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Dear Mr Owens

Contestability of energy services rule change proposals

SA Power Networks, CitiPower and Powercor welcome the opportunity to comment on the Australian
Energy Market Commission’s (AEMC) consultation paper. Our submission responds to rule changes
proposed by policy makers through the Council of Australian Governments (COAG) Energy Council and by
retailers and generators through the Australian Energy Council (AEC).

The proposals seek to prohibit electricity distributors (DNSPs) investing and / or co—investing in Distributed
Energy Resources, DER (e.g. battery storage, local generators, smart devices), fearing this could undermine
competition. However, there may be cases where investments by DNSPs are most efficient options and in
consumers’ long term interests.

We do not support the proposals and caution against misconceiving the issues presented by this latest wave
of technologies, in DER. DER do not present sufficiently unique issues to require an overhaul of how the
regulatory framework guides decisions on which services to economically regulate. The proposals ignore
existing features of the regulatory framework and would undermine it. Further, the proposals make no
attempt to set out the market failures that are of such significance as to warrant significant framework
change. As our submission discusses:

e there is no unique feature or contestability issue presented by new technologies that is not already
present in many other inputs used to deliver network services, and no reason to treat these technologies
differently;

e the existing framework already ensures only monopoly services will be economically regulated;

e to promote efficient service delivery, regulation shouldn’t pre—emptively ‘pick winners’. DNSPs must
maintain discretion to respond to changing conditions and choose which inputs are most efficient in
providing and operating the electricity network—there are a myriad of input technologies, ways of
combining these, and ways of involving third parties in these decisions;

e the existing framework is non—discriminatory and incentivises efficient input selection, ensuring there
are no barriers to DNSPs considering inputs involving third parties. The framework also ensures there are
no barriers to third parties (operating in unregulated markets) from partnering with DNSPs to share new
technologies to optimise across potential uses—as inputs to network services and for selling energy into
wholesale markets;

e allowing service reclassifications during a regulatory control period would significantly undermine the
regulatory compact and alter DNSPs’ risk profile; and

e atruncated RIT-D will significantly increase administrative cost without generating customer benefits.

Our submission comments on other specific aspects of the rule change proposals and the questions raised
in the AEMC’s consultation paper. We would be happy to discuss further any aspect of our submission.

Yours sincerely

L2 K Ciﬁ I =

Richard Sibly { Brent Cleeve
A/Head of Regulation Head of Regulation
SA Power Networks CitiPower and Powercor
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1. Introduction

These rule change proposals arise alongside emerging new electricity industry technologies, namely
Distributed Energy Resources (DER).! DER has some uniqueness challenging energy market design,
but these issues are not directly related to these proposals. Electricity supply is changing from a ‘one—
way’ to a ‘two—way’ market. There are increasing opportunities for local electricity generation and
storage, and for consumers to engage with energy markets by deciding the timing of when devices
consume, store or export energy. These issues need considering. That is, how to maintain technical
conditions (system security) with large two—way flows, and how to configure price signals and
controls so DER use can be guided by dynamic wholesale market and local network conditions.
Energy networks have been considering these issues in the Energy Network Association’s Network
Transformation Road—Map?, and this is also the focus of the AEMC’s Distribution Market Model work.

However, we disagree that the arrival of this latest wave of technologies presents unique challenges
requiring an overhaul of how the regulatory framework guides decisions on which services to subject
to economic regulation. The proposals misunderstand key features of the regulatory framework
which are designed to withstand technology changes, and would significantly undermine the
conscious intent in the framework’s design.

The rule change proposals appear driven by a lack of trust and / or understanding of regulatory
processes. That is, how existing incentives and requirements direct DNSPs to efficient and non—
discriminatory choices on inputs, and by doing so ensure that inputs that could involve third parties
are considered. Regulatory processes in any industry might appear unintuitive. However, a lack of
understanding and / or trust represent insufficient reasons to unwind existing and intentional
features of the regulatory framework. It might be worth the AEMC and the AER considering how and
if greater understanding and confidence in regulatory processes could be achieved.

Any significant change to a regulatory framework needs to pass a high evidentiary threshold. In
particular, there needs to be an appropriate exploration of the significance of the market failures that
would justify any regulatory change. The rule change proposals have made no attempt to outline any
existing market failures.

