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Statutory objective of the Electricity Authority
•

The statutory objective of the New Zealand Electricity Authority is relatively straight-forward:
The objective of the Authority is to promote competition in, reliable supply by, and the efficient
operation of, the electricity industry for the long-term benefit of consumers

•

•

The role of the Authority does not extend to:
•

the promotion of technical energy efficiency

•

equity and social welfare matters, such as, ensuring low income households have affordable
access to electricity

•

promoting environmental outcomes, such as, increasing the share of renewable generation or
reducing the emissions of greenhouse gases associated with the industry

•

the promotion of economic development or regional economic objectives

These other objectives are important but in New Zealand other government agencies have
responsibility for energy efficiency, social welfare, climate change policy and economic
development
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Functions of the Electricity Authority
•

•

In order to achieve its objective the Authority has been given several functions:
•

to make and administer the Electricity Industry Participation Code – the rules under which the
electricity market and its participants must operate

•

to undertake market facilitation measures, such as, providing education, guidelines,
information and model arrangements

•

to undertake industry and market monitoring, and carry out and publish reviews into any
matters related to the electricity industry

•

to monitor and enforce compliance with the Code, regulations and legislation relating to the
electricity industry

•

to promote to consumers the benefits of comparing and switching retailers

The key features are:
•

the Authority has delegated powers to make and enforce law in relation to the electricity
market, provided it follows a process set out in legislation and

•

the Authority is able to promote competition, reliability and efficiency through market facilitation
measures and is not restricted to using Code provisions to achieve its statutory objective
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Promoting competition
•

•

One of the outcomes of competitive markets is that prices tend to be efficient in all thre senses
economists identify. Competition:
•

puts downward pressure on costs and so improves productive efficiency

•

encourages the use of resources so as to maximise consumers’ and producers’ surpluses
and so improves allocative efficiency

•

encourages efficient investment

Since it was formed in late 2010, the Authority has pursued numerous policies aimed at
promoting workable competition in all the markets associated with electricity:
•

the spot market

•

the retail market

•

energy and transmission cost hedge markets and

•

markets for ancillary services, such as instantaeous reserves, black start, frequency
keeping and extended reserves
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Promoting efficiency
•

In addition to its efforts to improve the efficiency of prices by promoting competition the
Authority has also more directly targeted improving the efficiency of prices. It has:
•

proposed Code changes to amend the transmission pricing methodology used by the grid
owner to collect its regulated revenue

•

facilitated the adoption of more efficient pricing methodologies by local distributors

•

facilitated the development of hedge markets for energy and transmission costs

•

introduced Code changes to increase the participation of the demand-side in the spot
market

•

introduced Code changes to impose a high standard of trading conduct requirement on
generator (and ancillary service provider) offers

•

reviewed the options to make Code changes to introduce real-time pricing in the spot
market
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Transmission pricing methodology
•

The Commerce Commission, New Zealand’s general competition regulator, is responsible for
regulating the maximum allowable revenue Transpower, the grid owner, is permitted

•

The Electricity Authority is responsible for:
•

issuing guidelines for Transpower to develop the pricing methodology it uses to determine
what parties will pay its charges and how the charges are calculated and

•

approving Transpower’s transmission pricing methodology (TPM)

•

The core of the current TPM dates back to the mid-1990s but was reviewed and slightly
amended in the mid-2000s.

•

Several aspects of the current TPM have always been contentious.That total charges have
more than doubled in the last ten years to nearly $NZ 1 billion per year due to large upgrades
of the grid. The increase in costs has increased criticism of the current TPM

•

The Authority has reached the preliminary view that the current TPM does not provide as
efficient price signals relating to use and investment as is practicable

•

After considerable consultation and research the Authority proposed in May 2016 new
guidelines for Transpower to use to develop the TPM. Broadly, the aim is to have the charges
cost-reflective and service-based

•

Final decisions on the TPM guidelines are expected to be made later this year
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Distribution pricing
•

The Commerce Commission regulates the price paths and quality requirements of electricity
distribution businesses (EDBs), apart from smaller EDBs owned 100% by consumers. These
are subject to information disclosure requirements only

•

The Electricity Authority is responsible for the methodology EDBs use to determine who
should pay and how much

•

Currently, the Authority has done this by issuing guidelines about pricing principles the EDBs
should use and the information they should disclose about their pricing methodologies.
Guidelines are “recommendations”. Parties are not legally obliged to follow guidelines

•

The Authority periodically checks to see how closely EDBs are following its guidelines.
Adoption is at a very high level and EDBs are open to suggestions for improvement

•

The advantage of guidelines over rules is flexibility and the ability to deal with very diverse
circumstances

•

There are 29 EDBs and they range from very large entities to very small ones with only a few
thousand consumers. Some are rural-based and others are urban-based

