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Executive summary

The Electricity Authority Te Mana Hiko (Authority) is committed to the development of a
competitive flexibility services market in New Zealand to strengthen the electricity system —
making it more reliable, secure and affordable.

As our economy electrifies and more electricity is generated from weather-dependent
sources, flexibility in the use and supply of electricity will become increasingly important.
Technologies such as solar panels and battery energy storage systems give consumers the
opportunity to provide flexibility while also giving them greater control of their own energy
usage and costs.

The purpose of the ‘Guidance on distributor involvement in the flexibility services market’
(Guidance) is to encourage the development of the competitive flexibility services market.
This will in turn promote efficient investment in distributed energy resources, which supports:

¢ reducing overall electricity system costs

e providing consumers with more choice, and benefits from that choice, when
managing their electricity use and supply.

Encouraging a competitive flexibility services market is particularly important because:

e Electricity distributors have a natural monopoly in their core distribution business.
This means they do not face the same incentives, costs and risks as businesses
operating in a competitive market.

¢ As with any monopoly business, there is a risk that distributors will leverage the
advantages of that position into the adjacent flexibility services market (whether or
not they intend to), or be perceived to do so, and inhibit the development of a
competitive flexibility services market.

We have decided to issue guidance to encourage a more competitive playing field, rather
than set more prescriptive rules. We think this approach is appropriate given the market is
still developing and there is limited evidence to suggest that distributors are acting in a way
that inhibits the development of a competitive market. We also consider this principles-based
approach to be the most effective way to communicate our expectations to distributors and
all other parties in relation to a developing market.

We will monitor distributors’ alignment with the Guidance over time. We will do this, in part,
by monitoring distributors’ information disclosures, seeking assurance that appropriate
policies and procedures have been put in place, and inviting flexibility providers to report
misaligned distributor practices. At this point, we expect to assess distributors’ overall
alignment with the Guidance by mid-2027 with a view to then assessing whether further
regulation is required.
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Introduction

New Zealand's power system is undergoing a significant transformation. As the
economy becomes more electrified, managing peak demand fluctuations,
increasing variability and intermittency of energy sources, and maintaining system
resilience will become more difficult. A critical challenge for a change of this scale
will be delivering a level of security, reliability and quality of electricity supply that
reflects consumers’ preferences and minimises total costs. Flexibility services offer
the potential for lower immediate and longer-term electricity costs (e.g., less use of
peaking generation and less generation investment required) and lower longer-term
network costs (e.g., less poles and wires investment required) — and so leads to
more affordable electricity for consumers over time.

This paper sets out the decision by the Electricity Authority Te Mana Hiko
(Authority) to publish final guidance on distributor involvement in the flexibility
services market. It explains the Authority’s rationale for publishing the Guidance,
including how stakeholder feedback was considered when finalising the guidance.

Background

In May 2024, the Authority published the draft Guidance to encourage the
development of the flexibility services market in New Zealand. The draft Guidance
contained seven principles setting the Authority’s expectations for distributors
operating in the flexibility services market.

An online workshop was held in June 2024 where stakeholders discussed the
principles and shared their views and insights with all workshop attendees.
Stakeholders also had the opportunity to provide written feedback on the draft
Guidance.

In May 2025, we carried out a follow-up survey on the draft Guidance to allow
stakeholders to share any new insights since the workshop was held. The survey
questions included:

(a) whether the principles are comprehensive

(b) whether the principles are likely to create material unintended implementation
costs or problems for distributors

(c) how the Authority can monitor the benefits from the Guidance.

Overview of feedback

June 2024 workshop

3.1.

3.2.

More than 80 stakeholders attended the online workshop (in whole or part), with 64
attendees participating in break-out groups to discuss a case study in relation to the
principles outlined in the draft Guidance.

The general themes from the workshop included:

(a) the principles were fundamentally sound, and the intent of the guidance was
generally clear



3.3.

(b) attendees considered there were gaps in the guidance and further examples
were required to help distributors apply the guidance

(c) there were practical difficulties for distributors in contracting flexibility services.

The full summary of attendees’ feedback from the workshop is published on the
Authority's website."

July 2024 written feedback

3.4. The Authority received written feedback from nine organisations, including:
(a) one metering equipment provider
(b) five distributors
(c) a combined submission from a gentailer and aggregator.
3.5. The general themes from the written feedback included:
(a) the guidance is one-sided in nature and there is a gap in relation to obligations
for flexibility service providers
(b) the implications for distributors’ ripple control of hot water load
(c) the potential costs for distributors in implementing the guidance.
3.6. The written feedback is published on the Authority's website along with the
workshop summary.
May 2025 survey
3.7. The Authority received 17 responses to its May 2025 survey. At least nine of the
responses were from distributors.
3.8. The general themes from the responses to the survey included:
(a) further questions on how the guidance applies to distributors’ hot water ripple
control
(b) the difficulties for distributors in implementing the guidance, particularly Principle
3, which expects distributors to limit or prevent staff working across flexibility
services and regulated electricity distribution services.
4. Finalised Guidance after considering submissions
4.1. The Authority considers that the Guidance is needed and has published the final
guidance document. The rationale for each principle, further detail of the feedback
received and how the Authority has taken this into consideration is outlined below.
4.2. This section summarises the submissions on each of the principles in the 2024 draft

Guidance. However, the summaries are not exhaustive. Please read the individual
submissions for a comprehensive account of submitters’ views.

