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1  Preamble

In June 2023, the Premier of New South Wales, Chris Minns requested the Independent Pricing and
Regulatory Tribunal (IPART) review the future of embedded networks in New South Wales. This review
was requested because customers in embedded networks often have limited or no ability to choose their
electricity retailer, reducing competitive pressure on prices and limiting bill transparency. As embedded
networks have become more common in NSW, regulatory gaps in the customer protection frameworks
have emerged.

The review examined how to deliver fairer pricing outcomes and stronger consumer protections for
embedded network customers, and asked IPART to advise on how maximum prices should be set for
electricity, gas, and hot and chilled water in embedded network arrangements.

IPART published its final report online on 13 May 2024. The report set out recommendations on
maximum pricing methodologies, improvements to consumer protections, data transparency and
reporting, and transitional arrangements to manage impacts on existing contracts.

The Department of Climate Change, Energy, the Environment and Water (DCCEEW) consulted with
stakeholders on IPART’s report to inform the NSW Government’s response and the development of a
broader reform program. This response document sets out the NSW Government’s position on each of
IPART’s recommendations and explains how these positions will be taken forward as part of the
embedded network reform program.

The response forms part of the NSW Government’s commitment to improving equity and protections for
embedded network customers, bringing outcomes into closer alignment with those available to on-
market energy customers.

Further information on the NSW Government’s response, including the NSW Embedded Network Action
Plan can be found at www.energy.nsw.gov.au/nsw-plans-and-progress/regulation-and-policy/nsw-
embedded-network-action-plan.
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2 Table of NSW Government responses to IPART

recommendations

[\[o} Recommendation

1 That the NSW Government enact legislation to authorise
IPART to determine maximum prices for the sale of
electricity, gas, hot and chilled water to small customers in
embedded networks in NSW.

NSW Government response

Support

The NSW Government will enact legislation to introduce maximum
prices for electricity, gas, hot water and air conditioning embedded
networks in NSW to better protect consumers in embedded
networks from adverse outcomes in the context of limited access
to retail competition. This includes authorising IPART to determine
the maximum prices.

The NSW Government supports IPART as the appropriate regulator
to determine any maximum price protections for embedded
networks. IPART already performs the role of retail energy market
monitor in NSW and already has a role in determining in the
maximum electricity prices within residential land lease
communities with electricity embedded networks.

2 That the maximum prices would be updated annually based
on retailers’ market offers available in July of each year, with
the new maximum prices to apply from August each year.

Support in principle

The NSW Government supports the updating of the maximum
prices on an annual basis. This will allow maximum prices to remain
reflective of market prices and aligns with the process already in
place for the Default Market Offer (DMOQO) determinations for
electricity.
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The NSW Government notes stakeholder concerns that the
benchmarking process and application date proposed by IPART
may result in prices that are not reflective of general market
conditions due to retailer pricing methodologies and market
volatility.

The NSW Government will work with IPART to determine an
appropriate benchmarking process and application date for
updating maximum prices.

3 That the NSW Government ensure that the regulatory

prices and require both parties to negotiate in good faith.

arrangements allow embedded network sellers to renegotiate
their supply contracts for embedded network services in the
6 to 12 months prior to the application of the new maximum

Support in principle

The NSW Government supports IPART's recommendation for an
appropriate period prior to application of new maximum prices to
allow embedded network seller supply contracts to be
renegotiated in light of the introduction of regulated pricing.

The NSW Government will consider appropriate regulatory
arrangements to allow for renegotiation of existing supply
contracts.

intervals, for example, at least once every 5 years.

4 That IPART review its price setting methodology at regular

Support

The NSW Government supports IPART’s recommendation for it to
review its price setting methodology at regular intervals, to ensure
that any approach in use can respond to emerging considerations
in the rapidly evolving energy landscape.

embedded networks and provide guidance to embedded
network operators, sellers and residents about the
infrastructure needed at an embedded network site to
facilitate:

5 The NSW Government consider the arrangements for solar in

Support

The NSW Government will explore ways to make it easier for
customers in embedded networks to benefit from consumer
energy resources, including rooftop solar.
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a. the installation of solar panels by residents

b. payments, rebates, or other financial benefits that
reflect the excess electricity generated from
residents’ solar panels that is supplied to the
embedded network or distribution network.

