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30 September 2019 

 

Lodged online 

 

 

 

Dear Dr Schott, 

 

Ausgrid is pleased to provide this submission to Energy Security Board (ESB) Post 2025 Market 

Design Issues Paper (Issues Paper).  

The ESB’s issues paper is timely given the significant changes taking place across the energy 

market. We are moving from a system dominated by one-way flows of energy from large-scale power 

generators towards a more distributed energy market, where small-scale generation forms an 

important part of the energy mix and consumers of energy have greater power and control to reduce 

costs across the energy and supply chain. We are also moving to a more decarbonised energy 

market through the development of large and small-scale renewable energy generation. 

The ESB’s post-2025 review will play a key role in ensuring that distributed energy resources (DER) 

are efficiently integrated into the electricity grid. This can only happen where the benefits that DER 

can provide, such as supporting the grid at times of peak demand and not producing at times where 

there is excess supply, are properly priced within the energy market. For this reason, we believe that 

pricing reform is critical to the efficient development of DER within the energy market. Better signalling 

the costs of demand and the benefits of demand management cannot be overstated. 

The ESB’s post-2025 review will provide important signals to the market about how the government’s 

key policy advisers believe the energy market will change in the future and as a result, which products 

and services will be valued in the energy market of future. This will support investment in those new 

products and services by reducing the investment risks associated with policy uncertainty. 

Ausgrid is committed to supporting the efficient evolution of the energy market in a way that reduces 

costs across the energy supply chain at the same time as providing customers more choice and 

control. Over the past five years Ausgrid has worked hard to deliver more cost-effective network 

services and greater value for our customers. As of 1 July 2019, network charges for our average 

residential customer were $213 (or 28 percent) lower than in 2014. We are focussed on reducing our 

costs by working smarter and we are excited about the role that Ausgrid and other distribution 

networks can play in the energy market of the future. 

Should the ESB have any questions in relation to this submission, please contact John Skinner, 

Regulatory Policy Manager on 02 9269 4357 or john.skinner@ausgrid.com.au. 

 

 

Yours sincerely 

 

 

Iftekhar Omar 
Head of Regulation 
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Overview 

The COAG Energy Council has requested the Energy Security Board (ESB) to advise on a long-term, 

fit-for-purpose market framework. This framework should support reliability and meet the needs of 

future diverse sources of non-dispatchable generation and flexible resources. These resources will 

include demand side response, storage and distributed energy resource (DER) participation. 

Ausgrid supports the approach the ESB has set out in Post 2025 Market Design Review (the 2025 

Review) Issues Paper. The future electricity system will be made up of a more diverse range of power 

sources, both large and small scale, and it is appropriate to undertake a comprehensive assessment 

of market design. The National Electricity Market (NEM) is currently in a transition, arguably the most 

significant transition to occur in the past century. Within this context, the rationale for any changes to 

the electricity market design needs to be well considered and tested to provide confidence to 

stakeholders and reduce perceived investment risks. This in turn helps promote necessary investment 

at lowest cost, ultimately to the long-term benefit of customers. 

We encourage the ESB to focus on customer outcomes and assess potential reforms against their 

impacts on customers, particularly regarding price. Analysis should be conducted across different 

categories of customers and over different time periods to identify equity and distributional 

considerations.  

We also encourage the ESB to consider circumstances where the market may need more flexibility to 

evolve. For example, it is uncertain to what extent investment in large-scale renewable generation 

should be preferred to flexible and controllable DER. However, efficient price signals should help drive 

the right level of investment in the right areas. 

This Overview section sets out some issues that were not captured in the Issues Paper or which 

would benefit from greater focus, but which we consider crucial for the 2025 Review to deliver on its 

objectives. Our responses to the individual questions raised in the Issues Paper are set out in 

subsequent sections.  

Efficiently remunerating valuable services including at the distribution level 

There is growing recognition that the current NEM design fails to properly recognise and remunerate 

all the characteristics and services provided by different types of generation. Services such as 

frequency control, inertia, ramp rates, reliable dispatch capacity and the additional security they 

provide may not be correctly valued and rewarded.   

This means that businesses and investors will not have confidence that all the value-streams provided 

by their assets are being adequately compensated under current arrangements. This problem, which 
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is often referred to either missing money or missing markets, detracts from market efficiency and 

distorts investment signals.   

