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Our findings in one page

1 Energy hardship is driven by the combinatafrincomeand energy circumstancegg.g.house
locationand condition, health occupancy patternstc). Thigneans that the extent of energy
hardship can vary significantly between two households on the saménioame. Therefore,
general welfare support is unlikely to adequately address the problem.

1 Measures to address energy hardship should seek to deliygrastiproportional to needwith
those suffering the combination of leimcome plus high energy requiremergceivingthe
greatest support

1 The lowfixed charge (LFC) regulations should be removed as a matter of prastibey are
causing outcomes whicire directly contrary to the policy intent:

- the level of financial support given to househoisigwverselyproportionalwith the level of
need. i.e. those whose energy needs are least get the most support, whereas those with high
energy needs get aincreasein costs

- the higher variable charges

create an increased incentive for incorenstrained households to undéeat their
homes to save moneynd alsancrease the size of winter bills relative to summer
making it harder for those households whtruggle with budgeting

act as an impediment to the uptake of electric vehi@esguably the technology with
the greatest potential to costffectively decarbonise our economy.

91 Policies and measures aimed at improving the energy efficiency of homespplhiances should
continue to be pursuedbut they will not be complete solutions, sther energyrelated
financial support measures are likely to continue to be required.

1 The most promising approaches for delivering financial support are emelated ncome
supplements, and rebates based on a percentage of consumer bills. Their relative merits should
be explored furtheyrwith the key tradeoffs likely to be between:

- delivering support proportional to need; but
- delivering support in a way which doestrmause

significant unintended consequences (e.g. as per the poor outcomes arising from the LFC
regulations); and/or

significant implementation costs.

1 With all these mechanisms, the devil is in the detaith considerablenherentcoordination
and infomation challengeto overcome

1 Funding measures via obligations on retailers or distributors (who thergrasssts to their
consumers) is likely to deliver adverse outcomes. Funding from general taxation is least likely to
cause unintendedonsequences

1 Some form of deprivatiorbased metrics or indicatoshouldform the basis of targetinge.qg.
those already receiving welfare assistanaeajher than relying on overly simple proxigsg.
age, or amount of electricity consumed).

1 Consider carefully the potential risks o$tate-fundedsocial retailer relative to alternative
approaches to delivering desired outcomes

Options for electricity focussl social measures FINAL 2 Saved24-Jutl18
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Executive summary

Energy hardship is natolelyan incomerelated issue, therefore general welfare support is unlikel
to adequately address the problem

Although having a low income is a significant driver of a household suffering energy hardship, the
materialvariation in househol@nergy circumstancaseans that the extent of energy hardship can
vary significantly between two households on the same-ilogome.

Variations in house location, house condition, and personal circumssgnamber of household
members health & employment statustc.), cansubstantialljimpact onheating and other energy
service requirementg and hence energy costshis observation is supported by analysis in
Appendix Awhich estimates that theurrentrange in electricity bills for consumers in thst
deprived decile is approximately $3,700 per yea@hiscost variationis greater than that omost
other basic goods and services (e.g. food, clothing).

The fact tlat energy requirements vary significantly during the yeae. twice as high in winter as in
summerg makes it even more challenging for households on low, fixed incomes to manage during
the winter months.

The fact that energy hardship is driveabstantally by a household® energy circumstance indicates
that general welfare income supplements will be insufficient to address the problem, as these do not
differentiate support by energy circumstance.

Providing? G I A £ 2 NS RQ & dzLJLJ2 NI cirdutnstande @ aralggbus © vaRatiochFis NSy OS A
housing support which recognises the significant variation in housing costs around New Zealand.

However, given that the drivers of varying energy circumstance are-fag#ted in nature, no one
single measure iV adequately address the energy hardship problem.

Measures to address energy hardship should seek to deliver support proportional to need

General welfare mechanisms seek to provide varying degrees of income assistance according to
degrees of income deficneed. There are strong policy rationales for seeking to give such
proportional assistance, including: protecting human welfare for those most in need; minimising the
tax burden on those funding the welfare payments; and, ensuring those receiving eveétfarot fall
AyiG2 GKS WgSt T NBE (NI LIQ

Similar considerations apply to addressing energy hardship, with a growing international consensus
from the literature that assistance measures should give energy assistance proportional to need.

The lowfixed charge (LFC) regulatiostiould be remove@s a matter of priority.

Although the LFC mechanism has helped somefnmame consumers facing energy hardship, it is
alsohurting other lowincome consumerg directly contrary to its social poliégtent:

1 Byseeking tareduee bills for lowusers, bills need to be increased for higher users in order that
networks and retailers recover their costs. A significant number ofioame households fall
into this higheruse category due to their indiwil circumstances, and are thus harmed by the
LFC regime. Given that lamcomeplushigh-consumption customers are acknowledged
internationally to be the group which is in greatest need of energy assistance, this is considered
to be a major failing of ta LFC regime.

1¢KS WgSETFINB GNILIQ Aa 6KSNBE (KS STFSOGAGS YIFINBAYLFT 0
but who then take paid employment is such as to make it more financially advantageous for the individual to
continue to take welfare.

Options for electricity focussl social measures FINAL 3 Saved24-Jutl18
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1 By increasing variable charges for all consumers @Aan small), the regulations:

- result in the level of financial support given to households béaiugrselycorrelated with the
level of need. i.e. those whose energy needs are leaghganost support, whereas those
with high energy needs get an increase in costs

- create an increased perverse incentive for inceooastrained households to undéeat
their homes to save money

- increase the size of winter bills relative to summenakingit harder for those households
who struggle with budgeting

- give rise to an artificial incentive for (generally wealthier, hemaning) households to install
solar panels, which results in their avoidance of payingdonenetwork and retail costg
withsdzOK O2 aida Waskar swniSghhusedoldd. ZTheylodvgst income members of
society are generally in the category of rRemlar owning households

1 The higher variable charges arising from the LFC requirements act as an impediment to the
uptake of ekctric vehicleg, arguably the technology with the greatest potentialdost
effectivelydecarbonise our economyas well as frustrating the uptake of higfficiency heat
pump based space & water heating rather than gas heating.

Furthermore, complianceith the LFC regulations is a significant barrier to the introduction aemo
efficient distribution pricing approaches, and an impediment to retail competition. These outcomes
will increase costs for all consumers in the ldagn.

Theseeffects arecontrary to the policy intentandjustify therepeal of the LF€gulations.

Some of the negative effects identified above are exacerbated due to the arbitrary setting of the
threshold consumptiomevelwhereby consumers should be neutral between the LFCYaadi I y R NR Q
tariff options. This threshold 8,000 kWh, or 9,000 kWh in the lower South Islgnsl higher than

average residential consumption in New Zealand (7,050 kWh), and substantially higher than the

average in some network areas.

However, loweringhe threshold is not considered to be a solution:

1 It would still be the case that consumers at or above the threshold will pay more as a
consequence of the poliayincluding those most in need. Indeed, a greater number of
consumers will be paying morepait not by as much.

1 It would still result in ovewariablisation of bills, with the associated negative consequences
identified above.

Policies and measures aimed at improving the energyi@éncy of homes and appliances should
continue to be pursued

Enegy efficiency initiatives, particularly those targetedhatuseholds experiencingnergy hardship,
are important, andare one of the best approaches to address those situations where poor house
condition or inefficient appliances aoausinghigh energy ests.

21n order to recover the costs not recovered from small users, networks and retailers“can increase bills for
fI NBHS dzaSNER GKNRdzZK AYyONBlIaiAy3d G4KS FTAESR OKIFINBHSa 27
charges. While this is consistent withetmechanics of how LFC charges will be deemed to be compliant, it is

contrary to the Objective set out in the Regulatiang I YSt & (2 aSyO02dz2Nk 3S SySNHe 02y

Accordingly, it appears that most retailers and networks have chosen to also inche@iseariable charges in
their standard tariffs.

3 For example, see this recent repohttp://www.pce.parliament.nz/media/1721/summaryeport-energy-
related-carbonrabatement .pdf
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However, the multfaceted nature of poor energy efficiency outcomes will require rHfalteted
solutions, with tricky design challenges to address in many cases. It is beyond the scope of this study
to consider these issues further detail

Further, even after all costffective energy efficiency measures have been implemededult
year task it is likely that there will still be significant variations in energy costs faced bintmmne
households. As such, other enengyated financial suport measures are likely to continue to be
required.

The most promising approaches for delivering financial support ameergy-related income
supplementsand rebates based on a percentage of consumer billseir relative meritsshould be
exploredfurther

The key tension in delivering financial support to those suffering energy hardship relates to

1 delivering support proportional to need (in particular, proportional to variations in energy
circumstance)but

1 delivering supportn a way which doesat cause

- significant unintended consequencgsg. as per the poor outcomes arising from the LFC
regulations) and/or

- significantimplementationcosts.

Energyrelated income supplements (e.g. winter fuel supplements on a mé&sted basis) can be
lower-costto implementthan other assistance measuremnd have less risk of unintended
consequences. However, they struggle to provide support proportional to energy circumstance
need, with some households receiving materially less support than they requaueofhers

receiving too much).

WSl dZANRY 3 NBGFAfSNA FYyRk2NI ySiig2Nla G2 2FFSNI &Lk
offer more ability to deliver support proportional to need. However, they cauipstantially

increased risk of unintendkeconsequencege.g. as has occurred with the LF&)dwould be likely

to havehighimplementationcosts. Furthermore, because retailers and distributors do not have a

322R dzy RSNEGFYRAY3a 2F GKSAN Odza (i 2nvagbefoorly LISNE 2 v | f
targeted compared to support offered through the welfare system.

Delivering support in the form of percentage rebates on bills may offer a reasonable balance
between these two approachegsi.e. delivering support proportional to need, without thegree of
risk of unintended consequences associated with social tariffs.

However, as with all these mechanisms, the devil is in the detail in terms of the specifics of how
rebates are implementedFor examplethere are options fowhichentitieswould administerthe
rebate, including:

1 Social welfare agencies, having been provided information on bills from retailers; or

1 Retailers, having been provided information on who qualifies for the social rebate from social
welfare agencies.

Considerableoordinaticn and information challenges are likejyncluding addressing the fact that
welfare qualification and receipt is predominantly on an individual basis, whereas energy costs are
incurred on a household basis.

Thus, even if percentage rebates on bills mayegally be better than social tarifend energy
related income supplementdt ispossiblethat a poorlydesigned rebate mechanisaoulddeliver
worse outcomes than a wellesignedncome supplemeninechanism.

Options for electricity focussl social measures FINAL 5 Saved24-Jutl18
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Further, as set out below, the nature ofitcomes for all these financial mechanisms will also be
heavily driven by the approach to funding and targeting the assistance measures.

Ensure that some form of deprivatichased metrics or indicators form the basis of targeting,
rather than relying on @erly simple proxies

Targeting is critically important to the success of all financial support mechanisms.

We recommend that deprivation indicators (e.g. those already receiving welfare assistance) form
some of the basis for qualification for financiapport, rather than solely relying on simpler proxies
(e.g. age, or amount of electricity consumed). Support measures which have solely relied on crude
proxies have generally resulted in the greatest unintended adverse outcqimnebiiding increasing

costs for some of those for whom support is intended.

It is beyond the scope of this report to consider which deprivation indicator, or combination of
indicators, is most appropriate. However, national indicators which are already used to provide
welfare supprt are considered more likely to:

1 be costeffective to implement as qualification criteria; and

1 deliver results which are more consistent with other policy mechanisms aimed at providing
assistance for those whose income circumstances justify support.

Where support is to be delivered via retaileqrS Sy A F GKSe | NB wa2dzadQ (KS
percentage rebates on bilisthere may be merit in having these qualifying indicators recorded in a

central, ICPhased database, rather than in individual reth SNEQ oA ff Ay3 aeaidisSvyao
above, there are likely to be information and coordination challenges with any approach which

involves retailers.

Use broad base of general taxation to fund assistance

The cost of assistance payments will need to be met from taxation, or by raising power prices for
other consumers.

We recommend that funding be raised from the widest base (general taxation) because this cause
the least economic distortiongnd lowest isk of inadvertentlyncreasingcosts forsome ofthose
for whom support is intended

The next best alternative would be a broaationallevy acrosall electricity consumergresidential,
commercial andndustria):

1 A national levy would limit the digttions caused by placing a funding obligation on individual
distributors¢ noting that there are significant variations in average deprivation between
different regions in the country, and thus significant variations in the extent to which consumers
in anindividual distribution network should be recipients or funders of a support mechanism.

9 Including commercial and industrial consumers would limit the price increases for those paying
increased bills to fund the subsidies for those receiving support.

Themost distorting option with the greatest risk of inadvertently harming some of those for whom
support is intendedwould be to place an obligation ondividualelectricity distributors oretailers

to fund paymentswith the funding to come from otheesidential consumers not in receipt of the
support mechanisng i.e. the current approach of the LFC.

Consider carefully the potential risks of a social retailer relative to alternative approaches to
delivering desired outcomes

It is not clear that develuing a social retailer would be the best approach to managing energy
hardship:

Options for electricity focussl social measures FINAL 6 Saved24-Jutl18
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depending on eligibility criteria, it could be a very large retailer

It could cost a lot do develop and operate

LG NARA]l & WO NP(EaRdulrE ned dnirddtsiNdslistorting cBridtition and
innovation in the retail markets generally

1 It may not be able to offer the best deals for its customers, given that it could be limited in its
FoAftAdGe (2 2FFSN) Wodzy Rt SRQ LINPRdzOGA Ay Of dzZRAY 3

Further, t is not clear why all of the stated objectives of a social retailer could not be achieved
through retailersg i.e.

