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1. Introdiction and Methodology

1.1 Background

The Electricity Commission i s unadaeichhtaa&i ng a
particular focus with respect to this research on competition in the Patetdmeloevidence
suggests ceamers are unhappy about electricity prices, support for which is derived from analysis
real consumer prices when compared to commercial ones over the. peswdeeadéhis

appears to be matched by an unwillingness to switch retailers

The ky areas research needs to explore include drivers and barriers to switching, awareness
competition, satisfaction with service and retail brand. perception

1.2 Methodology

Exploratory qualitative research employing focus groups wasnctiredirsteghase of this
researchThe objectives of the focus groupsowere

1 gain understanding of consumer loyalty and switching

1 gaugethe extent to which these factors were in play with respect to electricity retail
companies

1 explore awareness of congpeginail companies

1 gauge what weight consumers place on specific reasons for switching retailers

1 test inducemenitluding price in partidolawitch

1 gauge awareness and acceptance®btines Ponerswit@vebsite

1 identify the type of informatimnsumers need to make informed choices about retail

suppliers and how best to provide that information
Four focus groups were conducted in the following areas:

- 1 x Auckland low income

- 1 x Auckland high income

- 1 x Te Awamutu (Waipa network@seiarome

- 1 x Te Awamutugipa network area) high income.

The Waipa network area was chosen on advice that it was an area where one retail electricity com
enjoyed the largest segment of the market and where significant margins of abdut $164 exis
between it and alternative providerkland was chosen becausege number of retail options

are available to consumers and there was less likelihood of any parochial issues being in play.

Thequalitativeesults are reporieda separate sectiof this repamnd theifidngs were used to
inform the design of a telephone survey in order to measure and confirm the findings
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The survey was a nationally representative sample (n=750) of New Zealanders age 18 years and
Fieldwork was cowted from 6thtd"Mar ch 2008 at UMR Researchos
AucklandT he mar gin of error for a 50 %Thé sutyayr e at

results are also reported on sepanatiedyreportAn executive sarary captures the key findings

from the research as a whole.
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2. Executive Summary

2.1 Why there is limited churn

A combination of consumer inertia and lack of aggressive competitive behaviourtasong retailers
created a 0 s tisedbyimiédswitchingkbehavio@dnsumerschave a low level of
awareness of competitive options and are deeply suspicious that any kevibchttieelyasia of

price or an inducemeititiagt Therewas virtually no evidemtehe focus grougpsit consumers
actively research compet icampetingaiff sructurasetiseir a nd w
localitytheyadmit difficulty imderstrding them to make informed choiceshe quantitative

survey, 36% said they had researchedthanaietail electricity companies charge in the past five
years, but 52% of these had also been approached to change company duringnthat period
Wellington, which reported a higher rate of approaches to change company, there was also a hi
rate oswitching over the past five years.

In the quantitative surd&g of respondents could not name another electricity retail company in the
local area and a further 33% could only thinkAaofdoi&8% had not changed their retail electricity
company ithe past 5 yeardMost people 3) had not researched what other retail electricity
companies in their area chargedd@&mdhdd not been approached by another company to switch
There was very limited awareness of the consumer information Sife \Withw8GSwideclaring

they were unaware of the site

Service experiences are primarily confined to the monthly invoice and occasional contact with nr
readers or the retailerdés call cent rdiver t hus
for switching other services, is only weakly @nglag face of things, a combination of commodity
product and minimal service engenders little loyalty among ddosawerscumbent retail

electricity companies/e established somaltgythrough discounts, flexible payment plans and the
passthrough of dividends from trusts with investment in local .diStbuétar isequently
misconceivexs a payment made by the retailer rather than tentrashalf@%) of thosia the

guantitative survey said they received an annual rebate or dividend.

