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Submission of the Electricity Retailers’ Association of New Zealand (ERANZ)
and the Electricity Networks’ Association (the ENA) to the Productivity
Commission’s Low-Emissions Economy Inquiry

This is a joint submission from ERANZ and the ENA.

ERANZ represents companies that sell electricity to New Zealand customers and businesses.
ERANZ's role is to promote and enhance a sustainable and competitive retail electricity market that
delivers value to New Zealand electricity customers.

ENA represents the local electricity distribution businesses (lines companies) that take power from
the national grid and deliver it to homes and businesses. It harnesses the collective expertise of
members to promote safe, reliable and affordable power for its members’ customers.

ERANZ and the ENA anticipate that their members will have views on the questions posed in the
Productivity’s Commission’s August 2017 Issues Paper?!, and may submit separately to the
Productivity Commissions consultation. This joint submission addresses only questions 8 and 9.

In broad terms, the electricity sector is supportive of a transition to a lower carbon economy that
maximises opportunities and minimises the costs and risks. The electrification of transport will play
a key role because EVs are potentially the best opportunity to reduce emissions at a household level,
and New Zealand already generates 80%+ of its electricity from renewable sources.

The sector recently supported research by Concept Consulting to look at the likely effect on
greenhouse gas emissions if there is widespread uptake of new energy technologies in New
Zealand's renewables-dominated electricity system? ( a summary of that report is attached at
Appendix A)

L http://www.productivity.govt.nz/inquiry-content/3254?stage=2
2 http://www.concept.co.nz/publications.html
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We wish to draw the Productivity Commission’s attention specifically to the impact of one specific
piece of regulation that has been shown by this research to have the potential impact of negatively
affecting the uptake of electric vehicles; the Low-Fixed Charge.

Q8 What are the main barriers to the uptake of electric vehicles in New Zealand?
Q9 What policies would best encourage the uptake of electric vehicles in New Zealand?

Answering both questions above, ERANZ and the ENA consider that a significant barrier to the
uptake of electric vehicles is the Electricity (Low Fixed Charge Tariff Option for Domestic Consumers)
Regulations 2004. Repeal of these regulations would encourage greater uptake of electric vehicles,
or on the other hand, not adversely dis-incentivise the uptake of electric vehicles.

Further details are set out in the attached presentation prepared by Simon Coates of Concept
Consulting and entitled “The low-fixed charge (LFC) regulations: History, impact, alternatives.” Key
points to note are:

- The LFC regulations substantially increase the cost of charging EVs, suppressing their uptake.
This is because:

0 the LFCregulations require electricity networks and retailers to offer, for each
‘standard’ tariff they present to customers, an equivalent ‘low fixed charge’ tariff
option with a maximum daily fixed charge of:

= 15 cents per day, excluding GST, for the LFC network tariff
= 30 cents per day, excluding GST, for the LFC retail tariff;

0 the LFC-compliant maximum daily fixed charge is lower than the actual daily fixed
costs of supplying electricity which are estimated by Concept to be about $2.20 a
day; and

0 asaresult:
= the variable component of an LFC tariff involves a higher variable or per
kilowatt hour charge than the equivalent standard tariff;?
= standard tariffs are higher than they would be in the absence of the LFC; and
= there is a cross-subsidy from those on standard tariffs to those on LFC
tariffs.

3 The fixed daily and variable charges under a LFC tariff are set so that a customer consuming less than
8,000kWh per year (9,000kWh in the Lower South island) pays less overall than a customer on an equivalent
standard tariff who consumers the same amount. A customer on an LFC tariff who consumes more than
8,000kWh per year (9,000kWh in the Lower South island) would pay more overall than a customer on an
equivalent standard tariff. This incentivises customers on LFC tariffs to keep their electricity consumption
below the prescribed figure of 8,000kWh per year (9,000kWh in the Lower South Island).
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- Concept calculates that under current price structures, even with day/night pricing whereby
customers receive a lower overnight rate than they do during the day, the LFC regulations
roughly double the running cost of an EV charged overnight (compared to a world in which
the LFC regulations did not exist).

- Asrecognised in the Productivity Commission’s Issues Paper, EVs represent potentially the
best opportunity to decarbonise our economy by reducing emissions directly caused at the
household level (land transport representing 71% of average household emissions).

