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The programme

* Split into two sessions

* This morning’s session is focussing on what the industry can do bilaterally to
address any barriers to retail competition created by distribution pricing

= Rob Jamieson/Nigel Williams will present the distributors’ and retailers
perspectives respectively

= Discussion on key issues and what we (distributors/retailers and the
Commission) can do about it

* The afternoon session will be on draft pricing principles, methodological
requirements and reporting

= Peter Smith will present the draft pricing principles

= Robert Reilly will present the methodological requirements and reporting
= Karen Bradley will present on other issues relevant to distribution pricing
= Discussion to follow each presenter




Workshop objectives

* Present the Commission’s reasons for proposing a more light-handed approach
than the previous proposal

* Provide an opportunity for distributors and retailers to discuss how distribution
pricing impacts on retail competition

* Seek feedback from stakeholders on the draft pricing principles, methodological
requirements and reporting arrangements

* Provide an overview of issues which fall outside of the project scope but which
nevertheless are relevant to distribution pricing




Introduction to first session...

* High level overview of the Commission’s rationale for proposing pricing principles
(problem definition)

* Presentations by Rob Jamieson (Orion Group) and Nigel Williams (Mercury
Energy) on the “lower level elements” of distribution pricing that may be impacting
on retail competition

* Interactive discussion on key issues and priorities

* Interactive discussion on those aspects of distribution pricing which are barriers to
retail competition and which of those can be relatively easily fixed without
intervention

* Formation of working group/milestones/timeframe




Problem definition (1)

* The approach is seeking to:
= ensure prices are set efficiently
= reduce any barriers to retail competition (both for incumbents and new retailers)

* Many distributors do not accept that:
= prices are not being set efficiently now, or
= distribution pricing creates a material barrier to retail competition

but appear to accept —a pricing principles approach (aligned with any
Commerce Commission approach) may be in long term interest of end-

consumers

* Commission is considering whether the issues identified by retailers may either:
= not be resolved by a model approach, or
= e resolved more easily via other means




Problem definition (2)

* Retailers consider that any approach to distribution pricing:

= needs to be mandatory or at least applied voluntarily by the majority of
distributors to be effective

= should seek to reduce the administrative costs created by the number and
complexity of tariffs

but appear to accept that some of the “barriers” are not strictly related to
distribution pricing matters under the control of the distributors
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Light-handed approach (1)

* Consideration of submissions and the regulatory objectives would
suggest that:

= retaining the status quo (“do nothing”) is not an appropriate option

= proposing a less prescriptive approach than originally proposed
would be acceptable

* Address some of the retailers issues to do with standardisation by
mutual agreement between retailers and distributors facilitated by the
Commission — respond to call for more “dialogue”

* Proposed approach more efficient and practical than the previous
proposed approach because it:

= recognises the information asymmetry

= it has greater flexibility

= it has lower compliance costs

= aligns with Commerce Commission’s approach




Light-handed approach (2)

Ensure prices are set efficiently and reduce any barriers to retail competition:

* Signal the economic costs of providing service by:
= removing material cross subsidies
= reflecting available service capacity

= signalling future investment costs
* Discourage uneconomic bypass
* Allow for price/quality trade-offs

* Establish in detail what the barriers are and seek to facilitate a bilateral approach
to addressing those barriers




Light-handed approach (3)

® The main driver for Pricing Approaches Working Group was to move towards “a
more common and transparent framework for allocating costs and calculating
prices” (Unison presentation to 17 June 2009 Workshop) — this approach
continues this work

* An opportunity for distributors to show that a light handed approach will result in
improvements

* Compliance process to demonstrate that distributors have set or are in the
process of setting their prices in accordance with the pricing principles




Lower level elements of distribution pricing

The purpose of this morning session is to explore:

* Barriers to pricing rationalisation and innovation
* Proposed common terminology and definitions
* Proposed single presentation format

® Suggested desirable number of tariffs

® Reduction in and standardisation of customer categories (including minimum
number of customers in a customer category)

* Proposed standardisation of invoice information and supporting information

® Formation of an industry working group




Industry working group — some suggestions

* Commission invites interested parties to register their interest to be part of the
working group

* Group members would be expected to attend 3 half day sessions (location TBC)
supported by the Commission

* The working group is expected to provide a recommendation to the Commission by
the end of November 2009
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