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Executive Summary

Utilities have a profound impact on the welfare of households not just because they deliver essential services, but because the delivery itself can be highly regressive.   

Pre-payment Meters (PPM) are primarily a credit management tool promoted by utilities to recover debt on the one hand and prevent the future accumulation of debt on the other. The termination of the credit relationship in favour of pre-payment effectively removes the role of the utility from the disconnection process. The act of disconnection is for all intents and purposes privatised. This enables utilities to avoid public reporting of disconnection rates (as they relate to inability to pay) and allows them to abrogate social responsibilities. PPMs do not address inability to pay, and are in fact usually the most expensive payment option. This reduction in affordability exacerbates rather than limits the impact of fuel poverty. Fuel poverty itself remains largely unaddressed in Australia for reasons that are perplexing as many opportunities exist to eradicate it with benefits to customers, utilities and governments.  Sadly, in an era in which the market is supposed to empower the customer, poorer vulnerable users of gas and electricity are being relegated to expensive and discriminatory residual markets such as that created by PPMs.

Introduction 

In the current period, access to electricity is widely regarded as a ‘right’ in many western countries (Ernst 1994, Zajac 1996). Australia is not exceptional in this regard. The claim of right made today is usually centred on broader human rights principles and gains its legitimacy from the socio-economic rights expressed in the Universal Declaration of Human Rights. This designation of the provision of electricity formally as a ‘right’- in terms of being a  ‘human’ right - however, is relatively recent. There is little room for argument about the improved amenity afforded by domestic electrification but the growth in its stature as an essential service and as a ‘right’ in part reflects the increasing penetration of electricity into domestic life and the decline of alternative means of heating, cooking and lighting. That is, the greater the monopoly of this form of energy (over materials such as wood), the more it as assumed the role of ‘essential’ service.

The notion that utilities have special obligations is based in historical fact (Taggart 1995). Taggart argues the statutory obligations of utilities have their origins in the UK common law doctrines of ‘common callings’, Hale’s principle of a ‘business affected with a public interest’, and the doctrine of ‘prime necessity’. In essence these common law doctrines place obligations on private businesses that have a public role to ensure that they (usually as common carriers) deliver their services at a fair price and do not discriminate.  As the ‘prime necessities’ doctrine suggests, there was a view that certain services are essential and must be guaranteed. These ancient obligations were held by courts, even into the nineteenth century to over-ride private property rights. While statutory duties effectively put these ancient rights to bed in the UK and Australia, they continue to have currency within the popular understanding of the role of these services. These doctrines still strongly inform US public utility regulation, and have been used in a number of important NZ legal cases (Taggart 1995).

Victoria is in a fairly unique situation in that it has had specialist energy advocacy and research bodies since the late 1970s. As a result it has considerable expertise and a small but commendable body of work on which to base with which to undertaken analysis. The work of the Centre for Urban Research and Action (CURA), and the Energy Action Group (EAG) in the 1970s and 1980s lead to significant tariff reform, codification of the rights and responsibilities of utilities and customers, the establishment of the Home Energy Advisory Scheme (which undertook retrofits); setting of appliance standards; uniform concessions program, and the provision of energy related emergency grants. 

Over time various reports (Kiers 1983?, Backman et al 1987, Crossley et al, Date Rate Working Party 1991, Deasey  and Montero  1983, Kymantis  1986, Mills  1988, Neilson  c2001, Dept of Industry, Technology and Resources 1985) established that ‘fuel poverty’ arises as a result of an intersection of inadequate income;  poor thermal efficiency of housing; inefficient appliances; and needs (life cycle stage).  As Nielson (c2001) said people experiencing fuel poverty “face an array of difficulties, but the continuous grind of paying for food, clothing, housing and utility bills often becomes most oppressive…these people are not isolated cases but a category of people who intermittently and sometime chronically struggle to meet basic expenses” (Nielson c2001:3). The fundamental mismatch between income and expenditure means that even very small changes in circumstances or charges can precipitate a minor crisis capable of cascading into major crisis. For example, the unexpected requirement to buy medicines can lead to choices between paying the electricity account or buying food for the children. Given that food is the more immediate need, the household then typically pays the penalty of disconnection and costs of being reconnected. Colton (1998) divides….

Utilities attract attention not simply because they are regarded as ‘essential services’ but because in themselves they are capable of generating significant inequity and disadvantage. The electricity system, as it connects and collects payment from virtually every household and firm, is a quasi-taxation system that has been in practice, regressive. As a service, whether monopoly or market, it has a profound capacity to transfer wealth between customer classes and between customers within each class. 