- The vast majority of future EV-driven electricity demand is likely to be met from renewable
sources of electricity generation.

Conclusion:

Electric vehicles are a significant opportunity for New Zealand to reduce emissions. Based on
independent research, ERANZ and the ENA consider that a significant barrier to the uptake of
electric vehicles is the Electricity (Low Fixed Charge Tariff Option for Domestic Consumers)
Regulations 2004. Repeal of these regulations would mean that the economics of an electric vehicle
were not distorted, which may encourage greater uptake of electric vehicles and consequently
reduce emissions.

Please contact us if you have any questions.

Yours sincerely

Jenny Cameron Graeme Peters
Chief Executive Chief Executive
ERANZ ENA

Appendix A: Simon Coates powerpoint presentation to the Productivity Commission, 31 May 2017,
“The Low-Fixed Charge Regulations: History, Impacts, Alternatives”
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* History behind the low-fixed charge (LFC):

e How does it measure up to its policy objectives?

e What are the alternatives?
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History behind the low-fixed charge (LFC)

e Whatisit?
e Why was it introduced?
 What objectives is it meant to achieve?
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Let’s start with the basics: the average residential bill <&

concept

All generation, and
= 55% of Nwk costs

: *
driven by demand M Retail & Metering

B Network

B Generation

The remaining costs are not
driven by demand

~ $800/cust/yr

Total Driven by demand Not driven by demand

Tech Analysisvl4d.xdsm

Note: All costs inclusive of GST. Source: Concept analysis of MBIE data

* Gen. costs driven by demand at all times. Nwk costs driven by peak demand over the
long-term. 55% estimate based on Orion analysis. Will vary by network
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Bills under a simple cost-reflective tariff would look something like @

@

this concept
4,000 All customers would pay
a fixed charge
3,500 (= $2.20/day, incl. GST)
for access to the network,
3,000 . .
and provision of retail &
2500 metering services
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* This graph is purely illustrative. Variable charges can be based on any

demand metric (including consumption, peak demand, etc.) and could vary KWh/yr
with time of provision. These more complex charges will tend to spread the _
range of bills for consumers with similar annual kWh consumption values. — Cost-reflective Tech Analysisv0ddsm
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But we have the low-fixed charge regulations éﬁ;pf

e Policy introduced in 2000 via a Government Policy Statement
— Expected retailers to offer a tariff with a low-fixed charge which would
amount to no more than 10% of the bill for the ‘average’ 8,000 kWh
customer

e Regulations introduced in 2004 after government felt that industry was not
delivering
— Requires retailers and networks to each have low-fixed charge option of
15c/day (30 c/day overall), which would deliver the same bill as the
standard tariff for an 8,000 kWh customer
e 8,000 kWh threshold amended to 9,000 kWh for lower South Island in 2007

LowFixed Discussion Points vO4.pptm



To comply with the low-fixed charge, tariffs need to look like this <&

concept

4,000

3,500 Customers on the low-
user tariff would pay only

3,000 $0.30/day + GST fixed
charges, but higher

2,500~ variable charges > The new standard
52,000 tariff needs to be
v Customers at the higher to recover
1500 8,000 kWh revenue lost from
threshold would low-user
1,000 L . be neutral customers
. between the low-
500 - fixed or standard
tariff
0
o o o (o] o o (] o o (o] o o o o o o o
o o o o o o o o o o o o o o o o
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kWh/yr

Tech AnalysiswlE.dsm

—Cost-reflective —Std —LowU
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This introduces cross-subsidies between customers L&

concept

4,000
3,500
3,000
2,500 :
Some consumers enjoy
_ materiallv lower bills ... at the expense of others
2> 2,000 Y
VY
1,500
Note: Effect on largest consumers
1,000 even greater in those network areas
where all customers are charged via
500 : .
a low-fixed tariff
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Cross-subsidy —Cost-reflective —LFC

Tech Analysiswld.dsm
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What was the policy intent? A variety of motivations... G
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Came against a background of rising electricity prices, and 10 furthey i
concerns that retail competition was not delivering sufficient