On this issue, there are two broad efficiency principles that the 2025 Review should consider and 

advise on: 

1. Ensuring that participants providing these services receive appropriate remuneration; and 

2. Allocating the costs of those services to the parties which benefit from them. 

Discussion on the problem of efficiently remunerating all services provided to customers to date has 

focused on the wholesale sector. However, this problem also exists at the distribution level where 

networks are increasingly providing services which may not be adequately valued, priced and 

remunerated under current arrangements. The following are examples of where problems exist at the 

distribution level: 

• The value of network capacity to facilitate DER exports. Currently there is no price to reflect 

the value of networks providing capacity for DER exports into the grid; 

• The value of ancillary services to help manage frequency and voltage support in the presence 

of distributed two-way flows. For example, there is no clear price signal for batteries or 

inverters to target frequency and voltage control in the presence of two-way energy flows; and 

• Facilitation of peer-to-peer trading of electricity from DER. Currently there is no market to 

facilitate peer-to-peer trading of electricity from DER. If the benefits of sharing DER were 

better reflected this could unlock customer benefits as demonstrated by Uber and Airbnb in 

the transport and short-term accommodation markets. 

The services listed above will become more important as the penetration of DER increases. 

Addressing the issue of inadequate remuneration for valuable services needs to be resolved along all 

parts of the electricity supply chain. Addressing this issue at the distribution level will help to achieve 

the COAG Strategic Energy Plan. 

The ESB introduce a more comprehensive framework which both adequately rewards all 

services valued by customers and allocates costs based on a cost causation basis in order to 

support efficient deployment and utilisation of assets across the supply chain. Support 

efficiency/cost-reflectivity where possible. 

The importance of network pricing reform  

To date, network pricing reform has been difficult because of the negative impacts that changes in 

tariff structures can have on individual customers. Better signalling the costs of network usage at peak 

times is critical to the efficient evolution of the energy market. Ausgrid and our Pricing Working Group 
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have co-created demand tariffs that aim to signal the cost of energy use at peak times, and which 

were incorporated into Ausgrid’s approved 2019-24 Tariff Structure Statement (TSS).  

In the past cost reflective pricing has also been constrained by the lack of metering infrastructure that 

can measure time of use/peak demand use. The rapid increase in advanced metering infrastructure is 

helping to enable more cost reflective network pricing going forward, so this barrier to cost reflective 

network pricing is reducing. 

The significant investments in DER that are being made at present need to be informed by efficient 

price signals. With the right price signals, DER investments can be made in the manner that best 

reduces costs across the electricity supply chain. For example, a small-scale solar PV installation 

combined with a battery system that can export energy into the grid in the evening peak when 

households use most of their energy would provide more value to the energy market than a system 

that exports energy into the grid during the day when energy use is not at its peak. 

Signalling the cost of energy usage at peak times also provides the opportunity for growth in the 

demand management market. In the commercial and industrial market, energy users are already 

active in managing their demand and can enter contracts with retailers that exchange demand 

response at peak times for lower overall energy prices. Signalling the cost of peak energy usage to 

residential and small business customers would help promote demand management solutions on a 

broader scale.  

Importantly, for price signals to be effective, residential and small business customers do not need to 

precisely manage their energy usage. Third parties can provide demand management solutions to 

customers to reduce the costs they would otherwise be subject to. For example, Ausgrid is trialling a 

project that aims to leverage the production of electricity from DER within a community, store it in a 

community battery and then release that stored energy into the community when it is required and 

can offset high wholesale energy costs. For demand management businesses to flourish, they need 

to be rewarded for the value they provide in offsetting costs across the electricity supply chain. 

Value of demand flexibility  

As technology evolves and greater numbers of customers install DER at their premises, customers 

will increasingly expect networks to facilitate services that allow them to maximise the value of their 

energy investments. The ability of customers to sell electricity back into the grid, trade electricity within 

the community and provide network support services depends crucially on the grid evolving to support 

connection of DER, two-way energy flows and the management of DER. Networks’ decisions about 

how they invest in and operate their network will influence both the ability of customers to take 

advantage of these services and for the wider market benefits of DER to be realised. 
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Core to the effective integration of DER is a credible and consistent approach to valuing the impacts 

of DER across the electricity supply chain. Though the increasing need for flexibility has been 

recognised among policy makers and the market, the value of flexibility has not been quantified or 

identified in the market arrangements. 

In this regard, accelerating network pricing reform would bolster incentives for existing and future 

DER to become more flexible to respond to costly network or large-scale generation constraints. If the 

cost of energy use during peak times is more clearly signalled to the market, the value of flexibility in 

the deployment of DER (e.g. being able to store solar power during the day and deploy it in the 

evening) would be recognised and targeted by market participants. 

The rules for identifying what qualifies as DER, accessing varied DER services within the value chain, 

who qualifies for payments, and how the reward is valued varies greatly across the different 

mechanisms. There is no common description of what DER covers or how to measure the benefits 

from DER. Further, there is limited alignment between the impact on the system of increased DER 

and how DER is valued and rewarded. 

