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 2nd February 2016  

Dr John Rampton 

General Manager Market Design  

Electricity Authority 

By email to submissions@ea.govt.nz        

Dear John 

Consultation Paper - Implications of evolving technologies for pricing of distribution 

services  

1. This is a submission by the Major Electricity Users’ Group (MEUG) on the Electricity 

Authority (EA) consultation paper “Implications of evolving technologies for pricing of 

distribution services” dated 3rd November 2015 and the report by NZIER, “Effects of 

distribution charges on household investment in solar”, dated 30th September 20151.    

2. MEUG members have been consulted in the preparation of this submission.  This 

submission is not confidential.  Some members may make separate submissions. 

3. MEUG members have sites where power is delivered at higher voltage than supplied to 

households.  Time-of-use metering has been used at those sites for many years.  On some 

sites investment has been made in on-site generation.  The paper correctly states2 “The 

capacity service tends to be identifiable only in the electricity price that larger non-

residential consumers pay (eg commercial and industrial consumer)”.  That is true in terms 

of such charges being separately identified.  MEUG notes that we have no benchmark to 

say those tariffs are the lowest cost possible, reasonable in terms of similar sized 

consumers in different regions with similar networks paying similar tariffs or reflect network 

services demanded because we do not have the resources to comprehensively survey and 

compare all such non-household distribution tariffs.  If MEUG cannot do so we doubt any 

household consumer(s) could or has undertaken such an analysis.   

4. Large commercial and industrial consumers have little if any negotiating power when 

distributors set pricing structures.  Distributors may claim tariffs are cost reflective or 

service-based but we do not know if those are reasonable because the range of discretion 

to set tariffs is very wide3.  A case in point is the range of tariffs and rate of change of those 

                                                           

1 Document URL’s http://www.ea.govt.nz/dmsdocument/20057 and http://www.ea.govt.nz/dmsdocument/20059 
respectively at http://www.ea.govt.nz/development/work-programme/transmission-distribution/distribution-pricing-
review/consultations/#c15642  
2 Consultation paper paragraph 2.1.5 
3 Ibid, refer paragraph 2.3.5 noting prices can fall between marginal and standalone costs.  
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by some distributors in recent years for power factor charges.  Large time-of-use 

consumers have struggled to gain clarity on the rationale by some distributors on power 

factor charges.  It remains a case of take-it-or-leave it with large consumers having no 

bargaining power.  This observation is important because if large consumers have no 

negotiating power and lack resources to compare and test the validity of distributor tariff 

structures then households are unlikely to be able to do so either.     

5. Many MEUG members also have small sites similar in size to small-medium enterprises; 

hence we have in interest in distribution pricing structures for smaller non-household sites.   

6. Most importantly MEUG is interested in ensuring distribution charges to households are 

efficient because we agree with the propositions in the consultation paper that as 

consumers take up evolving technologies and no change to service-based distribution 

charges one or all of the following detriments will occur: 

a) Over-investment in distribution networks compared to the case had service-based 

charges been applied;  

b) Inequitable increases in distribution charges for:  

i) Low decile income households will be unable to take advantage of evolving 

technologies and therefore be subject to spiralling increases in consumption 

based charges; and 

ii) Distributors seeking to recover part of revenue shortfalls in the household 

sector by cross subsidisation from non-household consumers.  

These inequitable price increases will lead to a political risk that4 “this will reduce 

confidence in the distribution pricing arrangements and increase the likelihood of 

lobbying for change.  This creates uncertainty, which could undermine efficient 

investment in the electricity industry”; and 

c) Inefficient avoidance of charges for existing network assets. 

7. These risks are material as evidenced in the NZIER report for the EA. 

8. The consultation paper suggests: 

a) Distributors are motivated to change to service-based pricing; and 

b) There are weak barriers to distributors changing to service-based pricing.  Notably 

the consultation paper argues the low fixed user charge regulations (LFC) is not a 

barrier.  