2. Promoting efficient outcomes
Do new technologies present unique issues for regulation

The rule change proposals reflect a view that new technologies present unique issues for regulation,
principally, in deciding if regulated DNSPs should be allowed to invest in these technologies. This
relates to technologies generally termed DER, including battery storage, generators and other devices
capable of responding to signals on when to import, export, or cease using energy.® Actually, some of
these technologies are not new, with backup local generators being effectively accommodated under
the existing regulatory framework and used by DNSPs (directly or via third parties) for many years.

Some challenges presented by DER require examination outside of this rule change. This includes how
to appropriately configure price signals and controls to promote efficient investment in and use of
DER, having regard to the efficient and safe provision of electricity networks. We disagree, however,
with the rule proponents that new DER technologies uniquely require a fundamental re—write of how
the regulatory framework guides decisions on which activities should be economically regulated:

e A DER device, whether owned and installed by a DNSP or another party, and used by the DNSP to
support the network during peak times, is no different to any other input technology within the

1 Thisincludes a range of devices that can generate and store energy locally and other ‘smart’ devices capable of responding in
automated ways to signals on when to consume / store or export energy.

2 Accessible on the ENA website: [http://www.energynetworks.com.au].

3 By being able to respond automatically or upon direction, these devices are generally considered to be, ‘smart’ devices.
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service of providing a safe and efficient electricity network.* Network services or distribution
services (for DNSPs), comprise of many individual activities and devices. As discussed later in this
submission, the regulatory framework avoids prescribing how these inputs are combined, instead
providing incentives and requirements for DNSP decisions to be efficient and non—discriminatory.

e A DER device could be shared across multiple parties (i.e. a ‘shared asset’). It can be used for
various purposes, including to support networks, respond to wholesale market conditions, or for
customers’ individual needs. This is not unique—there are numerous examples of assets shared
across different uses. For example, DNSPs’ poles and ducts have been used by
telecommunications businesses, and DNSPs’ motor vehicles have been used to deliver both
regulated and unregulated services. As further discussed later in this submission, in these cases:

— cost allocation and shared asset requirements ensure that only the costs of regulated activities
are included in regulated allowances;

— the “form of regulation’ factors guided by the NEO, determine whether various activities
including those using DER actually comprise a service to customers, and if so, whether they
should be economically regulated or not; and

— the ring—fencing guideline prohibits DNSPs delivering DER activities that are unrelated to
supporting network / distribution services.

Rather, DER’s most unique characteristic gives reason for not pre—emptively disallowing DNSPs
investing in DER. That is, DER (located in front of, or behind the meter) can affect the efficiency and
safety of the electricity network.” If unchecked, large synchronised DER loads exporting electricity
into the network can affect technical system parameters, and alternatively well-managed and timed
use of DER can help avoid network constraints. This differs to other activities that in earlier economic
reforms were split off from those that network businesses could undertake. Splitting retail services
provided to customers, and electricity generation into wholesale markets (to be purchased by
retailers or market customers) did not adversely affect the efficiency and safety of delivering
electricity networks. The same is true of services opened to provision by other parties, such as
above—standard connections.

If customers and their agents faced efficient price signals (with appropriate controls)®, DER use could
be guided by wholesale and network conditions. While efficient wholesale market price signals exist,
there are significant constraints to signalling dynamic local network conditions. Without such signals,
optimisation between wholesale and network conditions could be something that distributors,
retailers, energy services firms or customers directly, might seek to manage collaboratively. This
includes through commercial agreements of various forms’, which could cover DER use for regulated
and unregulated purposes, any required controls, and asset investment (including any co—funding).?
Requiring DNSPs to only ever fully procure DER capacity (as the rule proponents suggest), constrains

4 DER could be used to: avoid network constraints and outages at critical times or avoid / defer the need for expensive
augmentation or replacement of a network’s capacity; help balance voltage and other technical issues experienced on
networks; and in some areas, particularly at the end of remote rural parts of the network, DER could be an efficient alternative
to replacing ageing poles and wires.

5 We consider that DER located behind or in—front of the meter presents the same issues for promoting the NEO. There is no
objective reason to treat them differently in written regulation. It might be that in deciding whether to invest in—house in DER
or to procure from a third—party, that a DNSP finds that the relative costs and benefits vary depending on whether DER is in—
front or behind the meter. However, regulation should not seek to pick winners in this regard.