Pete Hodgson .
benefits to consumers

Hodgson to introduce targeted relief on electricity ¢, ™
bills Wey

Ou,  Po

Yy, My, l‘b .
Minister of Energy, Pete Hodgson, has confirmed that some aspects of power prices are to "Gfﬁ,fé’a/e ///
be regulated. The move follows recent calls for intervention on rising power prices from the Cﬁs,zf%,s ) s ',
Consumers' Institute and other bodies. ’80,77:"//(,& @ei,}

Us, M,
"| have been concermned about the impact of rising power prices on low income groups for %’f@?@% ) G“st
some time and have decided to make the low fixed charge tariff compulsory,” says Mr ’ S@,,lf@;,,/} Oy
Hodgscon. "Some companies had been playing games around offering such an option." ’C‘,I-,,éZ’efsof O/Q'@,- 8“04
2 4. G0, -
Work on this regulation pre-dates the latest round of power price rises. /;,;/)/;;307/77& /“V/:s 9004
Rugs, oy

"l instructed officials to draft regulation on this issue some months ago. It will compel all @ Q,,Sj”sfa '
electricity retailers to offer a tanff, the fixed charges portion of which cannot exceed 30 cents /78%;0/71,0/
per day excluding GST. This tariff is designed to make those consumers that use less than ’Odgy

the average 8000 kwh of power a year better off. In particular, it is designed to help older
MNew Zealanders on fixed incomes who are typically frugal users of power "
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What was the policy intent? A variety of motivations... éﬁ-’;m

 Environmental
— High variable charges promote energy efficiency

e Social
— Poorer households tend to consume less = a low-fixed charge will lower
the bill for such households

— Pensioners were of particular concern

10
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How well does the LFC meet its original (and other)

policy objectives?
Environment: Is the LFC resulting in lower greenhouse emissions?
Social: Is the LFC resulting in benefits for low-income consumers?

Economic: Is the LFC helping deliver lower cost energy for New Zealand?

LowFixed Discussion Points vO4.pptm 11



Some positive environmental effects in the past
However, potentially negative effects in the future

(&

concept

e Higher variable charges do incentivise energy efficiency
— Although economically inefficiently so in many cases. (See later)

 However, now acting against technology which is arguably biggest
opportunity to de-carbonise our economy ...

LowFixed Discussion Points vO4.pptm
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Examined greenhouse impacts of uptake of new technologies <&

concept

Average breakdown of household emissions

Direct emissions
6%

Solar, and
batteries

TESLFA

Aviation & other

transport
7%

NZ Emizsions Breskdownw3.xlsm
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Detailed market projections undertaken to examine emissions @
impact of technology uptake concept

Concept’s market models work out least-cost generation build and
operation, now and into future, based on key drivers, e.g.:

— Demand growth and shape

— Fuel & CO2 prices
— Generating technology costs

Run two scenarios
— one with new technology uptake (e.g. solar PV, EVs, or batteries), and
— one without

Impact of technology on grid generation build and operation —and hence
emissions

Repeated over many different scenarios (e.g. fuel price, CO2 price, Tiwai
in/out, etc.) to determine whether nature and scale of impact is consistent
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The majority of future EV demand would be met by increased wind

generation concept
4.5 _ R
Once system is more in
4.0 balance, increased EV demand ;
35 = new baseload (i.e. [ - Wind
renewable) generatign Ve
1.0 ol
—{.-I;IE-I:'H
2.5
E 2.0 Py
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1.0
Bt — Fossil
0.0
0.5 === Ti¥tal

'1.“

V. Early years, increased demand =
increased existing fossil gen.
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Also looked at impact of high solar PV uptake

concept
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Modelling indicates little environmental benefit of PV in NZ <&

concept

B0

0.0

4.0

20

0.0

2.0

-4

-0

2. System in balance. —
Increased PV =

a) Reduced new baseload (i.e. renewable) build.

—— Wind
b) No avoided fossil. '
c) Hydro progressively works harder to provide summer /
winter balancing — COgen
Py

201
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— —— Fossil
1. Current system .
overcapacity.
Increased PV -

3. Hydro seasonal flex is exhausted T - Total
Increased PV is as per 2., except further seasonal

reduced fossil balancing met by increased fossil and increased spill
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Considering all effects, EVs represent the biggest opportunity to de- =

carbonise our economy

concept

e Analysis also considered avoided tailpipe emissions for EVs, and embodied
emissions in manufacture of the technology