The NSW Government supports similar recommendations that
arose from the 2021 statutory review of the Strata Schemes
Management Act 2015, and the 2021 statutory review of the
Residential (Land Lease) Communities Act 2013, to enable the
effective installation of sustainability infrastructure, including
rooftop solar, in different occupancy types.

That the maximum electricity prices for residential customers
in embedded networks comprise:

— aconsumption charge equal to the median
consumption charge of each active retailers’ lowest
consumption charge (inclusive of guaranteed
discounts and GST) for their generally available offers

— afixed rate equal to the median supply charge of each
active retailers’ lowest fixed charges (inclusive of
guaranteed discounts and GST) for their generally
available offers.

A separate price should be set for each distribution district.
An active retailer is defined as any retailer with at least 1000
customers in NSW that has an active offer available at the
time the benchmark is calculated.

Support

The NSW Government supports the introduction of a maximum
price for electricity that is set at the median of the lowest market
offers that are generally available. This methodology provides
price outcomes in-line with those that would be available if
embedded network customers were able to access on-market
offers.

Embedded networks typically incur significantly reduced network
charges, that embedded network operators are able to recover
their efficient costs within this proposed maximum price
methodology. The proposed price outcomes are understood to be
typically in line with current embedded network pricing.

For electricity embedded networks, an embedded network
seller be permitted to apply different consumption tariffs for
different time periods (i.e. time-of-use tariffs), as long as the
average price does not exceed the determined consumption
charge when it is weighted by the Australian Energy
Regulator’s (AER’s) Default Market Offer model annual usage
profiles.

Support

The NSW Government supports IPART's recommendation to permit
time of use tariffs within electricity embedded networks. Time of
use tariffs support greater cost reflectivity and reduce risks for
embedded network operators in managing portfolio risks. Time of
use tariffs can encourage customers to reduce demand at times
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when the grid is the busiest, reducing network costs and saving
customers money.

8 A gas consumption benchmark is set based on the weighted Support
average consumption tariff for 12,680 MJ of annual gas The NSW Government supports the introduction of a maximum
usage. price for gas based on the weighted average consumption tariff of
12,680 MJ of annual gas usage, as per IPART’s recommendation.
This benchmarked consumption level aligns with gas usage for a
typical residential apartment.
9 Where an embedded network seller provides unmetered gas | Support
serwceg, they can charge an additional unmetered daily fee The NSW Government supports allowing embedded network
determined by multiplying: sellers to charge a daily fee for unmetered gas services up to the
— the consumption benchmark of 1,000 MJ per year, and | equivalent of a consumption benchmark of 1,000 MJ per year under
— the benchmark gas consumption charge. the benchmark gas consumption charge.
10 That the NSW Government amend the Residential Tenancies Do Not Support

Act 2010, and the Residential (Land Lease) Communities Act
2013, to allow tenants and land lease community residents
living in embedded networks to be charged for unmetered
gas up to the unmetered gas charge determined by IPART.

The NSW Government does not support the billing of unmetered
gas to tenants and land lease community residents. This
recommendation is inconsistent with the general principles of the
Residential Tenancies Act 2010 and Residential (Land Lease)
Communities Act 2013 requiring landlords, rather than tenants, to
pay for unmetered utility charges.

"

That embedded network sellers must charge for hot water in
units of energy, based on the underlying fuel source at the
site (cents/kWh or cents/M)J).

Support

The NSW Government supports the billing of hot (and chilled)
water in units of energy.
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This approach ensures that embedded network customers are
provided with the same consumer protections under the National
Energy Consumer Framework (NECF) as on market customers. This
will also enable the Energy and Water Ombudsman NSW (EWON)
to manage disputes between small customers and hot and chilled
water embedded networks.