& In the wholesale market, in addition to there being a spot market where prices are determined, there are controls built in to
allow the market system to respond to critical events.

7 Qver time, it might be possible to design sophisticated and automated market based mechanisms for optimisation, as noted in
the AEMC's Distribution Market Model paper, and in the ENA’s Network Transformation Roadmap. It might be that these inter—
business commercial agreements are transitory measures before more sophisticated market systems become possible.

8  The possibility of such agreements also challenges the traditional concepts of ownership and control as being matters that only
involve sole parties. There is a common misconception that if regulated DNSPs are allowed to invest in a device then this equals
to sole ownership and control.
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the extent to which DNSPs can directly oversee DER’s technical performance (e.g. maintaining the
device). As discussed later, it might be that the need to have more direct involvement to provide
assurance on how DER will perform could lessen over time as technologies and standards evolve and
third parties gain additional expertise.

Determining services to regulate

The rule proponents seek to prescribe all DER related activities as being services, and being services
that DNSPs cannot invest in by owning / installing the devices. This fails to recognise that the
regulatory framework distinguishes which activities comprise services and service inputs, and already
guides decisions on which services to economically regulate:

e The regulatory framework reflected in the National Electricity Law (NEL) and the National
Electricity Rules (NER) avoids pre—emptive prescriptions and thereby accommodates market and
technology evolutions. The NEO reflects a neutral goal of promoting efficiency in the long term
interests of consumers, rather than referring to competition as the rule proponents seek to
prescribe—in recognition that competition is not always feasible and may not lead to the best
outcomes for customers (hence the need for regulation). This does not mean that the NEL fails to
recognise the role of competition. The form of regulation factors in the NEL guide examinations of
market conditions over time.® This is to determine if a service requires economic regulation by
having natural monopoly characteristics, or not by potentially being delivered by multiple
competing parties. Therefore, only monopoly services will be economically regulated, and to date,
the service of providing an electricity network has fallen into this category.

e Importantly, the NEO directs considerations on market conditions (i.e. the form of regulation
factors) to be undertaken only for activities termed, ‘electricity services’’?, being activities
delivered to electricity customers.!* Services include the acts of: generating electricity into the
wholesale market; selling / retailing electricity; and providing an electricity network. As the
regulatory framework intends, considerations on whether services have natural monopoly
characteristics, should be made and kept at this level. This recognises that the act of providing a
network service, or a distribution service via a distribution system if delivered by a DNSP, is a
service comprising of many integrated activities and technologies, the composition and
combination of which can change over time.

e This framework already negates concerns that appear to be shared by the rule proponents.
Regulated monopolies will not be able to apply for regulated funds to use DER to sell into
wholesale markets, or to sell these technologies to customers for purposes other than network
support—thereby affecting competition in these markets. Using the NEL and NER definitions of
services and customers, these activities would be deemed to be services to customers, but not the
service of providing an electricity distribution network. The AER’s ring—fencing guideline
determines that these are not services to be provided by a DNSP but rather by another party.

e The NER allow further considerations on how to treat network or distribution services. The service
classification rules guide decisions on what to subject to direct price oversight, negotiation and
arbitration, or to not regulate at all. Some activities have been classified via these rules as services,
but which might otherwise be inputs to network services, including: public lighting, metering and
connections. However, as noted by the AEMC in its consultation paper, all these activities had the
unique characteristic of being activities delivered to retail customers.

9  These are set out in section 2F of the NEL and cover factors relevant to considering if competition is possible including: barriers
to entry, market power, presence of substitutes and information asymmetries.

10 Ppart 1 of the NEL defines these as: “services that are necessary or incidental to the supply of electricity to consumers of
electricity, including— (a) the generation of electricity; (b) electricity network services; (c) the sale of electricity”.

11 Customers include: a ‘customer’ as set out in the NER, being a person such as, a retailer or individual that purchases electricity
in the wholesale market; or, ‘retailer customer’ as set out in the NEL, being customers who purchase electricity from retailers.
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Efficiently selecting inputs to network services

The AEMC correctly observes current confusion among stakeholders on the treatment of DER.
Further, the proposed rule changes are unclear on which DER activities they seek to prevent DNSPs
investing in (e.g. selling into wholesale markets, selling devices to customers for sales, or network
support). If they seek to prevent DNSPs investing in DER as an input and part of an efficient and
prudent approach to support the provision of network services, then this conflicts with the
fundamental design of the regulatory framework:

These activities would be characterised as inputs to network services rather than services
delivered to customers, consistent with the summary in the AEMC’s consultation paper. They are
not services that can be classified.