Old age pensioners have campaigned longest in Victoria for ‘fuel security’ and indeed are the earliest beneficiaries of state intervention on the issue – with free firewood being issued by local government for decades up to the mid 1980s! Pensioners recognised as did the unemployed during the Great Depression that electricity prices and price structures are basically set in relation to the basic (male) wage. Pensioners, those with disabilities and women headed households – not only had a lesser capacity to pay but also have greater need. This has not changed but the number of working households – under pressure from the deregulated job market and increasing housing costs is increasing the number that are joining the ranks of those experiencing ‘fuel poverty’. 

When the Energy Action Group produced Fuel Poverty in Victoria in 1983 they highlighted the extent to which fuel poverty is the product of poor housing and poor appliances. Whilst it easy to imagine the dark, cold and damp terraces of inner suburbs like Fitzroy before gentrification it needs to be remembered that poor design and quality of housing is currently under construction on the fringes of major urban centres. These houses are becoming notorious for their complete lack of eaves, full west facing windows and general lack of thermal efficiency.  Home ownership provides distinct advantages but does not provide impunity from fuel poverty. Evidence exists that age pensioners, whom a high percentage own their homes outright and who do not feature in large numbers amongst those who are disconnected or seeking financial assistance/counselling, engage not only self-restriction, foregoing heating in winter (Sharam, forthcoming) but also cut back on vital food intake (Lawrence 2002). They do this to avoid the embarrassment of debt and disconnection. Tenants are severely disadvantaged having little or no control over quality of housing and appliances. It is arguable that low-income tenants have little choice in their housing choice. The split incentive between landlord and tenants results in cheap infrastructure that is expensive to run. If landlords were to bear the costs of their investment choices they would alter. There has been a chronic reluctance on the part of government to address housing quality in the rental sector despite, in Victoria at least, the state and the utilities traditionally providing some compensation for this through utility related social programs. Since deregulation however, this compensation has diminished greatly. 

CURA (1983) pointed out that the income security measures of government – both the income payments made by the Commonwealth and the utility concessions programs and emergency relief programs of state government are undermined by utility policies and practices that increase the cost of living. Permitting regressive pricing structures, and allowing households to be locked into unnecessary but unavoidable consumption undoes the some of the benefits of income support. Utilities traditionally have seen no problem in engaging in punitive debt recovery. For a while in Victoria a ‘whole of government’ approach was taken. In the 1980s the Cain government took very commendable action in regularising concessions (having developed an appreciation of the impacts on the health budget of self-restriction by the elderly), establishing a major retrofit program to fix poor housing and appliances, in undertaking tariff reform, creating a energy relief grant scheme, and ensuring resourced user representation in policy making. By the early 1990s a virtual non-disconnection policy existed based on these reforms and the availability of emergency relief funds. Since the election of the Kennett government in 1992, most of these reforms have been scrapped or undermined.

No government in Australia today currently has a fuel poverty strategy.

Market reform

The risk of bad debt prior to the dis-aggregation of the SECV was assumed by the entire organization and hence the entire industry.  Since the introduction of competition, the risk of bad debt is now assumed entirely by the retailer (Dufty 2003, Sharam 2002). It would be appropriate to open discussion as to how the risks could be differently as the affect of the increased risk on the retailers has perverse outcomes for social policy – of which PPM would be a preeminent example.

Pre-Payment Meters (PPMs)

The policy decision to permit PPMs has largely occurred in the absence discussion of fuel poverty and strategies to address it, and in the absence of any exploration of the alternatives to both the current methods of credit management and PPMs.  PPMs do nothing to address fuel poverty and alternatives to PPMs have far more credibility.

What PPMs are able to do for utilities is:

· Hide the level of disconnection (effectively privatising the act of disconnection);

· Permits the utility to bypass existing disconnection procedures;

· Provides a cheap method of debt recovery;

· Permits a formally segmented market;

· Reduces operating costs.

