempt seller is intending to profit from the arrangement

whether the amount of energy likely to be sold by the exempt seller is significant in
relation to national energy markets

the extent to which the imposition of conditions on an exemption, or to which the
requirements of other laws, would allow appropriate obligations to govern the applicant’s
behaviour rather than requiring the applicant to obtain a retailer authorisation

the likely cost of obtaining a retailer authorisation and of complying with the NERL and
the NERR as a NEM retailer compared to the likely benefits to the exempt customers of
the exempt seller

any other seller related matter the AER considers relevant.

The customer related factors that the AER may take into account in performing or
exercising its exempt selling functions are as follows:”®

whether the characteristics of the exempt customers or the circumstances in which
energy is to be sold to them by the applicant are such as to warrant exemption

the extent to which the imposition of conditions on an exemption, or to which the
requirements of other laws, would allow the exempt customers access to appropriate
rights and protections rather than requiring the applicant to obtain a retailer authorisation

any other customer related matter the AER considers relevant.

Notwithstanding these additional constraints and guidance, the AER has considerable
discretion in developing and applying the (Retail) Exempt Selling Guideline. The AER also has
discretion to set the exemption conditions in the guideline. The retail exemption conditions
are for both electricity and gas selling and relate to five key areas: information provision;
dispute resolution; pricing; access to retail competition; and consumer protections.

75
76

Section 115(1) of the NERL.
Section 116 of the NERL.
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Figure 3.3 summarises the retail exemption framework.

Figure 3.3: Current retail exemption framework
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Box 10 summarises the findings of the 2017 Review in relation to the network exemptions
framework.””

BOX 10: FINDINGS OF THE 2017 REVIEW IN RELATION TO THE ENERGY
SELLING EXEMPTION FRAMEWORK

The 2017 Review found that the retail authorisation framework was no longer fit for purpose
for embedded networks. In relation to the exemption framework, the Review found that the
seller related factor relating to whether the selling of energy is a core part of the exempt
seller’s business or is incidental to that business is problematic. Energy supply is an essential
service that requires sector-specific consumer protections. As such, the identity and business
model of the energy seller should not impact whether those consumer protections should
apply to the seller’s customers. Therefore, it is a problem that commercial entities essentially
providing the same service face different regulatory obligations and are subject to different
degrees of regulatory oversight. The two tiered framework has enabled regulatory arbitrage
that has distorted investment decisions and created a bias towards specific operating models.

The 2017 Review recommended the following:

« creation of a sub-category of off-market retailer that would provide for an appropriate
sub-set of NEM retailer’s rights and obligations to be legislated in the NERL and NERR

« narrowing the framework for the AER to exempt sellers as follows:

e remove the exempt seller and customer related factors in the NERL and replace them
with clear principles that restrict exemptions to where the cost of authorisation would
be high compared to the benefits to consumers and the requirement for regulatory
oversight low

e consider how the proposed retailer authorisation framework could be adapted or
extended to other non-traditional sellers

e include in the NERR exemption criteria that would continue to exclude, for example,
unmetered energy sale, energy sale to customers in short term accommaodation or
energy sale to related entities on the same property.

Commission analysis and draft recommendations: retail authorisation regime

The off-market retailer will not need to be a participant in the wholesale electricity market.
However, the off-market retailer will be authorised by the AER and needs to register with
AEMO.

77  These findings were informed by submissions to the consultation paper for the 2017 Review: AER, p. 7 and ATA, p. 2; and

submissions to the draft report for the 2017 Review: EnergyAustralia, p. 2 and Energy Networks Australia, p. 2.

The Commission’s recommended framework for embedded networks sets out an off-market
retailer class in the NERL and NERR, with requirements in the NEL and NER as well.

The Commission’s draft recommendation for the off-market retailer is that its obligations and
requirements under the NERL and NERR very closely mirror those of a NEM retailer.
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The Commission is interested in stakeholder views on whether:

« a class of off-market retailer should be included in the NERL and NERR; or

« given the limited proposed differences between the rights and obligations of NEM
retailers and off-market retailers, whether off-market retailers in embedded networks
should simply be required to obtain a NEM retailer authorisation.

As discussed in the previous section, every ENSP will register an embedded network area and
nominate a retailer to be the local embedded network retailer.”®

Box 11 summarises the key functions and obligations of the off-market retailer under the
proposed framework.”®

BOX 11: OFF-MARKET RETAILER FUNCTIONS AND OBLIGATIONS

An off-market retailer on-sells electricity purchased at a parent connection point from a NEM
retailer to customers in an embedded network. The off-market retailer will be required to
appoint a metering coordinator, and where it is the registered local embedded network
retailer (and the designated retailer under the NERL), it is obliged to have available an offer
to all off-market and new customers in the embedded network area that it operates in.[!)

To be an off-market retailer, an entity will be required to be authorised by the AER. The off-
market retailer that is a local embedded network retailer will be nominated by an ENSP for an
embedded network area with AEMO as part of the ENSP’s registration. The entity that is
nominated as an off-market retailer may also register as an ENSP. An entity may also be
authorised as an off-market retailer without being registered for an embedded network area.

The off-market retailer, for the embedded network area that it is nominated against, will have
a set of responsibilities that include the following:

o as local embedded network retailer, make a retail offer to all off-market and new child
connection points in the embedded network
» any offer to sell electricity must include network charges and connection service charges

o appoint the metering coordinator for the off-market child connection point and ensure
that the connection point has a NMI

o comply with requirements for supply interruption notifications, and other requirements for
life support customers

* maintain a 24-hour telephone line
» disclose information on website and report as required.

The retailer obligations that the Commission proposes not to apply to the off-market retailer
are publication of a retail offer in a newspaper and the requirement that prices should not be
modified within six months.

78  Refer to draft clauses 2.5.4(b)(2) and (3) of the NER.
79 Chapter 7 and Appendix B list the requirements and obligations for off-market retailers in further detail.
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Note: [1] Proposed NERL s. 2 change to definition of Note: designated retailer Note: to include the registered local embedded
network retailer, which under existing s. 22 of the NERL, is obligated to make an offer to small customers within the
embedded network area for which it is the designated retailer. It is noted that the local embedded network retailers can
be a NEM retailer or an off-market retailer.

As discussed above, the current approach whereby the exemption framework has, in effect,
replaced the authorisation framework in many cases is no longer appropriate. The
Commission considers that the authorisation of electricity on-sellers at off-market child
connection points in embedded networks achieves the following:*

» creates certainty around the role and responsibilities of the off-market retailer as the on-
seller of energy
« offers appropriate consumer protections

« reduces the burden on the AER in managing discrete exemption applications, and
exemption classes and conditions, for large sets of exempt sellers.

The Commission recommends that the retailer authorisation process subsume individual
exemptions such that:

« energy sellers that are eligible for registrable exemptions under the criteria discussed
above register for a retail exemption with the AER®

« all other energy sellers apply to the AER for an authorisation as a NEM retailer or off-
market retailer, and be assessed under the entry criteria of the NERL

« for these energy sellers, the AER may decide to exempt them from a sub-set of
requirements and obligations.

80 The final report of the 2017 Review includes a further discussion of this (pp. 123-125).
81 The Commission’s recommended retail exemption regime covers registrable exemptions only, and is discussed in the next section.
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Figure 3.4 summarises the Commission’s recommended regime for retail authorisation with
the AER.

Figure 3.4: Proposed framework for NEM retailer and off-market retailer authorisation
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Note: This figure illustrates the retail authorisation framework only.

In summary the Commission recommends a single entry test for entities planning to sell
energy to obtain one of the following:

* NEM retailer authorisation (for sellers of electricity and/or gas)

* NEM retailer authorisation, with exemption from some requirements or obligations (for
sellers of electricity and/or gas)

o off-market retailer authorisation (electricity sellers)

» off-market retailer authorisation, with exemption from some requirements or obligations
(electricity sellers).

Unless a seller clearly meets the criteria for a registered exemption,® using a single entry
test for authorising retailers inside and outside embedded networks means that only parties
that are able to meet the obligations of an authorisation can sell energy to customers. Such
parties are better able to manage any associated risks, including the management of third
parties and agents. The Commission also considers that this recommendation enhances
certainty for stakeholders, and enables appropriate supervision of energy sellers.

The recommendation grants the AER discretion in relieving an applicant from some
conditions, which substitutes for the current individual exemption regime. The Commission

82 The recommended retail exemption regime is discussed in detail in the next section.
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considers that the AER may, for example, determine to exempt some NEM retailers or off-
market retailers from a sub-set of obligations based on their customer type or size.

The Commission’s recommendation reflects its position that entities that are currently on-
selling energy in embedded networks are selling embedded network customers an essential
service. As such, the Commission considers that these entities should satisfy the entry criteria
as much as NEM retailers and that embedded network customers should be offered the same
customer protections as they would have if they were not in an embedded network.®

The recommended framework includes a separate class of off-market retailer authorisation.
This feature stems from the Commission’s recommendation in the 2017 Review. However, the
Commission has determined through this latest work that it would be appropriate to subject
off-market retailers to virtually all the existing obligations imposed on NEM retailers. As such,
the Commission would welcome feedback as to whether a separate authorisation class is
justified, or whether any differences could be more efficiently handled through a single
authorisation process and by exempting off-market retailers from any unnecessary
obligations on an individual basis.

Commission analysis and draft recommendations: retail exemption regime

Overview

As discussed above, the Commission considers that the current retail exemption framework
permits the deeming, registration and granting of individual exemptions to energy sellers that
may be inconsistent with the National Energy Retail Objective (NERO) and the underlying
rationale for the exemption framework.

The Commission considers that an energy selling exemption framework remains necessary to
address limited circumstances where the costs of retail authorisation under the process
outlined above would outweigh the benefits to customers, and the need for regulatory
oversight is low.

The Commission recommends that the NERL and NERR be amended as follows:

« discontinue deemed retail exemptions
« require all entities that sell electricity to customers in embedded networks that are
eligible for a retail exemption to register the exemption with the AER.

The Commission recommends that its proposed regime for retail exemptions apply to new
sellers. The Commission also recommends that current deemed retail exemptions transition
to become registrable exemptions.

For the avoidance of doubt, there would be no change to the definition of the sale of energy.
This means that, where the costs of energy are included in a broader charge such as rent, no
retailer authorisation or exemption would be required.

83 This is discussed in further detail in chapter 7.
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Registrable seller exemptions

The Commission recommends that all on-sellers eligible for a retail exemption register that
exemption with the AER.

The Commission also recommends that the exempt seller related factors and customer
related factors be transferred from the NERL to the NERR in order to facilitate their updating
or modification based on rule change requests from stakeholders.

The Commission further recommends the simplification of these factors so that they cover
the following activities:

sale of energy to temporary accommodation customers or temporary construction sites,
or to related entities

sale of electricity as a supplementary supply through power purchase agreements
exemption under jurisdictional instruments.®*

The Commission proposes the following drafting for registrable exemption factors to capture
the above:®

(a) selling metered energy to occupants of holiday accommodation (including caravans
and like accommodation) on a short-term basis;

(b) temporarily selling energy on construction sites;

(c) selling energy to a related body corporate of a person in the class or to an entity
controlled by, or under common control with, the person (where “related body
corporate” and “control” have the meaning in the Corporations Act 2001 of the
Commonwealth);

(d) selling energy as a supplementary supply through power purchase agreements to
customers connected to the national grid (as defined in the NER) and where (in the
case of a retail customer) the agreement has a term of 10 years or shorter and may be
terminated by the customer before the end of the term; or

(e) selling energy to customers for premises in circumstances where the person is
exempt under jurisdictional energy legislation from the obligation to hold a retailer
authorisation or equivalent instrument in relation to the sale.

The above criteria would:

84

85
86

cover the AER's current seller deemed exemption classes®

preclude some of the current classes of registrable exemptions that may compromise
outcomes for small customers.

This would for example cover state-based exemptions such as sale of unmetered electricity to residential customers in
Queensland under the Residential Tenancies and Rooming Accommodation Act 2008 (QId).

Refer to draft rule 150 of the NERR.
AER, (Retail) Exempt Selling Guideline, version 5, March 2018, pp. 27-30.
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Again, this would remove some of the AER’s discretion in the exemption framework. However,
it would remove ambiguity around the interpretation and application of the exempt seller and
exempt customer related factors. The AER will continue to have discretion in the following:

« defining the exemption classes, and requiring different exemption conditions for each
class

« exempting NEM retailers and off-market retailers from some conditions, as discussed
above.

As with the criteria for network exemption, the Commission intends to give further
consideration to those criteria derived from the AER’s existing Retail Exemption Guideline, for
example the appropriateness of the criterion relating to jurisdictional energy legislation.

One of the main additional costs to energy sellers will be the costs of preparing applications
for registration or authorisation as an off-market retailer as a result of the removal of deemed
exemptions and narrowing of eligibility for registrable exemptions. However, this is an up-
front, one-off cost for both the energy seller and the AER which the AEMC considers
reasonable in order to demonstrate capacity and suitability to provide a ‘sale of energy’
service. It will also reduce the administration required by the AER in respect to monitoring
and enforcement.

As such, consistent with the achievement of the NEO and NERO, the Commission considers
that these costs are outweighed by the benefit from:

« reduced costs of the ex-ante administration required by the AER in respect to monitoring
and enforcement

« enhanced oversight over exempt energy sellers for all stakeholders.

Compliance under the recommended framework
ENSP

The proposed amendments to the NEL and NER include requiring most service providers
servicing embedded network customers to register as ENSPs.8” The ENSP will be treated as a
type of registered participant under the NEL and NERL, and required to comply with
provisions applicable to network service providers where rules expressly provide so.% This
includes being subject to the AER’s monitoring, investigation and conduct powers, general
information gathering powers,® AER made or jurisdictionally applicable distribution service
standards for ENSPs,?® AER reporting,®* the Ombudsman scheme requirements in the NERL,*
and obligations not to prevent or hinder access to electricity network services.”

87 Refer to the previous section.
88 Refer to proposed new clause 2.5.4 and in particular clause 2.5.4(g) of the NER.

89 The Commission has proposed amendments to this effect to NEL Part 3 Division 1, Division 2, Division 3 but not Division 4 (which
relates to regulatory information notices and general regulatory information notices which apply to regulated network service
providers).

90 Proposed amendment to s. 2 of the NEL, definition of ‘distribution service standard”.

91 Proposed amendments to Part 4, Division 5 of the NEL.

92  Proposed amendments to NERL Part 4 — Small customer complaints and dispute resolution.
93  Proposed amendment to s. 157 of the NEL.
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In order to improve accountability, all entities involved in an embedded network will be liable
for the conduct of ENSPs as follows:

« Each of the entities that owns, operates or controls an embedded network must either
register as an ENSP or appoint an intermediary to act on its behalf with regard to the
embedded network (and in turn, obtain an exemption from AEMO from registering as an
ENSP).

« An entity that would otherwise be required to be registered will be exempted from this
requirement if it appoints an intermediary (registered with AEMO) to act in its place. For
example, if the operator registers as an ENSP, the owner of the embedded network could
be exempted by appointing the operator as its intermediary. A range of existing
provisions relating to intermediaries will apply in that case, including joint and several
liability of the intermediary and the original entity for the acts and omissions of the
intermediary. *

Off-market retailer

The proposed amendments to the NERL and NERR include requiring the majority of entities
that would previously have previously been eligible for an exemption to register under the
NERL and NEL as off-market retailers, and generally become subject to the provisions
applicable to NEM retailers. This includes being subject to the NERL compliance framework
applicable to NEM retailers. This compliance framework includes the AER's monitoring,
investigation, enforcement® and information gathering powers,* obligations to establish
arrangements to monitor compliance,®” AER reporting,” the Ombudsman scheme,” and the
AER Compliance Procedures and Guidelines and information provision requirements.'®

The proposed amendments also extend energy marketing rules to off-market retailers and
their associates,®* and obtaining explicit informed consent for transfers of customers from
exempt sellers. 1%

Exempt seller and ENO

Under the recommended framework, the AER is to maintain a register of ENOs as well as
exempt sellers for transparency purposes.'®

Under the exemptions regime, the AER is able to set, modify and revoke conditions on ENOs
and exempt sellers on an individual or class basis. Exempt sellers are also subject to
compliance audit provisions'®, whilst ENOs are subject to general information gathering

94  Proposed amendment to clause 2.9.3 of the NER.

95 Proposed amendments to NERL Part 13 - Enforcement.

96 Proposed amendments to NERL Part 12 — Compliance and performance.

97  Proposed amendment to s. 273 of the NERL.

98 Proposed amendments to Part 4, Division 5 of the NEL.

99 Proposed amendments to NERL Part 4 — Small customer complaints and dispute resolution.
100 Proposed amendments to s. 274 of the NERL.

101 Section 53 of the NERL; Division 10 of the NERR. These are discussed in further detail in chapter 7.
102 Section 38 of the NERL.

103 Proposed s. 13F of the NEL; current s. 119 of the NERL.

104 Proposed amendment to s. 276 of the NERL.
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powers. Any breaches of exemption conditions!® or a condition on an exempt seller, 1%will be
enforceable by the AER as part of their monitoring, investigation and enforcement procedures
under the NERL and NEL, with breaches of those exemption conditions or network
exemptions enforceable under the law.'”

105 Proposed amendment to s. 2 of the NEL.
106 Proposed amendments to s. 112 of the NERL.

107 Proposed amendments to NEL Part 3 Division 1, Division 2, Division 3 but not Division 4 (which relates to regulatory information
notices and general regulatory information notices); proposed amendments to Part 12 and Part 13 of the NERL.
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MARKET AND SYSTEM INTEGRATION

Introduction

The Commission recommended in the 2017 Review that the regulation of embedded
networks should be elevated into the national framework and into the NEM. In part this
would be achieved by extending the metering framework in the NER to new embedded
networks, further integrating embedded networks into AEMO’s market systems.'%

The Commission considered that elevating embedded networks into the national framework
will be in the long term interests of consumers consistent with energy objectives. Extending
the NER metering framework and integrate embedded networks into the NEM are key to
providing customers in embedded networks improved access to retail market competition and
important consumer protections. These consumer protections include keeping customer
metering data secure while also providing customers the rights and ability to easily access
their electricity consumption data so that they can make more informed decisions about their
energy consumption if they wish and to shop around different retailers for a better deal.

The remainder of this chapter sets out the current arrangements, analysis and
recommendations and recommended amendments to the energy laws and rules in relation
to:

« extending the metering framework in the NER to new embedded networks

« the appropriate party to fulfil market interface functions in new and legacy embedded
networks

« the arrangements for access to data in new embedded networks
» incorporating the new roles of ENSP and off-market retailer into the B2B framework
« allocating distribution loss factors for new embedded networks.

The majority of this chapter relates to updating the regulatory framework for new embedded
networks with the exception of section 4.3. Section 4.3 also considers legacy embedded
networks in relation to the performance of market interface functions such as assigning a
NMI to customer connection points and maintaining NMI standing data.'®

Extending the metering framework
Introduction

Metering services are a key component of the electricity supply system. Electricity meters
measure a customer’s electricity consumption which is important for accurate billing and
wholesale market settlement.

108 For a detailed discussion on this recommendation see chapter 8 of AEMC, Review into regulatory arrangements in embedded
networks, final report, 28 November 2017.

109 NMI standing data is the information related to a customer’s connection point. The information is about the physical location and
properties of the meter, which includes the applicable network tariff and the consumer’s consumption threshold bands. It does
not include the customer’s consumption data. Schedule 7.1 in the NER sets out what information must be contained in the meter
register. The meter register is contained in MSATS which AEMO maintains. AEMO also maintains standing data for MSATS
procedures. See https://www.aemo.com.au/-
/media/Files/Electricity/NEM/Retail_and_Metering/Market_Settlement_And_Transfer_Solutions/2017/Standing-Data-for-MSATS.pdf
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Technological innovation has meant that meters can nhow do much more than just measure
the flow of electricity. The range of services that will be enabled by advanced meters will
evolve over time as new benefits are identified and the technology develops. The additional
services supported by advanced meters can enable:

« consumers to monitor, manage and adjust their use of electricity to suit their lifestyle and
budget

« retailers to offer different pricing options and more efficiently operate their businesses, by
reducing costs for remote meter reading and connecting customers more quickly

« DNSPs to better manage the operation of their electricity networks with access to more
detailed outage and power quality information

» third party services including energy management services.

Given the importance of metering as an enabling technology which links customers to the
NEM the Commission is of the view that customers in embedded networks should have the
same metering standards and arrangements as standard supply customers. For this reason,
the Commission recommended, in the 2017 Review, extending the metering framework in
Chapter 7 of the NER to new embedded networks.!*

This section sets out:

« the current metering arrangements for standard supply customers under Chapter 7 of the
NEM and embedded network customers under the AER's Network Exemption Guideline

« analysis and recommendations on extending the metering framework to new
embedded networks

» details on how to implement these recommendations in the energy laws and rules.
The recommendations in this section do not apply to legacy embedded networks.!!!

Current arrangements

Current arrangements in the NEM

Prior to the commencement of the Competition in metering Rulein 2017, DNSPs were
generally responsible for the provision, installation and maintenance of a small customer’s
meter, as well as the collection and delivery of metering data.

In making the Competition in metering Rule, the Commission considered that metering
services can be more effectively provided by entities that are operating competitively with
each other. The rule therefore ended the effective monopoly of DNSPs over the provision of
metering services for small customers by allowing any party that meets certain registration
requirements to provide those metering services. This was achieved by transferring
responsibilities for metering services to the ‘metering coordinator’,!'2

110 AEMC, Review into regulatory arrangements in embedded networks, final report, 28 November 2017, p. 94.
111 Legacy embedded networks will be addressed as part of the final report.
112 AEMC, National Electricity Amendment (Expanding competition in metering and related services), 26 November 2015.
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Under the NER arrangements that now apply, NEM retailers are responsible for arranging
metering services for small customers.'** Retailers must appoint a metering coordinator for
each of their small customer’s connection points'* and obtain a NMI for each meter.!*> In
general, the retailer provides instructions to the metering coordinator for any metering work
needed by the customer.

The metering coordinator has overall responsibility for all issues related to the metering
installations for which it has been appointed. The metering coordinator appoints a metering
provider for each connection point to provide, install and maintain the meter installation.!
The metering coordinator also appoints a metering data provider who is responsible for the
collection and processing of metering data.’.

Any person can perform one or more of these three metering roles provided that they are
registered and accredited by AEMO for the relevant roles. In practice, most metering
coordinator businesses are also registered and accredited as metering providers and
metering data providers.

NEM retailers may negotiate ‘churn agreements’ with a variety of metering businesses so that
when they win a new customer from another retailer, they can access the metering services
from the previous retailer’s appointed metering coordinator. It will usually be in the incoming
NEM retailer’s interest not to have to replace the existing meter.

These arrangements, in combination with retail competition, act to put downward pressure
on the cost of metering services while providing incentives to NEM retailers and metering
businesses to provide the types of services that customers want.

Chapter 7 of the NER sets out the regulatory framework for the provision of metering
services in the NEM. It outlines arrangements relating to matters including the:

« roles and responsibilities of a FRMP at a connection point (the FRMP is the NEM retailer
for a small customer), metering coordinator and AEMO

«  provision, installation, accuracy and maintenance of a metering installation
« collection and provision of metering data
« security of, and rights of access to, metering data and energy data

« the minimum services that all new and replacement meters must be capable of
providing®

« obligations relating to managing access to services provided by advanced meters,
including remote reconnection and disconnections services

113 This is part of their responsibility as the FRMP.
114 Clause 7.2.1(a) of the NER. Under clause 7.6.2(a)(3) of the NER a large customer may appoint its own metering coordinator.

115 Clause 7.8.2(c)(1) of the NER. This involves applying to the distributor for a NMI and providing it to the metering coordinator
within five business days of receiving it.

116 Clauses 7.3.2(a), 7.8.1(c) and 7.8.2(a) of the NER.
117 Clauses 7.3.2(d) and 7.10 of the NER

118 The minimum services specification, set out in Table S7.5.1.1 in the NER, includes the following services: remote disconnection
service; remote reconnection service; remote on-demand meter read service; remote scheduled meter read service; metering
installation inquiry service; and advanced meter reconfiguration service.
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« the appointment of, standards of performance and accreditation requirements of
metering providers and metering data providers.

Current arrangements in embedded networks

Exempt network service providers are currently responsible under the AER’s Network
Exemption Guideline for metering installations and services in embedded networks.

Over subsequent versions, the AER’s Network Exemption Guideline have included additional
requirements to increase the standards of metering arrangements in embedded networks.

Under the current Network Exemption Guideline, the exempt network service provider must
(with regard to metering):'*°

« comply with National Measurement Act 1960 (Cth) requirements'? for electricity meters
installed from 1 January 2013 and other applicable Australian standards

» for electricity meters installed from 1 December 2017, where a jurisdiction has adopted
the AEMC Power of Choice reforms, comply with the minimum specification for advanced
metering in schedule 7.5 of the NER.

However, the Network Exemption Guideline do not require the same reading, testing and
inspection standards as the NER. For example, exempt network service providers are only
required under the Network Exemption Guideline to test meters for accuracy in the event of a
billing dispute.'?!

NEM retailers selling to on-market child embedded network customers need access to child
embedded customer metering which is both NEM compliant and compatible with the parent
meter for the purpose of the settlement by difference process. The lesser requirements
applicable to exempt network service providers regarding metering services in embedded
networks means that NEM retailers in many cases will need to replace a meter in order to
take an embedded network customer on-market. This cost can make it uneconomic for a
NEM retailer to make an offer to an embedded network customer unless the customer is
willing to pay for the meter up-front. This cost can be a disincentive for embedded network
customers wishing to switch to a competitive market offer.

The lesser requirements placed on exempt network service providers, including the
shortcomings in the compliance and enforcement framework discussed in chapter 2, also
raise consumer protection issues for customers in embedded networks relating to safety and
the accuracy of metering and billing in embedded networks.

Analysis and recommendations

In the 2017 Review, the Commission recommended that the authorised on-selling retailer
(which under the proposed framework is referred to as an off-market retailer) appoint a

119 Section 2.1.1 of the Network Exemption Guideline as accessed on March 2018 from

https://www.aer.gov.au/networks-pipelines/guidelines-schemes-models-reviews/network-service-provider-registration-exemption-
guideline-march-2018.

120 For further information, see www.measurement.gov.au.
121 Clause 4.2.2.5 of the network exemption guideline, version 6 dated March 2018.
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metering coordinator to provide metering services at off-market child connection points
within each embedded network to which the proposed registration framework applies.

As set out in detail in chapter 3 of this report, the Commission has recommended a new
category of retailer, an off-market retailer, be established in the NERL and the NERR. In
embedded networks, the off-market retailer will be the party which is purchasing electricity at
a parent connection point from a NEM retailer and on-selling that electricity to customers at
off-market child connection points. Consistent with its recommendation in the 2017 Review,
the off-market retailer will be the party responsible for appointing a metering coordinator at
its off-market connection points.

Application of the metering framework in Chapter 7 of the NER to embedded networks was
discussed during the round table discussions at the AEMC's stakeholder workshop on 23
October 2018. Embedded network businesses at the round table questioned the requirement
to adopt NEM roles for the management of metering installations. Some businesses were of
the view that ENSPs should continue to be responsible for the provision and maintenance of
metering in embedded networks and that there should be restrictions placed on meter churn.

The Commission remains of the view that extending the metering framework in Chapter 7 of
the NER will promote compliance with NEM metering requirements and remove key barriers
to retail competition for embedded network customers.

It is in the interests of consumers, whether a child connection is on-market or off-market,
that there is regulatory consistency between the two, and adequate oversight that metering
installations and metering services are NEM compliant. Applying Chapter 7 to embedded
networks will have a number of benefits for embedded network customers including:

« the application of the same reading, testing and inspection standards which will result in
more accurate bills for customers

« metering installation security requirements and restrictions on access to data will apply
which protect the security of a customer’s energy and metering data

« consumers will have rights and processes to access information about their energy
consumption to assist them to manage their electricity use if they wish or shop around
for a better deal

« consumers will be more readily able to switch between off-market retailers to NEM
retailers.

The roles of metering coordinator, metering provider and metering data provider are highly
specialised roles which require registration and accreditation with AEMO. Requiring these
services to be provided by those registered and accredited with AEMO means only
appropriately qualified parties can perform these important roles The Commission is of the
view that the additional costs incurred in appointing a metering coordinator, metering
provider and metering data provider will be outweighed by the benefits to customers
described above.

Should ENSPs wish to provide metering services they can choose to apply for registration as
a metering coordinator and/or accreditation as a metering provider and metering data
provider.
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Reallocating responsibility for metering from the ENSP to the metering coordinator also
removes key barriers to embedded networks customers being able to access retail market
competition. NEM retailers can be confident that the metering installation will be NEM
compliant and can negotiate agreements for metering services from metering coordinators
serving embedded networks.

This is likely to reduce the number of potential counter-parties with whom a retailer would be
required to negotiate in order to supply electricity at a child connection point and will
significantly reduce transaction costs for retailers, including by facilitating the use of existing
churn agreements with metering coordinators.

Introducing the NEM metering roles also mitigates the need for a retailer to negotiate with an
ENSP for access to metering in circumstances where the ENSP may have an incentive to
frustrate competition and maintain the end user’s connection as an off-market connection.

In summary, the Commission recommends that the off-market retailer appoint a metering
coordinator to provide metering services at off-market connection points within each
embedded network to which the proposed registration framework applies. The metering
coordinator in turn would have an obligation to appoint a metering provider and metering
data provider.

Metering coordinators, metering providers and metering data providers would have the same
responsibilities at an off-market child connection point as they will have in relation to a
standard supply customer’s connection point or an on-market child connection point.

These arrangements would not prevent the ENSP and off-market retailer (which will often be
the same party in any case) from cooperating to appoint a metering coordinator that provides
the services each require to provide retail and network services within the embedded
network.

Law and rules implementation

The proposed changes in the NER include amending the definitions of a ‘registered
participant’ and what a FRMP is in Chapter 7 of the NER so as to extend these terms to apply
to off-market retailers that are selling electricity to off-market child connection points.*?*This
in turn extends obligations to appoint the metering coordinator, metering provider and
metering data provider within embedded networks to off-market retailers (so that these
appointments are necessary before an off-market retailer can sell to an off-market connection
point). %

Market interface functions in new and legacy embedded networks
Introduction

Customers must be market facing to participate in the NEM and be able to choose and
transfer to a retailer of choice. DNSPs perform the market interface functions for standard

122 Proposed clauses 7.1.2(a) and (b) of the NER.

123 Proposed clause 7.2.1(d), which in turn extends clauses 7.3, 7.4 and other provisions applicable to metering coordinators,
metering providers and metering data providers in Chapter 7 of the NER to apply to off-market connection points.
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supply customers connected to their distribution network. These services link customers to
the NEM systems that allow them to purchase electricity from NEM retailers. These services
include providing NMIs to customers, maintaining NMI standing data (for example, a

customer’s address) within AEMQO’s MSATS and facilitating transfers between NEM retailers.

This section outlines:

« current arrangements for performing market interface functions in the NEM and in
embedded networks

» analysis and recommendations for allocating the market interface function in the updated
regulatory framework for new and legacy embedded networks

» details of how these recommendations can be implemented in the energy laws and rules.

Current arrangements

As described above, DNSPs perform the market interface functions for standard supply
customers connected to their distribution network.

The Embedded Networks final rule determination found the NER did not allocate
responsibility for performing the market interface functions required to link embedded
network customers to retailers in the national electricity market systems.*?* This rule change
addressed this barrier by creating a new accredited provider role of the ENM, who is to
perform the market interface functions that link embedded network customers with the
national electricity market systems.

The rule set out the detailed functions, responsibilities, and governance arrangements for
ENMs and specifies the circumstances under which exempt network service providers are
required to appoint an ENM, or otherwise exempt from this requirement. Where an
embedded network customer goes on market, an ENM has clear responsibilities to perform
the market interface functions, including assigning the customer a NMI.!?® The Rule also
triggered changes in the relevant AEMO procedures and the AER’s Network Exemption
Guideline.

Since the Embedded Networks Rule commenced on 1 December 2017, 25 ENMs have been
accredited by AEMO as at 12 December 2018.1%

Analysis and recommendations

New embedded networks

The 2017 Review recommended that ENSPs be required to appoint an ENM for all new
embedded networks to perform the market interface functions for embedded network
customers.'?

124 AEMC, National Electricity Amendment (Embedded Networks) Rule 2015, 17 December 2015.
125 Chapter 7, clause 7.8.2(ea) of the NER as introduced as part of the Embedded Networks Rule.

126 For a list of accredited ENMs, see: https://www.aemo.com.au/Electricity/National-Electricity-Market-NEM/Retail-and-
metering/Accreditation-and-Registration.

127 AEMC, Review of regulatory arrangements for embedded networks, final report, 28 November 2017, pp. 95-96.
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The Commission has considered the allocation of roles and responsibilities further and
considers that it would reduce regulatory complexity to subsume the market interface
functions into the new role of the ENSP (and not require ENSPs to appoint an ENM as a
requirement under the proposed rules). This would not prevent the ENSP from sub-
contracting these functions. However, it would be accountable for the delivery of these
services under the NER.

As discussed in chapter 7 of the 2017 Review, in order for customers to benefit from
competition they require access to competitive market offers without the need to incur
substantial search costs, and the ability to readily move from one provider to another.
Registering and maintaining information on off-market connection points in MSATS makes
these customers visible to NEM retailers and provides the information these retailers require
to make an offer to a customer and then request this customer be transferred. This is
achieved through registering a NMI for a connection point in MSATS and maintaining NMI
standing data for the connection point in MSATS.

Consistent with the recommendations made in the 2017 Review, the Commission
recommends that for new embedded networks, an ENSP be required to:

« apply to AEMO for NMIs for all child connection points
« register the NMI for connection points with AEMO (i.e. through MSATS)
» maintain information in the metering register (i.e. NMI standing data kept in MSATS).

Advice on implementing these recommendations in the energy laws and rules is set out
below.

Legacy and new exempt embedded networks

In creating the role of the ENM, the Embedded Networks Rule change made in 2015
addressed a specific barrier to customers going on-market. The Commission recommends the
role of ENM be retained to provide market interface services to legacy embedded networks
(and a role that may extend to exempt ENSPs going forward in the new framework).

However, as discussed above, the Commission found a number of other barriers and practical
impediments to customers going on-market, including that off-market embedded network
customers are not discoverable in MSATS. This means that NEM retailers cannot request a
customer transfer before an ENM is appointed, and a NMI is allocated and registered in
MSATS for a customer.

The Commission recommends that the above requirements on ENSPs in new embedded
networks relating to applying to AEMO for NMIs, registering NMIs and maintaining NMI
standing data continue to be placed on the existing role of ENM in legacy embedded
networks in certain circumstances.'?®

In legacy and new exempt embedded networks, it is recommended this requirement continue
to be placed on ENMs, which are required to be appointed by exempt ENSPs unless the

128 These requirements were introduced as part of the Embedded Networks Rule. However, a detailed implementation approach for
legacy embedded networks will be addressed as part of the final report.

| 66



Australian Energy
Market Commission

4.3.4

4.4

4.4.1

Draft report
Updating the regulatory frameworks for embedded
networks

corresponding embedded network is located in a participating jurisdiction where a right to a
choice of retailer is not available, or if the AER determines that this is not necessary.