2.2  Why churn occurs

When switching behaviour does occur, it typically arises as a result of either a poor service experi
or an approach from another competitor ath@eefidhe latter occumniegysomewhat limiied

the focus groupkdeed, in the quantitative survey only 23% had changed electricity retail company
the past five years and 30% of those had changed because they had mvns&d Sitigehad

changed for financial reasons and 20% because of servichéskuneger people have been in the

same residence the less likely they are to seriously consider a financial induceniourto change
service experiencesadue to disputes over invoiegsyr readings and estimates of consumption

or call centre interaction which is reasonabRetaiters though have adopted the approach of
letting consumers do their own meter readings which can be submitted over the phone to genere
fresh invoiceA customdocused catkentre therefore can address many of the service issues that
are likely to lead to churn.
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In the quantitative survey, respondents rated 11 potential reasons for switching on the basis of
likely they were to make them sWwibcin service was by far the most significant reason why people
would seriously consider switching and was rated much higher than financiaichaiilcgments
saving of $150 per annum in savimdsed, most respondents (62%) said of three stdtement

one that most <closely described t hgenerallygener :
stick with the same companies unless | have a poor service experience or prices go up sharply
then | look arounBurther, 50% were confidexttthe price they paid for electricity was much the
same offered by other companies.

In the focus groupsidence of approaches from competat®mimarily associated with retailers
who also supply gédidsclear gas consumers are likely th #wlitey are not already on one power
bill for thtconvenience, but gas and electricity retailers do offer disscamisdded attraction

There is a small proportion of consumers who will readily switch for price alone, but even these re
an approach from a retailer to initiate the switch

2.3 Distribution

Consumers are reasonably well aware who their local distribution \dtnpdhgse who have
experiencepower outages tend to contact their retailer in the first ostaneegware that the

cause is a distribution problem and not one the retailer carries respbmsghildgdbpoweis

not a service issuthere is a viewhich is held exclusively among some males, that all competitors
are sudeasing theame lines, so opportunities for significant price differences are consequently
limited.

2.4 Encouraging a more dynamic market

A Aggressive competition

More aggressive competition among retail electricity companies is needledaossinade
apahy. Most consumers are unlikely to initiate switching unleappinestciren do so

A Tacklecynicism

The prime task is tackle consumer cynicism and to engoiagafinamcial bene@onsumers

will react favourably to offers thadgeoguarantee in writing for a fixed discount for at least two
years.
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A Simplify the price offer

Consumers find it difficult to understand tariff rates and to make comparisons between competing r
They are attracted to simple annual discobetaveayp 10% and 20% over their tultrent

A Publicise Powerswitch

While there is low awareness of Powerswitch, consumers who are shown how the website works lil
simplicity and are curious to explore whether they are getting the lagét deal avai

A Awareness of competitors

Although use of Powerswitch would inform consumers of competitors in their area, it is probable
many will still remain unaware of the service or.nibtwmsa@dtbe useful therefore to devise more
direct mears informing consumers who the competitors are in their area and if possible their rat
though the latter may be more difficult to anl@sseprovided by an independent lmothe

guantitative survey, respondents expressed a preferencenfonreedime which enables them to
compare competing prices with their electricity bill

A Ease of switching

In the focus groupskes barrier to switching for many is the perceived inconvenience associated witt
making the transitioim the quantitee survey thoyghis was somewhat more muted 6#6th 4

rating it as easy and convenient to switch their retail electricity soitcpargould be made as

easy as a single pheaéwhich would see automatic payments and final readings alhamanged,

this should be publicised and would encourage consumers to switch if the other recommendat
above are in playf consumers receive information about how simple and easy switching can be |
would assist some to cross the threshold

2.5 Infomation to compare price® Preferred communication
channels

In the quantitative survey, receiving information to compare prices with the electricity invoice was
preferred channel with 63% said thiswasd8edméQ 0 s cal e wheatr eal0l mesaenf
and 10 meant fivery wuseful .o

It should be noted though that preferences for some channels varied considerable for different
groups For instance, 57% of those tBtdeears said a dedicated welsitdd be useful
compared to 28% afsth over 60 year3his suggestn multchannel approach to information
dissemination should be considered.

UMR Research Limited 8



3. Quantitative Report

3.1 Overview

Most people only change regular services they receive if service is poor or pricétalise sharply
(50%) those in this survey said they were confident that the price they paid for electricity was mucl
same as that offered by other comp#aiaegver, most (56%) said they would consider switching
providers if they could save $150 a year in cloaigjesheh most significant factor that would
influence switching behaviour would be poor Skghiite fewer than half (46%) rate switching their
electricity retail company as easy and convenient, that is, they gavel@ watiagQdf 3cale
wheeOmearia | ot of hassle and inconveniento and

Most (54%) have not been approached to change electricity retail company in tharghat five years
large majority are unaware of the name of another elattmitypaetain their area or can only
name one otheknd the vast majority of people are unaware of the consumer website Powerswitch.