0.5

Long-term :

s
Ln
@-medlum-‘term

ne

& sector tailpipe

-2.0

Flattening of demand
curve = more renewables
& less thermal

MNea r-medium-ter@
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PV : Battery

embodied ©O net
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The low-fixed charge substantially increases the cost of charging EVs &
- their uptake will be supressed concept

02 Average EV night-time charging cost (S/kWh, excl. GST)

0.20

0.15

__________ Even with day/night

pricing, the low-fixed

0.10 charge roughly
doubles the running
cost of an EV charged

0.05 overnight

0.00

Flat tariff Day/Night tariff
B LFC-lowU MLFC-Std ®LFC-Avg B NolLFC

Tech Analysis w0dxlsm

Note: Even with an EV, approx. 42% of consumers would qualify for Low User tariff
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How does the performance of the LFC stack up against these (and (&
other) policy objectives? concept

e Social
— |Is the LFC resulting in benefits for low-income consumers?
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It is true, that in general, low-income consumers use less 2 LFCwill =

have benefited such consumers concept
30,000 _ . . .
* Income / consumption correlation likely due
to factors such as
25,000 . . . .
— Correlation of income with house size
_ — Poorest consumers under-heating their
% 20,000 homes
S
5
€ 15,000
S
E 10,000
<T
5,000
0
800 900 1,000 1,100 1,200 1,300 1,400 1,500
High socio-economic <--- Deprivation score ---> LOW SOCIO-eCONOMIC sciaimnaiysis vzsxism
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As an aside, the 2013 census provides insights into this aspect of fuel

poverty

concept

2013 Census reported proportion of households with different types of heating
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—

LowFixed Discussion Points vO4.pptm

23



Y

But there are many low-income households which are large

consumers, and vice-versa

concept
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All income deciles have a similar spread of consumption between

‘large’ and ‘small’ consumers

@
concept

Annual consumption (kWh)
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This relationship between consumption and income appears @

™=

consistent across networks, with some more strong than others concept

Annual consumption (kWh)

Christchurch consumption
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This pattern of consumption with income means the LFC is hurting @

(@

some low-income consumers concept

Annual consumption (kWh)

Auckland consumption
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With the advent of solar PV, the low-fixed charge is now causing a @

=

new problem: exacerbating solar cost-shifting concept
20 » Solar paid as if it were
reducing network and
@ 25 m Retail & metering retail costs
E B Network
£ 20 B Generation » But such costs are not
s reduced.
15
— (Indeed, solar may
10 .
increase both
5 network & retail CTS
costs)
0
Std LowU
Reduced demand . Export
Payments to sola : True' value

Tech AnalysisvD2dsm

Returns for solar much greater on Low User tariff
(Noting that solar will turn most Std consumers into ‘Low users’)
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Solar + current tariffs = cost-shifting <&

concept
600
Change in
400 consumer -  Under-recovered
bill network & retail costs
=200 Change in will be ‘shifted’ onto
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Solar cost-shifting will particularly hurt the poor L&

concept

The poorest are most likely to be Due to: - Lack of income
solar ‘have nots’. - Not owning own home
08 . . .
Solar uptake by income decile o Proportion of households rentiflg
0.7 5
0.6
50%
0.5
40%
2 04
Ela
0.3
0.2 200
0.1 10% I
0 0%
1 2 3 4 5 6 7 8 9 10 1 2 3 4 s 5 7 2 ] 10

€ Rich Poor > < Rich Poor >

Uptake of solar by 50% of households
- average $150/yr bill increase for poorest consumers

LowFixed Discussion Points vO4.pptm 30



Solar and EVs stand-out for the cost / (benefit) shifting under current

tariff structures

&

éoncept

800
Change in bill Change in system costs m Cost / (benefit) shifting
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Solar over-rewarded -2 inefficient
400 uptake (and adverse cost-shifting)
200
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Solar-red'nin  Eff. Lighting Home Eff. Fridge EV - Charged EV - Charged
demand insulation overnight anytime
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Even if we move to fully time-cost-reflective tariffs, keeping the LFC &«

will still distort price signals and result in cost-shifting concept
800
Change in bill Change in system costs m Cost / (benefit) shifting
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Increased variablisation also exacerbates winter / summer bill &
differentials — challenging for some low-income consumers concept