Advice on implementing this recommendation in the energy laws and rules is set out below.

Law and rules implementation

The proposed amendments to give effect to retaining the ENM function and ensuring NMI's
are allocated for all child connection points in new embedded networks include extending
Chapter 7 provisions in the NER to off-market retailers to act as the FRMP, and requiring off-
market retailers to appoint a metering coordinator and metering provider. This in turn
requires FRMPs to apply to the LNSP for a NMI for child connection points within an
embedded network. '%°

The proposed amendments do not affect substantive provisions pertaining to the
appointment of ENMs by Exempt ENSPs as introduced by the Embedded Networks Rule. 3

Arrangements for access to data
Introduction

Access to accurate data of varying types is important to:

« settling the wholesale market by measuring consumption and generation so that NEM
retailers can be billed and generators can be paid accurately by AEMO

« providing technical data to network businesses to assist them to manage their networks
safely and efficiently

« providing customers accurate bills so that they do not overpay or underpay for the
electricity they consume

« providing customers with the information they need to make informed choices about their
energy consumption and choice of retailer.

The proposed regulatory frameworks will improve embedded network customers’ access to
retail market competition. As more embedded customers are likely to choose to go on-market
with NEM retailers of their choice and be settled in the wholesale market, it is important to
consider the access to data requirements of market participants, embedded network
participants and embedded network customers. It is also important to consider the types of
protections that are required so that customer data is only accessed by the customer or by a
party authorised to do so.

This section sets out the:

» current arrangements for accessing data in the NEM and in embedded networks

« analysis and recommendations regarding access to data arrangements under the updated
regulatory framework for embedded networks

« details of how these recommendations can be implemented in the energy laws and rules.

129 Proposed amendment to Chapter 7, clauses 7.2.1(d), 7.8.2(c) of the NER.

130 Some minor amendments are proposed for Chapter 10 definition ‘ENM conditions trigger’ to incorporate the term ‘connected to
the embedded network’ for clarity.
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The recommendations in this section do not apply to legacy embedded networks.

Current arrangements

Current arrangements for access to data in the NEM

Current arrangements for accessing energy data and metering data have been established to
enable parties to obtain the metrology related data they require to support their market and
settlement functions.

The current arrangements also provide rights to retail customers, or their authorised
representative, to receive metering data, with the objective of providing retail customers the
ability to make more informed decisions about their electricity consumption, including making
decisions on switching retailers or energy plans.

Types of data referred to in the NERR and NER

Different types of data are referred to in the NERR and NER including: energy data; metering
data; NMI standing data; and settlements ready data.

Energy data is data held in the metering installation relating to a consumer’s measured
consumption of electricity at their premises.'*! Once energy data is collected from the
metering installation it becomes metering data.*

Settlements ready data refers to metering data that has been collected and validated by
AEMO and used for billing purposes.'**

Billing data refers to the electricity or gas usage data, which may be estimated,***and which
is used to calculate charges.

NMI standing data is data related to a customer’s connection point. The data includes
information relating to (amongst other things) the physical location and properties of a
customer’s meter and the customer’s applicable network tariff. It does not include the
customer’s consumption data.

Who can access data under the NER?

The parties that may currently access or receive metering data, settlements ready data, NMI
standing data and data from the metering register for a metering installation are set out in
clause 7.15.5(c) of the NER and are (in summary):

« Registered participants with a financial interest in the metering installation or the energy
measured by that metering installation which includes a customer’s NEM retailer or
previous retailer that requires data for a final bill

« the metering coordinator (or previous metering coordinator in certain circumstances)
« the metering provider

131 See the definitions of ‘energy data’, ‘accumulated energy data’ and ‘interval energy data’ in Chapter 10 of the NER.

132 See the definitions of ‘metering data’, ‘accumulated metering data’ and ‘interval metering data’ in Chapter 10 of the NER.
133 Chapter 10 definition of ‘settlements ready data’ in the NER.

134 Rule 9.3 of the NERR.
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« the metering data provider (or previous metering data provider in certain circumstances)

« AEMO and its authorised agents

« for metering installations at child connection points, an ENM

» the AER or jurisdictional regulators in certain circumstances.

Certain additional parties may access or receive metering data, including:***

« a retail customer (including both small and large customers under the NER) or customer
authorised representative in certain circumstances

« a person with the small customer’s consent

« a large customer or customer authorised representative in respect of the large customer’s
connection point

» the energy ombudsman in certain circumstances

« exempt network service providers in relation to child connection point metering
installations on their network.

In addition, the NER provides that a retailer (including a retailer who is not the FRMP) may
access and receive NMI standing data.

Protections provided by the NER and other relevant laws

The NER provides that (among other things) energy data, metering data, NMI standing data
and information in the metering register and passwords are confidential and must be treated
as confidential information in accordance with the rules.!*® However, metering data may be
disclosed, used or reproduced with the consent of the NEM retail customer.!>”

The NER also places obligations on metering coordinators and metering data providers to
manage the access of authorised parties to services provided by advanced meters. This
means no one has access to a consumer’s meter, the data it contains or the services it can
provide unless the person seeking access:'*®

+ has the customer’s consent or

» is accessing the service, including data services, for a purpose explicitly allowed under
the rules e.g. a NEM retailer seeking to disconnect a move-out customer.

These obligations are civil penalty provisions with financial penalties for non-compliance.
AEMO procedures

The NER also requires AEMO to establish and maintain a number of detailed procedures to
facilitate access to data and the provision of data including:

+ metrology procedures'®

135 Clause 7.15.5(d) of the NER.
136 Clause 7.15.1 of the NER.

137 For a more detailed explanation of how clause 7.15.1 and clause 8.62(c) of the NER interact such that metering data may be
disclosed, used or reproduced with the consent of the retail customer see AEMC, Final Determination Expanding competition in
metering and related services, 2015, p. 256.

138 Clause 7.15.4 of the NER.
139 Clause 7.16.3 of the NER.
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« metering data provider service level procedures
« metering data provision procedures.
Current arrangements for access to data in embedded networks

Given embedded networks have generally operated as ‘closed systems’ and only interacted
with the NEM at the parent connection point, there have been limited requirements placed on
exempt network service providers regarding access to data. The data from meters behind the
parent connection point has not been significant to AEMO or other market participants.

There are no specific requirements setting out the parties that should have access to data or
the security of that data. There are only two broad requirements in the Network Exemption
Guideline relating to the physical access to a meter including:

« that all meters installed in an exempt distribution network must be in an accessible
location with safe, convenient access at no cost to the customer to facilitate meter
reading by the network operator and the customer or their respective agents and, where
relevant, to permit meter testing and maintenance

«  Where security or safety considerations result in limited access to metering, local
arrangements must be made that allow customers or their agents ready access to
metering on request and at no cost to the customer.

Analysis and recommendations

As embedded networks become integrated into NEM systems and processes and access to
retail market competition becomes possible, the requirements under the exemption
framework are insufficient to ensure that only authorised parties have access to data and
that customers have appropriate rights to access their electricity consumption data. As such,
the Commission recommends the access to data arrangements in the NER and NERR be
extended to embedded network participants including the ENSP and the off-market retailer.**

Extending the access to data arrangements in the NER and NERR to embedded networks
would support retail market competition by providing:

» customers access to their data to be able to make informed decisions on the best retail
offers for their circumstances

« retailers access to NMI standing data so that they have the necessary information,
including network tariffs, to embedded network customers

« facilitating the provision of metering for network billing of on-market customers.

The access to data arrangements will also provide customers in embedded networks the
same protections regarding data security and rights to access their data.

The NER provides that (among other things) energy data, metering data, NMI standing data
and information in the metering register and passwords are confidential and must be treated

140 It should be noted the current access to data arrangements under Chapter 7 of the NER already provide some flexibility which
will permit off-market retailers, embedded network and metering businesses to negotiate alternative arrangements regarding the
provision of data.
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as confidential information in accordance with the rules.'** However, metering data may be
disclosed, used or reproduced with the consent of the retail customer.!*

A key responsibility of the metering coordinator is to ensure only parties authorised to access
services from advanced meters under the NER are provided access to these services. The
metering coordinator has obligations under the NER in relation to managing access to, and
security of, small customer metering installations, services provided by the metering
installation and energy data held in the metering installation.'*

Under the NERR, small retail customers or their customer authorised representative may
obtain up to 2 years of historical billing data from their NEM retailer on request, at no charge,
up to four times in any 12 month period.'** NEM retailers and DNSPs are required to comply
with minimum requirements under the NER when responding to requests for electricity
consumption data from customers or parties authorised by customers so that data is
provided in a timely manner, in a standard, understandable format and at a reasonable cost.

The Commission’s recommendations for implementing access to data arrangements in
embedded networks is set out below.

Implementation in the law and rules

As a consequence of proposed amendments to the NER requiring off-market retailers and
ENSPs to register under Chapter 2, the access to data provisions under clauses 7.15.5(a) and
(c) will extend to both parties as registered participants. This in turn means that off-market
retailers and ENSPs will both have access to metering data, settlements ready data, NMI
standing data, and data from the metering register for a metering installation within their
corresponding embedded networks. This also extends confidentiality provisions, and security
controls for energy data provisions to off-market retailers. **

B2B framework
Introduction

Chapter 7 of the NER sets out a framework for B2B communications. The B2B framework
provides for a standard form of communications between businesses for certain services
related to small customer meters.

The B2B framework which includes an electronic communications platform, the B2B e-hub,
provided and operated by AEMO, contributes towards interoperability as participants only
need to develop one set of processes in order to interact with other participants in the
market.

141 Clause 7.15.1 of the NER.

142 For a more detailed explanation of how clauses 7.15.1 and 8.6.2(c) of the NER interact such that metering data may be
disclosed, used or reproduced with the consent of the retail customer see AEMC, Expanding competition in metering and related
services, final determination, 2015, p. 256.

143 See clauses 7.15.4(a) and (b) of the NER.
144 Rules 28 and 56A of the NERR.
145 Proposed clauses 7.15.3(c) and 7.15.5(a) of the NER.
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This section sets out how the updated framework will incorporate ENSPs and off-market
retailers into the B2B framework including:

« current arrangements for the B2B framework

» analysis and recommendations on including ENSPs and off-market retailers into the B2B
framework

« details of how these recommendations can be implemented in the energy laws and rules.
The recommendations in this section do not apply to legacy embedded networks.

Current arrangements

Chapter 7 of the NER sets out a framework for B2B communications including arrangements
for the B2B e-hub, accreditation of B2B participants, the content of B2B procedures, the
change process for B2B procedures and the Information Exchange Committee (IEC).

The IEC is responsible, amongst other things, for managing the ongoing development of B2B
procedures which prescribe the content of, the processes for, and the information to be
provided to support, B2B communications. The IEC membership consists of:

+ one DNSP member (elected by DNSPs)
« one retailer member (elected by retailers and local retailers)

« one metering member (elected by metering coordinators, metering providers and
metering data providers)

« one third party B2B participant member (elected by third party B2B participants)
« one consumer member (appointed by AEMO)
« atleast two, and up to four, discretionary members (appointed by AEMO).

Analysis and recommendations

Asnoted above, the B2B framework facilitates interactions between participants in the
market. This should reduce barriers to entry for new participants providing new services,
including ENSPs and off-market retailers. It is recommended that ENSPs and off-market
retailers become B2B parties under the framework and be permitted to use B2B
communications if they acquire accreditation with AEMO. This will not prevent ENSPs and off-
market retailers from agreeing with other parties, including each other, to alternative
communication methods.

With respect to membership of the IEC, the Commission recommends clarifying that
distribution network service provider refers to a regulated DNSP under clause 7.17.6(b)(1) of
the NER. This would have the effect of retaining DNSP’s existing place for one member on
the IEC. However, the Commission anticipates that ENSPs may desire input to the ongoing
development of B2B procedures.

The inclusion of one third party member, discretionary members and independent members
provides some flexibility in the membership. These positions can be used to bring particular
desirable expertise into the decision-making process and also allows the membership to
adapt to changing market conditions without the need for a rule change.
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This flexibility in the framework could be utilised to provide ENSPs a place on the IEC. As
such, the Commission recommends that as part of the implementation of the updated
framework, AEMO consider appointing an ENSP as a discretionary member on the IEC.

Law and rules implementation

Proposed amendments regarding network billing* include a requirement for AEMO to
prepare a shadow network charges procedure applicable to off-market retailers, ENSPs and
exempt ENSP for the communication of, and payment of network charges for on-market retail
customers in embedded networks. The B2B procedures will also need to be updated to
support these communications.

Though network service providers and retailers are able to communicate in any other format
other than through the B2B mechanism, the procedure encourages registration and use of
B2B to manage network billing for on-market embedded network customers.¥

Furthermore, proposed amendments to Chapter 10 mean that the DNSP member appointed
by the IEC will not include ENSPs, with the IEC able to exercise their discretion in appointing
an ENSP as a discretionary member under the NER.'*®

Distribution loss factors
Introduction

When energy is transferred from one location to another (i.e. a generator to a customer),
some energy is lost in the network elements in the form of heat. Loss factors are used to
scale either prices or energy quantities to account for losses in the network when transferring
energy from one location to another. The purpose of distribution loss factors (DLFs) is to
balance energy being injected into and energy being taken out of a distribution network.

This section sets out:
« current arrangements in the NEM for calculating DLFs for each connection point on the
distribution network with respect to the assigned transmission connection point

» current arrangements under the AER's Network Exemption Guideline for calculating DLFs
at child connection points in an embedded network

« the Commission’s analysis and recommendations for calculating DLFs at child connection
points in new embedded networks

» advice on implementing these recommendations in the energy laws and rules.

Current arrangements in the NEM

The NER defines distribution losses as the “electrical energy losses incurred in the
conveyance of electricity over a distribution network”** and describes DLFs as notionally
referring to “the average electrical energy losses for electricity transmitted on a distribution

146 Refer to chapter 6 of this report.

147 Proposed clauses 6B.A1.3 and 7.17.3 of the NER.

148 Proposed amendment to Chapter 10 definition of ‘distribution network service provider member".
149 Clause 3.6.3 of the NER.
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network between a distribution network connection point and a transmission network
connection point or virtual transmission node for the financial year in which they apply”.

The NER requires that DLFs must be determined by a DNSP for all connection points on its
distribution network.'*°

DLFs are determined on a site specific basis for connection points for:**!

» an embedded generator with actual generation of more than 10 MW, based on the most
recent data available for a consecutive 12 month period

« aload or a collection of loads which, in total, is more than 10 MW peak demand or 40
GWh per annum, based on the most recent data available for a consecutive 12 month
period

* a connection point for a DNSP
« a connection point between two or more distribution networks.

For smaller loads, DLFs are calculated in accordance with the methodology determined by
the AER or the DNSP using predefined criteria set out in the NER.!** Where a methodology
has not been published by the AER for the determination of DLFs, the NER allows every
DNSP to have a different methodology, provided the pre-defined criteria are met.

DNSPs must submit DLF calculations to the AER for approval before their DLFs are published
by AEMO.>3

This process occurs every year and the DLFs are provided to AEMO for publication by 1 April
for the next financial year.

For historical reasons, DLF calculations are performed by each distributor using a
methodology that the LNSP has developed for their own use in their network. Although there
is no standard methodology which applies across the NEM, distributors in a state generally
share a common approach in that state.* However, states differ widely in their
approaches.

Current arrangements in embedded networks

The AER is of the view that network losses in a small exempt network will generally not be of
sufficient magnitude to warrant calculating a DLF for child connection points within that
network.!*® To avoid imposing additional costs on exempt networks the AER applies a policy
that the losses within the exempt network can be ignored for each individual child connection

150 This must be done either individually, for all connection points assigned to a single transmission network connection point under
clause 3.6.3(c), or collectively, for all connection points assigned to a transmission network connection point or a virtual
transmission node and a particular distribution network connection point class under clause 3.6.3(d) of the NER.

151 Clause 3.6.3(b)(2)(i) of the NER.

152 Clause 3.6.3(h) of the NER sets out criteria for calculating DLFs.

153 Clause 3.6.3(i) of the NER.

154 AER, Electricity Network Service Provider - Registration Exemption Guideline, March 2018, p. 57.
155 Ibid.

156 AER, Electricity Network Service Provider - Registration Exemption Guideline, March 2018, p. 57.
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point.*” This policy means the exempt network service provider must absorb the cost of
losses in the exempt network.

The AER refers to this as the ‘standard loss factor approach’. Under this approach, in exempt
networks which constitute a ‘small load’ and which serve a number of smaller loads at child
connection points, the DLF of each child connection point is the published DLF that would be
applied by the LNSP at the metered point of connection if the DNSP was serving the
customer directly.

However, if this DLF cannot be readily ascertained, it is the DLF otherwise applicable to the
connection of the exempt network to the local distribution network, i.e. at the parent
connection point.!*®

If the combined loading of an exempt network results in that network becoming a significant
load or, if the network contains a significant generation source,* the AER requires that the
exempt network uses the methodology published by the relevant DNSP for a site-specific load
to calculate the DLF at the child connection point.

Analysis and recommendations

As the AER observes in the Network Exemption Guideline, network losses in embedded
networks will generally be small.’®® For example, the effect of losses in an embedded
network may be less than the normal metering errors that occur. The Commission agrees
that in embedded networks under a certain size threshold the losses are not of sufficient
magnitude to warrant calculating a DLF for child connection points in an embedded network.

The Commission therefore recommends implementing the AER’s current standard loss factor
approach to DLFs as a default in embedded networks under the current threshold set in the
NER i.e. where there is an embedded generator with actual generation of less than 10MW or
a load or a collection of loads which, in total, is less than 10MW peak demand or 40 GWh per
annum.'®! However, the Commission also recommends providing for the AER to develop and
publish a methodology for the determination of DLFs in these embedded networks if it
considers it is warranted.

It is currently rare for an embedded network to exceed the threshold set in the NER.
However, this may change in the future if, for example, embedded networks are established
to serve large precincts. In embedded networks that exceed the threshold set in the NER'®?
and have an embedded generator with actual generation of more than 10 MW or a load or a
collection of loads which, in total, is more than 10 MW peak demand or 40 GWh per annum,
the Commission recommends a site—specific DLF for those loads or generators must be
calculated in accordance with:

157 1Ibid.

158 Ibid. p. 58.

159 As described in clause 3.6.3(b)(2)(i) of the NER.

160 AER, Electricity Network Service Provider - Registration Exemption Guideline, March 2018, p. 57.
161 Clause 3.6.3(b)(2)(i) of the NER.

162 Clause 3.6.3(b)(2)(i) of the NER.
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« a methodology developed, published and maintained by the AER for the determination of
DLFs, or

« where the AER has not published a methodology, the methodology published for this
purpose by the relevant DNSP.

The AER will be required to create a guideline to assist ENSPs calculate, apply and comply
with DLF calculation provisions in the NER as applicable to embedded networks.!%?

Implementation in energy laws and rules

Proposed amendments to the NER include extending references to DNSPs to include ENSPs in
clause 3.6.3 of the NER. This is so that the DLF calculation provisions extend to embedded
networks.'**

Provisions in clause 3.6.3 of the NER are to be modified to require that for child connection
points in embedded networks, DLFs are to be determined by applying any methodology
published by the LNSP for the area for which the parent connection point of the embedded
network is located, or a methodology agreed by the ENSP and distribution customer (and as
approved by the AER). For larger loads in embedded networks, proposed amendments are to
require that the applicable DLF for the child connection point be the DLF applicable as if it
were connected to the LNSP’s distribution network directly, or where this DLF is hard to
ascertain, the DLF applicable to the parent connection point for the embedded network.!®®

163 Proposed new clause 3.6.2B of the NER on distribution losses on embedded networks.
164 Proposed new clause 3.6.2B(1) of the NER.
165 Proposed new clause 3.6.3(g1) and amendments to clause 3.6.3(g)(2) of the NER.
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NETWORK BILLING FOR ON-MARKET EMBEDDED
NETWORK CUSTOMERS

Introduction

The AEMC's 2017 Review found that while exempt network service providers are required to
take reasonable steps to facilitate access to retail competition for on-market embedded
network customers, a number of practical impediments to competition remain. These
impediments include the need for NEM retailers to use bespoke embedded network tariffs
and embedded network billing arrangements thus requiring NEM retailers to adapt product
offerings and implement manual processes to manage transactions with large numbers of
exempt network service providers.

The 2017 Review recommended that network charging and billing arrangements for new and
legacy embedded networks should be standardised. The Commission recommended that the
ENSP (registered with AEMO in the case of new embedded networks, or the exempt party in
the case of legacy embedded networks) would issue a bill to the NEM retailer for recovery of
a portion of the network charges that are paid by the ENSP/exempt parties at the parent
connection point. The Commission also recommended that the ENSP be required to charge
the NEM retailer no more than the equivalent external network charge that would have been
charged by the LNSP if the customer had been directly connected to the LNSP’s network (the
‘shadow price”).

The Commission considered this would promote retail market competition in embedded
networks by lowering the cost for NEM retailers to serve embedded network customers. The
Commission also considered this would provide certainty to ENSPs regarding the obligations
of a NEM retailer to pay the ENSP for network charges for on-market embedded network
customers.

This section sets out the detailed amendments to the NER the Commission considers are
required to implement its recommendations to standardise network charging and billing
arrangements for embedded networks. These recommendations only apply to the network
billing arrangements between NEM retailers of on-market embedded network customers and
ENSPs. The Commission does not consider it necessary to place these obligations on off-
market retailers and ENSPs, which will often be the same entity in relation to shared
embedded network customers. !¢

In establishing the network billing and payment arrangements for on-market embedded
network customers, the AEMC has been guided by the following principles:
« improving consumer choice in energy services and products

« clarity, transparency and predictability for consumers, market participants and embedded
network participants

« efficiency and the avoidance of unnecessary administrative burden

166 The Commission also proposes that off-market retailers are to be restricted from making energy only offers, refer to proposed
new rule 3C in the NERR.
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« the appropriate allocation of risks and costs leading to:

e mitigation of risk - the consequences of that risk should it materialise (that is, the
potential for loss - either in a financial or a physical sense) being avoided or lessened

e incentives to improve risk management over time - this involves allocating risk to a
party who can, relative to others, better manage the consequences of that risk.

Current arrangements
Current arrangements in the NEM

Before considering potential options for the billing and payment of a DNSP’s network charges
to on-market embedded network customers, it is useful to understand how network billing
currently operates in the NEM.

While DNSPs have a deemed contractual relationship with customers connected to their
distribution system under the NERR, DNSPs generally bill NEM retailers for a customer’s
network charges rather than billing the customer directly.'®’

The Network Use of System charges (collectively referred to as NUoS charges) that a DNSP
levies to a NEM retailer for a customer include several components:

« pass-through charges for the transmission of electricity (Transmission Use of System,
TUoS charges)

« charges for the distribution of electricity that generally include a fixed component and
variable energy component (Distribution Use of System, DUoS charges)

« other customer specific charges.!®
The remainder of this chapter will refer to these charges as “'network charges’.

The NER and NERR do not regulate the relationship between network charges and retail
prices. A small customer’s bill for the supply of electricity to their connection point generally
does not separately list retail and network charges.

The AER regulates the total revenue that a DNSP can earn for regulated services and DNSPs
must set prices according to the requirements set out in the NER.

Chapter 6B of the NER sets out requirements for the billing and payment of network charges.
With the exception of New South Wales (which has B2B procedures for network billing), no
detailed procedures apply to network billing and payment.'®® The AEMC understands NEM
retailers and DNSPs generally agree to the format and communication of these bills.

Current arrangements in embedded networks

Where an embedded network customer goes on-market with a NEM retailer, the DNSP’s
network charges that could be attributed to this customer continue to be paid by the
embedded network owner to the NEM retailer at the parent connection point.

167 Large customers above a certain size are billed directly by the DNSP for network charges.

168 This would include metering charges for legacy type 5 and 6 meters supplied by the DNSP, as well as recovery of various
jurisdictional charges.

169 The New South Wales procedures are required under Section 63C of the Electricity Supply Act 1995 (NSW).
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A DNSP’s network charges are currently “passed-through” to the on-market embedded
network customer through one of two ways:

1. The retailer at the child connection point comes to an agreement with the exempt
network service provider to be billed for network services, and the retailer then issues the
customer a single bill for both network and energy services.

2. The customer pays two separate bills, one to the exempt network service provider for
network charges and one to the retailer at the child connection point for energy services.

Network billing and payment for on-market embedded network customers is illustrated in
Figure 5.1 below.

Figure 5.1: Current network billing and payment arrangements in embedded networks
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Analysis and recommendations

This section, up to and including section 5.3.4 sets out the analysis and recommendations for
implementing the Commission recommendations to standardise network charging and billing
arrangements for new embedded networks. Section 5.3.5 sets out how these
recommendations will be implemented in legacy embedded networks.



Australian Energy Draft report
Market Commission Updating the regulatory frameworks for embedded
networks

As the above introduction reiterated, the 2017 Review recommended that the ENSP be
responsible for network billing in embedded networks, and the Commission continues to hold
this view.

However, the Commission is conscious that, unlike DNSPs, there could potentially be a large
number of ENSPs undertaking network billing. While a greater level of standardisation in
network billing than is currently the case will be helpful in addressing this, the Commission
has also considered whether more significant adaptations are required. In particular, the
Commission has considered the possibility of assigning the responsibility for network billing to
an intermediary and whether this would facilitate transactions between ENSPs and retailers
(NEM retailers and off-market retailers), and promote retail competition in embedded
networks.

For example, retailers would be able to use this intermediary’s network billing and payment
system if this was simpler than transacting with ENSPs or opt out and agree with an ENSP on
network billing arrangements for on-market child connection points.

Potential parties that have existing capabilities to perform this role include AEMO and DNSPs.
AEMO currently performs similar functions in respect to wholesale market settlement and has
the capabilities to build a network tariff calculation engine. AEMO will also have access to the
relevant metering data and network tariff data. DNSPs already undertake network billing
functions for standard supply customers and may be able to perform this function for
embedded networks if the cost of providing this service could be recovered.
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Figure 5.2: Intermediary options for network billing in embedded networks
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These alternatives were presented and discussed at the stakeholder workshop held by the
AEMC in Sydney on 23 October 2018. Stakeholders generally agreed that greater
standardisation was required to promote efficiency and lower costs for both embedded
network businesses and retailers.

Some stakeholders considered that unless network billing became seamless for NEM retailers,
for example by making DNSPs responsible for network billing for on-market customers in
embedded networks and netting these network charges off from network charges billed to
the NEM retailer at the parent connection point, then retail market competition was unlikely
to emerge in embedded networks.

However, some stakeholders raised a number of concerns with the proposal for an
intermediary. Several embedded network businesses raised concerns regarding additional
complexity and costs of introducing an intermediary such as AEMO or DNSPs and said they
would prefer to retain control of this key function.

DNSPs at the workshop were also concerned, to differing degrees, regarding the complexity
of establishing processes for netting off network charges for NEM retailer customers against
network charges at the parent connection point, cost recovery implications and how the risk
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for non-payment of network charges by retailers would be managed if DNSPs were to
assume the role of network billing for these customers.

Embedded network businesses at the workshop emphasised they had established successful
network billing processes with some NEM retailers by replicating the data and file format of
the LNSP’s statement of charges and argued standardisation of the billing format and process
was more important than having a single party that issued network bills to NEM retailers on
behalf of embedded networks.

Embedded network businesses also indicated during the consultation process for the 2017
Review and at stakeholder workshops that they consider a dispute resolution process should
be provided for retailers and ENSPs in the NER.

Given the complexities of assigning an intermediary role to DNSPs, and stakeholder concerns
regarding the potential costs of introducing an intermediary, the Commission recommends
standardisation be achieved through amending Chapter 6B of the NER to apply to ENSPs
(and exempt network operators with on-market customers) and within this Chapter:

« establishing a requirement that ENSPs charge a shadow network tariff which would be
the equivalent network tariff that a customer would have been charged by the DNSP if
the customer had been directly connected to the DNSP’s network

« introducing an obligation for retailers to pay ENSPs for network charges

« placing an obligation on AEMO to establish shadow network charging procedures for the
billing, communication and payment of network charges for on-market child connection
points to standardise these arrangements between ENSPs.

Applying Chapter 6B to ENSPs also means, amongst other things, that the rules relating to
credit support provision by retailers will apply to retailers selling to on-market customers in
embedded networks. In addition, clause 6B.A3.3 of the NER will apply to disputed statements
of charges between retailers and ENSPs, and this will address concerns raised in regard of a
dispute resolution process.

Each of these recommended measures and issues is discussed in the sections below.

The Commission is particularly keen to receive feedback from embedded network operators
and retailers on the efficacy of these recommended measures in streamlining network billing
arrangements for on-market embedded network customers.

Transparent and consistent network charges

It is recommended that ENSPs be required to charge a shadow network tariff which would be
the equivalent network tariff that a customer would have been charged by the DNSP if the
customer had been directly connected to the DNSP’s network. While the Commission
considers it important that the shadow network charge tariff provides a predictable default
that NEM retailers can base their service offerings on, the draft proposed rules also permit an
ENSP and a NEM retailer to negotiate an alternative network tariff. NEM retailers will not be
required to unbundle the network and retail charges for on-market embedded network
customers and will be able to structure innovative retail pricing structures for on-market
embedded network customers just as they can for standard supply customers.
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Given the ENSP is likely to be charged less than the shadow network tariff at the parent
connection point, this may result in the ENSP profiting from customers even where they
choose to go on-market, depending on the costs to the ENSP of supplying this customer. The
Commission has not proposed rules to prevent the ENSP from being able to ‘over-recover’
network charges from on-market customers given the ENSP and off-market retailer will be
collectively incentivised to lower their prices to retain and win back off-market customers
from NEM retailers.

Implementation of this recommendation will also require AEMQO’s MSATS procedures to be
updated to provide for the assignment of network tariffs for embedded network customers in
MSATS.'70

Currently, for standard supply customers, a metering provider assigns and updates the
network tariff for the customer by registering this in the metering register which is then
checked for accuracy by the DNSP. The AEMC understands that where there are multiple
network tariff options for a particular connection point, a network tariff is generally
determined by the configuration of the metering installation.

AEMO has indicated it could implement a similar procedure for embedded network customers
which:

« requires a metering provider to assign and update the network tariff for an embedded
network customer

« permits an ENSP to dispute the network tariff assigned by a metering provider

» permits a retailer to dispute a tariff that has been amended.

170 Extending Chapter 7 of the NER to embedded network customers means metering providers will assign network tariffs in new
embedded networks. However, it is suggested that the procedure be updated to reflect. It is also suggested AEMO consider how
network tariffs be assigned for off-market embedded network customers in legacy embedded networks.
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Figure 5.3: Proposed model for network billing in embedded networks
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Obligation to pay

Under the existing framework, where an embedded network customer goes on-market with a
NEM retailer of choice, and the NEM retailer charges the customer for network charges there

are currently no provisions regarding a NEM retailer’s obligations to pay the ENSP for network
charges.

Under the recommended changes, it will be clear that a NEM retailer in respect of an on-
market child connection point now has a statutory obligation to pay an ENSP (or ENO) for
network charges.

Introduction of network charging and billing procedures

As set out above, the Commission recommends a requirement be placed on AEMO to
establish shadow network charging procedures for the billing and payment of network
charges for on-market child connection points to standardise arrangements between NEM
retailers and ENSPs or ENOs. Introducing procedures will achieve standardisation and permits
a greater level of prescription given the larger number of participants that will be utilising
them.

AEMO's existing role in establishing market operations, administrative and service level
procedures is well suited to establishing these procedures. For example, the Commission
considers AEMO the appropriate market body to establish the methodology for identifying the
appropriate network tariff in a procedure, rather than the AER, as this measure involves
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establishing a process for assigning the relevant network tariff used by the LNSP rather than
making a pricing determination.

In response to feedback from ENSPs and retailers during the stakeholder workshop in
October 2018, the Commission has also included an obligation that AEMO set out the
information to be included in a bill for network charges (the ‘statement of charges’) and the
detailed data and file format that this bill should be provided to the NEM retailer of an on-
market embedded network customer. ENSPs and NEM retailers indicated that their
preference would be for the network bill to be in the same format as the local LNSP. This
could, for example, be a Mircosoft excel file with specific fields, using specific network tariff
codes.

Under the draft proposed rules, AEMO may also consider including other matters that would
promote efficient billing and payment of network charges. This may include for example,
setting out the method of communicating a statement of charges and credit support
requirements. ENSPs and NEM retailers may find that statements of charges are best
communicated through the B2B processes, and the Commission may request that the IEC
consider what changes may be required to facilitate this.

In summary, it is recommended that the shadow network charging procedures include:

« the approach to be used by AEMO in identifying the appropriate DNSP network charge to
be assigned to a child connection point (i.e. the shadow network charge)

» information to be included in a statement of charges

« the detailed data and file format for the statement of charges

« any other matter required for the efficient and timely billing, settlement and secure
payment of network charges.

With respect to ENSPs having the relevant data to prepare a network bill, under the
recommended approach to access and provision of data set out in section 4.5, metering data
providers will be required to provide metering data to ENSPs to enable ENSPs to fulfil their
network billing function for on-market embedded network customers.

Credit support requirements

As discussed above, NEM retailers provide retail services for their retail customers and are
responsible to pay to the DNSP the network charges incurred by these customers.

A time lag exists between when the network services are provided to these customers and
when the payment for those services is made by the NEM retailer. Due to the combination of
a time lag and DNSPs not charging customers directly, distributors face the risk of retailer
default and the subsequent non-payment of network charges.
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The credit support requirements set out in Chapter 6B of the NER and Part 21, Division 4 of
the NER serve to limit a DNSP’s financial exposure to NEM retailer default.’”* While the credit
support arrangements in Chapter 6B of the NER will be extended to ENSPs, this would only
address credit risk issues in respect to NEM retailers which have a record of failing to pay in
last 12 months. As such, where the ENSP is unable to require credit support, and a retailer
fails the ENSP, the ENSP will still be required to pay the DNSP for network charges for the
child customer.

Joining a general corporate insolvency process is the other option that will be available to an
ENSP that is unable to collect unpaid network charges owed to it by an insolvent retailer. The
ENSP would join this process as an unsecured creditor under the Corporations Act 2001
(Cth).

The Commission has considered how the risks associated with non-payment of network
charges should be allocated in relation to ENSPs and does not recommend any further credit
support measures be implemented. As noted above, the credit support arrangements in
Chapter 6B would apply (addressing credit risk issues in respect of retailers which have a
record of failing to pay in last 12 months), and ENSPs would be able to take further steps to
manage any risks arising, such as taking out commercial insurance.

While the Commission acknowledges that some of the measures to manage the risk of NEM
retailer default that are available to regulated DNSPs (such as cost pass-throughs) would not
be available to ENSPs, the Commission is concerned that allowing ENSPs to place any further
credit support obligations on retailers would dampen the prospects for retail competition in
embedded networks.

