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Demand Management Incentive Scheme Information
This appendix:

· provides an overview of the AER’s demand management incentive scheme (DMIS) for the ACT and NSW 2009 distribution determinations 

· outlines the AER’s assessment of ActewAGL’s and Essential Energy’s DMIA expenditure for 2009–10
 

· attaches ActewAGL’s and Essential Energy’s DMIS reports to provide information to stakeholders about the results of projects and programs.

11 Overview of the DMIS
The AER published its DMIS in November 2008 in accordance with the NER.
 The DMIS aims to provide incentives for DNSPs to conduct research and investigation into innovative techniques for managing demand so that in the future, demand management projects may be increasingly identified as viable alternatives to network augmentation. The DMIS consists of two parts – Part A and Part B.

Part A of the DMIS is the DMIA which is provided to the DNSP as an annual allowance in the form of a fixed amount of additional revenue at the commencement of each regulatory year of the 2009–14 regulatory control period. In the second regulatory year of the subsequent regulatory control period, when results for the first to fifth regulatory years of the 2009–14 regulatory control period are known, a single adjustment will be made to return the amount of any underspend or unapproved amounts to customers. This ensures that the scheme remains neutral in terms of the expenditure profile which the DNSP adopts during the regulatory control period.

Under Part A of the DMIS the AER approved the following allowances for the 2009–14 regulatory control period: $100 000 per annum for ActewAGL; $1 million per annum for Ausgrid; $600 000 per annum for Endeavour Energy; and $600 000 per annum for Essential Energy. The DMIA dollar amounts are broadly proportional to the relative sizes of the DNSPs’ annual revenues. Part A of the DMIS contains annual reporting requirements for DNSPs for the 2009–14 regulatory control period. The information provided in a DNSP’s annual DMIS report is used in the AER’s assessment of a DNSP’s compliance with the DMIA criteria and entitlement to recover expenditure under the DMIA. 

Part B of the DMIS relates to forgone revenue. The AER did not apply Part B of the DMIS in the 2009–14 distribution determinations for the ACT and NSW DNSPs. However, the AER’s 2009 NSW determination applied IPART’s D–factor scheme to Ausgrid, Endeavour Energy and Essential Energy.
 The D–factor scheme allows the NSW DNSPs to recover costs incurred and revenues foregone as a result of certain demand management activities. The D–factor operates as an input into the WAPC on a two year lag basis (as costs and foregone revenues are not reported until the end of the financial year after the projects are undertaken). The 2009–10 D–factors therefore represent costs incurred and revenues foregone by the DNSPs for projects undertaken in 2007–08. 

Table E.1
AER decision on 2009–10 D–factors ($)

	
	No. of projects
	Total costs 
	Foregone revenue
	Avoided distribution cost
	D-factor unrounded
	D-factor rounded 

	Ausgrid
	17
	334 753
	1 986 629
	14 067 389
	0.000169
	0.000

	Endeavour Energy
	14
	2 275 385
	1 123 235
	18 695 000
	0.004291
	0.004

	Essential Energy
	1
	0
	15 205
	118 020
	0.000039
	0.000


In March 2009 the AER reviewed the D–factor applications from the NSW DNSPs. Table E.1 shows the AER’s decision on the NSW DNSPs 2009–10 D–factor applications. It should be noted that positive D–factors result in price increases. For example a 0.001 D–factor increases the WAPC by 0.1 per cent.
12 DMIA assessment

The AER conducted ActewAGL’s and Essential Energy’s 2009–10 DMIA compliance assessment based on the annual DMIS reports it received from the businesses. Ausgrid and Endeavour Energy did not claim DMIA in 2009–10. Table E.2 shows the amount of DMIA expenditure approved by the AER for ActewAGL and Essential Energy for 2009–10 and the remaining allowance for each DNSP for the 2009–14 regulatory control period. 

Table E.2
DMIA claimed in 2009–10, DMIA approved in 2009–10 and DMIA remaining ($nominal)
	
	DMIA claimed 
	DMIA approved by the AER
	DMIA remaining for 2009–14 

	ActewAGL
	28 640
	28 640
	471 360

	Ausgrid
	-
	-
	5 000 000

	Endeavour Energy
	-
	-
	3 000 000

	Essential Energy
	312 885
	312 885
	2 687 115


ActewAGL's DMIA for 2009–10

ActewAGL claimed DMIA expenditure for its Power Factor Correction (PFC) project in 2009–10. ActewAGL stated that its PFC project aims to reduce demand for standard control services for large commercial customers who record 15 minute interval consumption data across its network. Details about this project can be found in ActewAGL’s DMIS report which can be found at appendix F. The AER approved ActewAGL’s claimed DMIA expenditure for 2009–10 because it meets the DMIA criteria as set out in table E.3.