Average monthly bills

400
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Tech Analysis wldxlsm
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Social impacts of LFC — a re-cap (G

concept

 Helps some low-income consumers, but harms others

e Accelerates solar cost-shifting — which will generally harm the lowest
Income consumers

* |ncreases winter / summer bill differentials — particularly challenging for
low-income customers

LowFixed Discussion Points vO4.pptm
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Would the LFC pass muster if it were a general taxation-funded @
welfare measure? concept

 Thought experiment to see if a social-welfare measure with characteristics
of the LFC would likely be approved

LowFixed Discussion Points vO4.pptm 35



A lot of money is being shifted between consumers ... <&

concept
4,000
3,000
Approx. S170m is
2,000 being collected from
larger users...
1,000
0
-1,000 .
...to give to smaller
2,000 users
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... yet the average benefit to the poorest is small — with some being &«

concept

worse off

* |tis questionable whether a general taxation-funded social welfare measure
would be approved which:
— collected $180m from one set of taxpayers
— to give an average annual benefit of S35 for the target low-income
recipients
— but materially harmed a significant proportion of this target group

e Note: The UK Hills report on fuel poverty identified those consumers who were
low income and above average consumption as those who were most likely to
be in fuel poverty and in need of support.

e This is precisely the group that is harmed by the low-fixed charge regulations

37
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How does the performance of the LFC stack up against these (and (&
other) policy objectives? concept

e Economic

— |s the LFC helping deliver lower cost energy for New Zealand?
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Flat tariffs send consumers the wrong messages &

concept
0.7 . .
A flat tariff tells consumers it
0.6 costs as much to supply But the reality
them electricity.... is very different
0.5
5 ... during the ... as it does
< %% middleofthe  during a cold
= o5 Night.. winter evening
S N\
R %8
0.2
o4 I I This matters, because
0.0 i I consumers have to
Nt Dy Nt Dy Pk Nt Dy Nt Dy Pk make energy ChOices
Sum Win Sum Win
Current charges . True cost
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Flat tariffs + LFC = distorted signals for different technologies

Demand (or generation)-weighted average price seen by different consumer technologies

0.25 .
Demand profile
m Solar - red'n in Day-only, more in Sum.
0.0 demand
W EV - Charged Night-only
7 overnight
O .
= W Space heating Winter peak profile
% 0.15
>
0.10
0.05 “\lll
0.00
Flat LFC Low-User Flat LFC Std User Cost-reflective B
Y Y
Current tariffs tell consumers that the value of investi:\g\ .. but a cost-reflective tariff

in different technologies (e.g. generating solar, insulating would tell the true story

your house, buying an efficient fridge) are the same...
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Distorted price signals = emissions consequences, because in the &

long-term, an increase in demand... concept
... at night times = increase in ... in winter mornings & evenings 2
baseload demand (and gen) increase in peak demand (and gen)

More More fossil

renewables (in every

(in NZ) country)

Which means...
EVs and fridges are really Electric heating and lighting is CO, intensive

green (in NZ)

Resistance heaters Heat pumps
~2.5xC0O,ofgas  =0.75x CO, of gas
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Even with time-of-use tariffs, the LFC will continue to distort the @

@« =

price signals for different consumer technologies concept

Demand (or generation)-weighted average price seen by different consumer technologies
for different time-of-use (TOU) structures

0.35
G Solar - red'nin
E demand LFC-LowlJ
SO
5_ 0.30 - = . LFC-5td
=
= , : .
E S et .
i 025 e e . No LFC { ’
: -, AL e ., ,°T° Close to ‘true
" FV Tharaed cost of
0.20 : T ou )
overnight LFC-Lo meetlng SUCh
a demand
0.15 profile
010 N N e L e e e e e e e e --»~< Home insulation
LFC-Low)
0.05 -- . LFC-5td
—_— . Mo LFC
0.00
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All S/W D/N  DfNfP S/W  SD/N  S/W  Su/Shfwi
D/N  WD/N/P D/N/P  DfN/P

LowFixed Discussion Points vO4.pptm 42



C( C

toncept

Distorted price signals will cost NZ

Rooftop solar much more 025
expensive than other . = €02=3150/1c02
generation, but flat tariffs+ § 5 C02 = $50/1C02
LFC encourage uptake % 015 €02 = $5/tC02
Potential inefficient cost of § N | .  Network losses
$1.2-2.6 bn a .. D
Move to time-cost-reflective = ©°9 l . e
tariffs but LFC remaining will "
still over-reward solar F oo & &g