9. On the basis of the material in the consultation paper MEUG has no reason to have a 

contrary view on the EA’s reasoning on the LFC.  MEUG does not share the EA optimism 

that distributors will be sufficiently motivated or capable to make the right choices on 

distribution pricing.  For example: 

a) We find it hard to believe distributors will make the best choices for tariff design when 

they disagreed with the EA decision-making and economic framework for distribution 

pricing methodology5 that in combination with the pricing principles should be the 

basis of tariff design; 

b) Apart from Orion6, distributors have not exhibited effective consumer participation to 

date in considering tariff design; 

                                                           

4 Ibid, p I. See also discussion paragraph 5.1.21 of the consultation paper. 
5 Refer EA consultation paper May 2012 (http://www.ea.govt.nz/dmsdocument/12981) and summary of submissions and 
cross-submissions (http://www.ea.govt.nz/dmsdocument/14454).  
6 Refer MEUG submission to Orion 23rd October 2015 congratulating Orion on conducting an inclusive and transparent 
process and noting “it is rare for distributors to take the effort to ask MEUG for feedback on proposed pricing changes” 

http://www.ea.govt.nz/dmsdocument/12981
http://www.ea.govt.nz/dmsdocument/14454
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c) MEUG acknowledge the useful work of the Electricity Networks Association (ENA) to 

facilitate distributors collectively standardising aspects of distribution pricing7.  

However that process failed when it came to the critical policy decision of whether 

transmission charges should be published transparently.  That key policy decision 

needs to be escalated to the EA to consider.  Our experience with the debate on 

making transmission charges transparent does not give us confidence the 

distributors can be left to solely manage a transition to an optimal level of service-

based pricing; and 

d) There will be ‘political’ obstacles to overcome.  As the experience of The Line 

Company introduction of service-based charges has shown well-organised and vocal 

opposing consumers, even if a minority, can create political opposition that can slow 

down progress and require significant distributor time and resources to manage. 

10. The challenge as MEUG sees it is how to ensure an effective transition to service-based 

pricing for each distributor depending on the particular local market circumstances.  For 

each distributor it may even be a case of having different transitions to service-based 

pricing for different local areas because for example different areas will have different levels 

of existing line services and different expected future demand; hence price signals can be 

different.  In this submission MEUG suggest some practical ways the EA might help ensure 

an effective transition to service-based pricing. Those are initial views and we are 

interested to view the submissions of other consumers, distributors, retailers and 

aggregators.  With a better understanding of the views of all parties MEUG suggest the EA 

will be in a position to consider and further consult on possible next steps. 

11. Responses to questions in the consultation paper follow: 

Question MEUG response 

1.  What are your views on the 

scope of the Authority’s 

review? Please give reasons 

or your answer. 

The scope is described as8 “The initial focus is on the 

implications of evolving technologies on distribution 

pricing”.  MEUG agrees this is a good place to start.  

Further aspects of distribution pricing to consider are set 

out in MEUG response to question 15 below. 

2.  What other technologies do 

consumers invest in or use 

that are likely to have a 

material effect on investment 

or operation of distribution 

networks? Please give 

reasons for your answer and 

an estimate of when you 

expect the technologies will 

have a material effect. 

The roll out of smart meters, access to 30 minute data and 

smart systems to manage household demand and supply 

(from small scale distributed generation), together called 

Advanced Metering Infrastructure (AMI), is key to the 

efficient uptake of emerging technologies and 

implementation of service-based pricing for distribution and 

transmission services.    

