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Overview of our submission

1.

Role of
4.

We appreciate the opportunity to submit on the EPR Expert Advisory Panel’s (Panel)
first report as part of the Electricity Pricing Review. The report’s focus on delivering
the best outcomes for consumers amidst the uncertainty around technological
change is consistent with our own aims. We remain available to assist the Panel as it
moves towards the next stage of the review.

We concur with the report’s view that the fundamental market and regulatory
mechanisms of the electricity sector are working relatively well, given the challenges
in balancing the different objectives of the energy trilemma. However, we
acknowledge there are some areas where improvements can be made and we
recognise the concerns raised by the Panel.

Our comments focus on the topics most relevant to our specific role in the electricity
sector and are summarised below. We are also providing a separate joint submission
with the Electricity Authority (EA) on key areas where our responsibilities interact.

the regulators

The Panel has rightly considered our role and that of the EA as the two regulators in
the sector. We consider our separate functions provide clear benefits to electricity
consumers as we bring specific expertise to different elements of the industry. There
are known areas where we have intersecting responsibilities, but we work hard to
communicate across all levels of the organisations to achieve agreement on key
issues.

More generally, the significant role of regulators in the electricity sector is essential
given the monopoly elements, complexity, importance to the New Zealand economy
and the potential for technological change. The use of tertiary instruments like codes
and rules, rather than primary legislation, means more flexible responses to industry
developments are possible. Significantly, all of our rules are subject to robust legal
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example, we are working with EA on options for distribution network access.



and consultative processes, in order to provide appropriate scrutiny, without the risk
of outdated and inflexible legislation that can result in potential consumer harm.?

Promoting network efficiency

6.

10.

11.

One of our key roles in the sector is to promote the efficient operation of, and
investment in, electricity networks. We have therefore carefully considered the
report’s view on how the incentives for distribution network efficiency could be
improved.

Our focus to date has largely been in designing and implementing the rules and
incentives of the price-quality regime for electricity distribution businesses (EDBs).
The input methodologies underpinning the regime weathered a full merits review
and have since been through a seven-yearly review. The stability of the regime has
been recently confirmed through an independent assessment by Standard & Poor’s
Global.

Now that we are nearing the end of the first full five-year regulatory period, without
a mid-period reset, it is an appropriate time for us to consider the effectiveness of
the incentives in the regime. This is something we highlighted earlier this year when
we published an open letter setting out our 2018/19 priorities for our work
regulating EDBs, which included a focus on increasing our understanding about the
investment levels and associated incentives of EDBs. Since then we have initiated
asset management and emerging technology reviews to better understand the
investments EDBs are undertaking.

The report suggests that price-quality regulation could be extended to the 12
community owned EDBs that are currently exempt from revenue constraints. It is not
clear to us that applying price-quality regulation, by itself, would produce better
efficiency outcomes (or indeed that they are the 12 least efficient EDBs). For
example, it is not clear that they are strongly profit driven and would therefore
respond better to price path incentives than other approaches. Other factors may
have a greater influence on their performance (eg, governance).

In the first instance, we favour exploring lower cost, more iterative responses, given
the costs associated with introducing price-quality regulation for both us and the
EDBs, which ultimately falls on consumers. Benchmarking, in particular, is a tool that
we think has potential to be used more widely across the distribution sector. The
growing amount of information we have on individual networks is likely to
increasingly allow us to identify specific efficiency concerns.

However, there is value in considering whether to broaden our range of tools in
responding to concerns about the performance of exempt EDBs, where our existing
tools are ineffective. For example, having the ability to introduce enforceable quality
standards could help to ensure exempt EDBs are providing appropriate service levels
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For example, the report identified how the low-fixed charge tariff regulations help some households but
raise costs for others.



Emerging technology

12. We agree with the Panel’s view that technological advances have the potential to
profoundly alter the way the electricity sector works, and provide benefits to New
Zealanders. It is important for us to understand the opportunities and challenges
that these technologies present to the sector, and that the regime remains
sufficiently flexible to prevent barriers to competition arising, and the potential loss
of benefits that competition provides, in electricity markets. It would be worth
considering how this flexibility can be achieved, while balancing the certainty that a
stable regime provides to market participants.

Issues covered in our submission

13. We have attached the submission template to this letter, which provides our views
on the following specific issues:

13.1

13.2

13.3

13.4

13.5

Barriers to greater distribution network efficiency

Access to distribution networks

Competition issues related to win-backs

Information on distributor investment in emerging technologies

Costs of customised price-quality paths

Yours sincerely

Sue Begg

Deputy Chair, Commerce Commission
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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.
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