$05¢°Q \5»;\\(‘\\ ee,d& meapial

Suppressed-uptake of EVs
could cost several hundred Note: None of these technologies avoid
million the need to build the grid
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Flat pricing is also particularly harmful for incentivising

e Peaky load (e.g. space heating, lighting) predominantly met by
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Is there any way round the LFC regulations to deliver efficient @
network pricing? concept

* |t may be possible to develop network charges with less variabilisation of
fixed costs (e.g. peak demand, or booked capacity pricing) and which are
LFC-compliant

e However:

— Interpretation of such tariffs under regulations is not clear-cut

 Networks may be unwilling to embrace such tariffs without explicit approval
from government

— Further, under a Revenue Cap, networks face little or no commercial
pressure to remove the LFC = Some may be less willing to invest public /
political capital in pushing an unpopular measure

— Concerns raised about in ENA consultation as to whether such charging
approaches will deliver best outcomes for consumers relative to
alternatives

 May add complexity (and cost) to network & retail billing
e Complexity for consumers
 May result in less efficient whole-of-supply chain pricing to consumers
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Similarly, harder to have efficient charging for retail & metering with (@
LFC cémcept

e Retail & metering costs not driven by consumption or connection capacity

e However, LFC regulations drive retailers to recover retail & metering costs
via such measures for low-user customers
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Plus the low-fixed charge is impacting on retail competition and costs

 The low-fixed charge increases the complexity of operating in the market
— Tariff design and administration (including call-centre aspects)
— Compliance effort around limitation to primary residential addresses
— Potentially frustrating some innovative pricing approaches

e This increases cost-to-serve, and hinders competition
— Hard to estimate the scale of impact in terms of higher consumer prices
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How does the overall performance of the LFC stack up? <&

concept

e Environment

— Is the LFC resulting in lower greenhouse emissions? x\/ y
e Frustration of EV uptake likely to outweigh any energy efficiency incentives

e Social

— |s the LFC resulting in benefits for low-income consumers? x«
e Currently helps some, hurts others. Low overall benefit. /%

* Inlong-term will accelerate solar cost-shifting that will harm most low-income
consumers ¢

e Exacerbates winter / summer bill differentials — particularly difficult for low-
income

e Economic
— |s the LFC helping deliver lower cost energy for New Zealand? x

 Significant cost of inefficient technology decisions %
 Adds to retail cost-to-serve and hinders competition & innovation %
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What are the alternatives?

e |Improve?
e Remove?
e (Andreplace?)
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The Greens proposal to improve the LFC addresses a number of (@
issues concept

e 8,000 kWh (9,000 kWh in the Lower South Island) does not represent the
average user

- Set the LFC threshold at a level equivalent to the 25t percentile of
consumption

e 0.15 S/day has not been updated for inflation
- Increase in line with CPI
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—LFC Threshold

I Avg consumption ‘
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The average user consumes less than the LFC threshold

e Average residential consumption for YE Mar 16 was 7,265 kWh

e Even greater variation across networks
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Plus the mean consumption is different to the median consumption &

concept

e Approx. 2/3 of consumers qualify for the LFC as currently specified
e Approx. 56% of consumers consume less than the average consumption

4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%

0.5%

0.0% S /

0 5,000 10,000 15,000 20,000 25,000 30,000
kWh!’vr Tech AnalysisvDd.dsm
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What would this amended tariff look like? L&

concept
4,000 7
Fd
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3,000 P
LFC threshold ’,
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Cross-subsidies would be less, but still material <&

concept
4,000
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Shifting the pivot delivers mixed results <&

concept

A smaller number of consumers benefit

e = 27% of lowest decile consumers (i.e. 2.7% of total population) will enjoy an
average S175/yr cross-subsidy

But the corollary is that a larger number of consumers will be funding this
cross-subsidy

e =73% of lowest decile consumers will have average bills S51/yr higher than
under cost-reflective tariffs

Average benefit to lowest decile consumers is $10/yr lower bills

s it worth taxing one set of consumers $65m to give an average benefit to
those in the lowest decile of S10/yr?