While it might be possible to design additional regulatory solutions that avoid impacting on
retail competition (such as the creation of a retailer default fund *for ENSP), the
implementation of these would best be facilitated through intermediary arrangements.

Alternatively, if the DNSP were responsible for network charges in embedded networks, as
was discussed with stakeholders at the stakeholder workshop, this would avoid placing the
risk of non-payment from the retailer on the ENSP. This would place the risk of retailer non-
payment on the DNSP which has more options available to it to manage this risk. However,
as discussed above, DNSPs and ENSPs were largely not in favour of this model.

The Commission would be interested in stakeholder views on this matter.

171 There are also a number of other measures to manage the risk of retailer default which are available to regulated DNSPs:

- The overs-and-unders process is available to distributors whose regulatory revenue determination is based on a revenue cap
control mechanism.

- The retailer insolvency cost pass-through mechanism.

- Incorporating some consideration for the risk into a distributor’s allowed revenues through the regulatory determination process
which would take into the account the costs of commercial insurance and self-insurance.

172 The Commission has previously considered the introduction of a retailer default fund for DNSPs. See: AEMC, Retailer-Distributor
Credit Support Requirements, Options Paper, 22 October 2015, p. 41.
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Legacy embedded networks

The Commission has considered how to implement standardisation of network billing and
payment arrangements in legacy exempt embedded networks to promote retail market
competition in these networks without imposing obligations on exempt networks they would
not have the capabilities to meet.

The Commission recommends that the role of the ENM be expanded by requiring an Exempt
Network Service Provider to engage its ENM to provide network billing services. The
Commission has concluded that expanding the ENM’s market interface functions and
capabilities are consistent with network billing functions and will reduce the numbers of
parties that NEM retailers would need to transact with. Also, AEMO’s accreditation process for
ENMs, which will need to be amended to take account of this additional function, will provide
the market confidence in the network billing processes will be complied with in legacy
embedded networks.

In practice, this will mean existing ENMs will need to develop the capabilities to receive
metering data and generate network bills which comply with the network billing procedures
and that the exempt embedded network service provider will incur the costs associated with
engaging the ENM as a third party to provide this service. However, the Commission
considers these costs will be outweighed by the benefits to embedded network customers of
increased access to retail market offers and the downward pressure this will place on prices
for off-market embedded network customers.

Implementation in the energy laws and rules

Amendments to Chapter 6B of the NER are proposed to facilitate ENSPs and exempt network
operators calculating network charges, and communicating with and receiving network
charges from on-market retailers for on-market customers within their network.”?

These provisions are not intended to apply to off-market retailers, as they are able to
manage network charges directly with the local embedded network operator. Instead of
requiring an intermediary to manage network charges, AEMO is to prepare the shadow
network charges procedure'’* by way of the rules consultation procedure to set out how
network charges for embedded networks are to be calculated, payment methodology, and
how billing information is to be communicated by the parties by way of standardisation of
billing information including settlement communication, form and file formats.

The credit support provisions in Part B of NER Chapter 6B are proposed to be extended to
embedded networks.

173 Proposed amendments to NER clause 6B.A1.1(a)(1), proposed new NER clause 6B.A1.1(b).
174 Proposed new NER clauses 6B.A1.3 and 6B.A2.3(b).
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CONNECTION AND NETWORK CHARGING
FRAMEWORK

Introduction

Electricity is an essential service fundamental to a high standard of living and economic
activity. Although the economics of SAPS are becoming more favourable,*” grid connection is
still the most economic option for the majority of consumers in the NEM. It is therefore
important to provide consumers with rights to connect to the grid and protect them from
unreasonable charges from monopoly network service providers.

As suppliers of an essential service, ENSPs should be subject to appropriate obligations with
respect to connection services and charges. The Commission considers customers in
embedded networks should enjoy the same or very similar consumer protections as
customers connected directly to a distribution network. This requires that the process for new
connections and connection alterations is transparent, predictable, proportionate and
provides consumers with appropriate protections.

The 2017 Review acknowledged that obligations to provide connection services under
Chapter 5A of the NER in relation to making new connections and connection alterations, and
Part 3 of the NERL and Part 4 of the NERR, may not be appropriate for embedded
networks.'”® The Commission considered that alternative mechanisms may be required to
extend rights to receive connection services in embedded networks.””

The Commission has considered, as part of this review, how the connection framework for
retail customers set out in Chapter 5A of the NER should be adapted to be appropriate for
embedded networks and whether ENSPs should be permitted to charge NUoS charges.

The following figure outlines the Commission’s approach to its recommendations on a
connection and network charging framework for ENSPs, namely that this chapter builds on
recommendations with respect to:

« the obligations that should be placed on ENSPs to provide connection services

« the framework for formulating and making connection offers to connection applicants in
new embedded networks

« the framework for establishing connection policies and the regulation of connection
charges

* NUoS charging for embedded networks in respect to both internal and external network
charges.

175 See section 2.1 of AEMC, Review of stand-alone power systems, draft report, 18 December 2018.
176 AEMC, Review into regulatory arrangements in embedded networks, final report, 28 November 2017, p. 109.
177 1bid. p. 113.
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Figure 6.1: AEMC approach to connection and network charging in embedded networks
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Source: AEMC.

Finally, this chapter also outlines the issues to be considered in developing a connection
framework for registered embedded generators (i.e. generators that are larger than 5MW and
are registered with AEMO and regulated under Chapter 5 of the NER). Further advice on
implementing a connection framework for registered embedded generators in embedded
networks will be provided following stakeholder feedback on the draft report.

Obligation to provide connection services

Introduction

ENSPs should be subject to appropriate obligations under the NERL with respect to

connections services.

This section sets out:

« the current arrangements for obligations to connect customers to distribution networks in
the NEM

« current arrangements for connecting to embedded networks

« the Commission’s analysis and recommendations for placing connection obligations on
ENSPs under the updated regulatory framework

« advice on implementing these recommendations in the energy laws and rules.

Current arrangements in the NEM

In jurisdictions that have adopted the NECF, the obligation to provide connection services is
imposed on distributors under the NERL. Section 66(1) of the NERL provides that a
distributor must, subject to and in accordance with the energy laws, provide customer
connection services for the premises of a customer:

1. who requests those services, and
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2. whose premises are connected, or who is seeking to have those premises connected, to
the distributor’s distribution system.

Section 66(2) of the NERL also specifies that the customer connection services must be
provided to a customer in accordance with the relevant customer connection contract. The
rights and obligations refer to the ‘customer’, which is the person who enters the contract
with the DNSP, e.g. the owner of a premises for which a new connection or connection
upgrade is being sought and who then enters into a standard connection contract with the
DNSP.178

Part 4 of the NERR sets out in detail the relationship between distributors and customers in
relation to connection services. This Part applies only in relation to:

» customers with an existing connection
» deemed standard connection contracts
» deemed AER approved standard connection contracts.

Part 4 of the NERR also sets out the responsibilities of a NEM retailer in relation to an
application for connection services, which is to make an application to a distributor on behalf
of the customer where the retailer has a relevant contract with the customer in relation to
the premises.!”®

A distributor is obliged to provide a deemed standard connection contract for a new
connection or a connection alteration within its distribution network.’® The connection
contract commences on acceptance by the customer of the distributor’s connection offer for a
new connection or connection alteration in accordance with the requirements under Chapter
5A of the NER.

At the same time as the contract for a new connection commences, a standard connection
contract is also formed. That contract establishes the terms and conditions upon which the
DNSP will provide ongoing connection services once a new connection is established.

Current arrangements in embedded networks

The AER Network Exemption Guideline conditions do not place an obligation on exempt
network service providers to connect new customers or provide connection alterations to
existing customers. Any new connections and alterations are negotiated with the owner of
the embedded network, which is generally the party deemed or registered as the exempt
network service provider.

Analysis and recommendations

The Commission acknowledges that many embedded network owners will be incentivised to
connect new customers. It is unlikely, for example, that a new tenancy within a building

178 Regarding the rights of tenants in embedded networks to request a connection upgrade, their rights depend on the respective
contractual arrangement between the owner/landlord as the owner of the premises for which an upgrade is being requested, and
the tenant.

179 Rule 79(3) of the NERR.
180 Part 4, Division 3 of the NERR.
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would be established without a connection to the embedded network being provided.
However, without an obligation to provide connection services in embedded networks, as
embedded networks grow in number and size and evolve into more complex arrangements,
embedded network customers may find themselves in a position where they are unable to:

« connect to an embedded network, even though a customer’s premises for which a
connection is being sought is covered by the area of the embedded network and the
customer has no other connection options

» upgrade their existing connection in an embedded network to export electricity from
embedded generation behind the child meter, or not be able to upgrade its capacity so
that they can install a fast charge station for an electric vehicle.

Stakeholder views

Connection obligations were discussed during round table sessions at the AEMC stakeholder
workshop on 23 October 2018 in Sydney. Embedded network businesses asserted that
different types of embedded networks face different needs with regard to certain types of
new connection services. For example, residential customers in apartment buildings have to
date not extensively requested connection alterations. In contrast, in commercial embedded
networks, e.g. shopping centres, connection alterations are frequently undertaken, for
example if vacant retail space is leased by a large supermarket, requiring increased capacity
for cooling and freezing, whereas previous leaseholders were small retail businesses with
significantly lower energy needs.

Many stakeholders agreed that the regulatory framework should be ‘future proofed’, as in the
future customers may increasingly request alterations e.g. when seeking to install electric
vehicle charging stations, or for future embedded networks that involve free-standing houses.

Extending connection and alteration obligations for embedded networks

The Commission considers that an ENSP should have the same obligations as a DNSP under
the NERL and the NERR to:

« make an offer for a new connection or provide a service relating to a connection
alteration, if a retail customer seeks a new connection or connection alteration within the
embedded network

« provide connection services in respect of the customer’s premises as soon as practicable
after the retailer (either a NEM retailer or off-market retailer) notifies the distributor of
the formation of the relevant contract.

As set out in further detail in chapter 3 of this report, it is recommended that embedded
networks are elevated into the national regulatory framework, including introducing
definitions of ENSP and embedded network into the NERL and making ENSPs a type of
network service provider. Extending connection and alteration obligations to ENSPs will
therefore be achieved as a consequence of ENSPs being required to comply with the existing
obligations on network service providers to provide connection services in accordance with s.
66 of the NERL.
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These recommended amendments to elevate ENSPs and embedded networks into the NERL

will also have the effect of placing obligations on off-market retailers as a result of becoming
a subset of authorised retailer, including requiring off-market retailers to apply for connection
services on behalf of embedded network customers.

However, the Commission recommends these obligations be restricted to a specific location to
prevent placing obligations on an embedded network they would be unable to meet. For
example, it would be infeasible for an embedded network that served an apartment building
to be required to connect a retail customer across a road under which they did not have
access to an easement. The Commission recommends this be achieved through linking the
obligation to connect to the embedded network area notified by the ENSP to AEMO at the
point of registration.

At the time of registration, an embedded network owner will be required to provide details of
the embedded network area that the ENSP will be serving (which can be updated subject to
an application to AEMO). Supporting information may, for example, include maps, land title
information and line diagrams setting out the catchment for the embedded network. The
information on the embedded network area will need to be made transparent and publicly
accessible, either through AEMO or on the ENSP’s website. The registration of a certain area
as the embedded network area also needs to comply with any applicable jurisdictional
requirements.

Consistent with the connection framework for DNSPs under Chapter 5A of the NER, the
Commission also recommends that an ENSP has an obligation to make an offer for a new
connection to non-registered embedded generators seeking to connect to an embedded
network (i.e. generators under 5SMW). Among other things, this will prevent a situation where
a small embedded generator’s application to connect is rejected for anti-competitive reasons,
e.g. if the owner of the embedded network is also an embedded generator and seeks to
maintain its local generation monopoly within the embedded network.

Implications for the relationship between the embedded network owner and
ENSP

Under the proposed framework, the obligation for new connections and connection
alterations will lie with the ENSP. If the ENSP is not the same entity as the embedded
network owner, these two entities will need to establish their responsibilities to each other in
relation to new connections and alterations through contractual arrangements, including what
rights and information the ENSP requires to perform its obligations with regard to
connections to the embedded network. 8!

Implementation in the energy laws and rules

It is proposed that an ENSP has an obligation to provide customer connection services under
the NERL, to a customer who requests those services, and whose premises is connected, or
who is seeking to have those premises connected to the ENSP’s distribution system. This

181 Whether tenants can request an ENSP of an embedded network to provide a new connection or upgrade of an existing
connection under s. 66 of the NERL, e.g. if a tenant seeks to install a charging station for electric vehicles, will depend on the
tenancy agreement.
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obligation is limited to the ENSP establishing a new connection for premises, or providing a
service relating to a connection alteration for premises, where the premises are located in the
ENSP’s embedded network area.!®

Off-market retailers will, in their capacity as a retailer, be required to request a customer
connection service in respect of an existing connection to a customers premises, on behalf of
a customer with the DNSP.83

Types of connection offers
Introduction

A clear, predictable and transparent process for connecting to the distribution network
provides customers appropriate protections while maintaining technical standards so the
quality, reliability and safety of connections and the distribution network are not
compromised.

Standardising connection offers under a certain threshold (defined in terms of capacity of the
connection or any other measure the AER considers appropriate) provides benefits to both
connection applicants and the DNSP. Connection offers set out both the applicant and
distribution network’s obligations and form the basis of the connection contract once
accepted by the applicant. Standardised connection offers can streamline the process by
providing for automatic approval of certain types of common connection applications and
remove the costs of formulating and negotiating unique connection contracts for every
applicant.

Where standardised offers are inappropriate, a clear and structured negotiation process
provides guidance to the applicant and the distribution network and can reduce the costs of
negotiation while maintaining flexibility to cater for a range of different types of connections.

This section sets out:

« the types of connection services currently offered by DNSPs in the NEM under Chapter 5A
of the NER

» the current connection arrangements in embedded networks

« the Commission’s analysis and recommendations on the types of connection offers that
should be available in new embedded networks

« advice on implementing these recommendations in the energy laws and rules.

Current arrangements in the NEM
The types of connection services for new and altered connections for NEM retailer customers

are outlined in Chapter 5A of the NER. Chapter 5A outlines three types of offers to provide
connection services: basic, standard and negotiated.

182 Proposed amendment to s. 66 of the NERL.
183 Proposed new rule 3C of the NERR.
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Chapter 5A applies to embedded generator proponents proposing to connect a generating
system of less than the standing exemption from the requirement to register as a participant
with AEMO (currently 5SMW). These are known as:

» micro embedded generators (embedded generator connections that comply with
Australian Standard AS4777); and

« non-registered embedded generators (a system of less than 5 MW but larger than a
micro-embedded generator).!®

Basic connection services

Basic connection services apply where the provision of connection services involves minimal
or no augmentation of the distribution network.'®> In general, these services cover the
majority of simple connections by NEM retailer customers, including those customers that are
micro embedded generator connections (for example, residential rooftop solar systems and
battery storage).

A DNSP must submit for the AER’s approval and publish on its website a model standing offer
for basic connections, on specified terms and conditions.'®® The terms and conditions of the
DNSP’s proposed model standing offer must cover:'®’

« adescription of the connection, including a statement of its maximum capacity

« timeframes for commencing and completing the work

+ details of the connection charges, or the basis on which they will be calculated'®

« the manner in which connection charges are to be paid by the customer of a NEM retailer

« if the service is a micro embedded generator, the particular requirements regarding the
export of electricity into the distribution system.

Standard connection services

Standard connection services apply where the provision of connection services involves
augmentation of the distribution network. Offers for standard connection services would
typically apply to large multi-occupant developments, large commercial and industrial
developments and embedded generators that are not micro embedded generators. A DNSP
may, but is not obliged to, provide one or multiple model standing offer(s) for different
subclasses of standard connection services, on specified terms and conditions (corresponding
to the ones for basic connection services).'®

184 Under clause 2.2.1(c) of the NER, AEMO may exempt a person from the requirement to register a generator in accordance with
guidelines issued from time to time. Under AEMO’s current guidelines, small generating systems with a combined nameplate
rating of less than 5 MW are exempt from the requirement to register.

185 Part B, Division 1 of Chapter 5A of the NER.

186 A DNSP can publish different model standing offers for different subclasses of basic connections, e.g. one offer for a basic
connection with only load and one offer for a basic connection including micro embedded generation.

187 The terms and conditions also refer to jurisdictional or other legislation and statutory instruments that impose specific
requirements (qualifications of service provider, safety and technical requirements) to be complied with by the provider of a
contestable service, in jurisdictions where contestability in connection services exists.

188 Including the cost of any relevant premises connection assets and necessary extension to the distribution system.
189 Part 1, Division 2 of Chapter 5A of the NER.
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The Commission has observed that the majority of DNSPs do not provide an offer for
standard connection services. The Commission understands that this is due to the varied and
specific needs of potential connection applicants that would seek a standard connection.
There are numerous types of non-registered embedded generators, including co-generation
plants, medium-scale solar installations and small hydro plants that may seek to connect to a
distribution network and each applicant is likely to have unique connection service
requirements. Negotiated connection services may better meet the needs of both the
applicant and the DNSP in these cases. If a DNSP develops a model standing offer for
standard connection services, it must submit it for approval by the AER.

Negotiated connection services

Negotiated connection services apply where a connection service sought by a connection
applicant is neither a basic nor a standard connection service, or the connection applicant
elects to negotiate the terms and conditions on which the connection service is to be
provided. As most DNSPs do not provide for a model standing offer for a standard connection
service, connection applicants seeking a connection service that exceeds a basic connection
have to rely on the negotiated connection process. The negotiations between a DNSP and a
connection applicant are governed by a set of rules.'® The negotiation framework represents
a structured process, outlining the steps and timeframes to be followed and the information
to be exchanged by the parties. The process is designed to be open, flexible and relatively
short; yet creates certainty about the obligations of the connection applicant and the DNSP
when negotiating a connection contract.'**

Current arrangements in embedded networks

As set out above, the AER Network Exemption Guideline conditions do not place an obligation
on exempt network service providers to connect. Nor do the guidelines provide a framework
for standardising or negotiating connection service offers for new connections or connection
alterations.

Analysis and recommendations

The Commission considers that establishing a framework for standardising and negotiating
connection services in embedded networks would benefit both connection applicants and
ENSPs.

In round table discussions at the stakeholder workshop in Sydney on 23 October 2018,
stakeholders generally agreed that, although different types of customers in embedded
networks have specific needs and thus request different types of connection services,
customers should nevertheless have certainty and transparency with regard to the connection
process. Stakeholders suggested that certainty and transparency for small residential
customers could take the form of a model standing offer for basic connections, whereas for
commercial and industrial customers stakeholders emphasised the importance of a structured

190 Part C of Chapter 5A of the NER.

191 Non-registered embedded generators that fall under the NER Chapter 5A connection process can also elect to use the connection
process under Chapter 5, which applies to registered embedded generators and represents are more detailed process.
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and transparent negotiated process for the assessment of applications for new connections
and connection alterations.

The Commission proposes that the current connection framework under Chapter 5A of the
NER should be adapted to embedded networks. The Commission considers that customers in
embedded networks should be provided with similar protections and options for connection
services, while reducing the regulatory burden on ENSPs as much as possible so as not to
create inappropriately high barriers to entry.

The recommended framework requires that ENSPs:

« provide an offer for basic connection services. As discussed further below, this can be
done either using a model standing offer the AER has prepared and provided for all
ENSPs as part of the embedded network connection policy (and notifying the AER if this
is the case), or by preparing a model standing offer of its own that is consistent with the
requirements of Chapter 5A of the NER'®? and approved by the AER

« use the structured negotiated process set out in Chapter 5A of the NER for connection
applicants that require a connection that exceeds the specifications of a basic connection
service or choose to negotiate a connection contract

« set connection charges in line with an embedded network connection policy which the
AER must establish.

Extending basic and negotiated connections services to embedded networks

The Commission recommends that ENSPs must have a model standing offer to provide basic
connection services to retail customers and publish it on its website. This will provide all
connection applicants seeking a connection service under a certain threshold certainty that
they can connect under a particular set of terms and conditions.

To reduce the costs for ENSPs of producing a model standing offer, the Commission
recommends that the AER be obliged to publish a model standing offer for basic connections
in embedded networks, which ENSPs may adopt by notifying the AER. The Commission
recommends that the AER:

« have discretion whether to publish one or multiple model standing offers for basic
connection services (e.g. one offer for a basic connection with only load and a separate
offer for a basic connection including micro embedded generation, or a combined offer)

« be required to set terms and conditions, following consultation, which are consistent with
the same NER requirements for DNSPs’ model standing offers for a basic connection.!*?

However, the Commission considers an ENSP should also be able to prepare its own model
standing offer to suit its specific circumstances if it wishes. As such the Commission
recommends that:

« an ENSP may prepare its own model standing offer and submit it to the AER for approval

192 This includes a requirement that a model standing offer is consistent with the embedded network connection policy.

193 Where the terms and conditions refer to jurisdictional or other legislation and statutory instruments that impose safety and
technical requirements as well as requirements regarding qualifications for installers to be complied with, the relevant
jurisdictional legislation and statutory instruments need to spell out which provisions do not apply in embedded networks, if any.
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« the standing offer prepared by an ENSP must be consistent with the NER requirements
for DNSPs’ model standing offers for a basic connection.

Where connection applicants require a connection that exceeds the specifications of a basic
connection service, the Commission recommends that negotiated contracts be permitted
under the same process available to DNSPs under Chapter 5A of the NER. This will extend
the same flexibility currently provided under Chapter 5A of the NER to connection applicants
in embedded networks where a connection application with unique requirements is seeking a
connection service.

Applying the proposed connection framework for connection services will also provide clarity,
predictability and transparency, including in relation to the process of assessing an application
and the subsequent steps of contract formation and contractual performance (in terms of
commencing connection works).

Removing standard connection services for embedded networks

To simplify the connection framework for embedded networks and reduce costs, it is
recommended that the category of standard connection offers should not apply to embedded
networks. Most DNSPs do not provide model standing offers for standard connection services
due to the perceived impracticability of accounting for connection applicants’ diverse needs.
The Commission considers this will make it clearer to connection applications that they may
either elect to apply for a basic connection or a negotiated connection.

The Commission also recommends the framework be simplified for ENSPs by requiring the
AER to establish a connection policy to be used by ENSPs that sets out the approach to
funding connections and network augmentations consistent with the connection charge
principles set out in Part E of Chapter 5A of the NER. Standardising the connection policy for
embedded networks will reduce costs for ENSPs by removing the burden of preparing a
connection policy that is consistent with the connection charge principles and AER guidelines.
It will also provide a clear set of policies on which connection charges must be based and
provide greater consistency in connection charging between embedded networks.

Law and rule implementation

Under the NER, provisions in Chapter 5A of the NER are proposed to be extended to off-
market retailers by subsuming off-market retailers into the definition of registered
participants for the purposes of this chapter, and extended to ENSPs by subsuming ENSPs
into the definition of DNSP for the purposes of this chapter.!** As a result, ENSPs will be
required to have a model standing offer to provide basic connection services to retail
customers (and may do so for different subclasses or classes of customers as currently
offered by DNSPs).'*®

194 Proposed new clause 5A.A.1A of the NER.

195 Clause 5A.B.1 of the NER.
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Where an ENSP adopts a model standing offer'*® published in the embedded network
connection policy, the ENSP may notify the AER. An ENSP may alternatively, or additionally,
submit to the AER for approval its own proposed model standing offer(s),'*” which are
subject to the model standing offer content requirements and AER approval provisions
currently provided for in the NER.!®

An ENSP is also proposed to be able to offer a negotiated connection contract under the
current framework.* Further, it is proposed that ENSPs must:

« publish information on applications for connection services (including contact details of
the local embedded network retailer for its embedded network, as well as information
that a customer has the right to choose a retailer other than the local embedded network
retailer)*®

« maintain a register of completed embedded generation projects where applicable,®®* and

» be subject to dispute resolution procedures if disputes are raised by retail customers (that
is, end-use customers such as households) or real estate developers.?®

Connection policies and connection charging
Introduction

When a customer connects to a distribution network (including an embedded network) there
may be a number of capital and administrative costs, including those related to:

« site inspection fees if a site inspection is required to assess a connection service
» extending the distribution network to reach the customer’s premises

« augmenting the network to permit an additional load or embedded generator to connect,
such as installing transformers with a larger capacity

« assessing connection applications and preparing an offer to connect.

As discussed above, obligations are placed on distribution networks to provide connection
services under the NERL. As a monopoly network service provider, customers also require
regulatory protections from unreasonable charges for connection services.

This section considers connection charging in embedded networks and sets out:

« the current principles and framework that applies to DNSPs in respect of connection
charging under the national regulatory framework

« the connection costs that embedded network are permitted to charge under the AER’s
Network Exemption Guideline

196 Proposed amendments to clause 5A.A.1 of the NER, definition of ‘model standing offer’; proposed new clauses 5A.B.2(al) and
5A.B.8(a) of the NER.

197 Proposed new clause 5A.B.8(b) of the NER.

198 Clauses 5A.B.2(b) and 5A.B.3 of the NER.

199 Chapter 5A, Part C ‘Negotiated connection’ of the NER.
200 Proposed amendments to clause 5A.D.1(a) of the NER.
201 Proposed amendments to clause 5A.D.1A of the NER.
202 Chapter 5A, Part G of the NER.
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the Commission’s analysis and recommendations for regulating connection charges in
new embedded networks

advice on implementing these recommendations in the energy laws and rules.

Current arrangements in the NEM

The NER sets out the principles and framework that DNSPs must use to determine
connection charges. This framework includes:

the connection charge principles that a DNSP must apply in determining connection
charges®®

a requirement that the AER must develop and publish connection charge guidelines for
the development of connection policies by DNSPs, to ensure connection charges are
reasonable, based on efficient costs and competitively neutral (if connection services are
contestable)®®

a requirement that a DNSP prepare a connection policy that is consistent with the
connection charge principles and connection charge guidelines and further specifies the
circumstances under which a retail customer may be required to pay a connection charge
for the provision of a connection service?®®

a DNSP’s revenue determination which will, amongst other things, classify connection
services as either standard control services or alternative control services.

Connection charge principles

In determining connection charges, a DNSP must apply the following connection charge
principles set out in Part E of Chapter 5A of the NER.

The connection charge principles:

203
204
205
206

207

208

prohibit retail customers (other than a non-registered embedded generator or a real
estate developer) from being required to make a capital contribution towards the cost of
augmenting the shared network if the customer’s application is for a basic connection
service or under a relevant threshold set in a DNSP’s connection policy

permit connection charges to include a reasonable capital contribution towards the cost
of an extension to the distribution network where this is necessary to provide a
connection service, 2%

provide that where augmentation of a premises’ connection assets*” at the retail
customer’s connection point or an augmentation of the distribution system?® is necessary
to provide a connection service that exceeds a basic connection service, connection

Clause 5A.E.1 of the NER.
Clause 5A.E.3 of the NER.
Part DA, Chapter 6 of the NER.

A capital contribution may only be required if provision for the costs has not already been made through existing DUoS charges
or a tariff applicable to the connection.

For the declared transmission system of an adoptive jurisdiction, and a distribution system, connection assets are those
components of a transmission or distribution system which are used to provide connection services.

An augmentation of the distribution system, may for example, include upgrading the capacity of a substation upstream of a new
connection to accommodate a large load.
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charges may include a reasonable capital contribution towards the cost of the necessary
augmentation of the distribution system to provide the service and to provide efficiently
for forecast load growth.

Connection charge guidelines

The AER is required to develop and publish connection charge guidelines for the development
of a connection policy by a DNSP under Part E of Chapter 5A of the NER. The purpose of the
guidelines is to ensure that connection charges are reasonable, cost-reflective and if the
connection services are contestable, they are competitively neutral.

Further, the guidelines must describe the circumstances under which a retail customer may
have to make a capital contribution for the provision of connection services, the methodology
for determining the amount of any such capital contribution, and establish principles for
fixing a threshold below which retail customers are exempt from making a capital
contribution for an augmentation (other than an extension) to the distribution network that is
necessary to make the connection.

The AER's connection charge guidelines adopt the form of control determined for each
component of the connection service in each DNSP’s distribution determination.

Connection policy

A DNSP must publish a connection policy under Part DA of Chapter 6 of the NER. The
connection policy must be consistent with the connection charge principles and connection
charge guidelines and further specify the circumstances under which a NEM retailer customer
may be required to pay a connection charge for the provision of a connection service.

AER revenue determinations

Currently, the AER approves a DNSP’s connection charges based on its assessment of
whether they are consistent with the DNSP’s distribution determination.

Connection services are currently classified by the AER as either standard control services or
alternative control services.?® Where a connection service is classified as an alternative
control service, the full cost of the service can be recovered from the individual customers
using that service. The AER decides for the regulatory control period on the prices a DNSP is
allowed to charge customers for the provision of alternative control services.

DNSPs are able to recover the costs of providing connection services that have been
classified as a standard control connection service through DUoS charges, which are the
annual charges paid by all customers who use the distribution network. Standard control
services are services that are central to electricity supply and therefore relied on by most (if
not all) customers who use the distribution network.

A DNSP is also allowed to include augmentation capital expenditure in its distribution
determination proposal to account for forecast augmentation of its network. Such
augmentation of the network is considered as a standard control service.

209 Alternative control services are services provided by distributors to specific customers. They do not form part of their distribution
use of system revenue allowance approved by the AER for each distributor. Distributors recover the costs of providing alternative
control services through a ‘user pays’ basis.
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Current arrangements in embedded networks

Currently, no framework exists for new connections and connection alterations in embedded
networks. The AER Network Exemption Guideline conditions permit an exempt network
service provider to charge small and large customers actual costs incurred in making
metering changes or service capacity upgrades requested by the tenant.?'

Analysis and recommendations

The current connection framework was designed to apply to DNSPs that cover large numbers
of customers and which are subject to AER revenue determinations under Chapter 6 of the
NER. ENSPs will have neither the scale of DNSPs nor will they be subject to revenue
determinations. Some embedded networks will also be serving very specific sets of customers
such as business customers in an industrial park or retailers in a shopping centre.

Despite these differences between DNSPs and ENSPs, the Commission recommends adapting
the current connection framework under Chapter 5A and Chapter 6 of the NER. This would
ensure customers in embedded networks are provided with similar protections while reducing
the regulatory burden on ENSPs where possible so as not to create unnecessary costs that
may be passed onto consumers.

Standardising connection policy

As discussed above in relation to connection offers, to reduce the regulatory burden on
ENSPs the Commission recommends removing the requirement for ENSPs to each prepare a
connection policy for AER approval and instead requiring the AER to establish a connection
policy that is suitable to be used by all ENSPs. ENSPs will be required to either use the AER's
created connection policy, and/or submit a model standing offer for the AER’s approval.

The Commission recognises that it will be necessary for this connection policy to be
appropriate for different types of embedded networks that may have different customer
profiles.?!! As such the Commission recommends that the AER, in developing its embedded
network connection policy, be required to have regard to, amongst other things:

» the connection charge guidelines and the requirements of those guidelines under the
NER, to the extent they are relevant to embedded networks

« the differences between various embedded networks and differences between the
customers they serve (including historical and geographical differences between
embedded networks).

The Commission considers it will be more cost effective for the AER to establish this single
connection policy than being required to approve the connection policy of each ENSP.
Standardising the connection policy will reduce costs for ENSPs and will also provide greater
consistency in connection charging between embedded networks where the standardised
connection policy is adopted.

210 Section 4.6.4.2 of the AER Network Exemption Guideline.

211 The draft provisions in Chapter 5A of the NER provide the AER with the ability to create a broad connection policy that can
accommodate the needs of various embedded networks as determined by the AER.
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The Commission recommends the embedded network connection policy sets out, amongst
other things, the circumstances under which a customer is required to pay a connection
charge for connecting their premises or make a capital contribution towards the cost of
expanding the capacity of the embedded network.

The Commission considers that customers in embedded networks should have certainty
regarding the minimum service they can expect to be provided without being required to
fund augmentations in embedded networks. As such, the Commission recommends the
embedded network connection policy include a threshold below which a retail customer
(other than a non-registered embedded generator or a real estate developer) will not be
liable for connection charges for an augmentation of the network (other than an
extension).?'?

As set out above, the Commission recommends the embedded network connection policy
include one or more forms of model standing offer that may be adopted by an ENSP.

Connection charges

As explained above, the AER approves a DNSP’s connection charges based on its assessment
of whether they are reasonable in terms of being consistent with the DNSP’s distribution
determination. However, ENSPs will not be subject to revenue determinations by the AER.

Establishing a framework for new connections and connection alterations raises the questions
how the AER should examine whether connection service charges are ‘fair and reasonable’.
The question thus emerges what should be the basis for ENSPs’ calculation of connection
charges and who should be charged to appropriately recover the costs for necessary network
augmentation.

Setting connection charges

To protect customers from unreasonably high connection charges in an embedded network,
the Commission considers ENSPs should be required to set charges based on a set of
principles set out in the NER.

The Commission recommends that the NER requires that ENSPs set connection charges that:

» are reasonable, taking into account the efficient costs of providing the connection
services arising from the new connection or connection alteration and the revenue the
LNSP*2 would require to provide those connection services

« provide a user-pays signal to reflect the efficient cost of providing the connection services

« limit cross-subsidisation of connection costs between different classes (or subclasses) of
retail customers

« if the connection services are contestable — be competitively neutral.

212 For example, under the proposed drafting in Chapter 5A of the NER, a retail customer applying for a connection service for which
an augmentation to the embedded network or another network through which the embedded network is connected is required,
that retail customer is not intended to bear those costs where the application is for a basic connection service, and does not
exceed any relevant thresholds. The ‘customer’ will be the account holder at the premises.

213 The Commission considers that the LNSP’s connection charges would provide an appropriate benchmark for establishing the
reasonableness of connection charges.
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Should connection charges be approved by the AER?

The Commission considers it would be impractical and costly for the AER to review and
approve each ENSP’s connection charges. Therefore, the Commission recommends ENSPs not
be required to have their charges approved by the AER.

However, the Commission considers that since many connection applicants will have no other
connection options other than the monopoly ENSP, embedded network connection applicants
should have the ability to bring a dispute on connection charges, or any other terms and
conditions, to the AER for a determination.

The Commission recommends that in case there is a dispute between an ENSP and a
customer about connection charges or the proposed or actual terms and conditions of a basic
or negotiated connection contract, the dispute resolution process under Part G of Chapter 5A
of the NER applies.

In determining a relevant dispute about connection charges, the AER may give consideration
to the principles outlined above including the charges that the relevant LNSP is permitted to
charge its customers (consistent with the DNSP’s distribution determination).

Implementation in the energy laws and rules

The AER is to create and publish the embedded network connection policy for different
classes or subclasses of basic connection services that can apply to embedded networks and
be adopted by an ENSP.?** ENSPs must comply with this policy.?** The policy must specify
matters including:

« circumstances in which connection charges are payable to an ENSP

« the types of model standing offers that an ENSP can adopt (including providing guidance
on the use of those terms, and how alternatively, the ENSP may submit a model standing
offer for the AER’s approval)?'¢

« circumstances in which connection charges are payable to an ENSP
+ the basis for determining the amounts of connection charges.?”

