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ENA'’s national perspective

1.

Electricity tariff reform is essential
to recover the efficient costs of the
network and signal future costs of
expansion. Efficient tariffs increase:

- downward pressure on network costs;

- resilience to step-changesin
technology and use;

- fairness between customers
irrespective of network use &
technology choice.

Regulatory framework should allow
networks the flexibility to design
tariffs in consultation with customers,
stakeholders and with the oversight
of the regulator.




Traditional Tariffs - a Burning Platform

>

>

Most network customers pay tariffs
unrelated to cost.

Network Cost structure is c. 80% fixed
but cost recovery c. 80% variable.

Increasingly peaky av. load profile &
diverse network use...
- Household Formation & Energy Efficiency
- Air-conditioning and appliance trends
- World-leading % of ‘Prosumers’

- Potential growth in Storage, EVs and new
energy services

Widely recognised cross-subsidies
between customers - unintended and
unsustainable

- eg. $683 pa for A/C use at peak;

- $117 pafor north-facing solar PV; and

- $29 pa for west-facing solar PV. (NERA)
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Potentially diverse futures for Network Use...

CSIRO S i Analvsis: FIGURE 1: PROJECTED SHARE OF ELECTRICITY
cenario Analysis: DELIVERED FROM ONSITE GENERATION
> No 'Right’ Answers but — DER is

likely to be a ‘Partial Substitute’

> Exposure to highly volumetric
tariffs

> Exposure to ‘tipping points’ through
step changes in use and technology

Data sourced from ‘Change and Choice'Figure 16, p. 34



Most customers benefit - Vulnerable customers moreso
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Household wealth transfers ajfer Demand Response, after tariff rebalancing
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Source :

Simshauser and Downer (2014) “On the inequity of flat-rate electricity
tariffs” AGL Applied Economic and Policy Research




Long-term risk to Consumers if we stand still...

Analysis of Inclining Block Tariffs:

>

Have Nots: By 2034, 1/3 of
Residential customers remain
without DER, paying up to $1270
more pa.

Haves: Half the differencein
average bill pays for a cross subsidy
to the 2/3 of Residential customers
with DER.

Lost Opportunity: Almost 7 million
additional solar and storage
installations — which usually means
a smart meter.

‘Opt In’ frameworks for tariff
reform unlikely to deliver the
transition needed.

Figure 6:  Residential customer bill comparison (base case)
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Energeia analysis cited in :

Towards a National Approach to Electricity Network Tariff Reform



Best Performing Tariffs provide clear benefits to customers

Efficiency

Incentivise efficient DER
investment, saving customers
$17.7 BN by 2034

Fairness

Avoid unfair cross subsidies to
early adopters increasing from
$120 pa today to $655 per
year.

Lower Bills

Achieve $250 pa. saving in av.
residential electricity bills by
2034.

No Price Shocks

Avoid network price increases
which are 5 times higher than
necessary.

Residential Cumulative Network Price % Impact
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Growth in renewable energy capacity with tariff reform
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Sources: Smart Grid Smart City Part 2, The Business Case for Smart Grids in
Australia, July 2014,
Energeia, Network Pricing and Enabling Metering Analysis, December 2014



Progress cost-reflectivity in the absence of smart meters

> In current metering context and growth environment, progress can still
be made where accumulation meters are in place:

— Network tariff changes which improve fixed cost recovery such as rebalancing
fixed and variable charges; or declining block tariffs.

— Tariffs which reflect differences in the cost to serve the segment (eg. load profile).

> NSPs need the ability to consider such tariff reform options in
consultation with their customers.

— Tariff design likely to involve inherent trade-offs determining long-term outcomes for
customers.

— Forinstance, scenarios assessed by Energeia found Declining Block Tariffs produce
lower av. bill outcomes for residential customers for first 10 years; then vulnerable to
technology costs.

— Choice may reflect assessment of forecasts in demand and consumption growth,
technology costs and customer preferences.



ENA supports a National Approach to Key Issues

>

A consistent, enduring policy and
regulatory environment without ‘ad hoc’
jurisdictional intervention;

A balanced approach to the economic
deployment of smart meters as part of
contestability reforms;

Better information and decision making
tools for customers;

Review of options to support vulnerable
customers including concessions schemes;

Retail Price Deregulation to encourage
innovation.

ENA Position Paper DECEMBER 2014




An industry guideline for Network Tariff Reform...

> During 2015, electricity networks
will work with stakeholders to

identify good practice in key Tariff Reform

. Development
aspects of tariff reform, through and
case study and consultation. Implementation

> Consultation underway on
Options to Support Vulnerable
Customers

- Support for a National Review of

) Assistance to
Government Assistance

Vulnerable
- Network Tariff Design Options Customers

- Supporting Tools and Measures

Cooperative

Models for

Retail pass
through

Development of
Information &
Decision
Making Tools




Demand (kW)

> ENA members working with Retailers to

Tariff signals that can be received and responded to...
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> Networks will engage customers in tariff ~—
design, implementation and transition
through TSS consultation
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CSIRO
Insights from
Behavioural
Economics...

Excerpt from: Dr Karen Stenner | Behavioural Economics & Psychological Insights Team | Grids
& Energy Efficiency Systems Stream

Loss aversion &
future discounting

~Losses weigh heavier
~Future is discounted

Risk aversion

~Preference for certainty

Status quo bias

~Inertia; stick to defaults

Cognitive overload

~Decisions deteriorate as
info/options increase

Message framing

~Attentive to community
norms & interests

*Problem of immediate (and certain) costs vs. future (uncertain) benefits
= Incur transaction/leaming costs to change plans, high fixed costs up front
*losses may need to be offset by much greater gains (far lower non-peak prices)

*Reduced bill is not assured; risk of higher bill in the future

* Need risk-free trials; calculators/advisories; bill insurance/guarantees

* Offer pre-paid monthly options; cut-off if over-capacity/over-usage

* Offer reward-only options, e.g., guaranteed rebates for desired behaviour
(without risking penalties for undesired behaviour)

*Most behaviouris highly inertial: people generally stick to the status guo

*As info/options increase, people tend to avoid decision-making altogether
*Opt-out (vs. opt-in) program: better for customer uptake (but worse for usage)
* Offer opt-out programs with simple, attractive, automated, default option
*Try to get customers to ‘pre-commit’ / form ‘implementation plan”

*Need highly structured and predictable pricing and timing

* Automate demand management vs. relying on consumer

*Offer simple feedback on usage, e.g., energy orbs vs. in-home displays, apps
*Offer simple reminders, e.g., fridge magnets

*Depict desired behaviour (e.g., shifting demand out of peak) as common
*Depict desired behaviour as approved by others

*Emphasise community interest in energy security/supply

*Note: material incentives can ‘crowd out’ altruistic/public good’ motivations



A National Approach to Policy & Regulation

> Welcome recent progress made to support fairer, more efficient tariffs:

- COAG Energy Council support;
- AEMC rule change provides benefits in transparency and engagement

> Complex reform will require consistent, enduring policy direction

- Regulatory assessment of TSS should reinforce network accountability for tariffs developed in
consultation with customers.

- AEMC should reject rule change proposals which directly undermine the new Rules just made.

- Jurisdictional restrictions on network tariff design should lapse recognising provisions of the new
national rule.



More Information...
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