As discussed above, we consider that pricing reform to better signal the costs of high demand at peak 

times across the supply chain will help in this regard. However, greater clarity in the definition of the 

value of demand flexibility will help guide efficient customer behaviour and investment incentives.  

The value of demand flexibility needs to be better recognised and rewarded under any future 

market design.  

Role of distribution networks in the National Electricity Market  

With growing amounts of DER connecting to our distribution network, the role of the local distributor in 

providing a safe, secure and reliable energy supply will become increasingly important. Distributors 

will play an important and expanding role for customers in the future, including: 

1. connecting renewable energy and DER; 

2. monitoring and forecasting the state of the network and proactively solving network 

constraints;   

3. innovating and trialling new technologies and services; 

4. facilitating transactions between consumers; 

5. supporting competition amongst third party energy service providers; and 

6. managing network security in light of increasing challenges to grid stability. 

Many of these roles will be performed by the local distributor, acting in the role of Distribution System 

Operator (DSO). Policy discussions to date have been focussed on evaluating the challenges to the 
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NEM at the wholesale and transmission level. For example, the AEMO Integrated System Plan (ISP) 

and AEMC Coordination of Generation and Transmission Investment (COGATI) review deal with 

supporting large scale generation and transmission investment. We consider the ESB’s review 

provides an opportunity to highlight the current and future challenges that distribution networks face 

with the rapid increase in DER and EVs. Challenges which the distribution networks are actively 

considering and looking to solve to support the efficient evolution of the energy market, including 

decarbonisation of the economy at lowest cost. 

Distribution networks are not a passive section of the energy market and will need to play an 

important role in supporting efficient outcomes in the NEM. This will include, for example, the role of 

networks: 

1. as a source of flexible demand to manage wholesale price volatility. 

2. as a point of connection for new generation – as small-scale generation costs decrease, the 

economies of scale advantage of large-scale bulk supply generation will diminish, leading to 

more localised connections. 

3. in reducing the need for transmission capacity by supporting more distributed energy. 

4. potentially supporting the NEM as a whole, through prospective energy flows from the 

distribution network to the transmission network during periods of high solar PV penetration.   

The 2025 review is important because it will help ensure that policy does not focus only on some 

parts of the supply chain. For example, the 2025 review can reduce the risk of inefficient bias for 

connections to favour connecting to the transmission network rather than the distribution network. The 

2025 review can also reduce the risk of barriers preventing customers in the distribution network 

accessing wholesale and ancillary markets.  

The role of distribution networks will need to evolve to support efficient outcomes in the future 

energy market. The 2025 review provides an opportunity to better consider the role of 

distribution networks in the energy market of the future.  

Managing diversity at the customer level  

Understanding changing consumer preferences and behaviour will be important for any further market 

design. The 2025 Review will need to consider the increased diversity in network flows and customer 

services for the market. 

With the high uptake of solar PV customers are increasingly supplying their own electricity 

requirements. At the same time, the anticipated increase in storage and electric vehicles (EVs) will 

result in a greater volume of electricity being exported back into the grid. There will also be customers 
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that are not able to benefit from these options including apartment dwellers, low income customers 

and renters that will remain dependant on the grid, at least initially. 

The impact of DER and renewable generation on networks is likely to be varied and inconsistent 

across networks and geographical locations. As demonstrated by the uptake of solar PV, there is 

substantial variation in the penetration of solar PV across geographic areas, with some postcodes 

having over 50% penetration. This makes it harder to apply a common framework for distributors. 

Greater consideration of an individual distributors’ circumstances may be necessary under the 

economic regulatory framework administered by the Australian Energy Regulator (AER). 

There are certain areas that may be more (or less) amendable to the penetration of DER than others, 

creating different needs on different parts of the network. Further, third party providers of energy 

services, who are likely to drive much of the development of new services for customers, may be 

more likely to operate in some areas (e.g. more populated areas) than others.  

It is important, that the beneficiaries of more dynamic use of the electricity grid are those that are 

subject to the costs that facility (eg. grid exports, dynamic voltage and frequency control) are the 

parties that cover the costs of this increased flexibility. This will help ensure that there is a sufficient 

market for provision of a stable but more dynamic grid. 

Distribution businesses will need sufficient flexibility within the market arrangements to 

provide the services that are required in different parts of the network, consistent with 

customer expectations.  

Supporting innovation  

We support the ESB’s focus on supporting innovation to benefit customers. Increased penetration of 

DER and the development of new technologies are providing opportunities for distributors to introduce 

new ways of maintaining, operating and investing in their networks. There are two broad ways in 

which the network can deliver innovation for customers: 

1. By investing in, and utilising, new technologies to help support network services, such as grid 

scale battery storage; and 

2. Partnering with customers and/or third parties to utilise DER, provide demand response to 

manage network peaks and potentially provide frequency control ancillary services. 