1 Working with the industry to develop and monitor industry protocols around issues such as debt
management, smooth pay options, and ensuriogisumers facing budgeting challenges are not
on inappropriate tariffs (e.g. those with high prompayment discounts) noting that most
retailers alreadyhave such measures in place to assist consumers who struggle to pay their bills

1 Having retailergmplement a social tariff and/or rebate mechanism (if either of these was
deemed the best option to deliver energy hardship financial support)

¢CKIFIG alFARI a 6A0GK Fff SySNHeé& KINRaAKALI YSOKI yAaYy
retailerQ YSIFya RAFFSNBYyld GKAy3da (G2 RAFFSNBy(d LIS2LI S
switching arrangements (similar to the GreyPower deal with Pulse), through tetddwih state

owned retailer There igotentially a third optiorin whichthe Government contracs for social

tariffs plus other support mechanisnfiom retailers whowishto participate in that part of the

market

These different incarnations and their variants will have varying pluses and minustsfull
consideration of theimerits requiring detailed consideration of possible design issubih is out
of scope for this report.

Other pricebased measures to assist budgetiagd temporary hardshi@re important
complements, not substitutes, to general financial support mechang

A number of other electricity priecbased measureare insufficient on their own in addressing
energy hardship, because they do not materially alter the underlying gap between household
income and energy needs im anduringmanner. Instead, they assilow income households by
helping to manage their budgeting and cashflow situativereby reducing extra cosfse.g costs
associated with late payments, disconnections, debt finanwnopy bills and inappropriate pricing
plans) These measurasclucde:

1 Creditmanagement

1 Temporaryemergencypayments
1 Smoothpay

1 Getting onthe best plan

These measures are important complements, not substitutes, to general financial support measures
such as rebates and energy supplements.

Options for electricity focussl social measures FINAL 7 Saved24-Jutl18
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Introducing subsidies requiresill and careful consideration, as once given, thegn be very hard
to take away

Subsidies, once introduced, can be difficult to remdaarauseo do so will generally disadvantage
those receiving the subsid¥he recipients (and/or their advocates) aneentivised to lobby to
retain the subsidy, or to have it replaced by something that makes them no worse off.

The LFC itself is an exampfahis: problems with the LF@gime, particularly its unintended

adverse effectdhave been discussed in the irgtty for some time, yet it has been difficult until
recently to gain traction on removing the LE&vernment and industry acknowledge that its
removal requires consideration of suitable replacement arrangements that address the issues the
LFC was origirlglaimed at.

Other examples include subsidies for solar PV in Australia and Europe whicbwedyegenerous,

but became very hard to remov@hey lave created significant market distortions and negative
impacts on those left funding the subsidigwith those poorest members of society generally being
worst off as a result of their introduction

Introducing any new subsidi¢és support vulnerable custometberefore requires full and careful
consideration.

Explore what options for network pricmreform may deliver better social, as well as economic,
outcomes

Network pricing reform will create some tensions due to bill shocks for some consgrmetading
some lowincome consumers. However, it also raises potential opportunities to alter gaces
deliver better social, as well as economic, outcomes.

These potential opportunities arise from possible alternative approaches for recovering the
WNBaARdzF £ Q ySig2N] O2aia vy 2afthdonRkr @S9 odretwdrkdzii dzNB
costs. Keyssues which are worth exploring are:

1 Increasing the proportion of bills recovered from fixed charges, rather than variable tariffs based
on some measure of consumer demand. This could deliver improved

- social outcomes, as it would reduce the burden bose suffering greatest energy hardship
(i.e. low income + high energy requirements), plus would reduce summer / winter bill
volatility

- economic outcomes, by reducing the distortions to the investment decisions made by
consumers, which generally cause @geconomic costs in the lorgin®

This increased recovery via fixed charges rather than variable charges should also apply to the
recovery of retail costo-serve costs.

1 Reconsidering whether existing allocations of residual network costs betresaential and
business customers are economically justified

1 Reducing or removing rural / urban network pricing where there is no clear economic efficiency
basis for its retentioh

4 Examples of such distorted decisions include:
- Consumers purchasing rooftop solar, when utiitale renewables (e.g. wind power) delivered over the
grid is much cheaper
- Consumers purchasing an internal combustémginevehicle, when an electric vehicle would be cheaper.
5 While rural / urban pricing may be cesgflective in an accounting sense, it does nothing to promote
consumer decisions that will lower network costs in the logigm. i.e. unless rural communities are to be

Options for electricity focussl social measures FINAL 8 Saved24-Jutl18
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However, these are complex and contentious issues, with the residetisiness cost allocation
issue also suffering from a lack of empirical data. Accordingly, progressing these approaches should
be undertaken carefully, including requiring further research and analysis. Detailed consideration of

these issues is beyond tlseope of this report.

abandoned en masse, there will be no savimthie costs of providing networks to serve such communities.
Instead, rural / urban pricing causes economic and social costs:
- Itincreases network and retailer cetst-serve (paid for by consumers) and frustrates retail competition
- Itincreases the inceite for some consumers to invest in solar+batteries+diesel to disconnect from the
grid, yet such disconnection by some will not reduce the need to maintain rural networks
- Itexacerbates ruralpovertyy 2 0 Ay 3 (G KIF G ¢St FI NB a dziglish Setiéeyf sush 3 Sy SNI
BENRFGA2YE Ay K2dzaSK2t RAQ 20l GA2y®
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1 Introduction

Addressing energy hardship and the energy needs of vulnerable consumers continues to attract
significant regulatory and policy interest around the globe. Measures explored and adopted by
overseas jurisdictions includscialtariff options, rebates, subsidies and grants. Some focus on
reducing electricity charges or boosting income, while others target energy efficemonsumer
education Many have overlapping environmental and social objectives.

In New Zealand, a ooerstone policy has been the Low Fixed Charge (eg@)e. Introduced first
as a Government Policy Statement in 2000, and then put into regulations in 2@04F-€egime
requiresdistributors and retailers to make available to residential consumensgcing option with
low fixed charges, limited to 15c/day for distributors and 30c/day for retailers.

The stated policy intent was to assist lkincome householdsand to promotepositive
environmental outcomesparticularlythrough encouraging uptake adnergy efficiencyneasures

Although wellintentioned, the LFC regime is increasingly failing to meet its policy intergiand
in some casegs producingoutcomes directly contrary to the policy intent

1 By reducing bills for lowsers, bills need tbe increased for higher useis recovertotal costs.
A recent Concept stu@yound that a significant number of loimcome households fall into this
higheruse categorylue to their individual circumstancésand are thus harmed by the LFC
regime. Given that lowincomeplus-high-consumption customers are acknowledged
internationally to be the group which is in greatest need of energy assistance, this is a major
failing of the LFC regime.

1 By increasing variable charges for all consumers @amyg snall), the regulations:

- create an increased perverse incentive for incecoastrained households to undéeat
their homes to save money

- increase the size of winter bills relative to summenaking it harder for those households
who struggle with budgetip

- resultin the level of financial support given to households baimgcorrelated with the level
of need. i.e. those whose energy needs are least get the most support, whereas those with
high energy needs get an increase in costs

- give rise to an artifiial incentive for (generally wealthier, horogvning) households to install
solar panels, which results in their avoidance of paying for network and retail¢ostis
adzOK O2aia WsokrowEning @ehdlgsii Bhe lghest income members of
scciety are generally in the category of nealar owning households

6 ¢New Technologies Studfart 3: Social impadtsz al NOK HamTX [/ 2y OSLIi /2y adzZ GAyY:
here:www.concept.co.nz/publications

" Factors which may give rise to lewwcome households having high electricity consumption requirements

include: living in a poorly insulated house; limited access to cheaper alternative fuels such as gas or wood,;

personal circumstances such as health analmployment status giving rise to the need for the house to

heated to higher temperatures and/or for longer periods of the day.

81n order to recover the costs not recovered from small users, networks and retailers can increase bills for

large usersthrough Yy ONB I 8 Ay 3 G(KS FAESR OKIFINHS&E 2F GKSANI wail yRI
charges. While this is consistent with the mechanics of how LFC charges will be deemed to be compliant, it is
contrary to the Objective set outinthe Regulaiayy’ | YSt & (2 aSyO02dzN>F 3S SySNHe& 02y
Accordingly, it appears that most retailers and networks have chosen to also increase their variable charges in

their standard tariffs.

Options for electricity focussl social measures FINAL 10 Saved24-Jutl18
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1 The higher variable charges arising from the LFC requirements act as an impedithent to
uptake of electric vehiclesarguably the technology with the greatest potential to decarbonise
our economy?

Furthermore, compliance with the LFC regulations is often cited as a significant barrier to the
introduction of more efficient distribution pricing, and an impediment to retail competitibhese
outcomes have been identified as significarmtigreasing costs for all consumers in the ldeagn.

This increasing recognition of the failings of the LFC is resulting in broader institutional and political
focus, including:

1 arecommendation from the International Energy Agency to review the regutation

1 most of the major political parties acknowledgithat the LFC regulations an®t performing as
intended, and suggesting that they either be amended or replalcegarticular prior to the
recent election

- thethen(National)Minister of Energy askeidr advice from officials about the LFC
regulations

- the Labour Party Manifesto 2057y Ot dzievieR [ofl thedow user tariff to make it, or an
alternative, fit for the purpose of addressing energy poderty & LJ- NIi 2 F (K

However, whileK SNB A& 3INRBgAYy3I NBO23IyAlGAz2y 2F GKS [C/ acC
to what could or should replace it to provide energy assistance to those members of society in
greatest need.

(s}
(¥p])
<
(0p])
e d

Given this currensituation it istimely to exploresomealternatives.

This reportis the first phase i study thatexploresalternatives to the_FGegulations for providing
assistance to thossufferingenergy hardshiplt consiss of the following three elements:

 Development 0B W LIS NF 2 N | y O S explding\efesyg haid<Dip Fuptddsto
alleviate it

1 Deskbased research of measures in a variety of jurisdictinalsiding the United Kingdom,
Australia angarts ofthe USA. The purpose is to identify the range of measures implemented
overseas, and tseek to determine their relative meritsparticularly in the New Zealand
context, and measured against the performance framework.

1 Preliminaryevaluation of the different options, including the existing LFC regulations, and
identification of those optionsvhich appear to have greatest potential

ThisreportR 2 S &giRss issues arouritle merits of providing social welfare to those suffering
deprivation, including the issues around phenomena such aswbiéaretrap'’® ¢ although the
authors do believehat a social welfare safety net is an important part of a modern society.

Rather, it comes from the proposition thiitsociety decides that social welfare provision is
desirable, what is the best way to provide welfatech thatthose sufferingsimilar levels of

deprivation obtainsimilar levels of basic goods and services (food, shelter, clothing, transport, etc),
includingenergyservices (heating, lighting, cooking, e#$ such, one of the first aspects of this
report is to address whether enerdpas characteristicahich require specific assistance measures
over and above the general welfare measures.

® For example, see this recent reponttp://www.pce.parliament.nz/media/1721/summaryeport-energy
related-carbonabatement .pdf

VeKS WgSEFINBS GGNFX¥LIQ A48 6KSNB (KS STdSitpna@é YINBAYIf
assistance but who then take paid employment is such as to make it more financially advantageous for the

individual to continue to take welfare.
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2 Performance famework forexploring energy hardshiand
options to alleviate it

2.1 What is energy hardship

Energy hardshipenergy povertyfuel povety, vulnerable energy consumegghese and similar
terms are variously used in the literature to describe households that cannot d@ffenchinimum
energy required to maintain a healthy home, thattesheat their home environment adequately
andto maintain other basic energy services such as hot wdtghting,andelectricity for essential
equipment

Such louseholdsare described by one of the following

1 they compromise their healthy home environment by using less than the minimum energy
needed, in oder to have income for other essential expenses

1 theyhave insufficient income left for other essential expenses (accommodation, ¢taitiing,
medical etc) after paying for the minimum energy theged to maintain a healthy home.

Inthis studywehav® K2 aSy (2 dzaS GKS GSNY WSy SNH®OuKF NR&KA L
rationale is that

z

T GKS GSNY WTdzStQ AYyFLIWINPLINREFGStEe yINNRga GKS LIN
these households face extend into other aspects of their eneeggsbeyond just fueland the
range of measures to address these difficulties are not limited teldaséd options

T GKS GSNY WLROSNIeEeQ KlFlha O2yyz2ialidAizya 2yt I fAYyS
the situation is more a continuum than anlary condition: some households face extreme
hardship,while for others thé hardship whilematerial isless severe oisintermittent

 although closely related to energy hardshipe G S NI W@ dzt y S Niastafsgecifi® 2 y & dzY S N
meaningin the New Zealandnergy contexh y (1 KS 9 f SO Guidéineio® ! dzi K2 NR i &
arrangements to assist vulnerable consungrs

We note that Stastics NZ also adopteithe term energy hardshifn its recent publication
Uhvestigating different measures of energy hardship iwMealan® > { SLJI S0 SNJ HaAmMT @

Under its various guises, energy hardshifhe focus of researchers and policymakers in housing,
energy and social policy around the globeessence, reducing energy hardship enables people on
low incomes to be warm, comftaible and healthy in their home environment.

¢tKS O2yOSLJi FANRG OFYS (2 LINBYAYSEéthal®did K GKS Ll
0 2 2Fuel P®verty: From Cold Homes to Affordable Watthousehold in fuel poverty in the UK

at that timewasdefined as one whose fuel expenditure on all energy services exceeded 10% of their
income. This was what the poorest 30% of UK households were then spending on fuel and, at twice

GKS YSRALY SELISYRAGIINBIZ 6la | (KNBEXKRNRLE B8R KBy b

1 The Authority guidelindttps://www.ea.govt.nz/dmsdocument/8568efines a ulnerableconsumeras a
domestic consumer whda) for reasons of age, health or disability, the disconneatioglectricity to that
domestic consumer presents a cldahreat to the health or wellbeing of thatomesticconsumer; and/oKb) it
is genuinely difficult for the domestic consumer to gag or her electricity bills because of severe financial
insecurity, whether temporary or permanent.

