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Dear Ms Shaw 

COMMITTEE INQUIRY INTO ELECTRICITY MICROGRIDS IN WESTERN AUSTRALIA 

Thank you for your letter following Synergy's hearing at the Economic and Industry Standing 
Committee's inquiry into microgrids and associated technologies. 

Please find attached Synergy's responses to the two questions taken on notice and the five 
questions not addressed during the hearing. 

Also attached is an annotated transcript from the hearing indicating requested changes. 

Should you wish to discuss these matters further, please contact Mr Jason Froud, Manager, 
Policy, on  or . 

Yours sincerely 

Forrest Centre, 219 St Georges Terrace, Perth WA 6000. GPO Box F366, Perth WA 6841 . www.synergy.net.au 

ABN: 58 673 830 106 
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Attachment 1 

Questions taken on notice 

1. Clarification on Synergy's response to the situation that Western Power is proposing that 
only one-third of the SWIS customers will have smart meters installed 

Western Power proposed in its revisions to its access arrangement for the fourth access 
arrangement (AA4) to deploy around 350,0001 smart (advanced) meters be installed in the 
SWIS over the AA4 period July 2017 to June 2022. This is approximately one-third of 
Synergy's customer base, to which Synergy's written submission referred. 

The customers who are proposed to receive an advanced meter will be those requiring 
replacement meters, new customers and other targeted customers identified between 
Synergy and Western Power. 

As part of its draft decision regarding Western Power's fourth access arrangement (AA4), 
the ERA did not approve Western Power's proposed smart meter communications 
technology.2 Synergy supports the deployment of advanced meters during AA4 provided the 
investment is independently determined by the ERA to be cost reflective and efficient and 
the technology has suitable smart capability. The benefits of the meters will be significantly 
diminished if they do not have remote service capability. 

Synergy considers the uptake of advanced meters during the AA4 period is likely to be 
higher than Western Power's forecasts provided customers are able to realise value from 
their deployment. For this to occur, retailers must have access to metering data and 
services at a reasonable cost and also receive transport services that support new retail 
products and services. Such services would include, but would not be limited to, behind the 
meter batteries, time of use renewable energy buyback tariffs, electric vehicle recharge 
facilities, direct load control, pre-payment meters, capacity trading and vulnerable customer 
case management. 

It is not yet determined how the full roll-out of advanced meters (to the remaining two thirds 
of customers) will be implemented beyond AA4 and whether the roll-out would be network 
driven (as currently is the case in the SWIS), or market driven as is the case in the National 
Electricity Market (NEM). Synergy also notes that in several jurisdictions in the NEM, a 
retailer led, customer centric delivery of advanced meters has allowed for the development 
of more innovative, bundled product offerings. 

1 The ERA's draft decision published on 2 May 2018 has approved approximately 331 ,000 meters. This number and roll-out 
composition may change when the ERA issues its final decision. 

2 The ERA has not approved the full AA4 advanced meter infrastructure roll-out because it determined Western Power's 
proposed AMI communication is not efficient and would not provide a positive net financial benefit. 
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2. The provision of further details about Synergy's support for a prefeasibility study into 
whether end-to-end battery production in Western Australia could be viable. 

Synergy is currently working with the Chamber of Commerce and Industry (CCI), several of 
its member organisations and other interested parties to consider the merits of an economic 
study to identify and quantify opportunities to value add along the supply chain for new 
energy minerals and metals. 

The focus of the study is proposed to be lithium and battery component manufacture, but the 
study will also consider other elements required in new energy technology development, 
such as vanadium and rare earth elements. 

The study will aim to: 

• identify the state's capability and participation in the battery manufacturing supply 
chain, including resources, production, processing and refining, and current and 
potential chemical manufacturing capabilities; 

• assess the state's competitiveness against international jurisdictions across the 
supply chain and understand economic drivers behind investment decisions for the 
different aspects of the supply chain that do not currently exist in the state; 

• identify policy options to facilitate further investment in the downstream capabilities 
necessary for the state to support a battery manufacturing supply chain; and 

• conduct economic modelling to determine the likely efficacy of potential policy 
options for Western Australia, as well as the potential economic benefits if a local 
battery manufacturing industry were established. 

It is anticipated that the findings of the study will be available toward the end of 2018. 
Synergy anticipates CCI and the other project partners will be in a position to share the 
findings at that time. 

Synergy is also considering opportunities to support bids for Australian Government funding 
to establish Cooperative Research Centres in this space. Synergy is pleased to note the 
Western Australian Government recently supported one of these CEC bids with a $5.5m 
funding commitment. 