It is important that networks continue to have the ability to pursue the options listed above and to 

identify the efficient solution for customers. Ausgrid agrees with the ESB statement that all service 

procurement models should be on the table for evaluation.   

We believe it would be valuable for the 2025 Review support innovation by distribution. There are 

several benefits to customers from innovation by distributors including:  



Ausgrid submission: ESB Post 2025 Market Design Issues Paper 

 

 

 

 

8 

• lower transaction costs;  

• better use of information to identify and capture the DER value; and  

• the ability to trial and test new technologies with lower risks.  

The concept of a community battery (see box 1) is a prime example of how the distributor could play a 

role in overcoming barriers to DER and coordinating the capture of multiple revenue streams from 

DER.   
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Box 1:  Description of Community Battery Project  

Currently, consumers who own rooftop solar PV systems can either continue paying their 

electricity bill as usual or invest in an energy storage system to better optimise the value of their 

energy production by aligning it with their energy consumption. 

A community battery provides a more efficient option for consumers. Instead of investing and 

installing a battery at home, they can access capacity at lower cost in a local battery system 

installed nearby.  A community battery therefore offers equitable access to an energy storage 

system for community members with excess electricity generation, with less risks and costs.   

Ausgrid views its community battery project as an innovative approach to using battery storage 

technology to maximise value for customers. We are exploring with our Network Innovation 

Advisory Committee the possibility of conducting a pilot scheme in 2020.   

 

A battery provides multiple services to multiple parties with compensation received through 

different revenue streams. However, split incentives and transactions costs can prevent the 

residential customers from capturing all the revenue streams and realising the full economic 

value of the battery. Further, all the benefits of demand response are difficult to capture at the 

household level due to sub-optimal location, timing, operating interface issues. A community 

battery placed in the distribution network can overcome these issues and has the combined 

advantage of capturing economies of scale whilst providing maximum value along the energy 

value chain.  

A Community Battery can also capture diversity across multiple customers by reducing the total 

costs of battery storage compared to residential installation and can maximise benefits from 

storage while ensuring network stability is maintained. It is crucial that the regulatory framework 

supports such projects where it is efficient to do so and in the long-term interests of customers. 

However, there are a number of challenges within the current regulatory and market settlement 

arrangements for such projects to proceed. Ausgrid would welcome the opportunity to engage 

with the ESB further on these matters.   
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We believe that the current framework for regulating revenue may not be effective in driving the scale 

of innovation required in the future. While innovation is occurring, it is not occurring on the scale or 

with the speed required to keep pace with technology changes and customer preferences. In 

Australia, innovation is also not on par with international jurisdictions where innovation funding is a lot 

higher (see figure 1). 

Figure 1: Total public energy research, development and demonstration (RD&D) budgets per 

‘000 units of GDP for 2017 

 

Source: IEA, Energy Technology RD&D Tracking trends in spending on research, development and demonstration, 2019 
(https://www.iea.org/statistics/rdd/) 

There are several areas where the current innovation arrangements for networks could be improved: 

1. Incentives for innovation should be straight forward – if the risks or costs of participating in a 

scheme outweigh the incentives, then networks are unlikely to adopt them. Further, if 

participating in the scheme is too complex, it will be difficult to for networks to understand, and 

therefore assess, the trade-offs between the various incentives. 

2. Incentive frameworks should be designed from a commercial perspective, not just based on 

economic principles – incentives that work best are those that are designed to recognise the 

commercial realities of how distributors operate. Without an understanding of commercial 

drivers and how networks make profits and fund investments, incentive schemes are at risk of 

being ineffective or open to gaming. 
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The key test for the current regulatory framework is whether it facilitates moving effectively from the 

current trials and pilots stage to wide-spread deployment of new technologies. Making the transition 

from trial and pilot schemes to mass integration will require acceptance and sharing of risks between 

customers and network businesses. How those risks are identified and valued is key. Looking for only 

guaranteed outcomes from network investment decisions is unlikely to be effective under changing 

conditions and could discourage innovation. 

Changes to the regulatory arrangements are needed to better support innovation for the 

benefit of customers. 
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Response to Chapter 3: Analytic Approach 

Ausgrid supports the approach proposed in the Issues Paper, particularly the commitment by the ESB 

to continue to consult widely and often with stakeholders throughout the 2025 Review. The issues 

being explored by the 2025 Review are complex, with the potential options having far-reaching 

consequences for market participants and customers. Canvassing alternative market designs and 

detailed analysis with stakeholders will be important to provide confidence in any proposed changes.   