Essential Energy’s DMIA for 2009–10

Essential Energy claimed DMIA expenditure for its Grid Interactive Inverter (GII) project in 2009–10. Essential Energy stated that its GII project aims to address specific network constraints by reducing demand on or providing reactive support to its network at the time and location of the constraint. Details about the GII project can be found in Essential Energy’s DMIS report which are at appendix F. The AER approved Essential Energy’s claimed DMIA expenditure for 2009–10 because Essential Energy’s GII project meets the DMIA criteria as set out in table E.4.

Table E.3
AER assessment of ActewAGL’s DMIA expenditure (2009–10)

	DMIS criterion
	Reason for approval

	Demand management projects or programs are measures undertaken by a DNSP to meet customer demand by shifting or reducing demand for standard control services through non–network alternatives or the management of demand in some other way rather than increasing supply through network augmentation. 
	ActewAGL’s PFC project is consistent with this criterion because it is a measure undertaken by ActewAGL to meet large commercial customer demand which intends to reduce peak apparent demand on commercial feeders. ActewAGL’s PFC project aims to reduce demand for standard control services through non–network alternatives by identifying customers for whom suitable power factor correction equipment may be installed.

	Demand management projects or programs may be: 

a. broad–based demand management projects or programs—which aim to reduce demand for standard control services across a DNSP’s network, rather than at a specific point on the network. These may be projects targeted at particular network users, such as residential or commercial customers, and may include energy efficiency programs, and/or 

b. peak demand management projects or programs—which aim to address specific network constraints by reducing demand on the network at the location and time of the constraint. 
	ActewAGL’s PFC project is consistent with this criterion because it is a broad based demand management project which aims to reduce demand for standard control services for large commercial customers.

	Demand management projects or programs may be innovative, and designed to build demand management capability and capacity and explore potentially efficient demand management mechanisms, including but not limited to new or original concepts. 
	ActewAGL’s PFC project is consistent with this criterion because it will explore potentially efficient demand management mechanisms in terms of power factor correction equipment installation in existing premises. 

	Recoverable projects and programs may be tariff or non–tariff based. 
	ActewAGL’s PFC project is tariff based.

	Costs recovered under this scheme: 

a. must not be recoverable under any other jurisdictional incentive scheme 

b. must not be recoverable under any other state or Australian Government scheme

c. must not be included in forecast capital or operating expenditure approved in the distribution determination for the next regulatory control period, or under any other incentive scheme in that determination. 
	ActewAGL’s DMIA report for the PFC project contains a statement to this effect.

	Expenditure under the DMIA can be in the nature of capex or opex.
	ActewAGL has claimed DMIA expenditure for the PFC project as opex.


Table E.4
AER assessment of Essential Energy’s DMIA expenditure (2009–10)
	DMIA criteria
	Reason for approval

	Demand management projects or programs are measures undertaken by a DNSP to meet customer demand by shifting or reducing demand for standard control services through non–network alternatives or the management of demand in some other way rather than increasing supply through network augmentation. 
	Essential Energy’s GII project is consistent with this criterion because it is a measure undertaken by Essential Energy to reduce demand for standard control services through non-network alternatives by developing enabling technology aimed at reducing demand on or providing reactive support to the network.

	Demand management projects or programs may be: 

a. broad-based demand management projects or programs—which aim to reduce demand for standard control services across a DNSP’s network, rather than at a specific point on the network. These may be projects targeted at particular network users, such as residential or commercial customers, and may include energy efficiency programs, and/or 

b. peak demand management projects or programs—which aim to address specific network constraints by reducing demand on the network at the location and time of the constraint.  
	Essential Energy’s GII project is consistent with this criterion because it aims to address specific network constraints by reducing demand on or providing reactive support to the network at the time and location of the constraint.

	Demand management projects or programs may be innovative, and designed to build demand management capability and capacity and explore potentially efficient demand management mechanisms, including but not limited to new or original concepts. 
	Essential Energy’s GII project is consistent with this criterion because it may explore potentially efficient demand management technology.

	Recoverable projects and programs may be tariff or non–tariff based. 
	Essential Energy’s GII project is non–tariff based.

	Costs recovered under this scheme: 

a. must not be recoverable under any other jurisdictional incentive scheme

b. must not be recoverable under any other state or Australian Government scheme 

c. must not be included in forecast capital or operating expenditure approved in the distribution determination for the next regulatory control period, or under any other incentive scheme in that determination. 
	Essential Energy’s DMIA report for the GII project contains a statement to this effect.

	Expenditure under the DMIA can be in the nature of capex or opex.
	Essential Energy has claimed DMIA expenditure for the GII project as capex.


� 	Ausgrid and Endeavour Energy did not claim DMIA for 2009–10.


� 	Clause 6.6.3 of the transitional chapter 6 of the NER.


�  	IPART, Guidelines on the Application of the D–factor in the Tribunal’s 2004 NSW Electricity Distribution Pricing Determination.
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