As the UK based New Policy Institute points out “[e]nergy pre-payment meters reduce the risk of bad debts for providers, so improving operating efficiencies, but at the expense of universal access”.  PPM are about bypassing state consumer protections (Howat ), and undermining universal service.  The alternative “for credit and collection purposes is the installation of cost-effective utility financed demand side management measures. Such measures have been found to be both effective and cost-effective in accomplishing not only improving credit and collection, but in achieving each of the budgeting and energy consciousness” (Colton 1998:19). The problem is that technological focused industries find it difficult to think outside technological ‘solutions’. Moreover, the electricity and gas industries have long been characterized by strongly paternalistic management that sees ‘good’ customers and ‘bad’ customers. 
The objective of the MOR is to ensure adequate customer protection. 
It is the obligation of government to articulate what are the rights and responsibilities of customers and utilities, and it is these that will inform the objectives of “consumer protection”. Does government support or not support the delivery of sufficient energy to households to ensure their essential needs for heating, cooking, hygiene and security? If it does believe that households should have these essential needs met, then it cannot support policies that require disconnection for inability to pay. Appropriate consumer protection in this case would be to ensure that consumers are not penalised when for inability to pay, and that barriers to the minima of welfare standard are removed. Conversely, if government feels no responsibility to ensure a minima of welfare it can embrace policies that include disconnection for inability to pay.  The former would exclude PPMs, whilst the later would certainly adopt them. Sadly, ‘consumer protection’ means just that – to have protection one needs to be a ‘consumer’, that is, literally consuming and be able and committed to paying. ‘Consumer protection’ does not mean protection for those who face the prospect of not consuming because they are unable to pay. The current proposal of the Department of Minerals and Energy in relation to customers who may use PPM does not actually relate to ‘protection’, rather it is about prescribing usage. Experience in other jurisdictions demonstrates that PPMs are highly discriminatory.

In Victoria, the speeches of Government Members in the Parliament would lead the observer to believe that no one is disconnected in Victoria for an inability to pay
. The regulations and codes that govern the relationship customers and utilities however permits disconnection. It is a highly prescribed process that somehow assumes that dozen additional steps that delay the inevitable somehow alters the outcome. “Consumer” rights are guaranteed but citizenship rights are not. PPMs avoid the delay, and avoid the requirement to report on the number of households disconnected. The current reporting of retailer initiated disconnection and re-connection in the same name reveals, not skippers but the extent to which people go without because they cannot afford to pay the bill and cannot raise the funds to avert disconnection
. In the UK, the introduction of PPMs meant the rate of disconnection fell to 1% (Ernst 1996). Customers facing disconnection were given a choice: be disconnected or accept a PPM
 calibrated to recover the debt. Collecting data on self-disconnection amongst PPM users is difficult from a research point of view. The delivery of state concessions also becomes exceedingly problematic. The National Audit Office (NAO) reported that 40% of PPM customers inherited PPMs as part of their tenancy (NAO 2001). PPMs are avoided by the well off, and are not considered to be the payment method of choice of the poor either as 72% low-income customers still do not use them (NPI).

Concessions

The Victorian Government and other state governments provide a range of concessions that form a Community Services Obligations (CSO’s). The CSOs policy involves government funding of ‘social objectives’.  Current examples of CSOs for the electricity industry include the:

· Winter Energy Concession

· The Energy Relief Grant Scheme

· Multiple Sclerosis Concession

· Service to Property Charge Concession

· Life Support Machines Concession

Dufty (2003) says 

In all cases, the concessions are delivered through calculating the consumption after a specified period of time and then either applying a percentage concession (deduction) when the bill is issued as is the case for the 

· Winter Energy Concession

· Multiple Sclerosis Concession

· Service to Property Charge Concession

In the case of the Energy Relief Grant Scheme, a scheme designed to give financial assistance to households that through unforeseen circumstances find themselves temporarily unable to meet gas or electricity bills.  Similarly to concessions outlined above, the process for delivering the Energy Relief Grant Scheme is one that requires the issuing of an account after a period of use.  If the household is unable to pay this amount, they inform the utility who provides the appropriate forms to customers to apply for the Energy Relief Grant.

In either situation - concessions and Government financial assistance - the process for delivery of concession is dependent upon the issuing of an account after a period of consumption (3 months for the electricity industry, two months for the gas industry). The introduction of any AMT [PPM] would need to be consistent with the current provision/process for the delivery of CSO’s or conversely, if AMTs [PPM] are to be introduced, that changed the billing cycle, there would need to be an extensive overhaul of the concession and financial assistance schemes eligibility and accessibility criteria.

Similarly, many community agencies offer services to low income and disadvantaged energy consumers.  This includes emergency relief and financial counselling agencies.  The current process for providing such assistance relies upon a detailed knowledge/understanding of a client’s bills and income.  With the introduction of AMTs [PPM], there is doubt about the availability of cost, consumption information, the quality and level of assistance that is provided to consumers to ensure better budgeting and energy management.