•

Some are experiencing rapid decline in their businesses and others rapid growth and the need
for major investment
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Distribution pricing #2
•

All EDBs are facing challenges due to changes in technology potentially altering the demand
for their services and the costs of supply:
•

photovoltaic solar panels (PV)

•

solar water heaters

•

electric vehicles (EV)

•

storage batteries

•

smart meters and appliances

•

For historical reasons, EDBs have generally charged households a small daily fixed charge
and a variable charge based on electricity consumption. Most of their revenue comes from the
variable charge. Some have also had some differential for the variable charge based on
whether consumption is during peak or off-peak times of the day

•

In 2013 the Authority first raised with the industry whether its traditional basis for charging
would ensure efficient adoption of new technologies, such as, PV, EV and batteries

•

Late in 2015 the Authority produced a report that went into this issue more fully and suggested
EDBs should adopt more cost-reflective and service-based pricing if they are to promote
efficient adoption of new technologies and discourage inefficient adoption
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Distribution pricing #3
•

Prior to the establishment of the Authority the previous Government had introduced
regulations that require EDBs (and retailers) to provide households with a low fixed charges/
high variable charges option for paying for electricity

•

The Authority is not legally able to amend or remove these regulations, only the government
can do this

•

Many EDBs claimed these regulations made it very difficult for them to adopt service-based
and cost-reflective pricing. In its 2015 report the Authority indicated that it did not share this
view

•

More recently, the Authority has issued guidelines on its interpretation of these regulations and
how EDBs can comply with the regulations even if they adopt demand-based or capacitybased charges for their services

•

In August the Authority held a conference with industry participants to discuss how EDBs and
retailers could introduce more efficient pricing

•

The Authority’s preference is that EDBs should take the lead in reforming their pricing regimes
so they are able to adopt timeframes and solutions that best meet their needs

•

To date the Authority’s approach seems to be successful and many EDBs are making
progress or indicating appropriate timelines for them to do so
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Hedge markets
•

The Electricity Authority has successfully facilitated the development of modest-sized but
viable electricity and transmission price hedge markets in New Zealand

•

The Authority has:
•

“encouraged” the four major generator-retailers to have market-maker agreements with
ASX, which provides futures and option contracts on New Zealand electricity prices for
up to four years forward

•

educated market participants on the use of futures and other hedge products

•

worked with the ASX Users’ Group and the ASX to expand the range of futures products

•

designed and developed a market for financial transmission rights (FTRs) to facilitate
hedging of the differentials between nodal prices at different locations

•

The development of hedge markets has been important for promoting competition as they
allow entry into retailing by suppliers that do not also have matching generation capacity

•

However, transparent hedge prices have also contributed to more efficient pricing by
improving hydro management and investment decisions
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Demand-side participation
•

In 2014, The Authority amended the Code to permit wholesale electricity purchasers to
participate in the spot market in a similar way as generators and therefore respond more
efficiently to wholesale market conditions

•

Despatchable demand (DD):

•

•

promotes competition in the wholesale market by enabling purchasers to compete with
generators to set the price

•

promotes the efficient operation of the wholesale market by improving the quality of
information about demand to produce final prices

In 2012, the Authority amended the Code to facilitate the incorporation into the forecasts of
spot market prices demand-side bids to not be dispatched:
•

demand-side bidding and forecasting (DSBF) promotes the efficient operation of the
wholesale market by improving the quality of the information about demand to produce
ex ante forecasts of prices
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High standard of trading requirements
•

Reasonably frequently a generator is pivotal in the sense that its output is required to meet
demand in one or more locations. Occasionally, a generator is net pivotal in the sense that its
output is required to meet demand and it has a financial incentive to raise prices

•

In order to discourage inefficient pricing in these situations the Authority introduced in 2014
Code amendments that require a generator (and an ancillary service provider) to ensure its
conduct in relation to offers is consistent with a high standard of trading conduct

•

The Code amendment also provided safe harbour provisions i.e. provisions that specify that
a generator’s conduct meets the requirement of a high standard of trading conduct
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Real-time pricing
•

The New Zealand spot market operates on a ex post basis. Prices at each of the 250 nodes
are not finalised until approximately 24 hours after trading occurs

•

This means that a market participant can sometimes make a decision about wether to
produce or consumer electricity on the basis of forecast prices that it would have not made if
it had of known the final prices at the time it made the decision

•

The likelihood of inefficient decisions is greater when the system is close to constraints and
prices tend to be higher i.e. at the time when accurate price signals are likely to be of most
economic value

•

To reduce this source of inefficiency the Authority is analysing the details of shifting
settlement from ex post prices to “look-ahead” dispatch-based prices

•

The Authority will develop this option in the year ended June 2017 and publish a formal
proposal to amend the Code, if it is still of the view that there would be net benefits from
doing so
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