" See Distributor involvement in flexibility services market | Our projects | Electricity Authority for the workshop
summary and written submissions.



https://www.ea.govt.nz/projects/all/distributor-involvement-in-flexibility-services-market/

The key principles

4.3. The Authority developed the Guidance based on seven key principles for
distributors to apply when operating in the flexibility services market. This approach
is considered most effective given the developing nature of the flexibility services
market.

4.4, The key principles covered three broad areas:

(a) ensuring even-handed treatment of third-party suppliers of flexibility services
(Principles 1 and 2)

(b) protecting against the risk of distributors, intentionally or unintentionally,
deterring entry or expansion by third parties in the flexibility services market
(Principles 3-6)

(c) efficient use of flexibility by distributors (Principle 7).

Stakeholders feedback

4.5, Overall, stakeholders were generally supportive of the key principles. During the
June 2024 workshop, attendees said the principles were fundamentally sound and
the intent behind them was reasonably clear. This was echoed in the July 2024
written feedback and May 2025 survey responses where stakeholders expressed
further support for the principles.

The Authority’s response

4.6. The Authority has decided to finalise and publish its Guidance on distributor
involvement in the flexibility services market.

The Authority’s decision

4.7. No change to the key underlying themes of the principles. However, we have made
minor changes to the wording of some of the principles in the Guidance. These
amendments are discussed in turn below.

4.8. A new section has been added to the Guidance to encourage:

(a) distributors to contact the Authority if they wish to discuss the intention of the
principles, in the context of business decisions they are considering

(b) flexibility service providers to contact the Authority with specific examples of
distributors not following the Guidance.

4.9. Feedback from distributors will enable the Authority to fine tune the Guidance over
time and ensure it remains up to date and appropriate. Feedback from flexibility
providers will enable the Authority to gauge distributor alignment with the Guidance
and help inform future decisions about the need for regulation in this area.

Principle 1: Distributors should treat all suppliers even-handedly when
procuring flexibility services as inputs to regulated electricity distribution
services

4.10. Principle 1 establishes the Authority’s expectation for distributors to treat all
flexibility service providers, including themselves, even-handedly rather than
preferring related parties or self-supply.



Stakeholders feedback

4.11. Some stakeholders expressed concern that Principle 1 would impose additional
costs on distributors by requiring them to implement costly tendering processes for
procuring flexibility services. Some stakeholders considered this may deter
distributors from procuring flexibility services and/or that they would pass increased
operating costs onto their customers.

4.12. Some queried whether the Guidance applies only to situations where distributors
are actively procuring flexibility services or if it also applies where providers
approach distributors unsolicited to offer flexibility services on their network.

4.13. Several stakeholders requested the Authority clarify what constitutes a ‘de minimis
input’ for the purposes of Principle 1. This included whether time-limited trials could
be captured by the definition of ‘de minimis’.

The Authority’s response

4.14. The Authority notes the preference for distributors to procure flexibility services by
open tender is subject to the qualification “wherever practicable”. If a distributor
considers it would not be practicable to procure flexibility services by open tender,
for example because the costs of an open tender would outweigh the benefits, the
distributor could use alternative procurement methods, such as panels of preferred
flexibility providers. The principle provides for distributors using a range of open
procurement process provided all potential providers are treated even-handedly.

4.15.  The term ‘de minimis input’ has been removed from the Guidance. Instead, an
addition has been made to clarify procuring flexibility services should follow
distributors’ standard ‘service’ procurement policies and practices. In addition, we
have clarified the Guidance does not apply to time-limited trials of 18 months or
less. However, once the trial has been completed, any permanent or further need
for flexibility must align with the principles. The trial participants must not be given
preferential treatment, and all potential providers must be treated even-handedly.

4.16. We have also added that this principle does not apply where a provider approaches
a distributor unsolicited to offer flexibility services on their network. The exception to
this guidance is where the provider is a related party. In the case of an offer from a
related party, distributors are expected to be transparent about the offer and provide
others the opportunity to provide the flexibility service.

The Authority’s decision
4.17.  The Authority has decided to make minor amendments to the text relating to

Principle 1.

Principle 2: Distributors should be even-handed with all flexibility traders
connecting to their distribution network

4.18.  This principle seeks to ensure the development of a competitive flexibility services
market is not held back by raising the costs, or impeding the operation and
business development, of third-party flexibility traders.

Stakeholder feedback

4.19. We did not receive substantive submissions on this Principle.



The Authority’s decision

4.20. The Authority has decided to proceed with this Principle without amendments.

Principle 3: Flexibility services and regulated electricity distribution services
should not be jointly promoted, or bundled together in a way that advantages
the distributor

The Authority’s proposal

4.21.  This principle seeks to ensure the development of a competitive flexibility services
market is not held back or chilled by a distributor business unit or related party that
provides flexibility services being given an unfair advantage through promotional or
contractual links to the regulated electricity distribution service.