The policy is required to provide a connection charge methodology that is reasonable?'® and
stipulate when retail customers are not required to make capital contributions towards the
cost of network augmentation.?'® It is also proposed that the existing provisions on DNSP
requirements for a connection policy be moved from Chapter 6 into this Chapter 5A for
consistency.??’ However, these provisions on DNSP connection policies would not cover
ENSPs.

214 Proposed new clauses 5A.B.2 and 5A.E.3A of the NER.

215 Proposed new clause 5A.E.3A(i) of the NER.

216 Proposed new clauses 5A.B.2(al) and 5A.E.3A(c)(5) of the NER.
217 Proposed new clauses 5A.E.3A(a)-(c) of the NER.

218 Proposed new clause 5A.E.3A(d) of the NER.

219 Proposed new clause 5A.E.3A(e) of the NER.

220 Proposed new clause 5A.E.3B of the NER, containing the current provisions of clause 6.7A.1 of the NER (which is to be moved
from Chapter 6).
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NUoS charging for embedded networks

Introduction

The Commission has considered whether ENSPs should be able to charge embedded network
customers for network charges levied at the parent connection meter and for the internal
embedded network.

This section sets out:

» current arrangements for NUoS charging in the NEM

« current arrangements set out in the AER Network Exemption Guideline in relation to
external and internal network charges in embedded networks

« the Commission’s analysis and recommendations in relation to network charging in new
embedded networks

« advice on implementing these recommendations in the energy laws and rules.

Current arrangements in the NEM

DNSPs charge customers connected to their distribution network for conveyance of electricity
to their connection point. These network charges, NUoS charges, are generally levied to a
NEM retailer for a customer of a NEM retailer and include several components:

« pass-through charges for the transmission of electricity (TUoS charges)

« charges for the distribution of electricity to a connection point on the distribution network
(DUoS charges)

» other customer specific charges.

The remainder of this chapter will refer to these charges as ‘external network charges’.

The AER makes regulatory decisions on the revenues the network businesses can recover
from their customers. The AER determines a network business’ revenue by an assessment of

their efficient costs and forecasts. Their assessment is based on regulatory proposals
submitted by the network businesses in advance of a five-year regulatory control period.

As a customer connected to a DNSP’s distribution network, an embedded network is levied
for NUoS charges at the parent connection point of the embedded network.

Current arrangements in embedded networks

The AER’s Network Exemption Guideline sets out the circumstances in which exempt network
service providers are permitted to charge external and internal network charges.

External network charges

As explained above, an embedded network will be charged NUoS charges by the NEM retailer
at the parent connection point. The AER's Network Exemption Guideline permits such charges
to be apportioned to each customer in an exempt network on a ‘causer pays’ basis in
proportion to the metered energy consumption of each customer.
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Internal network charges

The AER does not generally allow internal network charges to be charged to embedded
network customers. The AER’s Network Exemption Guideline sets out the limited
circumstances in which it permits an exempt network service provider to charge for the use
of the internal network.

Where an exempt network exists within a commercial building, shopping centre, airport,
residential apartment building, retirement village or the like, the AER considers the network
development costs to have been met in the initial establishment of the facility. The AER
considers such costs are capital in nature and are normally recoverable through lease
payments, fit-out charges or the like. As such, the AER considers that a charge for internal
network services is not appropriate in embedded networks as it may result in the customer
being charged twice for the same facility.

Accordingly, under the AER’s Network Exemption Guideline no charge is permitted for internal
network services except where the parties have entered into an agreement on mutually
agreed terms and the network user is a large customer or large corporate entity.

Analysis and recommendations

The Commission is of the view that passing on external network charges should continue to
be permitted in new embedded networks under the updated regulatory framework.

Consistent with how NEM retailers under the national framework are currently able to make a
bundled offer to customers (i.e. covering wholesale, retail, networks, metering and other
related inputs as part of a single service), the Commission does not consider it necessary to
stipulate how off-market retailers should pass on external network charges to off-market
retailer customers in embedded network. The Commission, however, does not consider that
off-market retailers require an ability to make energy only offers to embedded network
customers (as is currently an option for NEM retailers in embedded networks), given an off-
market retailer will always pass on external network charges.

With respect to embedded network customers that go on-market with a NEM retailer, the
Commission recommends in chapter 5 of this report that an ENSP be responsible for billing
the retailer using a shadow network tariff which is the tariff that a customer would have been
charged by the DNSP if the customer had been directly connected to the DNSP’s network.??!
Chapter 5 of this report sets out the Commission’s recommendations with respect to the
standardisation of network billing for embedded network customers of NEM retailers.

With respect to internal network charges, the Commission agrees with the AER that the
network development costs should have been met in the initial establishment of a facility.
These initial costs are generally recovered through the sale or lease of properties which the
embedded network serves. As the AER points out, it would be inappropriate to recover these
costs twice through charging embedded network customers for the use of the internal
network, and making revenue determinations to set the efficient amount of these charges

221 See sections 5.2.2. and 5.3.3. in this report.
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would be a complex process which would be disproportionate to the scale of most embedded
networks.

The Commission considers that the owner of the embedded network should also be
responsible for the costs of operating, maintaining and replacing the network which has been
established. This is consistent with how costs are recovered for internal wiring in buildings
that have not been established as an embedded network with a parent connection point.
Where an embedded network has not been established, the costs of operating, maintaining
and replacing an internal network is the responsibility of the owner and these costs are
generally recovered through strata fees or rent.

As such the Commission recommends that the AER’s policy on charging embedded network
customers for use of the internal network should be maintained and elevated into the NER.
This means an ENSP would only be permitted to charge large customers and large corporate
entities for DUOS charges for the internal network by mutual agreement.

Further details are provided below on the Commission’s proposed amendments to the NER.

Implementation in the energy laws and rules

Off-market retailers are not permitted to make energy only offers.??? Furthermore, the
proposed drafting in the NER requires ENSPs not to charge DUoS charges for the conveyance
of electricity in an embedded network unless the network user is a large customer or large
corporate entity, and the ENSP and the network user have entered into an agreement
regarding the payment of DU0S charges.?*® This proposed drafting specifies that charges for
connection services (under the NER Chapter 10 definition) are not precluded from being able
to be charged by an ENSP to a network user in the embedded network.??*

Connection framework for registered embedded generators
Introduction
Performance standards are one of the principal tools AEMO uses to manage power system

security, and are established between AEMO, the network service provider and connection
applicant during the connection process set out in Part A of Chapter 5 of the NER.

As part of elevating embedded networks into the national framework, further consideration
will need to be given to the connection processes and the performance standards that should
apply to registered participants seeking to connect large loads and generators to an
embedded network. This has not been undertaken as part of this report.

This section sets out:

« the current arrangements in the NEM and embedded networks

« asummary of the options proposed by AEMO in a stakeholder paper to apply
performance standards to a generating system or load in an exempt network

222 In proposed new rule 3C of the NERR, off-market retailers are subject to a condition that they may not make energy only offers.
223 Proposed new clause 6.1.5 of the NER.
224 Proposed new clause 6.1.5(d) of the NER.
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« the Commission’s preliminary analysis on the application of performance standards in
embedded networks and the steps we intend to take during the preparation of the final
report on updating regulatory arrangements for embedded networks.

Current arrangements in the NEM and embedded networks

Current arrangements in the NEM

The NEL and the NER require a person who owns, operates or controls a generating system
connected to the grid to be registered with AEMO, unless exempt from doing so, and have a
connection agreement with the relevant network service provider.

The arrangements to assist parties that are registered participants seeking connections to a
network service provider’s network are contained in Part A of Chapter 5. Part A of Chapter 5
applies in all jurisdictions in the NEM.

Under the connections framework in the NER, connection applicants are able to negotiate
with a network service provider (who is advised on some matters by AEMO) on the level of
performance for the equipment they are seeking to connect to the power system. For each
technical requirement, the negotiation occurs®® within a range provided by an automatic
access standard (where a connection cannot be denied access on the basis of that technical
requirement) and a minimum access standard (below which a connection must be denied
access) that are each set out in the NER.

The NER currently allow network service providers and AEMO, in respect of its advisory
matters, to refuse to agree to a proposed negotiated access standard if, among other things,
the connecting equipment would adversely affect system security or the quality of power
supply to other network users.

The access standards for generators connecting to the power system relate to a wide range
of technical requirements and are set out in Schedule 5.2 to the NER. These access
standards relate to, among other things:

» the requirements for generating systems to be able to control their active and reactive
power and reactive current response, which helps to keep the system stable during
normal operation of the power system, and also when the system experiences
unexpected frequency and voltage disturbances, and

« the requirements for generating systems to be able to maintain operation in the face of
these unexpected disturbances (including faults and contingency events) that can lead to
cascading failures and blackouts.

These access standards in the NER can therefore be viewed as the reference points used for
negotiations between connection applicants, the network service provider and, where
relevant, AEMO, to set the specific levels of technical performance of equipment that
connects to the power system.

The Commission recently made a rule change, on 27 September 2018, to the way levels of
technical performance are negotiated for equipment connecting to the power system, and

225 Clause 5.3.4A of the NER.
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improve the technical requirements for new generating systems.??® The rule improves and
clarifies the negotiating process for new connections. Under the rule, negotiations can occur
more efficiently so that each generating system that connects is required to have a level of
performance that maintains system security and quality of supply at the lowest cost.

Current arrangements and issues in embedded networks

Given that performance standards are defined by reference to the network service provider, it
is unclear whether the performance standards in S.5.2 of the NER applies at the child point of
connection of generation or load to an exempt network.

To address the issue in the short-term, the AER amended its Network Exemption Guideline
regarding the scope and criteria of certain exemption classes. Where the total generation at
the NEM connection point is 5SMW or more, an applicant for the relevant exemption needs to
confirm with AEMO that all necessary performance standards will apply and the generating
system is unlikely to pose undue risk to power system security or reliability, prior to the AER
making a decision.

However, there is no process to include the DNSP in this exchange which would permit the
DNSP to consider the impact on its distribution network and negotiate the performance
standards that should apply.

AEMO'’s stakeholder paper on emerging generation and storage

The issue of applying performance standards to a generating system or load in an exempt
network was recently considered by AEMO in a stakeholder paper, Emerging Generation and
Energy Storage in the NEM.**’

AEMO has received at least six enquiries regarding connecting generating systems and load
in exempt networks and proponent interest continues in early design discussions with AEMO.
Given the increasing number of proposed connections to exempt networks, resolving this
issue is considered a priority by AEMO.

The stakeholder paper included a number of options to address the issue including:

« amending the NER to ensure that relevant clauses of Chapter 5 (including clauses 5.3.4A,
5.3.4B, 5.7.3) and Chapter 4 (clause 4.14) apply to ensure plant connected to exempt
networks by registered participants will have agreed access standards that apply as
performance standards for the purposes of the NER

« amending the definition of network service providers to include the owners of exempt
networks in appropriate cases, excluding NER Chapter 6A and 6

» amending the definition of connection agreement so it is not restricted to registered
networks

« amending the NEL and NER to ensure the AER’s exemption only relates to economic and
access regulation, rather than the technical requirements of the NER.

226 AEMC, National Electricity Amendment (Generator Technical Performance Standards) Rule 2018, 27 September 2018, see under
https://www.aemc.gov.au/rule-changes/generator-technical-performance-standards.

227 Section 3.1 of AEMO, Emerging Generation and Energy Storage in the NEM, Stakeholder Paper, November 2018.
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Analysis and next steps

The Commission notes that the issues that currently arise when a large embedded generator
seeks to connect to the interconnected system via an embedded network will no longer arise
under the Commission’s recommended framework.

Under the new exemption framework, new embedded networks which are being established
to connect an embedded generator (for on-market energy generation equipment 5SMW or
larger) will no longer qualify for a network exemption generally, as a result of the formerly
exempt network service provider now being required to register as an ENSP,??® and due to the
exemptions framework being streamlined. As the embedded network will not meet the
exemption criteria, the embedded network will need to be registered with AEMO as an ENSP
and the NER will apply.

However, the Commission has not made any recommendations on how to apply performance
standards to registered participants under the NER as part of this draft report. Further
consideration needs to be given to how the relevant performance standards should apply to
ensure plant connected to ENSPs’ distribution networks will have agreed access standards
that apply as performance standards.?*®

A complexity that will need to be considered is that there are multiple parties that must be
involved including AEMO, the DNSP, the ENSP and the registered participant.

The Commission is keen to receive feedback on these issues and will be consulting further
with stakeholders, including AEMO before preparing the final report.

228 Clauses of Chapter 5 of the NER, including clauses 5.3.4A, 5.3.4B, 5.7.3.

229 Refer to Chapter 3 with regard to authorisation and exemption framework for ENSPs and retailers, which no longer permits
network exemptions NRO1 and NRO2.
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UPDATING CONSUMER PROTECTIONS IN THE NERL
AND NERR

Introduction

The 2017 Review found that customers in embedded networks received a lesser level of
consumer protections under the network and retail exemptions framework, compared to
customers with standard supply arrangements.?° The Commission recommended applying
NERL and NERR provisions to embedded network customers by requiring that they be
supplied by an authorised retailer (either a NEM retailer or off-market retailer). For example,
the Commission recommended aligning the life support rules for customers in embedded
networks with those for standard supply customers, and aligning the de-energisation and re-
energisation rules with those for standard supply customers.?*

The approach proposed in the 2017 Review was to elevate embedded networks into the
national framework and to provide customers in new embedded networks with greater access
to retail market competition and equivalent consumer protections to standard supply
customers. The Commission considered this would provide the following benefits to
customers in embedded networks:

« continued benefit from greater innovation and choice in products and services from
embedded networks in competition with NEM retailers

« off-market retailers would be incentivised to pass on savings from innovation and
efficiencies to customers or risk losing customers to NEM retailers

« improved consumer protections and access to dispute resolution

« protections under the NERR relating to life support, disconnection and explicit informed
consent

» coverage of existing provisions in the NER and NERR that promote transparency and
information provision, for example increased access to information on their electricity
consumption

» protections under the NER relating to the confidentiality of data, including metering data
and NMI standing data.?*

Under the recommended framework, customers in new embedded networks (excluding
exempt embedded networks) will be retail customers, supplied by either a NEM retailer or
off-market retailer working with a registered ENSP.?** This enables consumer protections for
embedded network customers to be closely aligned with those of standard supply customers.

The framework proposed in the current review extends almost all the consumer protections
under the NERL and NERR to customers in new embedded networks, with minor

230 This is discussed further in chapters 2 and 3 of the draft report.

231 AEMC, Review into the regulatory arrangements in embedded networks, final report, 28 November 2017, p. ix.
232 AEMC, Review into the regulatory arrangements in embedded networks, final report, 28 November 2017, p. 65.
233 Chapter 3 discusses the recommended framework in further detail.
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amendments required to accommodate the multiple parties and broader relationships present
in embedded networks.

The National Energy Customer Framework

The NECF is a suite of legal instruments that regulate the sale and supply of electricity and
gas to customers, and harmonises most energy consumer protections across participating
states and territories.

The main legal instruments of the NECF are the NERL, the National Energy Retail Regulations
(Regulations) and the NERR.

The NECF:»*

« establishes the consumer protections and obligations regarding the sale and supply of
electricity and natural gas to consumers, with a particular focus on residential and small
customers

« defines the rights, obligations and protections relating to the relationship between
customers, energy retailers and energy distributors

« complements and operates alongside the generic consumer protections in the ACL*** and
state and territory safety and concession regimes.

The types of consumer protections provided under the NECF can be grouped under a number
of themes:

« Energy as an ‘essential service’: for example the right to access energy services, the
ability to enter into a retail contract to energise the connection and obligations towards
life support customers

«  Empowering consumers: for example, NEM retailers and DNSPs must inform consumers
of the risks and their rights in the context of the competitive retail market, including
through: informed consent requirements, requiring businesses to have dispute resolution
procedures and mandating access to free and independent dispute resolution schemes

« Minimum standards: for example, obligations relating to the pre-contractual duties of
NEM retailers

« Billing, tariffs and payment: for example, minimum requirements regarding the contents
of bills, notification requirements on tariffs and charges applicable to consumers of NEM
retailers, obligations in relation to overcharging and undercharging and payment methods

« Vulnerable customers: for example, NEM retailers must have hardship policies and
payment plans.

234 The NECF currently applies, with jurisdictional specific amendments, in Queensland, New South Wales, South Australia, Tasmania
and the Australian Capital Territory. The NECF only applies in a limited manner in Victoria.

235 The ACL offers protections for consumers in the areas of consumer rights when buying goods and services, product safety,
unsolicited consumer agreements including direct marketing, unfair contract terms, and enforcement remedies, among others.
The ACL prohibits misleading, deceptive and unconscionable conduct.
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Structure of this chapter

This chapter sets out the current arrangements, analysis and recommendations, and the
recommended amendments to the NERL and detailed amendments to the NERR that the
Commission considers are required to implement its recommendations to elevate embedded
network customers into the NECF. The recommended framework extends most of the
consumer protections under the NECF to new embedded networks, while accommodating the
roles and relationships particular to such networks.

Section 7.2 sets out the concepts underpinning the recommended framework.

The following key areas are set out in more detail as they require changes to existing
obligations in order to appropriately extend the operation of the NECF to embedded
networks:

* Notification of planned supply interruptions (section 7.3)
« Life support equipment (section 7.4)
e RoLR (section 7.5).

Other amendments to the consumer protections in the NERL and NERR that the Commission
is recommending for embedded networks are detailed in section 7.6.

Extending the NERL and NERR to new embedded networks

Introduction

The Commission’s recommendation in the 2017 Review was to elevate new embedded
networks into the national framework, and provide appropriate consumer protections to
customers within embedded networks.

In the course of the current review, the Commission has analysed the obligations under the
NERL and the NERR. The Commission considers that the overwhelming majority of the
obligations contained within the NERL and NERR should apply to ENSPs and retailers
(whether NEM retailers or off-market retailers) at child connection points in new embedded
networks.

Most obligations within the NERL and NERR will apply to customers within embedded
networks if the recommended framework discussed in chapter 3 to register ENSPs and
authorise off-market retailers is applied. However, there are a number of concepts within the
NECF that raise consumer protection issues for embedded network customers due to the
nature of embedded networks. These concepts require further consideration to determine the
impacts on customers in embedded networks, and any additional obligations that may be
required to facilitate the extension of consumer protections under the NECF to customers in
embedded networks.

These concepts are discussed further in this section and are:

« designated retailer
« shared customer
« tripartite relationship.
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In order to extend the NECF to new embedded networks, and particularly to extend the three
above concepts to embedded network customers, amendments will be required to the
obligations relating to notification of planned interruptions, life support equipment and RoLR.
These amendments will facilitate the flow of information and reflect the more complex
relationships within an embedded network compared to standard supply arrangements.
Notification of planned interruptions, life support equipment, RoLR obligations and other
smaller amendments are discussed in more detail later in the chapter.

Excluding the differences to particular obligations highlighted in this chapter, all other
obligations in the NERL and NERR would apply to ENSPs and retailers (both NEM retailers
and off-market retailers) in new embedded networks under the recommended framework.

7.2.2 Current arrangements

Designated retailer

The concept of a designated retailer underpins the NEM retailer - customer relationship for
standard supply customers. Section 2 of the NERL defines a designated retailer as either the
financially responsible retailer (for existing connections) or, where there is no existing
connection, the local area retailer.

The consumer protections built into the standing offer do not currently extend to embedded
network customers. Under the NERL a retailer must make an offer to a small customer for
the sale of energy in accordance with the retailer’s standing offer where the retailer is the
designated retailer of the premises. The standing offer is for retail services at the retailer’s
standing offer prices under the retailer’s standard retail contract.?®* As a ‘connection’ for the
purpose of the NERL currently only relates to regulated distribution systems, there is no
recognised designated retailer for embedded network customers. Further, s. 22(5) of the
NERL states that a designated retailer is not obliged to make a standing offer to a small
customer if the customer’s premises are not connected to a distributor’s distribution system
(which currently does not cover embedded networks). The absence of a standing offer
means there is no obligation that guarantees supply to an embedded network customer by

any party.

This gap is currently addressed by the AER through its Retail Exemption Guideline. The AER
requires a core condition that imposes an obligation to supply on an exempt seller, with the
exempt seller required to sell energy to a customer who meets the criteria for the relevant
exemption class unless the customer’s premises have been disconnected for a reason other
than failure to pay a bill. If the matter leading to the disconnection has been rectified, the
exempt seller must reconnect the premises and offer to sell energy to the customer.?*’

Shared customer

The NERL and NERR impose a range of obligations on NEM retailers and DNSPs on the basis
that they ‘share a customer’. This shared customer concept is a key feature of the retailer-

236 Sections 22(1), 26, 27 of the NERL.
237 AER, (Retail) Exempt Selling Guideline, version 5, March 2018, Condition 1.
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distributor-customer tripartite relationship that underpins much of the NERL and NERR. The
nature of the electricity sale and supply relationship is such that it is not always appropriate
that the obligation should be with a single party, and instead the obligations need to be
shared.

Shared obligations ensure that the NEM retailer and DNSP are required to work together in
the delivery of electricity, and to resolve customer issues and complaints thereby avoiding
regulatory gaps in the delivery of electricity services. The NERR contain provisions requiring
both NEM retailers and DNSPs to ensure that the customer does not suffer as a result of the
delineation of responsibilities.

There are a number of consumer protections that the shared customer concept relates to:

« obligation on NEM retailers and distributors to give reasonable assistance to each other in
relation to shared customers (rule 94 NERR)

» obligation on NEM retailers and distributors to share information regarding shared
customers (rule 95 NERR)

« obligation to provide contact details to each other (rule 97 NERR)

« establishment of respective hotline humbers for customers (rule 98 NERR)

« information on planned and unplanned interruptions (rules 99 — 100 NERR)

» mutual obligations with respect to complaints and enquiries (rules 101 — 102 NERR)

» de-energisation and re-energisation of shared customer’s premises (rules 103 — 106A
NERR)

« billing and payment rules under Chapter 6B of the NER.

Chapter 6B of the NER contains the DNSP and NEM retailer obligations in relation to network
charges of shared customers as well as when direct customer billing and electricity-only
contracts are permitted. The equivalent is missing and arguably fundamental in the
embedded network context. Chapter 6B of the NER is discussed in chapter 6 of this draft
report.

The provisions in the NERR requiring both NEM retailers and DNSPs to ensure that the
customer does not suffer as a result of the delineation of responsibilities do not currently
cover exempt network service providers and NEM retailers or exempt sellers.

There is no equivalent shared customer concept in the NERL or NERR to cover NEM retailers
or off-market retailers, DNSPs and exempt network service providers. The effect is that
complaints and disputes may not be efficiently resolved and the consumer protections of
customers in embedded networks do not align with the consumer protections afforded to
standard supply customers.

Tripartite relationship

The NERL and NERR contemplate a tripartite relationship between a customer, the NEM
retailer and the DNSP. There is currently no flexibility in this tripartite relationship to
incorporate exempt network service providers and exempt sellers. The nature of embedded
networks suggests that in some cases, it may not be appropriate to simply substitute an
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exempt network service provider for a DNSP as key information and processes may not be
able to be properly administered.

For the framework to operate effectively in an embedded network context the relationship
needs to be extended to include obligations regarding the relationship between the ENSP, the
NEM retailer or the off-market retailer at the child connection point, the NEM retailer at the
parent connection point and the DNSP to ensure that all relevant parties are involved where
necessary and appropriate.

Relevant NERL and NERR provisions requiring extension of the tripartite relationship include
retailers and distributors’ obligations in respect to the registration of premises with life
support equipment, and retailers’ and distributors’ obligations in respect to notification of
planned interruptions.

Analysis and recommendations

The 2017 Review recommended that embedded networks are elevated into the national
framework, including the NERL and NERR, and that the ability for customers within
embedded networks to access consumer protections is key. The Commission has carried out
analysis on the consumer protections within the NERL and NERR, and considers that the
majority of the obligations can be imposed on retailers and ENSPs (a type of distributor)
within embedded networks without alteration.

To facilitate the elevation of embedded networks into the national framework, and extend the
application of the relevant consumer protections, the Commission is of the view that a
number of key concepts that underpin the NERL and NERR will require amendment.
Amendments will need to be made to provide a designated retailer for customers in new
embedded networks, extend the shared customer concept to embedded networks, and to
facilitate the extension of the tripartite relationship to encompass more parties.

These three areas require amendment or extension of the current provisions to make the
relevant obligations in the NERL and NERR work, most notably for notification of planned
supply interruptions, life support and RoLR consumer protections.

A number of other obligations under the NERL and NERR will require minor amendments,
and these are discussed in more detail in section 7.6.

Designated retailer

The consumer protections built into the standing offer do not extend to embedded networks
under the NERL currently. Changes proposed to elevate embedded networks into the national
framework, and extending the definition of distributor to include ENSPs, and the definition of
authorised retailers to include off-market retailers, will assist in extending the concept of a
designated retailer to embedded networks.

At a parent connection point of an embedded network, the designated retailer should always
be a NEM retailer to enable the settlement of off-market connection points below it. For a
new parent connection point that is connected directly to the DNSP’s network, the designated
retailer for the parent connection point, would be the local area retailer for the relevant
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geographical area. For existing parent connection points where a new customer is taking
responsibility for the parent connection point, the designated retailer would be the FRMP for
that connection point.

Within a new embedded network, the Commission considers that there needs to be a
designated retailer for new child connection points. There is currently no local area retailer
for child connection points, therefore the Commission has proposed the development of a
local embedded network retailer. The local embedded network retailer is a retailer nominated,
with the consent of the retailer, by an ENSP to sell electricity in the embedded network it is
registered as the ENSP for. Local embedded network retailers may either be a NEM retailer or
an off-market retailer and will be the designated retailer within the embedded network for
new connection points. Therefore, they will be obligated to sell energy to the embedded
network customer at their standing offer prices under a standard retail contract.

For off-market connection points no financially responsible market participant exists as off-
market retailers are not market participants. Therefore, the Commission recommends the
inclusion of a defined financially responsible retailer for each embedded network customer.

For customers moving into a child connection point in an existing embedded network, the
Commission considers that the designated retailer would be the financially responsible
retailer for that connection point, with the financially responsible retailer obligated to sell
energy to the customer at standing offer prices under the standard retail contract (noting
that the financially responsible retailer could be a NEM retailer or an off-market retailer,
depending on the registered financially responsible retailer for that connection point at the
time).

Shared customer

Under the proposed framework in this draft report the shared customer concept will cover
ENSPs and retailers (NEM retailers and off-market retailers) at the child connection point.
ENSPs will be included in the definition of distributor, with the distributor obligations in the
NERL and NERR applying to ENSPs in embedded networks. Similarly, the retailer obligations
under the NERL and NERR will apply to off-market retailers at the child connection point in
embedded networks.

Consequently, under the proposed framework, the shared customer obligations (including
those detailed in section 8.2.2) will be extended to apply between ENSPs and retailers at the
child connection point.

Further, Part 5 of the NERR, Relationship between distributors and retailers - retail support
obligations, is proposed to be extended to:

o off-market retailers and ENSPs, and

« an exempt ENSP and an exempt seller where they have a shared customer, where the
exempt ENSP is required to comply as a condition of its network exemption.
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Tripartite relationship

Changes proposed to the definition of distributor and retailer in the NEL and NERL will result
in the tripartite relationship contemplated in the NERL and NERR between a customer, the
retailer and the distributor encompassing ENSPs and retailers at the child connection point
within embedded networks. In this case, the distributor will be the ENSP and the retailer will
be the retailer at the child connection point.

In many cases, the substitution of an ENSP for a distributor will be appropriate. Similarly, for
many obligations it is appropriate for the retailer at the child connection point to be required
to simply perform the retailer functions. However, in some areas the relationship needs to be
extended to include obligations on the ENSP, the LNSP, the retailer at the parent connection
point, and the retailer at the child connection point. Relevant provisions where this is the
case include:

« detailed obligations and requirements for both retailers and distributors in the
disconnection and re-energisation of small customers (NERR Part 6)

» retailers’ and distributors’ obligations in respect to the registration of premises with life
support equipment (NERR Part 7)

» allocation of roles and responsibilities for RoLR functions (NERL Part 6)

« detailed obligations and requirements for both retailer and distributors in relation to the
notification of planned outages (NERR Part 2 and Part 4).

The Commission’s analysis and recommendations for these provisions are discussed in more
detail in sections 7.3-7.6 of this draft report.

Law and rules implementation

The proposed changes in the NERL include amending the definition of ‘shared customer’ to
include customers of a retailer and an exempt network operator. An amendment to the
definition of ‘distributor’ and ‘retailer’ will mean customers of embedded network service
providers and retailers (both off-market retailers and NEM retailers) will also be ‘shared
customers’ under the NERL. Retailers will also be required to obtain explicit informed consent
from small customers when they transfer from exempt sellers. 23

The proposed change to the definition of ‘designated retailer’ will deem the local embedded
network retailer for an embedded network, the designated retailer for new small customers
seeking a connection to the corresponding embedded network (customers connecting to child
connection points within the embedded network). The ‘local embedded network retailer’ in
turn is to be the registered retailer for an embedded network as proposed and registered
with AEMO by the ENSP as part of it's registration process under changes to Chapter 2 of the
NER. Similarly, proposed amendments to part (b) of the definition of ‘designated retailer’ and
the definition of ‘financially responsible retailer’ for a connection to premises will enable the
previous retailer (whether it is a NEM retailer or off-market retailer) to be the designated
retailer for a pre-existing connection point.

238 Proposed amendment to s. 38(a) of the NERL.
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A summary of proposed law and rule changes relating to disconnection and re-energisation,
life-support, RoLR and planned outages is detailed below.

Notification of planned interruptions in new embedded networks

Introduction

Planned interruptions to power supply are carried out by both distributors and retailers from
time to time. Distributors may plan interruptions to supply to maintain or replace aging or
faulty components on their network, or to increase network capacity, among other reasons.
Retailers may plan interruptions to supply for the purpose of maintaining or replacing the
electricity meter.

For standard supply customers, if there is either a DNSP or NEM retailer interruption to
electricity supply planned, the party that has planned the interruption to supply has
obligations to provide advanced notification to the customers affected by the planned
interruption to supply, including details of the planned interruption and a 24-hour phone
number for enquiries.

Customers in embedded networks are affected by interruptions to supply, both within the
embedded network, and also by interruptions to the power supply at the parent connection
point carried out by the DNSP and the NEM retailer at the parent connection point. It is
important that information regarding planned outages on the DNSP network connected to the
embedded network, or at the parent connection point for the embedded network is provided
to the affected customers in the embedded network.

This section sets out:

« the current notification of planned interruptions arrangements for standard supply
customers under Part 2 and Part 4 of the NERR and embedded customers under the
AER’s Retail Exemption Guideline

« analysis and recommendations on extending the notification of planned interruptions
arrangement to new embedded networks

» details on how to implement these recommendations in the energy laws and rules.

The recommendations in this section do not apply to legacy (currently existing) embedded
networks.

Current arrangements

Current arrangements in the NEM

Notification of planned interruption obligations are in a number of sections in the NERR, with
both NEM retailers and DNSPs required to comply with obligations in regard to planned
interruptions.

Retailer interruptions to supply

Part 2, Division 9A in the NERR details a NEM retailer’s obligation in relation to a retailer
planned interruption of supply. A retailer planned interruption is an interruption of the supply
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of electricity to the customer that is for the purposes of installing, maintaining, repairing or
replacing an electricity meter. It does not include distributor planned interruptions (see
below) or interruptions to the supply of electricity to a customer who is not the customer of
the retailer arranging the interruption.?®

For both standard retail and market retail customers, if the NEM retailer arranges for a
planned interruption, the NEM retailer must notify each affected customer by any appropriate
means of the planned interruption at least 4 business days before the date of the
interruption.?*® The notification must include the details of the interruption including the date,
time and duration of the planned interruption, and include a 24-hour telephone number for
enquiries, which costs no more than a local call.*

In addition to notifying customers, NEM retailers also have obligations under rule 99A of the
NERR to notify the DNSP of NEM retailer planned interruptions, and provide the DNSP with
the same information that it has provided to affected customers, within the same timeframes.
If contacted by a customer about a NEM retailer’s planned interruption the DNSP must
provide the contact details for the NEM retailer, or provide the customer with the information
provided by the NEM retailer if the customer does not wish to contact the NEM retailer.?*

The key parts of these obligations are civil penalty provisions.

Distributor interruptions to supply

Part 4, Division 6 in the NERR details a DNSP’s obligations in relation to a distributor planned
interruption of supply. A distributor planned interruption is an interruption to the supply of
electricity that is for the planned maintenance, repair or augmentation of the transmission or
distribution system, or for the installation of a new connection or connection alteration. It
excludes retailer planned interruptions. The provisions on distributor planned interruptions
apply to its customers with deemed standard connection contracts; therefore they currently
exclude embedded network customers. %

If the DNSP arranges for a planned interruption, the DNSP must notify each affected
customer (excluding customers without deemed standard connection contracts) by any
appropriate means of the planned interruption at least 4 business days before the date of the

239 Proposed amendment to rule 59B of the NERR provides that a retailer planned interruption will be permitted if the retailer’s
customer is at the parent connection point of an embedded network, even if embedded network customers are on-market.

240 In the Commission’s final rule determination for Metering installation timeframes on 6 December 2018, the Commission made a
rule to provide retailers with the flexibility to conduct planned interruptions at shorter notice, as long as the customer explicitly
consents. The customer and retailer will be able to agree either a date range of five business days or a specific date for a
planned interruption to occur. If the retailer and the customer do not reach agreement (e.g. if the retailer is unable to contact the
customer), the retailer will need to provide a minimum of four business days’ notice. This rule commences on 1 February 2019.
The implications of this rule change for embedded network customers will be analysed in more detail in the final report for this
review.

241 Rule 59C of the NERR.

242 Rule 99A of the NERR.

243 Rules 77, 88 of the NERR.
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interruption.?* The notification must include the details of the interruption including the date,
time and duration of the planned interruption, and include a 24-hour telephone number,
which costs no more than a local call.>*®

In addition to notifying customers, DNSPs also have obligations under rule 99 to notify the
NEM retailer of DNSP planned interruptions, and provide the NEM retailer with the same
information that it has provided to affected customers, within the same timeframes. If
contacted by a customer about a DNSP’s planned interruption the NEM retailer must provide
the contact details for the DNSP, or provide the customer with the information provided by
the DNSP if the customer does not wish to contact the DNSP.>*

The key parts of these obligations are civil penalty provisions.

Current arrangements for planned interruptions within embedded networks

Condition 18 of the AER’s Retail Exemption Guideline places obligations on the exempt seller
in relation to planned interruptions. Under Condition 18, the exempt seller must notify each
of its affected customers at least two business days before the date of the interruption.

The notification must include:

» the expected date, time and duration of the planned interruption

« a telephone number for enquiries (the cost of which is no more than the cost of a local
call)

« a statement that any enquiries regarding the planned interruptions are to be directed to
the exempt seller. The exempt seller must also use its best endeavours to restore the
customer’s supply as soon as possible.?

