Submission

File No: 22 11 02B

Date: 01 October 2007

To: Ministry of Economic Development

From: Environment Waikato (Staff)

Subject: Ministry of Economic Development’s review of Section 62 of
the Electricity Act 1992 ‘Continuance Of Supply’ (2 013
review)

Thank you for the opportunity to make this submission on the Review of Section 62 of the
Electricity Act 1992 ‘Continuance Of Supply’. The submission has been prepared by staff
inputs from Environment Waikato’s Resource Information and Policy and Strategy Groups. It
has not been considered by elected representatives.

1) Background

Environment Waikato represents a region which covers more than 25,000 square kilometres,
includes 9% of New Zealand’'s population, and which stretches from Taupo in the south to
Coromandel in the north and from coast to coast. The Waikato region is an important
component of the New Zealand energy sector, generating approximately 50% of the nation's
electricity supply, as well as being a major transport corridor for the supply of electricity to
Auckland. In addition, the Waikato is a major exporting centre containing dairy, sheep and
beef, fishing and forestry industries - many of which are based on farm or rural households in
remote areas which supply the agricultural backbone of New Zealand's exporting capacity.
The region is served by six lines companies - several of which have a significant rural
customer base.

This map is an approximate indication of Lines Company boundaries only
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2) Assessment Criteria

2a) Four well-beings
In section 2.5 of the Ministry's discussion paper, MED sets out a range of criteria
against which the proposed assessment of any change to s62 will be judged - namely
efficiency, fairness, reliability and environmental sustainability. Environment Waikato
would urge the Ministry to ensure that these criteria are assessed in their widest
scope, rather than based on purely economic criteria. In other words, it is important
that remote customers do not find their supply is withdrawn based purely on
economic considerations. As a regional council, Environment Waikato is required to
make decisions based on the four well-beings — namely ensuring the:

Social

Economic

Environmental, and

Cultural well-being of the whole community.

We would therefore argue that these four well-beings should form the basis for
establishing what is “fair, efficient, reliable and environmentally sustainable” when it
comes to electricity distribution systems for remote areas.

This means that social equity considerations need to be balanced alongside purely
economic equity concerns.

2b) Long-term National Considerations

We would argue that decisions about s62 should be made based on an overall
assessment of New Zealand's long-term interests, not just short-term sector
concerns. To this end, it is important to give fair weighting to the significant role
which remote communities (particularly in places like the Waikato) contribute to the
productive agricultural export economy - which brings in so much of New Zealand's
wealth.

While a narrow view based on microeconomic concerns might lean towards cutting
off remote customers when, for example, storm damage makes the lines uneconomic
for a lines company to repair, an overall macroeconomic view would advocate the
importance of retaining productive capacity and community sustainability of remote
users when a long-term view is taken of New Zealand's future.

2c) Market Forces

The issue of the role of the “market” is included in the impact assessment discussion.
It is important to point out here that the lines companies are in a monopoly situation,
and therefore unrestricted free-market criteria should not apply. In these
circumstances, we consider that governmental control is required in situations where
monopolistic powers exist in order to ensure an appropriate balance of the four well-
beings. For example, the risks of a purely market-based approach are that poorer
remote communities or households in areas facing hardship due to unanticipated
severe storm damage are the areas most likely to face supply discontinuation in the
future.

3) Support for the NIWA submission

Environment Waikato has been working with NIWA on energy-related issues in the Waikato
region. In the course of this work we have been privileged to see the NIWA submission on
the review of s62. We wish to commend the NIWA submission to the Ministry, both for its
detailed and thoughtful analysis of sector group impacts (NIWA p3), and its Option
Assessment analysis (NIWA p7), which provides an objective means of assessing the
Ministry’s options A-F for s62 review.
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3a) Option F

We note that the NIWA paper concludes that Option F “Continuance of obligation to
maintain supply, using lines or alternatives, with no expiry date but subsidised by all
electricity users” achieves the overall highest-ranking (5) for the sum total of criteria,
including fairness, efficiency, reliability, environment, growth potential, and
administration costs.

We concur with the NIWA analysis that Option F is fair and pragmatic, and could be
readily achieved by the comparatively small extension of the Electricity Commission
levy.

