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To the Electricity Price Review Secretariat,

Submission regarding the Electricity Price Review, First Report

Flick Energy Limited (Flick) appreciates the opportunity to comment on this First Report. Our
submission encompasses this cover letter and the submission form attached. In this cover letter we
have emphasised those issues of significant concern to us:

1. Aview of a more sustainable energy future and why it is important to get the regulatory
settings right;

The risk of missing this critical opportunity because of a poorly conducted review;

The two -speed market;

Vertical separation;

Concerns of market power in the wholesale market;

Poor regulation of the sector; and
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7. Measures that we support for addressing energy affordability.
1. A view of a more sustainable energy future

This Government has a target of 100% renewable generation by 2035, this is a bold vision and it is
patently clear that achieving it will require significant investment and change within the electricity
sector. We need a strategy to support this transition. To develop an effective strategy this Review
process needs to be critical and upfront about the challenges and trade offs. The current industry
settings require reform. Without reform consumers will continue to pay the price of an industry with
ineffective competition and gentailers who are prepared to exploit market power.

Fortunately, we are in a time when the economics of this sector are changing due to technological
improvements. The economics of decentralised generation are beginning to stack-up. Consumer choice
and control over their energy use and generation is becoming a reality as EV’s, control technology,
batteries and small scale generation are all falling in price and becoming more accessible. The



pressures of climate change and combination of technological improvements and changing economics
mean that this sector should look fundamentally different by 2035.

Flick’'s model enables consumers to be true ‘prosumers’ and capture the benefits of adoption of new
technology by providing clear and transparent pricing signals which consumers can use to make
decisions about their use and adoption of technology.

The World Economic Forum outlined the potential benefits of digital transformation of the electricity
sector noting that there is $1.3 Trillion USD of private and societal value to be gained from these
changes by 2025". New Zealand needs to be capturing this value now. However, the current barriers to
competition and the existing market power are impeding the adoption of new technology and the
success of new business models.

New Zealand’s regulatory settings have a critical bearing on how successful this transformation will be -
including if new businesses and technology can be adopted on their merits. But settings need to change
to enable this transformation. If successful, the electricity sectors’ transformation will have an impact
on the productivity and the competitive advantage of New Zealand (and consequently our national
wellbeing) - conversely, if not, it will put these in jeopardy.

2. Do not miss this critical opportunity to inform an effective strategy for the electricity sector

This Review is the opportunity to set the policy parameters and develop a strategy for a successful
transformation that will deliver a more affordable and sustainable energy future for New Zealanders.
We believe this critical opportunity is at risk because the Review Panel has failed to ask the necessary
hard questions - and to undertake a level of basic analysis to inform this First Report.

There are glaring and fundamental gaps in the analysis. A review of this nature necessitates detailed
analysis of market structures and competitive dynamics; in particular, consideration of market
concentration and participant behaviour in both the retail and wholesale markets (spot and contracts).
An obvious example of these gaps is that the First Report barely mentions the spot market, critically if
the spot market is not working well then derivatives will not be efficient either. Market power will flow
through the derivatives market to end consumers as higher prices, exacerbating affordability problems
and hampering productivity.

Market structure and competitive dynamics are important factors to consider in order to define the
‘problems’ and come up with appropriate solutions and a cohesive strategy for the electricity sector. By
contrast to this Review, the ACCC’s review of electricity prices in Australia undertook detail analysis of
these factors in both the generation and retail markets. The Review Panel must ensure equivalent work
is undertaken for New Zealand and the findings made clear otherwise this Review will not be credible.

This First Report suggests that ‘affordability should generally improve if prices reflect the cost of
providing electricity at different times of the day.....". In theory if there was effective competition this
would be the case. However, given the lack of analysis undertaken, and the high levels of market
power and barriers to retail expansion we observe in this market this is not a credible conclusion.

The New Zealand electricity industry is worryingly cosy (including the conflicting dual role of
Government as policy setter and significant shareholder). We are also concerned that some
participants have only provided data to the Review on the basis they will not be named. This is wrong,
firms should be accountable for the way they conduct themselves in market. These influences must not

! https://www.accenture.com/t20170411T120540Z__w__/us-en/_acnmedia/Accenture/Conversion-
Assets/WEF/PDF/Accenture-Electricity-Industry.pdf



impact the way this Review is conducted. In the interests of customers now and in the future we
implore the Review Panel to be thorough, critical, to ask appropriate questions of participants and to
be transparent about the findings.

3. Two speed market - ineffective competition

Entrant retailers have long held the view that there are structural barriers to growth in this market, and
that consequently many New Zealanders are paying more than they need to for electricity. The
observation that there is a two speed market reflects these concerns.