There are no conditions in the AER’'s Network Exemption Guideline that relate to planned
interruptions of supply.?®

Analysis and recommendations

Notifications of planned supply interruptions are important consumer protections. Customers
require notification of planned interruptions to enable them to make alternative arrangements
for the period of the interruption. This is especially vital for life support customers.

Notification of planned supply interruption obligations involve the shared customer concept,
and are predicated on the tripartite relationship between the customer, distributor and
retailer. For planned interruptions within the embedded network planned by the ENSP or the

244 In the Commission’s final rule determination for Metering installation timeframes on 6 December 2018, the Commission made a
rule to provide DNSPs with the flexibility to conduct planned interruptions at shorter notice, as long as the customer explicitly
consents. The customer and retailer will be able to agree either a date range of five business days or a specific date for a
planned interruption to occur. If the DNSP and the customer do not reach agreement (e.g. the DNSP is unable to contact the
customer), the DNSP will need to provide a minimum of four business days’ notice. This rule commences on 1 February 2019.
The implications of this rule change for embedded network customers will be analysed in more detail in the final report for this
review.

245 Rule 90 of the NERR.

246 Rule 99 of the NERR.

247 AER, (Retail) Exempt Selling Guideline, version 5, March 2018, Condition 18.

248 AER, Electricity Network Service Provider — Registration Exemption Guideline, version 6, March 2018.
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retailer at the child connection point, the current obligations in the NERR would provide the
same customer protections as for standard supply customers once embedded networks are
elevated into the national framework.

However, information flows regarding planned interruptions by the DSNP, or ENSP in an
upstream interconnected embedded network, or a NEM retailer at a parent connection point
are either not provided for or not appropriate under the current rules.

+ The DNSP to whose network the embedded network is connected has an obligation to
inform the NEM retailer at the parent connection point of a planned outage as well as the
customer at the parent connection point, but there is currently no information
requirement for customers at child connection points in the embedded network

« The NEM retailer at the parent connection point is not able to undertake a retailer
planned interruption at the parent connection point, because the interruption would
affect customers at all child connection points in that embedded network, and those
customers are likely to have different retailers (this restriction would not apply if the
retailer at the parent connection point is also the retailer at all the child connection
points) .

The Commission recommends that further obligations relating to planned embedded network

interruptions are included in the rules. This would include the inclusion of ‘embedded network

interruptions” which are interruptions within an embedded network, which are caused by

supply interruptions outside of the embedded network. That is, interruptions as a result of a

distributor planned interruption on the DNSP’s network to which that embedded network is

connected, or on an upstream embedded network to which the embedded network is
connected (pancaking), or as a result of a retailer planned interruption at a parent connection
point.

If the ENSP receives natification of a distributor planned interruption or a retailer planned
interruption at the parent connection point, that will interrupt the supply of electricity to the
embedded network, the Commission considers that the ENSP should have an obligation to
notify each affected customer on its embedded network as soon as practicable after receipt
of notification of the interruption. Further, the Commission is of the view that ENSPs must
provide this notification within one business day of receipt of notification of the interruption.
The Commission considers this will provide adequate time for the ENSP to prepare
notifications and provide them to customers on its embedded network. The notifications
should be in the same form as required for DNSP or NEM retailer planned interruptions,
however, the contact number of the notification should be that of the distributor (i.e. DNSP or
ENSP) or retailer planning the interruption.?*

Additionally, the DNSP or retailer at a parent connection point planning the interruption to
supply, which will interrupt the supply of electricity to the embedded network, should be
required to provide notification to the ENSP and the retailers at each affected child
connection point detailing the area affected by the interruption to supply, the date, time and

249 The Commission will consider the implications of the Metering installation timeframes final rule in the next stage of this review, as
it is likely not appropriate for a retailer or DNSP to obtain explicit consent from the customer at the parent connection point of an
embedded network for an earlier date range or date, as the outage will impact all customers within that embedded network.
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duration of the planned interruption, and contact details for more information on the planned
interruption.

The information obligations of a DNSP at a parent connection point, in relation to informing
‘affected customers’ of a distributor planned interruption, should be limited to the customers
of that DNSP. This restriction is required as, due to embedded network customers having
deemed customer connection contracts under the new framework, the DNSP would otherwise
be required to notify embedded network customers of a planned interruption. This is not
appropriate as the embedded network customers are not customers of the DNSP.

Changes to the definition of ‘retailer planned interruption’ are also recommended to allow a
retailer with a customer at a parent connection point to undertake a retailer planned
interruption.

Figure 7.1 shows the information flows required when there is a planned embedded network
interruption due to a planned interruption on the DNSP’s network.

Figure 7.1: Notification of planned embedded network interruption due to a DNSP planned
interruption
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Law and rules implementation

Provisions in Part 5 of the NERR relating to assistance and cooperation that currently apply to
retailers and distributors with shared customers are to apply to exempt embedded network
service providers and retailers where they have shared customers, or where exempt ENSPs
are required to comply as part of an exemption condition.?° This includes requiring
distributors and retailers within an embedded network to provide planned interruption notices
to all other distributors and financially responsible retailers within the embedded network.*!
ENSPs are to be subject to information disclosure requirements in the NERR including being
required to inform a customer of a relevant distributor’s contact information to field enquiries
when relevant,?? as well as inform distributors of an issue relating to that distributor’s
distribution network on receipt of an enquiry from a customer.?3

Proposed amendments to the NERR include provisions regarding the notification of
embedded network planned interruptions (an interruption of supply of energy at an
embedded network due to a retailer planned interruption, or a distributor planned
interruption at or above the parent connection point) »* ENSPs are proposed to be required
to notify each affected customer in their network of embedded network planned interruptions
as soon as practicable after receiving notice.?>

Proposed amendment to the definition of ‘retailer planned interruption’ will permit a retailer
with a customer at a parent connection point, but not within the embedded network, to still
be able to undertake retail planned interruptions subject to the NERR interruption notification
provisions.

Life support requirements in new embedded networks
Introduction

Life support requirements are designed to provide additional consumer protections and
require retail and distribution businesses to register premises that have a person using life
support equipment (for example an oxygen concentrator or kidney dialysis machine) that
relies on electricity to operate.

The requirements facilitate the provision of information to parties that need to be aware of
life support equipment at a premises, and impose obligations on NEM retailers and DSNPs to
provide additional safeguards around de-energisation for consumers using life support
equipment that rely on electricity to operate.

This section sets out:

« the current life support arrangements for standard supply customers under Part 7 of the
NERR and embedded network customers under the AER’s Retail Exemption Guideline

250 Proposed new rules 93(1A) and (3) of the NERR.

251 Proposed new rule 99B of the NERR.

252 Proposed new rule 100(3) of the NERR.

253 Proposed new rule 102A of the NERR.

254 Proposed new definition of ‘embedded network planned interruption’ in rule 88 of the NERR.

255 Proposed new rule 90A of the NERR, with heading ‘Embedded network planned interruptions’, requiring ENSPs to notify all
affected customers of embedded network planned interruptions.
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« analysis and recommendations on extending the life support framework to new
embedded networks, and to NEM retailer customers within new exempt embedded
networks

» details on how to implement these recommendations in the energy laws and rules.

Current arrangements

Current arrangements in the NEM

Life support obligations are contained in Part 7 of the NERR. Under Part 7, both the
distributor and retailer have obligations in relation to life support equipment. These
obligations require notification that a person is using life support equipment that relies on
electricity at a customer’s premises to be provided to both distributors and retailers through a
two-way information flow. The life support rules apply to any standard or market retail
contract and the key provisions are civil penalty provisions.

Current arrangements for life support customers in the NEM have been established to
facilitate the communication of life support information between three parties: the customer,
DNSP and the NEM retailer. Customers have a responsibility to provide confirmation from a
registered medical practitioner that someone at the premises requires life support equipment.
The customer can provide confirmation from a registered medical practitioner to either their
DNSP or their NEM retailer.?*®

The DNSP and the NEM retailer have mirrored obligations, and are required to inform the
other party of the existence of a customer requiring life support equipment at the premises
and share information about the premises on their life support registers. The NEM retailer
(and DNSP as well if they were the party informed by the customer of the existence of a
person requiring life support at the premises) is also required to register that a person at the
premises requires life support equipment, and the date from which the life support
equipment is required. The customer is then mailed a medical confirmation form, along with
information on registration and de-registration, general advice that there may be planned
interruptions by both the NEM retailer and DNSP, and unplanned distribution interruptions,
information to assist the customer prepare a plan of action in the case of an unplanned
interruption and emergency contact numbers for both the NEM retailer and the DNSP.?*’

The NEM retailer and the DNSP have further obligations once the premises is confirmed as
requiring life support equipment, and ongoing obligations. Ongoing obligations include
maintenance of the life support registration, provision of 4 business days written notification
of planned interruptions, and restrictions on de-energisation of the premises.?*®

Current arrangements in embedded networks

Life support arrangements are a core condition in the AER’s Retail Exemption Guideline. This
core condition applies to all embedded networks with residential customers. Life support

256 Rule 124 of the NERR. The description of the current arrangements in this section reflects changes to the NERR made in the
Strengthening protections for customers requiring life support equipment rule change, which take effect on 1 February 2019.

257 Rule 124 of the NERR.
258 Rules 116(1)(a), 120(1)(a), 124-124B of the NERR.
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customers are covered by Condition 20. Condition 20 imposes the obligations on the exempt
seller, and reflects the more complicated arrangements for customers within embedded
networks. Not only do the embedded network customer’s direct distributor (i.e. the exempt
network service provider), and the customer’s direct retailer at the child connection point (i.e.
NEM retailer or exempt seller) need to be aware of a person requiring life support equipment
at the premises, but the NEM retailer at the parent connection point and the DNSP also need
to be made aware of the existence of a customer requiring life support equipment at the
premises.

Under Condition 20, where a customer provides an exempt seller with confirmation from a
registered medical practitioner that a person residing at the premises requires life support
equipment, the exempt seller must:

« Advise the exempt network service provider (if different) that a person at the premises
requires life support equipment

« Advise the NEM retailer at the parent connection point and the DNSP that a person at the
premises requires life support

« Provide the NEM retailer at the parent connection point and the DNSP with any relevant
information about the premises for the purposes of updating their records and
registers.?

The exempt seller must maintain records of any exempt customers who have life support
equipment that depends on energy for its operation on their premises.?®

Condition 20 means that an exempt customer has to tell their exempt seller, and the exempt
seller will be responsible for informing the exempt network service provider, the NEM retailer
at the parent connection point and the DNSP that the embedded network is connected to.
This is key as a supply interruption on the DNSP’s network or a NEM retailer interruption at
the parent connection point will cause an outage on the embedded network.

Additionally, under Condition 10, an exempt person must not disconnect the exempt
customer’s premises where a person residing at the premises requires life support equipment
that depends on energy for its operation.?!

Analysis and recommendations

In the 2017 Review, the Commission recommended amending the NERR to align life support
rules for customers in embedded networks with the rules for standard supply customers. The
recommendation reflected the Commission’s view that appropriate information sharing
regarding life support customers is crucial, and that life support customers in embedded
networks should have similar protections to standard supply life support customers.?%?

259 AER, (Retail) Exempt Selling Guideline, Version 5, March 2018, Condition 20.1(a)-(c), p. 43.

260 AER, (Retail) Exempt Selling Guideline, Version 5, March 2018, Condition 20.2, p. 43.

261 AER, (Retail) Exempt Selling Guideline, Version 5, March 2018, Condition 10.1(a), p. 39.

262 AEMC, Review of regulatory arrangements for embedded networks, final report, 28 November 2017, p. 151.
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Further, it was noted in the 2017 Review that changes to extend the tripartite relationship to
cover and provide roles for ENSPs would be required in order to provide those similar
protections.

The Commission remains of the view that the life support rules for customers in embedded
networks should be aligned with Part 7 of the NERR, as this is important for customers who
have a person using life support equipment that relies on electricity at the premises. Further,
the Commission remains of the view that changes are required to extend the tripartite
relationship to cover the ENSP, and additionally the NEM retailer at the parent connection
point.

Current rules in Part 7 of the NERR are designed based on the precondition that a tripartite
relationship exists between the customer, DNSP and NEM retailer. Aligning the rules to place
equivalent obligations on the ENSP and the retailer (NEM retailer or off-market retailer) at the
child connection point would simply place the obligations that would fall on a DNSP in a
standard supply situation onto the ENSP and the retailer obligations that would fall on a NEM
retailer onto the retailer at the child connection point only.

To ensure that all relevant parties are aware of the existence of a person using life support
equipment that relies on electricity at a child connection point within the embedded network,
the information exchange and other obligations required between the parties need to extend
to cover the DNSP at the parent connection point, and the NEM retailer at the parent
connection point.

The Commission considers that the customer should be required to inform either the retailer
at the child connection point, or the ENSP, that a person at the premises is using life support
equipment that relies on electricity to operate, and provide confirmation from a registered
medical practitioner. The current obligations in Part 7 of the NERR in relation to information
provision to the customer, and information provision to the DNSP and NEM retailer should
apply, i.e they are required to inform the other party of the existence of a customer requiring
life support equipment at the premises, the customer must be mailed a medical confirmation
form along with information on planned interruptions, information to assist the customer
prepare a plan of action in the case of an unplanned interruptions, and emergency contact
numbers for both the retailer at the child connection point (NEM retailer or off-market
retailer) and the ENSP.

In addition to the current obligations in Part 7 of the NERR, the Commission considers that
the retailer at the child connection point, or the ENSP (whomever the customer contacts in
relation to life support equipment), should be required to inform both the retailer at the
parent connection point, and the DNSP whose distribution network the embedded network is
connected to. It is vital that both the retailer at the parent connection point and the DNSP
are aware of the existence of a person using life support equipment that requires electricity
at a connection within the embedded network, so they can take appropriate precautions
when planning supply interruptions, and so the DNSP is aware when responding to
unplanned interruptions.

Although the Commission is recommending in section 7.6 that disconnection of parent
connection points is prohibited, the Commission also considers it is important that the DNSP
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is aware of the existence of a person requiring life support equipment at a connection point
within the embedded network in case they are required to de-energise the premises for the
purposes of an emergency or another authorised reason.

Figure 7.2 shows the proposed flow of information within an embedded network where a
customer has informed their retailer at the child connection point (the equivalent flow of
information relating to ENSPs is noted below) that a person at the premises is using life
support equipment that relies on electricity.

Figure 7.2: Proposed life support information flows in an embedded network — Retailer
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Figure 7.3 shows the proposed flow of information within an embedded network where a
customer has informed their distributor (the ENSP) that a person at the premises is using life
support equipment that relies on electricity.
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Figure 7.3: Proposed life support information flows in an embedded network — ENSP
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In some cases embedded networks could be ‘pancaked’ with other embedded networks, that
is, an embedded network is not connected directly to a LNSP’s distribution or transmission
network, rather it is connected to one or more embedded networks which are then
connected to a LNSP’s network. If a life support customer resides within a pancaked
embedded network, the Commission considers that the ENSP or retailer at the child
connection point of the life support customer is required to inform the ENSP and retailer at
the parent connection point for that embedded network, and each embedded network
through which the embedded network is connected until the DNSP and the NEM retailer at
the parent connection point that is connected to the DNSP’s network are informed.

Figure 7.4 below shows the proposed flow of information within an embedded network that is
pancaked within another embedded network, and where a customer has informed their
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retailer (the retailer at the child connection point in embedded network 2) that a person at
the premises is using life support equipment that relies on electricity. If the customer instead
informs their ENSP (i.e. the ENSP for embedded network 2) of the life support equipment,
the ENSP for embedded network 2 would have the same information obligations as shown
below for the life support customer’s retailer, that is to provide this information to embedded
network 1 and the DNSP.

Figure 7.4: Proposed life support information flows in a pancaked embedded network
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7.4.4 Law and rules implementation

The life support provisions are proposed to be modified to require retailers and distributors

(including ENSPs) when notified by a customer that a premises requires life support

equipment, to:

» advise those customers that an embedded network planned interruption to supply could
occur 2%

« notify distributors and the retailer at any parent connection point within an embedded
network that there is a customer with life support equipment.?**

263 Proposed new rules 124(1)(b) and 4(b) of the NERR.
264 Proposed new rules 124(1)(d) and (4)(d) of the NERR.
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It is proposed that off-market retailers and distributors for life-support customers must give
those customers notice of interruptions as soon as practicable after becoming aware of any
proposed interruption, and in any event, within one business day of becoming aware of the
proposed interruption. 2

Retailer of last resort functions in new embedded networks
Introduction

The RoLR scheme under the NERL is designed to ensure that customers continue to receive
electricity and/or gas supply in the event of a retailer failing (that is, being placed into
administration or otherwise going out of business). The RoLR scheme protects customers by
providing them with a new default retailer if their NEM retailer fails, and protects generators
in the NEM by reducing their exposure to non-payment by retailers for energy they sell into
the wholesale market.

Under the RoLR scheme each connection point has a default retailer appointed. If a NEM
retailer fails, the affected NEM retailer customers will automatically go onto a standard
contract with the default retailer for their connection point.

The AER is responsible for overseeing the RoLR scheme, with the AER required to publish
RoLR guidelines and the RoLR plan, appoint default RoLRs, maintain and publish a register of
RoLRs, appoint a designated RoLR following a RoLR event and make RoLR cost recovery
scheme determinations. The RoLR plan sets out the procedures to be followed by participants
in a RoLR event, including communication with the customers of the failed NEM retailer.

There is no equivalent scheme to the RoLR scheme in embedded networks. Embedded
network customers have no default or designated retailer assigned to their connection point
if the exempt seller fails.

This section sets out:
« the current RoLR arrangements for standard supply customers under Part 6 of the NERL
and for embedded network customers under the AER’s Retail Exemption Guideline

« analysis and recommendations on extending the RoLR arrangement to new embedded
networks

« details on how to implement these recommendations in the energy laws and rules.
The recommendations in this section do not apply to legacy embedded networks.

Current arrangements

Current arrangements in the NEM
The RoLR scheme is established under Part 6 of the NERL. This part:

« provides for the registration of RoLRs, including detailing the criteria for RoLRs, the
expression of interest process and appointment and registration of default RoLRs

265 Proposed new rules 124B(1)(f) and (2)(a)(v) of the NERR.
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« details contingency events, including the AER’s powers under such an event

« covers the designation of a RoLR for a RoLR event, and the development of the RoLR
Guidelines and RoLR Plan by the AER

« provides obligations, roles and responsibilities on the declaration of a RoLR event

» details the arrangements for the sales of energy for transferred customers, and the cost
recovery schemes for designated RoLRs

« details the information requirements for in connection with a RoLR event.

Under the NERL, if a RoLR event occurs, the customers of the failed retailer become
customers of the retailer appointed by the AER as the ‘designated RoLR". The contractual
arrangements for small customers and the relevant designated RoLR are the terms and
conditions of the designated RoLR'’s standard retail contract.?*® The prices that are applicable
are the relevant designated RoLR’s standing offer prices.?®” That is, the current RoLR
arrangements are premised on the basis of the standard retail contract and standing offer
framework set out in the NERL.

The designated RoLR has responsibilities to contact the customers of the failed NEM retailer
after a RoLR event to inform the NEM retailer customers about what has happened, and the
options available to the customer. If the customer remains with the designated RoLR on a
deemed arrangement for more than 3 months after the date of transfer, a standard retail
contract is taken to have been formed between the small customer and the designated
retailer. After that period of 3 months the customer and the designated RoLR can seek to
negotiate a market retail contract.?s®

Current arrangements in embedded networks

The AER is required to appoint and register a default RoLR for each connection point (in the
case of electricity), including child connection points for which a NEM retailer is financially
responsible.?®® This means that embedded network customers that are supplied by a NEM
retailer at a child connection point (i.e. NEM retailer customers) are protected by the RoLR
scheme. However, embedded network customers that are supplied by an exempt seller are
not currently protected by the RoLR scheme.

There are no equivalent RoLR provisions for off-market customers in embedded networks. In
embedded networks the retailer may be the same party as the exempt network service
provider, so if the retailer fails, the exempt network service provider may fail at the same
time.

Although there is no RoLR protection for off-market customers within embedded networks,
under Condition 21 of the AER’s Retail Exemption Guideline the exempt person (retailer) must
notify its customers and the AER immediately if exempt customers are disconnected (or they

266 Section 145(3) of the NERL.

267 Section145(4) of the NERL.

268 Section 147 of the NERL.

269 Section 125(1)(a) of the NERL, NER Chapter 10 definitions of ‘connection point’ and ‘child connection point’.
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expect to be disconnected), or there is any likelihood they would be unable to continue
selling energy.?”°

This condition provides notification to customers and the AER, however, it does not provide
customers with the protection of a default retailer to continue the customer’s energy supply.

Analysis and recommendations

The 2017 Review recommended that RoLR protections are appropriate for NEM retailer
customers in embedded networks as they are similar to other standard supply customers in
the NEM. In the Review it was noted that there may be some difficulty for the designated
RoLR to provide a standard retail offer to a NEM retailer customer in an embedded network,
however, the Commission’s recommendations on network tariffs paid to ENSPs were thought
to assist in resolving this issue.?*

At the time of the 2017 Review the Commission held the view that a RoLR scheme would be
less effective for customers being supplied by an exempt seller in embedded networks, as the
exempt seller may also be the ENSP and a designated RoLR would likely not be able to take
on the ENSP’s functions. Additionally, the Commission saw the RoLR scheme’s purpose as
two-fold. As well as protecting customers when their NEM retailer fails, the scheme is
designed to reduce the exposure of generators who sell in the wholesale market to non-
payment by NEM retailers. As off-market retailers do not participate in the wholesale market,
a RoLR scheme for the purpose of reducing a generator’s risks of non-payment is not
required.?’

The Commission has given further consideration to these issues in light of other aspects of
the draft recommendations in this report that may make it easier to implement a simplified
form of RoLR arrangements for off-market customers, and the benefits to customers of such
arrangements.

Under the framework for embedded networks proposed in the current review, all child
connection points in a new embedded network would be required to have a NMI and be
discoverable in MSATS. The new framework also provides for separation of the ENSP role and
the off-market retailer role (in practice this function still may be performed by the same party
in some embedded networks). 73

The Commission considers there are three embedded network RoLR scenarios that could
occur relating to different types of retailers failing:

1. Failure of the NEM retailer at the parent connection point

2. Failure of a NEM retailer at an on-market child connection point within an embedded
network

270 AER, (Retail) Exempt Selling Guideline, version 5, March 2018, Condition 21.

271 AEMC, Review of the regulatory arrangements for embedded networks, final report, 28 November 2017, p. 152.

272 AEMC, Review of the regulatory arrangements for embedded networks, final report, 28 November 2018, p. 137.

273 See section 3.3.3 and Appendix A for details on the proposed obligations of a ENSP and the embedded network owner.
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3. Failure of an off-market retailer at an off-market child connection point within an
embedded network.

Each of these scenarios is discussed in more detail in Box 12.

BOX 12: ROLR SCENARIOS RELATING TO EMBEDDED NETWORKS
Scenario 1: the NEM retailer at the parent connection point fails.

In this scenario, the Commission considers that the standard RoLR provisions in the NERL
already apply. The designated RoLR for that failed NEM retailer would become the default
retailer for the customer at the parent connection point.

Scenario 2: a NEM retailer supplying electricity to one or more on-market customers at child
connection points in the embedded network fails.

As in scenario 1, the Commission considers that the standard RoLR provisions in the NERL
already apply. The designated RoLR for that failed NEM retailer would become the default
retailer for all child connection points supplied by the failed NEM retailer.

Scenario 3: an off-market retailer supplying electricity to one or more off-market customers at
child connection points within the embedded network fails.

In the third scenario, as the retailer is off-market there would be no designated retailer for
the child connection point under the current RoLR provisions in the NERL. The Commission
considers that, the NERL should be amended so that the RoLR scheme applies by making the
retailer at the parent connection point become the designated retailer for all off-market child
connection points.

The NEM retailer at the parent connection point is the retailer participating in the wholesale
market, buying the energy that the off-market retailer is on-supplying to customers at the
child connection point. If the off-market retailer fails, the NEM retailer at the parent
connection point risks not being paid for the energy it has supplied to the off-market retailer.
Designating the NEM retailer at the parent connection point as the designated RoLR for all
off-market child connection points therefore helps to mitigate the risk of non-payment for the
NEM retailer at the parent connection point. It will become the retailer for the off-market
connection points, and can recover the costs of the portion of electricity used by the off-
market customers directly from the off-market customers.

Source: AEMC.

In all scenarios, aside from the allocation of the registered or designated RoLR for off-market
customers, the obligations under Part 6 of the NERL should apply. Therefore, the same
responsibilities, contractual arrangements, terms and conditions of the designated RoLR's
standard retail contract would apply in the case of a RoLR event for a standard supply
customer and an embedded network customer.

The Commission considers that as the child connection point has a NMI and is discoverable in
MSATS, extending the RoLR scheme to off-market customers would involve minimal
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additional costs. The benefits of extending the RoLR scheme to off-market customers in
embedded networks are in providing protection for the off-market customer if the off-market
retailer fails, and additionally providing some protection to the NEM retailer at the parent
connection point who bears the risk of not being paid if the off-market retailer (who would
generally be the customer at the child connection point) fails.

To facilitate the extension of the RoLR scheme for off-market customers as recommended in
scenario three, amendments to the NERL would be required. The Commission recommends
amendments to the NERL to include default arrangements for a child connection point
supplied by an off-market retailer. The recommended default arrangements are that the
default RoLR for an off-market connection point should be the FRMP at the primary parent
connection point.

The framework proposed in this chapter considers extending the RoLR scheme for the
provision of retail services in new embedded networks only. In the case of ENSP failure, the
owner of the embedded network will be responsible for either registering itself, or appointing
an intermediary as the ENSP for the embedded network.?”

Law and rules implementation

Amendments to the RoLR provisions are being proposed to apply to embedded networks
specifically. These include providing that the default ROLR for an off-market connection point
is the NEM retailer at the parent connection point, but where that retailer becomes a failed
retailer, the default RoLR becomes the default ROLR as appointed by the AER at the parent
connection point under Division 6 of the NERL.?”> The registration requirements for RoLRs are
proposed not to apply to off-market connection points.

The default RoLR in an embedded network will also be required to appoint a metering
coordinator and to assume contracts with pre-existing metering coordinators as between the
previous failed retailers and those off-market connection points.?®

Other NERL and NERR protections in new embedded networks

Introduction

In addition to the larger amendments to the NERL and NERR set out in sections 7.2 to 7.5,
there are some other amendments to the NERL and NERR required to reflect the differences
between standard supply and supply via an embedded network.

These amendments relate to:

« de-energisation of a parent connection point

« the use of pre-paid meters at a parent connection point
« variations to standing offer prices.

This section sets out:

274 Refer to chapter 3 of this draft report.
275 Proposed new s. 122A of the NERL on default RoLR provisions for off-market child connection points.
276 Proposed amendments to s. 140 of the NERL.
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« the current arrangements for standard supply customers under the NERL and NERR and
embedded customers under the AER’s Retail Exemption Guideline in these areas

« analysis and recommendations on the proposed changes to the NERL and NERR to
facilitate the extension of NECF to new embedded networks

« details on how to implement these recommendations in the energy laws and rules.

In addition to the amendments discussed in this section there are further amendments in the
NERL and NERR relating to obligations to connect, and the exemptions framework. These are
analysed in separate chapters of the draft report, with the exemptions framework discussed
in chapter 4 and connection and network charging framework discussed in chapter 7.

Current arrangements
Current arrangements in the NEM

De-energisation of a parent connection point

There are de-energisiation provisions relating to standard supply customers in the NEM which
place prohibitions on disconnections under certain circumstances, and detail NEM retailer and
DNSP obligations before a premises can be de-energised. De-energisation, or disconnection,
obligations are contained in Part 6 of the NERR.

Under the NERR, NEM retailers are only permitted to disconnect customers in specific, limited
circumstances, for example where the customer has failed to pay an energy account or a
security deposit, or has denied access to the meter, and the NEM retailer has complied with
its obligations under Part 6. NEM retailers are prohibited from arranging for the de-
energisation of a customer’s premises in a number of situations including where:

» the premises are registered as having life support equipment
« there is an unresolved complaint lodged with the NEM retailer or energy ombudsman

« the customer is a hardship customer or a residential customer adhering to a payment
plan, or the customer has an outstanding application for assistance

« the amount outstanding is below a threshold set by the AER, or the customer has agreed
to repay the outstanding amount

« there is an extreme weather event or it is a protected period.?”’

Similarly, DNSPs can only de-energise a customer’s premises in certain situations, such where
the NEM retailer has informed the DNSP that it has a right to arrange for de-energisation or
the customer is illegally using energy or interfering with the supply of energy. DNSPs are
prohibited from de-energising a customer’s premises where the premises are registered as
having life support equipment, there is an unresolved complaint lodged with the DNSP or
energy ombudsman or if there is an extreme weather event or it is during a protected
period.?8

277 Rule 116 of the NERR. Under rule 108 of the NERR a protected period is defined as a weekend or public holiday, a Friday or the
day before a public holiday, a business day before 8am or after 3pm or between 20 December and 31 December in any year.

278 Rule 120 of the NERR.
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The use of pre-paid meters

Pre-paid meter systems are meters that require the customer to pay in advance. Pre-paid
meter systems are used only in jurisdictions where permitted under a local instrument of a
participating jurisdiction. Under the NERL, pre-paid meter systems cannot be used to supply
customers under a standard retail contract, only a market contract.?”®

If the credit on the pre-paid meter runs out (including emergency credit), the electricity
supply will self-disconnect (between the hours of 10am and 3pm on a weekday only). For this
reason, if there is a person using life support equipment at the premises a customer cannot
be supplied via a pre-paid meter.%

Variations to standing agreement tariffs

Under the NERL, a NEM retailer must publish its standing offer prices on its website. If the
retailer varies its standing offer prices the variation must be published on its website and in a
newspaper at least 10 days before the variation commences, and the retailer must include
details of the variation in the customer’s next bill.?®* In addition, a NEM retailer is not allowed
to vary its standing offer prices more often than once every six months.?®?

Current arrangements in embedded networks

De-energisation of a parent connection point

A number of conditions under the AER’s Retail Exemption Guideline relate to disconnection or
de-energisation of premises,?®* covering the disconnection of customers at a child connection
point. However, there are no conditions restricting the disconnection of child connection
points which are also the parent connection for an additional (‘pancaked”) embedded network
connected to the first embedded network.

The use of pre-paid meters

There are no conditions relating to the use of pre-paid meters in embedded networks in the
AER’s Retail Exemption Guideline.

Variations to energy tariffs

Frequency of tariff changes is not expressly covered in the AER’s Retail Exemption Guideline.
Under Condition 7.1 the exempt seller must not charge the customer tariffs higher than the
standing offer price that would be charged by the designated retailer for new connections.
This may mean that in some cases the tariff could only change with any changes to the
standing offer price charged by the designated retailer, however, there are no restrictions on
the exempt customer tariff changing more frequently, as long as it remains under the
relevant standing offer price.

279 Sections 56-57 fo the NERL.
280 NERL Section 59 of the NERL and Part 8 of the NERR.
281 Section 23 of the NERL.

282 Section 23(5) of the NERL. This is reflected in clause 8.2 of the model terms and conditions for standard retail contracts in NERR
Schedule 1.

283 AER, (Retail) Exempt Selling Guideline, Version 5, March 2018, Conditions 9-10.
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Under Condition 7.2 of the AER’s Retail Exemption Guideline, the exempt seller must provide
notice to the customer of any changes in the exempt customer tariff as soon as practicable,
and no later than the exempt customer’s next bill. There are no specific publication
requirements, such are requiring tariff changes to be published in a newspaper.

Analysis and recommendations

As discussed earlier in this chapter, the Commission considers that the majority of the NERL
and NERR provisions should apply to ENSPs and retailers (both NEM retailers and off-market
retailers) in embedded networks. Due to the nature of embedded networks being connected
to either a DNSP’s network (or on occasion a TNSP’s network or another embedded network),
there are some additional protections the Commission considers are required either to protect
customers at child connection points from actions taken at the parent connection point, or to
remove an onerous obligation on an off-market retailer.

De-energisation of a parent connection point

If a parent connection point is de-energised,?* all customers at child connection points within
the embedded network, as well as any customers in a pancaked embedded network, will also
be de-energised. Without a prohibition on disconnections of customers at a parent
connection point, customers at child connection points (either on-market or off-market) could
pay their energy accounts to their NEM retailer or off-market retailer and still be disconnected
due to the local embedded network retailer failing to pay for energy costs at the parent
connection point. This is clearly an adverse outcome for those customers at child connection
points and the Commission does not consider that this outcome is acceptable.

Consequently, the Commission recommends that retailers and distributors should not be
allowed to disconnect parent connection points. If the local embedded network retailer fails
to pay the retailer at the parent connection point (or fails to allow access to the meter, etc),
the retailer at the parent connection point would be required to pursue avenues other than
de-energisation to resolve the situation. This is a commercial risk that will need to be
managed by retailers.

Exceptions to the prohibition on de-energisation at the parent connection point would still
apply where there are health and safety reasons, an emergency warranting de-energisation,
or the distributor has been required to de-energise at the direction of a relevant authority.
The Commission considers that ENSPs should be able to request disconnection of the parent
connection point in certain circumstances, for example in cases where there are closures of
embedded network buildings to carry out extensive renovations and remodelling with no
customers residing in the building. For embedded networks that have one or more embedded
networks connected through the embedded network’s parent connection point, the ENSP
would not be able to request de-energisation unless it had the consent of the ENSP or
exempt ENSP for each connected embedded network.

284 Note that this is distinct from a temporary interruption due to a retailer planned interruption or distribution planned interruption,
as discussed above.
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The use of pre-paid meters

For similar reasons to the prohibition on de-energisation of parent connection points
discussed above, the Commission considers that pre-paid meters should be prohibited at
parent connection points. However, it is very unlikely that any pre-payment meters are
currently used at parent connection points in an embedded network.

Pre-paid meters can ‘self disconnect’ when the credit, including any emergency credit, runs
out. Although this is a very unlikely scenario, self disconnection would subsequently
disconnect all customers at child connection points, and any other embedded networks
connected through the parent connection point. As for disconnection of non-payment at the
parent connection point under a traditional metering arrangement, this is clearly an adverse
outcome for those customers at child connection points.

Variations to standing offer prices

Currently under the NERR, if a NEM retailer varies its standing offer prices it must publish
that variation both on its website and in a newspaper, as well as providing the affected
customer with details of the variation in their next bill. Variations of an off-market retailer’s
standing offer prices will in many cases impact a much smaller number of customers than
when a NEM retailer varies its standing offer prices, as they will generally only apply in that
embedded network.

While the Commission considers it appropriate that off-market retailers in embedded
networks publish details of any variations on their websites, and provide details of the
variation in the affected customers’ next bills, the Commission does not consider it would
provide a proportionate benefit to require an off-market retailer to publish a variation of its
standing offer prices in a newspaper. Consequently, the Commission recommends amending
the NERL and the model terms and conditions for standard retail contacts in Schedule 1 of
the NERR to exclude off-market retailers from the obligation to publish variations to standing
offer prices in a newspaper.

