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Executive Summary

In June 2003, the Consumer Law Centre Victoria together with the Centre for the Study
of Privatisation and Public Accountability, Monash University obtained funding from the
Consumer Utilities Advocacy Centre to undertake a joint research project examining
consumer outcomes from electricity market reform.

The objective of this joint research project was to test the rhetoric and assumptions
underpinning electricity market reform; namely, that reform has delivered improved
services, lower prices, greater access and improved public accountability for all
Victorian electricity consumers. In short, the project aimed to assess the extent to
which beneficial outcomes for Victorian consumers have resulted from reform.

As part of the overall analysis, the project also sought to assess the extent to which
any beneficial outcomes have been distributed amongst consumers, including low-
income and disadvantaged consumers and rural and regional consumers.

The results and findings of the research are presented in this report. Where
distributional issues are identified, in the sense that there are clear winners and clear
losers from reform, or it is found that consumer benefits have not been maximised, the
project discusses how those findings impact on future regulatory activities. Overall, the
project makes broad recommendations for ensuring that consumers do accrue the
benefits of reform, including low-income and disadvantaged consumers and rural and
regional consumers.

In the paragraphs below a summary of the central findings of the project is set out.
Price

The price benefits associated with the reforms to the Victorian electricity industry,
including the introduction of full retail competition, have not been equitably distributed
across all consumer groups, with domestic consumers experiencing only a slight
decrease in real electricity prices as compared to industrial consumers. In addition,
data from each of the Productivity Commission, the Energy Supply Association of
Australia and the Essential Services Commission of Victoria (ESC) indicates that where
price savings to domestic consumers have been realised, the benefits have generally
gone to higher volume business consumers and metropolitan consumers, in preference
to low-volume and rural and regional consumers.

In addition, where market contracts are concerned, the project found that despite the
appearance of much price data on consumption, there is little reliable consumer price
data under new competitive market contract arrangements. Overall, it is recommended
that more work is necessary to determine the degree to which competition is currently
resulting in lower prices to market participants, particularly for low-income consumers.

Access

In terms of the physical access to electricity networks across Victoria, the project found
that not much has changed. In particular, the perceived potential for a negative
outcome which may have resulted from a privatised and deregulated market — that
network expansion would not continue, in the absence of commercial viability — has not



been realised. Primarily, this is the result of a robust regulatory framework that has
ensured the continued expansion of networks throughout Victoria.

Victoria’s disconnection figures over the past two decades are a contentious issue.
Recent disconnection figures appear to be at a level which existed around 1995-1998.
From the perspective of low-income and vulnerable consumers, however, a
disappointing aspect of reform (aside from the privatisation induced spike through the
1990s) has been the inability to curb rising disconnection levels over the last five years.
Pleasingly, in recent months, there does appear to have been a fall in disconnection
numbers, no doubt largely due to the Victorian Government’'s introduction of the
wrongful disconnection payment in December 2004.

As part of the analysis of access outcomes, the project also looked at the broader issue
of access to market offers in a competitive energy market. In particular, significant
distributional issues in terms of which consumers are able to access the benefits of
electricity market contracts were identified. The project found that low-user and rural
and regional consumers are at a relative disadvantage in their ability to access market
offers and to exercise choice between competing energy suppliers.

Quality

The analysis of quality outcomes found that on most quality of electricity supply
measures, reform has resulted in improvements for consumers. However, this was not
the case with all quality measures, for example, in the area of momentary interruptions,
quality has declined. It was also found that benefits were not uniform across all
consumer groups, and some consumer groups, particularly those consumers in rural
and regional areas, had not received the same degree of quality improvements as their
metropolitan counterparts.

As part of the analysis, the quality of customer service was also assessed. On this
measure it was found that overall, reform has resulted in benefits for consumers.
Notwithstanding, it was found that the competitive market has also created some new
problems for consumers in the customer service area, particularly with regard to
misleading and deceptive conduct in the marketing of energy contracts to consumers.

Accountability

The analysis of public accountability following reform indicated that the establishment
of a cross-industry independent economic regulator, the ESC, as well as an industry-
funded dispute resolution scheme, the Energy and Water Ombudsman (Victoria), had
underpinned the consumer accountability gains throughout the reformed Victorian
marketplace. Overall, Victorian consumers have benefited from enhanced public
accountability mechanisms, as a consequence of market reform.

Notwithstanding these improvements, the report recommends that further work is
necessary to enhance the role of stakeholder consultation within regulatory decision-
making. In addition, the accountability arrangements of the ESC is an issue which
needs to be examined in greater detail to ensure that reform continues to bring positive
benefits for consumers.
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Chapter 1: Project Aims

One of the central purposes of the reforms to the Victorian electricity market, which
resulted in a privatised and competitive system for the sale of electricity, was to
benefit consumers through lower prices and improved quality of service. It was
assumed that with the move away from public ownership to a competitive market, all
consumers would be better off.

A research project analysing consumer outcomes

The aim of this joint research project undertaken by the Consumer Law Centre
Victoria (CLCV) and the Centre for the Study of Privatisation and Public
Accountability, Monash University (PPAC), was to test the rhetoric that consumers
are better off as a result of electricity market reform. The findings of the research are
presented in this report.

The report asks simply, to what extent has privatisation, regulatory reform and the
introduction of full retail contestability in the Victorian electricity industry resulted in
improved services, lower prices, greater access for consumers and improved public
accountability? In addition, the report asks, where beneficial outcomes have resulted
from reform, how have those outcomes been distributed amongst consumers? Have
the benefits been distributed evenly or have some consumers, such as low-income
and disadvantaged consumers and rural and regional consumers missed out?

By way of background, the report first provides a review of recent reforms to the
Victorian electricity industry. In Chapter Two, the stages of reform and the economic
and political factors leading to change are outlined, including an examination of
market segmentation in the creation of the National Electricity Market (the NEM).

Chapters Three to Six then discuss the findings of the various aspects or outcomes
of reform - price, access, quality and accountability. Presenting findings from the
existing literature, as well as qualitative data from stakeholder and consumer
interviews, Chapters Three to Six aim to answer the following questions:

o To what extent has the price of electricity changed as a result of reforms to the
Victorian electricity industry, and what have been the primary causes of these
changes? In addition, what have been the likely economic impacts of these
price changes?

e To what extent have there been improvements in terms of access to electricity
services as a result of reforms to the Victorian electricity industry, and what
have been the primary causes of these improvements?

e To what extent have there been improvements in the quality of electricity
services as a result of reforms to the Victorian electricity industry, and what
have been the primary causes of these?

e To what extent have there been improvements in terms of public accountability
of the electricity market/industry as a result of reforms to the Victorian electricity
industry and what have been the primary causes of these?

e How have the outcomes of market reform been distributed between
consumers, in particular, low-income and disadvantaged consumers?



o What are the implications of these findings for future regulatory and policy
reform and how can low-income and disadvantaged consumers operate within
the current market paradigms?

Our overall conclusions and recommendations are set out in Chapter Seven. On the
basis of our findings, this report argues that whilst electricity reforms in Victoria have
produced some significant benefits over the past decade, many of these benefits
have accrued to industry, commercial users and metropolitan consumers.
Disappointingly, low-income and disadvantaged consumers have seen mixed
impacts from reforms.

By providing an independent, informed and comprehensive analysis of consumer
outcomes, it is intended that this report will contribute to the debate regarding the
continued regulation of the Victorian electricity market. It is intended that the report
will also provide a sound basis for more extensive empirical investigation on the
issue of consumer benefits arising from the NEM, particularly where low-income and
vulnerable and rural and regional consumers are concerned.

It is also intended that this report will strengthen the capacity of consumer advocates
to participate in the setting of future energy policy agendas.

About the authors
The report is a partnership project between the CLCV and PPAC, Monash University.

The CLCV is one of Australia’s leading consumer advocacy organisations,
undertaking research, policy development, advocacy and education to advance the
consumer interest. The CLCV also operates a large consumer legal practice
assisting thousands of low-income and vulnerable consumers each year with free
legal advice and representation. The CLCV is currently working on a range of issues
that affect the consumer interest, including the regulation of restructured utilities
markets at both State and federal level. In particular, the CLCV is concerned to
ensure that consumers, including vulnerable and low-income consumers, do not lose
when it comes to the cost, provision, quality and accountability of essential utilities,
including electricity.

The PPAC was established in 2001, in response to a lack of understanding of the
legal and social implications of privatisation. A multi-disciplinary approach is being
taken by researchers at the PPAC in examining the legal and policy aspects of
privatisation, regulation and public accountability. In this way, solutions for crucial
questions concerning the relationships between government and community in a
privatised state are being advanced. The PPAC is self-resourcing and undertakes a
range of training and research activities. Current project areas include an audit of
Australia’s privatised electricity arrangements, the role of independent accountability
bodies such as Auditors-General in the contractualised state and the challenges
posed in public-private partnerships.

Anoushka Bondar, formerly a Senior Solicitor at CLCV, together with Diana Bowman,
Researcher, Monash University, are the primary authors of the report. Anoushka and
Diana were supported in their research and report writing by former CLCV staff Chris
Field, Anna Stewart, Nicole Rich and Natasha Leigh and Professor Graeme Hodge
and David Coghill from Monash University.



Method

In preparing this report, the CLCV and the PPAC initially conducted an examination
of a range of published reports and publications that analyse market outcomes or
contained data in relation to price, access, quality of service and accountability
outcomes. The reports and publications included those of EWOV, the ESC, the PC
and consumer advocacy and social welfare organisations.

The authors then gathered qualitative data through consultation with Victorian
stakeholders, including the ESC, EWOV, the PC, consumer advocates and
academics. The consultative process enabled lessons to be learned from empirical
experience and case studies to be integrated into earlier findings. Qualitative data
was also reviewed following the collection of direct consumer interviews conducted
as part of other research projects.

Finally, the CLCV and the PPAC reviewed the economic implications of reform and
determined the extent of benefits in terms of price, access, quality of service and
accountability since market reform, and the distribution of those benefits amongst
consumer groups.

The research design and method applied in undertaking the project was agreed
through discussions between the CLCV, PPAC and CUAC, prior to its
commencement. In addition, ethics approval was obtained from Monash University to
enable the research project to be undertaken.



Chapter 2: Review of Recent Reforms in
Electricity

2.1 Introduction

The history of the electricity industry in Australia since federation is characterised by
two distinct stages (Evans, 2004). The first stage, representing the period from the
early years of federation until the 1970s was characterised by the evolution and rapid
growth of vertically integrated, state-owned, monopoly electricity commissions. In
Victoria, the State Electricity Commission of Victoria (SECV) was the monopoly
responsible for the generation, transmission and delivery of electricity to all Victorian
consumers, domestic and commercial.

The second stage, from the 1980s until today, has been characterised by rapid and
extensive change. Across Australia, during the 1980s, all state-based electricity
commissions were corporatised and/or commercialised to varying extents. This was
followed in the 1990s by governments undertaking far-reaching microeconomic
reform across the electricity sector, towards the goal of a national market for
electricity under which the generation capacity of the eastern seaboard states
(Victoria, Queensland and New South Wales) the Australian Capital Territory and
South Australia would be interconnected. The aim of the national market was to
enable future national electricity demands to be met in a more efficient and
competitive manner.

2.2 The Victorian Reform Process

The road to the current Victorian electricity market can be traced back to the political,
cultural and economic environment of the 1980s. A brief examination of the
developments and reform processes within the Victorian electricity industry over the
past 25 years serves as a useful backdrop for the questions posed by this report
concerning recent outcomes for consumers.

Victorian Electricity Provision in the 1980s

From the beginning of the 20" century, the vertically integrated SECV was
responsible for the generation, transmission and delivery of electricity to all
Victorians. The success of this traditional approach, however, was challenged
through the 1980s as the SECV encountered a range of problems.

The SECV'’s problems in the 1980s have been attributed primarily to overly optimistic
assessments of future electricity demand made in the 1960s and 1970s. This
problem was exaggerated by an engineering management culture that refused to
acknowledge the dynamics of flat-lining electricity demand with drastic over-supply
(Evans, 2004). The supremacy of the supply driven engineering approach to
electricity planning began to be questioned.

Further, the SECV had large problems with debt-funded construction and difficulties
with labour disputes leading to productivity inefficiencies (Kellow, 1996). In 1982, the
SECV’s debt stood at approximately $3.4 billion.

Seeking to remedy the problems of the SECV, including its inefficiencies, the Labor
Government under John Cain introduced some limited reforms. In particular,
legislative amendments under the State Electricity Commission (Amendment) Act



1982 (Vic), mandated that the SECV adhere to objectives of efficiency, economy,
safety and reliability as determined by the Minister.

Subsequently, in 1983, the appointment of Jim Smith as the Chief Executive Officer
of the SECV resulted in a marked cultural shift from an engineering-dominated ethos
towards a more commercially oriented approach (Evans, 2004). In particular, the
SECV’s Corporate Strategy (1987) emphasised the commercial principles of
efficiency and customer service. Smith also paid particular attention to labour issues
within the SECV and in 1989, he announced the controversial plan to cut 4500 jobs
(approximately 20% of the workforce) over three years (Evans, 2004).