12 http://www.stats.govt.nz/~/media/Statistics/browseategories/peopleand
communities/households/energiiardship/Investigéing-different-measuresof-energyhardshipin-New

Zealand.pdf
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Differentjurisdictions have adopted different definitions, but almost all have at their core some
measure of energy (or fuel) cost and household income.

This study focuses grossibleoptions for reducing energy hardship. It does ndeatpt to define
energy hardshijn the New Zealand context does however explore thelikelykey drivers in New
Zealandbecausehese are relevant tidentifying possible options for addressing energy hardship
and exploring their relativeffectivenes, particularly theirability to targetthose in most need

2.2 What is the size of the energy hardship problem?

Wuel povertyls often defined internationally as a situation where a household needs to spend more
than 10% of its income on household fuel to achieve a satisfactory level of indoor Waamth

provide other basic energy services such as lighting, cooking, and hert featvashing Much of

the data on the scale of energy hardship is based on this definition.

In their 2012 papeWackling cold housing and fuel poverty in New Zealand: A review of policies,
research, and health impa&$hilippa HowdeiChapman et al&imated that around 25% of New
Zealand households were in fuel poverty based on this definition. This assessment was based on
2008 data. The key estimates from that paper are reproduced here.

Climate Zone Zone 1 Zone 2 Zone 3 New Zealand
representativecity Auckland Wellington average of
for the zone Christchurch

and Dunedin
number of households 555,000 607,000 444,000 1,606,000
% of NZ households 35 38 28 100
Potential 14 24 43
fuel poverty %
Contribution to 5% 9% 12% 25%
the national
housing stock
Number of households in| 80,000 140,000 190,000 410,000
potential fuel poverty
(rounded)

There are substantial regional variations, largely due to the increased heating energyimeetier
southern climates:

9 in the South Island the rate pbtential fuel poverty was estimated to be 40% in Christchurch
and 47% in Dunedin

1 by comparison, the estimated level in Auckland was 14% and Wellington was 24%
As noted in the paper:

i1 the percentages may be an ovestimate if cheaper forms of space heatmg available (eg
firewood) relative to electric resistive spabeating

B This is based on living temperatures of 21°C and bedroom temperatures of 18°C (drawn from WHO
guidelines).
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{ the calculations are based on an average 16@iwelling, which may be an undestimate
given the trend to large floor areas.

The paper also noted that the level of fuel povertydigrown from an estimated 104% in 2001,
and surmised that this was mainly due to electricity prices increasing much faster than income levels
over that period.

The United Kingdorhas used similar definition to the Howde@hapman et al. In 2015, the
proportion of households in fuel poverty in England was estimated at 11.0 % (approximately 2.50
million householdsy. In Scotland, the estimate was 30.7 % (approximately 748,000 households).
This regional difference within the UK may reflect differences/arage wealth between England
and Scotland, as well as climate differences.

However, there is growing recognition that whilst this measure of fuel poverty can be useful, it is not
the only measure, and possibly not even the best measure.

For example, th&JK Hills Fuel Poverty Review (201g)oposed a refined definition: household

should be considered fuel poor if they have required fuel costs that are above the median level, and,
were they to spend that amount, they would be left with a residual income below the official

poverty line.

Likewise, the recent Statistics Kgportl®identified that there were several possible indicators of
energy hardship and ways to measure the scale of the iShmstudy used several indicators from
the New Zealand Household Economic Survey including@éstome/expenditure measures
(objective measures):

1 households that spent twice the median proportion of income on domestic energy (before and
after housing costs)

1 households that paid 10% or more of their income on domestic energy (before and after housing
Costs)

1 households where domestic energy costs are in the highest quartile as a proportion of all
expenditure.

The Statistics NZ study also explored some subjective measures basedrepaifg:
1 the inability to pay utility bills on time (electricity, gas,tem or rates bills)

1 the percentage of dwellings that were hard to heat or keep warm

1 the percentage of dwellings that were damp or mouldy

9 the number of people who put up with feeling cold a lot

Drawing on information from the Household Economic SurveySthaéstics NZ report estimated
that, depending on which measure is used, between 1, and 1 in 22 New Zealand households

1 Annual Fuel Poverty Statistics 2017 (2015 data)
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/639118/Fuel Poverty Statis

tics Report 2017 revised August.pdf

15 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/48297/46§2tting-
measurefuel-pov-final-hills-rpt.pdf

BYLy@SadAardAy3a RAFFSNBY (G YSI aSugdnber F Sy SNHE KIF NRaKAL
http://www.stats.govt.nz/~/media/Statistics/browseategories/peopleand
communities/households/energiardship/Investigatinedifferent-measuresof-energyhardshipin-New-

Zealand.pdf
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experienced an energy hardship indicator in 2015/16. Other key observations (2015/16 data)
include:

9 domestic energy costs exceed&d% of household income for over 25% of low income
households (households in the lowest quintile), compared to only 6% of all households

1 over 60% of low income households spent twice the median proportion of income on domestic
energy, compared to just und0% for all households

1 52% of low income households had domestic energy costs in the highest quartile as a proportion
of all expenditure, compared to just over 25% for all households

T YySIENI & Mmooz 2F 26 AyO02YS K2dz SKi2ZR Ra (INBLEZNISRY Ld
just over 5% for all households

T YSENI @& d: NBLR2NISR GRIFYLI YR Y2dzZ R Aa I YIF22N
households

T YSENI & mo» NBLRNISR aKSFiGAYy3a K2YS 2NJ 1SSLAy3 A
to justunder 7% for all households

T YSENI & wmm: NBLRNISR (GKSeé aO02dzAZ R y2d LI @& dziAftAd
compared to just under 5% for all households.

Research has found that different indicators may identify different groups of holggho

experiencing energy hardship, although all were experiencing some kind of deprivation. A 2015 New
Zealand study by Lawson et’dbund that a household's spending on fuel was only weakly related

to selfreported fuel deprivation: the people that thestimated spend more than 10% of their

annual household income on fuel are generally different from those people who admit to going
without fuel because they say they cannot afford it.

Despite this range of different approaches to measuring energy hardsiai the challenges of doing
so, the key takeaways from these New Zealand and international studies:

1 Energy hardship can vary significantly for households suffering sotfilkar factors of
deprivation. This is explored furthertime nextsubsectiorof this report

1 Alarge number of households in New Zealand are considered to suffer energy havdghie
recent Statistics NZ report indicating, that depending on which measure is used, between 1 in 4
and 1 in 22 New Zealand households experienced anggrhardship indicator in 2015/16

1 The proportion of households suffering energy hardship in New Zealand has grown over the last
couple of decades.

This last point ibecauseesidential energy costs have risen significantly faster than inflation over
the past few decades, whereas welfare payments have generally only moved in line with inflation.

Lastly, it should be noted thatifure movesto more costreflective pricesnay create new tensions,
with somelow-income consumers likely being in the graafpV f 2 &a&ngdillshocks even if cost
reflective pricing results in lower electricity costs for New Zealanders generally (afiddome
consumers particularly) over the lotgrm, and some lowincome consumers also being among the
WGAYYSNBQ AYAGAL ¢

17 éContrastingapproaches to fuel poverty in New Zealgnd w206 [ ga2ys W2KYy 2AffAlYax
https://ourarchive.dago.ac.nz/bitstream/handle/10523/6836/lawson%20et%20al%202015%20fuel%20povert
y.pdf?sequence=1&isAllowed=y
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2.3 Likely ley drivers of energy hardship in the New Zealand context

Drawing orthe local and international studiediscussed abovyeand our own analysis, we have
identified what we consider are likely to be the drivefseenergy hardship in New Zealand. Wave
collatedthese into incomeenergy costsand other factorsThis assists with identifying options and
exploring the relative effectiveness for targeting different options to those in need later in the paper.

2.3.1 Low nhcome

A low incomeeduces a househ f RILity to pay forthe minimum energy needed to maintain a
healthy homeand provide basic energy services

A X LA

I K2dzaSK2f RQa Ay O2YS A jncludhFispadichl&wagedratels, ot y IS 2 F 7
hours worked by the adults in the househddtcial assistance (egcome support benefits,

accommodation supplemeptreturns on investment, personal income tax rates and tax credits (eg.

for families with children).

2.3.2 High energy cost

The higher the energy costs for a household, the greater tiamce that household may face energy
hardship.

Certain household circumstances are likely to resudt iigher energy cosb maintain a healthy
home for the individuals in that household. These include:

a) a poorly insulatedand/or damphome

b) a old climate

c) a part of New Zealand withelatively highenergypricesdue to one or more of:
i) high delivered electricity prices (due ¢dectrical and/or geographiocation)

i) limited access teheaperalternative fuels (such as reticulated gas, clean air restrictions
onfireplaces/log burnersand/or living in a part of NZ with high wood priges

d) personal circumstances giving rise to the need for the house to be heated to higher
temperatures and/or fotonger periods of the day due to:

i) age (elderly or infants) or other health condition which makes occupants particularly
vulnerable to poor heating; or

i) households who spend most of their time at home (e.g. because they are retired or
unemployed) rather thaispend most of theitime at work.

The analysis set out #ippendix Andicates that across New Zealand the variation in household

circumstance gs rise to a range in electricity bills for consumers innttust deprived decile of

approximately $3,700 per year. i.e. some consumers in the lowest decile will face annual electricity

bills $3,700 per year more than other consumers in the lowest decile.

CKA&d A& RAFFSNBylO G2 GKS 02aid 2F vYz2ald 20KSNI ol aA
experience the same degree of variation in cost by consumer circumstance.

The most significant other household cost which does vary to this exterti@rsing costs. These

exhibit significant regional variatiord.e. the costs of housing in Auckland are significantly higher

than thecosts of housing on the West Coast. However, housing costs exhibit less variation with
household circumstance thanegdtricity costs.

In addition to the above, the fact that energy requirements vary significantly during thegyear
twice as highon averagein winter as in summeg makes it even more challenging for households
on low, fixed incomes to manage duritige winter months.
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2.3.3 Otherexacerbatingfactors

There are ther factors which may exacerbate problewof energy hardshipor create further
barriers to rectifyingt. These include:

91 rentersdo not own their own house and therefofaceprincipal / agent barriers to improving
the energy infrastructure of their hase ¢ i.e. landlordsdo not receive thalirect benefits of
reduced energy costs and/or improved healthy home environeémom investing to improve
the house condition, and suéhvestments are generally not fully recognised through landlords
being able to charge higher rents

1 low income households tend to have limited access to capital to invest in improving the energy
infrastructure of the house and/or the efficiency of their eiecal appliances

1 low income households may have a poor credit record with their energy company, making it
difficult for such households to switch retailers or to take advantage of other aspects of retail
competition

1 the increasingange of energy choisg(including technology choices, and retail choiceay
make itdifficult for some people tanake good decisiongarticularly around energy efficiency
and smart technologies

2.3.4 The combinationof income and energy circumstanakives energy hardship

Increasingly, it is recognised that energy hardship is not a binary condition driven either by income
circumstance or energy circumstance, but rather households sit on a continuum of energy hardship
due to variations in theombinationof income and energy ciraustance.

This recognition of theombinationof income and energy circumstance was one of the key outputs
2T GKS al Af f & It epresented this by 3 simplk tBdinjensional graph showing how
variations in income and energy cost would afféw extent of energy hardship faced by different
households. A variation on this graphical representation is shown below.
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One of the main recommendations of the Hills report was that a framework which recognised this

combination of income and energyrcumstance was critical for the purposes of both measuring and
addressing the energy hardship problem.

This dynamic was also a key conclusion of a recent Australian‘$twtiych identified that
households existed alongcantinuumof energy vulnerabilit, driven by variations across both
income and energy costs.

¢KS FIO0G GKIFIG SySNHE KIFINRAKALI Aa airayAaAFaolrydte F
that general welfare income supplements will be insufficient to address the problem, as thest do
differentiate support by energy circumstance.

CKA& WilFAf2NBRQ adzLIR2 NI Aa Fylft232dza (G2 OF NRIF GA 2
variation in housing costs around New Zealand.

2.4 Alleviating energy hardship requires interventions thaddress the key
drivers

As discussed above, opéthe most important aspects to appreciate about energy hardship is that it
is not just an income issue. Rather, it is toenbination of income and energy circumstance.

Thus, whereageneral welfare spplements are appropriate for covering tieest of most other
basic goods and services (e.g. food, clothielgcommunicationy for those experiencing poverty
general welfare supplementsill be inadequate to recognise the significant variation in cased
by those in differinggenergycircumstances

This will likely require assistance measures which recognise this variation in energy circumstance,
and alsgpotentially address some of the underlying causes of such variation.

2.5 Evaluating the accesf different assistance measures

We believe the success a$sistancaneasures should bevaluatedagainst three broad criteria:

1. Provides kIpto those in need

2. |s ost-effective

3. Has ninimal unintended consequences

2.5.1 Success criterion 1: Help those in need

Thereare three sukdimensions to this criterion where a measure may not achieve this purpose. In
increasing order of seriousneskese are:

f 1'SftlLja az2yYysS O2yadzYSNE 6K2 R2y QU ySSR laaAraidlyos
- Two examples of such outcomes are

¢ KS Winte©fdel subsidies foall elderly peoplgrefer Table 1 later in this report)
This lowered bills for the wealthy elderly as well as the elderly suffering energy hardship.

bS¢ S| f-lixgdRitatge reginé. This lowdsils for many wealthy households
who happen to be lowiseconsumers, as well asdbe lowincome households whora
low-useconsumers.

¥ { dzLILI2 NI A y 3+ dzf Yy S NMardh 3019 MoBsBKemp dzd G 2 Y S NA €
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although it will reduce its costffectiveness.