Off-market retailers will be required to purchase electricity from a NEM retailer at the parent
connection point, likely through a market agreement. The NEM retailer at the parent
connection point may vary the prices the off-market retailer is paying more frequently than
once every six months under a market agreement. Consequently, the Commission considers
it would be appropriate to allow the off-market retailer to vary its tariffs more frequently than
once every six months.

Law and rules implementation

A new provision in the NERL is recommended to explicitly prohibiting the use of a pre-
payment meter system at a parent connection point.?®®

285 Proposed new s. 56A of the NERL.
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Proposed amendments to the NERR include permitting off-market retailers to vary their
standing offer prices more often than once every 6 months, and exempting them from having
to publish variations of their offers in newspapers.?®

Parent connection points are proposed not to be able to be de-energised by a retailer.?®” It is
proposed that if a distributor (whether an ENSP or ENO for an embedded network) has
requested the de-energisation, and where there are multiple embedded networks within the
one parent connection point, the consent of all ENSPs or ENOs within that network is
required.’® Distributors are to re-energise premises subject to any applicable distributor
service standards. %

286 Proposed amendment to s. 23 of the NERL, proposed amendment to rule 3D of the NERR.
287 Proposed new rule 116(1A) of the NERR.

288 Proposed new rule 120(2A) of the NERR.

289 Proposed amendment to rule 122 of the NERR.
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OTHER ISSUES AND NEXT STEPS

This draft report discusses the Commission’s analysis and policy positions primarily in relation
to new embedded networks.

The report’s proposals give effect to the findings and recommendations of the 2017 Review,
and provide background to the proposed amendments to the NEL and NERL and
recommended drafting in the NER and NERR.

In the next stage of the review and leading up to the final report’s publication in May 2019,
the Commission will further consider:

« which, if any, legacy embedded networks to transition to the new framework, and the
framework and timeframe for doing so

» price regulation in embedded networks

« whether to develop a national framework for defining and registering gas embedded
networks

« how the national frameworks for electricity embedded networks will interact with
jurisdictional arrangements.

This section sets out the Commission’s preliminary understanding and views on each of these
issues. Stakeholders are invited to provide feedback on these issues in their submission on
this report. However, the Commission will also hold themed stakeholder engagement
activities during February and March to undertake additional consultation where necessary.

Legacy embedded networks

The Commission’s recommended registration and authorisation framework will apply to new
embedded networks, with legacy exempt network service providers and exempt sellers as at
the date of implementation of the new framework, to be initially grandfathered, a matter
which will be subject to consultation as part of this report.

Under the recommended framework, the owner, operator or controller of an embedded
network will be required:

« to register with AEMO as an ENSP, it or have an intermediary registering on its behalf, or

« register as an exempt ENSP where eligible for an exemption according to a narrow set of
factors by the AER.

Similarly, a person selling energy to an embedded network customer will be required to
obtain a retailer authorisation from the AER, or as an exempt seller if it meets a narrow set of
exemption factors.?*°

Notwithstanding that the updated framework applies primarily to newly established
embedded networks, the proposed amendments to the NER include additional obligations on
exempt network service providers in relation to the registration of off-market connection
points in MSATS and network billing and payment arrangements. These amendments have

290 Chapter 3 sets out the recommended registration, authorisation and exemption frameworks in detail.
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been proposed with the objective of improving retail market competition in embedded
networks. The framework has also been designed to permit legacy exempt network service
providers and exempt sellers to choose to transition to the updated framework by making it
simpler to surrender an exemption.

However, given the large number of customers in legacy embedded networks, the
Commission considers there may be benefits in requiring certain grandfathered exempt
network service providers and exempt sellers to transition to the updated framework.

The potential process and benefits of transitioning certain other exempt network service
providers and exempt sellers to the updated framework is discussed in further detail below
and the Commission is keen to receive feedback from stakeholders on:

« the costs and benefits of transitioning legacy embedded networks to the new framework

« appropriate criteria for determining which legacy embedded networks should transition to
the new framework

« potential impediments to legacy embedded networks transitioning to the new framework
« the appropriate timeframes for transitioning legacy embedded networks.

The Commission also notes that in relation to a specific embedded network, it may be
appropriate for the exempt network service provider to transition to the new framework but
not the exempt seller, or vice versa.

The Commission further intends to consider whether it would be appropriate to require
existing embedded networks and on-sellers subject to deemed exemptions to register their
exemptions with the AER in accordance with the new arrangements.

Transitioning exempt network service providers to the new framework

Given the similarities in the proposed responsibilities of the ENSP and ENM'’s (as exempt
network service providers are required to appoint ENM’s unless granted an exemption from
doing so by the AER), the Commission considers that transitioning certain exempt network
service providers to the new framework would streamline regulatory arrangements.

ENMs manage market interface functions in embedded networks. As of 1 December 2017:

« some network exemption holders must immediately appoint or become an ENM, for
example in an embedded network with 30 or more residential customers

« all network exemption holders must appoint or become an ENM when a customer within
an embedded network enters into an on-market retail contract.

In these legacy embedded networks, the Commission recommends in this report that where
the AER has required an ENM to be appointed, an ENM be required to continue to perform
their current role with some additional responsibilities. In line with our recommendations in
the 2017 Review, the Commission has recommended these new responsibilities to improve
access to competition and consumer protections for customers in legacy embedded
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networks.?! The Commission has recommended that the ENM have the following additional
responsibilities:

« assigning NMIs to off-market connection points to provide visibility of embedded network
customers in MSATS (which expands their previous obligation to assign NMI's only for on-
market child connection points)

« performing network billing for on-market embedded network customers in accordance
with the shadow network charging procedures to be developed by AEMO.*?

The Commission has also recommended some obligations in relation to outage notifications
and life support be placed on exempt network service providers in the NERR.?*?

In effect, the exempt network service provider and ENM, in combination, are required to
meet a similar set of obligations as the ENSP. However, some of the main differences are that
the exempt network service provider and ENM will not:

« have connection service obligations under s. 66 of the NERL and Chapter 5A of the NER

» be a registered participant under the NER and will therefore not be subject to the dispute
resolution, confidentiality requirements and monitoring and reporting requirements under
Chapter 8 of the NER

« exempt network service providers may be subject to different exemptions under the rules
depending on the class of exempt network service provider they are (and as determined
by the AER).

An alternative to expanding the ENM role would be to transition exempt network service
providers that have met a ‘transition trigger’ to the updated framework. This trigger could be
prescribed in the NER and could, for example, be something similar to the existing trigger
which requires an exempt network service provider to act as or appoint an ENM if a small
customer in its embedded network enters into a market retail contract.

Under this approach an embedded network owner which has already appointed an ENM or
meets the transition trigger would be required to transition to the updated framework by
surrendering its exemption and registering with AEMO as an ENSP. Currently, many
embedded network owners, such as owners corporations, which hold network exemptions
contract with accredited ENMs to perform the ENM functions. In practice, transitioning legacy
embedded networks to the proposed ENSP framework would likely involve existing ENMs
registering as an embedded network owner’s intermediary where an embedded network
owner, such as an owners corporation, chooses to contract with a third party to perform
these functions.?**

It would be open to the AER to exempt ENSPs that have transitioned to the new framework
from certain obligations.

291 Chapters 4-7 include further detail on these requirements.

292 This is in the cases that customers go on-market with a NEM retailer.

293 See chapter 7 for further detail.

294 The intermediary arrangements are discussed in more detail in chapter 3.
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The Commission considers there would be benefits to transitioning exempt networks to the
updated framework. In particular:

« transitioning exempt networks would remove some of the regulatory complexity involved
in regulating exempt network service providers under the exemption framework and
ENMs under the NER

« where considered appropriate, connection service obligations could be applied

« the transitioned ENSPs would be subject to a stronger compliance and enforcement
framework.

Transitioning exempt sellers to the new framework

The Commission also considers transitioning some exempt sellers over to the retailer
authorisation framework would provide benefits for customers in some legacy embedded
networks.

As discussed in the 2017 Review, there are a growing number of third party agents providing
retailing services to embedded networks. These services can include metering, billing and call
centre services. In some cases, these third parties are effectively unregulated and their
breaches of exemption conditions on behalf of exempt sellers are unenforceable, while in
other cases they are authorised or acting under the aegis of an authorised retailer. However,
where the owner of the embedded network has selected to use an NEM retailer to provide
these services, it is not always clear whether the NEM retailer is providing these services as
an agent to an exempt seller, and therefore whether the exemption framework still applies.

The Commission has also recommended some obligations on exempt sellers due to the
application of the shared customer concept in the NERR to embedded networks.?*

As with network exemptions, the Commission has recommended amending the exemption
framework to make it simpler for exempt sellers to surrender their exemption and choose to
transition to the new framework. However, the Commission also considers that there may be
benefits to require some exempt sellers to register as off-market retailers in the new
framework.

Exempt sellers, could for example, be required to transition to the new framework where a
particular trigger is met such as:

« size or type of customers in an embedded network (i.e. for residential embedded
networks)

« a NEM retailer is acting as an agent on behalf of an exempt seller.

The Commission is aware there may be some impediments to transitioning some exempt

sellers fully to the new framework, particularly in relation to the feasibility and cost of

upgrading metering infrastructure to be NEM compliant. However, consideration could be

given to whether metering infrastructure should be upgraded compulsorily within a set period

of time and/or provided exemptions from some metering obligations based on:

295 See chapter 7 for further detail.
| 143



Australian Energy
Market Commission

8.2

Draft report
Updating the regulatory frameworks for embedded
networks

« the time the building was constructed and metering installations were installed

« where the configuration of an embedded network, including the physical space set aside
for metering infrastructure, permits NEM compliant metering to be installed.

The Commission considers transitioning some exempt sellers over to the retailer authorisation
framework would provide benefits for customers in some legacy embedded networks. In
particular, transitioning exempt sellers under certain circumstances would:

« provide clarity that the retailer authorisation framework applies to exempt sellers in
embedded networks

« address gaps in consumer protections with respect to protections that are provided under
the NERR including vulnerable customer arrangements, restrictions on de-energisation
and re-energisation, life support arrangements, information provision and RoLR
arrangements

» where NEM compliant metering is installed as part of the transition, improve access to
retail competition

« bring energy sellers in these embedded network under a stronger compliance and
enforcement regime.

Retail price regulation

Price regulation is currently provided for customers in exempt networks through the NERR
and the AER’s retail exemption guideline.

The NERR specifies that where the AER determines a condition relating to prices is
appropriate for exempt customers, the AER must ensure that exempt customers are charged
no more than the standing offer price of the local area retailer.?®® The retail exemption
guideline makes it a core condition of selling exemptions that tariffs are not higher than this
standing offer. These price conditions do not apply to customers in embedded networks
supplied by a NEM retailer.

The Commission’s view at the conclusion of the 2017 Review was that the standing offer
price cap was appropriate as a safety net and that it would be appropriate to extend the
price cap to all off-market embedded network customers in legacy and new embedded
networks. As such the 2017 Review recommended that the NERR be amended to require all
retailers supplying existing and new embedded network customers to charge these
customers no more than the standing offer price of the local area retailer.

The Commission continues to be of the view that price conditions are appropriate in legacy
embedded networks, in particular where workable competition may not emerge due to
impediments to transitioning to the new framework. There may also be some new embedded
networks where retail price regulation is also necessary. The effectiveness of price controls
based on standing offers has been questioned recently, and the Commission will give more
thought to appropriate price controls, where required, for embedded networks.

296 A pricing condition set by the AER for exempt sellers must be a maximum of the standing offer of the local retailer with the AER
able to impose a lower price cap.
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However, the Commission has not made any recommendations in regard to implementing the
2017 recommendation that the NERR be amended to require all retailers (NEM retailers and
off-market retailers) to charge customers in embedded networks no more than the standing
offer price of the local area retailer, or made any additional recommendations in relation to
price regulation in legacy embedded networks. This is because under the new framework,
embedded network customers will all have registered NMI’s, and have access to retail
competition (to the extent available in the corresponding jurisdiction). The Commission will
consider this issue in relation the transition, or otherwise, of legacy embedded networks to
the updated framework.

Gas embedded networks

The 2017 Review did not provide a detailed assessment of jurisdictional frameworks for gas
embedded networks. The Review considered that there could be benefit in harmonising the
national frameworks for both gas and electricity embedded networks, and recommended that
COAG consider this.?”

Generally, gas transmission and distribution networks (pipelines) operate under licenses
granted by jurisdictions.?*® Covered pipelines are economically regulated by the AER,***° and
pipeline assets are also regulated by state safety regulators.

The NERL and NERR framework for selling exemptions covers dual fuel and gas sellers. On
the other hand, and unlike the NEL and NER, the NGL (National Gas Law) and NGR (National
Gas Rules) do not set out a national exemptions framework for gas networks. Rather, it is the
jurisdictional licenses that form the basis for networks’ participation in gas retail markets. Any
gas embedded network would consequently need to be exempted from such licensing
requirements in order to on-sell gas outside of the auspices of the relevant organised retail
market.

The Commission has found that not all jurisdictions have developed exemptions frameworks
for gas embedded networks. Moreover, current jurisdictional gas embedded network
frameworks vary in their comprehensiveness.

The Commission understands that, where embedded network operators offer gas-related
services to residential customers, these are often sold as a “gas cooktop™ service rather than
a supply of gas per se.>® In such situations, the gas provided is unmetered. The Commission
would be interested to hear from stakeholders any examples of gas embedded networks,
particularly where gas is sold on a metered basis.

In the next stage of this review, the Commission will discuss with jurisdictions current gas
embedded network exemption frameworks. The Commission will seek views from the
jurisdictions and other stakeholders on whether they see a benefit in developing a national

297 AEMC, Review of regulatory arrangements for embedded networks, final report, November 2017, p. 67.
298 Pipelines that cross multiple jurisdictions are licensed by the Commonwealth.

299 The AER economically regulates covered pipelines in the eastern states, and the Economic Regulatory Authority of Western
Australia economically regulates pipelines in Western Australia. Covered pipelines are pipelines that fall under the economic
regulation framework of Parts 8-12 of the NGR.

300 See, for example: https://www.ocenergy.com.au/about-us/.
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framework for gas embedded networks in the NGL and NGR, and what the framework should
cover.

The framework could, for example, set out the:

« definition of gas embedded networks and arrangements to register or exempt gas
embedded networks and gas ENSPs (and transition current gas embedded networks to
the registration and exemptions regime)

« NERL and NERR network provisions that should apply to gas embedded network service
providers.

Jurisdictional arrangements

To provide a complete set of consumer protection and safety regulations to consumers in
embedded networks, there are state and territory energy functions that need to be
considered. Under the AEMA, state and territory functions include distributor technical and
safety requirements, small customer dispute resolution, service reliability standards and the
determination of distribution and retail service areas.>®!

The jurisdictional consumer protections and safety regulations that will be further analysed to
determine if they should be applied to embedded networks include:

« Access to state and territory concessions and rebates

« Access to independent dispute resolution for both distribution and retail services

« Retail price controls

» Reliability

» Safety requirements and monitoring regimes

« Technical regulation such as equipment and performance standards

» Ability to access land required for the supply of electricity

o GSL payments.

The Commission has carried out a high level analysis of jurisdictional consumer protections
and safety regulations, and their application to embedded networks.**> However, the
interaction between the national framework for electricity embedded networks and
jurisdictional arrangements requires further analysis including engagement with jurisdictional
regulators to understand the intricacies of each jurisdictions’ differing arrangements.

In the next stage of the review, the Commission will consult with jurisdictions and other
stakeholders on each of the state and territory specific arrangements for the areas detailed
above. The aim is to provide recommendations for jurisdictions to consider on the application
of consumer protections to embedded networks.

301 Annexure 2, AEMA.

302 Appendix C of this report provides an overview of the jurisdictional consumer protections and safety regulations along with the
Commission’s initial analysis of the application of these to customers in embedded networks.
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9 LODGING A SUBMISSION

Written submissions on this draft report must be lodged with Commission by 14 March
2019 online via the Commission’s website, www.aemc.gov.au, using the ‘lodge a submission’
function and selecting the project reference code EMO0036.

The submission must be on letterhead (if submitted on behalf of an organisation), signed and
dated.

Where practicable, submissions should be prepared in accordance with the Commission’s
guidelines for making written submissions. The Commission publishes all submissions on its
website, subject to a claim of confidentiality.

All enquiries on this project should be addressed to Sherine Al Shallah on (02) 8296 7899 or
sherine.alshallah@aemc.gov.au.
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ABBREVIATIONS

ACL Australian Competition Law

AEMA Australian Energy Market Agreement
AEMC Australian Energy Market Commission
AEMO Australian Energy Market Operator
AER Australian Energy Regulator

COAG Council of Australian Governments
Commission See AEMC

DLF Distribution loss factor

DNSP Distribution network service provider
DUoS Distribution use of system charges
ENM Embedded network manager

ENO Exempt network operator

ENSP Embedded network service provider
EWOV Energy and Water Ombudsman Victoria
FRMP Financially responsible market participant
GSL Guaranteed service level

IEC Information Exchange Committee
LNSP Local network service provider

MAIFI Momentary average interruption frequency index
MSATS Market settlement and transfer solutions
MW Mega Watt

MWh Mega Watt hours

NECA National Electricity Code Administrator
NECF National Energy Consumer Framework
NEL National Electricity Law

NEM National Electricity Market

NEO National electricity objective

NER National Electricity Rules

NERL National Energy Retail Law

NERO National energy retail objective

NERR National Energy Retail Rules

NGL National Gas Law

NGO National gas objective

NGR National Gas Rules

NMI National Metering Identifier

NUoS Network use of system charges

RoLR Retailer of last resort
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SAIDI
SAIFI
SAPS
STPIS
TUoS

System average interruption duration index
System average interruption frequency index
Stand-alone power systems

Service target performance incentive scheme
Transmission use of system charges
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KEY TERMS USED IN THIS REPORT

Network related terms

Embedded network The NER defines an embedded network as a distribution
system, connected at a parent connection point to either
a distribution system or transmission system that forms part
of the national grid, and which is owned, controlled or
operated by a person who is not a regulated network
service provider.

Legacy embedded networks  Embedded networks established under the existing regulatory
framework, which are operated by exempt network
service providers.

Network service provider Chapter 2 of the NER defines a network service provider as a
person who engages in the activity of owning, controlling or
operating a transmission or distribution system and who is
registered by AEMO as a network service provider. Under the
proposed framework, network service provider includes
regulated network service providers and embedded
network service providers.

Local network service The NER defines a local network service provider (LNSP) as

provider a network service provider to which a respective geographical
area has been allocated by the authority responsible for
administering the jurisdictional electricity legislation in the
relevant participating jurisdiction. A LNSP is a regulated
network service provider, which refers to being
economically regulated by the AER.

Exempt network service A term commonly used to describe the party that owns,

provider controls or operates an exempt network. In the context of
this draft report this term is generally used in reference to the
party that owns, controls or operates a legacy embedded
network. That party has the benefit of an exemption from
registering as a distribution network service provider (DNSP)
(under the existing regulatory framework). Generally, the
same party also on-sells electricity to customers within that
embedded network under an exemption from the AER from
holding a retailer authorisation. The term embedded
network operator is also commonly used synonymously for
exempt network service provider.

Embedded network manager The National Electricity Amendment (Embedded Networks)
Rule 2015 (Embedded Networks Rule) introduced the
embedded network manager (ENM) as a new accredited
provider role into the NER. The ENM is responsible for
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performing market interface services for embedded network
customers. This rule came into effect on 1 December 2017.

Embedded network service A person who engages in the activity of owning, controlling or

provider (new concept) operating an embedded network and who is registered by
AEMO as an embedded network service provider (ENSP).

Embedded network area The geographical area, site or premises served by an

(new concept) embedded network. Upon registration with AEMO, the ENSP
must also register the area of each embedded network it
operates.

Exempt network operator The exempt network operator (ENO) is a person who owns,

(new concept) operates or controls a transmission or distribution system
under an exemption granted or deemed to be granted by the
AER.[

Exempt embedded network  The exempt embedded network service provider (exempt

service provider (new ENSP) is a person who engages in the activity of owning,

concept) controlling or operating a distribution system by means of an

embedded network that has obtained a network exemption
from the AER.

Note: [1] Section 13 of the NEL and clause 2.5.1(d) of the NER.

Retail related terms

Retailer A retailer authorised by the AER under the NERL to engage in
the activity of selling energy (electricity or gas) to a person
for premises. Under the proposed framework, a retailer
authorised by the AER can be a fully authorised NEM
retailer or hold a limited authorisation from the AER,
denoting the sub-class of off-market retailer.

NEM retailer An authorised retailer that purchases electricity in the NEM
and sells it to a customer, including to an embedded network
customer.

Off-market retailer (new Under the proposed framework, an off-market retailer has a

concept) limited authorisation from the AER to sell in an off-market

capacity to customers at child connection points in an
embedded network. The off-market retailer is not a market
participant under the NER (unless also registered in some
other category that is a market participant).

Designated retailer For a small customer’s premises where there is no existing
connection, the designated retailer under the NERL is the
local area retailer for the relevant geographical area,
premises or customer. In the proposed framework, the
designated retailer for an embedded network is the local
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Local embedded network
retailer (new concept)

Exempt seller

Market offer

embedded network retailer.

The local embedded network retailer is the designated
retailer for the embedded network under the proposed
framework. The local embedded network retailer is
nominated by the ENSP for an embedded network to be the
designated retailer for small customers seeking connection to
that embedded network. In case where there is an existing
connection, the designated retailer is the financially
responsible retailer for the child connection point. This
could be either the NEM retailer or the off-market
retailer.

The exempt seller is a person who is exempted by the AER
from the requirement to hold a retailer authorisation.?

A market offer is an offer by a NEM retailer or off-market
retailer to a small customer to provide customer retail
services under a market retail contract.l?!

Note: [2] Rule 2(1) of Division 1, Part 1 of the NER. [3] Section 2 of the NERL.

Customer related terms

Exempt customer

Retail customer

Small customer

Standard supply customer

An exempt customer is a person to whom an exempt seller
sells energy.

A retail customer is a customer of an authorised retailer. This
can either be a NEM retailer customer or an off-market
retailer customer.l!

A ‘small customer’ is a customer who is a residential
customer; or who is a business customer who consumes
energy at business premises below the upper consumption
threshold.[®!

A customer whose electrical supply is connected to a
distribution system that is owned and operated by a DNSP
and whose retail services are provided by a NEM retailer.

Note: [4] Section 109 of the NERL. [5] Section 109 of the NERL and rule 148 of the NERR. [6] Section 5(2) of the NERL. For electricity,
the upper consumption threshold is set by states and territories: in the Australian Capital Territory, New South Wales, Victoria
and Queensland the threshold is 100MWh per year, in South Australia it is 160MWh per year and in Tasmania 150MWh per year.

Other terms and definitions

Off-market

Under an off-market arrangement an off-market retailer or
NEM retailer on-sells electricity purchased at a parent meter
from the NEM to an embedded network customer. This is
known as ‘off-market’ activity because the customer’s
electricity consumption is not settled in the NEM.
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On-selling

Parent connection point

Child connection point

Network exemption guideline

Retail exemption guideline

NEM retailer purchases electricity in the NEM and sells it to
the embedded network customer. This type of arrangement is
known as ‘on-market’ activity because the customer’s metered
consumption is settled in the NEM.

On-selling is an arrangement where a person purchases
electricity from the NEM, and they, or a person acting on their
behalf, sells the electricity to others. On-selling is an off-
market activity.

The agreed point of supply between an embedded network
and a transmission or distribution system that is serving an
embedded network.

The point of supply between an embedded network and a
customer, generating unit or other embedded network
connected to that embedded network and served by that
embedded network.

The Electricity Network Service Provider - Registration
Exemption Guideline (Network Exemption Guideline) that is
published by the AER.["]

The AER (Retail) Exempt Selling Guideline (Retail Exemption
Guideline) that is published by the AER.[]

Note: [7] Version 6 is available under https://www.aer.gov.au/networks-pipelines/guidelines-schemes-models-reviews/network-service-
provider-registration-exemption-guideline-march-2018. [8] Version 5 is available under
https://www.aer.gov.au/retail-markets/retail-guidelines-reviews/retail-exempt-selling-guideline-march-2018.
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OVERVIEW OF ROLES AND RESPONSIBILITIES OF
THE EMBEDDED NETWORK SERVICE PROVIDER
AND THE EXEMPT NETWORK OPERATOR

This Appendix summarises the key obligations applicable to the embedded network service
provider, exempt network operator and exempt embedded network service provider under
the proposed framework. 3

Embedded Network Service Provider (ENSP)

A person who engages in the activity of owning, controlling or operating an embedded
network and who is registered by AEMO as an ENSP.

The ENSP is a network service provider that classifies its distribution system as an embedded
network and is accepted as such by AEMO. Registration requirements include having to
provide sufficient evidence to satisfy AEMO that its distribution network should be classified
as an embedded network, provide a description of the embedded network’s embedded
network area, and nominating a retailer (who consents) to be the local embedded network
retailer at registration (which can be a NEM retailer or an off-market retailer).

The entity that registers as an ENSP may also register as an off-market retailer.
Exempt Network Operator (ENO)

A person who owns, operates or controls a transmission or distribution system (which may or
may not be an embedded network) under an exemption granted or deemed to be granted by
the AER.

The term ENO is to be introduced to refer to a person who is exempt from the requirement
to register as a network service provider.

Exempt Embedded Network Service Provider (exempt ENSP)

The exempt ENSP is a person who engages in the activity of owning, controlling or operating
a distribution system by means of an embedded network that has obtained a network
exemption from the AER.

As introduced as part of the Embedded Network rule change in 2015, the AER may still
require the exempt ENSP to appoint an Embedded Network Manager (ENM).

Relationship between ENSP, ENO and exempt ENSP

The ENSP registers the embedded network distribution system that it owns, controls or
operates with AEMO.

On the other hand, the ENO owns, controls or operates a distribution or transmission system
under an exemption registered by the AER. The exempt ENSP is a subset of an ENO that

303 Please refer to the draft rules and law change drafting instructions for more detailed information.
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engages in the activity of owning, controlling or operating a distribution system by means of
an embedded network under an exemption registered by the AER.

| 155



961 |

0T J21deyd

pue ¢z Joydeyd
¥3N ‘9T pue

VT UoIsiAlg ‘WaN
ay3 ul uoiedpied
- ¢ ¥ed 13aN

Buipnpur) ¥Y3IN pue 1IN ay3 Jopun J33s16a.1 03 pasinbal 8g Jou Yons se pue walsAs
uoiNQLIASIp e JO UoRIULaP 33 UM s||ej Jobuoj ou jeyy walsAs e ajesado (2)

10
'ON3 ue se Ja3sibal pue y3y ay3 wol) uondwaxa ylomiau e pajuelb aq 03 Aldde (q)

10 ‘dSN3T ue se Jaisibad 03 padinbal (e)

:9q Joyd M ‘(dlomiau pappaquia ue 03 bunejas uondwaxa YIomiau d|qensibal
JO paWaap e JO SI9pjoy *9°1) SwalsAs uonnquisip Jo sadAy pajdwaxa Ajsnoinaid

“d3N BU3 pue 73N Y3 Japun siojesado waisAs uonngiasip Jo

19sqns e aJe pue »Jomisu uonnqguasip e 91esado 10 043u0d ‘UMo Ylog dSNI Jdwiaxd
ue pue dSN3 ue ‘Aejiwis 13N 2yl Jo buiueaw ayy uiylim swialsAs uoningrasip

J0 SodA] U10q aJe dJomiau pappaquua 1dwaxa Ue pue IoMIau pappaquias uy

"}IOMIU pappaguia 1dwaxa

ue 03 10adsal yum dsN3 adwaxa 03 saldde osje siyl “y3v 2yl YIm ON3J ue se
19151631 03 sI Ayed sy ‘uondwaxa ue yans pajuesb J1 “(sulepINg YlomiaN 1dwax3
|3V 2Y3 Ul paynads se SUoiIpUOd UlelD U0 paseq) OWIY UM Japinodd 01AI9S
}I0MJBU e se J33sIBal 03 Juswiadinbal siyy wody uondwaxe ue juelb ued Y3y syl

“lomawel) Alojeinbal jeuoneu ayy Japun JapIA0Id SDIAIDS YI0MIBU e

se W3V UM paJaisibal g 0} padinbas ale SqSNI pue (YIN aY3 Jo 7 Joadeyd Jopun
3}JOMISU PapPaqLUD UB Se PalJISSe|d WaISAS UOIRNGLISIP B) SHI0MISU Pappaquus MaN

43N pue 3N a3 Jopun paJaisibal 8q 0} aJe SHIOMIBU pappaqui]

y}omiau pappaqua jdwaxa

ue 10 }Jomiau pappaguws ue aesado

10 |0.U0D ‘UMO 03 ON3J Ue 10 dSN3T ue
Jayyie se Joysibad 03 padinbal ale sanug

SHI0MI3U pappaquid 104 dwibal uonesLioyine pue uonesiboy

SADNVHO
a3isodoid

STIvi3ia

MAOMINWVHL
d3S0dOdd ¥3ANN NOILVDITd0

SON3 Pue SdSN3 40 saiiiqisuodsay :| 'y a]qel

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn uoISSIWWO)) 19)e
podau Yeaq ABusu3 uejjensny



.51 |

€'6'C 9snep
‘7 Jxdeyd YaN

's9|Ny ay3 Japun juedpiyed pataisibal e se Ajpeded sy Ul Aleipawaiul ay3

JO S921j0U pue suonejuasaldal ‘syuswale)s ‘SUoISSIWIO ‘S1oe 10y a|gel| Aj[elanas pue
Apuiol buiaq juedijdde ayy pue Aleipawlajul 9y} Yum ‘sajny ay3 Japun juedpiped
paJaisibal oy} oq M Aleipawiiaiul 8y Adeipawlaiul ue se s13sibal pue 4a3sibal
0} Juawalinbas ay3 woJy uondwaxs ue 10j O3V 03 saldde dSN3 ay3 Aq pawopad
10U 3Je Jey} suonRduny Jaylo ay3 swuoad jeyy Ajnus Auy dSNI ue se Ja3sibal 03
paJinbal 9q pjnOMm YIoMIau pappaquia ue sajelado Jo S[03u0d ‘sumo Jeyl uosiad v

2oe|d J13Y3 Ul JoB 03 AJelpawialul

ue Ja3sibal Aayy JI JuswaJdinbal siyl wody
uondwaxa ue pajuelb aq ued dSNJ ue
se 42351631 0] padinbaa asiMISYI0 Sa1RuUT

P'q'C pue 1°9'¢
sasnep ‘y Jed
‘7 193deyd YaN

“JUBA3|2J Se SJ9pISU0d QlATY uonewLoul

J9Y30 Aue pue J3|1ejal MI0MIBU pappaquud |e30] Y] JO AJiauapl ‘eale ylomiau
PappaqWIa By} Jo uonduLdSIP ‘dSNI Y3 Jo Auap! dy3 buipnpul “Siomisu pappaquid
4oea J0J uonewloul dA0qe 3yl sapnpul jeyy Ja3sibal e ysiignd isnw QNI

"}IOMISU pappaquia aADadsal ay3 10)

J9|1B33J HI0MISU PappagUID [I0] 9U3 3] [|IM OYM (JUSSUOD JIBY3} YIM U3)ielad 19xJew
-}JO 10 J3|1e3R) NN B J19ylId) J3jIeIaJ B 91eUjWOU pue Bale YI0MISU pappaquia ay3 Jo
uondinsap e apinoid ‘eale Ylomiau pappagquid Jendijed e 10 YI0MIau pappaquid
ue se wa)sAs uonnguisip sy AJIssepd 3snw dSNI ue QIWAY Uim Ja3sibad 03 JapJo ug

'dSN3 a3 SI ) Yoiym

10} Bale d}JIoMIdu pappagquia ayy buipnpul QWY Yum sjiersp uonedisibal sy puswe
uonedidde Aq ‘awny 03 swiy wody ‘Aew dSNI Uy "OW3IV UM dSNIT ue se Jaisibau
1SNW MJ0MIBU pappaquula ue se WalsAs uonnguisip sy salissed oym uostad v

sjuswiaJlinbal uonedidde o3 10algns
SI dSN3 ue se QW3Y Yim bunsisibay

‘(quawdinba

NN Buipnpui ‘sasiwaud ul pasn uaym juswdinba pajunow oed Jo ul-bnid jo

Hed Buiwioy SyIoMIBU ‘9IS UO[ONIISUOD B UIYIM HIOMIDU B ‘ainoniiseljul *03a IJ-1m
1BuJajul ‘suonediuNwWWwod9|a] Jo syed buiwioy syIomiau ‘sjeubis oiped 10 UOISIADIS}
bunseopeo.q Jo Jed buiwioy sylomiau ‘suone|eisul buralaw buiwioy syiomiau

S3IONVHD
a3isodoid

STIvi3a

MAOMINVYA
d3S0dOdd ¥3ANN NOILVDITdO0

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



8S1L |

'9€T uoiPas ‘v1
UOISIAIQ ‘Z Wed T1aN

3U1 pue sa|ny 33 Ui JoIjad Jo Juelb ay) 1oy euLlLd ay3 UsAIb SONI Jo ssepd 4o ON3I
ue 03 suonipuod uondwiaxs wody Joia. Jo uonebolsp e juelb 03 apap Aew Y3V Byl

SUORIpUOD uoRAWaXa WoJy
uoneboiap e 1o JaipJ uelb Aew Y3y

ST'Zpue TET'C
sasne| ‘g Yed

‘7 193deyd ¥aN
‘VET Uondss ‘v
uoIsiAig ‘z Med 1aN

'sapyjeuad |IAD se
9|gesa.ojua suoniipuod uondwaxs Jo saydealq yum ‘suonipuod uondwaxa 03 Aldde
0} papuaixa aq |[IM TIN 243 Ul Siomod JuaLa240jua pue uonebnsaAul sy¥Iy ayL

*aulfapING YJoMiaN 1dwaxg
|3V 32Ul UM 3oUBpIodd. Ul ‘S3INY 33 JO Ssuoisiroid Ji19ads wol) SONT JO sassep
10 ‘sQN3T 2u1oads 1dwaxa ||ImM UYd1ym suonipuod uondwaxs asodwi Aew ¥Iy Syl

¥3v Ul Aq paulwIIep
9( 0] aJe SQN3 410J suonipuod Co_uQwam_

CET'C

asnep ‘g Hed

'z 1oadeyd ¥aN
DET UoIIss ‘1
uoIsiAIg ‘z Hed 13N

"SW)SAS

UoISSIWSURI] pue SWa3SAS uonnqIsIp ‘sylomiau pappaquia 03 a|qedljdde se
SUORIPUOD uonRdWaXa YIoMlau Wwody Ja1RJd buluieyqo Jo) sassano.ad pue ‘(suonduwaxa
3I0MIau Jo sassed 0] Aidde jou op Jo op S9jnJ Jeym apnpul yaiym) uondwaxs
3lomiau e 03 bulAidde suonipuod ayj ‘suondwaxa ylomiau bupjew Joj syuswalinbal
[eanpado.d ayy bulAjinads ‘ssa004d UO[RRYNSUOD S3INY BY3 UM Sdueplodde

