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The Electricity Commission invites submissions on the following:

The state of competition in the wholesale and retail markets:
	A
	Are the conclusions on the state of competition supported by the analysis?

	Yes. Theoretically the index referred to on p.14 of the report should be at or below 1000. Having it at above 2000 in two associated and dependent markets points to very little competition in the sector. This aspect was explored in work carried out for the McLay report in the early 90’s and was one of the reasons that the split up of generation was not recommended.

This non competitive position also results in the widely held perception by the public that the Bradford reforms have been a failure. A further sign is the equity value of energy companies over the last 5 or so years, which have enjoyed gains well in excess of market averages. A major factor in this excess return is pricing power in the market caused by lack of competition.     

	B
	Are there other aspects of the markets that the Commission should examine to assess the state of competition?
	The markets have been taken as national markets whereas, in fact, they are regional caused by transmission restraints especially at high loads. This compounds the problem as analysed in the paper and would raise the figures in the 1st paragraph to far higher levels. 


Fuel supply uncertainty:
	C
	As the Board of the Commission is developing its approach on how it will interpret and apply its principal objectives; there is no formal request for submissions.  Comments are welcomed and will be passed to the Board.
	The uncertainty with fuel supply will continue at least in the next 3-5 years and increase. During this period there are unpredictable hydro inflows which provide uncertainty and there are uncertain supplies of gas as well the increasing wind generation. This cannot be solved in the short term and will get worse. While some measures can be taken as suggested, they will not solve the fundamental problems. The fuel supply problems are best modified by increasing the size of the hydro generators but this increases the market power. With the risk of low inflows in the hydro catchments talk of a meaningful hedge market at reasonable prices is nonsense. After the 3-5 yr period there is plenty of fuel, e.g. coal.


Hedge products, their availability and liquidity: 

	D
	Further development of the fixed price index; and

	These do not address the fundamental problem that there is not enough firm energy output available, which can be guaranteed, to cover the load except on a short term, 1 year basis. Long term hedge markets are thus very hard to implement. 

	E
	Disclosure of more information on hedge activity.

	See above.


Ownership and perceptions of market power:
	F
	The consultants’ conclusion that market perceptions might be a potential barrier to competition.
	We agree that generator/retail companies could exercise market power that could adversely impact on a new entrant and that collusion could be a detriment. We particularly endorse the thoughts in Section 5.5 “Perceptions of market power and non-commercial behaviour”. The proposed solution in 5.5.4 is fully endorsed and any misuse of market power must be identified and stopped if the electricity industry is to be recognised as fair and equitable to all participants and consumers alike.
We believe that there is clear evidence that there is market power. Many firms have investigated the Industry and not invested with both AGC and TransAlta leaving the N.Z. market because they could not vertically integrate.   

	G
	Any specific instances of potential new entrants being deterred by the barrier.

	No

	H
	Any specific instances of the kinds of behaviour that the consultants identify as creating barriers.
	ETNZ fully agrees with the consultants’ belief that community owned firms will pursue non-commercial objectives. Some smaller lines companies, and their consumer-owned trusts, do not have financial goals seeking to maximise profits for their shareholders. Rather, they seek to provide an efficient, reliable and stable supply of electricity to consumers in their area of operation that will meet the economic and physical needs of their local economy and for the good of the community at large. We submit this is consistent with one of the principal objectives of the Commission to ensure the production and delivery of electricity to all classes of consumers in an efficient, fair, reliable and environmentally sustainable manner. One additional point we make is that it is illogical to have two Commissions regulating to ensure a minimum rate of return on investment. This idea reflects the lack of consideration by certain industry participants of the impact such a proposal would have on consumers. 


Regulatory uncertainty:
	I
	The suggestions proposed by the consultants on how the Commission could reduce regulatory uncertainty.


	The real issue is the absence of any clear statement of how the Commission will regulate and how it will exercise its mandate. If the Commission’s criteria can be published and extensive and regular liaison and communication is in place, this should relieve some of the uncertainty and enable new investment decisions to be taken.

	J
	What, if any, additional measures would address the perceived barrier?

	If the criteria and the decision assessment process are put in place at an early date, the barriers will be lessened.