I Misses some consumers who do need assistance

- Measures which involve targeting can sometimes miss some households who require
assistance. For example,

ameasure can miss some lamcome households if it relies on such households being
aware of theassistance and applying for it

if qualification for supports based on poor proxies of nedd.g. being old)hen that
measurewill alsolikelymiss other consumer&.g. being young but o).

 Harms some consumers who do need assistance

- Assgtancemeasures which involve some form of subsidy for some consumers will tend to
raise costs for other consumers if the subsidy is funded from electricity consumers.

- This isacceptabldf it raises ostsonly for those consumers who are not identified as needing
assistance.

- However, in some cases, the poor targeting of the measure can result in some consumers for
whom the measure is intended to help actually fadimgeasedcosts possiblyby a
consderable amount

- Outcomes which cause harm for a material number of consumers in need is considered a
serious failing of an assistance measure, to the point where it should not be implemented.

2.5.2 Success criterion 2: Cosffective

Assistance measures wilewitably result in costs associated with design, implementation, and
ongoing operation.If these costs are material, they can significantly reduce the overall cost
effectiveness of the scheme.

Assistance measures which result in support being givénko2 4 S ¢ K2 R2y Qi NXBIj dzA NB
reduce the coseffectiveness of the scheme.

2.5.3 Success criterion 3: Minimal unintended consequences

Any policy intervention has the potential to cause unintended consequenitesuding costly
adverse outcomes. The magiossible unintended consequences from measures to deliver
assistance to those suffering energy hardship include:

9 Hindering general operation ofhe energy market

- For example, constraints on tariff design and prices have the potential to incopasating
costs, adversely impact on new entrant retailers, and stifle innovation.

9 Distort pricesignals in a way which nalés in poor consumer decisions.

- For example, by increasing variable charges and thus forcingastneflective pricing, the
low-fixed charge regulations are incentivising uptake of some technologies which are higher
costs than alternatives. (e.g. petrol vehicles rather than electric vehicles, rooftop solar rather
than gridscale wind).

- In the case of rooftop solar, this is alssulting in poor social outcomes due to casifting
FNRBY G(GKS 03SySNrffte oSIftOIKASND Wazye2NaQOISaQ>

Options for electricity focussl social measures FINAL 19 Saved24-Jutl18



(:(‘ C

concept

3 Exploringoptions for addressing energy hardship

We have canvassed the UK, USA and Australian jurisdi¢dbatevelop a range of options for
addressing energy hardshipVe have augmented this with our own thinking on possible options.

For the purposes of this report we have collated these into four categories, based defthig
characteristiof each opton:

1 incomebasedc supplementing household income to help consumers pay for their energy
requirement

9 electricity pricebasedc reducing the electricity price paid by some consumers to help them
afford electricity

1 energyefficiencyg improving the energy @rformance of a housge.g. through insulationyr
household appliances (heaters, lights, etc.) to lohveuseholdenergy bills

1 information-basedc making consumers aware ofeasuresthey can take, or support they may
qualify for, to lower their energy tdl.

Typicallyoverseas jurisdictions employ a package of options fnoost orall of the categories. On a
more micro levelsomeoptionstend to beused in combination, for instance providing information
on energy efficiency coupled with funding to improve the thermal efficiency of the house.

The set of measures adopted in overseas jurisdictions that have been described in this section is not
exhausive. Furthermore, some of the measures may have since been amended or discontinued.
They nevertheless provide useful input to exploring the range of possible options in the New Zealand
context.
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3.1 Incomebased options

There are a numbeof options that address energy hardship by supplementing household income. Income support can be generally available; or mean
tested to better target households identified as being in need. Targeting is considered further in de@tiomiow

Incomebased options can be:

1 general (not energyelated) income support

1 energyrelated income support

i temporary assistance such as emergency paymg@uitich may, or may not, be energy specific)

The options are described Table 1, together with some examples where the option has been implemented.

Table 1: Incomebased options for addressing energy hardship

Option Description and comment Some examples
general income | income There are many forms of general income NZ: MSD provides income support through a range of benefits
options (not support supportincluding welfare payments, tax credity (unemployment, disability, seniors, students etc) and assistance wit
energyrelated) | payments benefits and income supplements. living expenses (accommodation, food)etc

These are not specifically aimed at covering | UK, USA and Australia all have general income support
energy costs. Some linkage with energy costg
achieved through welfare payments generally
being indexed to measures such as ©Rhich
typically includes electricity and gas among th
basket of goods forming the index.

energyrelated | a winter fuel A payment made in wintewhich isnotionally NZ: currently part of Labour and Greens energy policies
income options | payment towards the cost of fuel (energy) for home
heating The winteronly aspect recognises the
specialnature of energy costs, in terms of bein
significantly greater during winter months due
to heating demands. This significant seasona
variation in costs can be hard for income

UK: Winter Fuel Payment is a noreans tested benefit paid directly tqg
the bank account of all households with a member aged 60 or over.
targeted at helping the elderly meet their fuel bills, and made in win|
when fuel bills are highest. There is no obligation to spend it on ene
It is betweent100 and£300 depending b circumstances.

LIy F2NIAYAGEYOSsE aliys$Qa YSS
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constrained households to manage, as typical
their incomes do not vary seasally.

Unlike energy payments or vouchers (see
below), there is generally no requirement to us
the money to pay for energy.

energy Energy payments or vouchetanbe used by NZ: MSD offers up to $200 help with an outstanding energy bill, or {
payments or | the household to: reconnect supply. This is meatested, and may or may not need to b
vouchers - pay part/all of an energy bill paid back. MSD can also assist with the cost of keeping families wa
- reconnect after disconnection (bedding, curtains, heaters) in certain circumstances.
- purchase blankets, curtains, heaters Australia haseveral schemes that provide emergency payments to
- lop-up pre:payment meters energy customers needing temporary assistance due to financial st
- buy heating fuel For instance, the Energy Accounts Payment Assistance (EAPA) in
Many of these schemes use a voucher systen] Australia operates a voucher system: each voucher is worth $50 an
or direct paymenfrom the welfare agencio can be used for electricity and gas.
energy retailers, which requirebat the income | ysaThe Low Income Home Energy Assistance Program (LIHEAP)
supplement to be spent specifically on energy| feqerallyfunded block grant that assists eligible kiveome
households with their heating and cooling energy costs, bill paymer
assistance, energy cissassistance, weatherization and energlated
home repairs. Funding is distributed to each of the fifty states, U.S.
territories and tribal governments through the Department of Health
and Human Services (HHS). Administration of the program is lédt uf
state, territorial or tribal governmentdn most states, the program is
run on a first comdirst served basidn some stateseideral LIHEAP
fundsare supplemente® @ { Gl 0SS Fdzy RAy3I ad
bills or donations
temporary emergency There are many forms of emergency assistan( NZ: MSD energy payments described above are also offered as
assistance payments which may, or may not, be energy specific. SO emergency assistance.

take the form of a grants, while others are
temporary advances which must be paid back

Other jurisdictions offer emergency income support
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They are temporary in nature to assist
households whare experiencing a sudden
change of circumstance or other exceptional
situation.

cold weather
payments

Temporary incomaupport given only during a
period of extreme cold weather.

UK: Cold Weather Payments are paid directly to qualifying individug
when the temperature is predicted to be saero for a week or more.
It is designed as an emergency measure to enable theinead their
homes during extreme coléayment isE25 for each week.
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3.2 Electricity pricebased options
Electricity pricebased options address energy hardship by reducing the electfipiige the household faces.

Here we have distinguished between optfothat reduce electricitpricefrom those that reduce overall electricigpstc other options (particularly the
energy efficiency options discussed in the next subsection) can reduce the overall cost by reduguanthgof electricity the householdonsumes.

Hectricity pricebased measures can be generally available, or méssted to better target households identified as being in need. Targeting is considered
further in sectior4.8 below

The options are described Table2 together with some examples where the option has been used in practice.

Table2: Electricity pricebased options for addressing energy hardship

Option Description andcomment Some examples
general electricity General electricity legislation and policies aim{ NZ: legislative and regulatory regime (in pautar the roles of the
electricity policy at keeping downward pressure on electricity | Electricity Authority and Commerce Commission)
price-based prices.

options Increasingly around the world competitive wholesale and retail ener
P markets are being used to drive down letegm electricity costs. In

(for all some jurisdictions, various forms of retaiiqe control remain.
households) Some form of price control is generally imposed on the monopoly

network businesses.

rebalanced A greater proportion of network cost recovery | ¢ KA & 2 OOdzZNNBR Ay bSg w%SI | gkiicitA

residential allocated to business customers rather than | crosssubsidywasdzy ¢ 2 dzy R RdzNA y 3 (G KS reviséds
network cost residential customers approaches taken to network cost allocation.
allocation

20\We have not considered energy prices more broadly (eg gas prices) as this study is focusing on the electricity sector.
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Option

Description andcomment

Some examples

specific for
certain types of
customers

concessionary

Discounted tariffs for designated customers w

NZ: Globug offers discounted rates for community service cardhold

'_}l‘]' usa ? meet sor.ne type of meartst criteria. For Australia: Victoria has an gfieak concession rate for designated
Uk NRF ¥ a) instance: _ (vulnerable) customers.
- generally lower tariffs
- off-peak concession rate Australia: Tasmania has concessionary ratesuh prepayment
- pre-payment meter concession rate meters for designated (vulnerable) customers
- waiving certain feegate-payment fees, LY F¥2NJ SEFYLX ST alAySQa 9t SO
disconnection/reconnection) customers with a modified electricity rate based on their household
income and estimated electricity usage.
energy bill A rebate for designated customers, paid eithel Australia: most states in Australia provide energy bill rebates for
rebate as a fixed amount or a percentage of their bill.| designated (vulnerable) customers. Eligibility is typically linked to th

with government concession cards (eg pensioners, veterans, high
health needs)This is generally an annual fixed amount (for instance|
$340 AUD in QIld, and $215 in SA). However, the Victoria rebate is
percentage (17.5%) of the total bill for the year. As waslgeneral
rebates, some states also provide rebates for special needs such a
medical cooling/heating, life support and family energy.

UK: Warm Home Discount is a Government initiative to help low
income and vulnerable households with energy costs.dhiannual
rebate off the electricity bills for loincome pensioners and customer
who are fuelpoor or at risk of fuel poverty. For 2015/16 the rebate W
£140.

'{Y FT2NJ AyaulyoOoSs bSs WSNESEQA
gas and electricity B$ that helps low income customers by applying
credit to the bills of eligible customers (linked to LIHEAP).
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Option

Description andcomment

Some examples

low usage tariff
/ high variable
charge

A pricing plan structured with a lofixed
charge, rising block tariffs (or similar) to provid
differentiation (e.g. progressive pricing)

Progressive pricing is generally implemented
promote energy conservation through making
more expensive to consume larger amounts o
electricity.

A social justification is sometimes put forward
that all householdsieed a basic minimum
amount of energy to provide energy services
(with the implicit assumption that this basic
minimum amount is similar for all consumers)

NZ: The Low Fixed Charge (LFC) regulations require distributors ar
retailers to make available t@sidential consumers a pricing option
with low fixed charges, limited to 15c/day for distributors and 30c/da
for retailers. To be eligible, the household must use less than 8000
a year (or 9000kWh units in parts of the lower South Island). Holida]
hoySa I NB SEOf dZRSR® ¢ KS wS3IdzA I @
O2yadzYSNR Ydzad y20G 6S ¢2NAS 27
and prohibit the use of tiered or stepped variable charges in low fixeg
charge tariff options.

While not strictly progresive pricing, the LFC regulations have a sim
macro effect in terms of reducing costs for lusers and increasing
costs for highewusers.

California and Japan: Both countries introduced progressive pricing
the 2000s to address energy shortages. shoial policy rationale for
these initiatives has been found in our literature search.

welfare agency
as retailer

A welfare agency (such as the Ministry for Sog
Development (MSD) or a local organisation)
could act as the retailer for designated low
income customers. The agency would contrac
with one or more parties (eg generators or
another retailer) and ossell to its customer
base at a reduced tariff and/or other payment

terms targeted at energy hardship.

UK: Scotland has just announced plans fbio&for-profit Government
owned retailer, with social policy objectives included in the rationale
this initiative
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Option

Description andcomment

Some examples

other measures | rural / urban
crosssubsidies

Thenetwork pricing is adjusted such that rural
or remote customergay the same price as

metropolitan customers.

Such approaches can address issues around
rural development, as well as rural poverty.

Australia: Queensland and South Australia, government policy requ

an explicit rural/urban crossubsidy:

- the Queensland government subsidighe electricity bills of regional
and rural customers for the additional supply costs (Community
Service Obligations payments)

- SA Power Networks is required to price on a postage stamp basig
all customers below 160MW pa (ie a crasdsidy between
metropolitan and remote/rural SA customers)

NZ: Many NZ networks do not have different prices for supplying ru
customers to urban customerseven though the average cost of

supplying suchustomers can vary significantlyhis is explored further
in secton 4.10below.

best tariff
obligation

A requirement on retailers to calculate the bes
tariff for a vulnerable customer and switch the

to that tariff.

No examples found
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Option

Description andcomment

Some examples

payment and
credit
management
options

bill smoothing
and payment
plans

Tailored payment plans designed to assist wit
cashflow management for customers strugglin

to pay their bills, including:

- bill smoothing to rebalanceinter/summer

bills
- income redirection

- shortened payment periods to match receipt

of benefits or wages

NZ: Electricity Authority (voluntary) consumer guidelines for vulnerg
and medically dependent consumers include guidelines for NZ retai
for this aea.

b%nY alyeé NBIGFIAfSNAR 2FFSNI wavyzz
spread their bills over the year

NZ: Some retailers have weekly, rather than monthly payments

Australia: retailers are required to operate hardship programs that
typically provide Bgible vulnerable customers options such as hill
smoothing and payment plans.