Ul suIRpIND YJoMIaN 1dwiax3 YIv 2y3 uiejuiew pue dojpAsp 1snw Y3y Syl

suonediidde QN3 pue dSN3 03 Ajdde
0} 2Je 3UullepING }JomiaN Jdwaxg ¥y

0T
Jaydey) pue g Med
‘7 493deyd YaN ‘vI
uoIsIAig ‘g Yed 13N

'9sed
9yl Apeadje sem se suonduwaxa SWalSAS uoIssiwSuel] JO SSed JO |enplAlpul ue juelb
01 AJIjige auy3 sey Y3y 2y ‘suondwaxa WalsAS uoissiwsuel} 03 pJebalt yym Jaypng

*sanIoyINe jeuondipsini
JUBAS[3J Y)IM 3JNSU0D 0] padinbal SI Y3y oY1 ‘uondwaxa }Jomiau e bunuelb o3 Jolid

*dulPpInD uondwax3 YlomaN ¥3IV 2yl buiysiignd pue buneatd Jo ped se Y3y

9U3 AQ pauIwIIap 9 0] SISSe[Dd asoyl YIm ‘03 suondwaxa }Jomiau juelb Aew ¥y
33 SaiIAIRdR JO Sassed ayy bunsi “YaN Sy Jopun |Ie3ep Ul paynads S ylomawel)
uondwaxa ay] ‘suondwaxs Ylomiau bunuelb o) yJomawely ayy sapiaoid TIN dYL

ON3 ue se patjsibal buiaq
21020 Y3V 9y3 wodj pauelb uondwaxg

S3IONVHD
a3isodoid

STIvi3a

MAOMINVYA
d3S0dOdd ¥3ANN NOILVDITdO0

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



651 |

€' €T ¢ 9snep

‘2 49xdeyD ¥aN
I4€T uonoas 41
uoIsiAlg ‘¢ Hed 1aN

uondwaxa yJomiau e 03 a[gns suostad Jo ssep e 03 buibuojaq se
W3V 243 Yum pataisibal aaey oym SONT JO S9SSaIppe Ssauisng pue sauleu ayy o

uonensibal
uodn 3jgejieAe si uodwaxa YIOMIdU B WOYM 0] suostad JO Sassep oy Jo sl e o

SON3 JO S9sSalppe Ssauisng pue ssweu ayy

:s1915163. 31 249yM SONT Jo Ja1siBa. 21ignd e uiejuiew 03 paJdinbal aq [|IM Y3V aYL

SON3 Jo J23s16a. 2ijgnd e bujuiejuiew
AqQ Adualedsuely asealoul 03 SI ¥IY

JusWDIoUT
- €T Med

pue 2ouewJopad
pue aoueldwo)

- CT Med

TY3AN ‘€ uoIsing ‘¢
uoIsIAIg ‘T UoISIAIG
'€ Yed TY3IN

‘M| 9U3 Jopun 9]qeadJojud suondwaxa ¥Io0Miau Jo saydealq

UM ‘sainpadold juswiadiojus pue uonebnsaaul ‘buiiojiuow 1oy Jo ped se Y3y auy3
AQ 9|qeadlojua ale suoiipuod uondwaxa Jo sayodealq Auy awibal aoueldwod pue
slomod Buayieb uonewloul [e1auab sy¥3y oyl 01 10algns mou ale SONI pue SdSNI

SON3 pue sdSN3 03
Aldde |im suonipuod uonRdwaxa 92404Ud
pue a3ebisaAul Jojuow 0} Ajljige s3Iy

TST'C
pue (9)T'HT1°C

‘7 €1 2 sasnep

‘g Yed ‘z Jodey)d
Y¥3IN ‘IET pue 4T
‘J€T uonoss ‘v
uoIsiAig ‘z Med 1aN

13N Y32 UI In0 39S ssa204d 3y} Mo||04

0} SPaau S$s$220.4d UOIEIOASI B "SUOIPUOD uonRdWwaxXa JueAd[R4 aY] Yyum Ajdwod
0} s|iej ON3J Ue eyl paysiies s y3v aU3 JI ‘ONJ Y3 Jo 3senbal a3 3e Jo Jo JUSSU0d
32 YIM ‘ON3T ue Joj uondwaxa }Jomiau e 30Aad 10 AleA 03 apioap Aew Y3y syl

uondwaxa
YI0MIBU e AleA 10 D)0A3) Aew Yy

P’'ST'C PUR C°ET'¢C
sasnep ‘g 1ed

"pausnes aJe auleping uondwax3g }JOMISN SHIV

‘T Jexdeyd ¥aN
SIDNVHD S11v13a MYAOMINWVUL
aisodoud a3isododd ¥3ANN NOILYDI190

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



09l |

0} paau |IM SWN3T pue siapiroid eyep Buusisw ‘siapiroid Bulissw Jo uonensibal
-3p J0j 21npa20.d S,0WAY ‘SHOMIBU pappaguuIa 1o Sjuswabuelle Mau 3y oW 0

*(quiod uonRoBUU0D 19y eW-Ho
ue s Juiod UoI3P3UU0D PJIYD BY3 SI9YM) J0JeuIplo-0d buliaiaw ,SI9|iejal 19x4ew-4o
ue 03 }JOMJaU pappaquua ue UIylim sjulod uoidauuoD 3y Je suonie|jeisul bulsiaw

4O uoneinblyuod Jo sadA] ay3 Inoge uonew.ojul apiAoid pue uiejuiew 3snwl AN 9yl

‘dSN3 ue se Ja3s16a.
01 ON3 33 2.1nbaJ [IIM LPIYM SUONIPUOD N3 3L UBAIU IV ‘$HOMISU Pappagud

€61 S,ON3J Ue UIylIm 1DeIIU0D |IBlad 193Jew e 01 J9)9s Jdwaxa ue wol) buiydojims
asnep ‘gz Joadeyd | syuiod UORIBUUOD PlIYD I9¥RW-HO Aue 4aypng “MoMIBU pappaquia s ulyym siuiod sjuiod uonRIAUUOD
‘T'VS'L pue UOId3UUO0D PlIYd B3 Je Uoie|eIsul buliaiaw e o) TN e 10} OWIY Yim Jasibal PIIYy> Joj paysijgelss SIAN aAey 0}
by ‘T T, S9snep pue 01 bulA|dde 1o} 9|qisuodsal suiewal AN 943 ‘SyHomiau pappaquia 1dwaxa | SI9jielad 9|qeus 03 ale SONI pue SdSNI
‘7 Joydeyd ¥aN 104 *(JWN3 ue juiodde 03 patinbas buiag wods YIN ay3 Jopun pajdwaxa ssajun)
}I0M3IaU pappaquia 19y J0o) WNT ue abebus 1o ‘se 1oe 0] padinbal s aJe SONI
"}40MJaU S} UO uone|eisul buliszaw yoes Joj TN 2nbiun
e ubisse 1snw ‘qSNI ay3 ‘A|buipioddy ‘TN € 10) dSNT 93 03 Aidde 03 paJinbau
SI JJOMISU PapPagUID SYF UILIM J3]IRJD. 19)JBW-LHO 10 J3]IRal [NIN JUBASJRI 3y L
"MOMISU pappaguia ue ulyim juiod uonRIsuuod pliyd
e 0] Ajjeouinads sajeal uoisiaoid sy} uaym Jaideyd siyy ul (dSNT) 19pIA0Id SDIAIDS
MIOMIBN |BD0T B3 Se pajealtl S,dSNI pue “quedipinied pataisibal e se Jybned sigjielal
19)eW-H0 YIM ‘syuomiau pappaquia 03 Aidde [esauab ul |[im ¥3IN Y3 Jo /£ Jaadeyd
uonelbajul wajsAs pue )|
"JUBAD|D. SB SIDPISUOD ¥YJY Y3 SIanew pajelposse pue
SON3 01 buneja.l uonew.IoUl [RUOIIPPE SpnPUl Aew SONT JO 4215169y dlignd a3
S3ADNVHD S1IV13a MAOMINVHA
a3isodoid d3s0odoid ¥3adaNN NOILVYOIT40

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



L9l |

‘g9 J=adeyd YaN

103.Ip 31| ‘SdSN3 1dwiaxa pue sdSNT 01 Ajdde |im sajnJ yuswAed pue Buljjiq Y40MPON

[IIM 24npadoid sabieyd ylomiau mopeys v

Buljiiq %40MIBN

(O(1b)c9e

pue (1)(1b)€"9°€
'qz'9°¢ sasnep
‘e 193deyd YaN

IOMIBU pappaquia ay3 404 juiod uoipdauuod usled

a1 1e 9|qediidde 47@ 3yl 1o ‘widlsAs uonnNgUISIP SASNT 92Ul 03 Ajda4ip paldauuod

J1uiod uonRdauUod plIyd 3yl 03 Aidde pjnom yaiym auo aya si 41d ay3 ‘(speoj

JabJe|) sjuiod uo[PBUUOD HI0MIBU UOISSIwSsUeL) 0} paubisse sjuiod uoIBUU0D 104
'(¥3v a2y Aq panouadde se) peo| ab.e)

B UM J2W03ISnd uonnquisip e pue dSN3J ue Aq paalbe se pajejndjed 9q 0} ale 1o o
dSN1 e Aq paysiignd ABojopoyiaw
3yl uo paseq (speoj Joawojsnd |1e3ad) Juiod Uoi3dauUU0d YI0MIBU UOoISSIwSuel}

9|buis e 01 paubisse syuiod UOIDBUUD 10} pale|Ndjed 3q 0 ale S{TQ ‘1eyy uasqe o
s47@ buluiw9p 10y

¥3av ay3 Aq paysiignd pue padojaaap Abojopoyiaw ayy yum Ajdwod 3snwi SdSNI

IOMIBU pappaquia ay3 UIyIM smol ABJaua Jo ssa20.4d JUSWSMSS

9y Jo Med se (s47Q) sl03oe) sso| uonnglisip Aldde o3 padinbal aJe sdSNI

S1030B) SSO| uonNQLAsIp Jo uonedddy

€'€T°L dsnep ‘3
Med ‘7 J9ydeyd ¥aN

"1sonbauJ ay3 ul paynuap! sasiwaid J1o) eyep buipuels TN 92U YIMm J3jieral
3y apiroad 1sanbal sy Jo a3ep ay3 Jo sAep ssauisng g UIYIM I1snwl ‘dSNT jdwaxa
ue Joj buipe NI 3yl 10 dSNI 2yl “9jieras ayl Ag sisanbaua eyep buipuels TIAN 104

*1s9nbaJ 2y ul saiuap! sasiwald 1o}

wnsSYaud TN pue IIWN 92Ul Yim Jajieias ayl apiaold “1sanbaa ay3 Jo a1ep ay3 Jo Aep
SsauIsng T UIy3IM pue (J]ie3al 19yew-4o ue buipnjour) Jajielal ayj Jo 1sanbal ayy
18 UOoieWLIOJUI TIAN 9SOJISIP 1sSNW ‘dSNT 1dwaxa ue 1o buide NI 8y 10 ‘dSNI dUL

pajsanbal
usym exep TN Yam siajielad apiaoad
0} pa.inbal 2 [|IM SONT pue SdSN3

‘paunou si dSN3J 1dwaxs 410 dSNT 9y Ajuo ‘sjulelisuod Japun a3esado 03 SnuiRuod
0} WN3T ue smojje 10 ‘WNT ue spuadsns QWY JUSAS a3 Ul Jeyy os pajepdn aq

S3IONVHD
a3isodoid

STIvi3a

MAOMINVYA
d3S0dOdd ¥3ANN NOILVDITdO0

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



29l |

sab.eyd Jo Junowe paje)s Joj wsiueydsw andsip .
Jaj1e3a4 ay) Jo 1sanbal uo syjuswubisseal yuey e

€ uoising sabJeyd Jo uonendjed ayl sv4e 1eyy Joloe) JaLylo Aue 1o elep bulisw SdSN3T 1dwaxa pue sdSNJ 031 Aldde
‘q9 Joydeyd ¥aN 4O 10442 Aue J10J JaA0Ddad 0] Ssabieyd yJomiau Jo jJuawnisnipe uo suoisiroid o | JuswAed pue buljjiq 03 [RIUSPIDUI SIS
:buipnpul “uomawedy pasodoad ayy Japun
SdSN3 1dwaxa pue sdSN3 01 Ajdde |im JuswAed pue buijjiq 03 |eIUSPDUI SISNBN
NA'A ue (4ap1e3a1 34w sl9|ieas 03 JuswAed pue
acvEsp -JJO pue J9|1e1al WIN) J9]1e1ad e 03 Sabieyd }Jomiau JO Juswalels e apiaoid pue lIe391 033 P
b'2v'd9 Sesnep ‘a1npa20.d sabieyd YIoM}oU MOPRYS BU} YIIM 2DUBPIOIIR Ul SISWOISND pappaquia SODULD YOMIBU 4O JuBWRE}S Spinoid
‘a9 Jodeyd ¥aN . . pue 33e|ndjed 0} SdSNI 3dWadxa pue dSN3

19ydew-uo 1oy sabieyd }Jomiau 33e[ndjed 03 SSNT 1dwiaxe pue sdSNI Jo uonebiqo

€'1v'd9 asnep
‘Z UOISIAIQ Y Med

*(suonesiunwwod asoy) J0j sjewoy

91y pue eyep pasipJepue)s Jo uonedidde pue ‘sainpadold gzg a|gedidde yum

0UepJodde Ul SN pue SdSNI ‘SI9|1e1a.) U9aMISg SUOIEDIUNWWOD JUBWDINSS
pue bui|jiq) sabieyo iomiau ay3 Jo JuswamLs pue buljjiq 1o syjuswabuese e

SYJIOMIBU pappaquIa JiIay3 UIYIM sjulod uoipsuuod pliyd

19 ew-uo 03 bunejps sabieyd y1omisu 1oj SSNT Idwaxa pue sdSNI 03 siojiead
W3AN AQg 9|geAed sabieyd Y1omiau aulwIIdp 0] pasn aq 03 Abojopoyiawl ay} e

:saunads yoiym
,24npadoud sabieyd yIomiau mopeys, ay3 uiejuiew pue ysiignd ‘dojaasp 03 SI QINIY

*24npado.d sabieyd yiomiau mopeys, ay3 buisn
SI9|1e324 |WIN JO SISWO03ISNd pappaquud o) paje|ndled aq 03 aJe sableyd yIompN ¢

SdSN3T 1dwaxa pue sdSNI Aq papiwiad ale syuswabuedse buliq paaiq e

SJ9]ie3al [NIN JO SISWOISND HI0MIBU pappaquia Joj sabieyd yiomiau pue Buljjiq

SIawolsnd
pappaguwia Jo)Jew-uo 10j SqSNI

1dwaxa pue SdSNIJ pue S.I9|ielat usamiaq
sjuswabuelle bulj|iq yiomiau 1oy Adde

S3IONVHD
a3isodoid

STIvi3a

MAOMINVYA
d3S0dOdd ¥3ANN NOILVDITdO0

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



€9l |

v1'avs
pue 1°Q'vs sasnep
‘T uoising ‘q Hed

pappaquia |eJ0] 3L} 10y S|IR}ap 10eIU0D pue ‘ssadoid uonenobau ayy Jo uondiudssp
e “1oeJju0d uoIPBUUD pajenobau e ajenobau 03 Jybil s,juedidde uodIUUOD By
JO uoijeuR|dxa Ue ‘SI90 UOI3D3UU0D Jiseq J1Idy3 Uo uonewsoul buipnpul ‘aysgqam

3)ISqom
uo uonewJojul ysijgnd o3 syuswalinbay

s Joydeyd ¥aN 4133 uo uonewuoyul ysignd 03 sjuswadinbal ayy yum Ajdwod 03 aney SdSNI
£'v5 3N 9L Ul N0 395 oMl 10BUO0D UOIII3UU0D e 3enobau

asnep D Jed uonenobau sy} YIIM 22UBPI0II. Ul J0BJJUOD UO[RDSUU0D B 3)je)obau jsnw pue
0} uondo ay3 YIM SJawoisnd apInoid

VS J121deyd ¥IN ‘uonoauu0d pajenobau e Jo uondo syl YIM SIaWoisnd apirodd 0} aAeY ||IM SISNI

€'d'VS pue z'g'vs
'1'9°vS sosne|d

‘T uoisIng ‘g Med
‘v Ja1deyD ¥aN

REL

2yl Aq |eaosdde a3 10} UMO JIBY3 JWGNS J0 SIDIAIDS UOIIBUU0D Jiseq 1oy (S)Ia0
Buipuels jopow paysiignd Y3y ay3 1dope Jayye ued AsyL *SDIAISS UOIIDUU0D
2I1Seq 10} Jayo Buipue)ls [opow e 2)1Isgam JIsYy} Uo ysiignd pue aAey 1snw SdSNI

S9DIAIDS UOIPIBUUOD JISeq 10} 1210
buipuels [opow e apiaold 03 uoneblqo

(VT)/ST uonoss
TT Hed 13N

"9DIAIDS MJomiau AJD1Io9e ue

03 ssa00e Buuspuly Jo bunuanaid jo asodind ay3 40) 3onpuod ul buibebus suosiad
9S3Y] JO SUO 0] SJLIDOSSE UR IO SIIAIDS JJOMIdaU AJD13d3 ue Jo uoisinold ay)

10} dSN3 ue yum juswsalbe ue 03 Aped suosiad ‘sqSNT 03 Ajdde [im Ayjeuad IAD

ssa2oe Buispuly Jo bunuanald

VS
Jdeyd ¥aN ‘99
uoI3123s ‘g UoISIAIQ
‘e Yed TYaAN

*SUOIP3UU0D BUNSIXS J0)
S$10BJJU0D UOIIDBUUOD pJepueis pawsap uo suoisiroid sy yum Ajdwod 3snw SdSNI

"BaJe YI0M)aU pappaguia S)i Ul pajedo| aJe
sosiwald ay3 a1aym sasiwald 10} SIDIAIDS UOIDBUU0D SpiAcid 0] palinbal si SN Uy

eaJe Y}I0MISU pappaguia Ul SDIAISS
uoI1322UU0D apinoid 03 Juswalinbay

ylomauwedy Buibieyd )}Iomiau pue uoi}ddauuo)

g Med "SdSNT 1dwioxa

A
‘q9 Joydeyd ¥aAN pue SdSN3J 0} puaixa ||Im JuswAed 3e| 104 padinbal poddns J1paJd UO SUOISIAOId syuswiAed 23e Joj pioddns 3pa.d
J9|Ie3al

2y} 03 [eonoeud Ajgeuoseal se papiaodd aq 3snwl sabieyd ylomiau 0} sabueyd Aue .
S3ADNVHD S1IV13a MAOMINVHA
a3isodoid d3s0odoid ¥3adaNN NOILVYOIT40

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



oL |

(3)(1)gpeT pue
(P) ‘(m)(@)(b)veT
Sa|nJ ‘£ Yied YYaAN

Aue 1e Jgjie3al NN 243 pue s1oIngiasip AJiaou pue anddo pinod Ajddns 03 uondnuiajul
pauue|d 3JOMIBU pappaquua ue jey) SIaWoIsnd S0y} SSIApe 0} sey dSNI dul

-uswdinba Joddns 91 saJinbal sasiwaad S,JaWw03sNd ay3 Je apisad 03 buipuayul
Jo Buipisas uosiad e jeyy Jswoisnd e AQ pasiape uaym suonebiqo Joingiasip syl
Japun SHIO0MIDU pappaquud o) syuswalinbal [euonippe ayl yum Ajdwod 3snw SqSNJ

SIawojsnd
Moddns aj| 03 psebal yum suonebiiqo

WUIN pue TAIN Y3 ul suoiddjo.d Jawnsuod bunepdn

9 Med
‘v Jodeyd yaN

*SHJ0MIDU PappaquId UIYIM S1adojoAsp 2181S9 |Bal pue SJaWolsnd |Iejal pue SdSNI
usamlaq saandsip 03 Aidde osje |jim sabieyd uORIBUUOD IO SIRIJUOD UOIOSUU0D
pajeinobau ‘saoiAlas uondauuod diseq buipiebal sainpadold uonnjosal aindsiq

S)JOMIBU pappaquid 0}
papuaIXa 3q ||IM SjUBWD.16E UoIBUU0D
10} saunpaosold uonnjosal ayndsig

VE'I'VS °snep

"uoneuaWbNe }JOMIBU JO 3S0D BY) SPJeMO) uonngLiuod [eyded
e 9¥ew 0] paJinbad Si JSWoIsNd [Ie3a] B USYM S20UBISWNDIID 3Y) JO uonedyads  «

1dope ued dSNJ ue jey) siayo buipue)s [opow Jo sadAy ayy e
sob.leyd uonoauuod buluiwialap Joj siseq ayy e

Adljod uonosuu0d Ylomiau

v Jodeyd ¥aN dSN3 Ue 0] 92IAJDS UOIIRUUO0D B J0j Sobieyd pappaqua ue yslignd pue dojoAsp 03 Y3V
uoPauU0d Aed 03 sey JaWolSnd B YdIYM J9pUn SaoueiSWnIID paynads ayy e
0}
uonea4 ul A1jod uoI3daUU0D IOMIBU pappaquia S;¥IV Y3 Yim Aldwod 1snw SqSNI

J Med *S9IIAIDS UOOBUU0D J0) Sabieyd uoipauuod Builds usym YN auy3 ul so|dpurd abieyd uonosuU0d

vg J91deyd ¥3aN | pauippno sajdipurid abieyd uoidIUUOD MI0MISU pappPaqUIS B3 0} aJaype 3snw SdSNI MIoMmIau pappaqua Jo uonediddy

1e9A yoea Joquwiadaq T Ag pajepdn aq isnw Ja3sibad
9yl ‘syaloid uonessusb psppaquia pajaidwod Jo J3sibal e uiejuiew 3snw dSNI3 au3
! J1oMIBU pappaquid S,dSNI Ue Ulllim pajedo| aJe syoafod uonessusb pappaqua i

J9|1e3a. B 9sooyd 03 Jybul Jidy) Inoge SIaWoISnd WIoUI Se [|9M Se J3|1e3al dlomiau

S3IONVHD
a3isodoid

STIvi3a

MAOMINVYA
d3S0dOdd ¥3ANN NOILVDITdO0

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



g9l |

uonnjosal andsip
pue sjuiejdwod

*sjuiejdwod axew 03 uewspnquio AbJaus [euondipsHnf JueAsjal 3y} 03

SaWBYdS Uewspnquio

JawoIsnd | Ssa00e aAeY ||IM dSNT ue Aq pajelado ylomiau pappaquis paJaasibal e ul Siawoisn) [euondIpsuN( 03 Ssa20e Jawolsn)
[lews - { Hed T43IN
/1 3V aY1 Aq pa1sanbal wioj pue Jauuew e ul ¥3y Y3 01 uonew.oul Y3V ey 01 uonew.ojul uondwnsuod

9|nJ ‘TT Hed YYIN

apinold ‘syuewiyouaqg uondwnsuod Aou1dae Jo asodand ay3 404 “asnw dSNI Uy

Ao1yoape apirosd 0} pabiiqo dSNI

V06 pue
88 s9|nJ ‘9 uoISINg

v Hed YYaAN

-juiod uoidaUU0D Jualed ayj aAoge Jo je uondniaiul pauueld Jonguasip e

uondnuiaul pauueld
J9|Ie3a4 B 0] 9np MIomiau pappaquws ue ul Abiaus Jo Aiddns jo suondnujul e

:9pNnpul paliou 9q 03 suondnuuaul "Aep ssauisng T UIYIM JUDAD

Aue ul 10 dSNA 943 Ag 966 ¥¥3IN Jopun uondniiaiul ay3 Jo ao130u e Jo 1disdal Jaye
9|geonoeld se uoos se uondniiaul YI0MIBU pappaquID ue JO MJOMISU pappaqua
S} UO Jowolsnd pajoaye yoea Ajnou ‘suesw ajelidoldde Aue AQ 1snw dSNI Uy

Alddns Jo uondnuiajul J3noge uonedIHIoN

‘Aep ssauisng T ulyiim
JUaAS Aue u| pue ‘g|gedioe.ld se uoos se suopdnaisiul JO 130U SIBWOISND SO
aAIb 3snw siawoisnd poddns-ay1) 104 ‘SdSNI Bulpnjoul ‘sioynquasip pue sJajielal
19JewW-Ho ‘sug1e3ad WIN YHOMIDU pappaqui ue ujypm juiod uoipsuuod jusled

S3IONVHD
a3isodoid

STIvi3a

MAOMINVYA
d3S0dOdd ¥3ANN NOILVDITdO0

sylompau
pappaquws Joj syJomawedy Alojeinbal ayy bunepdn
podau Yeaq

UOISSILIWIOD) 191
ABusu3 uejjensny



Australian Energy Draft report
Market Commission Updating the regulatory frameworks for embedded
networks

B OVERVIEW OF ROLES AND RESPONSIBILITIES OF
THE OFF-MARKET RETAILER AND EXEMPT SELLER

Off-market retailer

Under the proposed framework, an off-market retailer has a limited authorisation from the
AER to on-sell electricity, purchased at a parent connection point, to customers at child
connection points in an embedded network.

The off-market retailer will be required to appoint a metering coordinator, and obliged to
make an offer to all the customers in the embedded network for which it is registered with
AEMO as the local embedded network retailer.

The entity that registers as an off-market retailer may also be an ENSP.
Exempt seller

The exempt seller is a person who is exempted by the AER from the requirement to hold a
retailer authorisation. An exempt seller has registered with the AER for a selling exemption
and on-sells energy (gas or electricity or both) purchased at a parent connection point to
exempt customers in an exempt embedded network.
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Australian Energy
Market Commission

Draft report
Updating the regulatory frameworks for embedded
networks

JURISDICTIONAL ARRANGEMENTS

Introduction

To provide a complete set of consumer protection and safety regulations to consumers in
embedded networks, there are state and territory energy regulatory functions that need to
be considered. Under the Australian Energy Market Arrangement (AEMA), state and territory
functions include distributor technical and safety requirements, small customer dispute
resolution, service reliability standards and the determination of distribution and retail service
areas.>™

In the 2017 Review, the Commission made a number of recommendations to be progressed
by jurisdictional governments relating to improving access to energy ombudsman schemes,
improving awareness and access to concessions and reviewing jurisdictional safety and
reliability schemes.>*

The jurisdictional consumer protections and safety regulations that require analysis to
determine the appropriate application to embedded networks include:

» Access to state and territory concessions and rebates

» Access to independent dispute resolution for both distribution and retail services
« Retail price controls

« Reliability requirements

« Safety requirements and monitoring regimes

« Technical regulation such as equipment and performance standards

« Ability to access land required for the supply of electricity

o Other Guaranteed Service Level (GSL) payments.

The Commission’s initial analysis of jurisdictional consumer protections and safety regulations
and their application to new embedded networks is detailed in the following sections. Under
the new framework, some of these jurisdictional protections may now automatically apply to
customers in new embedded networks (subject to the wording of the relevant jurisdictional
instrument), as the customers will be supplied by an authorised retailer and a registered
distributor.

The interaction between the national framework for new electricity embedded networks and
jurisdictional arrangements requires further analysis in the next stage of the review, including
engagement with jurisdictional regulators to understand the intricacies of each jurisdiction’s
differing arrangements.

As these are jurisdictional functions, jurisdictions will determine which consumer protections
and safety regulations should be extended to new embedded networks, and whether it will
be via amendments to existing regulatory instruments, or new regulatory instruments.
However, the Commission will engage with jurisdictional regulators and provide advice on the

304 Annexure 2, Australian Energy Market Agreement.
305 AEMC, Review of regulatory arrangements for embedded networks, final report, 28 November 2017, p. ii.
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issues that should be considered by jurisdictions in order to provide equivalent consumer
protections and safety regulations to customers in embedded networks, where practicable
and proportionate.

The jurisdictional arrangements relating to legacy embedded networks are not covered in this
Appendix.

Current arrangements
Access to state-based energy concessions and rebates

Standard supply residential customers who meet certain conditions may be eligible for state-
based electricity concessions and other payment assistance schemes. The concession and
rebate schemes differ in each jurisdiction, with different types of rebates available in each
jurisdiction as well as differing eligibility criteria. However, in each jurisdiction, all residential
customers are informed of the availability of energy rebates and payment assistance by their
NERL authorised retailer, and can contact their retailer to determine if they meet the
requirements to receive a concession.

Access to concessions and rebates for customers in embedded networks also differs by
jurisdiction, and in some jurisdictions access is also dependent on the type of embedded
network the customer resides in. For example, in NSW embedded network customers who
are either long term residents of an on-supplied retirement village, on-supplied residential
community or on-supplied strata scheme may be able to access the same state government
energy rebates as standard customers by applying to the NSW Department of Planning and
Environment.>* In South Australia, there are specific rebates for customers living in a
residential park or caravan park (which is a single combined concession for energy, water and
sewerage) and specific arrangements for customers living in retirement villages to receive
electricity concessions. From the Commission’s initial analysis it is unclear if customers living
in on-supplied strata schemes in South Australia would be able to access energy concessions,
as they are generally paid through an authorised retailer.>"

In addition to concessions and rebates, customers who meet certain conditions and are
experiencing severe financial hardship may be eligible to access emergency assistance
towards the costs of their energy bills. These emergency assistance schemes differ in each
jurisdiction, but generally offer one-off emergency assistance where an unforeseen
emergency or unexpected hardship has occurred.

For customers in embedded networks, under the AER’s Retail Exemption Guideline, exempt
sellers must inform customers within embedded networks of the availability of relevant
government or non-government energy rebates, concessions and relief schemes. In addition,
where a customer is eligible to receive a government or non-government energy rebate,
concession or assistance under a relief scheme, the exempt seller must not hinder the
customer’s attempt to establish eligibility, and if required under the scheme must make the

306 NSW Government, NSW Social programs for energy code, 11 December 2017, p. 14.

307 South Australian government website: https://www.sa.gov.au/topics/care-and-support/financial-support/concessions/energy-bill-
concessions, accessed on 5 December 2018.
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claim on behalf of the exempt customer and apply any successful claims to the customer’s
bill.>%®

Access to independent dispute resolution

Energy ombudsmen provide independent dispute resolution services for disputes relating to
energy. Registered distributors and authorised retailers are required to be members of
jurisdictional energy ombudsman schemes under the NERL.3® Small customers can access
jurisdictional energy ombudsmen to resolve disputes and complaints with their retailer and/or
distributor, with the retailer or distributor bound by the ombudsman’s decision.

Under Condition 17 of the AER's Retail Exemption Guideline, an exempt seller must, if
permitted by the energy ombudsman scheme, be a member of, or subject to, an energy
ombudsman scheme for each jurisdiction where it sells energy to exempt customers. In
addition, under the AER’s Network Exemption Guideline, exempt network service providers
must, if permitted by an energy ombudsman scheme, be a member, or subject to, the energy
ombudsman scheme in the state or territory in which the exempt network is located, and
comply with the requirements of that scheme.?'?

In the 2017 Review, the Commission considered that access to independent dispute
resolution was a priority to address. The AER and jurisdictional energy ombudsmen have
been working collaboratively to extend scheme membership to embedded networks. The
membership schemes and fee structures for energy ombudsmen were based on a relatively
small number of authorised retailers and distributors, therefore, the inclusion of exempt
sellers and exempt network service providers increases the members in each energy
ombudsman’s scheme exponentially. Energy ombudsmen in NSW, South Australia and Victoria
have made changes to the membership scheme and fee structure, and are now accepting
exempt sellers and exempt network service providers as members.

Retail price controls

Retail energy price controls are utilised where competition is “not yet effective for a market,
group of users or a region”.>!! Retail energy price controls are jurisdictional functions,
however, they can be transferred to the AER and the AEMC at the discretion of each
jurisdiction.?*? For example, the AER's retail exempt selling guideline, applicable to exempt
sellers, contains a pricing condition.

The pricing condition contained in the AER’s Retail Exemption Guideline is that customers
supplied by the exempt seller must not be charged tariffs higher than the standing offer price
that would be charged by the relevant local area retailer for new connections. Additionally
under the pricing condition, notice must be given of any change in the customer’s tariff, no
additional charges that could not be charged by the local area retailer are allowed, and any

308 AER, (Retail) Exempt Selling Guideline, version 5, March 2018, pp. 34, 38, 41.

309 Section 86 of the NERL.

310 AER, Electricity Network Service Provider - Registration Exemption guideline, version 6, March 2018, p. 39.
311 Australian Energy Market Agreement s. 14.15.

312 Australian Energy Market Agreement s. 14.15(b).
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late payment fees must be limited to recovering reasonably incurred costs as a result of the
customer’s late payment.>*®

Although the effectiveness of price controls based on standing offers has been questioned in
recent years, with the Commission’s 2018 Retail Energy Competition Review finding the
average standing offer to be as much as $832 more annually than the best market offer,>!*
the AER has the discretion to lower the price cap through its retail exemption guideline if it
considers this appropriate.

In Tasmania, the ACT, the Northern Territory and for Ergon Energy’s distribution network area
in Queensland, the jurisdictional regulators have set regulated retail prices for standard
supply customers. Any embedded networks would be restricted from charging more than
those regulated retail prices under the pricing condition in the AER'sRetail Exemption
Guideline, as the regulated retail prices would be the standing offer prices in those
jurisdictions.*®

Reliability

Reliability of electricity supply is a key factor considered in the national energy objective, with
network reliability standards a jurisdictional regulatory function.3®

The levels of reliability that must be provided by transmission and distribution networks are
contained in jurisdictional licence conditions or in state codes or regulations, and are
generally measured by the System Average Interruption Duration Index (SAIDI) and the
System Average Interruption Frequency Index (SAIFI).

Under traditional supply arrangements in the national interconnected system, each individual
customer has a meter and a connection point that connects them directly to a DNSP’s
network. Customers (small customers only, in some jurisdictions) who are connected directly
to the DSNP’s network are subject to, by way of local legislation or codes, Guaranteed
Service Levels (GSLs) covering areas such as reliability, customer service and connection and
disconnection. Each jurisdiction prescribes GSLs, generally for each distribution business.
These GSLs are usually included in a code or licence condition administered by the
jurisdictional regulator.3"

In addition to the jurisdictionally set service reliability standards, there are reliability
performance standards for DNSPs set by the AER. These are the performance targets set
under the service target performance incentive scheme (STPIS).?!8

313 AER, (Retail) Exempt Selling Guideline, version 5, March 2018, Condition 7 - Pricing, p. 37.
314 AEMC, 2018 Retail energy competition review, final report, p. viii.

315 In the ACT, the Independent Competition and Regulatory Commission sets regulated prices for ActewAGL's retail regulated tariffs.
In Tasmania, the Economic Regulator approves the regulated offer prices offered by Aurora Energy. In the Northern Territory, the
Minister sets the maximum retail prices for small customers through an Electricity Pricing Order. In Queensland, the Queensland
Competition Authority determines the regulated retail electricity price for Ergon Energy’s standard contract.

316 Annexure 2, Australian Energy Market Agreement.

317 Chapter 5 in the NER details some power system performance and supply standards (technical requirements), as well as
conditions for connection, but these do not cover reliability.