Transmission investment and pricing:
	K
	As Transmission investment and pricing will be fully explored by an advisory group and will be subject to consultation in another paper, there is no formal request for submissions.  Comments are welcomed and will be passed to the relevant advisory group.
	Noted


Demand side participation:
	L
	The Commission invites submissions on how barriers to investment and entry are affected by demand-side management.
	Noted


Distributed generation:
	M
	As most of the recommendations relate to work streams already being undertaken by the Commission and are repeated in other parts of the report, no formal submissions are requested.  Comments are welcomed and will be passed to the relevant advisory group.
	Noted


Access to distribution networks
	N
	As arrangements for the use of distribution networks will be fully explored by an advisory group and will be a subject for consultation in another paper, no formal submissions are requested.  Comments are welcomed and will be passed to the relevant advisory group.
	noted


Financial transmission rights:
	O
	As Financial Transmission Rights will be fully explored by an advisory group and will be a subject for consultation in another paper, no formal submissions are requested.  Comments are welcomed and will be passed to the relevant advisory group.
	Noted


Impact of mandatory gross pool:
	P
	The Commission has already included in its work plan a review of the gross pool design.  Therefore, no formal submissions are requested.  Comments are welcomed and will be passed to the relevant advisory group
	Noted


Locational marginal pricing

	Q
	The Commission does not currently have on its work plan a task to review nodal pricing and, as this issue is not considered a barrier to competition, no formal submissions are requested.
	Noted


Cross-ownership prohibition
	R
	The extent of cross ownership of lines and energy businesses has been addressed in the Electricity and Gas Industries Bill and the Electricity Industry Reform Act has been amended to put the EGIB provisions into effect.  The topic lies outside the Commission’s mandate and, consequently, no formal submissions are requested. Comments are welcomed and will be passed to the Board.
	The Government has noted that this is an issue which has to be studied. It is clear-cut that the cross ownership restriction should be removed. It is one method of improving the competition and thus reducing prices .There is a suspicion that the lack of action is due to the financial position of the Government owning a large proportion of the generation/retailing market and reaping excessive returns. 

We fully support the consultants’ analysis of the current situation and particularly the discussion points and options for changes to the present restrictions on lines companies. The “Proposed Solution” is supported also. We make the point that given the “size” of New Zealand, it is appropriate for central government to be exempted from cross-ownership restrictions. All classes of consumers are the same people/companies as the taxpayers and their interests are inextricably linked. The same applies to community owned lines companies and we submit that such ownership regimes should also be exempt from cross-ownership restrictions – as the consumers are also the taxpayers and the ratepayers in their respective communities. Accordingly, we support the consultants’ summary of potential benefits to be gained from removing the cross-ownership restriction on lines companies. As well as increased investment and competition, this action would help the Commission to deliver to its principal objective.    


Metering and metering services
	S
	Submissions are requested on the extent to which competition and innovation may be being impeded by the lack of demand for, or supply of, modern metering and communication technology.
	Efficiency of consumption is vital if New Zealand is to avoid costly and wasteful investment when it is not needed. Our economic environment would suffer significantly with such wastage. We agree with the Proposed Solutions, particularly as they apply to retail issues and asking consumer groups for opinion on what would have to be done to give consumers an incentive to manage their demand in a more efficient way. Previously, Energy Trusts of New Zealand Inc has asked for representation on one of the Commission’s advisory committees, but this has been declined by the Commission. We would be keen to participate with the advisory group in advancing this solution put forward by the consultants.  


Environment and social concerns
	T
	The government has announced a comprehensive package of measures designed to improve the working of the RMA.  A Bill will be introduced later this year, and there will be an opportunity for submissions to be made to a select committee.  Therefore, no formal submissions are requested.
	Noted


Impact of New Zealand’s security of supply policy

	U
	No formal submissions are requested.  Comments are welcomed and will be passed to the relevant advisory group.
	Noted



Vertical Integration
	V
	The Commission is discussing with the Commerce Commission the respective roles of each body in connection with competition in the electricity markets.  Therefore, no formal submissions are requested but the Commission would welcome comments on whether vertical integration adversely affects competition, and if so, how the impact might be mitigated.
	We recognise the difficulties for a net retailer compared with a generator retailer and accept the real problem is the under-development of the hedge market.


General Comments on Report
	The report understates the lack of competition in the market. There are significant difficulties in getting a real hedge market working because of volatility in the fuel supply. Removing cross ownership restrictions on line companies will increase competition and is one of the few moves which can make a difference. 
Many of the recommendations in the report may not have much effect as they advocate further studies. The reality is that there are solutions which could improve competitive behaviour in quick time – e.g. the removal of cross ownership on lines companies, as recommended in the report. 

2005 is an Election Year and politicians should take note of consumer interests. There is a general feeling by consumers, especially domestic consumers, that the only heavily regulated part of the industry is their investment in lines companies and there is strong opinion that they are being ripped off by the unregulated retail companies continually pushing up the prices.

This is a political industry and the public believe that the Bradford reforms have been a complete disaster. Security and stability of supply has decreased, prices have escalated especially for voters and generator/retailers have maximised profits from the market – leaving the consumer to pay. Unless significant changes such as removal of cross ownership are made or recommended to the Government there is a risk that the market will be severely modified with no or little benefit to the consumer – who is the key focus for the whole electricity industry. 
The key will be to ensure action is taken on the matters contained in the report.
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