32 Consumer &haviour

Mostct onsumers (62%) say their congdgeneellyiskboehavi
with the same companies for services unless they have a poor service experience or their prices ¢
sharpt 0 a s olmenerallg stick ith thé same companies that provide me with products and
serviced( 2 0 %l)change companies often dhdlmost always take a better deal if that comes
along 0

Across demographics, those o0veigeoetallygtekamtrs wer
the same companies that provide me with products amdvikr@&6es opting for tthieice

compared with 19% for thode94fears, 16% for thosel8Fears and 10% for those under 30
years.

3.3 Ease of witching

The easy and convenience or otherwisielmhgetail electricity companiesed much the same

as switching insaca companies. Out of five services tested, switching telecommunications compan
was considered the easiest and most convenient to do with 50% ratidganetioa & scale of

010 where O meant nfa | ot of haansds | ceo .namedn i ie m ¢
comparison, 49% rated changing insurance comimettyange, 46% their retail electricity
company, 45% their bank and 38% their Internet service provider.

Across demographics, more of those in rural areas (23%) rated &nidithirggadleompany as

inconvenient-Brating) compared with urban areas like Auckland (17%), Christchurch (16%) an
Wellington (15%)
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3.4 Electricity povider

In this surve8% of respondents received theicigleicim Contact Energytivep 23% from
Genesis Energy/Energy Orlis# from Mercury Energy/Mighty River $oweom Meridian
Energwnd8% from TrustPowér further 9% were not sure who their electricity retail company was.

3.5 Awareness oftberproviders

Almost ha{##9%) were unaware of any other retail electricity companies in their local area other th
their own provideh further 33% were only aware of one other company, 15% were aware of twc
other companies and 3% were aware of three other companies.

Althouglthe Pacific Island sample in the survey was too small (n=35) to draw statistical conclusic
from, we note that 82% of those respondents were unaware of another company compared with 4¢
Maori and 49% of all respondents

3.6 Confidence ipaying he sasme asompetitorscharge

50% say they are confident (rafidigp@ a 0 s cal e where 0 meant fAnc
meant Avery confidento) that the price they
companiesOnly 1% are not confident (rati8y &nd 27% are more neutral about their confidence

(46 rating).

Those who said they changed companies often and would almost certainly take a better deal if
came along tended to be less confident that the pricéothelegiagity is much the same as that
offered by other companies with 23% saying they were not confident compared with 11% of those
stick with the same companies and 15% of those who generally stick with the same companies ur
they have a poorgee experience or prices go up sharply.

3.7 Researched othebmpanies

A clear majority (63%) have not researched what other retail electricity companies charge in their
area.

Of those who said they had, most (59%) said they foundrigeé€y qraa A0 scale where 0
meant dAvery difficulto and 10 meant #Avery e:
company, 25% gave a neutral ra@ih@rid 15% found it diffic@ltréding).

Most of those who have been approadtethgeetail electricity compani2%ojGsay they have
researched what other electricity companies ¢hangasinfive years compared %o \880 say
they have not been approached6@n B all respondentdhis strongly suggests that approaches
from companies are a key factor in informing people about electricity price differences.
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3.8 Switching Unprompted

Most (8%) have not been approached in the past five years to change their retail electricity compa
This is slightly higher among thaserural areas (61%) and lower in WelNiogtappfoached

42% Approached 5§%)ough care needs to be taken as the Wellington sample size is low (n=74)
Those on higher incomes tend to have had more experience of being approached with 65% of tho:s
incomes below $15,000 saying they had not been approached compared with 50% for those in ea
the following income bai$d®),004$50,000, 50,000,000 and more than $70,000.

Only 23% declared they had switwigdtail electricity compartlgarpast five yeatisough 29%
in Wellington said they. eginoted, the highest number of approaches from companies was made in
Wellingtan

The main reasons given for switcitinipe percentage who identified that reason imerackets

Firancial e.gbetter deal, special discounipfbmpayment (51%)

Moved house (30%)

Poor service, including single bill through one retailer, actual meter readings and Fly Bu
(20%)

The main reasons given for not switching were:

Happy with the deev(44%)

Habit, too inconvenient to change, no meaningful savings (36%)
Loyalty factors including discounts, dividends, one bill (18%)
Lack of awareness/knowledge of other companies (9%)

3.9 Switching Prompted

Respondents wegiven 11 diféeit reasons for switching their retail electricity company and were
asked to rate how seriously they would consider switcHinQ ona®al e wher e 0 me
seriousl yo and .l1Poor servieenmas rdated enosiyhiglslyeapa t@asrssidey o
switching with 70% rating that irltheange This was significantly higher than the second highest
rated reasdnfBaves you $150 a year in ch@rgesich 56% rated in that rafidgeese were the

only two reasons which a majoetyimathat range.