3.  What do you think about the 

Authority’s concerns that 

existing distribution pricing 

structures do not reflect the 

The analysis in section 5 of the consultation paper 

demonstrates that if there is no change from current 

predominately consumption, ie per kWh, based distribution 

prices there will be material detrimental impacts to the 

                                                           

http://www.meug.co.nz/system/files_force/MEUG%20to%20Orion%20Proposed%20changes%20to%20pricing%20to%20a
pply%20from%201%20April%202016%2023-Oct-15_0.pdf?download=1     
7 MEUG submission to ENA 12th June 2015, refer 
http://www.meug.co.nz/system/files_force/MEUG%20to%20ENA%2C%20Distribution%20Pricing%20Issues%20Paper%2
C%2012-Jun-15_0.pdf?download=1  
8 Refer discussion in consultation paper paragraphs 1.1.8 to 1.1.11. 

http://www.meug.co.nz/system/files_force/MEUG%20to%20Orion%20Proposed%20changes%20to%20pricing%20to%20apply%20from%201%20April%202016%2023-Oct-15_0.pdf?download=1
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http://www.meug.co.nz/system/files_force/MEUG%20to%20ENA%2C%20Distribution%20Pricing%20Issues%20Paper%2C%2012-Jun-15_0.pdf?download=1
http://www.meug.co.nz/system/files_force/MEUG%20to%20ENA%2C%20Distribution%20Pricing%20Issues%20Paper%2C%2012-Jun-15_0.pdf?download=1
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Question MEUG response 

costs of the different 

distribution services provided 

and may not be durable? 

economy.  Some may argue about some of the underlying 

assumptions of that analysis; though MEUG believes it 

would be hard to deny even with a range of other 

assumptions that the impact is likely to be material.   

While the impact may not be material in the early stages of 

consumers adopting an emerging technology, it is vital the 

appropriate pricing signals are in place to encourage 

behaviours for the most effective outcome.  Otherwise we 

risk repeating the experience of South Australia where 

unexpected rapid uptake of PV complicated the distribution 

capacity situation.  

Once households invest in say PV based on poor pricing 

signals they have a vested interest to thwart subsequent 

adoption of service-based prices.  Hence earlier application 

of or a clearly signalled path with initial implementation 

steps towards full service-based pricing is suggested by 

MEUG in response to question 10 below. 

4.  What is your view of the 

potential for a significant 

amount of inefficient 

investment in solar panels if 

distribution pricing structures 

continue to be based 

primarily on a consumption-

based approach? 

Same answer to Q. 3 above. 

5.  What is your view of the 

potential for inefficient 

investment in distribution 

networks if there is a high 

uptake of electric vehicles 

and distribution pricing 

structures continue to be 

based primarily on a 

consumption-based 

approach? 

Same answer to Q. 3 above. 

6.  What is your view of the 

potential for battery 

technology to defer or avoid 

investment to augment 

distribution networks?  

Same answer to Q. 3 above. 

7.  What is your view of the 

potential for alternative 

distribution pricing structures 

to promote more efficient 

investment by consumers in 

heat pumps and / or LEDs?  

Same answer to Q. 3 above. 
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Question MEUG response 

8.  What is your view of 

distributors’ options for 

structuring their pricing?  

Section 6 of the consultation paper has a good high level 

discussion on options including acknowledging there is no 

one size fits all solution and the need to discuss options 

with end consumers.  Agree with those views to the extent 

that are at a very high level.  It’s the practicalities of how 

that process can be most effectively achieved that are 

considered in the next question and answer. 

9.  What needs to occur for 

distributors to amend their 

distribution pricing structures 

to introduce more service-

based pricing?  

A strawman path forward follows.  This is suggested to 

assist discussion rather than being MEUG’s 

comprehensively analysed final position.  As noted in 

paragraph 10 of this submission MEUG suggest the EA 

will be in a position to consider and further consult on 

possible next steps from viewing feedback from all 

parties. 

Possible next steps: 

1) The EA define for a range of scenarios what the 

transition path towards service-based pricing would 

look like and a timeline.  The range of scenarios would 

cover most of the expected market conditions 

distributors might face.  For example two extreme 

scenarios might be: 

 An already constrained network, expected high 

future demand in an area with low decile income 

with the cost of evolving technologies tracking at 

the upper bound of forecasts; and 

 An existing oversized lower voltage network, 

expected decreasing demand, high decile income 

households and very optimistic reductions in the 

cost of evolving technologies. 