Stakeholder feedback

4.22.  Several stakeholders expressed concern that Principle 3 would be difficult for
distributors to implement and would have different impacts on large versus small
distributors. Some considered Principle 3 would require large distributors to create
artificial barriers within teams responsible for both network planning and flexibility
management. For small distributors, these roles may be undertaken by a single
staff member, which would make virtual ringfencing impracticable.

4.23. A key concern for distributors was whether the Guidance applies to their existing
load control mechanisms, such as ripple control of hot water. And, if so, what this
would mean for their obligation under Part 8 of the Code to inform the system
operator of their available controllable load for use under a grid emergency. The
reasons for this concern included:

(a) It would be impractical to operate ripple control at arm’s length within a
distributor’s business, particularly when responding to a grid emergency.

(b) Some networks have been built based on using ripple control to manage load;
requiring distributors to separate ripple control from the rest of their business
would impact on their ability to manage their network.

(c) Distributors aren’t confident that third-party flexibility providers would be able to
respond as effectively when there is a need to reduce load.

The Authority’s response

4.24. We note the Authority’s expectation that distributors limit or prevent staff working
across flexibility services and regulated electricity distribution services only applies
where it is practical for the distributor to do so. A distributor is not expected to
separate its flexibility and distribution services if this would not be practical, for
example, because of the small size of the distributor. However, a distributor should
ensure that staff who manage its flexibility services are not involved in decision
making regarding procuring flexibility services, as this may give rise to a conflict off
interest.

4.25.  The Authority considers that existing load control measures, including ripple control,
are captured by the definition of flexibility as they are used to alter customers’
consumption (or distributed generation) of electricity. However, we acknowledge
requiring distributors to quickly change the way they manage existing ripple control



4.26.

4.27.

4.28.

may create unintended consequences. For this reason, the Guidance emphasises
the importance of distributors providing a level playing field when considering future
investment in current and future flexibility solutions, or end-of-life replacement of the
system as an example under Principle 1.

Further consideration is needed of the benefits and costs, including the potential for
unintended consequences, of requiring distributors to identify and separately value
any bundled service embedded in existing lines charges. For example, currently,

(a) Controlled tariffs are typically discounted from uncontrolled tariffs, to encourage
connected parties to provide demand-side flexibility to the distributor.

(b) Tariffs for sections of the network with distributor-supplied battery support may
not separately reflect the value of battery support.

The Authority will consider this issue in the context of its network pricing work
programme and alongside the DPP5 workstream with the Commerce Commission,
given it has some overlap with the Commission’s regulatory regime.

Finally, confidence that third-party flexibility providers will be able to respond to
distributor requests to reduce load is something expected to come with trials and
observation. Judgements about a flexibility provider’s ability to deliver is something
distributors will need to factor into their decision-making. Contract terms and
penalties for non-performance will also play a role.

The Authority’s decision

4.29.

4.30.

4.31.

The Authority has decided to add some further examples to clarify its expectations
regarding bundling of flexibility services with regulated services.

The Authority has also clarified that Principle 3 does not retrospectively apply to

distributors’ existing ripple control. But it does apply to investment in load control
(including ripple control) and other new technologies made after this Guidance is
issued.

We expect that distributors will adhere to the Guidance when making decisions
about investment in load control. However, we will monitor this and, if needed, we
will consider whether a stronger approach is needed, such as mandating the
principles in the Code for all flexibility services.

Principle 4: Distributors should generally not provide non-commercial (below
cost) flexibility services

4.32.

This principle seeks to ensure the development of a competitive flexibility services
market is not held back or chilled by reducing the potential revenue streams
available to third-party flexibility traders.

Stakeholder feedback

4.33.

One stakeholder considered the Authority should provide clear criteria for
distributors to ensure they are not providing non-commercial, uneconomic services
that undercut third-party flexibility service providers.



The Authority’s response

4.34.

4.35.

The Authority’s expectation is that distributors should not generally supply flexibility
services to end-customers at below the incremental cost. We note in the Guidance
that this principle is consistent with the Commerce Commission’s cost allocation
input methodology. It sets out the how costs and assets must be allocated between
regulated services and unregulated services.

The Authority considers all price-quality path distributors should be familiar with the
requirements for allocation of costs. For distributors that are exempt from price-
quality paths, they can access guidance material (that price-quality regulated
distributors use) on how to appropriately attribute costs to the unregulated services
they are offering.

The Authority’s decision

4.36.

No change to Principle 4.

Principle 5: Distributors should protect confidential information supplied by
third-party flexibility traders

The Authority’s proposal

4.37.

This principle seeks to ensure the development of a competitive flexibility services
market is not held back or chilled by allowing a distributor business unit or related
party that provides flexibility services to be unfairly advantaged by knowledge of a
competitor’s activities, and the opportunities this may provide to access their
revenue streams.

Stakeholder feedback

4.38.

Several stakeholders considered the Authority should provide more clarity about
how distributors should treat confidential information supplied to them by third-party
flexibility providers. For example, some distributors suggested the Authority specify
requirements for handling hard and soft copies of information, as well as guidelines
for discussing confidential information.