In this section, we set our responses to the three consultative questions raised on the proposed 

analytic approach. In summary, our main comments are: 

1. The impacts on customers, both in the short term and long term must be the focus of any 

assessment. Lowering costs to customers is crucial as doing so will positively impact 

customer perceptions of the energy industry, trust and engagement with the sector as a 

whole. 

2. There is likely to be a high level of diversity in the impacts of decentralized energy resources 

on the distribution networks in terms of geographical location, differences between customers 

within the same geographic location and in time-frames, which is unlikely to be recognised in 

any general market modelling. 

3. There are limitations to market modelling, and we would caution against relying too much on 

such modelling to assess the options and prefer fostering trials from which insights can be 

gleaned. 

4. Any reform options must be assessed against their impacts to customers and expected 

changes in prices. Analysis must be conducted across different categories of customers and 

in different time periods to identify and inform important equity and distributional 

considerations. 

Overall, there are a number of aspects of the proposed assessment framework which could benefit 

from further explanation. This would help stakeholders understand how the ESB will identify and 

evaluate the appropriate design options including assessing the evidence.  

We note that the ESB has committed to consulting on two potential options for post-2025 market 

design in three months’ time. It is not clear in the Issues Paper what steps the ESB undertake to 

progress from this Paper to options specification. Furthermore, the Issues Paper does not clearly set 

out how the two potential options will be informed by other reviews considering similar issues, such as 

the AEMC’s COGATI and Electricity Networks Economic Regulatory Framework (ENERF) reviews. 

The ESB has clearly been given a very difficult task and we would support an approach that allows 

greater flexibility over the timeframe for developing potential options for market design.  
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Question 1: What scenarios and shocks should be used? How should these be used to 
test market design? 

From a distribution network perspective, there are three aspects which would be useful to consider 

when developing scenarios to evaluate the market design options:   

1. The impacts of DER and Electric Vehicles (EVs) will vary significantly within a distribution 

network both in terms of location and time. As demonstrated by the uptake of solar PV there 

is substantial variation in the penetration of solar PV across areas, some postcodes have over 

50% penetration while others have substantially less. This makes it hard to apply a common 

modelling approach for evaluating the challenges to distribution networks with the integration 

of DER and EVs.  

Ausgrid suggests that the ESB should work with DNSPs to model localised impacts of 

DER to develop a better understanding of the diversity and resulting challenges in 

managing the increase in DER. 

2. Customers are changing their energy consumption behavior and seeking different services. 

Increased availability of DER technology and an increased number of smart appliances will 

enable more choice allowing customers to have more control over their energy costs. Some 

sections of the community may not have immediate access to these choices (e.g. vulnerable 

customers, renters).  

It is important that any market modelling includes appropriate scenarios to recognise 

the diversity and shifts in consumption patterns, plus how impacts will differ across 

various classes of customers.   

3. EV penetration will be very difficult to predict, and it may not be linear and gradual as 

assumed in current models. Rather, it is likely to follow an s-curve of consumer adoption, 

where at some point buying a traditional car no longer makes sense. At this point, EV 

adoption is anticipated to rapidly increase until the market is close to saturated. 

A fast up-take scenario of EVs should be included in the ESB’s analysis and modelling. 

These three aspects could be used to further adapt the AEMO ISP Scenarios to support the 2025 

Review.  

DER and EV uptake will have a profound impact on distribution networks, with charging behaviour 

influencing the scale of demand requirements. However, as distribution capabilities and assets vary 

geographically, it is important to note the localised impacts of EV charging, where size, timing, and 

particular location of isolated loads can have significant effects on network reliability as a whole, but 

the impacts could vary significantly by location and time. 
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Question 2:  How can market and economic modelling best be used to evaluate individual 
components of market design or the end-to-end market design? 

While market and economic modelling provides useful insights in the market design options, Ausgrid 

would like to highlight the risks of any over reliance on modelling results to evaluate options. Often, 

wholesale market modelling fails to identify and factor in all consequences of policy reform, the results 

of market modelling are very dependent on the assumptions employed. 

Any use of market modelling for the 2025 Review needs to comprehensively identify and 

evaluate impacts across all customers.  

Successful market design requires thoughtful consideration of all second and third order 

consequences, from the wholesale market to the contract market, networks, and retail customers. For 

instance, a change to the framework might solve an issue in the wholesale market but could result in 

reduced retail market competition and higher overall costs for consumers. Therefore, any market 

modelling should focus on measuring impacts on customer prices across different groups. 

Furthermore, average price modelling is often misleading as it ignores important distributional and 

equity impacts. Modelling should therefore recognise all costs components and inter-dependencies 

between those components and primary and secondary changes under any market design option. 