Plus those on the low-user tariff will face even more distorted price signals,
and higher summer / winter bill differentials

— And the drag on retail competition will remain

LowFixed Discussion Points vO4.pptm

55



(&

concept

If the LFC is removed, should something replace it?

e Better environmental outcomes are likely to emerge from removal of the
LFC
— Remove pricing dis-incentive for EVs

— Possibly more likely that more time-cost-reflective tariffs (which better
signal those technologies which save the most carbon ) will occur with
removal of the LFC,

e Because variablisation effect of the LFC will make
— peak prices sharper (and more scary!), and
— exaggerate summer/winter bill differentials

e Similarly, removal of the LFC will deliver more economically efficient (and
hence lower-cost) energy and transport services

e However, from a social perspective, removal without replacement is not so
clear cut
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What would be the social effect of removing the LFC? éﬁ;pf

e Removal will un-wind cross-subsidies
— Good for those who were paying more (particularly good for those on
low-income)
— Bad for those who were benefiting (particularly bad for those on low-
income)
* Phasing the removal would help ease this transition

 However, the underlying social policy rationale (however mis-targeted the
LFC was at achieving this) remains:

— Energy costs are difficult to manage for the lowest-income members of
society. (Over the last 20 years, residential electricity prices have grown
at roughly twice the rate of inflation — and only recently have started to

fall)

e Better-targeted assistance to those in-need would address this social need,
and help ease the pain of cross-subsidies being unwound

57
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What might better-targeted assistance look like?

 Another measure which alters electricity prices (e.g. progressive pricing) is
likely to result in similar problems to the LFC x

e Assistance targeted and delivered via social welfare mechanisms likely to
deliver better outcomes ‘/

— Fuel subsidies, insulation grants, etc.

e Other ?

— Various measures overseas for delivering energy-assistance to target
consumers (poor, elderly, etc.)

— Varying degrees to which measures delivered using energy-market
arrangements

— Varying degrees of success...
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Thank you
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About Concept

* Concept is a specialist energy and economics consultancy that provides services to clients in New
Zealand, Australia and the wider Asia-Pacific region.

e Concept provides advice on energy sector policy, business analysis, restructuring, market design,
regulatory issues, energy modelling, market analysis, and technical issues.

 Combining economic rigour, leading modelling & analytical skills, and practical backgrounds in the
energy sector, Concept consultants are able to provide practical solutions to client problems based on
robust analysis.

* For more information, visit www.concept.co.nz or email info@concept.co.nz .

Disclaimer

 The information and opinions expressed in this presentation are believed to be accurate and complete
at the time of writing.

* However, Concept and its staff shall not, and do not, accept any liability for errors or omissions in this
presentation or for any consequences of reliance on its content, conclusions or any material,
correspondence of any form or discussions arising out of or associated with its preparation.

www.concept.co.nz
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Back-up slides

[Material from past presentations which may be useful for facilitating
discussion points, as required]
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Saving space heating demand is worth a lot more than saving @
refrigeration demand. Current tariffs don’t signal that concept

Current tariffs tell consumers that
reducing refrigeration demand is as But because refrigeration is

valuable as reducing heating load baseload, and space heating

very peaky, the reality is very
different

0.35

030 Refrigeration = renewable gen.

Space heating = fossil gen.

. LFC-Std

S/kWh. excl. GST

0.25

Plus space heating drives the
need for a lot of infrequently-
used (and hence costly)

eff-Fridge L network and generation assets
LowU

0.20 .No LFC

015

0.10
. LFC-Std
0.05
.No LFC

0.00
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All S/W D/N  D/N/P S/W  SD/N  S/W  Su/Sh/wi
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Flat tariffs send consumers the wrong messages &

concept
0.7 . .
A flat tariff tells consumers it
0.6 costs as much to supply But the reality
them electricity.... is very different
0.5
5 ... during the ... as it does
< %% middleofthe  during a cold
= o5 Night.. winter evening
S N\
R %8
0.2
o4 I I This matters, because
0.0 i I consumers have to
Nt Dy Nt Dy Pk Nt Dy Nt Dy Pk make energy ChOices
Sum Win Sum Win
Current charges . True cost
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Until recently, consumers’ energy technology choices were limited &

concept

What type of heater? Whether / how much to
insulate your home?