The Authority’s response

4.39.

The Authority considers having a principles-based approach for how distributors
manage confidential information is preferable to setting prescriptive requirements as
this will allow distributors to manage the information in a way that best suits their
business. The Authority notes distributors already receive and store confidential
customer information and have processes in place to protect the confidentiality of
that information.

The Authority’s decision

4.40.

The Authority has decided to make a minor wording change to the example in this
Principle to clarify that distributors should ensure all confidential information
supplied by a third-party flexibility provider is stored securely.
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Principle 6: Distributors should share non-public network information even-
handedly

The Authority’s proposal

4.41.

This principle seeks to ensure the development of a competitive flexibility services
market is not held back or chilled by a distributor business unit or related party that
provides flexibility services being given an unfair advantage through having earlier
or more knowledge of potential flexibility services opportunities on the distributor’s
network.

Stakeholder feedback

4.42.

4.43.

Some stakeholders said it wasn’t clear what would constitute ‘network information’
for the purposes of the Guidance. Some distributors would like the Authority to
provide guidance about how network information should be disclosed to flexibility
service providers.

A related concern raised by distributors was how they would ensure ‘all parties with
an interest in flexibility services’ have access to network information at the same
time. For instance, some distributors queried whether they would only need to
provide network information to flexibility service providers they are aware of or
would they need to attempt to provide information to people who may be interested
in providing flexibility services in the future.

The Authority’s response

4.44.

4.45.

The Authority agrees the Guidance should be clearer about what constitutes
network information and has inserted a new definition in the glossary. The
preference is for distributors to decide how they disclose network information to
flexibility service providers rather than the Authority prescribing requirements for
distributors to follow.

The Authority considers distributors should take a pragmatic approach to ensuring
all flexibility service providers have access to the same information at the same
time. An additional example has been added of one method that distributors may
use to provide information to interested parties. But we expect distributors’
decisions on efficient ways to communicate network information can be informed by
the views of flexibility service providers. Ease of access is just as important as
making the information available, and this should be considered when a distributor
is making decisions on how it makes this information available.

The Authority’s decision

4.46.

The Guidance has been amended to include a definition of ‘network information’ in
the glossary. Another example has been added to show how Principle 6 may be
implemented by distributors.

11



Principle 7: Distributors should ensure the cost of regulated electricity
distribution services is not inefficiently increased through self- or related-party
supply of flexibility services

The Authority’s proposal

4.47.  This principle seeks to ensure distributors use flexibility services efficiently,
maximising the benefits, and therefore minimising the costs passed on to their
consumers.

Stakeholder feedback

4.48. Some submitters considered there is a potential inconsistency between Principles 4
and 7. Principle 4 allows distributors to provide flexibility services at below
incremental cost to maintain electricity supply in an emergency, while Principle 7
expects maximum value extraction from flexibility assets. Feedback noted that
flexibility assets used only for emergencies would still have costs customers pay
during non-emergency times that could be offset by deriving value from those
assets during normal operation.

4.49, In contrast, other submitters raised concerns that the requirement to extract
maximum value from assets may affect distributors’ ability to respond to an
emergency. For instance, deploying a portable battery energy storage system in an
emergency may be delayed because the battery needs to be recharged.

The Authority’s response

4.50. The Authority acknowledges there is overlap between assets used for responding to
grid or network emergencies and assets that can provide flexibility services.
Distributors are not expected to maximise the value extracted from their assets at
the expense of their emergency response capabilities.

4.51.  The Authority considers there is a distinction between assets used on a regular
basis for network support purposes, for example to manage daily peak load, and
assets used only for emergency response. Distributors should consider whether
assets used for network support purposes could be used to provide flexibility
services when they aren’t needed to support the distribution network. Assets that
are only used to respond to emergencies would not need to be offered as a
flexibility service due to the unpredictable nature of emergencies.

The Authority’s decision

4.52. Minor changes have been made to Principle 7 to clarify the expectation to extract
maximum value from flexibility assets applies only when it is practicable to do so.

12



5. Attachments

5.1. The following appendices are attached to this paper:
Appendix A Feedback being considered elsewhere

Appendix B Guidance on distributor involvement in the flexibility services market —
with tracked changes
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Appendix A Feedback being considered elsewhere

A1,

Some submitter feedback is relevant to other pieces of work on the Authority’s work
programme. That feedback will be considered as part of those other workstreams.
These include:

a. Comments that there should also be guidance for flexibility service providers.

This will be considered as part of the work considering whether Code
obligations are needed for aggregators.

b. Comments relating to network information will also be considered as part of
the Authority’s work on network visibility.
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Appendix B Guidance on distributor involvement in the
flexibility services market — with tracked changes

Guidance on distributor
involvement in the flexibility
services market

Final

2 February 2026
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NOTE: minor editorial changes were made to this section in February 2026 and are not
tracked

Distributor involvement in the flexibility services market

As New Zealand’s economy electrifies and the sector relies more on renewable electricity,
flexibility in the use and supply of electricity will become increasingly important.