Further stakeholder consultation on the market modelling approach in particular would help refine the 

proposed approach.   

Question 3: Is the assessment framework appropriate to evaluate the effectiveness of 
future market designs? What else should be considered for inclusion in the assessment 
framework? 

There are a number of aspects of the proposed assessment framework which could benefit from 

further explanation. 

For example, while the Issues Paper presents the challenges to the existing NEM market design it 

does not comment on the materiality of those issues and how the ESB will evaluate whether change 

is justified. 

Prior to considering potential solutions and applying an assessment framework, it is critical to 

understand the problem to be solved and whether it is likely to persist. Not undertaking this 

step risks solving the wrong problem or a non-existent problem, resulting in extra costs for 

customers. 

Best-practice market design starts with an overarching objective and an assessment criterion to meet 

the objective. In the Issues Paper, the ESB has presented a comprehensive list of proposed criteria. 

However, more explanation is needed on how the ESB will apply this set of criteria to the identified 

challenges with the current market design (i.e. how does the ESB define what would represent 
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efficiency in DER procurement) and how the criteria support the over-arching objective for the 2025 

Review.  

There will always be challenges and trade-offs when applying criteria to a market design process. 

Where one or more of the assessment criteria cannot be met, trade-offs should be explicitly consulted 

on and made with a comprehensive understanding of the costs and benefits.   

Transparency in the options assessment will be important for the effectiveness of this Review. 

The assessment framework could be further improved by recognising some of the challenges and 

limitations in evaluating market design options. For example: 

1. Some market design options being considered are very complex and rely on administratively 

set parameters. The effectiveness of these options can be highly sensitive to these 

parameters and missteps in the design can distort incentives and investment. For example, 

one critical concern is that regulators have an inherent conservative bias to procure more 

capacity than necessary and this impact is often absent in any market modelling.   

2. Any detailed evaluation will be incomplete without an assessment of the behaviour of market 

bodies responsible for making decisions under the design option. Market bodies may not 

make the most efficient decision in all situations. By necessity, market bodies’ mandates often 

focus on one part of the market, but what makes sense for one part of the market will not 

always lead to the most efficient outcome for the whole market. 

3. There are challenges when applying a set of design principles to ‘real world’ markets, 

particularly when an outcome may be considered economically efficient, but also results in 

wealth transfers and creates a large gap between ‘winners’ and ‘losers’ of a design change.  

There may be appropriate commercial and financing reasons why market participants will not 

actually behave in the assumed manner.   

4. Complexity will be a challenge. A market can be theoretically designed to deliver economically 

efficient outcomes and meet the principles. But it may become so complex that market 

participants do not support the design change or, if the design is implemented, participants do 

not understand the risks and opportunities, and the reform fails to meet its objectives.  

Throughout the Review it is important that comprehensive stakeholder consultation is 

undertaken, including with customers. It is important that customers understand the 

objectives and risks of any proposed changes to market design. 

No organisation has all the information required to make good decisions. Public consultation 

processes facilitate information exchange between the decision-maker and industry, as well as 

between industry participants themselves.   
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Response to Chapter 4: Australian Energy Transition and implications for 

market design 

Chapter 4 of the Issues Paper provides a good summary of the five areas identified as being critical to 

the future market design of the NEM.   

Our main observation on this section is that there will be important underlying conditions common 

across all these five areas, which must be satisfied for customers benefits to be maximised and costs 

of supply minimised. In Ausgrid’s opinion, such enabling conditions include the following: 

a) Better recognition of the value of all the services provided by participants (market and 

regulated) and the role that each party plays in contributing to market efficiency.  

b) Where reasonable, allocation of costs based on a beneficiary pays principle consistently 

across the electricity supply chain. 

c) Effective and reliable arrangements for sharing of data for network operation and integration 

of DER, variable generation and EVs into the power system.  

d) A credible and robust framework for supporting commercial investment decisions in long term 

assets based on forecasts and anticipated outcomes. How forecasting risk is managed and 

shared across the supply chain will drive efficiency under the expected market transformation.   

Achieving these conditions should be explored further by the ESB during this Review. This section 

summarises our response to the three consultative questions raised in Chapter 4 of the Issues Paper.   

Question 4: Have we identified all of the potential challenges and risks to the current 
market? If not, what would you add? 

The Issues Paper identifies most of the challenges and risks to the NEM at a high level. In our 

opinion, there are three other challenges not explored in the Issues Paper. These are: 

1. the management of uncertainty and the implications for long-term investments; 

2. the risk of not having reliable and quick access to data; and 

3. the challenge of allocating costs based on a beneficiary pays principle. 

We expand on these points below. 