We are concerned that the discussion paper does not attempt to give a monetary
figure to the potential levy which would be required, as this would have provided a
more factual basis to make decisions on. However, it appears that this levy across
the whole country would be likely to be minimal, given that the Ministry concludes on
p20 that the number of users on uneconomic lines requiring cross subsidy is very
small (around 16,000 consumer connections made on 17,000 kilometres of line using
RERC subsidy).

The discussion paper, however, does make an unquantified assertion that the costs
of setting up a new levy scheme “are expected to be significant”. There is no reason
to suggest that a new administrative body would need to be established, if the levy
was to be added to the Electricity Commission levy system.

Option F would provide continuity of supply for remote consumers - which are
particularly important in regions like the Waikato to preserve the cultural and social
values of small remote communities, while maintaining iwi values under the Treaty of
Waitangi, and recognising the importance of the export earning capability of rural
land.

3b) Option B
As a second choice, Environment Waikato would advocate Option B — “Continuance
of obligation to maintain supply, using lines or alternatives, with no expiry date.”

This option would achieve the goal of meeting the test of the four well beings, as well
as ensuring that rural industries and communities are not cut-off after sudden adverse
weather events.

It is important to note the impact of the changing climate on the Ministry's decision-
making in this regard. If Options C, D or E were chosen, these could all have a
negative impact on our rural communities, given that a decision not to repair lines
would be likely to occur after a severe weather event. However, across New Zealand
in general, and in places like the Coromandel and the west coast of the Waikato
region in particular, severe weather events are predicted to increase in frequency and
severity in the future due to climate change.

In a time of extreme climate change, New Zealand as a whole has a duty to ensure
that the well-being of its remote rural communities is not adversely affected by lines
damage during storm events which are completely out of their control - and which (If
Options C,D or E are selected) could result in permanent disconnection of electricity
supply. In other words, if the wrong options are selected, we are potentially allowing
parts of New Zealand to be cut off permanently by the ravages of weather - even
though they are currently on the electricity system, and contributing as productive
assets to New Zealand.
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As regards Option B, this would be our second choice compared with Option F. This
is because Option B may not encourage the growth of the alternative energy market
as much as Option F.

4) Energy Services

We support the principle raised in the NIWA submission (p6) that the options under
consideration should consider the wider term of “energy services”, rather than just “electricity
services”. In other words, a wider definition of energy supply would allow for greater
innovation in delivery methods, which in turn is likely to result in greater discussion about
energy efficiency with individual consumers.

The selection of Option F, and the use of the wording “energy services” is likely to encourage
greater market activity in the provision of alternative energy services. This has the potential
to stimulate demand for lines companies to either upskill in alternative energy systems, or to
sub contract these delivery options out to individual alternative energy suppliers. This has
potential to stimulate growth in the market capacity for alternative energy, which will help to
meet the draft New Zealand Energy Strategy objectives of ensuring security of supply, and
promoting the growth of renewable energy.

5) Ombudsman function

At present, the discussion paper makes no mention of mechanisms of appeal or arbitration
for remote rural consumers who may be unhappy with the “deal” offered by the lines
company, if an option other than Option A “Continuance of obligation to maintain line
functions services with no expiry date” is selected.

Particularly if Options C, D or E are selected, then a lines company is going to be negotiating
with the customer about either winding down or removing security of supply, and/or
assistance with transition. In the case of disputes arising, it is important that an impartial
body be available to hear disputes. This body must be able to act quickly, as unless the
obligation to supply is continued with no expiry date (Options A, B or F), then disputes are
likely to arise during a time of crisis — i.e. when destruction of lines has occurred during a
severe storm.

It is our suggestion that this impartial body with “Ombudsman-like” powers could be the
Electricity Commission, which would minimise administration costs.

Conclusion

Environment Waikato supports the NIWA analysis that Option F provides the best long-term
solution for ensuring security of supply, while fostering the innovative development of
alternative energy and promoting energy efficiency.

Thank you once again for this opportunity to comment on this issue which is important to our
extensive rural community network in the Waikato. If you have any matters you wish to
follow-up with. Please do not hesitate to contact me directly using the contacts below.

Blair Dickie

Programme Manager: Policy and Strategy Group
Environment Waikato

PO Box 4010

HAMILTON EAST

DDI: (07) 859 0851

FAX: (07) 859 0998

MOB: (021) 894 451

Email: blair.dickie@ew.govt.nz
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