There is no principle for treating new technologies differently to other inputs. While over time
new technologies have emerged that can be delivered by competing parties, the situation is
unchanged from traditional network inputs apparent when the framework was first drafted. Many
individual inputs to network services have always had contestable characteristics. For example, for
input activities such as installing a new sub—station, tree pruning or corporate services, DNSPs
decide whether to invest in—house or procure from other parties. In fact, some DER technologies
such as backup generators are not new. There are many examples over several years, of where
DNSPs have either procured generator capacity (as an input to network services) from third
parties or invested in—house as most efficient in the circumstances.* This is not unique to
electricity with similar examples found in every other regulated industry. It is only the
consolidated provision, maintenance, operation, ownership, and responsibility for performance of
a network or distribution system that comprise a monopoly (and regulated) service that requires
regulation, not the inputs to those services.

Limiting DNSP discretion in choosing inputs would significantly undermine the basis of incentive
regulation. The framework directly avoids prescribing how DNSPs carry out the micro—level
activities that comprise inputs to network services. Instead, DNSPs decide which activities are best
undertaken in—house or procured from other parties, and which are required over time as
demand and market conditions change. To promote the NEO, the framework instead provides
DNSPs with incentives and requires DNSPs to demonstrate prudency and non—discrimination in
their decisions, including:

— requirements to not discriminate against unrelated parties, via the ring—fencing guideline;

— ex—ante regulatory allowances (for five years), with a portion of the difference between
allowances and actual expenditures retainable for a period of time through the Capital
Efficiency Sharing Scheme and the Efficiency Benefit Sharing Scheme. If lower cost ways of
configuring inputs emerge, including by procurement, DNSPs can obtain a financial benefit;

— AER and stakeholder scrutiny of the basis of any regulatory costs proposed via the regulatory
determination process, including how alternatives were considered, whether competitive
tendering was undertaken, how agreements with related parties were entered into, and how
costs benchmark against other DNSPs. During the period, if DNSPs spend above their capital
allowances, these spends can subsequently be assessed and rejected by the AER if inefficient;

— stakeholder scrutiny on DNSPs” major (over $5 million) planned network augmentations,
including how alternatives were considered, via the Regulatory Investment Test for Distribution
(RIT-D). A separate rule change is considering expanding this to network replacements; and

12

For example, SA Power Networks has both paid to procure generation capacity from third parties for network needs in Bordertown and
Cowell, and invested directly in owning generators to back up larger regions like Kangaroo Island.
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— additional incentives are being designed to augment the opportunities for DNSPs to pursue
inputs that that are alternatives to augmenting the capacity of networks or replacing assets
with like—for—like, via the AER’s demand management incentive scheme and allowance.™

e By incentivising efficiency rather than prescribing input choices, the regulatory framework avoids
attempting to ‘pick winners’, a guiding principle of regulation and public policy. Inputs can be
configured in any number of ways and there is no standard evidence on which will be most
efficient. Picking winners risks passing onto customers the costs of what might be inefficient
outsourcing. For example:

— In some cases it might be efficient for a DNSP to install and fully own DER as an input to
network services.” Currently, there are risks from fully procuring (rather than owning or co—
owning and having some control) DER such as the risk of service non—performance or other
corporate stability issues. DNSPs bear the risk of unreliability through the Service Target
Performance Incentive Scheme (STPIS). While contracts with DER providers could mitigate
risks, not all providers may be willing or able to take on this risk.> The AER noted this point in
its demand management consultation paper, noting that markets for third parties to self—
insure against DER non—performance might be immature or not exist, or the costs of self—
insuring could outweigh the benefits of the DER device these parties offer to DNSPs.® Further,
the transaction costs of designing and monitoring detailed contracts with many small individual
providers could be significant, ultimately being borne by customers.'’