There is price discrimination that can be blatantly unfair, for example customers that have switched to
Flick have reported being offered a prompt payment discount 10% greater than standard, plus a $350
credit - an approximately $500 discount on what they (and presumably many others) were previously

paying.

In contrast to electricity, where the Big 5 still hold 90% of the market share, in a much shorter time
entrants to the telecommunications market have been able to enter and erode Spark’s market share. In
that market the benefits of competition have been ‘socialised’ with generalised downward pressure on
pricing (i.e not just for switchers). There is also proactive retention of customers (eg. offers for upgrade
of broadband speed and data allowances) and vigorous price based above the line competition®.

Figure 9: Estimated broadband retailer market share by connections

Spark
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In contrast to the telecommunications sector electricity retailers face the following barriers to growth:

1. Uneven access to the wholesale market (Refer section below on vertical separation);
2. Information advantages and price discriminations - the switching rules give rise to an
opportunity for the outgoing retailer to save/ winback the customer;

2 https://comcom.govt.nz/ data/assets/pdf file/0020/63821/2017-Annual-Telecommunications-Monitoring-
Report-20-December-2017.PDF




3. Aregulator that does not actively promote or police competition and is heavily influenced by
incumbents (Refer section below on regulation).
We believe that these barriers can, and should be, eliminated as a result of the Review. We also think
the Government has an opportunity to address the inequities created for customers as a result of the
two speed market and ‘accelerate’ competition in the slow part of the market. We are weary of
restrictive tariff regulation that has been adopted in Australia and the UK, they would inhibit the
operation of innovative offerings and have negative impact on competition.

Instead, our proposed solution is for Housing New Zealand (with the possibility of widening it to
Ministry of Social Development clients ~ 300,000 individuals) to run a tender for supply of all properties
(63,000 sites), and that for the first tender round participation should be restricted to independent
entrants. This approach would have the benefit of delivering savings (upward of $25M) to some of the
most vulnerable New Zealanders and stimulating competition.

In addition, Housing New Zealand could work with a partner to develop community scale generation to
serve these communities. The development of more decentralised generation will also create more
competition and improve the resilience of communities. The generation held by communities of
interest will be an important part of a fairer and more sustainable energy future.

4. Vertical separation

The gentailer structure stymies competition in this sector. The Government must move to vertically
separate gentailers and to implement stronger measures to address market concentration/market
power.

Vertical integration could be considered beneficial if the benefits of the ‘natural hedge’ were been
passed on to consumers by way of lower prices, but this is not the case for the vast majority of
incumbent gentailer customers who are paying higher prices than they need to be.

Vertically integrated firms are leveraging their position in the wholesale market to gain advantage over,
or to foreclose competitors in the retail market and vice versa. These actions are evidenced by current
market behaviour including:

1. Aggressive levels of price discrimination exercised defensively -i.e as a save or winback rather
than proactive retention before switching. Customers are commonly reporting receiving offers
of $350 plus a 10% discount on their current tariff. Gentailers have made public statements to
the effect that this competition is unsustainable and they expect there to be industry
consolidation - this begs the question of whether these unsustainable offers are predatory?

2. The difficulty some independent retailers face accessing hedge contracts on reasonable terms
These concerns have been identified by independent retailers on many occasions.?

3. The market power currently being exercised in the spot market (which we discuss further
below on wholesale market performance).

We know that there are suggestions that vertical integration is beneficial because of New Zealand'’s
hydro dominance and because it lowers the cost of capital for building new generation. However we
have seen nothing that would substantiate that this benefits consumers (it obviously benefits vertically
integrated incumbents). Arguably, better competition outcomes could be achieved through a deeper
and more liquid forward contracts market that would evolve out of vertical separation.

* https://www.ea.govt.nz/development/advisory-technical-groups/mdag/meeting-
papers/2018/15-march-2018/



The behaviours above demonstrate that gentailers actions are not fair or reflective of effective
competition. As a result vertical integration poses too much risk of predation and inefficiencies as we
go through a period of change. It is critically important that there is a regulatory framework that
provides opportunity for each new technology to be adopted on its merits. This requires a level playing
field for all competitors and clear incentives. Clear boundaries between each part of the value chain
(generation, transmission, distribution, retail and metering) will make it easier to identify opportunities
for innovation, and allow regulatory frameworks to be adapted appropriately as needed through a
period of change.

This transparency will also create tension and scrutiny on each part of the value chain by regulators and
participants vertically above and below. This tension has an important role in improving the
effectiveness of regulation and the efficiency of the sector. By way of example, the vertical separation
of Telecom means considerable and vocal scrutiny of Chorus’s conduct and efficiency by retail
participants which is informing the Regulator and influencing outcomes. In our market the gentailer
structure and dominance means this tension does not currently exist.