Other reasons that rated reasonably well were if a company promoted itself for using renewable °
and being environmentally friendly (47%-4avatiig), providing a 10% discount for prompt
payment (45%) and providing a 10% discelsctronic payments (45%).

Lower ratings were given for reading the meter every month and will never estimate usage (38%),

strong sponsorlotal community activities (389d)providing a esfefinancial incentive to switch
(36%)
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Thel east preferred i ndaufcfe mpayme wteref AL Gk st o o
said they would consider seriously and 41% said they would not consideéd ssmmg)sly (O

f ol | osumplies dgaag well, so that everything is antheidwith 30% considering seriously

and 44% not c on provilesripsay usefal inforonatisnl op how o resale Fowe
with 29% considering seriously and 41 not considering seriously.

3.10 Informatiorchannels

The most useful wefchannels tested for providing information in order to compare retail electricit
pricegs as part of the electricity@8lo rated this channel as usef0l ¢ a-Q0 scale where 0

meant d@Anot at all u )@ipard6%awha gave @ampidets ditecthyiirv e r
the mail that rating, 45% who gave a dedicated 0800 number that rating, 45% who gave a dedic
consumer website that rating, and 35% who gave public notices in your local regional newspaper
rating.

3.11 Powersvitch

A very large majority (86%) had not heard of a consumer website called Powerswitch.

3.12 Annual &vidend

46% receive an annual rebate or dividend, 45% say they do not and 9%rThosaimgure
receive a dividend are slightly more libelycomfident that they pay the same price as other
companies offer
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3.13 Quantitative tables

TYPE OF CONSUMER BEHAVIOUR

Which one of the following statements most closely describes your behaviour as a consumer of
products and services you buy regularly? This may include such things as groceries, petrol,
insurance, telecommunications and electricity.

A) | generally stick with the same companies that provide me with products
and services

B) | generally stick with the same companies unless | have a poor service
experience or their prices go up sharply and then | look around

C) I change companies often and will almost always take a better deal if that
comes along

Neither
Depends
unsure
TOTAL

Base: All, n=750

UMR Research Limited

MAR 08

%
20
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EASE OF CHANGING SERVICE PROVIDERS

Using a scale of 0 to 10 where 0 means a lot of hassle and inconvenience, and 10 means very easy and convenient, how inconvenient or convenient do you think it
would be to change from the following service providers? If your household is not a customer of these services, please let me know.

Your
telecommunications
company

Your insurance
company

Your retail electricity
company

Your bank

Your internet service
provider

Base: All, n=750

UMR Research Limited

0 A lot
of
hassle
and
inconve-
nience
%

%

20

15

19

27

22

%

14

16

15

12

14

25

27

26

25

22

10

%

14

17

14

12

12

%

10
Very
easy

and
conve-
nient

%

19

18

17

19

15

TOTAL
7-10
%

50

49

46

45

38

Unsure
%

Not a
Custo-
mer
%

15

14



RETAIL ELECTRICITY COMPANY

What is the name of your retail electricity company?

Contact Energy/ Empower

Genesis Energy/ Energy Online
Mercury Energy/ Mighty River Power
Meridian Energy

Trustpower

Other
Including: Energy Direct (1%), Vector (1%)

King Country Energy
Bay of Plenty Electricity
None

Unsure

TOTAL

Base: All, n=750

OTHER RETAIL ELECTRICITY COMPANIES
(NUMBER OF MENTIONS ONLY)

What other retail electricity companies are you aware of in your local area?

MAR 08

© PRk

100

None

One

Two

Three

Four or more
Unsure
TOTAL

Base: 90% of respondents, those who named their retail electricity company, n=679

UMR Research Limited
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%

49
33
15

100

15



CONFIDENCE OF PAYING THE SAME PRICE AS OTHER COMPANIES

Using a 0 to 10 scale where 0 means not at all confident and 10 means very confident, how
confident are you that the price you pay for electricity is much the same as that offered by other
companies?