This is consistent with the Ministerial Statement of Expectations
for Embedded Network Operators which requires hot and chilled
water embedded network operators to bill customers for energy
input in the underlying energy input (e.g. cents per kilowatt hour or
megajoules).

12 That the NSW Government amend the Residential Tenancies
Act 2010 to clarify that tenants must pay charges for the
supply of hot water to residential premises if the hot water
consumed is individually metered.

Support
The NSW Government supports this recommendation.

The Residential Tenancies Act 2010 sets out that electricity or gas
supplied through an embedded network can be passed on to a
tenant where usage is individually metered to reflect actual
consumption. Given the NSW Government intention that hot water
will be required to be billed for the energy-input as either gas or
electricity, the NSW Government considers it appropriate that
charges for hot water where individually metered be able to be
passed onto tenants.

The NSW Government will consider clarification within the
Residential Tenancies Act 2010 or other relevant legislation as
necessary.
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13

Where gas is the underlying fuel source, sellers cannot
charge more than IPART’s benchmarked maximum gas
consumption charge.

Support

The NSW Government supports the use of IPART’s benchmarked
maximum gas consumption charge as the maximum price for hot
water, where gas is the underlying fuel source.

14

Where gas is the underlying fuel source, sellers cannot
charge customers for more than 0.40 MJ of gas per litre of
water consumed.

Support

The NSW Government supports a maximum charge based on 0.40
MJ of gas per litre of water consumed, to ensure embedded
network customers are not paying more because of inefficient gas
water heating infrastructure.

15

Where electricity is the underlying fuel source, sellers cannot
charge more for hot water than the customer would have
been charged if gas was the underlying fuel source.

Support

The NSW Government supports requiring that, where the
underlying fuel source is electricity, customers cannot be charged
more for hot water than they would have been charged were gas
the underlying fuel source, with a maximum gas conversion factor
of 0.4 MJ per litre of hot water consumed.

This recognises that embedded network hot water heating
systems are typically fuelled by gas, rather than electricity. This
approach further provides an incentive for embedded network
operators to switch to electric heat pump hot water systems which
produce lower emissions.

16

That embedded network sellers selling hot water services
from centralised gas hot water systems are allowed to
recover a supply charge from hot water customers, only if
that supply charge has not otherwise been recovered from a
separate gas supply charge.

Support with amendment

The NSW Government supports the allowance of a supply charge
for hot water customers, only if that supply charge has not already
been recovered for the underlying energy input (gas or electricity).
The NSW Government supports IPART's recommendation but
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extend this to include preventing the double charging of supply
charges for electricity hot water systems.

Embedded network customers should not be subject to double
charging of supply charges for hot water, as on-market customers
are not exposed to having to pay a second supply charge in their
energy bills for the same underlying energy supply.

17

That regulated maximum prices for chilled water be extended
to all centralised air-conditioning services sold by an
embedded network seller.

Support

The NSW Government supports the extension of regulated pricing
for chilled water to all centralised air conditioning services sold in
an embedded network.

The NSW Government agrees with IPART that the issues faced by
chilled water customers are likely to be faced by all customers
being supplied and billed for centralised air conditioning.

18

That embedded network sellers of chilled water be permitted
to bill customers using either a consumption charge or a fixed
daily rate. Sellers must use the same charging approach for
all customers at a given site.

Support

The NSW Government supports pricing options that provide the
ability for operators, without existing metering for chilled water, to
apply a fixed daily rate for chilled water supply to avoid metering
costs where it is economic to do so. The NSW Government similarly
supports consistency in charging approach for all customers at an
air conditioning embedded network site. Individual customers
should not be disadvantaged by sellers choosing to charge them
differently to other customers at the same site based on their
patterns of energy usage.

19

Where an embedded network seller imposes a consumption
charge for chilled water embedded networks:

Support
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a. the maximum consumption charge in kWh is equal to
the maximum electricity tariff for embedded networks

b. no additional fixed rate charge is permitted.