In essence, PPM would compromise the delivery of the state’s CSOs unless new means are made to deliver the concessions and programs (which may not be possible). It also needs to be noted that the Victorian concession program underwrites consumer purchases of energy to the cost to the taxpayer of some $76m. The potential of this subsidy not being delivered to those who need it is not just a matter for consumers, but retailers need to think about the impact on sales such as reduction in affordability represents.

Debt recovery

The recovery of debt via a PPM raises an interesting conundrum. Utilities need to recover debt within a specific time frame or PPM will not cost-effective for the utility unless a sufficiently high interest rate can be charged to cover the finance costs. In either case, given the mis-match between incomes and utility costs, cost recovery programs that suit the utility will result in periods of disconnection for the customer. If the customer cannot afford the base price (the traditional credit price) then how can she/he afford the repay debt and/or finance charges? 

In the UK, OFGEM research on the domestic response to the market found that only around 10% PPM customers would change back to credit payment despite knowing that they could achieve price cuts. This they believed indicated ‘satisfaction’ and should be read as consumer preference.  What is obvious and has been confirmed by US research is that any customer who knows that they are likely to have difficulties paying for their electricity or gas also knows that they will need to pay reconnection fees, spend time negotiating with the utility over payments of arrears, be unsure of when disconnection would occur and go through the ‘public’ embarrassment of the disconnection (Colton 1998). PPM do not provide flexibility or budget help but they do allow low-income customers a small amount of discretion and privacy in relation to which essential item they forego when ends do not meet. They know that the cheaper price of paying by credit is illusionary – because payments cannot be maintained. The fact that PPM customers in the UK are participating in market (although not to the same extent as credit or direct debit customers) – to the extent that it is available for them to do so (as transfers can be blocked because of arrears
) shows that these customers are very price sensitive. It has also meant that they are susceptible to misleading and deceptive marketing that means that PPM customers are not necessarily obtaining discounts when switching. Baker described the differential impact on customers in the UK of the market as “uneven development” (Baker 2000:8). Citizens Advice Scotland confirmed this finding. 
In April 1999 CAS looked at the experience of gas consumers, following the opening up of the gas market after 1996. The benefits of deregulation, through the ability to switch suppliers, were not reflected then in the evidence of CABx clients. This continues to be the case, following further liberalisation of the energy markets. Though there has been a great deal of research which shows deregulation to be of overall benefit to consumers, the evidence suggests that the benefits have not been evenly distributed (Boardman 2001).
A recent study in Victoria on the experience of customers since FRC found that poorer customers were the largest group looking for cheaper prices (Sharam, forthcoming). These customers were seeking to make household economies wherever they could – out of need not preference because as the research also revealed they did not actually expect the market to deliver benefits for them.

The UK experience is also the prime example of technology being used in the service of a residual market. The UK has a highly formalised, segmented market. The most marginal low-income and vulnerable households have been ‘moved’ onto PPMs. Customers who pay by direct debit are offered the lions share of price discounts. As the poor in the UK tend not to have bank accounts, energy retailers can use the direct debit payment method as a screening process to ensure they are not attracting the wrong sort of customer – much as loyalty schemes can be used. The idea that provision of bank accounts would remove this barrier (Conaty and Bendle 2002) fails to recognise the existence of discrimination and residual markets in the banking sector, and more obviously the financial penalties imposed by banks for dishonoured direct debit requests.

In effect, a hierarchy exists in which PPMs are a pernicious ‘provider of last resort’ being the most expensive and discriminatory payment method. The most affluent household segment is cherry-picked through the offering of discounted direct debit deals. Most customers stay where they have always been: with the traditional credit system paying something in between these two other extremes. The NOA reported that in one region PPMs were 20% more expensive than direct debit (NOA 2001). SRC International reported the gap to be 30% in 1998 (SRC 1998). There is also a ‘Fuel Direct’ scheme that is like Centrepay in Australia. Such schemes are also pernicious. They guarantee payment to providers like utilities, removing the householders capacity to juggle expenses. That is, the utility gets paid even though there may be no food in the house for a week.

When Baker and Boardman discuss competition delivering uneven benefits they are identifying market segmentation. As is explained in the accompanying documents, markets act to exclude those without the entry price, and where possible they will extract monopoly rents. In the case of essential service the danger of exploitation is great, and this is what PPMs do. They allow retailers to extract the maximum surplus value from the customer: without risk to themselves and certainly without any social obligation. It is certainly erroneous to assume that competition and markets provide choice to all customers. Market segmentation explicitly works to exclude or to exploit certain types of customers, and cherry-pick attractive customers. Government should not assume that competition will deliver lower prices to the most vulnerable customers.