MAR 08

%
07 Not at all confident 8
1 1
2 3
3 4
TOTAL NOT CONFIDENT 16
4 5
5 18
6 4
TOTAL NEUTRAL 27
7 12
8 19
9 8
1071 Very confident 11
TOTAL CONFIDENT 50
Unsure 7

Base: 90% or respondents, those who named their retail electricity company, n=679

RESEARCHED OTHER ELECTRICITY COMPANY PRICES

In the past five years, have you researched what other retail electricity companies charge in your
area?

MAR 08
%
Yes 36
No 63
uUnsure 1
TOTAL 100

Base: 90% or respondents, those who named their retail electricity company, n=679
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EASE OF KNOWING HOW MUCH YOU WOULD END UP PAYING

Using a 0 to 10 scale where 0 means very difficult and 10 means very easy, how difficult or easy
was it to find out how much you would end up paying with each company?

MAR 08

%
01 Very difficult 3
1 3
2 3
3 6
TOTAL DIFFICULT 15
4 6
5 15
6 4
TOTAL NEUTRAL 25
7 7
8 21
9 11
1071 Very easy 20
TOTAL EASY 59
Unsure 1

Base: 36% of respondents, those who said yes to researching what other retail electricity companies charge in the past
five years, n=246

BEEN APPROACHED TO CHANGE COMPANY

Have you been approached in the past five years to change your retail electricity company?

MAR 08
%
Yes 43
No 54
Unsure 3
TOTAL 100

Base: 90% or respondents, those who named their retail electricity company, n=679
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CHANGED COMPANY IN PAST FIVE YEARS

Have you changed your retail electricity company in the past five years?

MAR 08
%
Yes 23
No 75
Unsure 2
TOTAL 100

Base: 90% or respondents, those who named their retail electricity company, n=679

REASONS FOR CHANGING ELECTRICITY COMAPNY

You say you have changed your retail electricity company in the past five years. What were your
main reasons for changing?

MAR 08
(n=159)
%
Financial
Better financial deal/ Special discounts/ One-off payment (49.4%), Previous 50.8
company increased prices (0.9%), Invoice dispute (0.5%)
Moved House
Moved so a hew connection required (19.7%), Moved so used existing connection 29.7
(5.2%), Only provider in area/ Old provider not available (4.8%)
Service
Dissatisfied with service (8.3%), Prefer a single bill through one retailer (5.0%), 20.3

Prefer a meter readings (2.6%), Better services (2.3%), Fly Buys points (2.1%)

Other

Responded to an approach from competitor (4.7%), Environmentally friendly/ 98
sustainable company (2.4%), Amalgamation of companies (1.3%), Convenience '
(0.8%), To have a change (0.6%)

Unsure/ None 3.6

Base: 23% of respondents who mentioned an electricity provider AND have changed their retail electricity company in the
past five years, n=159
This was a multiple response question so percentages may not sum to 100
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REASONS FOR NOT CHANGING ELECTRICITY COMAPNY

You say you have not changed your retail electricity company in the past five years. What were
your main reasons for not changing?

MAR 08
(n=506)
%
Service
Happy with service or call centre (43.7%)

Personal
Creature of habit/ Stick to the devil 35.9
meaningful savings (10.5%), Too much hassle (6.7%), No time (1.6%)

Loyalty factors

Gives discounts for remaining loyal (4.7%), Gives discounts for prompt/ electronic
payments (4.0%), Provide one-off payment/ dividend (2.6%), Competitive
company (2.3%), One bill for gas and electricity (1.6%), Am a shareholder (0.7%),
Offer Fly Buys points (0.6%), Giver accurate meter readings (0.5%), Good stable
company (0.3%), Local company (0.3%), Use renewable resources (0.3%)

Lack of Awareness/Knowledge of Other Companies

Did not realise could switch (4.3%), No other suppliers in area (1.9%), Lack of
information from other companies (0. 9¢
Distrust other companies (0.4%), Not been approached (0.4%)

Other

Not my choice (1.3%), Moved to New Zealand recently (0.8%), Have a transient 3.0
lifestyle (0.7%), Sponsor community activities (0.2%)

None 2.2

Unsure 1.2

43.7

17.9

8.5

Base: 75% of respondents who mentioned an electricity provider AND have not changed their retail electricity company in
the past five years, n=506
This was a multiple response question so percentages may not sum to 100
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