Nevertheless, significant debt remained an ongoing problem for the SECV. As a
result, in 1990, the SECV pushed publicly for a private sale of its fourth major brown-
coal power station, Loy Yang B in the La Trobe Valley - a proposal initially met with
considerable resistance by the Government. However, continued lobbying by the
SECV and mounting fiscal pressures on the State resulted in a partial privatisation of
Loy Yang B.

New Government, Economic Reform and Electricity
In 1992, the Liberal Government under Jeff Kennett came to power with a mandate

to reform Victoria at both the micro and macroeconomic levels. Central to the new
economic agenda was the goal of liberalising utility markets.

The electricity industry was
singled out as one of the first
targets of reform. The primary
goal was to create an openly
competitive electricity market for
the sale of electricity to
consumers. The anticipated result
was lower prices and improved
services.

Figure 2.1 The Disaggregation of the SECV

Vertical Monopoly After Disaggregation

In August 1993, the Government
appointed a team of consultants
to determine the structural
changes to be made to the
electricity industry. The resulting
Department of Treasury &
Finance report recommended the
disaggregation of the industry,
effectively splitting the SECV into
the separate  functions  of
generation, transmission,

distribution and retail functions.
Figure 2.1 illustrates the concept of disaggregation.
The disaggregation of the industry laid the foundations for the introduction of

competition. It also would enable the eventual sale of Victoria’s electricity assets to
private enterprise.



Under the Electricity Industry Act 1993 (Vic), three new government companies were
created to carry out the functions of generation, transmission and distribution/retail:

® Generation Victoria (generation);
e National Electricity (transmission); and
® FElectricity Services Victoria (distribution/retail).

Then, in 1994, the generation and distribution/retail companies were divided. The
power assets of Generation Victoria were divided into five generating companies and
Electricity Services Victoria was divided into five distribution/retail companies, each
responsible for a specific geographic region of the state. For example, one
distributor/retailer would be responsible for one geographic region of Victoria, with
different distributors/retailers responsible for different sections. The horizontal
division would enable the eventual creation of a contestable market, where
generators operated in competition to sell to retailers and retailers would then
compete for a greater market share of customers.

The transmission function was split into two:

® PowerNet Victoria, a poles and wire company which would maintain and
manage the high voltage grid; and

e VicPower Exchange, which would administer and monitor the wholesale
electricity market and ensure the safety and security of electricity supply.

Each one of the newly created entities was then corporatised in the anticipation of
private sale and, ultimately, the introduction of a contestable market.

The Office of the Regulator General (ORG) was also established to oversee the
electricity sector as an independent statutory authority and primary economic
regulator of the industry. The role of the ORG was to regulate prices, oversee service
efficiency and facilitate market-based competition.

By 1995, following these extensive reforms to the electricity industry, the electricity
market now operated in the manner illustrated by Figure 2.2 below.
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Figure 2.2 Victoria’s Electricity Industry in 1995
Source: Office of the Regulator-General (1995:3)

Between 1995 and 1999, the former SECV’s assets were individually sold off to
private owners'. The sale of Victoria’s electricity assets also coincided with the
broader economic agenda of privatising Victoria’s assets in order to combat the
State’s significant level of debt and the perceived inefficiencies of state-owned
industries.

The Coalition government and its departments put forward multiple arguments for
privatisation. In 1995, the Department of Treasury and Finance explained,

The objective of privatisation is not to maximise sale value per se, but to
ensure maximum public benefit — which is a combination of a return on
public assets, a contestable market structure and lowest possible prices
to consumers.

One commentator on reform, has described the privatisation rationale as an integral
part of economic rationalism,

The rationale for privatisation flows directly from ... economic
rationalism ... based on the belief that capitalist free markets are ...
more efficient and effective ... due to competitive pressures ... The
achievement of social goals is seen to be best achieved through
consumer choice and economic efficiency.

(Romeril 1998:9)

In 1995 the five distributor/retailers were sold to predominantly international
purchasers, for approximately $8.3 billion (Moran, 2002). Pursuant to their
distribution/retail licenses, issued by the ORG, the new private owners would retain

" There was considerable concern at the time as to the likely effectiveness of the privatisation reforms

by church groups, community organisations, business councils and even within the political parties in
ower.

E)Pursuant to s 153U of the Electricity Industry Act 2000 (VIC).



the same obligations as the former government-owned entities, including the
obligation to provide electricity to those consumers in their specific geographic
region.

Between May 1996 and June 1999, the five generation companies - Loy Yang
Power, Yallourn Energy, Hazelwood Power, EcoGen Energy and Southern Hydro -
were also sold to private interests. The total amount raised by the asset sales of the
former SECV was approximately $23 billion (Ward and Hodge, 2004).

Victoria’s Role in the National Electricity Market

Victoria’s electricity industry reforms during the 1980s and 1990s were also
accompanied by discussions at a national level for analogous reforms.

In 1992, the Council of Australian Governments (COAG) inquired into the efficiency
gains that might be achieved through reform of monopoly service providers, including
each jurisdiction’s electricity industries, as part of what was to become National
Competition Policy. Ultimately, it was decided that through the creation of a national
competitive market for electricity, Australia could achieve both economic efficacy and
global competitiveness.

In 1998, this aim was realised through the establishment of the NEM — an
interconnected wholesale generation grid linking Victoria, Queensland, New South
Wales, the Australian Capital and South Australia. Specific commitments to electricity
reform were also made by NEM jurisdictions in agreements under which the
Commonwealth, State and Territory Governments agreed to implement National
Competition Policy and other agreements on related reforms for the electricity
industry.?

When the NEM was created in 1998, Victoria was the most advanced State in terms
of competition-based reform in electricity. The market-based mechanisms were
subsequently adopted as a template for NEM systems.

Full Retail Competition

The final stage of electricity industry reform in Victoria was the introduction of
competition to consumers, where retailers would compete to sell electricity services
to consumers outside their designated geographic region.

Full retail competition (FRC) was introduced in stages, commencing with the largest
consumers of electricity, large-scale industry users, and progressively to the smaller
users, as illustrated by Table 2.1 below. In 1994, competition was introduced to large
industrial consumers and to medium-use consumers in 1996. In January 2002, the
final stage of full retail competition was introduced to small business and household
consumers, accounting for approximately 2 million Victorian consumers. It is these
consumers with whom this research report is primarily concerned.

% National Competition Policy was specifically aimed at encouraging competition to improve the
wellbeing of all Australians and arose out of the recommendations of the Hilmer Report, National
Competition Policy (1993), commissioned by COAG in 1992. Principally, it is embodied in three inter-
governmental agreements signed in April 1995 by the Commonwealth, State and Territory
Governments: The Competition Principles Agreement; The Conduct Code Agreement; and The
Agreement to Implement the National Competition Policy and Related Reforms.



Table 2.1: Victoria’s Transition to Full Competition

Eligibility Threshold ~ Date for Introduction ~ ~\PProximate

Consumer Class . o number of
(consumption p.a.) of Competition c

onsumers
Large Industrial >5 MW December 1994 47
Industrial /large 1 MW — 5 MW July 1995 330
commercial
Medium Industrial / 750 MWh — 1 MW July 1996 2000
commercial
Small Industrial / 160 MWh — 750 MWh July 1998 > 8000
commercial
Domestic and small Under 40 MWh January 2002 2 000 000

business consumers

Source: Gallagher (2004)

Of all the NEM states, Victoria, New South Wales and South Australia have so far
introduced FRC to domestic consumers.* By contrast, Queensland has only very
recently signalled the introduction of competition for small consumers, having
previously been opposed to doing so.’ From 1 July 2007, households and small
businesses in Queensland, will be free to choose where they buy their electricity,
whereas large industrial and commercial electricity customers can already choose
who their retailer is. Only Victoria and South Australia have privatised their electricity
assets, the other NEM jurisdictions operate as commercial government-owned
entities.

2.3 An Effective Market?

As of January 2002 all Victorian electricity consumers have been able to choose, at
least in theory, their electricity retailer within a marketplace of competing suppliers.
Nevertheless, while the introduction of FRC to all Victorian consumers has achieved
one of the primary targets of reform, the market remains in a formative stage of
development.

The ESC, which replaced the ORG in 2002 under the Essential Services
Commission Act 2001 (Vic), has said that the success of the market should be
determined by reference to market participation rates (ESC, 2002a). However, the
figures for market participation by small consumers (domestic and small business
users) vary according to source, with predictions ranging from a modest 15%
(Minister for Energy, 2003) to as low as 2% (Bowman, Coghill and Hodge, 2004).

In 2004, the ESC undertook a review of the effectiveness and performance of energy
(electricity and gas) retail competition for small customers, a large part of which
involved ascertaining the exact degree to which the competitive energy market is
operating to the benefit of consumers. The ESC found that the market is currently
effective in those sub-markets ‘where sufficient margin exists or has emerged to
make market contracts attractive to those customers and the customers profitable to
serve for retailers’ (2004a:3). The ESC (2004a) estimates that those sub-markets
account for about 40% of small customers.

*In New South Wales, FRC was introduced in 2002, and in South Australia in 2003.
See generally the NCC (2002) NCP Assessment for the Queensland Government’s rationale against
full retail competition.



Further, the ESC found that whilst the electricity market appeared to be ‘open and
accessible to customers’ (ESC, 2004a:15), only 17% of Victorian electricity
customers had entered into market contracts as at the end of 2003 (ESC, 2004a). In
addition, of these, only 13% of electricity consumers had switched retailer.
Interestingly, despite what would appear to be a low level of market participation, the
ESC noted that ‘the relatively low (although steadily increasing) rate of contracting
and switching is not necessarily an indication of remaining weakness in energy
market competition’ (ESC, 2004a:17).

2.4 Consumer Outcomes from Reform to the Electricity Market

The remainder of this report is concerned with establishing what these reforms have
meant for consumers. In particular, have consumers received benefits in terms of
price, access, service quality and accountability? And if they have, how have these
outcomes been distributed amongst different consumer groups, including low-income
and vulnerable and rural and regional consumers? Moreover, in light of these
findings, what needs to occur to ensure that consumers are protected within current
market paradigms?

10



Chapter 3: Price

3.1 Introduction

In this chapter, we look at the effectiveness of retail competition reforms in terms of
pricing outcomes for consumers, including low-income and disadvantaged
consumers. The essential nature of electricity and the significance of utility bills for
households has ensured that price is arguably the most important indicator of the
competitive electricity market for many consumers.

This review is undertaken within the broader context of microeconomic reform policy
goals, and acknowledges the real price reductions sought for consumers through the
competitive electricity market reforms.

Some consumers, including metropolitan residential consumers around Australia,
have no doubt benefited on average from real electricity price decreases during the
period of electricity market reform. The Productivity Commission’s recent Review of
National Competition Policy Reforms (2005:xix) noted that,

In the electricity sector, notwithstanding variation across and within
jurisdictions, average real prices Australia-wide have fallen by 19 per
cent since the early 1990s.

However, whilst acknowledging these gains, this chapter argues that not all
consumers have benefited equally from the introduction of full retail competition, and
that indeed, some consumers have not benefited at all. The focus of this chapter will
be on the following questions:

1. To what extent has the price of electricity changed since the reforms to the
Victorian electricity industry?

2. What have been the primary causes of these changes? That is, have price
changes resulted from the reforms?

This chapter will therefore examine the sub-categories of Victorian customers who
have benefited from retail competition, the extent and cause of these benefits, and
importantly, discuss those consumers who have not benefited.

3.2 The Importance of Price

Electricity is a non-discretionary expense for households. It is an essential service for
household functioning and health. Along with other utility bills, electricity may form a
substantial component of the family budget. This is particularly so for low-income
families who are generally required to spend a larger percentage of their income on
utility bills (Kliger, 1998).

For all consumers, and especially low-income and vulnerable consumers, the impact
of an upward price movement may negatively impact on their capacity to pay.
Indeed, the Wallis Consulting Group (2004a) reported that a weekly increase in utility
bills by $1.00, would have a major impact on 26% of Victorian domestic consumers
and a minor impact on 45% of consumers in terms of their ability to pay. The Wallis
Consulting Group (2004a:46) also found that:
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...the impact of a rise of $1 a week in energy costs would be greatest on
those who earn the least and particularly those people who already
receive a concession rate for their electricity and/or gas.

Significantly, a $5.00 a week increase in utility bills would have a substantial impact
on the capacity of domestic consumers to pay (Wallis 2004a). Of the 822 domestic
consumers surveyed, 63% stated that an increase of this magnitude would have a
major impact on their ability to pay, whilst a further 25% stated that a $5.00 weekly
increase would have a minor impact on their capacity to pay. The impact of a $5.00
weekly increase differed slightly according to location, with 63% of Melbourne
domestic consumers compared to 57% of outer regional consumers saying the
increase would have a major impact on their capacity to pay (Wallis, 2004a).

The energy rate charged and household income appeared to be the principle
determinants of capacity to pay if faced with a $5.00 a week rise in energy costs.
Some 79% of all respondents who were in receipt of a concession rate for their
electricity and/or gas stated that a rise of this magnitude would have a major impact
on their capacity to pay, whilst a further 14% believed it would have a minor impact
on their ability to pay. In contrast, the corresponding figures were 57% and 31% for
domestic consumers paying the full rate (Wallis, 2004a).

