


Electricity Distribution Ring- fencing Compliance Report | 1 January 2023 – 31 December 2023 | April 
2024 
Approved by: Essential Energy 
Page 2 of 28 

Table of Contents 
Overview 3 
Statement of Compliance 3 
Annual Ring-fencing Compliance Report 4 
Structure of this Compliance Report 4 
1. Measures to Ensure Compliance 5 
1.1 Essential Energy Compliance Program 5 
1.2 Establishment of Intium 5 
1.3 Battery Projects 6 

1.3.1 Sovereign Hills Network Battery 6 
1.3.2 Pole-top Battery Trial 7 
1.3.3 Commonwealth Community Batteries for Household Solar Program 7 

1.4 Regulated Stand Alone Power Systems (SAPS) 7 
2. Breaches 8 
3. Other Services 10 
4. Transactions with Affiliated Entities 12 
5. Independent Assessment 13 
Appendix A: Compliance Measures 14 

Attachment 1: Independent Assessment Report  28 

List of Tables 
Table 1: Structure of Compliance Report 

Table 2: Ring-fencing Compliance Breaches 

Table 3: Ring-fencing Waivers in effect during reporting period      

Table 4: Transactions between Essential Energy and affiliated entities 

4 

8 

           10 

           12 



Electricity Distribution Ring- fencing Compliance Report | 1 January 2023 – 31 December 2023 | April 2024 
Approved by: Essential Energy 
Page 3 of 28 

Overview 
The Ring-fencing Guideline – Electricity Distribution Version 31 (the Guideline) requires each Distribution Network 
Service Provider (DNSP) to prepare an annual Ring-fencing Compliance Report (Compliance Report). Essential 
Energy (ABN 37 428 185 226), as a DNSP, has prepared this Compliance Report in accordance with clause 6.2 of 
the Guideline for the regulatory reporting period of 1 January to 31 December 2023 (reporting period). 

Essential Energy’s core business is to support regional, rural and remote communities by operating and 
maintaining one of Australia’s largest electricity networks. Essential Energy’s 183,000km of power lines, covering 
95 per cent of New South Wales (NSW) and parts of southern Queensland, serve more than 890,000 customers. 

Essential Energy’s vision is empowering communities to share and use energy for a better tomorrow by enabling 
energy solutions that improve life. This means maintaining a safe and reliable network as Essential Energy 
becomes an energy business for the future where its values inform its decisions, the way it works and how 
Essential Energy treats its customers and people. 

The preparation of this Compliance Report is undertaken to satisfy the obligations and requirements of the 
Australian Energy Regulator (AER) aimed to: 

> Promote the National Electricity Objective by requiring the accounting and functional separation of the provision
of direct control services by DNSPs from the provision of other services by DNSPs or their affiliated entities

> Promote competition in the provision of electricity services.

Essential Energy’s strategic approach to meeting its obligations under the Guideline has been to largely withdraw 
from providing most contestable electricity services. When Essential Energy provides contestable electricity 
services it is limited to where: 

> Functional competitive markets are absent to ensure regional, rural and remote customers continue to receive
an adequate level of services and avoid unnecessary costs

> Network services may be more efficiently delivered through alternative approaches to network augmentation
(e.g. use of energy storage services)

> Knowledge will be gained through pilots or testing of operational models to deliver services to its customers.

This Compliance Report details Essential Energy’s approach to compliance including policies, processes and 
measures implemented and in practice during the regulatory reporting period to meet the aims and requirements of 
the Guideline.  

Recognising the unique needs of regional, rural and remote NSW customers in the energy transition, Essential 
Energy has undertaken changes and trials during the reporting period. Further, Essential Energy commenced a 
program of works during 2023 to prepare to provide contestable electricity services through its related entity, 
Intium2. This Compliance Report discusses steps undertaken under this program of works during the reporting 
period. 

Statement of Compliance 
Essential Energy has complied with the obligations set out in the Guideline for the period from 1 January to 31 
December 2023 except for those breaches detailed in Section 2.

1 Australian Energy Regulator (AER), Ring-fencing Guideline -- Electricity Distribution Version 3, November 2021. 
2 Intium Pty Limited (ABN 89 664 971 313)  
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1. Measures to Ensure Compliance
Clause 6.2.1(b)(i) of the Guideline requires DNSPs to report on the measures the DNSP has taken to ensure 
compliance with its ring-fencing obligations. Annual compliance reporting by the DNSP should explain how the 
compliance measures put in place address each obligation in the Guideline. In assessing the appropriateness of a 
DNSPs compliance measures, the AER will consider whether each obligation is addressed by:  

> Preventative controls or measures designed to prevent breaches of a particular obligation in the Guideline from
occurring

> Detective controls or measures designed to ensure that breaches that may have occurred are detected or
identified internally in a timely manner; and

> Corrective controls or measures to ensure that timely, appropriate corrective or remedial action can be taken to
address a breach once it is detected to reduce the likelihood of a breach reoccurring.