The Electricity Authority Te Mana Hiko (Authority) wants to encourage the development of a
competitive flexibility services market to strengthen the supply of electricity — making it more
reliable, secure and affordable. We consider that a competitive flexibility services market
would foster innovation, reduce costs, and contribute to the electrification of the New
Zealand economy.

Technologies such as solar panels, battery energy storage systems and smart panels give
consumers the opportunity to provide flexibility, while also giving them greater control of their
energy usage.

Objective of this guidance

The Authority has developed guidance on distributor involvement in the flexibility services
market (Guidance) to provide clarity about what we expect when distributors operate in the
flexibility services market.

By developing this Guidance now, the Authority seeks to provide greater certainty to the
sector at a time when the flexibility services market is still evolving. In turn, this will create
better conditions for efficient and timely investment in networks, support increased flexibility
by making these new technologies more viable for consumers and the sector, and
encourage innovation. This should benefit consumers by providing them with more choice,
and relatively lower prices, particularly for distribution services, over time.

This Guidance is a market facilitation measure in accordance with section 16(1)(f) of the
Electricity Industry Act 2010.

The Authority’s expectations

The Guidance has seven principles, each with examples of how we expect them to be
implemented.? The principles cover three broad areas:

e ensuring even-handed treatment of third-party suppliers of flexibility services (Principles
1and 2)

e protecting against the risk of distributors, intentionally or unintentionally, deterring entry
or expansion by third parties in the flexibility services market (Principles 3-6)

o efficient use of flexibility by distributors (Principle 7).

The Authority expects distributors to act in alignment with the principles in this Guidance,
which are consistent with supporting the development of the flexibility services market in a
way that facilitates competition. This is expected to lead to a greater and more competitive
range of flexibility solutions becoming available to distributors and purchasers of flexibility
services.

2 Examples are used in this Guidance to illustrate how the principles are intended to be used in particular
scenarios. They are not comprehensive and do not limit, in any way, the principles or the Authority’s
expectations outlined in the Guidance.

16



In addition, we expect distributors will:

e putin place internal policies and processes that support implementing the Guidance; and
e ensure incentives and remuneration for staff are not inconsistent with the Guidance.

For the avoidance of doubt, this Guidance does not supersede any obligations distributors
may have under other legislation, including but not limited to Parts 2 and 4 of the Commerce
Act 1986.

Glossary

In this Guidance:

even-handed means treat impartially; any material difference in treatment should be
objectively justifiable and not harm, and be unlikely to harm, competition.

flexibility means the ability to change generation injection and/or consumption patterns, on
an individual or aggregated level, often in response to an external signal, to provide a
service within the energy system.

Network Information refers to information about capacity and constraints on electricity
distribution networks, including for example information on the location of affected ICPs and
the timing and nature of the network constraint.

regulated electricity distribution services means the electricity distribution service
regulated under section 54E of the Commerce Act 1986

related party, in relation to a distributor, means an entity that is related to the distributor by a
common shareholding or other common control (consistent with Accounting Standard NZ
IAS 24)

self-supply, in relation to a distributor, means supply from within the same legal entity as
the distribution business (also referred to as supply by a distributor business unit)

third party, in relation to a distributor, means an entity that is independent of the distribution
business.

17



NOTE: tracked changes in the following sections show where substantive changes were
made to the draft Guidance for the final version in February 2026. Minor editorial changes
are not tracked.

Principle 1

Distributors should treat all suppliers even-handedly when
procuring flexibility services as inputs to regulated
electricity distribution services

The Authority’s expectation

electricity-distribution-services; Ddistributors should take an even-handed approach to
procuring these-flexibility services that input into any aspect of requlated electricity
distribution services. This includes, but is not limited to:

¢ robustly defining any potential network flexibility need

o timely, open and even-handed disclosure of the flexibility services opportunity,
including the monetary value, to all flexibility traders

o following-an objectively applying the distributor’s policies for procuring services.®
procurement-process;-preferably-an-opentender-w\\Wherever practicable, preference

should be given to an open tender, regardless of whether for an individual flexibility

solution, or to become part of a panel of preferred flexibility providers for a period of

Distributors should publicly disclose information about flexibility services procured, including
the category they fall into e.g. independent third party, related party or self-supply. If a
distributor has procured a flexibility service from a related party or through self-supply, the
information disclosed should include the rationale for the decision, including any higher
reliability value ascribed to that procurement.

The Authority further expects all material terms of commercial arrangements between
distributors and related parties for the supply of flexibility services will be recorded in writing.

For the avoidance of doubt, it is not contrary to the Authority’s expectations for distributors to
price their regulated electricity distribution services in a way that sends efficient pricing
signals that encourage consumers to shift demand to off-peak periods. Those signals
incentivise demand response (flexibility), so they are likely to be pro-competitive, ie, they
create more opportunities to provide flexibility services.

Where a flexibility service provider approaches a distributor unsolicited to offer flexibility
services on its network, the Authority does not expect the distributor to run an open tender
process. However, where the provider is a related party, the Authority expects distributors to

3 Note that distributors may use a range of procurement policies, provided all potential providers are treated
even-handedly
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be transparent about the offer and provide others the opportunity to provide the flexibility
service.

