[image: image1.emf]                              [image: image2.jpg]/¢
(o
CUAC
Consumer Utilities
Advocacy Centre





Submission to the Cost Benefit Analysis of Smart Metering and Direct Load Control: Phase 2 Reports for the Ministerial Council on Energy’s Smart Meter Working Group 

April 2008
We welcome the opportunity to comment on the Phase 2 Cost Benefit Analysis of Smart Metering and Direct Load Control prepared for the Ministerial Council on Energy’s (MCE) Smart Meter Working Group (SMWG).
This submission presents the views of the St Vincent de Paul Society Victoria (SVDP) and the Consumer Utilities Advocacy Centre (CUAC). 

SVDP Victoria has approximately 8000 members and volunteers in Victoria (40,000 nationally).  The society assists approximately half a million individuals annually across Victoria (over 1.5 million nationally).  Of this, a significant number are based in the non-metropolitan area.  SVDP also delivers a number of community support services including: aged care facilities, housing services, youth services and disability services.

CUAC is an independent consumer advocacy organisation, established to ensure the interests of Victorian electricity, gas and water consumers, particularly low-income, disadvantaged and rural consumers, are effectively represented in the policy and regulatory debate.
While we support the overall direction of the Phase 2 Reports we do have some significant concerns regarding the assumptions underpinning many of the scenarios which we believe can have material impact on the outcome of the cost benefit analysis.  In addition to these concerns we have also made recommendations in relation to the development of a review process as well as arrangements to ensure equitable allocations of costs and benefits.   
Scenario 1 - Distributor led rollout 

We concur that the distribution businesses are the appropriate responsible party for the roll out. 

Customer allocations ratio of Time of Use (TOU) and flat tariff  
The modelling on the cost benefit for Victoria assumes that  between 50 -55% of customers will remain on flat tariff with the remainder being shifted to various time of use options including Time of Use (TOU) with critical peak pricing (CPP) and TOU with direct load control (DLC). We believe that this is not an accurate reflection of the tariff rebalancing that will occur. Within the Victorian context for example we have been informed that the distribution companies intend to allocate all connections to TOU pricing. This has the potential to raise the peak hour rate from the current flat rate by as much as 50%. With such a significant increase in the network peak rate and the introduction of network off peak rates for consumption between the hours of 11pm and 7am and all weekend, we believe the retailers will have no other option than to allocate a significant number of customers, if not all, to TOU tariffs.  As noted by NERA, an arrangement to ensure “that where a network business offers a TOU or CPP pricing structure the resultant price structure is passed through to customers by retailers” is likely to be needed.
  
We believe a higher take up rate of TOU tariffs has the potential to significantly change the outcomes of the modelling for both the low and high demand scenarios, and hence has the potential to significantly impact on the overall cost benefit as well as changing the carbon dioxide emissions modelling. 

We strongly recommend that additional modelling be undertaken to ascertain the impact of greater TOU tariff reallocation and its impact on the cost benefit analysis. 
Hypothecated demand response from the provision of Home Area Network (HAN) and In Home Displays (IHD)

We are concerned about the hypothecated demand response that has been assumed in the high demand scenario. In particular, the 7% demand reduction due to the provision of in home displays. Studies from the United States of America indicated that the demand response from IHD can vary widely depending upon appliance mix (as low as 1.2% to as high as 16%).

Variability in demand response has been highlighted through the research findings of the American Council for an Energy Efficient Economy. 
The results from roughly 20 studies on energy use feedback over the past 35 years indicate energy savings from energy use feedback devices falls somewhere between 4% and 15%. ….. Results may vary significantly depending on the type of marketing, instruction, and/or goal-setting that accompanies the device. Other factors such as the presence of children or previous exposure to government conservation campaigns are also likely to affect savings. A 2004–2005 controlled pilot study by Hydro One in Canada found that, without any energy savings guidance on the part of the utility, participants achieved aggregate savings of 5% in base-load electricity 

that persisted over the 18-month test period.

These uncertainties are evident in the vast amount of literature available on demand response and were reflected upon by NERA in the Phase 2 reports. As such policy makers must be cautious in accepting these figures.   
We strongly recommend that as more information (and information based on domestic trials in particular) becomes available regarding the effect of in home displays and demand response it must be included in a revised cost benefit analysis. 
Assumptions about take up rates in the analysis of Functionality 16 

We are also concerned about the assumptions made in the analysis regarding the take up rates of the TOU/DLC and TOU/CPP options in relation to Functionality 16.  In the high demand scenario the analysis assumes that 30 %  of the population is on TOU with an additional 15% on TOU/CPP and a further 15% on TOU/DLC. 

It is reasonable to suggest that the take up rates for CPP and DLC programs will be only amongst households with air conditioners. According to figures presented in the Phase 2 reports approximately only 60% of Australian households have air conditioners.
  By applying the 30% take up rates to the population (those on TOU/CPP and those on TOU/DLC) on the whole, this modelling implies that approximately 50% of all households with air conditioners will sign up for CPP or DLC tariff options. 

As all program/tariff take ups are assumed to be voluntary we believe that this take up rate is overly optimistic and, noting that the analysis does not attempt to justify or properly explain this assumption, we recommend that an adjustment of the modeling is undertaken.
Alternatives to Functionality 16  

Given the modelling assumes a 100% rollout of the functionality but only between 7.5 -15% will utilise the full potential of the functionality (through HAN enabled IHDs) this raises questions as to the possibility of utilising alternative technology and information provision options.  An approach that allows for the meter to make provision for “bolt on” HAN enabling technology rather than having the HAN enabling technology embedded within the meter should be investigated.  