Suggestions such as that put forward by Department of Trade and Idustry and New Policy Institute in the UK that PPM customers be subsidised- ie that universal universe be maintained through cross-subsidies from other customers fails to recognise the cost of residual markets and the underlying causes of fuel poverty. There is a better alternative.
The purported cost differential between PPM and other payment types in the UK is disputed by the New Policy Institute, the Right to Fuel Campaign, and the National Energy Action. Colton also suggests that as PPM involve a loss of benefits to the customer that are enjoyed by traditional credit customers there should be a corresponding reduction in price that goes with a downgraded service (Colton 1998). 

Even if PPM were more expensive (which is disputed
) it is nonsensical to make a customer with affordability problems adopt a more expensive payment method. It increases the likelihood of arrears and disconnection. The alternative is to improve affordability – through energy efficiency retrofits; more flexible payment arrangements and debt forgiveness. A strong business case for the alternative has been established, in the US (Colton 1998), and in Melbourne by some water retailers. These schemes find that a proactive strategy of dealing with disadvantaged customers, including the incentive of debt forgiveness increases the propensity of the customers to make some contribution whereas in the past, faced with an insurmountable debt, contribution would not have been made as it would not have staved off the disconnection and/or debt recovery processes. While it is exceedingly obvious to say energy and water users are customers for a lifetime, it needs to be remembered that the individual rate of return of a customer over a 50 or 60 year period will alter little with the off occasion of debt forgiveness. People tend to experience periods of poverty, not a lifetime of it. Punitive approaches make it harder to come back from poverty and alienate householders. Utilities need to think about the extent to which their low-income customers self-restrict and what this means in terms of loss of sales (Sharam, forthcoming). Increased affordability could actually grow sales. 

Rising prices in the NEM 

Howat (2001) notes the pressure for PPM in the US coincides with rising prices in the market and deceasing affordability of basic energy requirements. In terms of the NEM, participating jurisdictions need to address the increase in wholesale prices since the NEM commenced. There are significant problems with the National Electricity Code such as re-bidding and lack of demand side management.  The cost of full retail competition itself is high. The idea that domestic prices should rise to provide “headroom” for competition (that is, putting prices up so that they can then be competed down) but that those who cannot afford these increases should be shunted onto the most expensive payment method is ludicrous.

Then there is Ramsey pricing which is a convenient tool for the electricity distributors/retailers to use to ensure cost recovery and consumption growth but as Senator Harradine pointed out during the passage of the National Competition Act Bill Ramsey pricing is a form of highly regressive taxation based on the opportunity for monopoly exploitation. It is the height of economic rationalist hypocrisy to apply a mark up on those customers with least elasticity in order to subsidise those customers who might otherwise react to higher prices by reducing demand.

Meter reading, settlement, and demand management

PPMs may preclude the need for retailers to read the meter, but distributors are still required to have the readings in order to undertake settlement. This negates one area of cost saving.  Retailers also become locked-in to a relationship that poses a considerable barrier to effective demand management.  In contrast to the movement to achieve a better understand of household consumption and hence the opportunity to lower prices via appropriate risk management (in energy market terms) through the provision of price signals to the domestic sector, PPMs remove the knowledge of even the accumulated consumption data (unless the retailer is able to obtain the information from the distributor). PPMs therefore represent an anti-competitive barrier: prices for PPM customers is based not on their actual load profile but on smeared costs. These issues could be resolved, as indeed may the issue of recording self-disconnection, by use of 2 way communications. However, this technology is prohibitively expensive if installed in a piece meal way. Many of the opponents of a mandated roll out of interval meters claim that even a mass roll out of real time 2 way communications based interval metering is too expensive. Self-disconnection is a major issue with PPM but affordability is also: there is little point making essential energy provision more expensive, when the underlying problem is fuel poverty.