Rationale

This principle seeks to ensure the development of a competitive flexibility services market is
not held back by reducing potential revenue streams from distribution network support
available to third-party flexibility traders.

Examples

When considering flexibility-based solutions to an emerging network constraint as an
alternative to investing in more poles and wires, distributors should not begin that process by
communicating first with a related party that operates in the flexibility services market in a
way that gives that party a competitive advantage.*

When making decisions about replacing or extending existing ripple control systems,
distributors should provide a level playing field by assessing all relevant options for procuring
their flexibility needs against continued investment in ripple control plant.

Application to flexibility service trials

This Guidance does not apply where distributors are procuring flexibility services from third
parties on a trial basis to test whether those services meet their needs. The Authority’s
expectation is that such trials would operate for no longer than 18 months, as this should be
sufficient time to assess how flexibility services respond to different network needs
throughout the year, including the winter peak.

At the end of a trial, distributors should apply the Guidance if transitioning to the use of
flexibility services on an ongoing basis. This includes following an objective procurement
process and not giving preferential treatment to trial participants, and all potential providers
must be treated even-handedly.

Principle 2

Distributors should be even-handed with all flexibility
traders connecting to their distribution network

The Authority’s expectation

Distributors should ensure the terms, processes and timeframes for putting new or expanded
network connections in place are consistent for all applicants. This means:

¢ Distributor business units and related parties operating in the flexibility services market
should not be able to secure preferential treatment for their business or their customers
because they are within the distributor’s group

¢ An end-customer should not get less preferable terms because they contract through a
third party, rather than direct with the distributor.

The Authority’s expectations apply across all aspects of the connection process, including
(without limitation):

4 See also Principle 6.
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e contract terms, including price and reliability

e provision of information

e technical review

e operating requirements

e credit requirements

o timeframes, including queuing, prioritising and responding to requests, and change
processes

o the valuation of any flexibility offered by the connecting party.

Rationale

This principle seeks to ensure the development of a competitive flexibility services market is
not held back by raising the costs, or impeding the operation and business development, of
third-party flexibility traders.

Examples

Third-party flexibility traders seeking a distribution network connection should not be subject
to more rigorous health and safety requirements and testing than a related party of the
distributor.

All applications from flexibility traders should be processed according to the same
timeframes: ie, applications from related parties should not be fast-tracked.

See the example in Principle 3 relating to flexibility services in a new subdivision.

Principle 3

Flexibility services and regulated electricity distribution
services should not be jointly promoted, or bundled
together in a way that advantages the distributor

The Authority’s expectation

Distributor business units and related parties operating in the flexibility services market
should not get an advantage over third parties by linking their flexibility service to regulated
electricity distribution services.

Under this principle, the Authority expects a distributor’s regulated electricity distribution
service, and any flexibility service provided by one of their business units or a related party,
should without limitation:

¢ be differently branded, so that the branding doesn’t imply the two services are related

e not be advertised or promoted together, including cross-promotion

e not be sold in a way that provides an advantage to the customer (such as price or
network access) for purchasing the two services together, unless that same bundle can
be replicated by a third-party flexibility trader.

This principle, together with Principles 1, 5 and 6, creates an expectation that distributors
should limit or prevent, if practical, having staff work across flexibility services and regulated
electricity distribution services. This is to avoid distributors having a competitive advantage in
the flexibility services market. It is preferable that staff involved in the provision, sales or
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marketing of regulated electricity distribution services are not involved in the provision, sales,
or marketing of flexibility services, and vice versa.’

For the avoidance of doubt, this principle does not apply retrospectively to distributors’
existing use of ripple control. However, it does apply to future investment in load control and
other new technologies, for example, end-of-life replacement of the ripple control plant and
inclusion of ripple control facilities in new subdivisions.

Rationale

This principle seeks to ensure the development of a competitive flexibility services market is
not held back by a distributor business unit or related party that provides flexibility services
being given an unfair advantage® through promotional or contractual links to the regulated
electricity distribution service.

Examples

A distributor should not allow its related solar and energy storage solutions business’ to sell
flexibility services to the distributor's customers as part of a package that includes regulated
electricity distribution services, unless the distribution services component of that package is
also available to third-party flexibility traders on substantially the same terms, including price.

A distributor may have a team (or person) within its distribution business who, as part of
network planning, assesses whether procuring flexibility services would be of benéefit to the
network. However, the team managing the distributor’s own flexibility services should not be
involved in decision-making regarding procuring flexibility services.

A distributor’s ripple injection plant is approaching a major re-investment decision, for
example, end-of-life replacement or major refurbishment to extend its useful life: The
distributor should procure a replacement flexibility service (which might or might not be
replacement/refurbishment of that plant), and ongoing flexibility services should be offered in
accordance with this principle.

A new subdivision is being built that would place stress on the distributor’'s network: The
distributor should provide an option to the developer that the distributor will procure a
competitive flexibility service to reduce the network connection cost. The distributor should
not provide its own existing ripple control in the new subdivision unless that is the lowest
cost solution in a competitive procurement.