For each scenario the EA would describe the end-

game service based price structure, the time to 

transition to the final prices and changes in annual cost 

on a range of households, eg average, low and high 

demand households with and without gas.  The EA 

could develop these scenarios in conjunction with 

distributors, retailers and consumers.  We think that 

would be better than relying on distributors to develop 

these.  

The EA would also set out expectations of what would 

constitute effective consultation with consumers, 

retailers and other parties.    

2) The EA to monitor the transition to service-based 

pricing and compare with the pre-defined expected 

level of progress in 1) above.  If progress is poor then 

options such as mandatory approaches should be 

considered.  Alternatively the initial targeted transition 

paths might need to be reviewed in light of actual 

experience. 
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Question MEUG response 

10.  Would a change to the 

applicable rules encourage 

change to pricing structures?  

If no material progress is made by distributors to effectively 

transition to service-based prices with tariffs that come into 

effect 1st April 2017 then the EA should consider 

mandatory approaches in the Code.   

One mandatory approach would be to set default tariff 

codes depending on certain market factors such as state of 

the local network and expected future etc. with distributors 

required to transition to those within a certain timeframe 

except where agreement was reached with local customers 

to have different arrangements or retain existing tariff 

structures. 

In this case Code amendments would be gazetted after 

consultation during 2017/18 and implementation would 

impact on tariffs starting 1st April 2019.  That date is also 

when any changes to the existing TPM are likely to be 

implemented9.   

11.  What incentives could be 

introduced to encourage 

change?  

- 

12.  What other options would 

ensure distribution pricing 

structures are service-based?  

- 

13.  Do you have any suggested 

improvements to the 

distribution pricing principles 

in Appendix B? What are 

your views on the 

recommendations made by 

Castalia noted above and in 

Appendix B?  

-  

14.  Do you have any suggested 

improvements to the 

distribution pricing 

information disclosure 

requirements in Appendix B?  

 

 

 

 

 

 

-  

                                                           

9 Refer Carl Hansen, article in Energy Perspectives 2016, “A year of change”, December 2015. 
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Question MEUG response 

15.  What other issues with the 

current distribution pricing 

arrangements should the 

Authority address?  

The trade-off between quality of service and price needs to 

be considered in more detail.   

For example the consultation paper mentions capacity 

charges as a desirable feature and MEUG agrees.  That 

could lead to a household electing to have a smaller 

capacity supplied enabled through AMI with lower 

distribution charges than a neighbour choosing a higher 

level of capacity.  There may be another neighbour with the 

same capacity service level but with a different quality of 

supply requirement or willing to have supply disrupted to 

allow the distributor to manage unexpected outages 

elsewhere on the network.  The latter may be rewarded by 

a compensation payment.  Whatever the mechanism the 

EA could play a useful role in assisting develop generic 

strawmen examples of how distributors might consider how 

to price for different levels of service quality. 

16.  How will New Zealand-

specific circumstances 

influence the effects of 

evolving technologies in this 

country?  

New Zealand has the advantage of being small and hence 

more opportunity for diverse interests to act collaboratively 

to find solutions that parties will quickly support.  No single 

party could convene and facilitate discussions on service-

based pricing under a range of scenarios as proposed in 

response to question 9 above as effectively as the EA. 

12. We look forward to the EA continuing this priority tier 1 work10. 

 

Yours sincerely  

 

 
Ralph Matthes 

Executive Director  

                                                           

10 Distribution pricing review is priority 1 for 2015/16 (http://www.ea.govt.nz/dmsdocument/19496) and proposed tier 1 
priority for 2016/17 (http://www.ea.govt.nz/dmsdocument/19972)  
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