Detail with respect to the measures to ensure compliance with the Guideline clauses is provided in Appendix A. 

1.1 Essential Energy Compliance Program 
During 2023, Essential Energy took the strategic approach to achieve compliance with its ring-fencing obligations 
through only providing:  

> Contestable services to regional and remote customers where a functional competitive market is absent
> Other or contestable services under individual waivers granted by the AER under specific circumstances
> Providing services under class waivers or exemptions from the Guideline granted by the AER.

This approach minimises the challenges that Essential Energy is expected to experience in complying with its ring-
fencing obligations.  

Essential Energy maintains a set of ring-fencing policies and procedures, which include: 

> Ring-Fencing Policy: this document provides guidance to Essential Energy staff on the obligations and
responsibilities outlined the Guideline

> Ring-Fencing Procedure: this document provides guidance to Essential Energy employees on how to adhere
to the Ring-Fencing Policy

> Ring-Fencing Compliance Monitoring and Reporting Procedure: this document outlines the processes for
undertaking breach management and reporting and preparing the annual ring-fencing compliance report.

Essential Energy’s ring-fencing policies and procedures form the basis for its ring-fencing compliance program and 
assigns authorities and responsibilities to Essential Energy staff and teams. Essential Energy’s measures to ensure 
compliance with obligations Guideline or waivers granted to Essential Energy are detailed in Appendix A.  

During the reporting period, Essential Energy engaged in several changes in its business that have affected its 
approach to compliance with the Guideline during the reporting period but will have greater implications into the 
future. These include: 

> Undertaking a program of work to establish a separated legal entity, Intium, to provide other services and
contestable electricity services

> Operating its first network battery with leased spare capacity at Sovereign Hills under an individual waiver
granted by the AER

> Preparing for operation of two other classes of batteries under individual and class waivers granted by the AER
> Operating two regulated Stand-alone Power Systems (SAPS).

1.2 Establishment of Intium 
On 13 January 2023, Essential Energy incorporated a separate legal entity, Intium Pty Ltd (Intium), to provide other 
services and contestable electricity services to NSW regional and remote customers that Essential Energy, as a 
DNSP, is prohibited from providing under the Guideline.  
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The energy transition is requiring significant investment in infrastructure and services that are needed in regional 
and rural NSW to support the rapid change necessary for Australia’s low carbon future. Customers are also 
seeking alternative energy solutions through the uptake of new technologies, such as electric vehicles and 
increased digitisation of the energy system. In order to support customers in regional and rural NSW and beyond, 
Essential Energy took the strategic decision to establish Intium and explore opportunities to provide additional 
services. 

During the reporting period, Intium provided no services and had no customers. 

Essential Energy has a firm commitment to its compliance with regulatory obligations and during the reporting 
period sought to undertake a deliberate and measured approach to establishing appropriate compliance measures 
to prepare for Intium to provide services. 

Program of work to prepare for a legally and functionally separated entity 
In 2023, Essential Energy stood up a project to deliver a program of work to establish Intium and achieve legal and 
functional separation of Essential Energy from Intium to meet the requirements of the Guideline.  

Activities during the reporting period have largely focussed on legal separation and ensuring costs and revenue 
associated with Intium are appropriately allocated consistent with Essential Energy’s Cost Allocation Methodology 
(CAM). These activities include: 

> Registering of Intium Pty Ltd, forming of an Intium Board of Directors, setting Delegations of Authority, and
having Intium’s constitution tabled in the NSW Parliament

> Establishing an independent and separate brand for Intium from the brand associated with Essential Energy’s
provision of direct control services

> Completing a review of Essential Energy’s CAM for fitness for purpose in context of Intium
> Deploying separated finance and procurement modules of Oracle Enterprise Resource Planning (ERP) system

to enable Intium to transact in its own right and to facilitate separation of management and financial accounts
> Developing procurement terms and conditions for Intium
> Executing shared services agreement between Intium and Essential Energy for the utilisation of corporate

services of Essential Energy.

Essential Energy’s program of work to implement controls to achieve functional separation between Essential 
Energy and Intium will continue through 2024. 

1.3 Battery Projects 

1.3.1 Sovereign Hills Network Battery 
On 4 August 2022, Essential Energy was granted an individual ring-fencing waiver to lease excess capacity from 
its Sovereign Hills network battery located near Port Macquarie NSW.  Essential Energy was granted the waiver 
under the AER’s consideration of waiver applications for energy storage devices under a streamlined process. 