Interaction with the Commerce Act 1986

Principles 3 and 4 are aligned to the Commerce Commission’s cost allocation and related
party transactions input methodologies for electricity distributors. This effectively prevents
any financial cross-subsidy from regulated electricity distribution services to contestable
flexibility services.

5 It is not, however, contrary to this expectation for both distribution and flexibility functions within a distributor’s
group to have access to shared back office corporate services where they do not directly input into the
provision, sales or marketing of either regulated electricity distribution services or flexibility services. This
includes general administration, accounting, payroll, human resources, or information technology support
services.

6 Such an advantage may lead to a reduction in the potential revenue streams and business opportunities
available to third-party flexibility traders and a reduction in efficiency.

7 This principle would also capture a distributor business unit that is seeking to aggregate demand response to
both on-sell externally and provide as an input to regulated electricity distribution services.
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Principle 4

Distributors should generally not provide non-commercial
(below cost) flexibility services

The Authority’s expectation

The Authority appreciates that many distributors are wholly or partially community-owned
businesses with a strong drive to contribute to those communities. Any such contribution
should not, however, be at the cost of developing a competitive flexibility services market.

Distributors should not generally supply flexibility services to end-customers at below their
incremental cost, unless they have reasonable grounds to consider these services would
otherwise not be supplied, and that supplying these services is not inconsistent with the
development of a competitive flexibility services market.

For the avoidance of doubt, the Authority's expectations regarding distributors providing free
or non-commercial services to end-customers extend to public electric vehicle charging.

The Authority does not, however, expect distributors to apply this principle where they are
supplying below incremental cost flexibility services to:

o charities or other not-for-profit organisations, provided that supply is not inconsistent with
the development of a competitive flexibility services market

e in an emergency where that supply is necessary to maintain electricity distribution to
end-customers.

If a distributor is meeting its obligations under the Commerce Act 1986, it is more likely to
also be aligned with this principle, ie, not financially cross-subsidising flexibility services.

Rationale

This principle seeks to ensure the development of a competitive flexibility services market is
not held back by reducing the potential revenue streams available to third-party flexibility
traders.

Example

Distributors should not provide a package of solar panels and battery storage directly to
residential consumers within their region at below the cost of those products, even if the
distributor is community owned.

Interaction with the Commerce Act 1986

Consistent with this principle, Part 4 of the Commerce Act prevents distributors from cross-
subsidising any business operating in an adjacent competitive market by over-allocating
common costs to their distribution business or over-valuing related party transactions, ie,
through the cost allocation and related party transactions input methodologies respectively.
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Below-cost pricing could also breach section 27 and/or section 36 in Part 2 of the Commerce
Act, for example where it amounts to predatory pricing or the imposition of a margin

squeeze.?

Principle 5

Distributors should protect confidential information
supplied by third-party flexibility traders

The Authority’s expectation

Distributors will hold commercially sensitive information supplied by third-party flexibility
traders, eg, as part of the network connection process, or in relation to opportunities to
supply flexibility services as inputs to regulated electricity distribution services (Trader
Information).

Distributors should keep this Trader Information confidential. Particularly, Trader Information
should not be able to be accessed or used by distributor business units or related parties
that are competing with those third-party flexibility traders in the flexibility services market.

Consistent with this principle, distributors should put in place protocols relating to:

¢ handling and storage of hard and soft copies of this Trader Information
e any discussions that refer to this Trader Information.

Distributors should ensure all relevant staff are aware of these protocols, and any
consequences for breaching them. This is particularly important where staff involved in the
provision, sales or marketing of regulated electricity distribution services and staff involved in
the provision, sales or marketing of flexibility services are co-located.

If distributors have any doubts about the sensitivity of information provided to them by third-
party flexibility traders, they should seek clarity from those traders as soon as possible.

Rationale

This principle seeks to ensure the development of a competitive flexibility services market is
not held back by allowing a distributor business unit or related party that provides flexibility
services to be unfairly advantaged by knowledge of a competitor’s activities, and the
opportunities this may provide to access their revenue streams.

Example

Where a third-party flexibility trader discusses with a distributor its proposal for a local solar
and battery storage solution, or installing a new hot water control system in a local area, the
distributor should ensure any-soft-copies-ofall confidential information related to the proposal
are-is securely stored so the Trader Information cannot be accessed by any part of the
distributor’s group that competes with that trader.

8 Note that the Commerce (Promoting Competition and Other Matters) Amendment Bill proposes to introduce a
new, separate prohibition of predatory pricing by firms with substantial market power: pricing below certain
measures of cost for a sustained period would be deemed to breach section 36 of the Commerce Act.
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Principle 6

Distributors should share non-public network information
even-handedly

The Authority’s expectation

Distributors should provide a level playing field when sharing otherwise non-public
information about regulated electricity distribution services that is relevant to flexibility traders
(“Network Information”). In practice this means distributors should ensure all parties with an
interest in flexibility services have access to the same Network Information at the same
time.® The Authority’s preference is for distributors to make Network Information publicly
available on their websites.

Distributors should only provide Network Information to distributor business units or related
parties operating in the flexibility services market if:

¢ third-party flexibility traders are able to access the same Network Information; and
¢ third-party flexibility traders could be reasonably expected to know that the Network
Information has been disclosed by the distributor.