318 Section 2.1(a) of the AER's Electricity distribution network service providers - Service target performance incentive scheme
(November 2009).
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For current embedded networks, in the AER’s Network Exemption Guideline reliability is only
mentioned in relation to small generator installations. All systems are required to be reviewed
by AEMO so that necessary performance standards can be applied, reducing the risk of
impacts to reliability.3°

Reliability of supply for embedded networks and GSL payments are discussed in further detail
in Appendix D.

Safety of electricity supply

When designing their grid connected networks, DNSPs are required to comply with a range of
detailed safety obligations, taking all reasonable steps to make the network safe. Safety
obligations vary between jurisdictions, and some jurisdictions impose obligations on DNSPs to
implement a safety management system that expressly considers safety of the public,
workers, property, the environment, and safety risks arising from a loss of supply.
Jurisdictional regulators generally have audit and enforcement powers, and can apply
penalties for failure to comply with these requirements.

In some jurisdictions the safety obligations imposed on licensed DNSPs are not extended to
ENSPs. Other jurisdictions have safety obligations that more generally apply to the
distribution of electricity. For example, from the Commission’s initial analysis it appears that
the Electrical Safety Act 2002 (QId), and the Electrical Safety Regulation 2013 (QId), which
provide the legislative framework for electrical safety in Queensland, would apply to
embedded networks, however, there are differences in obligations depending on whether the
person is an ‘electrical entity’ (including a distribution entity) and whether the network is an
‘electrical installation’. If an embedded network is classified as an electrical installation (as the
ENSP is currently not classified as a distribution entity) there will therefore be differences in
the safety requirements for DNSPs and ENSPs.

Under the AER’s Network Exemption Guideline general requirements, exempt networks must
be installed, operated and maintained in accordance with all applicable requirements for the
safety of persons and property within the jurisdiction in which the embedded network is
located. This includes relevant industry codes, guidelines or other instruments applicable to a
network service provider providing similar services. Larger networks are required to obey any
of the local safety requirements to have and maintain a safety management plan.??

Technical regulation such as equipment and performance standards

DNSPs must adhere to a number of technical regulations and design and performance
standards when supplying grid-connected customers, and designing their networks. For
example, there are design standards relating to overhead lines, underground lines,
substations, generators, services and customer installations. In addition, there are quality of

319 AER, Electricity Network Service Provider - Registration Exemption Guideline, version 6, March 2018, p. 50.
320 AER, Electricity Network Service Provider - Registration Exemption Guideline, version 6, March 2018, p. 36.
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supply obligations relating to voltage range, frequency, and disturbances as well as
enforcement regimes to monitor compliance with the obligations.3*

Australian Standard 3000 (AS 3000), the Wiring Rules, are incorporated in certain
jurisdictional technical standards in part, providing fundamental safety principles for safe
electrical installation. The Wiring Rules generally apply to work carried out by licensed
electrical practitioners on electrical installations, which would include embedded networks.??
Technical standards are also regulated by Service and Installation Rules (or similar) in each
jurisdiction. The Service and Installation Rules are primarily designed to regulate the
relationship between a licensed distributor and its grid connected customers. Further, the
rules are designed to provide reasonable technical requirements that meet legislative and
other regulatory requirements for connection to DNSP networks, and compatible
requirements of the electrical installation which is to be connected to the DNSP’s network.
For example, the Victorian Service and Installation Rules apply to all installations connected,
or to be connected, to Victorian electricity distribution networks, and all installations must
comply with the Rules as a condition to acquiring and maintaining an electricity supply. The
Rules cover areas such as supply application, connection and disconnection, supply types,
use and protection, connection to the low voltage network, low voltage metering, and high
voltage electrical installations.3*

Ability to access land required for the supply of electricity

Under jurisdictional regulations, DNSPs have specific land access rights in order to install and
maintain systems to supply grid-connected customers. For example, DNSPs may have rights
to occupy public or private land, cross land, or resume land, undertake works, vegetation
management and bushfire prevention measures. ENSPs do not generally have the power to
acquire or access land, unless they have negotiated such rights under contracts.

Land access rights are contained under different legislative instruments in each jurisdiction.
For example, in NSW network operators have land access rights under Part 5 of the Electricity
Supply Act 1995 (NSW), including powers to acquire land, enter and access premises,
undertake works and vegetation management, and take bushfire prevention measures.***
DNSPs in Queensland have similar rights under Part 4 of the Electricity Act 1994 (QId).

In most jurisdictions it is likely that for embedded networks, rights of entry and management
are largely regulated by contract and community by-laws. Jurisdictional laws governing
different supply arrangements (for example body corporate or residential land lease or
retirement villages) may provide some land access rights, however, the Commission has not
yet conducted a review into these arrangements.

321 For example, in NSW the Electricity Supply Act 1995 (NSW), the Electricity Supply (Safety and Network Management)
Regulation2014 (NSW) and licence conditions provide technical regulations and design and performance standards.

322 AS/NZS 3000: 2018, Electrical Installations.

323 The Victorian Service and Installation Rules Management Committee, Victorian Electricity Distributors Service and Installation
Rules 2014, incorporating amendment 1.

324 Electricity Supply Act 1995 (NSW), Part 5.
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Other GSL categories

Under jurisdictional GSL schemes, each jurisdiction has GSLs for different services, with some
jurisdictions having many GSLs, and some only a few. In addition to reliability GSLs discussed
in detail in Appendix D other jurisdictional GSLs include:

» Notice of planned interruption

» Timeliness of new connections

« Missed scheduled appointments

« Timely repair of faulty streetlights

«  Wrongful disconnection

* Reconnection

« Time to respond to complaints

» Time to respond to notification of a problem
» Hot water complaints.

Analysis and recommendations

The Commission’s high level analysis on each of the jurisdictional consumer protections and
safety arrangements and the application to new embedded networks is detailed below. The
Commission has not undertaken detailed analysis of all jurisdictional regulatory instruments
and it is not a comprehensive analysis of the jurisdictional consumer protections and safety
regulations.

The Commission considers that current jurisdictional consumer protections that cover
standard supply customers should, in many cases, be extended to customers in new
embedded networks. For example, if the customer chooses a NEM retailer, then all retailer
consumer protections including access to state-based concessions and rebates, and access to
any jurisdictional retail price controls, should automatically apply. Depending on how key
terms (such as ‘distributor’ and ‘system’) are defined in the jurisdictional instruments, some
consumer protections and safety regulations will not automatically apply, and the
jurisdictional regulatory instrument(s) will require amendment in order for them to apply to
embedded networks. For some consumer protections or safety regulations, it may not be
proportionate to apply equivalent obligations on ENSPs or on off-market retailers.

As discussed in chapter 8, next steps, further analysis including engagement with
jurisdictional regulators to understand the intricacies of each jurisdiction’s differing
arrangements will be carried out in the next stage of this review.

Access to energy concessions and rebates

Vulnerable customers may be eligible for jurisdictional concessions or rebates. These are
generally in the form of concessions and rebates for pension and concession card holder
and/or low income customers, life support and medical energy cost rebates and emergency
assistance towards energy costs.
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A prerequisite for many of these rebates or concessions is that the applicant must be a
customer of an authorised retailer (or exempt seller in some cases) and be listed as the
account holder. As customers in hew embedded networks will be supplied by an authorised
retailer under our recommendations, whether a NEM retailer or an off-market retailer,
customers should be able to access rebates and concessions in the same way that standard
supply customers would be able to. Jurisdictional regulators would need to review the
relevant regulatory instruments to determine if any amendments would be required to
include off-market retailers in the definition of ‘retailer’. Further, there may be some instances
where alternative arrangements for payment of a concession or rebate are still required.

In addition, both NEM retailers and off-market retailers will be required to have a hardship
program under the new framework, and it is likely that this would assist customers in new
embedded networks in accessing jurisdictional emergency energy assistance schemes.

Access to energy ombudsman schemes for independent dispute resolution

Customers in new embedded networks will be supplied by a registered ENSP and an
authorised retailer (either a NEM retailer or an off-market retailer), who are required to
inform customers that they have a right to refer disputes and complaints to energy
ombudsman under the NERR. The Commission is of the view that access to energy
ombudsman schemes for independent dispute resolution for both distribution and retail
issues should be extended to customers in new embedded networks. This would require
jurisdictions to review jurisdictional energy ombudsman schemes to determine whether they
need to be extended to require registered ENSPs and off-market retailers to become
members. Once the scheme is extended to ENSPs and off-market retailers, the decisions
made by the respective energy ombudsman would be binding in the same way as they would
for standard supply customers.

As noted in the current arrangements section, the AER and jurisdictional energy ombudsmen
have been working to extend scheme membership to embedded networks, with some energy
ombudsmen schemes requiring exempt network service providers and exempt sellers to
become members from July 2018, or 1 January 2019. This extends access to independent
dispute resolution to exempt embedded networks in those jurisdictions.

Retail price controls

In the 2017 Review, the Commission was of the view that improving access to competition
and other consumer protections rather than reforming price regulation in embedded
networks was the most appropriate approach.>?* Consequently, changes detailed in the rest
of this draft report have been proposed to better enable customers in embedded networks to
access retail competition, and to extend the consumer protections within the NERL and NERR
to customers within embedded networks.3?

The changes proposed in the report will assist customers in accessing retail competition and
other consumer protections, as customers in new embedded networks will have a NMI and

325 AEMC, Review of the regulatory arrangements for embedded networks, final report, 28 November 2018, p. 137.
326 See chapter 7 of this report.
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will be able to access retail offers from NEM retailers, as well as off-market retailers selling in
the embedded network they reside in.?*’

The Commission continues to be of the view that price conditions are appropriate for child
connection points in legacy embedded networks, in particular where workable competition
may not emerge due to impediments to transitioning to the new framework. There may also
be some new embedded networks where retail price regulation is also necessary. The
Commission will consider this issue in relation to the transition, or otherwise, of legacy
embedded networks to the updated framework.

Reliability

One of the key findings of the 2017 review of the regulatory arrangements for embedded
networks was that an embedded network customer should be able to expect similar access to
competition and consumer protections as a standard customer. To implement this principle
implies the application of reliability standards to embedded networks to drive equivalent
outcomes. However, the form of the reliability standards that would apply to embedded
networks may need to differ from those that apply to a DNSP as both national and
jurisdictional reliability standards use averages over thousands (and potentially hundreds of
thousands) of customers.

Additionally, consideration will need to be given as to how customers at child connection
points in embedded networks should be treated in regards to outages on the distribution
network’s feeder supplying the embedded network resulting in outages for customers within
the embedded network. Currently, only one customer, the customer at the parent connection
point, is included in any calculations for DNSPs’ reliability standards.

The Commission’s analysis of reliability standards for embedded networks is covered in more
detail in Appendix D.

Safety of electricity supply

As detailed in the current arrangements section of this Appendix, safety obligations are
generally placed on DNSPs via jurisdictional safety Acts, Regulations, guidelines and licence
conditions. Some jurisdictions have different safety legislation for DNSPs than other for other
parties working on electrical infrastructure or ‘electrical installations’, other jurisdictions have
one set of legislative instruments applying to electricity safety in general.

Accordingly, from the Commission’s initial analysis it is not clearly apparent that all issues
related to worker and public safety in embedded networks have been fully addressed under
the current regime in some jurisdictions. Where they have been addressed, it is not clear that
they have been addressed in a proportionate manner.

Extending the jurisdictional safety Acts, Regulations, guidelines and licence conditions to all
new embedded networks in entirety may not be proportionate, and could place onerous
obligations on smaller embedded networks. Analysis of the safety obligations in each

327 Off-market retailers will be required to provide a standing offer for premises they are the designated retailer for, and may also
choose to provide market offers to consumers.
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jurisdiction, and the appropriateness of applying them to embedded networks, will be
required to determine if current obligations can be extended either in full or with
amendment, or whether alternative safety obligations may be more appropriate.

Technical regulation such as equipment and performance standards

The Commission’s initial analysis suggests that technical regulations and design and
performance standards that DNSPs must adhere to when supplying their customers and
designing their networks, as well as quality of supply obligations, would likely not extend to
ENSPs and embedded networks in most jurisdictions. Although the Australian Standard 3000
(AS 3000), the Wiring Rules, would likely apply in embedded networks, most other technical
regulations and design and performance standards such as Service and Installation Rules (or
similar) do not.

The Service and Installation Rules (or similar) would apply to the connection between the
embedded network and the DNSP’s network, however, the Commission’s initial analysis
suggested equivalent rules would not apply within embedded networks.

Customers would have some protections under the Wiring Rules. However, the calculation
methods governing supply sizes in AS 3000 do not fully reflect the complexity of embedded
networks and therefore capacity shortfalls or excesses may result. Rectification of capacity
issues may prove to be expensive and it is not clear how the costs would be shared between
the supplier and the customer.

Analysis of the technical obligations such as equipment and performance standards in each
jurisdiction, and the appropriateness of the application to embedded networks, will be
required to determine if current obligations can be extended either in full or with
amendment, or whether alternative technical standards may be more appropriate. The size
and complexity of the embedded network may be a consideration when determining the
approach.

Ability to access land required for the supply of electricity

Initial analysis suggest that ENSPs or exempt network service providers would have no power
to acquire or access land, unless they have negotiated such rights under contracts, or access
rights are contained in jurisdictional laws governing different supply arrangements. The
Commission has not conducted a review into these arrangements.

It is, however, unlikely that an ENSP would need all of the powers available to DNSPs relating
to land access. Jurisdictions should review the land access rights conferred on DNSPs to
determine if it would be appropriate for any of those rights to be extended to ENSPs to
install, maintain and operate embedded networks.

Other GSL categories

The Commission’s high level analysis suggests that the other GSL categories apart from
interruption of supply that apply in different jurisdictions may be able to be applied to new
embedded networks with minor alterations. There are no feeder categories or other issues
that would restrict GSLs in categories such notification of planned interruption, time to
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respond to complaints, missed scheduled appointments or connection timeframes. Customers
in new embedded networks will be supplied by either a NEM retailer or an off-market retailer,
both of which will be required to comply with the obligations under the NERL and NERR
relating to the retail GSL categories. Similarly, ENSPs will be required to comply with
obligations in the NERL and NERR relating to the distribution GSL categories.

GSLs in each jurisdiction, and their extension to customers within embedded networks, are
discussed in more detail in Appendix D.
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RELIABILITY AND OTHER JURISDICTIONAL GSLS

Introduction

In the 2017 Review, the Commission made a number of recommendations for other parties
to progress. One of the recommendations was for jurisdictions to review their safety and
reliability regimes to determine whether the regimes remained appropriate.®® A number of
submissions to the review raised reliability in embedded networks as an issue to be
considered further.

In the NEM, the reliability that customers experience is a combination of the service provided
by generators, transmission networks, and distribution networks. However, most of the
outages that customers experience are due to issues on the distribution networks. Network
reliability standards are a jurisdictional regulatory function, with the levels of reliability that
must be maintained by distribution networks contained in jurisdictional licence conditions,
and/or in state codes and regulations.*”® For distribution, levels of reliability are generally
measured by the System Average Interruption Duration Index (SAIDI) and the System
Average Interruption Frequency Index (SAIFI).

Customers (small customers only, in some jurisdictions) who are connected directly to the
DSNP’s network are subject to, by way of local legislation or codes, Guaranteed Service
Levels (GSLs) covering areas such as reliability, customer service and connection and
disconnection. Each jurisdiction prescribes GSLs, generally for each distribution business.
These GSLs are usually included in a code or licence condition administered by the
jurisdictional regulator.

In addition to the jurisdictionally set service reliability standards, there are reliability
performance standards for DNSPs set by the AER. These are the performance targets set
under the service target performance incentive scheme (STPIS).>*°

One of the key findings of the 2017 Review was that an embedded network customer should
be able to expect similar access to competition and consumer protections as a standard
supply customer. To implement this principle implies the application of reliability standards to
embedded networks to drive equivalent outcomes. However, the form of the reliability
standards that would apply to embedded networks may need to differ from those that apply
to a DNSP as both national and jurisdictional reliability standards use averages over
thousands (and potentially hundreds of thousands) of customers.

Currently, it appears that few or no reliability standards or performance incentives apply
within embedded networks. Embedded network operators are only subject to reliability
obligations in the unlikely event that the relevant contracts include a provision to that effect.
Additionally, although in most jurisdictions there are mandatory technical standards

328 AEMC, Review of the regulatory frameworks for embedded networks, final report, 28 November 2017, pp. vi, 112.

329 Chapter 5 in the NER details some power system performance and supply standards (technical requirements), as well as
conditions for connection, but these do not cover reliability.

330 Section 2.1(a) of the AER's Electricity distribution network service providers - Service target performance incentive scheme,
version 2.0 (November 2018).
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prescribing minimum technical requirements for embedded networks at the time they are
installed, there are no ongoing standards for reliability.

Embedded network customers receive a lesser level of reliability consumer protections than
those customers connected to a DNSP’s distribution network as they are not eligible for GSL
payments, either from the DNSP to whose network the embedded network is connected for
an interruption of the supply to the embedded network, or from the ENM for interruptions
within the embedded network itself. Customers in embedded networks are also not covered
by clearly defined jurisdictional reliability standards. At the upper end of the estimates, there
are hundreds of thousands of embedded network customers not eligible for GSL payments if
GSL thresholds are exceeded, who would be entitled to a payment if they were standard
supply customers.

When a DNSP’s performance against reliability standards is determined, embedded network
customers are not included in the calculations to determine SAIDI and SAIFI — rather the
embedded network is considered just to be a single customer at the parent connection point.

Additionally, there are no standards for supply restoration for customers within embedded
networks if the outage is within the embedded network. Customers have limited to no
recourse should the embedded network manager not restore supply in a timely manner
following an interruption, and they do not receive any GSL payments®! if unplanned
interruptions exceed a certain duration or frequency.

This Appendix details the current arrangements for reliability standards and reliability and
other jurisdictional GSLs, and provides the Commission’s analysis and recommendations for
the application of reliability standards and jurisdictional GSLs to customers within embedded
networks.

Current arrangements
Reliability guaranteed service levels

Under traditional supply arrangements in the national interconnected system, each individual
customer has a meter and a connection point that connects them directly to a DNSP’s
network. Customers (small customers only in some jurisdictions) who are connected directly
to the DSNP’s network are subject to, by way of local legislation or codes, GSLs covering
areas such as reliability, customer service and connection and disconnection. Each jurisdiction
prescribes GSLs, generally for each distribution business. These GSLs are usually included in
a code or licence condition administered by the jurisdictional regulator.®*

For reliability, there are generally GSLs for unplanned supply interruptions covering both
duration and frequency of interruption. If the distributor does not achieve a minimum service
level, it is required to pay the customer a nominal amount (ranging from $20 to $605
depending on the jurisdiction) in recognition that the GSL has been breached. The GSL

331 The parent connection point may be eligible for a single GSL payment.

332 Chapter 5 provisions in the NER detail some power system performance and supply standards (technical requirements), as well
as conditions for connection, but these do not cover reliability.
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payments are not intended to be reflective of the costs the customers may have incurred as a
result of the interruption(s), but rather are some financial recognition of the outage(s).

To access a GSL payment, customers must be connected directly to the DNSP’s distribution
network through a metered connection point. The reliability thresholds that trigger a GSL
payment vary between jurisdictions. Further, in some jurisdictions the same threshold is used
across the jurisdiction, whereas in others thresholds can differ depending on the classification
of the feeder the customer is supplied from (i.e. whether they are supplied by a CBD feeder,
urban feeder, short rural feeder, long rural feeder or isolated feeder), or by distributor.

Customers who are supplied electricity at a child connection point in an embedded network
are not entitled to GSL payments, even if they would have been eligible if they were directly
connected to the distribution network, not via a parent connection point.

Jurisdictional reliability standards — SAIDI and SAIFI

Jurisdictional reliability standards are generally included within distribution network licence
conditions or authorisations. The two main jurisdictional reliability standards are SAIDI and
SAIFI. Both SAIDI and SAIFI measure unplanned interruptions of supply.

Although requirements for determining SAIDI and SAIFI targets, and the entity responsible
for determining them, differ by jurisdiction, each jurisdiction generally requires reporting on
overall SAIDI and SAIFI as a minimum.

Overall SAIDI is determined by the average minutes of supply interruption per customer.
Overall SAIFI is determined by the average number of interruptions per customer. These
measures are usually calculated by categories of feeder type. However, Tasmania does not
categorise customers by feeder type, instead using geographical regions.

SAIDI and SAIFI calculations would currently include embedded networks, but only as single
customers at each parent connection point — they do not currently account for every
individual customer in embedded networks.

National reliability standards within economic regulation — STPIS

The AER is responsible for designing the STPIS under Chapter 6 of the NER. The primary
purpose of STPIS is to encourage distributors to maintain existing levels of reliability and
make improvements where customers are willing to pay for that improvement. STPIS is
applied in the Australian Capital Territory, New South Wales, Queensland, South Australia,
Tasmania and Victoria.

Under the STPIS scheme, DNSPs receive revenue increments (or decrements) for given levels
of performance. The reliability supply parameters under STPIS are unplanned SAIDI,
unplanned SAIFI and MAIFI (Momentary Average Interruption Frequency Index).

Again, under the STPIS scheme embedded networks would be recognised as single
customers of the DNSP, but each child connection point would not be accounted for.

Unlike DNSPs, embedded networks are not themselves subject to economic regulation under
Chapter 6 of the NER and so are not subject to STPIS.
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Other jurisdictional GSLs

Under jurisdictional GSL schemes, each jurisdiction has GSLs for different services, with some
jurisdictions having many GSLs, and some only a few. In addition to reliability GSLs, Table
D.1 sets out other GSLs and the jurisdictions they apply in:

Table D.1: Other jurisdictional GSLs
GSL TYPE APPLICABLE JURISDICTIONS
Notice of planned interruption Queensland and the ACT

Queensland, the ACT, NSW, Victoria and
South Australia

Timeliness of new connections

Missed scheduled appointments Queensland, Victoria and South Australia
Timely repair of faulty streetlights NSW and Victoria

Wrongful disconnection Queensland

Reconnection Queensland

Time to respond to complaints The ACT

Time to respond to notification of a problem |The ACT

Hot water complaints Queensland

Source: Electricity Distribution Network Code (Qld), version 3, August 2018; Consumer Protection Code (ACT), July 2012; Electricity
Distribution Code (Vic), August 2018; Public Lighting Code (Vic), version 2, December 2015; Electricity Distribution Code (SA),
January 2018; Ausgrid, Endeavour Energy and Essential Energy licences available at
https://www.ipart.nsw.gov.au/Home/Industries/Energy/Energy-Networks-Safety-Reliability-and-Compliance/Electricity-
networks/Licence-conditions-and-regulatory-instruments, accessed on 20 December 2018.

There are currently no GSL payments for embedded network customers, unless they are
supplied by an authorised retailer (on-market customers). For example, if the customer is
supplied by an authorised retailer in the ACT, the GSL for time to respond to complaints may
apply.

Analysis and recommendations

From our investigations, it does not appear there are any alternative frameworks providing
reliability consumer protections for customers in embedded networks. While we have
considered the jurisdictional energy regulations that would be expected to be relevant, we
have not comprehensively examined the full breadth of jurisdictional instruments that might
apply, in particular tenancy/occupancy legislation and building codes. However, if any
relevant obligations exist under other legislation, it is highly unlikely that those obligations
provide the same level of protection as the reliability standards that apply to customers
outside of embedded networks.

Additionally, consideration will need to be given as to how customers at child connection
points in embedded networks should be treated in regard to outages on the distribution
network’s feeder supplying the embedded network resulting in outages for customers within
the embedded network. Currently, only one customer, the customer at the parent connection
point, is included in any calculations for DNSPs’ reliability standards. The customer at the
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parent connection point is the only customer that would be considered for payments under
GSL schemes, and it is likely that the customer at the parent connection would not be
classified as a small customer and is therefore not eligible under some jurisdictions’ schemes.

It is apparent from the Commission’s analysis there are two scenarios that require
consideration in regards to reliability:

o the application of DNSPs’ reliability standards and GSL thresholds to incorporate customers
in embedded networks that are impacted by interruptions to the DNSP’s network

e application of reliability standards/GSL payments to the embedded network for supply
interruptions within the embedded network.

Further analysis on including embedded network customers in DNSP reliability standards and
GSLs, and the application of reliability standards and GSL payments to ENSPs is included
below. It is recommended that jurisdictional governments/regulators give consideration to
updating jurisdictional reliability standards to include customers of registered ENSPs.

Inclusion of embedded network customers in DNSP reliability standards

Supply interruption GSLs

Customers are currently only covered by GSL schemes if they have a metered connection
directly to the distributor’s network. Customers who are in embedded networks are impacted
by unplanned interruptions on the distributor’s network that cause supply interruptions to the
embedded network parent connection point. That the customer is in an embedded network
does not change the end result of such an outage — the customer is still without supply
directly attributable to an unplanned interruption on the distribution network.

To treat customers within embedded networks in an equivalent way to standard supply
customers would require that customers in embedded networks are provided with access to
DNSP GSL payments if they have had unplanned supply interruptions caused by the
distribution network that exceed the thresholds for interruption duration or frequency under
the respective GSL schemes.

If acted upon by jurisdictional governments/regulators, the application of distribution GSL
schemes to customers within embedded networks will necessitate reviews by each
jurisdiction of their GSL schemes to broaden the application of the scheme.

If applied, it would require DNSPs to be able to determine the total number of customers in
each embedded network, especially in those jurisdictions that require automatic payment of
GSLs once thresholds have been breached. The national framework being developed for
implementation in the review requires that all child connections in new embedded networks
be allocated a NMI in AEMO’s MSATS system.

The allocation of NMIs would provide DNSPs with the number of customers in new
embedded networks connected to their distribution system. Further analysis will need to be
undertaken by each jurisdiction to determine how GSLs can be applied (at a minimum) to
customers in new embedded networks within the parameters of their specific GSL scheme,
and how GSL payments can be made to embedded network customers.
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Jurisdictional reliability standards — SAIDI and SAIFI

Similarly, current jurisdictional reliability standards do not incorporate embedded network
customers (except for the parent connection point) in the calculation of SAIDI and SAIFI (and
other applicable jurisdictional reliability standards) and therefore do not reflect the true
number of customers impacted by supply interruptions on the DNSPs’ networks.

While inclusion of embedded network customers in SAIDI and SAIFI calculations may not
have such obvious benefits for these customers, it would seem appropriate that jurisdictional
regulators that update jurisdictional schemes to make GSL payments available to embedded
network customers (as discussed above) also make such a change to the SAIDI and SAIFI
calculations.

Including embedded network customers will impact SAIDI and SAIFI results differently for
each DNSP depending on whether the majority of embedded network customers are in areas
of high reliability or low reliability. Feeders with poor reliability will see the SAIDI and/or
SAIDI increase when embedded network customers are included. This may direct investment
to areas of the network to improve reliability for customers who would otherwise have been
overlooked.

As for GSL payments, the proposal under this review to require all child connections in new
embedded networks to be provided with a NMI in MSATs would likely provide DNSPs with the
information required to incorporate embedded network customers in their SAIDI and SAIFI
calculations.

Application of reliability standards to ENSPs

Application of supply interruption GSLs to ENSPs

Currently, there are no standards for supply restoration for customers within embedded

networks for outages within the embedded network. Customers have limited to no recourse
should the exempt network service provider not restore supply in a timely manner following
an interruption, and do not receive any GSL payments or similar if thresholds are exceeded.

As noted above, to provide customers of embedded networks with equivalent consumer
protections as standard supply customers, this also implies the application of some form of
reliability standard to the embedded network itself. However, considering embedded networks
have a much smaller number of customers connected to their networks, applying SAIDI and
SAIFI in the same way as for DNSPs would likely not be appropriate.

The most reasonable approach to providing reliability protections within embedded networks
is likely to be to develop and apply a type of GSL scheme. Given that many embedded
networks will not be subject to the same number of external impacts as distribution networks
(e.g. interruptions caused by weather, vegetation, vehicles crashing into distribution poles),
and the cause of any fault would generally be more readily identified due to the smaller
geographic area, it is likely that lower thresholds (i.e. a higher standard) should be applied to
trigger GSL payments for embedded networks, both for interruption duration and frequency.

| 192



Australian Energy
Market Commission

D.3.3

Draft report
Updating the regulatory frameworks for embedded
networks

Consideration would also need to be given to the monitoring and enforcement regime that
should apply to embedded networks if they are required to comply with a GSL scheme.
ENSPs would need to keep auditable records on supply interruptions within the embedded
network and report on the number of GSLs they have paid to customers under each of the
GSL categories. The jurisdictional regulator would also require monitoring and enforcement
powers.

If acted upon by jurisdictional governments/regulators, the application of distribution GSL
schemes to ENSPs will necessitate reviews by each jurisdiction of their GSL schemes to
broaden the application of the scheme.

Other jurisdictional GSLs

The Commission’s high level analysis suggests that the other GSL categories apart from
interruption of supply that apply in different jurisdictions may be able to be applied to new
embedded networks with minor alterations to jurisdictional instruments. There are no feeder
categories or other issues that would restrict GSLs in categories such notification of planned
interruption, time to respond to complaints, missed scheduled appointments or connection
timeframes.

Changes proposed in this review to the NERL and NERR will require ENSPs to comply with
any jurisdictional GSL schemes, if required by the jurisdictional regulator. Therefore, if
jurisdictions choose to amend their schemes to include ENSPs, or develop alternative GSLs
schemes for ENSPs, then ENSPs will be required to comply with those schemes.

Customers in new embedded networks will be supplied by either a NEM retailer or an off-
market retailer, both of which will be required to comply with the obligations under the NERL
and NERR which are the basis for the retail GSL category. Similarly, ENSPs will be required to
comply with obligations in the NERL and NERR which are the basis of most distribution GSL
categories.

Jurisdictional GSLs, the jurisdictions they apply in and the Commission’s initial analysis on the
application of these GSLs to embedded networks are included in Table D.2.
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Table D.2: Other jurisdictional GSLs and their application in new embedded networks

GSL TYPE

JURISDICTIONS

APPLICATION TO NEW EMBEDDED NET-
WORKS

Notice of planned
interruption

Queensland and the
ACT

This GSL relates to distributors providing 4
business days’ notice for planned interruptions to
supply. ENSPs will be required to comply with this
notification period under the NERR. The
Commission’s initial analysis shows no reasons
why this should not be extended to ENSPs.
Amendments to the Codes in Queensland and the
ACT would be required if this GSL was to extend
to ENSPs.

Timeliness of new
connections

Queensland, the
ACT, NSW, Victoria
and South Australia

New connection GSLs differ in each jurisdiction,
but this GSL generally provides payment if
specified connection timeframes are not met for
premises which are already physically connected
to the electricity network, or if the customer
remains not connected after an agreed date if the
customer has met the necessary pre-conditions.
The Commission’s initial analysis shows no
reasons why this should not be extended to
ENSPs. Amendments to the Codes in Queensland,
the ACT, Victoria and South Australia would be
required if this GSL was to extend to ENSPs. In
NSW GSLs are contained in licence conditions,
therefore a different instrument would be required
if this GSL was to be extended to ENSPs.

Missed scheduled
appointments

Queensland, Victoria
and South Australia

In these jurisdictions there are GSL payments if
the DNSP does not attend a customer’s premises
within an agreed timeframe (i.e. they are late, or
do not attend). Specifics differ between the
jurisdictions, however, the Commission’s initial
analysis shows no reasons why this GSL should
not be extended to ENSPs. Amendments to the
Codes in Queensland, Victoria and South Australia
would be required if this GSL was to be extended
to ENSPs.

Timely repair of
faulty streetlights

NSW, Victoria and
South Australia

Timeframes for the repair of faulty streetlights
differ in each jurisdiction for this GSL, however,
DNSPs are required to repair faulty streetlights
within a certain timeframe, or they will be liable to
pay the first person to report the faulty streetlight
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(within certain conditions). The Commission’s
initial analysis shows no reasons why this should
not be extended to ENSPs whose embedded
networks contain street lights, if they continue to
apply to DNSPs. However, the Commission notes
that this is likely to be not a large issue for
embedded networks. Amendments to the Codes in
Victoria and South Australia would be required if
this GSL was to extend to ENSPs. In NSW GSLs
are contained in licence conditions, therefore a
different instrument would be required if this GSL
was to be extended to ENSPs.

GSL TYPE JURISDICTIONS

Under the Queensland Electricity Distribution
Code, GSL payments are due if a DNSP
disconnects a customer without being entitled to,
or disconnects the wrong customer. This includes
if the DNSP wrongly disconnects a customer due
to an error in the retailer’s request, or if the
Queensland retailer has not given the customer a
disconnection warning notice in accordance with
the electricity legislation. The Commission’s initial
analysis shows no reasons why this should not be
extended to ENSPs. The Electricity Distribution
Code would require amendment if the scheme
was to be extended to ENSPs.

Under the Queensland Electricity Distribution Code
if a customer has been disconnected, and is
entitled to be reconnected within specified
timeframes, and the DNSP does not reconnect the
customer within that timeframe, the DNSP must
Reconnection Queensland provide the customer with a GSL payment. The
Commission’s initial analysis shows no reasons
why this should not be extended to ENSPs. The
Electricity Distribution Code would require
amendment if the scheme was to be extended to
ENSPs.

Wrongful
disconnection

Under the ACT Consumer Protection Code, an
Time to respond to The ACT obliged provider must acknowledge complaints as
complaints soon as practicable, and respond to complaints
within 20 business days. NERL retailers and
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electricity distributors are obliged providers. Off-
market retailers will be NERL retailers under the
proposed framework. An electricity distributor is a
licensed distributor in the ACT. The Commission’s
initial analysis shows no reasons why this should
not be extended to ENSPs, however, this would
require the ACT government to include ENSPs in
the definition of electricity distributors in the
Consumer Protection Code.

GSL TYPE JURISDICTIONS

Under the ACT Consumer Protection Code, an
obliged provider must respond to a problem or
concern with the obliged provider’s network within
certain timeframes. For this GSL, an obliged
Time to respond to provider is an electricity distributor, defined as
notification of a The ACT licensed distributor in the ACT. The Commission’s
problem initial analysis shows no reasons why this should
not be extended to ENSPs, however, this would
require the ACT government to include ENSPs in
the definition of electricity distributors in the
Consumer Protection Code.

The Queensland Competition Authority’s draft
decision for Review of Guaranteed Service Levels
Hot wa’Fer Queensland to apply to Energex and E.rgon !Energy from July
complaints 2020 recommends removing this GSL. The
Commission has therefore not analysed this GSL
at this stage.

Source: Electricity Distribution Network Code (QId), version 3, August 2018; Consumer Protection Code (ACT), July 2012; Electricity
Distribution Code (Vic), August 2018; Public Lighting Code (Vic), version 2, December 2015; Electricity Distribution Code (SA),
January 2018; Ausgrid, Endeavour Energy and Essential Energy licences available at
https://www.ipart.nsw.gov.au/Home/Industries/Energy/Energy-Networks-Safety-Reliability-and-Compliance/Electricity-
networks/Licence-conditions-and-regulatory-instruments, accessed on 20 December 2018.
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