— In some other cases, it might be efficient for a DNSP to contract with an external party to use
their DER capacity for network support. There might also be strong reasons to co—fund the cost
of the DER device with another party, with the other (non DNSP) party using the device to
deliver market services to customers (e.g. selling into wholesale markets). The possibility of co—
funding arrangements are also consistent with what the AEMC envisaged in other reforms such
as those on advanced metering.'® Over time this could be further promoted by:

> aggregators or retailers with sufficient mass and concentration of DER loads (in areas where
network constraints could arise) emerging; and

> parties able to provide network support in some, particularly remote, regions emerging.

The AEMC asks if there are effective incentives and requirements to promote efficient DNSP decision
making. As outlined, we believe there are. There is however a need for greater regulatory certainty
on DER’s treatment. It is unclear if the AEMC’s view (which we support) on the services versus inputs
distinction is held by the AER. We request the AEMC to comment on the AER’s apparent
interpretation of DER being a service rather than an input (discussed later in this submission).

13 AER, Demand management incentive scheme and innovation allowance mechanism — Consultation paper, January 2017.

14 It might also be that a DNSP owned DER device could be used entirely for network support, including devices that could be
made mobile and used in different parts of the network as required.

15 As an example, CitiPower and Powercor have for several large projects, including network constraints facing Truganina,
Geelong East and Melton/Bacchus Marsh, consulted with third parties from a registry for possible solutions. However, in all
cases, these parties were either unable to provide sufficient support to address the constraint, their business models did not fit
the requirements of the solutions, or they did not present the highest net economic benefit compared to the proposed
network option. STPIS risks are relevant as the reliability of non—network solutions can typically be lower than network
alternatives (e.g. the risk of an embedded generator failing when called upon is greater than the risk of a transformer failing).

16 AER, Consultation paper —demand management incentive scheme and innovation allowance mechanism, January 2017. P.29.

17" The significance of these so—called, ‘transaction costs’ should not be discounted, with studies in other industries showing these
to be material components of business costs. For example, see Furubotn & Richter, Institutions and economic theory —
Contribution of the new institutional economics, 2000, p.51.

18 The AEMC's final determination on the metering competition rule changes specifically intended to allow regulated DNSPs to
have the option of recovering some regulated funds for co—investing with retailers / metering coordinators for advanced
meters to be installed in network areas where these could be used to assist with network issues. AEMC, Rule determination —
Expanding competition in metering and related services Rule 2015, November 2015, p.82.
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Inputs with multiple value stream potential

The proposed rule changes also reflect a presumption that if technologies such as DER can derive
multiple value streams across regulated and unregulated uses, then allowing DNSPs to invest in DER
will negate these value streams from emerging. This also misunderstands the regulatory framework:

e As noted, having technologies (assets) with multiple value stream potential is not unique to DER.

e Where technologies (assets) such as DER are to be shared across DNSPs and other parties, and
across regulated and unregulated uses, the framework already ensures that costs to regulated
customers do not cover unregulated activities. For example:

— Where a DNSP determines upfront that a device (e.g. a battery) will be used for both network
support and selling into wholesale markets (by parties other than the DNSP as required by
ring—fencing)—cost allocation provisions ensure that only a percentage of the battery’s cost,
reflecting its expected network support use will be added to regulated services and assessed
(via AER regulatory determinations or the RIT-D).

— Where a DNSP determines upfront that a device such as a battery will be solely used for
network support—cost allocation provisions allow the whole cost of the device to be added to
regulated services for AER assessment. Here we consider as unfounded the AEC’s claim that
DNSPs could be motivated to secure regulated funds for a device claimed to be solely for
network support to then somehow generate benefits for affiliates:

> there would be a higher cost forming the basis of the AER or RIT-D comparisons against
alternatives (i.e. procuring from a third party). These higher costs could render a DNSP DER
option comparatively inefficient; and

> in deciding to share the battery’s use with an affiliate, the affiliate would need to be
engaged on non—discriminatory terms according to the AER’s ring—fencing guideline. It
would be open to other parties to offer competitive terms to share the battery’s use.

— Where a DNSP determines retrospectively that a device (e.g. a battery) can be used not only
for network support but also for unregulated purposes (by parties other than the DNSP)**—the
DNSP would be guided by the current Shared Asset Guideline (SAG). The SAG applies a
mechanistic approach to determining shared benefits.?° Any concerns with asset sharing should
be dealt with directly through the SAG, rather than undermining the regulatory framework’s
intent by limiting DNSP discretion on their choice of inputs to network services.