Questions not addressed within the hearing 

1. Will the development of further microgrids in the SWIS have any significant impact on 
Synergy's annual revenue or employment levels? 

Synergy has not yet undertaken modelling specific to the possible impacts of microgrids. 
However, it would be reasonable to expect that the impact on Synergy's revenue will be 
determined by factors such as the number of microgrids deployed across the SWIS, the 
implementation model, the number of customers connected to microgrids and how efficiently 
and cost effectively the microgrid model delivers services to customers. 

Notwithstanding the above, Synergy notes that within the NEM, the Australian Energy 
Regulator (AER) has determined network operators are not permitted to cross-subsidise the 
provision of non-distribution services (such as microgrids) through regulated revenue earned 
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from the provision of distribution services unless a specific exemption has been granted.3 

The objective behind the AER's decision was to separate monopoly activities from 
contestable business activities. 

A competitive market model would provide for alternative providers of off-grid solutions on a 
neutral and equal basis. Synergy would prefer this model, as it believes a market solution 
would deliver superior outcomes to consumers. Furthermore, a competitive market model 
should include a requirement that the network operator share reduced network costs (from 
no longer having to supply the off-grid customer) with the provider of the off-grid solution. 
Synergy anticipates the cost-effectiveness of off-grid solutions will continue to improve as 
the competitive market supplying these solutions develop and mature, provided the market 
is subject to competitive forces and all players can compete on a neutral and equal basis. 

History suggests a monopoly provider of a service does not necessarily evolve and respond 
to market conditions as quickly or efficiently as a market-driven solution. Synergy is well 
positioned to participate in microgrid solutions given it can leverage its considerable 
expertise and economies of scale as Western Australia's largest electricity generator and 
retailer. 

The future deployment of microgrids will require consideration of whole of system impacts. 
While optimistic about the opportunities, Synergy considers microgrids should be adopted 
cautiously to protect against unforeseen consequences. For example, the current system 
was designed based on economies of scale. Depending on how the benefits of reduced 
system costs flow through to end consumers, reducing the number of parties contributing to 
these costs may increase the burden on those remaining, which risks leaving the most 
vulnerable customers behind. 

Microgrids, embedded networks and standalone power systems are unlikely to be the most 
cost effective models in all circumstances and modelling the business case for their 
deployment on existing franchise tariff structures may lead to inefficient or even perverse 
outcomes in some circumstances. 

With regard to employment, as is the case with any technological change, the deployment of 
microgrids has the potential to have an impact on the number and composition of the 
workforce. This is likely to include the creation of new opportunities from emerging 
technology to provide more efficient and innovative energy solutions to customers. 

2. What forecasting and modelling has Synergy completed that assesses the impact of 
electric vehicles on the SWIS and your business? 

Synergy has undertaken preliminary modelling to consider the impacts of electric vehicles, 
while recognising the ongoing uncertainty about the rate of uptake in Western Australia. 

From the preliminary modelling, Synergy considers the impacts of EV uptake will not be 
substantial for the SWIS and the business until between 2025 and 2030. Synergy considers 
these timeframes to be broadly consistent with the results of the modelling undertaken by 
the Australian Energy Market Operator in its 2017 WEM Electricity Statement of 
Opportunities. 

3 AER, Ring-Fencing Guideline- Electricity Distribution, November 2016, section 3.1 (b). 

3 

MAT Corro 77



3. On page 6 of your submission, you say that "if a residential customer is supplied 
electricity through an embedded network where the total load at the single connection 
point exceeds 160 MWh per year, the customer will not be eligible for customer 
protections ... " - what would be the best way to address this situation? 

Customer protections that are currently afforded to Synergy business and residential 
customers (as applicable) using less than 160MWh per year include: 

• Energy and water ombudsman scheme application 

• Regulated standard form contract application 

• Regulated tariffs, fees and charges application 

• Code of Conduct for the Supply of Electricity to Small Use Customers 2016 
application 

• Renewable energy buyback scheme application 

• Concessions application 

• Obligation to offer to supply application 

• Vulnerable customer assistance 

• Life support protections 

In the event a residential customer was supplied electricity through an embedded network 
(i.e. a privately owned microgrid that sits behind a single connection point) where the total 
load at the single connection point exceeds 160 MWh per year, regulatory intervention 
would be required to oblige the microgrid supplier to provide these protections to their 
residential customers. 