UK: retailers are required to operate programs for vulnerable
customers that include a range of payment options

P{Y FT2NJ AyaidlyoSsz al NEf I yROSEP)!
reduces and smooths monthly energy bill payments (linked to LIHE
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- payment plan for paying outstanding bill

amounts
- waiving of late payment fees

- waivingcertain fees (latgpayment fees,

disconnection/reconnection)

Option Description andcomment Some examples
credit Arrangements for avoiding disconnection due | NZ: Electricity Authority (voluntary) consumer guidelines for vulnerg
management | non-payment including: and medically dependent consumers include guidelines for NZ retai

for this area.

Australia: retailers are required wperate hardship programs for
eligible vulnerable customers that set out conditions for disconnecti
for non-payment and waive late payment fees.

UK: suppliers are required to operate programs for vulnerable
customers that include repayment plans. Supsliare prohibited from
disconnecting pensioners during winter. Suppliers must not disconn
anyone whose debt they have not taken all reasonable steps to rec
first by using a prgpayment meter. The six largest suppliers have sig
dzLJ G2 9 y{SINBR( & YOG ¥ 6 KA OK AyOf
knowingly disconnect customers in vulnerable situations at any time
the year, and to reconnect those subsequently identified as vulnera
as a priority and usually within 24 hours.

pre-payment

Pre-paymeters and similar technology that
SylLotS 02y aanosNEQ (2
Some jurisdictions use pigay meters to
provide concessionary rategConversely,
others have hadhigherelectricity prices for pre
payment meterg; reflecting the higher costs of
the meters and associated prepayment

infrastructure)

All jurisdictions provide prpay options. Increasingly these involve
smart technology.

NZ: There are several ppayment providers including Mercury
(Globug), Powershop and WisePay. Globug offers diseduates for
community service cardholders. Genesis is retiring its prepayment
service (InCharge) from December 2017.

Australia: Tasmania has concessionary rates througipayenent
meters for designated (vulnerable) customers

UK: obligations on retailsrto ensure prgpayment meters are
appropriate for the household (eg no medically dependent
householders)
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Energy efficiency options address energy hardship by reducing the quantity of energy needed to maintain a healtrydprmede basic energy services
(lighting, water heating for washing, etc.)

Energy efficiency measures can be generally available, or targeted at particular types of households (such-@ascapieer private rental, social housing).
They can also be maatested to target those in energy hardship. Targeting is considered further in sdc8drelow

The options are described Table3, together with some examples in relevant jurisdictions.

Table3: Energyefficiencyoptions for addressing energy hardship

The assistance could be in the form of:

Option Description and comment Some examples
thermal improve Financial assistance to improve: NZ: EECA's Warm Up New Zealand: Healthy Homes programme ol
infrastructure thermal - thermal insulation ofhe house structure grants for insulation retrofitén houses built before 2000. Grants of 5(
insulation (floors, ceilings, walls, windows) of the cost of insulation are now available for limcome home owners
and/or - thermal insulation of the household (curtain| and landlords with lowncome tenants. The grants are limited and wi
_ draft-stoppers, cylinder wraps, gap sealers)| finish by the end of June 2018.
improve - STFAOASYyOe 2F | K2 dz NZ: Some local councils offer homeows&atepayers) a loan (a rates
efficiency of infrastructure (appliances for space and advance), which goes towards the cost of insulation and/or heating.
hous_ehold water heating, fuel source) The ratepayer repays the money, plus interest, in instalments over
_hefatlr;g . - efficiency of appliance usage through use g number of year®n top oftheir normal rates paymentsSome banks
infrastructure

energy saving/efficiency devices
(thermostats, standby power controllers,
usage monitors, timers)

grants or rebates

no-interest, or lowinterest, loans

reverse equity loansypically suited to the
elderly)

paying extra through energy bills as saving
accrue

cost added to rates bills

offer asimilar schera as part of their mortgage facility.

NZ: Curtain banks, run by community organisations, reciwated
curtains. They repair and line them with thermal backing and install
them in lowrincome households anfdr people with chronic health
conditions.

Austrlia: Statefunded energy efficiency and no interest loan schem

(generally not just for vulnerable customers):

- no interest loans for energy efficient appliances or measures (eg
insulation)

- rebates for energy efficient appliances (and for removal of icieffit
second fridges)
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- free or discounted energy saving/efficiency
devices

- free or discounted energy efficiency devices (eg standby power
controllers)

Australia: Low Income Energy Efficiency Program (LIEEP) was a
competitive meritbased grant program established by the
Commonwealth Government to providgants to consortia of
government, business and community organisations to trial approag
to improve the energy efficiency of low income households and ena
them to better manage their energy use. The program closed in Ju
2016.

UK: Green Deal Finamallows householders (not just vulnerable
customers) to upgrade thermal efficiency of their home at neframt
cost, paid back through electricity bills as savings accrue (Green de

w32t RSy Nz SQ A& G(KIFdG SELISOGBR
the cost attached to the energy bill)

UK: Energy Company Obligation (ECO) is a Government policy tha
places two obligations on suppliers, recovered through higher energ
prices (est £1.3b pa cost):

- CEROcérbonemission reduction obligatiomequiring suppliers to
make specified carbon savings in household sector by delivering
energy efficiency measures (eg insulation), likely to be met by
suppliers cefinancing using the Green Deal Finance

- affordable warmth obligatiorithe Home Heating Cost Reduction
Obligation, HHCR®@ suppliers to make a specified energy bill
reduction in a set of low income vulnerable households by reduc
the costs of meeting a specified level of thermal comfort (likely to
achieved by suppliers providing fsllibsidised heahg and
insulation)

US: The Weatherization Assistance Program provides grants to sta

territories, and some Indian tribes to improve the energy efficiency ¢

the homes of lowincome families. These governments, in turn,
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contract with local governmentsna nonprofit agencies to provide
weatherization services to those in need.
building minimum Minimum thermal insulation standards for NZ: Current building standards have minimum requirements for
standards thermal residential properties to reduce the quantity of| thermal insulation for new homes
insulation energyneedgd to maintain a healthy home. NZ: Ceiling and werfloor insulation will be compulsory in all rental
stapdards for | These could: homes from 1 July 2019, where it is reasonably practicable to instal
residential - be enforced through central/local _ o -
properties government regulation, or be voluntary UK: Green DeaI.Government policy sets minimum energy efficiency
- be for all households, or a subset (such as | Standards for private rental sector
rental properties, state housing)
- apply only to new housing stock, or also
require existing stock to be brought up to
standard over time
- cover a variety of aspects of thermal
insulation including ceiling, floor, walls,
windows
appliance minimum Minimum efficiency ratings for residential Alldevelopedeconomieshave appliance standardbut there are
standards efficiency appliances to reduce the energy they consumq variations as to the level of efficiency required.
rat|_ngs fpr These could: For example, some jurisdictions (e.g. Australia) have banned
residential - be enforced through central government | jncandescent light bulbs due to their very low efficiency, whereas
appliances regulation, or be voluntary others continue to allowtem to be sold.
- apply to a range of appliances
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3.4 Information-based options

As the name suggests, informatiblased options provide consumers with information that can help them make better decisions about their energy usage,
supply and paymentas well as helping them with genevedlfare advice

It is important to note that informatiofbased options only address energy hardship to the extent that consumers access that information, understand it
and make better decisions.

The options are described Table4, together with some examples in relevant jurisdictions.

Table4: Information options for addressing energy hardship

Option Description and comment Some examples
best type of expert advice | Expert advice on best retailer and/or best tariff NZ: Citizens Advice Bureau attler agencies offer independent advid
tariffs customised to the household, provided throug| on retailers and tariff options. Often this advice is provided in
and/or - call centres conjunction with online tools and calculators provided by other parti
- citizens advice bureau (see next row). Retailer call centres provide (#iotlependent) advice
cheapest - welfare agencies on tariffs.
retailer

UK: Energy Best Deal are fdoeface sessions run by regional expertg
aimed at groups of consumers who are in fuel poverty (or are at risk
fuel poverty), and also at the frontline workers and volunteers who
support these vulnerable consumers. Tdessions make people aware
of savings available by switching providers or negotiating with existi
providers, provide information about help available for those struggl
to pay their bills, and give tips on energy saving and energy efficien
Initially governmentfunded, it is now funded by voluntary
contributions from five energy suppliers.

Other jurisdictions offer advice through various channels.

tools and Tariff comparison tools available online orfor | b %Y hyt Ay S OF f Odzf | G2NJ at 26 SNRA S

calculators download that enable a household identify Authority) allows consumers to see how much they may be able to
the cheapest retailer and/or tariff for their on their power bills by switching retailers. Users tdan click through
situation to the Consumer Powerswitch website to see details of the different

offers available and decide whether to switch. Another tool,
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switching site.

l-ggveraimeR Bind&dyereRy i V)

Other jurisdictions offer staterad/or privately run electricity price
comparison tools. Some jurisdictions (eg UK) operate an accreditat
service to regulate the independence and quality of comparison too

understand their energy consumption and
investment options

best tariff A requirement on retailers to calculate the beg UK: the Cheapest Tariff Message obligation, introduced in April 201
advice tariff for a customer obliges suppliers to inform their customers whether they are on the
cheapest tariff or whether they could save negnby switching to
another one of their tariffs. This information tool prompts consumer;
engage and make informed choices. Suppliers are not obliged to
actually switch the customer to the cheapest tariff.
managing energy use Education for householders on: NZ:EECA EnergyWise website provides comprehensive energy
energy education - efficient energy usage usage/efficiency advicsupplemented with ad campaigns.
consumption - appliance purchase decisions NZ: retailers offer energy age/efficiency advice on their websites, ag
- fuel choice decisions do agencies such as Consumer NZ
- improving thermal infrastructure of the
house Other jurisdictions offer education and advice through various mear|
Education could be:
- generic, and provided iprint, online, media
campaigns
- targeted atparticular groups, and provided
through channels that reach those groups
(community centres, community leaders)
- individualised, and provided-imome or
through call centres
tools and Energy use toolavailable online or for NZ: EECA EnergyWise website has tools and calculators to help
calculators download that enable a household to better | understand the costs of different space/water heating options,

appliances etc

NZNBGF At SN G622t & adzOK & aSNDdz
tracking and reporting tool that provides greater visibility of househd
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energy usage and the opportunity to reduce energy consumption ar
cost

Australia:as well as various td® run by retailers and/or agencies, the
Victorian State Government offers a tool where users enter simple
details about their electricity use to compare themselves against sin
households and receive energy saving tips.

Other jurisdictions offewarious energy usage tools and calculators

in-home Smart deviceand online toolsthat showreal | b %Y a SN dzNE 9y S NH @& Q dhoubyusage2detdilSiol
reaktime time energy use and pricing smart meter customer€Other smart meter providers also offer variou
energy use tools.
displays
general welfare | benefit Households are given assistance to determing NZ: agencies such as Citizens Adviced@uassist with benefit
assistance entitlement they are claiming all the benefits they are entitlements
checks entitled to.

UK: organisations such as Warm Front and energy companies use
benefit entitlement checks to help customers increase their househ
income

3.5 Inter-relationship between options

Generally, the assistance measures set ot irto 3.4 are not mutually exclusivei.e. they can be implemented in conjunctiontiveach other. Indeed,
the information options can be complementary with other options, improving their-effetctiveness.

Likewise,

1 energy efficiency options can reduce the size of the problem in terms of the level of financial support requisetbimtiof income subsidies or price
based measures.

1 payment and credit management options, and temporary assistance options, can be implemented alongside income subst#émsegrneasures.

However, in terms of the main forms of éincial assistance, the main choice is between enestgted income supplementsgy price-based measures
which givespecific support for certain types of customer
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4 Assessment of options

This section draws together the learnings from the review of inteomati mechanisms identified in
section3,F YR [/ 2y OSLIiQa 26y +ylfearao

In reviewing the merits of the various options, this section seeks to evathatn based on the key
success criteria set out in section 2.5:

() Provides support proportional to need
W Costeffective to implement
() Minimal unintended consequences.

4.1 General principles for addressing energy hardship

Energy hardship is not just an incanelated issue, therefore general welfare suppatoneis
unlikely to adequately address the problem

Althoughhaving a low income is a significant driver of a household suffering energy hardhip, t
materialvariation in househol@nergycircumstancesneans that the extent of energy hardship can
varysubstantiallypetween two households on the same lemcome.

As set out irR.3.2 variationsm house location, house condition, and personal circumstance (health
andemployment status)¢an significantly vary the cost of providing the basic minimum level heating
and other energy service requirementdppendix Asets out analysis which estimates thhe range

in electricity bills for consumers in the lowetgprivationdecile is approximately $3,700 per year.

This is different to the cost afiost other basic goods and services (e.g. food, clothing, mobile
LIK2ySauv ogKAOK R2y Qi SELISNASYyOS (KS alyYS RS3INBS
¢KS FIO0G GKIFIG SySNHE KIFINRAKALI A& airadyrtesOl yif e
that general welfare income supplements will be insufficient to address the problem, as these do not
differentiate support by energy circumstance.

Measures to address energy hardship should seek to deliver support proportional to need

General welfare mechanisms seek to provide varying degrees of income assistance according to
degreesf income deficit need. There are strong policy rationales for seeking to give such
proportional assistance, includingrotecting human welfare for thoseost in need; minimising the
tax burden on those funding the welfare payments; agiasuring those receiving welfare do not fall
Ayi2 GKS ®gSt T NB (NI LIQ

Similar considerations apply to addressing energy hardship, with a growing internatios&nsus
(as previously referenced in secti@rB.4) that the best measures should give energy assistance
proportional to need including energy circumstanes well as income circumstance.

However, given that the drivers of varying energy circumstance are-fag#ted in nature, no one
single measure will adequately address the energy hardship problem.

This section considethe merits of the different assistanceeasuresdentified in sectior8
previously, including discussing how the optionsfimding such measuresnd targeingtheir
delivery,will have a bearing on the overall success of the schemes.