The NSW Government supports the use of IPART’s benchmarked
maximum electricity consumption charge as the maximum price
for air conditioning, where a consumption charge is used.

20 Where an embedded network seller imposes a consumption Support
Charge for Ch'“efj water embe-dfjed networks, the s.eller must The NSW Government supports requiring embedded network
prO\Q_d_e |n.format|on on thhe effﬁzlevncy og t.he cintrallsed al-r- operators who charge for air conditioning using a consumption
con |.t|on|ng system on the seller’s website. The information method to provide information on the efficiency of their centralised
must include: . e . . L
air conditioning systems on their website. This will apply where
— The Energy Efficiency Ratio (EER) embedded network operators have an appropriate website.
— The Coefficient of Performance (COP)
— The energy input for the last financial year
— The energy output for the last financial year
— The system’s brand name or model number, where
available.
21 Where an embedded network seller imposes a fixed daily rate | Support
for chllled.water embegldeg networks, the maximum daily rate The NSW Government supports the recommendation to allow
be determined by multiplying: embedded network sellers applying a fixed daily rate to impose a
— the consumption benchmark of 2.5 kWh per day for a charge up to the equivalent of a consumption benchmark of 2.5
typical low air-conditioning user, and kWh per day under the benchmark electricity consumption charge.
— the benchmark electricity consumption charge.
22 That the NSW Government amend the Residential Tenancies Do Not Support

Act 2010, and the Residential (Land Lease) Communities Act
2013, to allow tenants and land lease community residents
living in embedded networks to be charged up to IPART’s

Consistent with the response to recommendation 10 - the NSW
Government does not support the billing of unmetered centralised
air-conditioning services to tenants and land lease community
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maximum fixed daily fee for unmetered centralised air-
conditioning services

residents. This recommendation is inconsistent with the general
principles of the Residential Tenancies Act 2010 and Residential
(Land Lease) Communities Act 2013 requiring landlords, rather than
tenants, to pay for unmetered utility charges.

23

That the NSW Government amend the Residential Tenancies
Act 2010 to clarify that tenants must pay charges for the
supply of chilled water to residential premises if the chilled
water consumed is individually metered.

Support

Consistent with the response to recommendation 12, the NSW
Government supports this recommendation.

The Residential Tenancies Act 2010 sets out that electricity or gas
supplied through an embedded network can be passed on to a
tenant where usage is individually metered to reflect actual
consumption. Given the NSW Government intention that chilled
water will be required to be billed for the energy-input as either
gas or electricity, the NSW Government considers it appropriate
that charges for chilled water where individually metered be able
to be passed onto tenants.

The NSW Government will consider clarification within the
Residential Tenancies Act 2010 or other relevant legislation as
necessary.

24

That business customers that are large corporate entities be
subject to reduced price protections, with the maximum
prices based on:

a. for electricity and chilled water services, the business
customer Default Market Offer

b. for gas and hot water services, the local area retailer’s
business customer standing offer.

Support, with amendment

The NSW Government supports the recommendation to provide
maximum prices for large corporate entities that are small

business customers for the purposes of their energy consumption.

The NSW Government agrees that large corporate entities are
unlikely to experience the same barriers as small businesses in
accessing a fairer price for the supply of their energy and
therefore do not require the same level of price protection.

NSW Government response to IPART’s recommendations from Future of Embedded Networks review

13



This recommendation is consistent with the AER’s Electricity
Network Service Provider Registration Exemption Guideline, which
distinguishes between customers who are classified as a ‘small
customer’ under the National Energy Retail Law due to their low
energy usage, but are likely to be well informed, sophisticated
energy customers with substantial bargaining power.