Comparison with status quo

It is interesting to compare the Credit Management Guideline issued by the Essential Services Commission in Victoria with PPM. Far from suggesting that the former is an enlightened piece of regulation, the point is to demonstrate that the discrimination at the heart of PPM relates to policies that refuse to address the central issue of fuel poverty.  The Credit Management Guideline permits retailers to require a security deposit (bond) from customers who have a poor credit history
. Whilst the Guideline stipulates that only utility related debts can be used for the purpose of the credit risk assessment it overlooks the likelihood that these debts have been incurred as a result of severe hardship – the consumption of water and energy as essential services is hardly discretionary and households – especially families – would rarely ‘choose’ to disconnected. Those who have got outstanding debts are also likely to have been disconnected and are likely to have non-utility related debts anyway. The imposition of security deposits is a form of ‘pre-recovery’ credit management strategy in which ‘insurance’ is paid by the customer to cover the risk of default.  In Victoria, those with such credit histories are easily avoided in the market (consent for a credit check is a feature of many offers) and these customers are hence reliant of the standing offer – the “safety net’ tariff. This means that they will pay the highest tariff in the market, a monopoly price sanctioned by the Victorian government. In paying this higher price, they again insure the retailer against losses. This of course predisposes them to a greater likelihood of default. Retailers are also permitted to impose ‘recovery’ mechanisms in the form of reconnection charges. The mechanisms designed to protect the retailers simply reduce affordability and add to the likelihood that the customer will experience arrears and periodic disconnection. 

The standing offer in Victoria – the so called “safety net” is an example of an expensive and discriminatory ‘provider of last resort’. PPMs take it one step further and hide its effects.
Further information on market segmentation and residual markets can be found in the attachments “From Universal Service to No Service: The Redlining of Vulnerable Electricity Customers in Victoria”, and “Paying Too Much: Redlining, Economic Discrimination and Essential Services”. A discussion of the Victorian safety net is found in the attachment “Provider of Last Resort: Can Vulnerable Customers be Protected in De-regulated Electricity Markets?”

Ombudsman 

While the Retail Code in Victoria shies away from stating that debt forgiveness should comprise part of the response to arrears, it does infer that this is what should happen. This interpretation is supported by the decision by the Energy & Water Ombudsman Victoria (EWOV) in its decision to issue a Binding Decision (GD/2001/13) ordering a retailer to write off debt in a specific case of arrears. 

It is arguable that the Binding Decision is a trigger for utilities to take more seriously the capacity to pay issue. Equally, it is arguable that the Binding Decision reinforces the preference utilities have for PPM technologies. The EWOV more recently stated “it is time to have a discussion in the light of technological changes”
. It is the view of the Energy & Water Ombudsman of NSW (EWON) Clare Petre, that “pay-as-you-go meters helped families to understand their energy consumption and to budget accordingly” (Needham 2002). 

It may not be well understood by the public that since privatisation and deregulation of the energy industry, energy retailers have been required by a condition of their license to participate in a formal complaint scheme acceptable to the jurisdictional regulator. In most states this has resulted in the establishment of industry schemes. The term ‘ombudsman’ is used although they are not statutory offices as Australians have understood the function in the past. EWOV for example is a  ‘Company Limited by Guarantee’ whose members are utilities who pay a levy to operate the scheme. The scheme is managed by a Board, in which the Chairperson, appointed by the members holds the deciding vote. Consumer directors, in numbers equal to that of industry directors, are appointed by the ESC. The EWOV is partially funded on the basis of the number of complaints incurred in relation to each member. It is arguable, given that PPM reduces the interaction between customer and utility that the number of complaints against utilities may also be expected to drop and hence the cost of the scheme to the industry would reduce.

Interval metering

Policy regarding PPM needs to be considered in relation to the likelihood that there may be a mandated roll out of interval meters. The ESC is currently of the view that at least a partial roll out should occur. Most of the so called benefits of PPM – the ability to monitor consumption for example will be available through IM technology. It is also the case that if IM where universally rolled out and had real time communications, demand responsiveness and the appropriate allocation of costs and risks onto the customers that cause them would increase energy affordability for many of the households that are the targets of PPM
. 

Responses to identified issues in consultation paper

‘pay as you go’

PPMs are not ‘pay as you go’ as the Consultation Paper suggests.  Pay as you go more appropriately describes coin operated meters. PPM, are exactly that: ‘pre-payment’ involving outlays in advance of usage (where the customer foregoes the interest, which is effectively collected by the retailer – whom it should be said can invest it at higher rates than say a aged pensioner without savings). The use of tokens or smart card technology involves considerably greater transaction and time costs for the customer than does cash.

Prepayment meters provide for another flexible payment option

Proponents of PPMs claim that PPMs assist households to budget. However, bill smoothing, and Easyway payment type schemes allow households to budget, and to save for higher usage periods like winter. PPMs cannot do this.

Customer may track their use of electricity 
Consumption by households should be as Colton (1998) suggests be divided into discretionary and non-discretionary consumption. The later, in low-income/low-volume households is generally largest. This non-discretionary usage relates to space heating, hot water heating and refrigeration. These appliances and/or forms consumption do not easily lend themselves to reductions unless there is a corresponding impact upon the welfare of the households. To the extent to which households can reduce their non-discretionary consumption, low-income households already do so. Sharam (forthcoming) found that 42% of Victorian domestic electricity users self-restricted because of too little income or that the electricity was felt to be too expensive.