HHITTTTT ]

Limited choices
- Not too many opportunities to get it ‘wrong’
- Outcomes not too grossly inefficient or inequitable
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Now, consumers’ energy choices have exploded

(&

concept

—

New types of
heating (and
cooling)

-~ i- lighting
!

New types of smart
appliance

But are todays tariffs resulting in consumers making the wrong choices?

New types of vehicle

Consumers can even
build their own power
station... L

.. and
operate
their own
storage
facility

LowFixed Discussion Points vO4.pptm
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A flat tariff over-rewards solar for reducing consumer demand &

concept
070 =Nk cost Consumer
0.60 61% m=Gen. cost benefit of solar is
— Avgvalue of solar avoiding
_ 050 = Avgtariff residential tariff
g 0.40 —Prop'n Ofmlaro:;;m when it is
< generating
E 0.30
%20 However, value
010 = f = === - = = to NZ, is a lot
lower
0.00

Nt Dy Nt Dy Pk

Sum Win
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Cost-reflective tariffs will be good for most customers, particularly (@
low-income, in the long-term concept

Approx. $120/yr lower bill in the long-term

Poorest consumers will particularly benefit from not having costs shifted
onto them

Plus NZ will benefit from the economic and environmental gains

But ...
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Not everyone will be a winner (G

concept

10%

Although most
consumers will be
‘winners’ and enjoy
lower bills in the
long-term...

Some will be ‘losers’

due to the unwinding

of current cross-
Thees  Subsidies

—All

0% :
-750 -300 -250 0 230 200 750

Long-term difference in bill outcome (S)
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A rapid move to cost-reflective tariffs would result in some @

@ =

significant initial bill impacts concept
10¢
) Most  Most * Unwinding of significant
: deprived affluent All .o
avg. chahgeinbill($) 13 69 © cross-subsidies between
% facingncreases:  55% 445 535

':'I:L._,'_' a as.:_".].s-l_"_.: 45% 55% 47% CUStomerS
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 Even though the
average bill impact will
be zero
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ELECTRICITY Z=

AUTHORITY&

What are the regulatory / policy implications?

G % MINISTRY OF BUSINESS, -\ COMMERCE
WA INNOVATION & EMPLOYMENT ( COMMISSION
i HIKINA WHAKATUTUKI - ) NEW ZEALAND
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Is regulatory prescription required for cost-reflective network pricing?

 Some networks think they are incentivised to implement efficient pricing

e Other stakeholders highlight potential barriers

— Revenue cap coupled with no real stranding risk > no commercial
incentive to re-structure tariffs

e Concern in Australia about this effect

— Some NZ networks selling consumer technology (PV) whose value
proposition relies on current pricing structures

— Different ownership could affect incentives
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Will retailers pass through network price signals? <&

concept
Retail Retail
competition competition
Retailers face Retailers need to offer simple
arbitrage risk tariffs to win customers
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distribution prices distribution prices
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Will retailers offer cost-reflective ‘energy’ (gen + retail) charges? &

cbncept
e Customers don’t like: * Retailers offer
— Complexity — Flat tariffs for generation cost recovery
— Variable tariffs for recovery of fixed retail

— High fixed charges
costs

 Competition alone seems unlikely to force retailers to only offer cost-reflective
tariffs
— Requires customers to want to move to more complex tariffs

— Adverse selection — e.g. choosing solar plus flat tariffs — may frustrate this

73
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Some factors may help retailers move to cost-reflective tariffs

Some network tariff structures (e.g. TOU) less likely to be re-packaged than
others (e.g. peak-demand-based)

TOU network structure may also make a TOU generation structure more
likely

Preventing advanced meter readings from being submitted to the
wholesale market in aggregate form

Getting rid of the low-fixed charge...
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Getting price signals right is critically important. (G
But challenging! concept

* Wrong prices to consumers =

d}a‘:} — Worse environmental, economic & social
= outcomes
& L ]
s K
L}f A7 s ; 7% —, * Transitioning to the ‘right’ prices won’t be

easy
— Inevitably winners & losers

— No strong commercial dynamic on
suppliers to move to cost-reflective tariffs

e Need:
— Appropriate regulatory incentives

ookl — Broader political & consumer buy-in
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The key lesson from Australia, Hawaii, Germany, UK, ....

o~ - Q___/_; Get things
right before it
is too late!

_\__*}ﬁ ﬂ__‘
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