1. The management of uncertainty and the implications for long term investments  

With long term assets in the energy sector, it is inevitable that there will be some forecasting risks 

associated with making such investments. The extent of future change in the sector forecasts plus 

uncertain policy frameworks adds to this challenge. 

Network business will need to make substantial investments based on imperfect information about 

anticipated demand, connections and consumption patterns. It is important that the 2025 Review 
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evaluates the effectiveness of the current regulatory framework at supporting efficient investment 

under such circumstances. This issue has been raised with respect to the sizing of transmission lines 

for renewable generation zones but it also applicable to distribution networks with EV and DER 

penetration forecasts. 

To date, the AER has been constrained by the current arrangements to fully recognise the 

strategic and long-term value of network investment plus support the emergence of new 

service provision by distribution networks. 

In determining the revenues or prices that a network business can charge, the AER forecasts how 

much revenue a business needs to cover its efficient costs (including operating and maintenance 

expenditure, capital expenditure, asset depreciation costs and taxation liabilities) and provide a 

commercial return on capital. It is the AER’s role to protect customers from inefficient expenditure 

being passed on to customers through higher prices.  

This framework therefore sets the level of expenditure which networks are allowed to spend to 

increase capability and support the integration of DER & EVs. This is reviewed periodically, normally 

every five years under the current framework. The effectiveness of this framework will depend on 

sufficient expenditure being allowed to enable distributors to increase the level of capacity needed to 

serve the expanding EV fleet, DER as well as managing all the impacts of integration of EVs and DER 

within their network. However, a key problem is how the regulatory framework will manage 

uncertainty, especially in the early years of adoption of DER and EVs. 

Uncertainty on customer uptake will make it extremely hard for network businesses, and also for the 

regulator, to reliably predict the extent of the impacts on the grid from EV charging and DER exports.1  

The current regulatory framework is based on the principle that the regulator will only allow network 

expenditure when there is sufficient robust evidence that justifies customers paying. This could be 

difficult, especially in the initial period of uptake, to obtain the necessary evidence to satisfy this 

regulatory requirement.   

Therefore, a key risk is the pressure placed on the role of regulatory frameworks and the regulator to 

ensure that the outcomes best promote customer interests. There are two aspects for the ESB to 

consider in this matter: 

                                                 
1 Uncertainty in forecasting the number of EVs likely to connect during a regulatory period can also have implications for a 

distributor’s revenue. As total allowable revenue includes a forecast of investment necessary to connect an expected number of 

EVs, a larger than expected number of connections will negatively affect distributor revenues. However, the regulator may not 

want to expose customers to the risks of unnecessary expenditure if the EV impacts are over-estimated at the start of the five 

year regulatory period. In turn, the network business may not want to manage such a risk and would seek to defer connections 

until the next regulatory period.   
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a) Where it is appropriate for the regulator be put in the position of making an expenditure 

assessment of the grid impacts of DER and EVs; and  

b) The commercial and financing consideration of businesses in assessing whether to invest in 

such assets. 

Participants determine how they operate their assets, what they will invest in and when. They also 

determine when to temporarily or permanently retire existing assets. However, to date, regulated 

networks don’t have the same freedom to profile cost recovery as other sectors of the supply chain 

have. 

The effective resolution of the challenges raised by the Issues Paper will rely on private sector 

businesses making appropriate decisions to continue to invest in the sector.   

Investors are heavily exposed to the market’s swings and roundabouts, including those created 

through distortions such as subsidised competition and changes to government policy. Unfortunately, 

there is no sign of these distortions and uncertainties abating. Risk of future policy intervention is real 

and is being priced into decisions. Appreciating the investment process and level of due diligence 

employed by businesses will therefore be useful in evaluating the possible options.   

There could be a lack of alignment between regulator and customer on how best to resolve 

challenges.  

Ausgrid has conducted extensive customer engagement in recent years and is committed to 

strengthen the involvement of customers in our decision making. While the AER is also considering 

how best to incorporate customer views within the regulatory determination process, there is an 

increased risk that customer expectations are not met despite the regulator striving to act in 

customers’ best interests. We consider it essential that customers have a strong voice in decisions 

about long term investments, the costs of which they are subject to. 

2.  Importance of reliable and quick access to data  

Data visibility is equally as important for distribution networks as for transmission networks. Small-

scale solar PV penetration is expected to double over the next five years, supported by government 

initiatives. However, solar exports cause network voltages to rise and can lead to solar inverters 

tripping off and preventing generation for both in-home consumption and for exports. Analysis of data 

is needed to identify a fair and efficient way to balance this opportunity to enable greater use of small-

scale solar PV while also identifying where best to invest in network capacity and where to provide 

export capability. 
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Real time visibility on network conditions and customer flows will be crucial to the effective 

integration of DER and variable renewable energy into the power system.  Ensuring that 

networks can access such data will be essential for the effective integration of DER.   