PPMs offer nothing particularly distinctive in regard to customer awareness of consumption other than the need to be conscious of consumption in order to avoid running out of credit and being disconnected.  It presumes that the meter will be a readily observable position. It also assumes that people are able to distinguish the cost of each appliance/usage. A recent survey of Victoria households showed that 74% of household always looked at their consumption graph that compares the current period with the previous four quarters, and 20% sometimes did (Sharam forthcoming). This suggests that customers are aware of their consumption in general terms and effectively benchmark themselves against their previous consumption.

PPMs as an energy management tool also supposes that the householder has control of the thermal efficiency of the housing and the appliance quality – which tenants in particular generally do not, and many low-income homeowners such as aged pensioners also have difficulty with.

This view of the value of PPMs suggests that customers accumulate arrears because they are inadequate mangers of their own money – this however is a fallacy and contrary to existing research (Colton 1998, Sharam forthcoming).

Finally, and importantly it assumes the issue is unwillingness to pay rather than ability to pay.

Prepayment meters will be adopted on a purely voluntary basis by electricity retailers and customers and will operate only under negotiated contracts

The experience of PPM in the UK is that the choice is between PPM and disconnection: this we do not regard this as voluntary. Customers can be induced to ‘choose’ but we would question whether it will ever be truly voluntary as utilities have resisted the alternative of debt forgiveness as part of hardship policies. Choices by low-income customers are constrained by definition – we don’t imagine that utilities in the current environment or governments are willing to commit to genuine choice.

Discontinuance of supply from prepayment meters will occur where prepayment meter goes into debit by $25 (ie the reserve credit limit). However, discontinuance of supply from prepayment meters will not be permitted on weekends or public holidays
Government endorses an explicit policy of permitting customers in hardship to be disconnected. It is contradictory to talk about “consumer protection” whilst failing to provide a safety net that prevents disconnection. The provision for ‘debit’ on PPM only delays the evitable disconnection given that the debt will presumably be recovered immediately once the card is re-inserted into the PPM. 

The retailer and/or customer pays the incremental costs of installing prepayment meters
Allocating such costs to the customer simply adds to the burden the customer faces and increases the likely of self-disconnection

PPM customers have the right to revert to conventional meters. The costs of

removal/reversion will be borne by retailer and/or customer who originally requested the PPM.
If costs of removal are borne by the customer then the likelihood of the customers ever returning to credit provision is low. As is evidenced in the UK a large group of PPM customers  (40%) ‘inherit’ the PPM as tenants. PPM in the UK are a feature of low-income housing, and of low-income groups.

Should tariffs for PPMs be regulated?

Regulating a PPM is sanctioning an unsustainable and discriminatory payment system that penalises those suffering disadvantage. Assistance should be made to increase affordability: If PPMs were cheap enough to prevent self-disconnection then it would also be the case that if credit provision were charged at the same lower rate they too would have no disconnections.

Application of PPMs to caravan parks and protection of caravan park residents
The issue for these customers is not the same. Considerable advances in metering and IT could provide alternatives for these customers where the more traditional arrangement are proven to be unsatisfactory.

Appropriate payment methods and location of point of sale (POS) agents, including for country areas of NSW. 

Lack of POS was a key criticism of PPM in the Birmingham Settlement study “The Hidden Disconnected”.

Bibliography

Colton 1998 Prepayment Meters and the Low-Income Utility Consumer, Fisher Sheehan and Colton, Public Finance and General Economics. Belmont, Maine 

(http://www.fsconline.com/downloads/PREPAY.pdf).

Backman H, Ceballos Y, Kane V, Pasiopoulos and Skrobek M1987 Unequal Access A Study of the Energy Needs and Fuel Poverty Amongst Tenants in Fitzroy, 

Baker W 2001 Competitive Energy Markets and Low Income Consumers. National Right to Fuel Campaign and Centre for Sustainable Energy. London.
Boardman B 2001 Response to the UK Fuel Poverty Strategy, Citizens Advice Scotland
May 

Crossley D, McKenzie B, Parin J and Taylor N nd Predicting Householders Responses to Energy Conservation Policies Environmental paper no. 5, Graduate School of Environmental Science, Monash University, Clayton, Victoria

Date Rate Working Party 1991 Day Rate Retrofitting Study Part 1, Melbourne

Deasey L and Montero K 1983 Fuel Poverty in Victoria, A report by the Energy Action Group to the Minister for Minerals and Energy may 1983, Carlton Victoria

Dept of Industry, Technology and Resources 1985 HEAS Energy Savings Study Phase 2 Report, Victoria

Dufty G 2003 Automated Metering Technologies: The New Face of Customer Service? St Vincent De Paul Discussion Paper, Melbourne

Ernst, J. 1994. Whose Utility?: The Social Impact of Public Utility Privatization and Regulation in Britain. Open University Press. Buckingham.

