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Incentivising and measuring export service performance – Consultation paper 

Dear Ms Stark, 

Power and Water Corporation (Power and Water) welcomes the opportunity to provide feedback on 
the Australian Energy Regulator’s (AER) Consultation Paper aimed at exploring different options for 
incentivising distribution network service providers (DNSPs) to provide efficient levels of export 
services and the associated reporting metrics to assess their performance. 

We support the positions outlined in the Energy Networks Australia’s (ENA) submission, in particular 
the need for the development of a bespoke export service performance incentive scheme and the 
need to consider how performance reporting requirements may need to evolve and change over 
time as access to data and systems improve. 

Incentive regulation is the fundamental principle of the economic regulatory framework 

The regulatory framework is designed to promote incentives for DNSPs to drive efficiencies and 
adopt innovative ways of delivering network services to reduce costs and improve services (including 
reliability, safety and security), while maintaining appropriate consumer safeguards and protecting 
competition. Our commercial incentives are thereby aligned with the interests of consumers. 

We consider incentive regulation remains the appropriate fundamental principle of the economic 
regulatory framework. However, information asymmetries can make it difficult for the AER to apply 
effective incentives – especially if the AER cannot rely on the DNSPs’ past performance to ‘reveal’ 
efficient behaviour, or when the DNSP is applying new and innovative approaches to manage 
network issues. In these circumstances, the AER may consider alternative approaches and the 
efficient allocation of risk.  

There are significant challenges to apply financial incentives in the short term  

The AER has already undertaken significant consultation on the availability of data on export services 
and the suitability of a range of proposed metrics. The AER acknowledges:1 

We note that while most DNSPs have been providing export services for some time, it is still 
early days in positioning export services into the regulatory framework. We observed that 
datasets for export services are either disintegrated into various network applications or 
embedded into existing information related to consumption services. 

We are responsible for three small regulated networks, each designed, configured, and operated 
differently. As such, we will experience high fixed operating and capital costs compared to other 

                                                           
1  AER Consultation paper, p. 14. 
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networks to enable exports and capture and report data for incentives and benchmarking purposes. 
Efficient levels of per capita expenditure for us to enable export services is expected to be higher 
than other networks due to our stage of network maturity. Upfront investment (ICT/SCADA) in 
uplifting network capability and visibility, and improving data quality and accuracy will be required to 
determine the level of export services that our networks are capable of supporting to deliver benefits 
to all our customers. Consequently, we see that there is likely be a lag between initial expenditure to 
support two-way flows and changes in measurable ‘hosting capacity’ metrics. 

The DMIA is a more appropriate financial incentive mechanism at this time 

In the absence of a bespoke incentive mechanism, in the short-term, the AER may consider 
opportunities to strengthen the existing demand management innovation allowance (DMIA) – which 
is designed to incentivise DNSPS to expand and share their knowledge and understanding of 
innovative demand management projects that have the potential to reduce long term network costs.  

With the rapidly changing energy market and ongoing reforms underway, the use of the DMIA may 
become increasingly important – especially to encourage DNSPs to explore applying new and 
innovative approaches to improve export services at minimal cost. Such innovation may play an 
important role to speed up the transition to a lower emissions power system.  

The current cost thresholds under the DMIA are limiting. We consider there is merit in expanding the 
size of DMIA funding to further promote innovation of export services. Nevertheless, as noted by the 
AER, an allowance mechanism could be established for expenditure to enhance export hosting 
capacity, and DNSPs can submit compliance reports for such projects to be funded by the allowance. 
We support this approach and consider it may be the most efficient in the near to medium term to 
facilitate the innovative programs and investment in new DER technologies that are necessary to 
enable export services and manage two-way flows across our networks. 

Monitoring and benchmarking  

Performance monitoring and benchmarking can create a form of competitive pressure on DNSPs, 
whereby information about the relative performance of a DNSP can create peer pressure – thereby 
incentivising cost reductions. Greater transparency of DNSPs’ performance also informs stakeholder 
understanding and consideration of regulatory proposals and decisions.  

Under the Australian Energy Market Commission’s (AEMC) final rule, the AER is required to prepare 
and publish a report annually providing information about the performance of each DNSP in 
providing export services to customers over the previous year. Given the above data concerns, we 
consider the AER will need to be cautious about drawing significant conclusions or inferences on the 
DNSPs’ performance at this stage. 

In preparing its annual report, the AER could consider how to present a broad suite of partial 
indicators, and commentary on DNSPs’ approach to export-related planning and investment against 
alternative options, in a way that provides a high-level, qualitative assessment of each DNSP’s 
performance. Commentary could draw from DNSP submissions, outcomes under the DMIA, and 
other new requirements on DNSPs to provide in their regulatory proposals: 

• an explanation of the approach to identifying demand for (and providing for) distribution 
services for supply from customer energy resources (CER) 

• the trade-offs between different options the network considered and why the network has 
proposed the particular approach around CER integration and management 

• a comparison of the DNSP’s proposed capital expenditure to support the provision of export 
services against its actual or committed capital expenditure and an explanation of any material 
difference 




