Ausgrid can acquire the required data through installation of our own monitoring devices on the 

network and/or engaging with metering coordinators for access to smart meter data. There are 

challenges under either of these approaches, either with the regulator being conservative on 

assessing the need for monitoring devices or difficulties accessing the required data under the 

contestable metering arrangements.  

In principle, there should be a suite of network monitoring and control mechanisms at the disposal of 

networks to help support system security, reliability and efficient integration of DER. The 2025 Review 

should explore how to ensure the effective collection and sharing of data. A lack of reliable, real time 

data on DER and energy flows creates the risk of inefficient load shedding and limitations on DER 

participation in the market.   

3.  Allocation of costs based on causation 

Efficient market design for electricity services requires that the allocation of costs follows the 

causation of such costs as closely as possible. The alignment of cost allocation with the beneficiary 

promotes economically efficient decisions by promoting clear price signals that modify behaviour.   

In our view, cost allocation to the beneficiary requires market arrangements to draw a logical 

connection between the actions that incur costs to be incurred and the incentives provided by the 

allocation of costs under the current pricing and remuneration structures. 

There are a number of areas where current arrangements fail to allocate costs efficiently, 

resulting in the sub-optimal utilisation of network assets.   

Constraints with current rules could prevent different network tariff designs from being applied to 

achieve this principle. Network tariff reform is critical to ensuring the fair and efficient operation of 

electricity networks. The more efficient the integration of DER into the network, the greater the 

opportunity to reduce future network costs while ensuring grid resilience and reliability for the ultimate 

benefit of customers. However, the current rules require strong consideration of customer impacts 

from any changes to existing pricing arrangements that aim to achieve greater cost reflectivity (i.e. 

make sure prices allocate costs based on causation). This significantly slows the progress of efficient 

pricing reform. Where there are “winners” and “losers” from pricing reform it is likely to be far more 

efficient to provide support for vulnerable customers impacted by change than slowing down reform. 

Often trying to achieve cost reflective pricing has social policy impacts. For this reason, when trying to 

achieve allocation of costs based on a principle of beneficiary pays (such as network pricing reform) 



Ausgrid submission: ESB Post 2025 Market Design Issues Paper 

 

 

 

 

20 

close collaboration and alignment between governments, market bodies and stakeholders will be 

valuable. It is important that the 2025 Review provides clear direction on the importance and 

progression of network pricing reform in particular.   

Question 5: Which of these challenges and risks will be most material when considering 
future market designs and why? 

It is important that the 2025 Review addresses all of the challenges and risks identified in the Issues 

Paper. That said, there are two areas where Ausgrid considers essential for this Review to resolve.   

Firstly, the 2025 Review should outline a clear and robust vision of how the NEM will operate, 

including the respective roles of all participants, including distribution networks.     

Without a clear vision of the role of all participants, it is difficult to define an effective 

regulatory framework and provide certainty to investors and customers.   

Secondly, providing a comprehensive assessment, with the agreement of stakeholders, of how risks 

are to be managed and allocated will be key to facilitate the level of investment needed in the market.  

Appropriate risk allocation is particularly important in a sector with high capital expenditure 

and long-lived assets. The future is, and always will be, uncertain so having a clear framework 

for managing and sharing this risk is critical.  

Question 6: Which (if any) overseas electricity markets offer useful examples of how to, or 
how not to, respond to the challenges outlined in this paper? 

The future opportunities and challenges for distributors are not unique to Australia. Recognising that 

transformation requires significant reform, Great Britain and New York State, for example, have 

fundamentally redesigned their approach to network regulation. Other jurisdictions have recognised 

the need to change and have made varying degrees of progress.  

An important learning from overseas is the benefit from employing transitional incentives to 

help support change.    

Driving significant transformation could require some form of transitional incentives, such as making 

more funding available for a limited period of time to drive industry change. California has used the 

“extra-WACC” approach. The regulator in this case identified a capex bias, noting the problem that if 

an network service provider procures DER instead of investing in assets, it earns no return on the 

associated expenditure since operating costs are simply passed through to customers. The regulator 

noted that, historically, businesses’ return on equity has exceeded its cost of equity by approximately 

2.5 to 3.5 percentage points in California. Consequently, it concluded that businesses would be more 

likely to pursue DER options if they could achieve returns of at least 3.5%.  
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We note that this is a difficult decision to make in the current environment of high electricity prices and 

concerns about affordability, but one which must be weighed against the risk and costs of the 

necessary transformation not occurring or occurring more slowly than optimal.   
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