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Presentation outline

Very brief overview of wind generation in NZ
Overview of the Authority’s regulatory strategy

ltems from our work programme of particular relevance to wind
generators

Consultation on our strategic directions for market development
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Important to remember the electricity market
Is very young – it is a teenager really (< 20 years old), with a few pimples that need treatment
It is yet to fully prove itself to the mainstream public - it was centrally-created (not evolved) from a centrally-planned regime – it is natural for the public to be suspicious about it

Achieving demonstrable competition is critical for
Enhancing the political durability of the market approach
Facilitating regulatory certainty  timely investment  improves competition and reliability (creating virtuous cycle)





Substantial increase in wind generation as a % of total generation

on half-hourly basis and fewer periods with no wind energy
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The volatility of wind generation has increased in absolute terms
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But volatility has declined relative to installed wind capacity
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There are 75 generating entities in NZ (13 are grid-connected)

Size of plant (MW)
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Our work has been focusing on three key themes

For the long term benefit of consumers

Statutory

. Promote Promote Promote
Objective competition reliable efficient
supply operation
Key Reduce Improve market Increase

Themes barriers Information & prices flexibility
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The statutory objective for the Authority is set in s15 of the Act: 

promote competition in, reliable supply by, and the efficient operation of, the electricity industry for the long-term benefit of consumers.

The Authority provided interested parties, in its first few months of operation, with a detailed explanation of how it interpreted its statutory objective and indicated the general approach it intended to take.  


Competition and risk management are strategically important
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The strategic framework arises from realising that each of these factors feeds off the other, and feed into each other.
The text as per slide.
More competition among last-resort providers increases security of supply choices and reduces “threat and counter-threat” activity.  A more competitive physical market increases the attractiveness of the hedge market.  Greater hedging improves competition in the physical market.
More demonstrable competition enhances the durability of electricity market arrangements.  A more credible and durable market encourages new entry, increasing the competitiveness of the market.   
Better risk management enhances the durability of electricity market arrangements, which facilitates investment in last-resort resources, enhancing security of supply.   





We are working on several items relevant to wind energy

Review of gate closure timeframe

The way that wind generation feeds into final pricing
Introducing narrower frequency keeping bands with MFK
Arrangements for generator fault ride-through

Review of distributors’ pricing methodologies

Review of transmission pricing methodology
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2-hour gate closure review
Shorter gate closure will give greater flexibility for generators and the demand side to respond to variations in wind generation and demand
Wind inputs in final pricing
Presently wind generation is treated as negative demand in final pricing
More efficient and better outcomes to treat wind the same as all other generation


Seeking feedback on a strategic directions document

The document

Reviews key challenges over next 10 years, covering technology
and consumer trends

Sets broad directions for market development over next 10
years, which build on our emphasis on promoting competition

Outlines more fully the Authority’s approach to regulation

We are seeking stakeholder feedback through to 23 April 2013
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We will be releasing in the next few weeks a Strategic Directions document for feedback, outlining the broad direction for market development over the next 10 years.  This document presents our view on technology and consumer trends over the next 10 years or so, and seeks to draw together the broad implications for our regulatory settings.

The origins of the document is from the strategic review discussions the Authority held in August and September 2011, where some parties called for the Authority to lay out a vision for the electricity market, to describe what it will look like in 10 years time.  Others called for a 10-year plan for market development.  Explain why the Authority hasn’t adopted either of those approaches.




Appendix




New Zealand has 15* independent electricity retailers (22 brands)

Market share of connections
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Genesis Energy
Contact Energy
Meridian Energy
TrustPower
Todd Energy
Pulse Utilities
Hunet Energy
Prime Energy
Simply Energy
Opunake Hydro
Payless Energy

Mighty River Power
King Country Energy :|

*Energy Direct and K Power are not shown as they contract out management of their ICPs in the registry
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Data is at Dec 2012
The retailers operate 22 brands in the retail market


Large falls in futures prices over last nine months

Benmore prices
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Another very telling event in the last half of 2012 has been the sharp fall-off in futures prices across all contracts.  For example, prices for June 2015 at Benmore have fallen from $124/MWh to around $97.  
The average price reduction across all overlapping contracts in the chart is 14% or just over $13.34/MWh.

This unprecedented fall appears to reflect concerns about softening in industrial demand for electricity (mention NSK, Pac Aluminium), weak residential and commercial demand, and the commissioning of new generation. Takes a while for the pipeline of construction projects to be completed.  It’s also possible that the hydro management in 2012 augurs well for future hydro management, and of course there is the additional 5m in Lake Pukaki that Meridian now has access to in emergency situations.

The sharp decline in longer-dated futures prices suggests flat or declining retail prices for this year and next, even with higher transmission costs coming through. New retailers, and those wanting to start up, are in an excellent position to compete strongly for customers.
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Futures trading volumes increased significantly in 2012
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New market-making agreements, with narrower price spreads, spurred the futures market into action in October 2011, and it appears the hydro situation in early 2012 spurred more trading, and then the demand situation etc in late 2012 spurred even more volume.

The futures trading volume for the first two months of 2013 was 50% of the physical market.


Retail market concentration (HHI) has continued to fall rapidly
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The nature of the retail market has changed greatly over the last 9 years, as retail customers have switched retailers.  The What’s My Number campaign spurred further change in 2011 and 2012.

Also due to gentailers’ desire achieve locational balance between their generation and demand.
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