A¢KS WgSt FENBE GNILIQ Aa ¢ K PoWg td ikdSidudIF récBiving welise Y I NBHA y | f
assistance but who then take paid employment is such as to make it more financially advantageous for the
individual to continue to take welfare.
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4.2 Energy efficiency
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proportional to need, without materially causing adversentended consequences.

However, as with most interventions, the devil is in the detail, with pedegigned interventions
causing a range of issues and/or costing more than is required.

Further, the range of situations giving rise to adverse energyasffigioutcomes, likely requires a
range of different measures. This is most likely to include:

1 Building and appliance standards to address the efficiency of future houses and appliances

1 Targeted subsidy mechanisms aimed at improving the efficiency oinexistildings and
appliances

1 Information mechanisms, including energy labelling as well as general energy advice

It is beyond the scope of this study to address all the different options and their variowpsohs,
including possible targeting approacht address tenant / landlord issues.

Box1: Energy efficiency measures will likely play an important role, but will not be sufficient
solve the energy hardship problem

In the context of delivering assistance measures to thsg#ering energy hardship, the key
conclusions of this study are:

1 Energy efficiency measures are likely to be an important component of addressing the
problems of energy hardship, and that a range of different measures are likely to be
necessary; but

f Energ SFTFFAOASYOe AYyAGALFGAQGSE oAttt y2G oS
- Some energy efficiency measures will not be @ftctive (e.g. adding doublglazing or
insulating the walls of existing properties) meaning that there will contirauieet a
significant variation in the energy performance of the NZ housing stock

- Variations in personal situation (employment status, health, age) will continue to give
significant variations in energy need

- Energy efficiency will not address the significaatiation in the cost of electricity and
other fuels around the country.

- It will take a long time to implement those energy efficiency measures that are cost
effective.

Thus, even after significant energy efficiency initiatives, it is likely that there will continue to |
significant variation in the cost of providing adequate energy services to households sufferin
deprivation.

This means that some additional financgapport will likely be required in the form of energy
related income supplements, or electricity price interventions.

4.3 Income supplements

The most significant problem with energglatedincome supplements is that they struggle to give
support proportinal toneed:gSY SNI> f f @8 (G KS& FFNB Ay GKS FT2N)¥Y 27F fc
recognise the variation in energy circumstance and consequential variation in need.
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In theory, income supplements could be more targeted through seeking to get sufficient itiimnma

Fo2dzi | K2dzaSK2t RQa SySNHeé& OANDdadedtoyieds (2 Syl of
However, this can be costly to implement, and hard to put into practice in relation to gathering good
AYF2NXYIFGA2Y Fo2dzi a2YS | datidd @@ .JnouseEonditiorQ@&glpadzy S NDa S
pattern, electricity network pricing region, etc.)

Further, because income supplements are generally linked to movements in indexes such as CPI,
they are less able to respond quickly to dramatic energy price +s@s in the case of the significant
natural gas price rises recently experienced in Australia.

On the plus side, income supplements provided by welfare agencies:

1 have less risk of resulting in unintended consequences than-pased mechanisms (set out
further in the next suksection)

1 can be lower cost to implement than pritsed mechanismsparticularly if they piggypack
on existing welfare systems and processes. However, the devil is in the detail, with-poorly
designed approaches potentially intrading significant costs to implement.

4.4 Pricebased mechanisms

Poorly-designed price based mechanisms risk significant unintended consequences

Pricebased mechanisms involve reducing the price paid for electricity below cost for those
consumers receiving theupportg and generall§? increasing the price paid for electricity to above
cost for those consumers not receiving the support.

The fundamental problem with this is that if prices no longer equal cost, consumers are more likely
to take inefficient consumipon decisions whiclwill tend toincrease theoverallcost of providing
energy services, and which can result in other adverse outcomes.

The lowfixed charge mechanism is the classic example of the scale of bad outcomes which can
occur. By increasingcandzY SNE Q @ NAF 6f S LINAROSa (KAA YSOKFYAAY

1 Incentivised consumeit® investin higrer cost technologies (particularly solar PV, and petrol
fuelled vehicles), rather than technologiesich could deliver the same energy service at lower
cost(e.g. wind power delivered over the grid, and electric vehicles). If this situation continues,
the scale of economic inefficiency has been variously estimated to cost between several
hundred million to $5 billion.

1 Resulted in cosshifting between consumers:

- Betweenthose lowerusers who aretsfting their costs onto higheusers. This has
particularly hurt those suffering the greatest degree of energy hardshig those who have
the combination of low income and high energy consumption requirements. Indeed, by
increasing variable charges and reducing fixed charges, the level of support given to
consumers ianti-correlatedwith need.i.e. those lowincome consumers with the lowest
energy consumption requirements get the greatest support, but thoseitmome
conaumers with the greatest energy consumption requirements get penalised.

- SolarPVtowning consumers are shifting their costs onto rsmiarP\fowning consumers
This has a particularly regressive element becausdanoame households are much less

22This increase in cost to those not receiving the support is a coeseg if the funding comes from energy
consumers, rather than general taxation. Sectlonbelow discusses the issues of funding source, and
highlights the problens of funding social payments from energy consumers. However, we observe that
generally around the world, prieeased interventions tend to be funded from energy consumers.
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likely tolive in a house with a solar pangin large part because they are much more likely to
rent the property, but also because of their lower levels of disposable income.

1 Createda perverse incentive on atsk consumers to try and save money by unbdeating their
homes because the variable charge is so high

1 Increase the size of winter bills relative to summenaking it harder for those households who
struggle with budgeting

9 Created a barrier to the uptake of energy technologies which have the greatesitiitto de
carbonise our economyg namely electric vehicles.

In addition, the requirementsn networks and retailer offer LFC compliant tariffs which must
meet narrow criteria in relation to comparison with standard tariffs,:has

1 Imposed extra operating costs on the industry (which are paid for by consumers through higher
costto-serve recovery), and

1 Constrained the development of more innovative tariff and supply offerings. Over time,
constraints on innovation will also be ultinedy be paid for by consumess they will not have
the benefit ofa greater range of valuenhancing services.

While thespecificdesign of the LFC in termsintreasing variable charges has caused some severe
outcomes, pricebased interventioninthe 2 N 2 ¥ W ager@rally havelah intPeFs@dxisk of
unintended consequences in terms of:

9 Distorting consumer consumption decisions leading to higher cost outcomes

1 Imposing costs on networks and retailers which can increasetcesrve, stifle inovation, and
interfere with the functioning of the market.

T {2YSGAYSa tAYAGAYy3 O2yadzYSNEQ lFoAtAGe G2 3Sa
For example, consumers in receipt of a social tariff provided by a retailer may be less able to
- getbundled deals (e.g. dual fuel offerings, or bundled with internet or telecoms)

- switch between retailers

2 For example, see this recent reponttp://www.pce.parliament.nz/media/1721/summaryeport-energy
related-carbonrabatement .pdf
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Box2: Can the LFC mechanism be 'fixed'?

Some of the negative effects identified above are exacerbated due to the arbitranygseftthe
threshold consumption level whereby consumers should be neutral between the LFC and
WaGFYRFENRQ G NR F T8 @0QINVhDyO00 kWitikthedower BoNtB I&ld6e
higher than average residential consumption in New Zealar@b(7kWh), and substantially
higher than the average in some network areas.

However, lowering the threshold is not considered to be a solution:

9 It would still be the case that consumers at or above the threshold will pay more as a
consequence of the poliayincluding those most in need. Indeed, a greater number of
consumers will be paying more, albeit not by as much.

T It would still result in ovewariablisation of bills, with the associated negative consequencg
identified above.

Rebate approaches magffer the best balance between giving support proportional to need, and
resulting in unintended consequences

The key tension in all financial support mechanisms, is between giving support proportional to need,
and distorting the operation of the market amway which delivers unintended consequences.

DAGAY I &dzZLJLI2 NI Ay GKS F2N¥ 2F LISNOSydGr3aIS NBoOI GS3
balance in this respect. This was one of the recommendatioagefent Australian studit

Rebate approactehave the potential to be implemented in a loweost fashion than requiring

retailers and/or networks to offer social tariffs. And by not directly altering tarétsate

approachesnay potentially reduce the scale of inefficiency arising from disfosi O2 y a dzZ¥Y SNE Q LJI
signals that can occur with options which alter consumers tariffs generally (e.g. tHexémcharge

approach).

However, as with most things, the devil is in the detail. In partichtaw, it is funded, andhe
targeting of who receies the rebate will be important. These are addressed furtheeations4.7
and4.8.

In addition, the mechanics of how a rebate is applieddasumers bills will have a significant
bearing on how much it would cost to implement, and whether it would result in other unimgnd
consequenced-or example, which agency would deliver the rebate:

1 Social welfare agencies, having been provided information on bills from retailers; or

1 Retailers, having been provided information on who qualifies for the social rebate from social
welfare agencies.

Significant coordination and information challenges are likghcluding addressing the fact that
welfare qualification and receipt is predominantly on an individual basis, whereas energy costs are
incurred on a household basis.

24 { dzLILI2 NI Ay 3 + dzf y S NMardh 3019 WoSdAKEmp dza i 2 Y S N& £
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45 Social retailers

hyS 2LJGA2y GKIFG KFra 0SSy Y22GSR Aa (KS
providing service to consumers in energy hard<hip.

The stated potential benefits of such a retailer include:

1
1

The ability to give a discounted socialitf to qualifying customers

RSOSt 2 LIV S

hFFSNAYANI @DY22IK 2y a oKAOK | fft2g O2yadzYSNA (G2 &
course of the year, rather than face much higher bills in winter, and much lower in summer.

Improved and potentially loweicost,debt management processeswith this being a core

specialism of such a retailer.

Not providing tariffs which are unsuitable for some consumers. For example, tariff plans with
very high promptpayment discounts (PPDs) are particularly unsuitable forwwoess who find

budgeting challenging, with such high PPD plans generally being regressive.

However, offsetting thespotential benefits are a number opotential draw-backs:

T

Therewould be significant costs from settingy and running a retailer costswhich would

inevitably fall on taxpayers and/or energy consumers.

If such a social retailer were to start servicing a very large number of consumers, it would risk
YONR 6 RA Y 3 (Radzdu@rly Ndvientrant ré&aildrs) with potential longterm adwerse

conseqguences in terms of reduced innovation and competition.

- Conversely, if it were limited to retailing to a small number of consumers suffering energy
hardship, its coseffectiveness would be affected (given that there are a significant amount
of fixed costs associated wigmergy retailing), and there would be greater risk of missing

consumers for whom support is intended.

2 KAES + a20AFf NBGFAESNI YIe 2FFSNI ljmaydohn F@Ay3 O
be able to offer bundled érings (and the associated potential benefits) through inclusion of

other products such as gas, telecoms and internet.

Further, it is not clear why thstated objectives of a social retaileould not be achieved through
administering through retailersi.e.

)l
)l

That said, aswithall hWNB& KI NRa KAL) YSOKIyAavYaz GKS

NEGFAEf SND YSFyada RAFFSNBYG GKAy3Ia (2 RAFFSNBY G LIS

Requiring tharetailers offer smootkhpay mechanismg noting that many already do

Working with the industry to develop and monitor industry protocols around debt management
(which is already happeninggnd promptpayment discounts for consumers fagibudgeting

challenges

Having retailers implement a social tariffthat was deemed the best option to deliver energy
hardship financial suppog noting that this report considers this option to be less good than

alternatives)

RSOAEt A&

switching arrangements (similar to the GreyPower deal with Pulse), thrimuglfultblown state

owned retailer There ipotentially a third optionin whichthe Government contrastfor social

25This is similar to some tfie recently proposed statewned retailers for jurisdictions such as Scotland and
Queensland; although it is understood that these have broader policy rationales in relation to dissatisfaction
with their energy markets generally, as well as some spesifi@l objectives.
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tariffs plus other support mechanisms from retailers who want to participate in that part of the
market.

These different incarnations ariteir variants will have varying pluses and minusesth full
consideration of their merits requiring detailed consideration of possible design issues and pptions
which is out of scope for this report.

4.6 Other price-basedmeasuresand information-based neasures

Other pricebased measures to assist budgeting are important complements, not substitutes, to
general financial support measures

A number of other electricity pricbased measures are insufficient on their own in addressing
energy hardship, becausleey do not materially alter the underlying gap between household

income and energy needs in an enduring manner. Instead, they assist low income households by
helping to manage their budgeting and cashflow situation, thereby reducing extra costs (&.g cost
associated with late payments, disconnections, debt financing to pay bills and inappropriate pricing
plans). Thesether measures include:

1 Credit management

f Temporary emergency payments
1 Smoothpay

1 Getting on the best plan

These measures are important cplaments, not substitutes, to general financial support measures
such as rebates and energy supplements.

Prepayment metergan be a partial solutiog but need to be implemented well, and can create
further issues

Prepayment meters can help some consers with budgeting. However, they are not appropriate
F2NI Lt O2yadzYSNEZ YR YIF& fAYAG O2yadzYSNBQ | 0Af
dealsc including bundled products such as dfizl offerings.

Further, in some cases, the prices charged forgagment electricity ardigherthan standard

prices¢ due to the cost of installing and administering such metering and payment solutions being
higher than general metering and payment mechanigméiereasin others they have been used to
give a targeted subsidy.

In addition, prices are generally completely variabljselich creats problems for those on energy
hardship identified abovencluding:

1 creating an incentive for households to underat theirhome to save energy
1 making it harder to give support proportional to those in need.

Assessment of the relative merits of ppayment meters is a topic in its own right, including
distinguishing between principle andaztice. Consideration of such issigbeyond the scope of
this report.