The NSW Government proposes that the maximum prices for
electricity and chilled water services be capped by the local area
retailer’s business customer standing offer for electricity, instead
of by the DMO. This is consistent with the AER’s Exempt Selling
Guidelines, which restricts pricing by exempt sellers to the local
area retailer’s standing offer for small business customers. The
Commonwealth Department of Climate Change, Energy,
Environment and Water has indicated that it intends to extend this
requirement to all authorised retailers.

embedded network operators and exempt sellers supplying

25 That business customers that are not large corporate entities | Support
be subject tg the .sam: prlce.protectllons z;s re(sjldentlal The NSW Government supports the extension of the maximum
customers, but with the maximum prices based on: price protections for residential customers to small business
a. for electricity and chilled water services, the median of | customers. The NSW Government agrees that small businesses are
the active retailers’ lowest business customer likely to experience similar barriers to retail competition as
electricity consumption and supply charges residential customers.
b. for gas and hot water services, the median of the
active retailers’ lowest business customer gas
consumption and supply charges.
26 The NSW Government impose a statutory obligation on Support
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or selling energy to business customers to become members
of the EWON.

The NSW Government supports this recommendation to require all
embedded network operators and exempt sellers supplying or
selling energy to small business customers to become members of
EWON. We support this recommendation to ensure that the current
gap between consumer protections for small businesses in
embedded networks, as opposed to small business customers on
market, is closed.

27

That the NSW Government enact legislation to provide for a
statutory compliance and enforcement framework (statutory
framework).

Support

The NSW Government will enact legislation to provide for an
appropriate statutory compliance and enforcement framework to
enforce regulated pricing of embedded networks in NSW. This is
crucial to ensuring embedded network customers enjoy the price
and consumer protections provided by the NSW Government’s
embedded network reforms.

28

That the NSW Government enact legislation to require all
embedded network sellers of hot and chilled water in NSW to
become members of the EWON.

Support

The NSW Government supports this recommendation to enact
legislation to require all embedded network operators selling hot
and chilled water become members of EWON.

The NSW Government supports this recommendation to ensure
that consumers purchasing hot or chilled water in an embedded
network, receive the same consumer protections as consumers
purchasing hot or chilled water under on-market conditions.

29

That the compliance and enforcement framework authorise
the EWON to:

Support

The NSW Government supports the establishment of an
appropriate statutory compliance and enforcement framework to

NSW Government response to IPART’s recommendations from Future of Embedded Networks review

15



a. refer to the regulator any complaints that EWON
reasonably suspects indicate an embedded network
seller may have breached an embedded network
pricing determination

a. provide to the regulator any supporting information or
documentation regarding customer complaints it
receives related to embedded network sellers not
complying with the maximum price.

enforce regulated pricing of embedded networks in NSW and
provide dispute resolution pathways for customers. This is crucial
to ensuring embedded network customers enjoy the price and
consumer protections provided by the NSW Government’s
embedded network reforms.

The NSW Government will engage with EWON and IPART in the
development of this framework, where appropriate.

30

That the compliance and enforcement framework:

a. authorise the regulator to monitor compliance with a
price determination (not related to complaints)

b. authorise the regulator to investigate whether an
embedded network seller has complied with an
embedded network pricing determination

c. authorise the regulator, by notice in writing, to require
an embedded network seller to provide information,
documents or evidence for the purposes of:

— monitoring compliance with a price determination,
or

— aninvestigation

d. provide that it is an offence, subject to a monetary
penalty for non-compliance, to refuse or fail to comply
with a notice requiring the provision of information,
documents or evidence.

Support

Consistent with recommendation 27, the NSW Government
supports the recommendation for an appropriate statutory
compliance and enforcement framework to enforce regulated
pricing of embedded networks in NSW. This is crucial to ensuring
embedded network customers enjoy the price and consumer
protections provided by the NSW Government’s embedded
network reforms.
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31

That the statutory framework require embedded network
sellers to publish on their websites:

— their current prices

— the addresses of all the sites where they provide
embedded network services, and the services they
provide at each site.