Household income similarly illustrated the impact of energy increases on different
sub-groups within the domestic market. Where household income is less than
$25,000 per year, a $5.00 per a week rise in utility bills would have a major impact
on 83% of respondents; a further 11% stated that it would have a minor impact, with
only 6% of respondents within this group stating that it would have no impact (Wallis,
2004a). For households with an income between $25,000 and $50,000, 65% stated
that a rise of this magnitude would have a major impact, with a further 28% stating
the rise would have a minor effect. This can be contrasted to those with a household
income of $75,000 or more, in which 41% believed that the rise would have a major
impact on their ability to pay, with a further 34% stating it would have a minor effect
(Wallis, 2004a).

Overall then, the findings of Wallis (2004a) indicate that irrespective of the charge
rate applied, location or household income, an overwhelming majority of consumers
expected a sizeable price rise to have a major impact on their ability to pay. As the
magnitude of any price increase goes up, the impact will be greatest on those who
can least afford it — those who already require a concession rate for one reason or
another and those who fall within the lower-income socio-economic brackets. Whilst
the survey indicates that price increases are likely to stimulate market activity by
encouraging domestic consumers to ‘shop around for a lower cost alternative’
(Wallis, 2004a:46), the reality may also be different. Firstly, this assumes that a lower
cost alternative is available in the market place, and secondly, that that domestic
consumer has access to the alternative rate. Thirdly, this also assumes that all
domestic consumers have a high level of knowledge about the Victorian electricity
market and that the time spent examining and comparing the different options within
the market is low.

The importance of electricity price has been further supported by a second survey of
Victorian consumers conducted by Wallis (2004b). In a survey of 138 low-income
Victorian households®, the importance of affordability and ‘value for money’ were
highlighted. For instance, when asked to consider the affordability of electricity in the

® In the survey, low income households were defined as ‘Victorian households earning less than
$30 000’ (Wallis, 2004b:2) per annum.
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current market, compared to three years ago, 58% of all respondents viewed
electricity as being less affordable now compared to three years ago (Wallis, 2004b).
In contrast, only 4% of the respondents stated that they believed electricity was more
affordable now compared to three years ago. Similarly, when asked to consider if
electricity is worse value for money now than three years ago, 46% of all
respondents stated that they believed that it was; only 8% of respondents believed
that electricity was better value now than three years ago (Wallis, 2004b:4). These
findings suggest that low-income and disadvantaged Victorian consumers perceive
that they have only received limited ongoing benefits from the reforms.

In light of these findings, the position of Bowman, Coghill and Hodge (2004:4) that
‘all groups of consumers [are] ... vulnerable’ in the face of unwarranted price
increases, is tenable. Indeed, where domestic consumers do not have the ability to
access lower cost energy alternatives, the essential nature of household electricity
compels consumers to utilise a service that they cannot afford. In these conditions,
continued access to an essential household service will be achieved through
sacrificing other essential items such as food, whilst reducing energy usage where
possible (Kliger, 1998).

Price is therefore a fundamental indicator of consumer outcomes within the Victorian
electricity market. In this context, it will be important to assess not only how actual
prices have changed during the reform period, but also whether customers have
received the full benefits from efficiency gains within the new arrangements.

3.3 Electricity Costs

In assessing how price has impacted on Victorian domestic customers, it is important
to first consider changes in electricity costs during this period. Retail electricity prices
for domestic customers will be influenced by a core component of costs, as well as a
range of factors including network charges, market fees and network losses. The
most significant core components of electricity cost are the wholesale electricity
costs (generation) and distribution costs (distribution and transmission). As shown by
Figure 3.1, generation costs - the cost of electricity production - and the distribution
and transmission costs account for approximately 91% of the retail electricity cost.
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Figure 3.1 Breakdown of End-User Electricity Costs (Post-privatisation)
Source: Independent Competition and Regulatory Commission (2003)

In contrast to the generation, distribution and transmission costs, which together
comprise the bulk of end-user electricity costs, the retail margin represents
approximately 9%. The retail cost is defined as (ORG, 2001:18),

... the component of tariffs which allow the host retailer to recover the
costs of providing retail services and to earn an appropriate profit.
Retailing costs typically include billing and customer administration
systems, advertising, and regulatory compliance costs.

An assessment of whether electricity reforms have resulted in optimal price
outcomes for Victorian domestic consumers would require knowledge of what
efficiency gains have been made for each of the relevant cost components. It would
also require a balance to be struck between assessment of industry viability and the
public policy goal of price minimisation. Such analyses are beyond the scope of this
report.

3.4 The Victorian Electricity Experience: Outcomes for Consumers

So, how have Victorian domestic consumers fared? Since January 2002, full retail
competition has ensured that all Victorian consumers have the ability to choose their
electricity supplier. For consumers not entering the market, the Victorian government
has provided a legislative framework in which it has,

... reserve power to regulate the standard offer tariffs...the Government
may amend the [host retailers’] published tariffs if it considers that
competition is inadequate or that tariffs are unreasonable (ESC,
2003a:4).

For consumers wishing to enter the competitive market, market contracts may be
offered at the retailer’s discretion. Unlike standard and deemed contracts, market
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contracts are unregulated contracts, in the sense that price is negotiated between
retailer and consumer. Competition within the market is presumed to force retailers to
offer market contracts at a tariff lower than the standing and deemed contracts
(Bowman, Coghill and Hodge, 2004). In assessing how Victorian customers have
benefited from retail competition, consideration will need to be given to the ability of
consumers to access market contracts and the degree to which competition has
lowered market contract prices.

Early Concerns and Commentary

During the Victorian reform process a number of stakeholders questioned whether
electricity reforms could actually achieve real electricity price decreases. In a report
to the ORG, the CLCV and the Consumers’ Federation of Australia (CFA) specifically
questioned the ability to achieve price reductions for domestic and small business
consumers (CLCV et al, 2002:36):

In light of the overseas experience, it is unclear that the introduction of
retail contestability for the below 160MWh tranche will deliver
competition that will drive sustainable lower prices (or service
improvements). The margins for suppliers at the small business and
residential end of the market may be so small that meaningful
reductions cannot be achieved. The smaller the savings, the less
incentive for consumers to educate themselves about a complex and
technical market.

Sharam (2004) was similarly sceptical about the longer term outcomes of market
reforms. She specifically warned of the possibility of rising electricity prices, arguing
that the price caps imposed by the Victorian Government included excessive profit
margins and allowed for an excessive tariff increase. Other commentators such as
Romeril (1997) were also cynical about the consumer benefits of privatisation
reforms, arguing that any price reductions gained would simply reverse the 10% price
increase introduced by the Government in 1992, and that by the 1990s public entities
had already vastly improved efficiencies.

Notably, even reform advocates such as Porter (2002) questioned whether all
Victorian consumers would benefit equally from reforms. Specifically, Porter
(2002:15) suggested that there may be some losers in relation to price outcomes,
noting that,

All consumer groups have benefited from a lower real price charged for
electricity, although some individuals consumers may not be better off —
for example, some dairy farmers with expensive long-distance wires.

On the other hand, the real electricity price decreases since reform have been cited
by advocates as evidence of the success of privatisation and general energy sector
reform. Ward and Hodge (2004:49) argue that ‘an overall drop of 40% in real terms
since competition started’ has occurred for contestable business customers. They
also observed that for non-contestable customers, retail prices fell by 14% in real
terms by 2000. Moran (2002) commented that the electricity sector reforms had
produced a win-win outcome based on the sales of Victoria’s electricity assets having
produced financially significant proceeds and secondly, the reforms having achieved
competitive final prices for the consumer. Moran (2002) specifically concluded that,

15



The taxpayer is better off by hundreds of millions of dollars a year. The
electricity consumer is also better off as a result of the increased
efficiency and consequent lower prices that have been brought about.

Similarly, Moran (2001) argued that across the board, reforms to Australia’s
electricity and gas industries had by this time seen ‘prices down by a quarter and
productivity more than doubling.” However, these statements do not take into account
the figures published by the PC (2002), the Australian Bureau of Statistics (2002) or
the ESC, which show modest falls in real residential prices and more dramatic
business price falls.

3.5 More Recent Analyses of Price Benefits

A review of the literature indicates that there is little consensus as to the
effectiveness of market reforms in terms of pricing. This chapter will therefore seek to
examine the veracity of the ESC’s findings (2004a:3) that,

... competition in the Victorian energy market to be generally effective in
constraining prices and delivering non-price benefits in those sub-
markets where sufficient margin exists or has emerged to make market
contracts attractive to those customers and the customer profitable to
serve for retailers.

Importantly, it must be remembered that this examination of price outcomes for
Victorian consumers has been undertaken within an imperfect environment, in which
a number of hurdles were encountered. These included, in particular, commercial-in-
confidence, a lack of veracity regarding projected pricing and most importantly, a lack
of data regarding market contracts. These difficulties were similarly noted by the ESC
(2004b:77),

Obtaining and analysing relevant information regarding the cost, pricing
and marketing arrangements of individual retailers, the dynamics of
changing supply and demand conditions and retailers’ competitive
strategies in the marketplace is very difficult.

While the ‘Commission is currently developing a framework to measure
developments arising from competition in the retail sector’ (ESC, 2005a:20), to date,
there is a lack of price data in relation to market contracts.” This is a significant
limitation of the current competitive market, and as such, this analysis can only
examine price trends in relation to the regulated standing and deemed offer prices. In
this analysis therefore, price benefits are the actual dollar discount or savings offered
by retailers, and are measured against the regulated tariffs applicable to the
customer (ESC, 2004b). In this manner, price benefits simply operate as an incentive
to encourage consumers into the competitive market. In a recent review of full
competition policy in Victoria, the ESC noted (2004b:95-96),

The Commission’s analysis of available price discounts indicates that
market contracts offer discounts for most residential and small business

" To assist in overcoming this information asymmetry, in mid-2005 the ESC undertook a review of price
and information disclosure guidelines in the Victorian electricity market. In the Final Decision: Energy
Product Disclosure — Internet-based Disclosure (ESC, 2005d:4) the ESC implemented a ‘legislative
obligation on ‘specified retailers’ to publish details of tariffs and terms and conditions of sale on the
internet’ (as provided for under s.36A of the Electricity Industry Act 2000 (Vic)). This obligation took
effect on 1 October 2005. The primary objective of the obligation is to assist consumers in comparing
market offers (ESC, 2005¢e)
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customers that vary between 0-10% for electricity...However, discounts
appear higher for metropolitan Melbourne customers than regional
customers and for high volume customers.

The findings of the ESC (2004a, 2004b) indicate that there have been
disproportionate price benefits delivered to different customer groups. Specifically,
the ESC (2004a, 2004b) suggests that regional and rural consumers have not fared
as well as their metropolitan counterparts. Similarly, it would appear that high volume
customers, especially large business consumers, have benefited from reforms within
the Victorian electricity industry, while low-volume consumers — who are often low-
income consumers — may have received only limited price benefits from the reform
process.

This finding was unequivocally supported by stakeholders, with a financial counsellor
(interview, 2005) noting that,

The competitive market promised lower prices, but while large industrial
consumers have benefited, individual consumers haven't ... If you are
low income, you just don’t have market power.

In acknowledging that not all consumers have benefited equally from the market
reform process, the ESC (2004a:3) stated that,

The Commission considers that energy retail competition is now likely to
become effective for a much larger proportion of small energy
customers in the next few years...

Looking now at the PC’s (2002:16) evidence on price changes, Figure 3.2 below
suggests that,

In most capital cities, average real electricity prices paid were lower in
2000-01 than they were in 1990-91.

This was true for Melbourne, with the PC (2002) noting that during this ten-year

period, real electricity prices in metropolitan Melbourne decreased by 1% as a whole,
when compared to the 1990-91 price.
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Figure 3.2 Real Electricity price trends — metropolitan households 1990/1 to
2000/1

Source: PC (2002:17)

The PC (2002) noted that the government’s restructuring of tariffs and retail price
controls was the catalyst for the real electricity price increase observed in 1992, and
that restructuring of price controls in 1992-93 resulted in a further increase in real
electricity prices, until the domestic prices were frozen between July 1993 and June
1996. The freezing of prices over this three-year period resulted in a real price
decrease of 9% when compared to 1992-93 real electricity price levels (PC, 2002). In
contrast, the sharp decrease in real prices observed in 1998 was attributable to the
introduction of the Winter Power Bonus, a state government initiative that applied in
the years 1998-99 to 2000-01. The PC (2002) noted that the introduction of the
Bonus equated to an annual real price electricity decrease of $60; a real price
increase of $60 was anticipated for the June-September 2001 quarter upon its
removal. Interestingly, however, real electricity prices in Melbourne were already
noticeably increasing by 2000-01, without taking into account the removal of the
Winter Bonus.

The findings of the PC’s report indicate that during 1990-91 to 2000-01, Melbourne
metropolitan households experienced a real electricity price decrease of 1%. This is
an important finding, and indicates that during this ten-year period, Melbourne
metropolitan households benefited from an average, albeit slight, real price decrease
in electricity. However, the degree to which this electricity price decrease may also
have occurred across non-metropolitan households is not known.