Informationbased measures are important complements to other measures

Lack of information is often a major factor for those in energy hardsihiformation-based options
provide information that can help them make bettdecisions about their energy usage, supply and
payment, as well as helping them with general welfare advice. Howevermation-based

measures on their own will not address energy harddbgmause the fundamental issue for such
households is a comhbation of energy and income circumstanddiey nevertheless have an
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important role to playas complements tother measures, and are likely to improve the
effectiveness of targeting and delivery.

4.7 Funding

There are three broad options for funding measureg] the overseas jurisdictions we researched
typically employ a combination of all of these:

1 General taxation fundingmeasures funded by government (federal, state or local) out of taxes
and/or rates

1 Consumer fundingmeasures that electricity consumerafij directly or indirectly, through one
or more of the following:

- industry levies imposed by statute on retailers/networks or at the consumer level (on
electricity bills)

- obligations on networks and retailers, the costs of which are then passed throwsgimte, or
all, consumers as higher prices

- voluntary hardship funds that retailers/network companies contribute to

1 Community funding measures that are funded by donations and-fartprofit community
organisations

The funding mechanism can affect the sigxef a measure. In particular, some funding/measure
combinations could actually harm some customers in energy hardship.

No mechanism will provide support to all those who for whom support is regarded as justified.

Inevitably some consumers will not réc&®S & dzZLJLJI2 NIi g K2 WaK2dzZ RQ® 2 KA
minimise undesirable outcomes, the method of funding also strongly influences the nature of

outcomes.

If funding for these measures is from electricity consumers (via an industry levy, or from@ome f
of obligation on networks and/or retailers), this is much more likely to result in inadvertent
regressive outcomesi.e. where some of those ineed are actually worse offthan funding from
general taxation. This is because those who missed oubevih the group of consumers who are
funding those who receive the support. This can be a material increase in electricity bills in some
situations.

These regressive outcomes will generally not happen to the same extent if the support mechanisms
are furded by taxation. This is for two reasons:

9 First, general taxation is from a very broad base (i.e. income tax, corporation tax, GST, oil
royalties, etc.). Thus, the average effect on individual income tax from funding these
mechanisms will be very smailthe scheme of things.

1 Further, income tax is a progressive mechanisme. the wealthy pay significantly more than the
poor. Given that those who should have received support but missed out are likely to be those
who pay little tax, they are unlikely to face a material increase in their costs from funding those
who do receive support.

Politically, however, it is much easier to introduce an enagysumerfunded mechanism, than it is
to increase general taxation.

If energyconsumerfunded measures are implemented, this risk of regressive outcomes means that:

26 Even those who pay no income tax will pay some tax in the form of GST on goods and services they
purchase.
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9 good targeting of support to all that require it is even morgortant, plus
9 funding should come from the least regressive enarggsumerfunding approach.

In respect of thissecondpoint, general taxation seeks to minimise distortions and adverse outcomes
through collecting taxes from as broad a base as possible. However, mechanisms funded by energy
consumers will be from a much narrower base.

In particular, nechanisms funded via obligations on energy supplewbether they be energy

efficiency obligations, or obligations to implement specific prices (e.g. thdixed charge

regulations); will be from a very narrow base. This is because they are notRindé @ (1 KS & dzLJLJ
shareholders, but from passisigrough costs to consumers through increasing prices for those not

receiving the support’

Ly Y2ad OlFlaSa (GKAa ogAftf 0SS 0S¢ SSrgsidéhtiaF TSNBEyYy i I NP
customersg an extemely narrow base. This will tend to significantly increase the impact on those
NBaAaARSY(GALFf Odzald2YSNB 6K2 | NBYyQli Ay NBOSALI 2F
inefficiency of price distortions, but if the mechanism is poorly targetddmdterially harm those

in-need residential consumers who are unfortunate enough not to need the support.

An additional dynamic emerges when applying an obligation on individual network companies. This
is because there is significant variation in thetoaser composition of different network companies

¢ including the mix between residential and business customers, and the relative wealth of
O2yadzYSNBE Ay (K2aS RAFFSNByYyld ySig2N] O2YLI yA
customersinthe A b2 NIIKX Aa AAIYAFAOLyGfe f26SN GKIY
consumers. Having obligations on individual networks will materially reduce the effectiveness of
delivering support proportional to the degree of need across New Zealand.

Sao
i K

S

If funding is to come from energy consumers rather than general taxatibrgaa national industry

levy on all consumers (residential, and business) would significantly reduce the adverse effect from
funding support measures from a narrowdiilt-targeted base.

4.8 Targeting

A critical aspect of an energy hardship support mechanism is how successful it is at targeting support
to those for whom assistance is intended.

As set out in sectioB.3, there are a variety of drivers of energy hardship. This has implications for:

91 Designing assistance measures which give support proportional toqieetuding, in some
cases through addressing the underlyingdr

91 Designing approaches to determine eligibility for support

This latter point can be challenging to implement in a-tmst way which accuratetargetssupport

G2 GK2aS K2 YySSR A0 o0dzi SEOf dzRS& (GK2a$S gK2 R2y
Table5 sets out a list of drivers of energy hardship under various household attributes, plus possible

indicators for each driver which could potentially be used to target assistance a thoed (i.e.
as some form of qualification criteria).

2 This passhrough to consumers is considered appropriate, because appropriation of funds from companies
is not sustainable ithe longrun as it will tend to stifle investmerti 2 02 vy & dzednNiBtrinerit. 2 y 3
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Tableb: Targeting energy hardship assistance to those in need

Household Driver of possible Possible indicators which could be used as

attribute energy hardship targeting / qualification criteria

income status | low income households Those receiving existing welfare support,
such as:

- unemployment benefit

- sickness/disability benefit
- NZ Super

Community Service Card
- Working for Families

Referral from agencies such as budgeting
services, Citizens Advice Bureau, food batr

number of having only one incomearner Those receiving existing welfare support
income can exacerbate the effects of lew related to singleéincome status
earning income?® Referral from agencies such as budgeting
occupants services, Citizens Advice Bureau, food batr
employment | those not in fultime Those receiving existing welfare support fa
status employment will likely spend being out of work, such as:

significantly more time tshome, - unemployment benefit

with associated increases in - sickness/disability benefit

energy costs (in addition to - NZ Super

possible low income status

addressed above) Referral from gencies

health status | those with ilthealth or some Those receiving existing welfare support
other vulnerability due to health | related to health status, such as:
or disability - sickness/disability benefit

- Community Services Card

Referral from GP, hospitalpecialist, District
Health Board agencies, ACC or similar
LRSYUGATAOIGA2Y TFTNRY
medically dependent customers

age of households with: Those receiving existing welfare support
occupants 1 elderly related to age, such as:
- NZ Sper

T very young - Working for Families tax credits

- Child Hardship Package

Referral from agencies such as Plunket,
Ministry for Vulnerable Children, District
Health Board agencies

household locations that have high energy | Street address

location costs due to a combination of: ICP number on electricity bill

B¢ KS NIBvedigafing different measures of energy hardship in New Ze@and { G GAa i A O& b %X
notes that households experiencing an energy hardsfdjicator tend to be poorer, and to have a higher
proportion of singleadult households or solparent households.
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Household
attribute

Driver of possible
energy hardship

Possible indicators which could be used as

targeting / qualification criteria

1 geography (heating
requirement due to climate)

1 network region (differences
in electricity pricing)

9 location (access to other
forms of heating fuel such as
reticulated gas, cleaair laws
restricting solid fuel)

housing stock

houses that have:
1 apoor level of insulation

1 inefficient appliances,
particularly for heating

Selfreferral and referral from agencies

(paying late, or not paying by
electronic means, generally
results in the household paying ¢
greater amount for their
electricity than consumers who
pay ontime and via mechanisms

such as direct debjit

housing whether the household is: Various property databases in local
ownership f owneroccupier government, central government and the
_ _ private sector.
1 renting from private landlord
Selfreferral and referral from agencies
1 renting/living in social
housing

(ownership structure may

exacerbate problems of energy

hardship, or create further

barriers to rectifying it refer

section2.3.3
size of high monthly electricity costs |[wSGF Af SNEQ RIGFO6F &S
electricity bill
late and/or persistent late bill payment wSGiFAf SNAQ RIFIGIFOIF&S
manual bill and/or bad credit historyor
payment manual payment

As can be appreciated, one of the inherent challenges is having qualification arrangements which
appropriately address the fact that energy hardship:

9 is a combination of individuagircumstance (e.g. income) and house / household circumstance
(e.g. location, level of insulation, number and type of fellow occupants, level of energy prices,

etc.).

9 can vary over time due to changes in individual and household circumstance (e.g. getting
employment, or the house having been insulated)
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There is no single database which hagayolate values for all these different factors, and which
maps them appropriately between the individual and household dimensions.

There will need to be tradeffs between finding indicator values which are relatively easy /-tmst
to operationalise, and seeking to deliver outcomes which most closely give assistance to those in
need and in proportion to their need.

One key learning from existing schemes is that podesigned targeted mechanisms can cause
material adverse harm to some parties for whom assistance is required, particularly where funding
for these support mechanisms comes from increasing electricity prices.

Examples of these outcomes include:

9 Discountel prices given to consumers who consume less than average. This is based on an
assumption that consumption is a proxy for those in need, or that there is a common level / cost
of energy required to provide basic energy services. However, as setAppéndix Awhile
the average consumption of leimcome households is less than the average consumption of
wealthier households, there are also a sfggant number of lowincome households whose
circumstances mean their energy consumption is materially higher than average. Indeed, these
are the group which has been identified as beangstin need of support, yet the LFC actively
increases costs fohem.

9 Fuel subsidies given only to elderly people will increase costs feeldenly consumers,
including lowincome nonelderly consumers. The scale of problem is most significant when fuel
subsidies are given to all elderly people, as has been theigdlse UK. Limiting fuel subsidies
only to those elderly who are identified as being in need would significantly limit, but not
eliminate, this problem

We make the following observations about targeting those in need and assessing the extent of
assistance required:

1 Household income should be the primary component of targeting and assessing iffhow much
energy hardship assistance is needed. Conversely, not using an income indicator as a basis for
gualification of support:

- islikelytoresultinsupl2 NIi 6 SAy 3 LINRPGARSR (2 (G(K2a&aS gK?2
- will increase the risk of not providing support to those who need it; and
- may, depending on the funding mechanism, actively harm some of those who need support

1 Poor house/appliance condition is a poor indigabd energy hardship, and the difficulty in
accessing information makes it unsuitable as a means of targeting assistance for those who are
in need. Poor house/appliance condition is best addressed through energy efficiency measures,
potentially with spedic measures aimed at addressing tenant/landlord problems.

9 \Variations in energy circumstance (geographic location, house / appliance condition (to the
SEGSyd GKIG OFryQd +tt 0SS NBaz2t SR o6& SySNHe
situation, health status, age) should ideally be addressed by delivering support proportional to
these variations in circumstance. Financial support measures which give support proportional to
the cost of energy seem to be some of the best means of achievingsitabmes.

1 The presence of large electricity bills can assist with identifying householdsitdlatbe in
energy hardship when combined with other indicators (such as household income), but itis a
poor proxy on its own. For instance, some households Inaa very high electricity use (e.g for
heated pools, EV vehicle charging), but not be in energy hardship.

9 Persistent late bill payment and/or bad credit history is a good means of identifying households
that mightbe in energy hardship, but should not befficient to qualify for assistance. For
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instance, some households (e.g. some student flats) may have a poor credit history due to poor
administrative arrangements for bill payment but not be in energy hardship. Basing eligibility for
assistance on perdient late bill payment could create a perverse incentive to make late
payments, particularly if the assistance available was greater than a prompt payment discount.

1 Ensuring that those who are eligible, actually receive the supigdrest achieved through
mechanisms which automatically give support, without individuals having to apply for it.

These outcomes are most likely to occur where qualification for eresigyed support is based on

an existing welfare mechanism. Howeverglies on systems and processes being developed to
automatically deliver the energrselated support mechanism through linking in some way to the
databases of welfare provision. This is easier said than done, particularly where welfare support is
givento an individual, whereas energy support is best given to a household living in a physical

property.
4.9 Delivering energy hardship measures

A range of different parties overseas deliver and administer energy hardship measures. Drawing on
this, the options fo New Zealand would include:

1 electricity retailers or networks (under a voluntary or mandatory regime)
1 government agencies:
- general welfare agencies (such as MSD, Ministry for Vulnerable Children)
- energyspecific agencies (such as MBIE, EECA, Eleduithtyrity)
- health-specific agencies (such as Ministry of Health, District Health Boards)
- housingspecific agencies (such as MBIE, Housing New Zealand)
- local government
- other central or local government agencies
i community organisations, including for iasice:
- Citizens Advice Bureaux
- churches and city missions
- not-for-profit organisations, advocacy groups and charities

Overseas these different types of organisations are involved in different ways, ranging from helping
identify those in need, through to delivering the assistance. Often, combinations of organisations
are involved with particular measures.

This range of @anisations and roles reflects the fact that there is unlikely to be asizefits all.
Rather, the choice will depend on funding and the nature of the energy hardship measure. Some
measures will be better suited to certain delivery mechanisms thaarsth~or instance:

1 Incomebased energy hardship measures are more likely to be suited to delivery through welfare
agencies as they specialise in income assistance and may already be providing general welfare
assistance to those in energy hardship

1 General welfare agencies are unlikely to have the specialist expertise to effectively deliver
measures that focus on improving energy efficiency and thermal infrastrugttivese would be
better suited to retailers or to agencies that have a focus in housing enggrefficiency (such as
EECA).

We make the following observations about delivering energy hardship measures:
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1 Multi-agency involvement is inevitable given the miditeted nature of the energy hardship
problem and that the solution is likely to involvgpackage of different measures

1 Coordination across agencies is important to ensure appropriate energy hardship measures are
delivered efficiently and effectively to those in need without gaps or unnecessary overlap, and
that there are no adverse consequerscof multiple agencies delivering multiple measures

9 Itis not clear that there is any inherent role for networks in delivering financial support
measures. There is ptentially arole in delivery of some energy efficiency measurésit that
isout of sope for this study).

