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Thank you for your request, received on 20 July 2022, for the following information under the
Official Information Act 1982 (he Act):

¢ The Nova submission on the FTR market review (in its entirety).

The Authority has identified one document within scope of your request. This is attached to this
letter.

Some information is being withheld under Section 9(2)(b)(ii) of the Act to protect information where
the making available of the information would be likely unreasonably to prejudice the commercial
position of Nova.

| am satisfied, in terms of section 9(1) of the Act, that the need to withhold the information referred
to above is not outweighed by other considerations that render it desirable, in the public interest, to
make the information available.

You have the right to seek an investigation and review by the Ombudsman of this decision.
Information about how to make a complaint is available at www.ombudsman.parliament.nz or
freephone 0800 802 602.

If you wish to discuss this decision with us, please feel free to contact us by emailing
oia@ea.qovt.nz.

Yours sincerely

S

Sarah Gillies
GM Legal, Monitoring and Compliance

Level 7, AON Centre, 1 Willis Street, PO Box 10041, Wellington 6011, New Zealand +64 4 460 8860 +64 4 460 8860 www.ea.govt.nz
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Nova Energy Limited

PO Box 3141, Wellington 6140
Submissions
Electricity Authority

PO Box 10041
Wellington 6143

By email: wholesaleconsultation@ea.govt.nz

Re: Financial Transmission Rights market review
Nova Energy (Nova) agrees that a review of the FTR market is appropriate.

Given that Nova does not currently trade in the FTR market, it's views on the‘issues and questions
raised by the Authority will likely be interpreted as reflecting directly on Nova’s-internal commercial
arrangements. Nova therefore requests that the attached submission be treated in-confidence and
withheld from public release.

FTRs originated around the world and were introduced to provide financial transmission rights to
market participants. Ideally the FTR market would be fully integrated with the costs of delivering of
electricity transmission. As such it would be incumbent on the transmission grid owner to maintain
its network to meet the demand for FTRs. In turn, the transmission owner secures FTR revenue to
apply to increasing transmission capacity for the long term i.e. to keep removing constraints where
they arise or are expected to arise. Therein they can be.used to solve the problem of who pays and
who benefits from increases in transmission capacity

In contrast, under the TPM and the current FTR market, Transpower’s revenues bear no
relationship to the existence or otherwise of'transmission constraints or locational pricing risk
(LPR). The FTR market as designed helps mitigate locational price volatility but offers no long-term
security over access to transmission capacity for generation or load, i.e. there is no capacity ‘right’
as such. Currently FTR payments are also dominated by the financial costs of lines losses rather
than constraints.

Going forward, if NZ is to increase its electricity demand by 50-100%, then building new
transmission capacity will become very important. The FTRs could be used as a key instrument to
ensure transmission capacity is built where there are actual constraints on expanding generation or
meeting demand. Generation developers face a range of technical and financial risks when
investing in new projects. Transmission capacity is one risk that developers should be able to
mitigate against, but FTRs with a three year horizon cannot provide that. Generation projects need
transmission-access rights with time frames of ten years and longer.

The slow development of the FTR market reflects the lack of transparency on the financial benefits
that have been accruing to parties participating in the FTR market. Nor has there been sufficient
incentive for parties to provide training and support for market participants considering entering the
FTR'market. This is likely due to the small number of generators and retailers that participate in the
market for hedging purposes, and the complexity of the FTR market. Parties with the requisite
skills are more likely to trade on their own account rather than provide education and support to
market participants.

In effect, the FTR market has been more akin to an ‘insiders club’ than an open market. That
needs to change.

It is Nova’s view that despite the concerns raised by the Authority, the FTR market should be
retained, albeit with changes. Simply, the FTR market needs better design, greater promotion, and
increased support for prospective market participants.



Nova'’s further responses to the Authority’s questions are appended to this letter.

Yours sincerely

Paul Baker
Commercial & Regulatory Manager
P +64 4 901 7338 E pbaker@novaenergy.co.nz




Nova submission: Financial Transmission Rights market review In-confidence

Q No.

Observation 1

Q1

Q2

Observation 2

Q3

Question

Response

Changes in the make-up of renewable generation will see LPR continue to change over the next 10 years.

What is your view on how LPR
might evolve over the next
decade?

Do you see LPR as a genuine
risk to your business? Why/why
not?

As the number and capacity of new renewable generation grows, we can expect to
see more variation in power flows than'the historical pattern of south to north or vice
versa, depending on hydro inflows. With-an expected increase in solar PV generation,
LPR is also likely to become more seasonally variable. Increasing intermittent
generation share may also drive intraday pricing volatility and exacerbate LPR. With
retail prices largely fixed through the year, retailers are likely to want to hedge against
divergences from expected patterns of LPR.

LPR risk has become more significant to Nova with its expansion of generation
capacity in Taranaki and increased market share. The lack of an FTR node at Stratford
has been a factor in Nova not participating in FTRs to this point.

The closure of the Southdown and Otahuhu B power stations in 2015 increased the
location factor differences between Taranaki and Auckland from that time, which has
made-the need for location factor risk management more important to Nova.

The offset to Nova of the LPR has been the natural hedge of increased electricity
prices when the price spread between SFD and OTA is highest, i.e. during periods of
low hydro inflows. LPR has therefore not been a risk to the business as such, but it
does detract from the retail margins that should be realised at times, increased
earnings volatility, and the ability to compete effectively in some regions.

Retail competition has increased over time, however it is difficult to determine the influence that FTRs have on retail

competition.

What influence has the
availability of FTRs had on your
decision to compete for
consumers?













Q No.

Q11

Q12

Question

What do you think can be done to
maximise the efficient use of LCE
for the benefit of consumers?

Do you consider LPR to be an
impediment to effective retail and
generation competition? Why/why
not?

LNV
Response —i@
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As well as the lack of transparency, there has been a lack of support for parties
considering entry to the market. From Nova'’s perspective, the support has consisted
of ‘These are the forms that you need to complete for the FTR Manager and Clearing
Manager'. If the FTR manager had a financial interest in promoting the FTRs it would
be expected they would at least provide references to parties that could assist with
implementation, and perhaps offer to come into businesses to make presentations on
how FTRs could be used, internal controls, the benefits, and managing risks etc.

The number and location of FTRs has also not been overly helpful: the split between
ISL & KIK from BEN seems superfluous, as is the inclusion of WKM given the
transmission capacity between that and OTA and power-flows are always northward.

SFD should be included because the LPR is highly dependent on power-flows that
are dictated by hydro-generation levels. Some of the existing nodes have added
complexity for very marginal benefit. It is difficult to justify entering the FTR market in
the expectation that SFD may be added to the available nodes.

Simplify the-structure to a hub & spoke model, i.e. BEN & OTA as Sl and NI hubs
(OTA ratherthan HAY because OTA is used for ASX trading). The rest of the FTRs
should pair with those nodes in each island respectively. That would reduce the scope
for speculative trading.

It-would be even more valuable if the prudential security required for ASX futures
contracts could be held and offset by the Clearing Manager. That would then enable
retailers to manage their exposures much more cost effectively and the BEN-OTA
FTRs could be directly traded against net futures exposures at those nodes.

Add SFD in Taranaki (and possibly TRK or similar in the Bay Plenty). If the hub &
spoke model is adopted then ISL and WKM could be retained, but otherwise should
be removed from the list of FTR nodes on offer.

Reduce the volume of FTRs to be released. This would ensure the FTRs trade at a
price closer to their true value.

Yes.