In order to determine how real electricity price varied across different socio-economic
Melbourne metropolitan households, the PC (2002) looked at different income
quintiles. Table 3.1 below, shows real price changes over the decade in dollar terms,
with a negative sign indicating that, on average, ‘households incurred a real decrease
in electricity expenditure’ (PC, 2002:19).
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Table 3.1 Real $ changes to household electricity expenditure in Melbourne
Households arising from price changes between 1990-91 and 2000-01

Income quintile
Lowest 20% Second Third Fourth Highest20% All households
$

Melbourne -4.42 -6.27  -5.71 -6.61 -6.76 -5.78

Source: PC (2002:19)

As illustrated by the above table 3.1, all socio-economic sub-categories of Melbourne
households were found to have benefited, in terms of dollar savings, from real price
decreases between 1990-91 and 2000-01. In their report, the PC attributed the
overall decrease to electricity prices ‘generally decline[ing] faster than the CPI (All
groups) in most capital cities’ (PC, 2002:18).

Importantly, the above figures indicate that households comprising the lowest 20% of
household income had the lowest dollar savings, at $4.42. Households in the highest
quintile enjoyed a real price decrease of $6.76. This is most likely to have been due
to households in the highest 20% using a greater amount of electricity than poorer
households.

The advent of FRC is likely to have had only a limited impact on overcoming this
disparity. Even given the ESC’s (2004b) assessment of 0-10% price discounts for
residential consumers on market contracts, low-income households would no doubt
still have faced a number of barriers in achieving price discounts. As ‘retailers were
clear that the availability of a high retail margin was the most important customer
characteristic to retailers’ targeting strategies’ (ESC, 2004b:61), low-income
households who are similarly low volume consumers, are likely to have remained
unattractive to retailers. Supporting this, the ESC (2004a:13) noted that some
consumers may even have been disadvantaged by doing so,

Although general market offers are being made to all small energy
customers, the offers made to these low margin customers are not yet
attractive relative to the standing offer price.

This is not to say that all low-income or low consumption consumers have failed to
access the competitive market. Indeed, this report noted that retailers such as
TRUenergy (formerly TXU) had specifically designed a market contract for
concession card holders (ESC, 2004b). The ESC found (2004a:64),

... that universal market offers are available to all customer classes, but
that limited offers are available to specific customer groups — such as
low volume users and regional customers — due to the costs of
customer acquisition and particularly low margins available for
customers with significant off-peak loads.

The cost of acquiring low margin consumers through targeted marketing appears to
have been the primary factor preventing retailers from aggressively targeting these
sub-categories of residential consumers. The submission of EnergyAustralia
(EnergyAustralia 2004:8) to the ESC stated that,

EnergyAustralia’s market offers have predominantly been made via
door-to-door sales process, the price and service improvements
afforded by those offers have been restricted to customers with a high
energy consumption in more affluent metropolitan areas.
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When ftraditionally ‘unattractive’ consumers, including low-income and low-volume
consumers, were proactive in seeking a market contract, however, retailers were
generally found to offer market contracts (ESC, 2004b). In this light, it would appear
that market contracts may offer significant price savings for high-volume consumers,
but not low-income and low-volume consumers.

At this stage we should note that the PC's report did not provide an assessment of
how Victorian consumers have fared since the introduction of full retail competition
and the advent of market contracts. Nor did the report provide an evaluation of how
regional and rural consumers fared as a result of the electricity reforms.

Some information on these matters was nonetheless provided by the Energy Supply
Association of Australia (ESAA)’s electricity price findings for the period of 1994-95
to 2003-04 (ESAA, 2003). The report provides an overview of regulated residential
price trends in Australia for a ten-year period, in conjunction with small business, low-
volume and high voltage demand tariffs.

In examining the price findings of ESAA, it is important to note the limitations
associated with the data. Firstly, the report has been compiled through the collection
and analysis of publicly available data, in which (2003:b),

Prices presented in tables and charts are indicative prices which are
strictly constrained by certain assumptions about consumption and load
profiles...

Similarly, while actual prices are presented from 1994-95 to 1999-2000, the Victorian
residential prices presented in the report from 2000-01 onwards were ‘estimated
prices based on available information and projections’ (ESAA, 2003:11). It is unclear
whether these projected prices have been subsequently verified for their accuracy.
Further, the prices presented are regulated tariffs and do not include market based
contract types. This analysis is limited to the average regulated electricity price in
Victoria, and does not evaluate the outcome for consumers on market-based
contracts.

Figure 3.3 below illustrates the average real electricity price for residential and non-

residential consumers between 1994-95 and 2003-04 as presented by the ESAA
(2003).
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Figure 3.3 Average Real Electricity Price for Victorian Consumers

Source: ESAA (2003)

Figure 3.3 indicates that Victorian residential consumers pay significantly more than
their non-residential counterparts on average. Further, it can be seen that despite the
slight overall price decrease over the decade, residential Victorian consumers saw
average real electricity prices increase over the last five years along with the
introduction of full retail competition. By contrast, for non-residential consumers, who
are generally high volume consumers, they have significantly benefited from
decreasing electricity prices since 2001-02.

These findings can be similarly compared to the latest industry average figures
released by the ESC (2005a) on electricity affordability for Victoria. Figure 3.4 below
illustrates the annual average electricity industry bills for households, small
businesses and dairy farmers on deemed and standing offer contracts between
1994-2004.
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Figure 3.4 Average Annual Real Electricity Bills for Victorian Consumers
(1994-2004)

Source: ESC (2005a:16)

The findings of the ESC (2005a) indicate that overall Victorian residential consumers
(GD/GR and Y8 tariff) experienced, on average, a real electricity price decrease
between 1994 and 2004, as did small businesses (D-Small Business). In contrast,
dairy farmers — who may be defined as typically rural consumers — have experienced
a 5.9% increase in their average annual electricity bills during 1994-2004.

The experiences of the average Victorian residential consumer on deemed and
standing tariffs since the introduction of full retail competition are instructive. The
ESC (2005a) calculated that this saving equated to an annual saving of $17 for
Victorian residential consumers in 2004 compared to the previous year — a 1.9%
decrease. Contrasting this, this group had paid on average 2.6% more (or $23) in
2003 from the previous year in 2002. Interestingly, therefore, the advent of FRC saw
real prices increase for the first year then decrease for the second, with a small
residual increase overall. As well, real price competition between major market
players appears to have been minimal under the standing and deemed tariffs (ESC,
2005a). These players appear to have set their prices towards the higher end of the
acceptable regulated tariff (ESC, 2005a).

Turning now to the position of metropolitan residential consumers, it is argued that
these residential consumers are likely to have experienced greater price benefits
than their regional and rural counterparts. Figure 3.5 below provides a comparison
of the real electricity price trends for all Victorian residential consumers, on average,
compared to only metropolitan Melbourne consumers.
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Figure 3.5 Real electricity price trends for all Victorian residential consumers
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Source: ESAA (2003)

As shown by Figure 3.5, the ESAA (2003) suggests that residential consumers living
within the metropolitan Melbourne region have, on average, paid less for electricity
than the average Victorian residential consumer. This trend is reflective of the
‘traditionally higher cost of distributing electricity long distances’ (Department of
Infras’gructure, 2005) to consumers living in outer metropolitan, regional and rural
areas®.

The introduction of the Network Tariff Rebate (NTR) by the Victorian Government in
2003 was designed to offset the higher costs faced by rural and regional consumers,
thereby eliminating the economic disadvantages associated with their geographical
location (ESC, 2004b:82). Despite this, the ESC (2004a:4) has noted that,

Rural and regional customers are currently at a relative (but not
necessarily permanent) disadvantage in relation to their ability to benefit
from energy market competition.

It would therefore appear that despite the introduction of the NTR, rural and regional
residential consumers have not generally received the same price benefits as
metropolitan consumers. Furthermore, the ESC (2004a:17) has advised that,

Very low volume, off-peak, more remotely located and small business
customers have tended to remain on the standing offer prices and
contract terms during this period of transition to more effective retail
competition. In many cases, the standing offer price is close to or below

8 However, a more detailed examination of how metropolitan residential consumers compare with the
residential consumers elsewhere, including rural and regional counterparts would be desirable given the
unknown veracity of much of this data.
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the cost of their retail supply and clearly represents their most attractive
market alternative.

It is possible to conclude that Melbourne residential households have clearly been
the winners over their non-metro residential counterparts, with the ESC (2004a:46)
stating,

... that regional customers (including small business customers) in small
towns and remote locations are less attractive to retailers and more
costly to market to than those in large towns and metropolitan
Melbourne. These customers are, therefore, less able to participate in,
and benefit from, energy retail competition.

We now turn our attention to other classes of consumers, particularly small business
consumers. In considering the outcomes for Victorian small businesses between
2002-2004, the ESC (2005a:18) note that the ‘average annual bill in 2004 ($5983) for
small businesses consuming 40,000 kWh/year on retail tariff D has decreased by
16% from the average annual bill in 1994/95 ($7052)’; a real dollar saving of $1069.
More recently, this category of small business consumer has in 2004 ‘experienced a
slight increase in average annual bills across all retailers (1.2%) (ESC, 2005a:18).

In contrast, the findings of the ESC (2004a, 200b) indicate that large volume
consumers, such as large businesses, have benefited from the electricity reforms,
despite geographical location. Specifically, the ESC (2004a:13) notes that,

.. competitive sub-markets typically include customers who consume
higher volumes of energy...and/or are located in metropolitan
Melbourne or larger regional centres.

Overall then, the findings of the ESAA (2003) and the ESC (2005a) indicate that
despite price fluctuations over time, large volume Victorian consumers, especially
large businesses, have been ‘the big winners’ in terms of real price as a
consequence of electricity reforms. These consumers have consistently achieved
better value prices for their electricity than residential consumers even when their
tariffs incorporated subsidies for residential users. While the veracity of the ESAA
data is unknown, it is apparent that since the advent of full retail competition, price
decreases for non-residential consumers, including small business consumers, have
occurred and prices have increased for residential consumers. These findings are
supported by the PC, (2005:51) which has noted that,

Businesses have generally benefited more than households, with many
enjoying substantial price reductions. This partly reflects intended
‘rebalancing’ of prices between businesses and households to more
closely reflect the costs of providing services to each. As a result, many
households have experienced real price increases for services such as
electricity.

These findings are consistent with that of the IPA (2001), which argued that industrial
and large commercial consumers had benefited the most from deregulation and
privatisation, with residential consumers continuing to pay the highest prices. This
contention has been further supported by a number of additional reports, with
commentators such as the Australian Industry Group (2001) arguing that business
consumers have reaped the greatest (immediate) benefits of reform. Similarly, one
stakeholder (interview, 2005), noted that ‘if you are a small volume user, or a rural
user, or an off-peak user, you have got no [price] benefits out of it; it has all been to
your disadvantage’.
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Recapping the findings regarding electricity prices, it is clear that the price benefits
associated with reforms to the Victorian electricity industry, including the introduction
of full retail competition, have not been uniformly or equitably distributed across all
consumers. Data from the PC, the ESAA and the ESC has indicated that where price
savings have been realised under standing and deemed contracts, greater benefits
have gone to higher volume consumers and Melbourne metropolitan consumers, in
preference to low volume, rural or regional consumers.

3.6 Non-Price Product Benefits

In evaluating the effectiveness of full retail competition within the Victorian electricity
market, the ESC’s 2004 review examined effectiveness not simply in relation to price,
but under a broader framework. Significantly, the ESC considered the role of ‘value
added services’, or non-price products, as one indicator of Victorian market
performance. With information asymmetries existing within the market, especially in
relation to price, non-price products are believed to provide consumers with the
ability to distinguish between market participants (ESC, 2004a).

The ESC identified an extensive array of non-price initiatives offered by retailers
(ESC, 2004a), including:

Brand alliance with non-energy products;
Dual Fuel Billing;

Fixed Pricing;

Green Energy;

Competitions; and

Product and Service Vouchers.

In light of the innovative nature of these offers and the extensive amount of
competition that was found to exist within the area of non-price offers, the ESC
(2004a:17) concluded,

... universal market offers include contracts offering period-based dollar
rebates and other non-price incentives for lower consumption users.
This reflects a greater use of non-price elements in market contract(s]
offered by retailers. These non-price elements rank highly in the
reasons residential and small business customers cite for having
entered a market contract.

For domestic consumers, the development of non-price products has resulted in an
abundance of choice, ‘with price only being one element’ (ESC, 2004b:93).
Importantly, unlike price discounts which have been targeted to specific high
consumption consumers, the development of non-price offers has been more broadly
marketed to include all customer categories. Described as a ‘sweetener’ by one
industry stakeholder, the interviewee (2005) went on to state that,

The retailer[s] put a lot of store in ... their non-price benefits because
they do recognise that... the price differential isn’'t going to be all that
great for them as they can’t offer tremendous ongoing price discounts...
So what they offer is a month’s free energy, $50 off [their] next bill, $100
off [their] next bill. For some customers [this] is quite significant because
the price is at least the standing offer price, which is quite well
regulated.
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Intense competition within this facet of the market has therefore enabled traditionally
unattractive consumer groups, including low consumption consumers and rural or
regional consumers, to be targeted by retailers for market contracts. As indicated by
the ESC (2004a, 2004b), this less expensive method of making market offers has
been beneficial for retailers wishing to increase their consumer base, and consumers
who may not otherwise have been targeted.