The Sovereign Hills Battery is Essential Energy’s first trial network battery. Developed in partnership with AGL, the 
2MWh battery project was developed to respond to network need for greater capacity and power quality 
management in a rapidly growing area without the need for immediate upgrade to the Essential Energy network. 
During the trial, AGL was engaged under a revenue sharing agreement to use excess capacity from the battery to 
provide market services. 

The battery is funded 57% through Essential Energy’s regulated asset base and 43% through unregulated funding. 

The Sovereign Hills Battery commenced operations for testing and commissioning purposes on 1 February 2023 
following the finalisation of an Orchestration Agreement between AGL and Essential Energy. Under this 
agreement, AGL operates and controls the battery to provide network and market services. Essential Energy 
provides fixed setting limits, which include active and reactive voltage settings to support the network. In the future, 
Essential Energy will provide a dynamic operation of setting limits for thermal control. 

Challenges and learnings during the reporting period 

A number of challenges affected the operation of the Sovereign Hills battery during the reporting period. 
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A staged commissioning process commenced in February 2023. However, at each commissioning stage, 
operational issues were identified which prevented Essential Energy from being able to use the battery to support 
network back feeds for reliability benefits or set up the control schemes to manage peak demand that is forecast to 
occur within the next 12-18 months. As such, reactive power control has been the only support provided to the 
network from the battery, albeit without the consistency needed to model the benefits. 

At the end of the reporting period, the operation of the battery was not aligned with the required performance 
expected of Essential Energy and AGL. This has also caused financial implications for the project as the battery 
has not operated effectively to provide network services for reliability and peak demand looping. Due to ongoing 
operational issues with the battery, it remained in a testing phase throughout the reporting period, with full 
commissioning to complete in 2024.  

1.3.2 Pole-top Battery Trial 
On 22 October 2022, Essential Energy was granted an individual waiver from clause 3.1 of the Guideline to allow it 
to trial the joint ownership and operation of 35 pole-top batteries with a retail partner. Essential Energy was granted 
the waiver under the AER’s consideration of waiver applications for energy storage devices under a streamlined 
process. 

The project is jointly funded by Essential Energy and its retail partner, Origin Energy, where Essential Energy’s 
portion is not allocated to Essential Energy’s regulated asset base. The pole-top battery trial is planned for the 
communities of Armidale, Bathurst, Dubbo, Port Macquarie, and Wagga Wagga. The trial will explore power quality 
and retail opportunities for customers in those communities. 

During the reporting period, Essential Energy finalised its commercial agreement with Origin Energy on 29 June 
2023 and proceeded with procurement of the pole-top batteries for the trial. No batteries under this waiver were 
operationalised during the reporting period. 

1.3.3 Commonwealth Community Batteries for Household Solar Program 
On 3 February 2023, the AER granted a class waiver from clauses 3.1, 4.2.1, and 4.2.2 of the Guideline to allow 
DNSPs to lead community battery projects that are funded under the Australian Government’s Community 
Batteries for Household Solar Program.  

Essential Energy received grant funding as part of the Australian Government’s Community Batteries for 
Household Solar Program for the provision and integration of batteries into the communities of Goulburn, Leeton 
and Maloney’s Beach in NSW. Each of the Essential Energy batteries will be wholly excluded from Essential 
Energy’s regulated asset base. 

During the reporting period, community engagement and planning for the battery’s utilisation in the communities, as 
well as procurement of the battery assets, commenced. No batteries subject to this ring-fencing waiver were 
operational during the reporting period.  

1.4  Regulated Stand Alone Power Systems (SAPS) 
In December 2023, Essential Energy registered two regulated SAPS in the National Electricity Market (NEM) as a 
first step in the utilisation of SAPS as an alternative to traditional poles and wires connections to provide reliable 
and cost efficient electricity supply to specific Essential Energy customers.  The two SAPS were operational at the 
end of the reporting period and servicing customers in the communities of Eurobodalla and Bulahdelah NSW. 

Changes to version 3 of the Guideline allow DNSPs which are registered as Market SAPS Resource Providers 
(MSRP) to provide generation services without requirements for legal separation, provided accounting separation is 
undertaken. Generation revenue may be earned by Essential Energy as a MSRP up to an annual generation cap in 
a regulatory year, which will be cost recovered by the AER. Essential Energy did not receive any revenue as a 
MSRP during the reporting period. 

Essential Energy provides on its website a register of its regulated SAPS with information as required under the 
Guideline. 
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5. Independent Assessment
Clause 6.2.1(c) of the Guideline requires Essential Energy’s Compliance Report to be accompanied by an 
assessment of compliance with the Guideline by a suitably qualified independent authority.  

Essential Energy engaged KPMG to undertake an Independent Assessment of Essential Energy’s compliance 
against the Guideline requirements. The audit covers the period from 1 January to 31 December 2023. This 
assessment is provided as Attachment 1 to this report. 
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Attachment 1: Independent Assessment Report 
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