Fish R 2001 comment to forum Good Shepherd Youth and Family Service St, Albans 26 November
Howat J 2001 Wave of the Future for Low-Income Utility Ratepayers? National Consumer Law Centre, Washington??
Kiers D 1983 Tariff Reform and the Social Obligations of Energy Policy, Centre for Urban Research and Action, Fitzroy

Kymantis K 1986 Social Welfare Pilot Project Report, State Electricity Commission and Gas and Fuel Corporation, Geelong

Lawrence J, 2002 comment to Low-Income Electricity Consumers Project Forum, South Australian Council of Social Service Adelaide
Mills S 1988 The Heat Report Public Tenants’ Union of Victoria, Richmond North September

National Audit Office 2001 Giving Domestic Customers a Choice of Electricity Supplier Office of Gas and Electricity Markets, A Report by the Comptroller and Auditor General, 5 January

National Energy Action 2002 Proposed debt assignment protocol for prepayment customers: the response from NEA November  http://www.nea.org.uk/publications/responses/debtprotocol.htm
Neilson H c2001 Staying Connected Good Shepherd Youth and Family Service, St Albans Melbourne

Conaty P and Bendle S 2002 Ending Fuel Poverty and Financial Exclusion New Economics Foundation and National Energy Action 
New Policy Institute

Needham K 2002 New meter to stop plug being pulled Sydney Morning Herald November 23 2002
Romeril B 1998 Powerless in a Privatised State, The Impact of Privatisation on Domestic Electricity Disconnections Victoria 1985 to 1997, Financial and Consumer Rights Council, Melbourne 

Sharam A 2002 Provider of Last Resort: Can Vulnerable Customers be Protected in De-regulated Electricity Markets? Discussion paper, Energy Action Group North Melbourne

http://home.vicnet.net.au/~eag1/POLR.htm

Sharam A forthcoming PhD research at the Institute for Social Research, Swinburne University, Hawthorn Victoria

Taggart M 1995 Public Utilities and Public Law in Essays on the Constitution, Joseph P (ed), Brooker’s Wellington NZ
Zajac E 1996 Political Economy of Fairness, The MIT Press, Cambridge Mass  
� For example, Sang Nguyen MLC 16 October 2001 Second reading Essential Services Commission Bill “”Some people may have difficulty in paying their bills on time because they cannot afford them, but if they are unable to pay their bills the government does not want to cut off their services.”


� See Dufty G 1995 Unplugged VCOSS, Melbourne


� As is the case in the US according to Howat 


� The National Energy Action (2002) said in reaction to changes to permit PPM customer with debt to transfer  “…this protocol will allow at least some consumers in debt to take advantage of lower prices available from alternative suppliers. We regret that it has taken more than three years to devise a workable solution and have some difficulty in understanding suppliers’ reluctance to countenance the simple solution of abolition of debt blocking, particularly for prepayment customers where collection of arrears is in any event assured via calibration of the meter.” EAG speculates as NEA itself does that the reason has to do with the fact that the period of time it required to pay arrears using a PPM is sufficiently long to wipe out any profits that may be gained by a new retailer ‘effectively’ buying the debt. PPM have to consume in order for the debt to get paid which they do not  if they are self-disconnecting.





� For example Dufty (2003) estimated that if all Victorian households moved from the current 3 month credit provision to pre-payment, the then SECV would have a once off  $144m windfall. He suggests that the commencement of the NEM adds considerably to cashflow pressures


� Or if the retailers has offered an instalment plan that the customer has not accepted (the retailers are permitted to seek that debt is recovered in a 12 month period, which may not be feasible for the customer. That is, where affordability is the issue the Retail Code fails to prevent the us of security deposit and disconnection. A retailer can also request a security deposit where the customer refuses to provide acceptable identification.


� Comment made to meeting recorded by Sue Fraser (FCRC), and similar comment made to author)


� Washusen J forthcoming submission to the ESC’s Interval Metering Consultation by the 
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