Support

The NSW Government supports the recommendation to require
embedded network operators to publish information, on their
website, about their prices and where they provide embedded
network services as per IPART's recommendations. This will apply
where embedded network operators have an appropriate website.

32

That embedded network sellers that do not have a website be
required to submit their prices and addresses of all the sites
they provide embedded network services to the regulator for
publication on the regulator’s website.

Support with amendment

The NSW Government supports all embedded network operators
being required to submit their prices and addresses of all the sites
they provide embedded network services for, to the regulator for
publication on the regulator’s site.

Greater visibility of embedded network prices better enable
regulators to monitor and enforce compliance and provide better
information to support more informed policy development.

33

That the NSW Government consider the information that
owners corporations require before entering agreements with
embedded network sellers.

Support

The NSW Government supports the recommendation to strengthen
the requirements regarding the information that must be provided
to an owners corporation, before entering agreements with
embedded network operators. This recommendation supports
more informed decision-making by owners corporations.

The NSW Government will also strengthen the information a
vendor must provide to a purchaser as part of a property sale
about the existence of embedded network arrangements.

34

That the statutory framework empower the regulator to take
one or more of the following enforcement actions where it is

Support
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satisfied an embedded network seller has not complied with
an embedded network pricing determination:

a.

directing an embedded network seller to take
specified action within a specified timeframe to
remedy the non-compliance.

impose a monetary penalty on the embedded network
seller and/or a person who is the director of or involved
in the management of an embedded network seller.

Consistent with recommendation 27, the NSW Government
supports the recommendation for an appropriate statutory
compliance and enforcement framework to enforce regulated
pricing of embedded networks in NSW. This is crucial to ensuring
embedded network customers enjoy the price and consumer
protections provided by the NSW Government’s embedded
network reforms.

embedded network seller to comply with a compliance
direction of the regulator is an offence and is subject to a
monetary penalty.

35 That the statutory framework require the regulator, before Support
issuing a direction or imposing a monetary penalty to: Consistent with recommendation 27, the NSW Government
a. consider the action the embedded network seller has supports the recommendation for an appropriate statutory
taken or is likely to take in respect of the non- compliance and enforcement framework to enforce regulated
compliance and be satisfied it is nevertheless pricing of embedded networks in NSW. This is crucial to ensuring
appropriate to issue the direction/impose the penalty. | embedded network customers enjoy the price and consumer
b. consider whether the non-compliance has been or is protectll(ons provided by the NSW Government’s embedded
likely to be the subject of any other penalty or action network reforms.
or any claim for compensation and be satisfied it is
nevertheless appropriate to issue the direction/impose
the penalty.
36 That the statutory framework provide that failure by an Support

Consistent with recommendation 27, the NSW Government
supports the recommendation for an appropriate statutory
compliance and enforcement framework to enforce regulated
pricing of embedded networks in NSW. This is crucial to ensuring
embedded network customers enjoy the price and consumer
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protections provided by the NSW Government’s embedded
network reforms.

37

That IPART be the regulator that determines and enforces
compliance with the maximum prices for the sale of
electricity, gas, hot and chilled water to customers in
embedded networks in NSW.

Support

The NSW Government supports this recommendation to authorise
IPART as the regulator to determine and enforce compliance with
maximum prices for the sale of electricity, gas, hot water and
chilled water in embedded networks in NSW.

IPART already performs the role of retail energy market monitor in
NSW and already has a role in determining in the maximum
electricity prices within residential land lease communities with
electricity embedded networks.

Given its existing regulatory roles, and establishment as an
independent authority, it is well suited to determine and enforce
compliance with maximum energy prices for embedded network
customers.

38

That the NSW Government should not prohibit the installation
of new hot and chilled water embedded networks in NSW.

Support

The NSW Government supports this recommendation that new hot
and chilled water embedded networks in NSW are not prohibited.

Embedded network arrangements provide opportunities for
greater efficiency, and the installation of such facilities, when
subject to maximum price caps and appropriate consumer
protections, can deliver benefits such as lower prices to embedded
network customers.
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