5. Wholesale market performance

The NZEM relies on effective competition to achieve efficient outcomes. It is important to consider
whether the wholesale market is sufficiently competitive and consequently are pricing outcomes in the
wholesale spot market efficient and fair?

Given expected increases in demand, and more intermittent renewables, tight supply circumstances
are likely to become more commonplace. So it is essential that we have a market design that produces
fair and efficient outcomes as our economy transitions more of its energy use to electricity.

There is significant concern that the high degree of market concentration creates market power and
ineffective competition in generation. We are also concerned that this market power will compromise
the transition to an increasingly electrified and lower carbon economy, and it will exacerbate
affordability and negatively impact economic productivity.

As we write this submission we are observing the market through a period of sustained high prices - it
is an alarming picture. It is not likely to be short lived, there is a real possibility the conditions over the
past fortnight persist till the end of November. The chart below shows the demand weighted prices



over the past month”.
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In the mix there is:

e National hydrological storage at 73% of average for this time of year

e Pohokura gas field outages

e Thermal generation plant outages
There has been very limited (and delayed) information disclosed to the market about the gas and
thermal plant outages - obviously this is concerning- and questions have to be asked as to why the
Electricity Authority has not done more to clarify what is happening.

Lack of transparency aside, the Electricity Authority has responsibility for monitoring security of supply
and they have not implemented security of supply measures - market power is driving these incredibly
high prices. Given the lack of competition in the market, generators are not facing the downward
pressure necessary to to drive efficient pricing outcomes. This is illustrated by the market supply curves
for the 30min period -Supply curve in TP 32 on 26/9/2018 and 10/10/2018. The market supply curves
incline sharply beyond the approximate point of gentailers matched demand, and this curve moves in
or out depending on the quantity of demand in a suspiciously uniform way as illustrated by Daily
cleared energy and offer stack on 10/10/2018.

Supply curve in TP 32 on 26/9/2018 and 10/10/2018
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https://www.emi.ea.govt.nz/Wholesale/Reports/W_P_C?_rsdr=L30&DateFrom=20180917&DateTo=20
181016&_si=v|3
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Daily cleared energy and offer stack on 10/10/2018
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> This curve was generated with data from:

https://www.emi.ea.govt.nz/Wholesale/Datasets/Final_pricing/Load_Generation_Price/.
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The NZ Market Supply Curve 2018 above for the year to date is very similar to the supply curve for
South Australia (and Queensland) in the chart below. These are also markets with concentration and
market power problems. It is pertinent that the ACCC has seen similar market outcomes in South
Australia and Queensland as cause to implement measures to disaggregate generation because of the
obvious and damaging levels of market power.

A 5  Conth Atrotralis
A.2 South Australia

Figure A.5: Supply curves have moved up and left in South Australia as
input costs rise and generators close
Half-hourly settlement price in South Australia, $ per megawatt hour
500 . /
2015

1000 1500 2000 2500 3000
Demand, Megawatts

Notes: The faint circles represent the settlement price and demand for each half hour
in that 12-month period. The lines are the average of all these haif-hour settlement
periods, or the ‘supply curves’.

Source: Grattan analysis of AEMO (2018a).

We strongly believe market concentration and market power issues need to be addressed as part of
this review.

6. Regulation of the sector

We believe the Electricity Authority is failing to regulate this sector with the independence and vigour
necessary to fulfil its responsibility for promoting competition and the interests of consumers. The
Electricity Authority has done a great job supporting entry to this market. However they have failed to
follow through and ensure that the regulatory settings allow growth and support effective competition.



Here are some of the concerns we have about the Electricity Authority:

1.

The operating approach of the Electricity Authority relies too heavily on working groups
dominated by incumbent representatives. It is not serving the interests of entrants or

consumers well and they are too open to capture by the incumbents. An example is the lack of

consideration of entrant and consumer perspectives as part of the Saves and Winback’s

debate.

They have failed to acknowledge, or have minimised issues related to the effectiveness of retail

competition:

a. The First Report notes the potential for systematic discounting to commercial
customers and this was not investigated further by the Electricity Authority.

b. The ‘two speed’ market has not been flagged as an issue requiring attention, even in

briefings to Ministers.

c. Potential savings from switching have been minimised by choosing data in a way that

does not paint an accurate picture by looking at open term contracts only - as
demonstrated by this table from the Review’s Analysis of Retailer Billing

Table 1: Estimated average savings ($/year) available to consumers from switchin

g

Region Savings based on ‘X’th percentile Electricity

Authority
10" g i estimate

New 240 280 400

Zealand

North 230 270 380 195

Island

South 250 310 440 242

Island

The Electricity Authority are failing to scrutinise market behaviour and pricing outcomes in a
timely and public way. They have failed to provide transparency over gas supply and thermal

plant operation issues this year.