Similar to Principle 5, this principle may require distributors to put in place protocols relating
to handling and storing hard and soft copies of Network Information, and any discussions
that refer to Network Information.

Rationale

This principle seeks to ensure the development of a competitive flexibility services market is
not held back or chilled by a distributor business unit or related party that provides flexibility
services being given an unfair advantage through having earlier or more knowledge of
potential flexibility services opportunities on the distributor’s network.

Examples

Distributors should not provide distributor business units or related parties operating in the
flexibility services market with access to information about actual or potential distribution
network constraints in the ordinary course of business if they only provide the same Network
Information to third-party flexibility traders through their annual asset management plan
disclosures.

If a distributor provides Network Information to flexibility service providers by email, there
should be a simple process for interested parties to opt into receiving this information.

9 Distributors should put in place a standard process for all disclosures of Network Information to parties
operating in the flexibility services market.

10 It would be inconsistent with this principle, for example, to only publish the Network Information on an obscure
part of an internet portal that traders could access.
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Principle 7

Distributors should ensure the cost of regulated electricity
distribution services is not inefficiently increased through
self- or related-party supply of flexibility services

The Authority’s expectation

This principle seeks to ensure, overall, that consumers of monopoly-regulated electricity
distribution services do not bear extra costs because the distributor is engaged in providing
multiple services. In effect, this means distribution services should not cross-subsidise the
distributor’s flexibility services functions.

If a distributor is meeting its obligations under the Commerce Act 1986, and acting
consistently with Principles 1-6, it is more likely to also be aligned with this principle.

In particular, the Authority expects distributors to ensure that, where they own any flexibility
assets, and part or all of those assets are within their regulatory asset base under Part 4 of
the Commerce Act, those assets are used efficiently. This means the maximum value is
extracted from those assets when practicable, including across potential non-regulated
revenue streams, which minimises costs of regulated electricity distribution services for
consumers.

Rationale

This principle seeks to ensure that distributors use flexibility services efficiently, maximising
the benefits, and therefore minimising the costs that are passed on to their consumers.

Example

Where a distributor owns a battery that was primarily purchased for distribution network
support, it should maximise the use of that battery. This means they should consider other
possible uses such as providing flexibility services to the grid owner or ancillary services to
the system operator when the battery is not needed to support the distribution network.

Interaction with the Commerce Act 1986
Consistent with this principle, Part 4 of the Commerce Act:

e provides efficiency incentives to non-exempt distributors by setting, and periodically
resetting, price-quality paths

¢ through the Part 4 input methodologies, prevents distributors from raising the costs of
regulated electricity distribution services through over-allocation of common costs'" or
over-valuing related party transactions through the cost allocation and related party
transactions input methodologies respectively.

" When assets in a distributor’s regulatory asset base are used for non-regulated services, the Commission’s
regulations require the costs to be allocated between regulated and non-regulated services.
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Monitoring and Compliance

The Authority will monitor distributors’ implementation of the Guidance. We intend to do this
using the following tools:

Information disclosures required by the Commerce Commission

Under the Targeted Information Disclosure Review 2024-, the Commerce Commission
introduced new information disclosure requirements relating to distributor investment in non-
network solutions. This included:

(a) requirements for distributors to report more detailed information on non-network
solutions in their asset management plans, such as describing investigations towards
the potential for non-network solutions to be more cost effective than network
augmentations (and vice versa) and whether any third parties were approached in
relation to providing non-network solutions; and

(b) introducing requirements for distributors to report against a new opex line of “non-
network solutions provided by a related party or third party” under Schedules 5b(i),
5b(iii), 5d(i), 5f, 6b(i), 7(iii) and 11b of the Electricity Distribution Information
Disclosure (Amendments related to the IM Review 2023) Amendment Determination
2024.

Using publicly available information required by the Commerce Commission’s information
disclosure regime would avoid unnecessary duplication for distributors.

The Authority’s information gathering powers

The Electricity Industry Act 2010 enables the Authority to gather information from
participants for specified purposes, including monitoring the effectiveness of market
facilitation measures under section 16(1)(f) of the Act. The Electricity Industry Participation
Code 2010 (Code) also allows the Authority to specify information that participants must
provide to it on a regular basis or as a result of an identified event.

The Authority will use these information gathering powers to monitor how distributors are
implementing the Guidance. The use of these powers will be in accordance with the
Authority's Guidelines on information gathering powers under the Electricity Industry Act
2010 and our Information Management Policy.

Outcome of monitoring

The Authority will collate and analyse the information from our monitoring to assess
distributors’ overall alignment with this Guidance. If our assessment shows that distributors’
conduct is not aligning with this Guidance, we will consider whether a stronger approach is
needed. This may include amending the Code to impose mandatory requirements for
distributors involved in the flexibility services market.

Feedback

We welcome feedback on the application and effectiveness of this Guidance. If distributors
have any questions or concerns about the Guidance, please contact us by email at
info@ea.govt.nz. We also encourage flexibility service providers who have examples of a
distributor departing from the Guidance to provide details of this to the Authority via the
same email address.
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