Despite the benefits that may accrue to domestic consumers through non-price
offers, this form of innovative competition may not guarantee all low-income and
disadvantaged Victorian consumers get what they require most — cheaper electricity.
Indeed, for many low-income and disadvantaged consumers, ‘the only outcome that
they are interested in is dollars off their bill' (interview, 2005). For them, price
discounts are likely to have a more positive effect on their standard of living than, for
example, AFL membership rewards, accommodation discounts and related Internet
connection deals (ESC, 2004a).

Of equal concern is the emotive nature or appeal of many of these market contracts,
with people ‘switching for something that’'s unrelated to their electricity and that’s
concerning if they are not informed’ (interview, 2004). Where consumers enter into
market contracts on the basis of the non-price product/s through aggressive
marketing campaigns, there is the potential for consumers not to read the fine print,
nor understand what they are, in effect, contracting themselves into. In this context,
some categories of consumers who accept market contracts on the basis of the
coupling with non-price products, may ultimately end up paying more for their
electricity than under their previous contract. Indeed, only when the vouchers or
loyalty rebates are offset against the total annual electricity bill, and a calculation as
to whether a benefit has accrued, may a consumer determine if they have benefited
from the market contract. This concern is compounded by the potential for a lack of
clear or complete knowledge regarding the contract options available to consumers.
In many cases it is possible that consumers do not know exactly what they are
signing up to.

Overall, the development of non-price offers has therefore enabled low consumption
consumers, in conjunction with other customer categories, to be engaged by retailers
for market contract offers. Whilst these traditionally ‘unattractive’ consumers have
received market contract offers, the degree to which these have led to lower
electricity prices could not be established. On the face of it, consumers most able to
afford electricity services rather than those least able are likely to have received the
biggest gains from market contracts.
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3.7 Price Benefits and Aggregation Arrangements

Not all Victorian consumers have benefited equally through the introduction of
competition within the Victorian electricity retail market. Groups such as high volume
electricity consumers, ‘dual fuel’ consumers and those living in metropolitan
Melbourne or large regional centres have reaped larger benefits than others.

The lack of market power experienced by residential consumers and small
consumers in negotiating price benefits has been identified by the ESC as a
significant barrier for individual consumers. In contemplating FRC, the ESC
(2004b:21) noted that,

. most of the customers within the electricity and gas markets act
individually in terms of their relationship with energy retailers. However,
the Commission is aware of groups, such as ‘Community Power and
‘Our Energy’ which have aggregated customers with the purpose of
achieving more favourable outcomes for their members.

Simply put, an aggregator is an intermediary ‘who seeks to aggregate
customer load in order to obtain a ‘better’ deal from retailers’
(ESC,2004b:43). The ESC (2004a:4-5) have noted that,

The greater propensity for rural communities to cooperate and unite
through various customer aggregation models offers the potential for
them to reduce the disadvantages of remoteness and smaller margins in
the future. Aggregation arrangements hold significant promise for
customers who may not individually be able to access and benefit from
the competitive retail energy market, and they need not necessarily be
confined to energy services in the future.

Similarly, Victorian consumer representatives see the value of aggregation
arrangements in empowering many electricity consumers. One stakeholder for
instance noted that as,

Competition itself isn’t going to bring [down] prices for consumers, so
those sort of aggregate buying schemes offer a real opportunity to give
particularly small consumers, or consumers who are more expensive to
serve, or more difficult to serve such as in rural or regional Victoria, the
ability [to] bring some power, some negotiating power to the table.

In reviewing the international evidence on co-operative aggregation arrangements,
Griffith (2000) has argued that this type of arrangement can provide small consumers
with three basic benefits including: lower transaction costs; increased bargaining
power; and enhanced competition. The combination of these factors enables
individual consumers, both residential and business, to access the benefits of a truly
competitive market. Under these arrangements, ‘individual consumers [can] combine
their numbers and load to maximise their price and/or service benefits’ (Griffith,
2000:3). Griffith goes further than suggesting that aggregation has the potential to
provide benefits to consumers, and sees it almost as a pre-requisite for consumers to
benefit from electricity markets. Moreover, he perceives the additional benefits of
aggregation as follows (2000:2),

It is only through aggregation that individual small consumers can
secure meaningful protection and benefit in the risky energy market.
Group buying extends consumer protection provided by legislation and
regulation. It reduces dependence on legislation and regulation, and it
protects consumers from changing governments and policies.
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Overall then, how have aggregation arrangements translated and developed in the
Victorian electricity market and what benefits have consumers received as a result of
aggregation arrangements?

It appears that at the present time, ‘Community Power’, a joint initiative of the
Darebin, Melbourne, Banyule and Yarra City Councils and the Moreland Energy
Foundation Limited (MEFL), is Victoria’s only notable electricity purchasing group.
The project was initiated,

... at a time when it was very clear that the government was going down
a particular track that wasn’t going to benefit customers. Small
customers weren’t going to be very powerful in the new electricity
market, so using a buying group as a means of bandying small
customers together to actually be able to advance themselves in terms
of issues such as price, but also very significantly, environment and
social obligations (stakeholder interview, 2004).

At the time of the inception of Community Power, MEFL (2005) noted that,

It is fair to say that the State Government, while they were really keen to
see a buyer’s group up and running, it was because it was really the
only thing they could say was going to benefit small customers was the
potential to have buyer’s groups.

Established as a local alternative, Community Power currently acts ‘as an
aggregator/broker on behalf of [their] communities’ (Darebin City Council and MEFL,
2002:3). Under this structure, Community Power (2004),

... has used the buying power of [their] communities to negotiate an
electricity offer that meets our ‘triple bottom line’ objectives of
competitive prices; reduced greenhouse gas emissions and fair and
reasonable contract conditions.

With prices benchmarked against the standing offer tariff and a quantifiable
reduction in greenhouse gas emissions, Community Power offers residential
consumers a practical ‘green’ alternative. And despite Community Power having
‘had more time with no contracts available than with contracts available’ (interview,
2005), the success of this buying group appears indisputable with over 1000
households having signed up to Community Power contracts by 2005 (Community
Power, 2005). While price and green power appear to be the impetus for some of
the consumers who have signed up to Community Power, the strength of
Community Power can also be attributed to the visual involvement of local Councils,
as (interview, 2005),

[Customers] trust the Councils. They see it as being a local community
initiative as opposed to the other side of the whole electricity market for
small customers, which is basically about door knocking and getting
people to sign onto something on the spot.

On a practical level, the involvement of Darebin, Melbourne, Banyule and Yarra City
Councils, in partnership with the MEFL, appears to have been fundamental to its
success, providing the financial and physical backing necessary to establish and
administer the electricity buying group:

There have also been other community organizations that have wanted
to do something a bit similar, but none of them have managed to get it
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off the ground so far...For most community organizations it is just not
really a possibility (MEFL, 2005).

It is apparent that whilst the legislative structure of the electricity industry does not
have any ‘...specific regulatory barrier to the operation of cooperatives, brokers or
agents in the Victorian energy markets ... (ESC, 2004b:43), the significant financial
costs associated with establishing electricity buying groups appears to remain one of
the largest barriers to their establishment.

A number of unintended legislative obstacles were also noted in the FRC Review.
Principally, these included the inability of consumers to negotiate market contracts
that did not comply with the customer protection obligations within the safety net
arrangements (ESC, 2004a). Importantly, the FRC Review recommended
amendments to the Electricity Industry Act 2000 (Vic) to provide greater flexibility and
remove the obstacles to efficient customer aggregation.

Overall, we might reflect that while ‘co-operative buying groups are essential to the
effectiveness of the market — if small consumers are to benefit from competition’
(Griffith, 2000:7), these arrangements, on the whole, have been less than successful
in Victoria’s privatised electricity market. Despite the success of Community Power, it
is disappointing that other Councils and community organisations have not had the
resources or skills to implement their own electricity buying group. The ESC
(2004b:43) noted that aggregators,

. may provide a structure to attract retailer market contracts for
customer classes that may otherwise not participate in the competitive
electricity and gas retail markets — including some vulnerable customer
groups.

It is clear that aggregation arrangements have the potential to offer residential
consumers the ability to benefit from the competitive market and overcome many of
the power and information asymmetries present in Victoria. The Victorian
Government and the ESC should actively assist local councils and community
organisations to establish electricity buying groups within metropolitan, regional and
rural areas as a priority. Such initiatives would enable many sub-markets of electricity
consumers to benefit from competitive electricity pricing, including low-income, rural
and regional and disadvantaged consumers.
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3.8 Inter-market Comparison

Finally, in considering the extent of electricity price changes in Victoria over the last
decade, it is essential to consider electricity price movements within other Australian
states. Indeed, only through an intermarket assessment of Victoria with comparable
states is it possible to determine how Victorian residential electricity consumers have
fared in terms of price benefits, when compared to their interstate domestic
consumer counterparts.

This section of the report will therefore compare Victorian electricity price changes to
price changes in three Australian states — New South Wales (NSW), Queensland
(Qld) and South Australia (SA). Each of these states has joined the National
Electricity Market (NEM), (NECA, 2005). Similarly, each has restructured its
electricity industry, introducing competition to varying extents, and with varying
degrees of success. As noted by Bowman, Coghill and Hodge (2004), NSW and Qld
have retained the corporatised entities in government ownership while creating
markets and introducing competition. While NSW implemented FRC in 2002 for all
consumers, Qld has to date only enabled large consumers to access the competitive
market. In contrast, SA has followed the Victorian model of privatisation, and
implemented FRC in 2003.

Figure 3.5 below illustrates real (or inflation adjusted) electricity retail prices for
Victoria, NSW, QId and SA.
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Figure 3.5 Real electricity price trends by State for all Residential Consumers
(real prices at 2002/2003)

Source: ESAA (2003:9-10)

In examining Figure 3.5, it is important to again be reminded of the limitations of the
data. The figures presented from 2000/2001 onwards ‘are estimated prices based on
available information and projections’ (ESAA, 2003:9) and the degree to which these
represent the real world experience is unclear. Further, the data presented
represents,
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the average price...[to]...reflect the different electricity usage
patterns and customer mixes within each state. As these vary widely
between different supply regions, comparisons between the states on
the basis of average prices can be misleading (ESAA, 2003:9).

A thorough evaluation of how Victorian consumers have fared in terms of price
benefits when compared to interstate domestic consumers may thus be problematic.
Nonetheless, several broad comments may be made. Firstly, it would appear from
this data that Victorian residential consumers have consistently paid a higher price
for electricity than their NSW and QId counterparts over the past decade. Secondly,
while there have been a number of technological and productivity improvements
within the electricity industry (PC, 2005), it would appear that residential households
in these four states have not, on average, received any large direct benefit of NEM
reforms. Figure 3.5 suggests slight decreases in NSW, QId and Victoria, with a
significant increase in SA.

An alternative data set on which to base an inter-market comparison has previously
been outlined by the PC (2002). Figure 3.2, above, (see Section 3.5) illustrates real
electricity price trends for metropolitan households in Victoria, NSW, Qld and SA
between 1990-91 and 2000-01. On the basis of this decade of alternative data, the
PC concluded that (2002:16),

In most capital cities, average real electricity prices paid were lower in
2000-01 than they were in 1990-91. Real prices fell by 5% in Sydney,
1% in Melbourne, 7% in Brisbane...Between 1999-2000 and 2000-01,
real prices trended upwards in all capital cities largely because of the
introduction of GST.

While the PC concluded that real electricity prices decreased in metropolitan Sydney,
Melbourne and Brisbane, it also noted that in contrast, real prices in Adelaide
increased by 9% across the same period. Contributing factors for the real price
increased observed in Adelaide during 1995-96 to 1998-99 included ‘a rebalancing of
tariff structures between access and usage, and changes in the price escalating
methodologies resulting in overestimates of the consumer price index upon which
household prices were based (PC, 2002:18).

So, how does Melbourne compare with other metropolitan cities over this ten-year
period? Fluctuations in Victoria’s real electricity price for metropolitan households can
be attributed to tariff and charge restructuring and the implementation of a short-term
state subsidy as well as any efficiency gains from reforms. With the removal of the
Winter Bonus in the September quarter of 2001, it is unclear to the extent to which
real electricity prices rose.

What can we learn from this intermarket comparison of electricity prices? Firstly, it
appears that price fluctuations have occurred across a number of metropolitan
households between 1990-91 to 2000-01, with the restructuring of domestic tariff
rates and user charges having an impact on retail electricity prices. Secondly, the
introduction of temporary subsidies, such as the Victorian Winter Bonus, has resulted
in real electricity prices artificially decreasing for a period of time. Only through the
removal of such subsidies can real longer term market price trends be seen. Thirdly,
while we can conclude that real electricity prices probably decreased for metropolitan
households in Sydney, Brisbane and Melbourne across 1990-91 to 2000-01, such
price trends are only representative of metropolitan households within these states,
and we are unable to comment on how regional or rural areas have fared during this
time with any degree of accuracy. Similarly, it is important to note that these price
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trends are ‘average’ real electricity price trends, and we cannot distinguish the
experiences of the different sub-categories of households within the metropolitan
cities. Finally, as FRC was not introduced in Victoria until January 2002, a lack of
transparency regarding market contracts means that we are no closer to knowing
what real electricity price trends have occurred within the competitive market since
the introduction of competition to domestic consumers. Rather, the only indicator of
price trends for Victorian consumers is a comparison of the regulated standing and
deemed tariffs which are subject to the Victorian Government’'s price path; this
analysis indicates that while Victorian residential consumers have experienced a real
price decrease in their average annual electricity bill in 2004 when compared to
1994, this decrease equates to a real price decrease of $19.00 (ESC, 2005a).