The processes for ensuring compliance with the market rules are inappropriately casual. We
recently submitted Breach Notices alleging Contact and Genesis had failed to comply with their
obligations to disclose material changes to the market. We were subsequently telephoned by
an Electricity Authority staff member who asked us to withdraw these allegations because they

had had an initial look and were not convinced there was a problem. This strikes us as an
inappropriate approach to compliance, if there is in fact no breach we would expect the
Electricity Authority to formally notify this finding.

They are reluctant to acknowledge market power can be incredibly damaging and where there
have been issues of ‘bad trading behaviour’ the response has been too slow and light touch,
and as a result lacks the necessary deterrent effect. For example Meridian Energy was given a

warning for it’s 2 June 2016 failure to meet trading standards.



6. The Electricity Authority are too slow in progressing improvements to industry arrangements.

For example, a Model Distribution Agreement has been on the work program since the

Authority was formed.

We believe the industry needs a stronger independent regulator, this requires more robust monitoring
and independent decision making.

7. Affordability

Energy affordability is a real problem that needs targeted measures to fix it. This needs to be a
combination of actions by Government and Industry. The table below summarises some of the
changes that would improve energy affordability:

Industry

Government

Improve competition (eliminating saves and
winbacks, addressing vertical separation) so
there is downward pressure on prices for all
consumers.

Require late payment fees to reflect the
reasonable costs rather than being punitive.
Name and shame those companies that
price discriminate unreasonably between
their long standing and their new
customers.

Make Powerswitch more user friendly. Use
actual data and rid it of confusing content.
Make sure tariffs are communicated in
common and sensible formats. For example
headline rates for residential customers
should include GST.

Require Network Companies to offer a TOU/
off peak- on peak rate option, this will allow
price conscious consumers to benefit from
shifting their usage to off peak times.

Improve the quality of housing
O  HNZ properties should be exemplars of
energy efficiency and energy technology
o Rental WOF
O Targeted insulation grants
Use the Government’s bargaining power to
negotiate the best rates for HNZ/ MSD
clients. By eliminating the late payment/
disconnection/ reconnection costs for these
customers and having them on a
competitive rate we believe there would
yield massive savings - it is plausible that
$400 could be saved per customer p.a, for
the 63,000 HNZ properties this is about
$25M in saving (and a lot of stress and
anxiety avoided) for some of the most
vulnerable consumers. The Government
should also limit this to entrant retailers
who have not been the cause of the
injustice in the ‘two-speed’ market where
incumbent retailers have prices
discriminated.
Review the impact of the winter energy
payment.

We are concerned about suggestions from some for an ‘affordability’/ default tariff for low income
consumers that is subsidised by other energy users. We believe this is also likely to have a distortionary
impact and increase energy costs for all other users, like the Low Fixed Charge arrangements currently
do. As a principle social subsidies should be the remit of Government and not industry.




We are eager to work with the Review Panel to ensure that the most is made of this opportunity to set
New Zealand up for a more sustainable and fairer electricity industry. If you have any questions about
this submission please contact me.

Yours sincerely,

Steve O’Connor
CEO
Flick Energy Limited

email me: steve.oconnor@flickelectric.co.nz

www.flickelectric.co.nz
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Use of information

We will use your feedback to help us prepare a report to the Government. This second
report will recommend improvements to the structure and conduct of the sector, including to
the regulatory framework.

We will publish all submissions in PDF form on the website of the Ministry of Business,
Innovation and Employment (MBIE), except any material you identify as confidential or that
we consider may be defamatory. By making a submission, we consider you have agreed to
publication of your submission unless you clearly specify otherwise.

Release of information

Please indicate on the front of your submission whether it contains confidential information
and mark the text accordingly. If your submission includes confidential information, please
send us a separate public version of the submission.

Please be aware that all information in submissions is subject to the Official Information Act
1982. If we receive an official information request to release confidential parts of a
submission, we will contact the submitter when responding to the request.

Private information

The Privacy Act 1993 establishes certain principles regarding the collection, use and
disclosure of information about individuals by various agencies, including MBIE. Any
personal information in your submission will be used solely to help develop policy advice for
this review. Please clearly indicate in your submission whether you want your name to be
excluded from any summary of submissions we may publish.

Permission to reproduce

The copyright owner authorises reproduction of this work, in whole or in part, as long as no
charge is being made for the supply of copies, and the integrity and attribution of the work as
a publication of MBIE is not interfered with in any way.






















































