4. Can you please tell us more about the VPP trial you commenced "to develop a greater 
understanding of distributed generation and storage optimisation and also of what 
customers are seeking in a VPP product" (p. 6 of your submission)? 

As discussed in Synergy's submission, Synergy perceives an opportunity in VPP technology 
to optimise Western Australia's significant and growing investment in distributed solar. 

Under the current arrangements, the rising uptake of solar is causing severe daytime 
troughs in the daily load profile and may increase the cost of services needed to stabilise the 
system and network. 

VPPs may be able to mitigate these issues and improve the value of customers' solar 
investments from a whole of system perspective by aggregating their capacity, incorporating 
them with other complementary distributed energy resources and employing them in 
applications where they can create broader value including in markets for network and 
system stabilising services. 

As the franchise market retailer in Western Australia, Synergy has around one million 
customers, providing the critical mass necessary to best aggregate VPPs. 

Ultimately, Synergy's VPP trial will aim to aggregate participating customers' generation and 
storage capacity, incorporate them with large-scale front-of-the-meter storage, and use 
cloud-based analytics (a VPP 'platform') to orchestrate these multiple resources into one 
optimised system. 
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Synergy plans to conduct its VPP trial in phases. 

In the first (and current) phase, Synergy is trialling five different VPP platforms with the aim 
of understanding which are cost-effective and suitable to be employed at scale. 

For the second phase of the trial, Synergy is planning to scale its VPP and encourage 
customers to participate via new retail products. 

Once critical mass has been achieved, Synergy will be able to investigate how the VPP can 
be used to provide benefits at the system level. Western Power and the Australian Energy 
Market Operator have agreed, in-principle, to support Synergy in achieving this objective. 

Synergy is currently seeking ARENA funding to expand the scale of the trial. If the funding 
application is successful, the expansion would support developing a deeper understanding 
of load control opportunities, allow for the development of new customer focused retail 
product offerings, potentially including 'flat rate, unlimited consumption' products, and better 
demonstrate network optimisation opportunities. It will also build on Synergy's learning from 
the Alkimos Beach direct load control trial. 

More detailed understanding in these areas will increase the skills, capacity and knowledge 
relevant to increasing distributed energy resource penetration in the SWIS. It will also 
consider opportunities for customers experiencing financial hardship and trial products 
aimed to make distributed energy resources and their benefits more accessible to these 
customers. 

5. On page 7 of your submission, you say that Synergy "is considering several innovative 
models, some of which are already deployed in other Australian jurisdictions, to reduce 
these split incentives. Such models could be particularly beneficial for occupants of 
public housing." Can you describe what these models might be? 

Split incentives present a barrier to the deployment of energy technology in rental properties, 
as the group bearing the capital outlay for the system (typically landlords) is not the same as 
the group receiving the benefit (typically tenants). As such, there is no incentive, or right in 
the tenant's case, for either party to install technologies such as solar or battery systems. 

Innovative solutions are therefore required to encourage landlords to install solar and battery 
systems in their rental properties. The solution requires a way for landlords to share in the 
financial benefits. 

On the east coast, one retailer offers a model where the retailer owns the meter and 
manages bill ing of the tenant for energy used and exported, passing some of the savings to 
the tenant and some to the landlord, minus a service fee. The landlord is responsible for the 
selection, performance and maintenance of the system. While the landlord is able to 
monetise their system without raising the rent or handling the monitoring and billing , their 
income from this is affected by the tenant's solar usage patterns. 

Under a separate model, another retailer offers a solution where the retailer provides 
homeowners a fixed return on their investment by leasing the system from them for a fixed 
rate per energy unit per year, while charging tenants only for the solar energy they use. A 
key feature of this model is that the third party retailer absorbs the risks of the solar system's 
performance and the uncertainties of the tenant's electricity consumption profile. 
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Occupants of public housing are primarily low income earners likely to benefit substantially 
from reducing their energy bills. Synergy has identified that hardship customers may 
consume significantly more electricity on average than non-hardship customers. High 
consumption and subsequently high energy costs in this segment results in debts 
accumulating that cannot easily be resolved under a promise-to-pay arrangement. Utilising 
technology based solutions may help hardship customers reduce consumption and offer the 
dual benefit of reducing energy costs for these customers whilst mitigating unresolved debt 
costs for Synergy. 

Synergy is considering opportunities to trial incentive models such as these, in the public 
housing setting, to investigate their effectiveness. This may also demonstrate the potential 
for similar products to be made available to private sector landlords. 
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