3. Service classification iderations

(@)

on:

vl

The AEMC’s consultation paper queries if changes are required to the NEL and NER provisions guiding
the steps of the service classification process. In our view:

e An overall objective for service classification is not required to ensure that only services with
natural monopoly characteristics are economically regulated. As discussed above, the regulatory
framework already requires market based assessments to be undertaken of services, being
network services, generation services or energy selling services. This already ensures that only
monopoly services will be regulated. We strongly agree with the AEMC that unless activities are
delivered to electricity customers then they are not services to be classified.

19 SA Power Networks currently owns a number of generators on Kangaroo Island that were approved for network support
purposes but which currently are not being used for unregulated purposes.

20 |f the unregulated revenue from the shared asset is expected to be more than one percent of the DNSP’s annual regulated
revenue then a standard deduction to regulated revenue of ten percent is undertaken. If the expected unregulated revenue is
below the threshold, then no change is required to regulated revenues.
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e The term ‘distribution services’ is clear when combined with other NEL and NER definitions—
services are activities delivered to customers; if a DNSP draws on its own or another party’s DER
for network support this is an input to network services not a service in itself. The AEMC’s
consultation paper states a view consistent with ours. However, in a recent paper on demand
management, the AER appears to state a contradictory view.” The AER suggests that if a DNSP
uses DER, it is providing a non—network service and therefore a service that DNSPs are disallowed
from providing under ring—fencing. We seek the AEMC to further comment on this interpretation.

e The principal uncertainty at this stage is whether efficient off-grid or micro—grid alternatives to
replacing parts of the network, particularly in remote rural regions would fit the definition of
‘distribution services’.?? We note that this is the substance of the rule change proposed by
Western Power, which the AEMC intends to separately consider.

e The steps in further classifying network or distribution services do not and should not be guided
by any further NER amendments, including a new objective.” The current provisions are
sufficiently flexible to identify any distribution services that despite more correctly being
described as inputs, warrant separate classification because they are delivered to retail customers.
Many of these services have been classified as alternative control or negotiated services for
reasons that are unrelated to considerations of barriers to entry etc, including:

— services specific to individual customers and difficult to specify an upfront price for; and

— services that customers request above a general standard, and by being specific to individuals
can have their associated costs reflected to these customers to avoid cross—subsidisation.

4. Service classification process

The COAG Energy Council rule change proposes to require the AER to prepare a service classification
guideline. In principle we are not opposed to a national guideline. However, given that this guideline
would not negate the need for a Framework and Approach stage, any further regulatory
documentation process by way of a guideline would need to deliver material benefits. At this stage of
the rule change process, we are uncertain where a guideline could feasibly provide more clarity:

e Given the distinction between inputs and services discussed, a guideline would not be needed.

e Key matters for service classification will be jurisdictional legacy issues (differing treatment of
public lighting due to local issues etc.), and customer—specific services that to date have been split
off from inputs such as connections. These will probably still require local and jurisdiction by
jurisdiction considerations. An area that could benefit from nationally consistent guidance, is the
treatment of services that are required of DNSPs or can only be undertaken by DNSPs but which
are currently classified as negotiated or unclassified services.?*

The COAG Energy Council proposal also seeks to allow the AER to re—open service classifications
during the five—year regulatory control period. The proposal is unclear on implementation—would
DNSPs be prevented from performing additional services where these are reclassified mid—period, or
cease providing existing services after the reclassification and cease recovering sunk capital costs. Re—

21 AER, Consultation paper—Demand management incentive scheme and innovation allowance mechanism, January 2017, pp.21-22.

22 Another issue with the term ‘distribution services’ concerns situations where there are services delivered to retail customers by
parties other than distributors. For example, the AER has in some jurisdictions classified type 1-4 metering as unclassified
distribution services. These services could be provided by parties that are not distributors such as retailers. However, only
DNSPs are licensed to provide distribution services. While worth clarifying, the significance of this issue is not yet apparent.

23 That is, the steps in classifying distribution services as: direct control services (standard or alternative); negotiated services or
to not classify.