In light of these limitations, this report is unable to determine how all Victorian
residential electricity consumers have fared in terms of price benefits when compared
to their interstate domestic consumer counterparts. Only through a comprehensive
review of electricity prices in the post 2000-01 era of all Victorian sub-categories of
consumers and comparable states, incorporating real electricity prices for market
contracts in conjunction with the regulated tariffs can such a comparison be made.
Given the discrete nature of market contracts, this report concludes that a
comprehensive inter-market comparison of real electricity price trends since the
introduction of full retail competition in Australian states would be a major research
task if it were to be contemplated. Given the huge investment in electricity reforms,
however, it should nonetheless be a priority for the future.

3.9 Economic Impacts of Electricity Market Reforms

The logical question following observations of changes to business and domestic
power prices is that of economics. What have been the economic impacts for
consumers gained through these reforms? This was clearly a key original reform goal
for the electricity sector. So, what can be learned by drawing together major lessons
to date?

Most discussion in the economics arena has been broad. At the societal level, a
range of assessments has been undertaken as to the efficacy of privatising and
reforming Victoria’s electricity system. Whilst massive productivity gains have no
doubt been made at the electricity generation stage, economic assessments have
been more varied in their conclusions. One recent academic assessment of
Australia’s electricity reforms concluded that,

The judgments of economic analysts in this book have varied between
neutrality in fiscal terms on the one hand, through to undoubted
immense gains in productivity and taxpayer advantages from reduced
government debt and premature infrastructure investments on the other.
In other words, the range of conclusions as to whether citizens in
Victoria have won in economic terms has been between a ‘doubtful’ and
‘unarguable’ success (Hodge 2004:236).

Notwithstanding, most commentators now regard the reform exercise in Victoria as
having been largely successful from an economic perspective. Even critics such as
Quiggin (2004:111) acknowledge,

The privatisation of the Victorian electricity industry is commonly
regarded as a highly successful fiscal initiative, which rescued the
Victorian Government from a crippling level of debt, with an associated
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burden of interest payments. This view is supported by favourable
assessments from, among others, the Auditor-General’s Office.

However, the impact of Victoria’s electricity reforms, in Quiggin’s words, has not all
been one way. At the level of the consumer, for instance, he warns that (2004:120-
121),

In general, the effect of privatisation and regulatory change has been to
replace uniform prices, based on a rather vague notion of equity, with
highly differentiated prices, driven by market incentives. Consumers
seen as ‘desirable customers’, such as businesses and high-income
households, have benefited from greater choice and, in many cases,
lower average prices. By contrast, suppliers have sought to dump less
desirable customers or to force them into residualist arrangements
designed to minimise the costs of serving them.

In the longer term, too, the issue of disaggregation being followed later by re-
aggregation has attracted some discussion. Parker (2004:227) for instance noted
that,

Privatisation with competition has the potential to improve economic
efficiency in electricity production and supply leading to improved
services and lower prices, as evident from the international experience.
However, reforming electricity markets well so as to introduce true,
sustainable competition is far from easy. It would be surprising if over
time Australia did not experience at least some of the problems that
have inflicted ‘liberalised’ wholesale and retail electricity markets in
other parts of the world. In particular, Victoria’s competitive electricity
sector may not prove resilient in the face of the economic incentives to
reintegrate the industry.

But what of the economics of electricity reforms for consumers? On this note, we are
not aware of any economic analysis having been completed to date for Victoria. The
PC (2005:xix), however, has examined electricity reforms at the national level.
Looking at all users of the Australian electricity market, it noted that ‘notwithstanding
variation across and within jurisdictions, average real prices Australia—wide have
fallen by 19% since the early 1990s’. In addition (PC, 2005),

there has been significant price rebalancing to address, in particular,
previous arrangements whereby business users had borne a
disproportionate share of the costs of service delivery.

Important to our present discussions, the PC (2005:56) also noted that whilst
average electricity prices across the country declined 19% between 1990-91 to 2003-
04, ‘electricity charges for households increased by 4 per cent ... while business
users experienced price reductions of 27 per cent ...". The direct price changes noted
here do not however take into consideration any indirect benefits of price changes
experienced by households due to lower prices paid for goods and services which
may have become cheaper through reduced electricity prices to products.

As well, the PC (2005:56) acknowledged that,
although electricity prices for households increased on average across

Australia, jurisdictional outcomes varied from a real price reduction of 13
percent in Perth to an increase of 35 percent in Adelaide.
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The PC (2005) also noted economic modelling suggesting that electricity reforms
across the nation had resulted in a 0.7% increase to the Gross Domestic Product.

Overall, the PC had little doubt that the benefits of electricity reforms had outweighed
the costs of restructuring and reform.

3.10 Conclusion

The general consensus is that there has been a downward trend in real electricity
prices for all Victorian consumers in aggregate terms, with a slight decrease for
domestic consumers. However, the price benefits associated with reforms to the
Victorian electricity industry, including the introduction of full retail competition,
appear not to have been uniformly or equitably distributed across all consumers.
Indeed, data from the PC, the ESAA and the ESC has all indicated that, where price
savings have been realised, greater benefits have gone to higher volume business
consumers and Melbourne metropolitan consumers, in preference to low volume,
rural or regional consumers.

A full assessment of distributional outcomes across customer classes is also
unfortunately problematic because of the limited comprehensive and independent
evaluation data.

One interviewee (2005) noted that ‘the major issues for consumers going forward is
what is going to happen to prices in th[e] competitive market’, and concluded that
more work is needed to determine the degree to which market contracts are now
resulting in lower prices to market participants, particularly with lower income
consumers.

There also appears to be significant potential to support market aggregation
initiatives in order to strengthen market competition.

It is therefore recommended that a major monitoring exercise be mounted by the
ESC to track both the performance of market contracts over time and their
performance against the previous standing/deemed arrangements.

It is also recommended that initiatives in market aggregation be seriously
investigated in terms of organisational viability to date, potential for public benefit and
economic support desirable to achieve future optimum aggregate small consumer
benefits.
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Chapter 4: Access to Electricity Services

4.1 Introduction

Our priority is water, electricity and gas over everything else. You have
to run your fridge, you don’t want cold showers, you need to cook food,
heat your children. When you don’t earn much money you tend to
spend more time at home because you can’t afford to go anywhere, so
you need the home to be warm and comfortable (Wallis, 2004b:36).

As this comment from a low-income family in regional Victoria illustrates, electricity,
gas and water are essential to a basic standard of living. There are, however, several
potential barriers for consumers in accessing these essential services.

For example, approximately 250,000 Victorian households do not have physical
access to reticulated gas (ESC, 2004b) — predominantly in rural and regional areas.
Instead, those households rely on electricity as their sole energy source or use
alternative gas supplies which usually means that their energy costs are much more
significant.®

For many Victorian households, the affordability of the electricity supply is an
additional and significant barrier to their access. From time to time, many low-income
households will struggle to pay their bills and for some, electricity bills are an
unrelenting cause of stress. Where bills remain unpaid, the risk is that the household
will be disconnected from supply.'

A recent report by the CLCV and CUAC looked at disconnection from utilities and
documented the severe impacts that disconnection has on a household already
struggling to pay their bills (Rich and Mauseth, 2004). In particular, the report noted
the level of stress involved where families sacrifice other expenditure to pay their
bills, often jeopardising the health and welfare of family members, particularly
children or the elderly.

The introduction of a competitive market for electricity, as part of the Victorian
reforms, created the potential for additional barriers for consumers in accessing
essential services. Critically, there is the risk that electricity suppliers might perceive
low-income consumers as financially unattractive and choose not to supply to them.
This outcome has occurred in several deregulated markets, primarily the financial
services markets where low-income and disadvantaged consumers often have
limited access to financial products. For example, low-income consumers are often
relegated to a fringe credit market for their credit needs, such as payday loans, which
come at an exploitative cost."’

More generally, competitive markets can also give rise to barriers that affect the
consumer’s ability to exercise their market power. An example is the information
asymmetry between suppliers and consumers which inhibits a consumer’s ability to

® In June 2003, the Victorian Government launched the Natural Gas Extension Program through which
access to reticulated gas will be extended to those parts of Victoria that do not currently have access to
reticulated gas.

10 Generally speaking, while electricity and gas retailers are permitted to disconnect a customer for
failure to pay a bill under the Energy Retail Code, water companies can only restrict supply to a
minimum flow amount.

" See Wilson, Payday Lending in Victoria (CLCV, July 2002).
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navigate the market and make sense of competing offers, consequently inhibiting the
consumer’s ability to exercise their market ‘choice’ between products or services.

In this chapter, an assessment of consumer outcomes resulting from the Victorian
electricity reforms in terms of access is made. The chapter asks:

e Has access to the electricity network improved with reform or has private
investment in electricity infrastructure inhibited the extension of the network to
more remote areas of Victoria?

e Has reform brought beneficial outcomes for low-income and disadvantaged
consumers by making energy more affordable, increasing their ability to pay
their bills on time and avoid disconnection?

e Has the competitive market for electricity created any new barriers for
consumers?

In line with the assessment made throughout this report, the focus of this chapter is
on the extent to which reform has brought beneficial outcomes for consumers. Where
we find that consumer benefits have not been realised, the chapter discusses ways
in which benefits might be maximised.

In addition, where it is found that some consumer groups have disproportionately
received the benefits of reform, such that there are clear winners and clear losers
from reform, we make recommendations for how benefits might be more equitably
distributed.

4.2 Physical Access to The Electricity Network

In the years prior to reform, the SECV significantly expanded its service
infrastructure, increasing the numbers of customers it serviced (Cornwall, 1994). Gas
and water service infrastructure were similarly extended during this period (Cornwall,
1994).

In 1994, organisations such as the CLCV commented on the State’s network
expansions and in particular voiced the concern that in a deregulated market, supply
networks would only continue to expand if it was commercially viable for competing
companies. Otherwise, the CLCV suggested, the Victorian Government would have
to provide ongoing investment in infrastructure (Cornwall, 1994).

Looking at the outcomes of reform, the fear that supply network expansion would
cease in a deregulated market has not been realised - today, although access to
electricity networks is not universal across Victoria, most households do have
access.

This outcome is likely to be the result of a regulatory requirement imposed on
distributors to ensure new connections to the electricity grid. Those communities and
households who do not have access have a right to seek connection through their
local distributor."? Pursuant to their licenses, distributors must provide physical

"2 Because distribution is a natural monopoly activity, most areas of Victoria are covered by only one
licensed distributor. There are five distributors that distribute electricity at high and low voltages over
distribution networks in their region. The metropolitan distributors are AGL Electricity, CitiPower and
United Energy; the rural distributors are TruEnergy (formerly Eastern Energy) and Powercor.
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connection, including any poles, wires and meters, to properties that previously did
not have a supply of electricity (ESC, 2004b)."™

There are, however, some communities in remote areas for whom the cost of
connection to the network would be too significant. Those communities must rely on
stand-alone (off-grid) systems.™

Stakeholders representing rural and regional communities all agreed that physical
access to electricity infrastructure was not an issue for their constituents (interviews,
2005). However, the lack of connection to reticulated gas and resulting predominant
reliance on electricity as an energy source was considered a critical problem.

This was particularly the case for those households in areas that experience the
extremes of weather year round. For example, most households in the Murray Mallee
region receive comparatively high electricity bills without a means of reducing their
consumption of this power source. In the following section 4.3 — Maintaining Access,
the issue of how a predominant reliance on electricity, coupled with an inability to
control consumption, impacts on a household’s ability to pay their bills and avoid
disconnection. This issue is one that significantly affects those in outer areas of the
state who in many cases are finding it harder than their metropolitan counterparts to
maintain their access to supply.

4.3 Maintaining Access

The most significant barrier for many consumers in accessing electricity is
affordability. If a household has difficulties paying for the energy it uses, it risks being
disconnected from supply, which can have far-reaching consequences on health and
wellbeing.

In this part of our analysis of access outcomes, we ask: are consumers today finding
it easier to pay their bills on time than in the years prior to reform? We undertake this
analysis in two parts. First, we look at disconnection levels as an indicator of the level
of difficulty experienced by households in maintaining access to supply - we track
these levels across the reforms to measure consumer outcomes. Ultimately, we find
that while levels have been relatively low since the mid-1990s, there is still room for
improvement.

Second, we look at the issue of disconnection from a distributional perspective. It is
clearly low-income and disadvantaged consumers for whom the experience of

'® This contrasts the expansion of gas supply, where there were recently still some 250,000 Victorian
households (who mostly live in smaller towns and rural areas) without access to the distribution network
(ESC, 2004b). Here, in recognition that commercial considerations operate as a barrier to greater
customer access, the regulatory framework imposes an obligation on gas distribution companies to
reticulate consumers within one kilometre of the network. In 2003, the Victorian Government committed
$70 million in funds to its Natural Gas Extension Program under which the network will be extended to
currently unserviced areas in rural and regional Victoria.

