MINISTERIAL INQUIRY INTO THE ELECTRICITY INDUSTRY #033

M NI STERI AL | NQUI RY | NTO THE ELECTRI CI TY | NDUSTRY

My submi ssion only addresses sone of the fundanmentals of this special industry.
It does not attenpt to cover specifics in the Terms of Reference but is a
general comment on sone of the main issues. It is hoped that the foll ow ng
points will be kept in mind when considering any future changes. | confirmthat
I do not wish to participate in the Inquiry Interview process.

1. Product and/or Service

Gid supplied electricity is essentially a non-differentiatable product which
has been conpletely standardi sed throughout the devel oped world. The consuner
has no choice in the type or formof product delivered by the power supply

di stributor.

Electricity is also seen as a service by supply conpanies who artifically
differentiate the product and offer their custoners "budget" electricity at a
| ower price to suit their own whol esale contracts for a cheaper, non-secure
supply. This does not apply to off-peak or night rates where demand-side
managenent shoul d be encouraged.

The Consuner CGuarantees Act does not include grid electricity as either a
product or a service which confirnms its special nature in the marketpl ace. There
is in fact no other product which exhibits the unique properties of grid
supplied electricity and hence it is no surprise that market nmechani sns are not
achieving the desired objectives. A conplete rethink on the suitability of a

mar ket for electricity is needed.

2. Conpetition

It is clear that in the conplex nunbers gane of conpetition, which could be
represented by the standard equation; a + jb = ¢, the real part "a" has been
swanped by the inmaginary part "jb" due to the exceptionally high value of "b"
for the electicity sector. The j-factor has been grossly underesti mated when
setting up the market. It is unlikely that further conplications and additions
to the present regulatory reginme will reduce this inmaginary termso the goal of
real conpetition would seem unachi evabl e.

We are told that 5 to 6% of all consuners have changed their supply companies
since the market started but about 60% are now able to choose a supplier. The 6%
|l evel is average for npbst devel oped countries at this stage. Why have not nore
consuners changed supplier and nmore inportantly, do nobst consuners want to
change anyway when it involves so much effort and there is no guarantee of
cheaper prices?

3. Power Prices

Only the large consuners who participate in the whol esal e market have seen any
benefit through lower electricity prices. If we are to believe that electricity
prices were artificially high due to cross-subsidisation of other municipa
services in the past, then we should have seen a narked drop in prices by now.
However private power conpani es managi ng their newy acquired assets have to
meke reasonable returns so prices have remained nmuch the sane or have increased
in sone areas.

Regul ati ons require extensive disclosure of pricing | evels and other accounting
i nformati on by power companies. This can hardly contribute to an open market
system where prices should be independantly established to allow a wi de choice
for consuners so they can gain confidence in choosing the best value product for
their own situation.



4. Future Scenario

The whol esal e market is beyond the reach of the small consunmer. There may be
some nerit in retaining the market for the generation sector only where
conpetition could bring inprovenents in operational efficiency and resource
usage. However environnmental issues nust also be included so that the country
can nmeet its obligations for the future. A nobnopoly transmni ssion sector could
then contract for large blocks of energy over a specific time period. The
transm ssion sector, which nmanages the overall network, would then sell energy
to nmonopoly distributors and other |arge users supplying their own areas. Snal
consumers woul d have no choice of supplier but a transparent regulatory regine
wi th benchmarks woul d effectively ensure the cheapest possible prices.

This scenario is obviously a significant step back to the old situation but in
the interests of all consuners the overall systemwould be greatly sinplified
and many of the |arge unnecessary cost elenents causing the higher electricity
pri ces now, would be elim nated.
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