24 This has significant implications given that DNSPs are, under the ring—fencing guideline, required to have separate offices and
staff for direct control services versus other distribution services (e.g. negotiated and unclassified distribution services).
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opening service classifications mid—period would present significant administrative problems and
fundamentally undermine the regulatory framework:

e The basis of the compact inherent in the regulatory framework is that DNSPs are afforded a
regulated cost of capital allowance (the Weighted Average Cost of Capital, WACC), commensurate
with their risk level. This risk level recognises the stability afforded to DNSPs knowing they can
make investments for the service range they are allowed for a five—year period as reflected in
service classifications. The effect of re-—opening classifications mid—period would need to be
considered in reviews of the WACC. This change would alter DNSP risk profiles by:

— undermining contracts for services and stock which DNSPs sign on the basis of being assured
market participation for five years; and

— bringing financial uncertainty to DNSPs’ investors by adding complexity into financial guidance
and dividend performance.

e Asthe AEMC outlines, there would be practical problems—adjusting the Regulated Asset Base,
capital and operating expenditure targets, and designing and applying new control mechanisms.

e More practically, we do not observe that there are rapid moving evolutions requiring more
frequent service classifications:

— as the incentive based regulatory framewaork has avoided prescribing how DNSPs choose their
inputs to network services, service classification has not had to account for changes in specific
technologies or how micro—level activities are undertaken; and

— maintaining the distinction between services and inputs, the circumstances of other services
are slow moving and predictable ahead of a five—year period via the regulatory determination.
For example, changes in market conditions for public lighting and connections are foreseeable
and should not need frequent amendment after the next determination round. With or
without changes in NER provisions requiring the AER to consider earlier positions of other
regulators, we expect for most of these services, market conditions are known and can be
considered.

5. Annual planning requirements

The AEC rule change proposal argues that the current planning frameworks including the RIT-D
process and annual planning reporting requirements are inadequate to support third party
involvement, and proposes a truncated RIT-D for projects over $50,000.

DNSPs already seek to use DER where it can lower network costs—consulting with non—network
providers from registries for possible solutions. Should other DER providers approach us, we would
similarly consult, making them aware of augmentations that could be deferred through their services.
For example, CitiPower and Powercor have already consulted with external DER service providers in
respect of potential network constraints in the regions of Truganina, Geelong East and Melton /
Bacchus Marsh, but in all cases, these providers did not present options that were most efficient.

A truncated RIT-D will result in worse customer outcomes by:

e Duplicating the engagement DNSPs already undertake, increasing the associated administrative
burden. DNSPs approach non—network providers where there is a chance DER could defer
augmentation. DNSPs are also working collaboratively with academic institutions to improve third
party information access, of their own accord.? An untargeted RIT-D could result in all
augmentations needing to be published even where a non-network solution will clearly not work.

25 We support exploring ways to overcome legitimate information barriers to third parties knowing where to efficiently connect DER
devices, and being able to propose efficient inputs to network services. We recognise that doing so will provide reasons for customers
to remain connected and use the network as a platform for connecting devices for a range of purposes including wholesale market
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e Individuals seeking connection (requiring augmentation) would be delayed while DNSPs wait for
potential DER proponents to offer solutions. Customers seeking connection typically want them to
occur as quickly as possible, for example, while customers can already request DNSPs to run
tenders for their connection extension work, they rarely choose to do so.

e Should a myriad of individuals (for example residential consumers with solar PV) approach DNSPs
with DER solutions, it is not clear whether DNSPs would be expected to coordinate and aggregate
the providers to assess DER feasibility. If so, this would impose a significant administrative burden
requiring entering into and enforcing hundreds (or thousands) of contracts for each job.

CitiPower and Powercor have identified that in 2016 there were around 250 augmentation needs
that could conceivably be deferred by DER, but based on our knowledge of the network, current DER
costs and DER reliability limitations, would be unlikely to be viable (with the exception of when we
approached DER providers). Managing a truncated RIT-D process for 250 augmentations would have
required additional employee resources, delayed customer connections and not lead to more DER. In
our view, the proposal would only be seeking to add yet another prescriptive regulatory process to
formalise something that DNSPs are already incentivised and required to undertake, and do
undertake in practice.

arbitrage. Our view is that collaborative efforts (of the sort currently being employed by DNSPs of their own accord) are preferable in
customising information to third party needs, and are more dynamic than having regulation prescribing information requirements
which could become outdated.
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