1 Retailer involvement is likely to be required for delivery of eneyggcificfinancial measures,
and/or incomebased support measures which are proportional to need. However, retailer
involvement is unlikely to be necessary if sugpsrsimply in the form of an income supplement.

1 Retailers may also play an important role in:

- ldentifying customers who may be suffering energy hardship as evidenced by persistent late
payment of electricity bills (although, as noted above, this on its @mot sufficient to
indicate energy hardship)

- Assisting customers with budget management, including protocols around debt
management, offering Smoothpay, and similar arrangements.

1 Nonenergy specific agencies operating in the community (such as bocising providers,
citizens advice bureaux, health agencies, churches, missions, advocacy groups and charities) are
likely to have facdo-face contact with households in energy hardship. They will therefore have
an important role to play in referring thesn (actual or potential) energy hardship to the
relevant agency for follow up.

- Depending on the measure, some such agencies may also provide an effective delivery
mechanism (e.g. some energy efficiency initiatives).

- However,involvement of such orgasations is not a substitute fagovernmentdesigned and
mandated energy hardship interventions

4.10 Network pricing reform

Network pricing reform will create some tensions due to bill shocks for some consgrmetading
some lowincome consumers. However aiso raises potential opportunities to alter prices to
deliver better social, as well as economic, outcomes.

These potential opportunities arise from possible alternative approaches for recovering the
WNBaARdz- £ Q ySiig2N] 02 aiidamayi af therohikr fS9% ob rietwdrkdzii dzNB
costs. Key issues which are worth exploring are:

1 Increasing the proportion of bills recovered from fixed charges, rather than variable tariffs based
on some measure of consumer demand. This could deliver improved

- social outcomes, as it would reduce the burden on those suffering greatest energy hardship
(i.e. low income + high energy requirements), plus would reduce summer / winter bill
volatility
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- economic outcomes, by reducing the distortions to the investmemisiens made by
consumers, which generally cause higher economic costs in theuofy

This increased recovery via fixed charges rather than variable charges should also apply to the
recovery of retail costo-serve costs.

1 Reconsidering whether existiradjocations of residual network costs between residential and
business customers are economically justifiedting that there is variation in approach
between networks to allocating such residual costs without a clear justification for such
differences, It which are resulting in variations in the proportion of costs borne by residential
and business consumers.

1 Reducing or removing rural / urban network pricing where there is no clear economic efficiency
basis for its retentio#?

However, these are complend contentious issues, with the residential / business cost allocation
issue also suffering from a lack of empirical data. Accordingly, progressing these approaches should
be undertaken carefully, including requiring further research and analysis. &ktainsideration of

these issues is beyond the scope of this report.

29 Examples of such distorted decisions include:
- Consumers purchasing rooftop solar, when utiftale renewables (e.g. wind power) deliveretr the
grid is much cheaper
- Consumers purchasing an internal combust@mine vehicle, when an electric vehicle would be cheaper.

30While rural / urban pricing may becestB ¥t SOGA GBS Ay |y WIFO002dzyiAy3aQ &aSyasS:s

consumer decisins that will lower network costs in the losigrm. i.e. unless rural communities are to be

abandoned en masse, there will be no saving in the costs of providing networks to serve such communities.

Instead, rural / urban pricing causes economic and $coists:

- Itincreases network and retailer cet-serve (paid for by consumers) and frustrates retail competition

- Itincreases the incentive for some consumers to to disconnect from the grid by investing in
solar+batteries+diesel, yet such disconnectignsbme will not reduce the need to maintain rural networks

- ltexacerbatesruralpovertyy 2 G Ay 3 GKF G ¢St FINB adzlJl) SyYSyda 3ISySNI ¢
GFNRAIFGAZ2ya AYy K2dzaSK2fRaAaQ 20 A2y ®

For some very remote rural properties, it may be costetif/e to remove the distribution wires and provide

electricity services via solar+battery+diesel solutions. However, this is not considered to be best achieved

through highly granular (and often extreme) versions of rural / urban pricing.
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5 Recommendations
1) Remove he lowfixed charge(LFC)egulations as a matter of priority

This is because the LFC regulatiarescausing harm to those greatestneed, andresulting inother
significant undesirable social and economic outcomes.

2) Policies and measures aimed at improving the energy efficiency of homes and appliances
should continue to be pursued

Energy efficiency initiatives, particularly those targeted at households &xqeng energy hardship,
are important, and are one of the best approaches to address those situations where poor house
condition or inefficient appliances are causing high energy costs.

However, the multfaceted nature of poor energy efficiency outcomedl require multifaceted
solutions, with tricky design challenges to address in many cases. It is beyond the scope of this study
to consider these issues in further detail.

Further, even after all cosffective energy efficiency measures have been an@nted (a mult
year task) it is likely that there will still be significant variations in energy costs faced-yclowe
households. As such, other enenmgyated financial support measures are likely to continue to be
required.

3) The relative merits benergyrelated income supplements, and rebates based on a percentage
of consumer bills, should be explored further as the most promising approaches for delivering
financial support

The key tension in delivering financial support to those suffering erfegyship relates to:

9 delivering support proportional to need (in particular, proportional to variations in energy
circumstance); but

1 delivering support in a way which does not cause

- significant unintended consequences (e.g. as per the poor outcomesgafiisin the LFC
regulations) and/or

- significant implementation costs.

Energyrelated income supplements (e.g. winter fuel supplements on a mé&sted basis) can be
lower-cost to implement than other assistance measures, and have less risk of unintended
consequences. However, they struggle to provide support proportional to energy circumstance
need, with some households receiving materially less support than they require (and others
receiving too much).

Requiring retailers and/or networks to offer spdci®d O2y OSaaA 2yl NB Wwaz2O0Alt Gt
offer more ability to deliver support proportional to need. However, they carry significantly

increased risk of unintended consequences (e.g. as has occurred with the LFC), and would be likely

to have hgh implementation costs.

Delivering support in the form of percentage rebates on bills may offer a reasonable balance
between these two approachesi.e. delivering support proportional to need, without the degree of
risk of unintended consequences assbed with social tariffs.

However, as with all these mechanisms, the devil is in the detail in terms of the specifics of how
rebates are implemented. For example, which agency would deliver the rebate:
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1 Social welfare agencies, having been provisdormation on bills from retailers; or

1 Retailers, having been provided information on who qualifies for the social rebate from social
welfare agencies.

Significant coordination and information challenges are likghcluding addressing the fact that
welfare qualification and receipt is predominantly on an individual basis, whereas energy costs are
incurred on a household basis.

Thus, even if percentage rebates on bills may generally be better than social tariffs and-energy
related income supplements, ig possible that a poorglesigned rebate mechanism could deliver
worse outcomes than a wellesigned income supplement mechanism.

Further, as set out below, the nature of outcomes for all these financial mechanisms will also be
heavily driven by the appexh to funding and targeting the assistance measures.

4) Use broad base of general taxation to fund assistance
The cost of assistance payments will need to be met from taxation, or by raising power prices.

We stronglyrecommend that funding be raised frorhea widest base (general taxation) because this
causes the least economic distortions, and lowest risk of inadvertarttgasingcosts for some of
those for whom support is intended.

If, due to political expediency, general taxation funding ismosued, he next best alternative
would be a broad national levy across all electricity consumers (residential, commercial and
business).

The most distorting option, with the greatest risk of inadvertently harming some of those for whom
support is intendd, would be to place an obligation on individual electricity distributors or retailers
to fund paymentg; i.e. the current approach of the LFC.

5) Ensure that some form of deprivatiehased metric or indicators form the basis of targeting,
rather than simplyrelying on overlysimple proxies

Targeting is critically important to the success of all financial support mechanisms.

We recommend that deprivation indicators (e.g. community service cards, etc) form some of the
basis for qualification for financial gport, rather than solely relying on simpler proxies (e.g. age, or
amount of electricity consumed). Support measures which have solely relied on crude proxies have
generally resulted in the greatest unintended adverse outcogiesluding increasing costsr

some of those for whom support is intended.

It is beyond the scope of this report to consider which deprivation indicator, or combination of
indicators, is most appropriate. However, national indicators which are already used to provide
welfare suppat are considered more likely to:

1 Dbe costeffective to implement as qualification criteria; and

9 deliver results which are more consistent with other policy mechanisms aimed at providing
assistance for those whose income circumstances justify support.

Where support is to be delivered via retailgS Sy A F GKS& | NB wedzadQ (KS
percentage rebates on bilisthere may be merit in having these qualifying indicators recorded in a
central, ICPhased database, rather than in individual rétss NE Q o0 Af f Ay3d aeaidSyvyao
above, there are likely to be information and coordination challenges with any approach which

involves retailers.
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6) Consider carefullyhe potential risks ofa social retailerelative to alternative approaches to
delivering desired outcomes

It is not clear that developing a social retailer would be the best approach to managing energy
hardship:

9 It could cost a lot do develop and operate

T LG NAR&ala WONRORAY3I 2dziQ yS¢g Syl NdvgioninNB G I A £ SNE&
retail markets generally

9 It may not be able to offer the best deals for its customers, given that it could be limited in its
FoAfAdGe G2 2FFSNI WodzyRft SRQ LINRPRdzOG&a Ay Of dzRAy 3

Further, it is not clear why all of thetated objectives of a social retailer could not be achieved
through administering through retailersi.e.

1  Working with the industry to develop and monitor industry protocols around issues such as debt
management, smooth pay options, and ensuring consnf@eing budgeting challenges are not
on inappropriate tariffs (e.g. those with high prompayment discounts) noting that most
retailers already

1 Having retailers implement a social tariff and/or rebate mechanism (if either of these was
deemed the besbption to deliver energy hardship financial support)

7) Further work on measuring the probleis likely to assist design of appropriate solutions

It is considered that better understanding of the drivers and scale of energy hardship, will better
inform the design of approaches to address energy hardsimig how to ensure appropriate

targeting and delivery There are a number of initiatives underway, including from agencies such as
Stats NZ, which are providing valuable insights in this respect.

8) Inter-agencycoordination isimportant

The multifaceted nature okenergy hardshig, in particular, the combination of income, health, and
energy circumstance means that there are likely to be muficeted aspects to the solution. This
will likely require involverant of differentprivate andpublic agencies the energy and social
sectors

9) Explore what options for network pricing reform may deliver better social, as well as economic,
outcomes.

Network pricing reform will create some tensions due to bill shdeksome consumers including
some lowincome consumers. However, it also raises potential opportunities to alter prices to
deliver better social, as well as economic, outcomes. Key issues which are worth exploring are:

91 Increasing the proportion of netwrk (and retail) supply costs recovered via fixed charges, rather
than variable tariffs.

1 Reconsidering whether existing allocations of residual network costs between residential and
business customers are economically justified

1 Reducing or removing ruralurban network pricing where there is no clear economic efficiency
basis for its retention
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However, these are complex and contentious issues, with the residential / business cost allocation
issue also suffering from a lack of empirical data. Accordipgigressing these approaches should
be undertaken carefully, including requiring further research and analysis.
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Appendix A.  Analysis of the range of energy costs faced by low
income households

General regional variations in electricity price and average resident@hsumption

Figurel shows that there is significant regional variation in the price of electricity faced by
residential electricity consumers.

Figurel: Average residential electricitynices (c/kWh, incl. GS¥)
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31 Source: 15 Agust 2017 Quartely Survey of Domestic Electricity Prices, MBIE. As set out by MBIE these
FAIdzZNB A NI LINE aBa/LIA QINR OS%s FBND faf yR K2dzASK2f R X 6KAOK K
1 They consume an average of around 22 kWh per day. This equaestmual consumption of 8000

kwh.

1 They choose the lowest publicly advertised retail plan available with each retailer without a fixed term
O2y (N} OlGid C2NJ I OdzaG2YSNI dzaAy3d ynnn 12K Ay | &SI N
charges.

1 They payheir bill on time and receive any available prompt payment discounts (including electronic or
online only discounts).

They solely use electricity for their water heating and have a ripple controlled electricity meter.

They are on the most common, conteal, retail metering configuration in each town and city we
monitor.

= =
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Figure2 shows that there is significant regional variation in the amount of electricity consumed by
the average residerdl household. This reflects factors such as climate, access to alternative fuels
(e.g. natural gas or wood), and average age and type of housing stock (houses, apartments, etc.).

Figure2: Average residential electricity consumpti (kWh/yr)
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Source: Concept analysis based on Electricity Authority data

Relationship between deprivation and total consumption

A recent Concept studyanalysed consumption data provided for over 100,000 ICPs and compared
with census data on deprivationThe results for five network areas (Auckland, Wellington,
Christchurch, Hawkes Bay, Dunedin) are shbelow.

They indicated that there is sonp®sitive correlation with socieconomic status and electricity
consumption. i.e. igeneralhigher socieeconomic households consume more than lower secio
economic households. This is shown in the figures below which expresses this relationship as being
aninversecorrelation between deprivation score and consumptpnoting that the higher the
deprivation sore, the lower the soci@conomic status.

However crucially in the context of considering the effect of the lomed charge regulationshis
correlation is not very strongThere are a significant number of consumers in the most deprived
decile who hae consumption that is considerably above the average, and likewise some very
affluent consumers who have much lower than average consumption.

32New Technologies Studfart 3: Social impaatsZ al NOK HamT X [/ 2y OSLIi /2y adz GAyY:
here:www.concept.co.nz/pulitations
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Section2.3.2sets out why factors such as house condition and personal circumstance can give rise
to households facing the same degree of deprivation having such a large difference in energy
consumption equirements.

Figure3: Scatter plot relationships between household deprivation and electricity consumption

Wellington Depn vs total consumption
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