Households with stand-alone solar energy systems are entitled to subsidies through the
Commonwealth Photovoltaic Rebate Program, administered in Victoria by the Sustainable Energy
Authority of Victoria (the SEAV). Some households also rely on burner fuels, such as kerosene and
heating oils, which are expensive (SEAV, 2003). See Energy for Victoria, A Statement by the Minister
for Energy and Resources (The State of Victoria: Department of Natural Resources and Environment,
2002), Appendix A at 55. This additional cost for households has recently been recognised by the
Federal Government - in a media release dated 15 June 2004, the Honourable John Anderson MP,
Deputy Prime Minister, Minister for Transport and Regional Services, announced energy reforms
targeted at rural communities and businesses as part of the Government's Energy Statement. In
particular, these reforms included the abolition of excise on burner fuels used by rural households
(Commonwealth Government, 2004).
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disconnection is often an impending or actual reality. Many of those consumers are
also rural and regional consumers.

Trends in disconnection

The primary indicator of the degree of difficulty faced by consumers in paying their
bills and maintaining access to supply is the rate of disconnection for non-payment of
a bill. The traditional assumption is that an increased number of households being
disconnected for non-payment is an indicator of a greater level of difficulty generally
being experienced by those households.

Figure 4.1 below, shows disconnection rates for small customers (both domestic and

non-domestic) for non-payment across a 20-year period, from January 1984 to
December 2003.
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Figure 4.1 Victorian Electricity Disconnections (Domestic and non-domestic)
1984-2003

Source: ESC (2004¢€)

Looking at the pattern over the last 20 years, it is clear that the number of
disconnections dropped in 1985 and remained low until a dramatic increase from
1992 to 1994. From 1994, the number of disconnections for non-payment steadily
decreased, reaching the lowest levels in fifteen years in 1999. From 1999 to 2003,
however, there has been a moderate but steady increase in disconnection rates.'

The significant decrease in disconnections from 1995 directly correlates with the
period during which Victoria’s electricity assets were sold to private enterprise. At first
blush, this correlation might lead to the conclusion that privatisation brought the
benefit of reduced disconnection numbers. Indeed, this view was recently espoused

"% If we were to divide this two decades into three equal periods, we might remark that the last period
had fewer disconnections than the first period, with a highly disruptive ‘reform peak’ in which
disconnection numbers both spectacularly rose and fell.
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by one of the three major Victorian retailers, Origin Energy (Origin, 2004), in a
submission to the ESC:

[Plrivate-sector retailers have...cut the number of electricity
disconnections by over 300%. Consequently, the Comparative
Performance Reports now tend to highlight marginal changes around
baseline results which are in fact equal to historical lows.

However, in 1997 Romeril had already made an important observation in this context.
Specifically, she criticised the claim that disconnection numbers decreased in real
terms following privatisation. She argued that the purported ‘decrease’ was actually
preceded by a massive surge in disconnection numbers from 1992 to 1994 when
Victoria’s electricity assets were disaggregated into a number of businesses in
anticipation of their sale to private interests. From 1992-1994, disconnection numbers
increased by 250% and were at a record high.

Romeril (1997) suggested that debt collection practices were increased to place
Victoria’s assets at their best for sale. Overall, Romeril argued that the purported
decline following privatisation simply brought levels back to the levels they were at
under the SECV in the years prior to the reforms. In this sense, reform, if anything,
lead to a significant increase in disconnection numbers from 1992- 1994.

Looking at the more recent period of reform from 1999 and with the advent of FRC
for small customers in 2001, it is clear that disconnection numbers have been
steadily increasing. This increase has been noted by the ESC in each of its annual
comparative performance reports from 2001-2004 (ESC, 2001a, 2002b, 2003e,
2004e).

For instance, 2001 saw an overall increase of 30% in the rate of disconnections from
the previous year and in 2002, there was a 12% increase in the number of customers
disconnected in the same name (ESC, 2002b). In its 2002 comparative reporting
report, the ESC (2002b:6) remarks,

The overall rise in disconnection and reconnection in the same name
continues the upward trend, evident since 1999.

In 2004, 52% of customers’ disconnected were reconnected in the same name
compared with 47% in 2003 (ESC 2005a:28).

The increase in disconnections reported by the ESC is consistent with the complaints
statistics reported by EWOV. Indeed, EWOV (2002a, 2003b) has reported an
increased number of electricity disconnection cases in every six-month reporting
period across the years 2001, 2002, 2003 and 2004 as set out in Figure 4.2 below. It
is pleasing to note, however, that in the most recent EWOV report, for the period 1
January 2005 — 30 June 2005, there was a fall in disconnection cases. Electricity
disconnection cases fell 55% from 850 to 382 (the lowest since the second half of
2001) and gas disconnection cases fell 57% from 437 to 187 (the lowest since the
second half of 2003) (EWOQV 2005:1). As the Ombudsman, Fiona McLeod noted,

The trigger for this fall in disconnection cases appears to have been the State
Government’s introduction of the wrongful disconnection payment (WDP) legislation
from 8 December 2004. The WDP applies to disconnections on or after this date,
where the electricity or gas retailer failed to comply with the terms and conditions of its
contract with the customer.

(EWOV 2005;1)
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Figure 4.2 EWOV Electricity Disconnection Cases (1999-2003)
Source: ESC (2004¢€)

However, whether the reported increase in disconnections since 1999 is an ‘upward
trend’ is a point of debate. In a report commissioned by the ESC, as part of the
ESC’s development of its new performance indicators, the Allen Consulting Group
(2003:6) noted:

There has been some increase in electricity disconnections since 1999,
and there are different views as to whether this reflects data gathering
‘noise’ or a changing trend.

On this issue, EWOV (2004b) have noted,

Quite simply, billing disconnection/restriction cases are going up. As to
why, | have to wonder whether the problem lies with the various
arrangements already in place, or whether there are some vital
elements missing from those arrangements.

EWOQV suggests that the increase in energy disconnection cases indicates that ‘the
practice of disconnecting customers in arrears is continuing at a significant rate’
(EWOV,2002a:10). EWOV has also said that increasing disconnections gives rise to
concerns ‘about how well a customer’s capacity to pay is being assessed’ (EWQOV,
2003c:2).

Similarly, the Consumer Coalition (2002) reported that since the introduction of FRC,
there has been a higher incidence of disconnection reported by financial counsellors.
The increase has been attributed to rigid credit mechanisms used by companies to
pursue consumer debts (2002:109),

It was reported that more rigid credit mechanisms have led to an
increased difficulty of consumers to negotiate repayment plans and debt
arrangements which in turn has led to an increased incidence of
disconnection due to financial hardship. The emphasis placed on credit
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mechanisms by retailers has managed to bring the financial vulnerability
of low-income and vulnerable consumers to the fore.

There is also the hidden face of disconnection - those households who do not feature
in disconnection numbers as they manage to pay their bills by either sacrificing fuel
or other essentials needs (such as food and clothing) to pay the bill. As one
stakeholder noted (interview, 2005), ‘disconnections are only the tip of the iceberg’
and the actual numbers of households experiencing problems paying their bills and
maintaining their access is much more significant.

By way of example, Gasden (1999) of the Smith Family discussed the results of a
client survey which reported that 75% experienced an ever-present inability to pay
utility bills. Gasden comments,

Often compounded by low standard housing and higher operational
costs of poor quality appliances, utility bills are an unrelenting cause of
episodic crisis for people in poverty.

In its report into the effectiveness of FRC, the ESC (2004a:32) noted that at any one
time between one-sixth and one-fifth of Victorian consumers may experience energy
affordability problems.

Disconnection numbers — an indicator of consumer outcomes

The data on disconnection numbers collected by the ESC as part of company
performance reporting does not distinguish between households who are
disconnected as a result of an inability to pay and those who simply elect not to pay
the bill. Therefore, the ESC (2004f) says, the data on disconnections cannot be used
as an unambiguous measure of energy hardship.'®

However, in 2002, EWQV prepared a report to the ESC on the disconnection cases it
received from January 2002 until September 2002. Specifically, the EWOV (2002b)
noted that the majority of disconnection cases concerned those who were having
difficulties paying, as distinct from a failure to pay. It is suspected that the same result
would arise should EWOV choose to track another period of its disconnection cases.

On the basis of the findings in the EWOV report (2002b), arguably while
disconnection numbers across the period of reform are not an unambiguous measure
of the levels of difficulty experienced by households maintaining access to their
supply, they are nevertheless indicative. Comparing disconnection levels since
reform to those existing pre-reform gives rise to a variety of interpretations. Figure
4.1 suggests that Victoria’s recent disconnection figures are now back to a level
which existed around 1985-1988. From the perspective of low-income and vulnerable
consumers, a disappointing aspect of reform has been an inability to curb rising
disconnection levels over the last five years. From the perspective of this group, it is
arguable that consumers have not received the benefit of improved access — it is not
getting any easier to maintain supply and if anything, it is now appears to be getting
harder.

'® The ESC recently reviewed the performance indicators it requires companies to report against to
ensure that they operate as sufficient indicators of energy affordability issues and the manner in which
retailers deal with customers. The ESC (2004e) has now approved revised indicators which will include
cross-referencing of disconnection and instalment plan data, highlighting households subject to multiple
disconnections over a period, and separating disconnection figures by concession card status. These
revised indicators came into operation on 1 January 2005.
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The primary reason that households will have difficulty paying their bills and
maintaining their access is the overall affordability of the energy they use. The central
factors that impact on affordability are:

a. the price of electricity;
b. consumption levels; and
c. inadequate income.

a) The price of electricity

The Chief Executive Officer of the United Kingdom’s electricity and gas markets
regulator, Ofgem, has stated that the lowering of energy prices is the single most
important factor in reducing fuel poverty (Office of the South Australian Independent
Industry Regulator, 2002).

Little surprise, then, that Rich and Mauseth (2004) found a direct correlation between
annual disconnection numbers and trends in the average annual bill for electricity.
For example, as electricity bills fell after 1994, so too did the number of electricity
disconnections for non-payment. When average annual electricity bills were at their
lowest in 1999-2000, the number of electricity disconnections for non-payment also
reached their lowest level (Rich and Mauseth, 2004). Further, with average annual
electricity bills for Victorian households rising since 2000, so too has the number of
disconnections for non-payment risen. In comparison, not only have business-end
users enjoyed lower prices, so too have the number of disconnections of businesses
declined (ESC, 2003c).

The preceding chapter found that the price benefits associated with reforms to the
Victorian electricity industry, including the introduction of FRC, have not been
equitably distributed across all consumer groups, with domestic consumers
experiencing only a slight decrease in real electricity prices as compared to high
volume business consumers. In addition, data from each of the PC, the ESAA and
the ESC indicates that where price savings to domestic consumers have been
realised, the benefits have generally gone to higher volume business consumers and
metropolitan consumers, in preference to low-volume and rural/regional consumers.

Overall, therefore, whilst reform may well have delivered some average benefits in
terms of improved access, there has also been a failure to fully reap the potential for
better access for those experiencing fuel poverty. In addition, as one stakeholder
(interview, 2005) commented,

You would probably say that the reforms in a direct sense are probably
more regressive .... poor people tend to pay more for utilities as a
proportion of their household expenditure.... Have they seen big falls?
They haven’t seen them. The prices remain, in real terms, rather static.

b) Consumption levels

In addition to the unit price of energy, the ability of a household to afford or pay their
bills can be equally influenced by how much electricity the household consumes.
Difficulties in controlling consumption, for example, by requiring more energy due to
life-cycle stages or using inefficient appliances will usually result in higher bills and
increased payment difficulties.
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Households likely to have difficulty controlling the amount of electricity they consume
include households with occupants predominantly at home, as a result of life-cycle
stages, illness or unemployment. Similarly, households with thermal inefficiencies -
poor quality housing construction, inadequate insulation, inefficient appliances and
reliance on electricity as the primary power source — will equally have trouble
controlling their consumption (see generally VCOSS, 2003). Such households will
typically include tenants in public housing as well as low-income private rental, where
housing stock is often poor in quality and occupants have little ability to improve
housing stock (VCOSS, 2003).

Difficulties controlling consumption also tends to affect consumers in rural and
regional areas who do not have access to reticulated gas. These consumers are
forced to rely on electricity, a more expensive type of energy, as their predominant
power source or LPG gas, which is even more expensive. Stakeholders representing
rural and regional communities noted that the lack of substitution of electricity as an
energy source was a critical problem for their constituents (interviews, 2005). This
was particularly the case for those households in areas that experience the extremes
of weather year round. For example, most households in the Murray Mallee region
receive comparatively high electricity bills without a means of reducing their
consumption of this power source.

The primary way in which a household can reduce its consumption levels is through
energy efficient stock and appliances. This includes insulation, energy efficient
appliances, housing and the use of alternative energy sources such as reticulated
gas. In a Media release from the Minister for Energy Industries and Resources
(2004), Mr Theophanous explained, ‘retrofitted homes can save up to $170 on
energy bills per year’.

A number of financial counsellors, representing both low-income and disadvantaged
clients from metropolitan Melbourne and rural and regional Victoria stated that with
respect to energy efficiency, reform has failed low-income consumers (interviews,
2005). Specifically, it was reported that during the period under the SECV, much
more was done in relation to energy efficiency initiatives for low-income consumers.
A comparison was drawn between the extensive nature of the SECV’s home energy
advisory service and the limited nature of the advice provided by energy retailers
today (interviews, 2005).