We believe that exploring such an approach has the potential to significantly reduce the at the meter cost of the rollout while providing the flexibility to accommodate the estimated 7.5-15% of customers that will use this functionality to its full potential by installing IHDs.   

We are unconvinced that the limited use of  IHDs and the additional DLC capacity obtained through potential retrofitting opportunities - and noting our concern about the estimated take up rates detailed above - justify the additional meter cost for all customers.

We recommend that alternatives to the embedded HAN enabling technology to information provision be investigated.
Review processes   

We encourage the MCE to put in place milestones that allow for review and update of the modelling as relevant information becomes available to market participants such as regulators, government and consumer representatives. For example, information from the Energy Australia trials will be available soon and similarly information regarding actual costs of a roll out in Victoria as the regulatory review progresses and the procurement process commences. As noted by NERA in the Phase 2 overview report, the current analysis has “only been able to draw a limited extent upon the preliminary cost work being undertaken as part of the Victorian rollout of advanced metering infrastructure, which would be expected to better inform the costs associated with back-end infrastructure”.
    Furthermore, the Phase 2 overview report states that “it appears that the aggregate costs as assessed by the Victorian distributors that provided information to the EMCa are ‘somewhat higher’ than EMCa’s assessment”.
   NERA’s understanding is that this difference is more than 5% which could result in an overall negative net benefit in all the lower bound scenarios (all other things remaining equal).

We believe this highlights the need for a formal review process of the current cost benefit analysis as new information about both costs and benefit assumptions emerge.       

As such we strongly recommend that a formal process for review be developed and articulated to further inform the cost benefit analysis.  

Allocation of costs and pass through of benefits 
While the national cost benefit analysis shows a net positive value, cost allocation arrangements and adequate processes for ensuring that benefits are handed back to the customers are critical to a successful rollout.  As noted by NERA, the analysis shows that the impacts are likely to be net positive over a 20 year period but the expectation is also that “average prices would rise initially to pay for the initial rollout with benefits accruing over the remaining period as the business efficiency benefits are realised and passed through to customers”.
 
This raises two important customer impact and equity issues.  First, customers will experience two types of cost increases as a result of the interval meter rollout.  Initially there will be costs associated with the purchase and installation of the meters. These costs will most likely be allocated in the fixed network charges or the first block of energy consumtion if the network has inclining block tariffs. In either case this will increase the cost of energy disproportionate for low volume energy consumers.  
In addition to these underlying price increases consumers will also experience increased price volatility due to the development of new tariff designs such as TOU.  Similarly those households with low volume energy consumption are likely to experience a disproportional cost impact.   

As such it is highly likely that low volume energy consumption households will experience disproportional cost increases and concurrently these households are also least likely to be offered tariff options, or have the ability to respond to price signals, that may allow them to offset these underlying cost.
In effect low volume households will cross subsidise high volume households. This is of particular concern as low volume consumption connections are over represented by low income households.     

As such, we strongly recommend that the MCE implement pricing principles that allocate the costs of the smart meter rollout (or a higher proportion thereof) to higher consumption households. This can be achieved by only allowing the pass through of these costs once a certain consumption threshold has been reached.  Such an approach will ensure that costs are more equitably allocated.
  This is particularly important as the costs will be loaded up into the initial phase of the rollout but the benefits will not be equally shared over the 20 year period. 
Second, the regulatory framework must ensure that the benefits accrued under a scenario 1 type roll out are handed back to customers expediently.  We do not believe a typical 5 year regulatory period would deliver satisfactory outcomes to customers and allows the network the opportunity to gather windfall gains.  We believe the benefits accrued though the smart meter rollout should be handed back to customers on an annual basis.   
We recommend that the MCE consider and implement an annual review of the distribution companies’ smart meter rollout with the view to ensure any network benefits are pass though to customers on an annual basis.  
Please do not hesitate to contact Gavin Dufty (03 9895 5816) or May Johnston (03 9639 7600) should you have any questions about the above.
Yours sincerely,

Gavin Dufty 






May Mauseth Johnston Manager Policy & Research
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� NERA, Phase 2 Cost Benefit Analysis of Smart Metering and Direct Load Control (February 2008), p 201 


� Cost benefit analysis for interval metering and time based pricing  � HYPERLINK "http://publicservice.vermont.gov/planning/vermontdpsworkshopcompressed.pdf" ��http://publicservice.vermont.gov/planning/vermontdpsworkshopcompressed.pdf� 


� The American council for energy efficient technologies emerging technologies report (June 2007), p 3


� The 60% figure is a rough estimate based on the air conditioning penetration rates listed by NERA in the Phase 2 Consumers Impact Report.  These were approximately: SA 85%, Vic 60%, NSW 54%,Qld 58%, Tas 20%, WA 70% and NT 90%.


� NERA, Phase 2 Cost Benefit Analysis of Smart Metering and Direct Load Control (February 2008), p 195


� Ibid, p 196


� Ibid, p 204


� For more information on pricing principles see � HYPERLINK "http://www.cuac.org.au/docs/CUAC%20Forum%20Report%20Aug%2007%20-%20Final%20V.pdf" ��http://www.cuac.org.au/docs/CUAC%20Forum%20Report%20Aug%2007%20-%20Final%20V.pdf� 
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