As part of the SECV’s advisory service, energy audits were undertaken and where
necessary, insulation and efficient appliances were supplied to assist consumers to
control their consumption levels. By contrast, energy retailers today have an
obligation under the regulatory framework of information provision only. It was argued
that the provision of information about energy efficiency alone is insufficient.
Particularly, in the absence of proper home audits and funds to assist to retrofit, bare
advice is meaningless.

In addition, several financial counsellors (interviews, 2005) noted that on occasions
energy companies have failed to meet their current obligations under the Retail Code
by either failing to provide energy efficiency advice to customers experiencing
payment difficulties or providing insufficient or inappropriate advice. In a similar vein,
the FCRC (2004) in a submission to the ESC discussed the regular failure by energy
retailers to provide energy efficiency advice. The following case study was provided
by way of example (FCRC, 2004:31),
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Mr A is a young person on Austudy and works part-time. He rents an all
electric flat. His first electricity bill was excessive at $327. He
immediately contacted the retailer. He was asked to agree to an
instalment plan of $85 per fortnight in order to pay the arrears. The next
bill was $410 although he had consciously restricted his consumption.
The retailer then suggested he move dwelling.

A stakeholder (interview, 2005) commented in a similar vein, as follows,

[Retailers] are required under the Code to provide energy efficiency
advice but people are directed to a couple of pages on the website ...
We have heard stories about people being told on the phone that their
fridge is the problem ... which is often the case, but maybe you would
want to know for sure before you chuck it away and buy a new one. And
| think there is a tension there from the retailers that reducing
consumption isn’t necessarily something that they feel great about
encouraging.

Financial counsellors (interviews, 2005) also raised concerns about the energy
efficiency information available on retailers’ websites, arguing it is virtually
meaningless to low-income consumers who are unlikely to have access to the
Internet. Indeed, recent studies indicate that low-income families are less likely than
wealthier families to have Internet access. A research report by the National Centre
for Social and Economic Modelling (NATSEM) noted that the take-up of household
Internet services by the year 2000 varied significantly according to household
income - higher-income households were much more likely to have access to the
Internet than low-income households (Sharam, 2003). The Smith Family (McLaren
and Zappala, 2002) have also produced research indicating that low-income families
are less likely to have Internet access and to a lesser degree, a computer. Similar
findings were made in research undertaken by the Australian Bureau of Statistics
(ABS, 2003).

The Victorian Government and the ESC (2004b) have clearly recognised the impact
of thermal inefficiencies on the size of a household’s energy bills. Importantly, energy
efficiency initiatives are currently being pursued in Victoria through the Energy Task
Force project, a joint initiative of the SEAV and the Department of Human Service’s
Neighbourhood Renewal (SEAV, 2003). Piloted in 2003, the Energy Task Force has
received considerable funding from the Victorian Government to target 16 low-
income areas over the next three years.

However, we consider that there is a much greater need for energy efficiency
initiatives than can be sustained by the Energy Task Force. In addition, a rural
financial counsellor (interview, 2005) raised a concern about the areas that are being
targeted by the Government under energy efficiency initiatives. In particular, the
areas most in need, namely those without access to reticulated gas supply, are not
being targeted, thereby creating distributional issues.

Electricity retailers currently have little incentive to undertake broad energy efficiency
programs comparable to the energy efficiency advisory service of the former SECV.
One financial counsellor noted that the SECV had a key interest in reducing
consumption to avoid the need for and costs associated with a new power station. In
today’s marketplace, retailers seeking to make a profit and encourage higher levels
of consumption to make the margin worthwhile presumably have the opposite
incentive.
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Overall, therefore, reforms have seen a reduction in energy efficiency programs,
which is a detriment to those low-income households, including rural and regional
households, experiencing affordability problems. In this sense, those consumers
have not received meaningful benefits from reform. They are also disproportionately
disadvantaged as the current levels of difficulty they experience with paying bills and
maintaining access is, arguably, being exacerbated.

In our view, wide-ranging energy efficiency and retrofitting initiatives are critical in
order to address a major contributor to affordability issues for low-income households
and the consequent distributional problems that affordability problems give rise to.
Such initiatives could be modelled on the United Kingdom’s fuel poverty strategy by
involving the ESC, industry and government in a range of programs. The UK’s
strategy, introduced in November 2001, encompasses a range of programs to
alleviate fuel poverty which are implemented and carried out by the UK Government,
the energy regulators, private energy companies and local councils (UK Department
of Trade and Industry, 2003). For example, under the UK model, energy companies
are required to meet energy saving targets through active promotion of energy saving
measures to residential households, at least 50% of which must relate to low-income
groups (UK Department of Trade and Industry, 2003).

Tenants are a major group of consumers who are affected by affordability problems
as a result of energy inefficiencies. As a minimum, to protect this vulnerable
consumer group, the Victorian Government should seek to upgrade the energy
efficiency of public housing as well as mandate minimum energy efficiency standards
for private rental premises. In addition, retrofitting initiatives need to be specifically
targeted to those low-income households in rural and regional Victoria whose
affordability problems are exacerbated by a reliance on electricity as a power source.
This is particularly so given stakeholder concerns about which geographical areas
are currently being targeted by the Energy Task Force and those which are not,
particularly the Murray Mallee region and Gippsland.

c) Inadequate income

The final factor impacting on the affordability of energy is the income of a household
— if a household has inadequate income, it will be forced to juggle competing needs.
Central to a household’s ability to afford the energy it uses is the availability of
government-funded energy concessions and grants. Generally available to
concession-card holders,” concessions include the Winter Energy Concession
(providing a discount on gas and electricity bills during winter) and the Utility Relief
Grant (a once-off concession for situations of unexpected hardship caused by
unemployment, sickness or funeral expenses).

While concessions and grants do clearly assist to make immediate bills more
affordable, there are criticisms about how effective the current concessions and grant
framework actually is in assisting consumers with long-term affordability problems.
The FCRC (2004:29) specifically noted that financial counsellors were ‘uniformly
dissatisfied’ with the operation and scope of Utility Relief Grants. Issues and
concerns include the narrowness of the scope for a Utility Relief Grant, the
complexity of the application forms and inconsistency amongst retailers in the level of
assistance provided to consumers who may be eligible for a grant (FCRC, 2004:29-

" Including Pensioners Concession Card, Health Care Card, Health Benefits Card or a Department of
Veterans’ Affairs Gold Card.
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30). At times, it was noted, retailers fail to provide customers with adequate details
on the availability of concessions and grants (FCRC, 2004).

The inability of the current concessions scheme to render essential services more
affordable for many low-income households was also highlighted by Rich and
Mauseth (2004) in their report. We therefore consider that in light of current trends in
disconnections and the ESC'’s finding that affordability problems are affecting an
extensive number of Victorians, a comprehensive assessment of the concessions
and grants framework needs to be undertaken to determine how effective it is in
aiding affordability.

The Energy Retail Code

The Retail Code encompasses obligatory minimum standards in relation to
disconnection for non-payment and payment difficulties. In particular, the Retail Code
prescribes certain procedural steps that a retailer must undertake, including several
notifications of the failure to pay a bill, before it can disconnect a customer for non-
payment.' The Retail Code also imposes obligations on the retailer to undertake an
assessment of the customer’s capacity to pay and to offer an appropriate instalment
plan, undertake to monitor the customer’s consumption while on an instalment plan
as well as provide information about concessions, grants and energy efficiency.'®

However, many community advocates remain concerned that retailers often fail to
carry out their obligations under the Retail Code or fail to carry them out in a
meaningful way,

In cases of hardship, many instalment plans made between the
customer and the retailer — when the customer has not had advice from
an advocate — fail as the retailer bases the plan on recovery of debt
within a 12 month period or less ..... However, in a majority of cases
such instalment plans involved the continuing accumulation of arrears
because the rate of repayment does not cover future consumption
(FCRC 2004:26)

This appears to be evident across the period of reform. For example, Kliger (1998),
who documented 215 case studies collected from financial counsellors between 1
January 1988 and 1 October 1998, reported that in 32% of cases where customers
were in financial hardship, energy retailers proposed unrealistic payments plans.

An example of the consequences of an unrealistic payment plan is clear from the
following response to the CLCV Survey (Wallis, 2004b:34-35),

| couldn’t afford to pay a particularly high electricity bill. ... | went onto a
payment plan to pay $60 a month seeing that the reduced bill was still
around double my usual bills. | had a lot of trouble paying it off. |
reduced the amount | spent on petrol, entertainment for the kids (for
example, videos etc) and bought cheaper brands in the supermarket.

In addition, while all electricity retailers have now implemented or agreed to
implement hardship policies, the almost universal perception amongst consumer
advocates, including financial counsellors, is that the current state of hardship
policies is far from ideal. In a similar vein, EWOV (2004b:4) has noted,

'8 Retail Code, Clause 13.1.
'® Retail Code, Clauses 11 and 12.
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... the hardship programmes implemented (or being implemented) by a
number of electricity and gas retailers were not yet sufficiently
accessible to customers, or comprehensive enough, to proactively
address capacity to pay issues.

Given the aim of minimising disconnections for inability to pay, it would now seem
appropriate for the ESC to impose an obligation on retailers to develop hardship
policies based on minimum standards. This could be imposed as a guideline set out
in the Retail Code, or similar to the hardship policy obligation in the water Customer
Service Code covering metropolitan and regional-urban water businesses that
mandates a standardised set of minimum obligations in dealing with customers in
hardship. A minimum standards framework for hardship policies would reduce the
scope for arbitrary and ad hoc policies that fail to adequately address the needs of
low-income consumers.

The content of a minimum standards framework for hardship policies could be
modelled on the guidelines developed for energy companies when dealing with debt
and disconnection in the United Kingdom.?’ The guidelines were developed by
Ofgem, together with EnergyWatch, the electricity and gas watchdog, in consultation
with energy retailers and consumer representatives. The guidelines are based on the
following minimum standards:

Methods of identification of customers in financial hardship;
Minimisation of billing errors;

Links to retro-fitting/efficiency programs;

Flexible payment options;

Sustainable solutions to extreme hardship; and

Targeted assistance to vulnerable customers.

SR WON=

These standards are outlined in Table 4.1, below.

It is also pleasing to note that there have been significant developments over the past
year in order to try to address the issue of financial hardship of energy consumers in
Victoria. These include the Utility Debt Spiral Project initiated by the Committee for
Melbourne and the Victorian Government's Committee of Inquiry into Financial
Hardship of Energy Consumers.

Committee of Inquiry into Financial Hardship of Energy Consumers

On 13 March 2005, the Victorian Minister for Energy and Resources, the Hon. Theo
Theophanous, announced the establishment of a Committee of Inquiry into Financial
Hardship of Energy Consumers. In response to reports by consumer advocacy
groups, EWOV and the ESC, which highlighted significant concerns around the
management of energy consumer hardship, particularly disconnections for non-
payment of energy bills, the Committee of Inquiry aims to develop an effective
hardship policy framework and further address the issue of supply disconnection.
The inquiry aims to:*'

e examine situations where consumers are disconnected on account of being
genuinely unable to afford their energy bills;

2 The development of the guidelines is part of Ofgem’s broader Social Action Plan. For further
information about the guidelines see www.ofgem.gov.uk.

2! The full terms of reference for the Inquiry can be found at
http://www.doi.vic.gov.au/doi/internet/energy.nsf.
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e assess the impact on consumer hardship of the policies and practices of
energy retailers, government departments and agencies, and financial
counsellors and welfare agencies; and

e recommend a broad allocation of responsibility for mitigating against energy
hardship between retailers, government and consumers.

The Government made a commitment to halt the use of pre-payment meters until it
receives and considers the Committee’s advice around the relevant issues.

Three Committee members were appointed by the Minister to undertake the Inquiry,
namely, Professor John Nieuwenhuysen AM (Monash University), Ms Cath Scarth
(Brotherhood of St Laurence) and Mr John Huitfeldt (Customer Service
Benchmarking Australia). A Reference Group comprised of representatives from
welfare and consumer organisations, the energy industry and two State MPs, were
also appointed to assist the Committee.

The Committee has stated that it will provide a final report to the Minister for Energy
Industries and Resources in late 2005.

Utility Debt Spiral Project

The Utility Debt Spiral project harnessed the expertise and involvement of business,
government, regulators and civil society to test the premise that water, electricity and
gas bills can be a significant factor in personal debt spirals and the poverty trap.
Participants in the project proceeded on the basis that:

e no person should be disconnected from an essential service solely due to an
inability to pay; and

e essential services should be available to all on fair and reasonable terms, and
without compromising health and other welfare needs.

The project then examined and identified Victorian experiences in relation to:

o the characteristics of people at risk;

e the characteristics of effective social and economic regulatory frameworks
and policies to assist people at risk; and

e a range of ‘best practice’ solutions to address payment problems for
disadvantaged utility consumers.

These experiences were consolidated into a comprehensive report in 2004. In
particular, the report noted that metropolitan Melbourne water retailers have taken a
leading role in developing hardship policies and this has contributed to the
development of customer hardship programs by energy retailers, including AGL,
Origin Energy and TRU Energy.
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