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The New Normal

The global energy marketplace is a complex world of changing regulatory
frameworks, dynamic markets, disruptive technologies and the digital revolution.

Shifting 5@%

Changing Increasing consumer -
regulatory focus on preferences Digital
policies sustainability and values at scale
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Regardless of the market model consumers are central

Accenture has completed over five years of comprehensive and continuous research
focused on energy consumers. Our results offer actionable insights into the
preferences and values shaping the energy marketplace.

F & >50,000 consumers surveyed in 26 countries.

Highlights the prevailing characteristics of energy consumers.
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Europe’s New Energy Consumer
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41 A) of consumers would consider 58% of consumers are
purchasing solar products from their interested in product and

energy provider. service bundles from energy

= providers.
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70% Nearly half of consumers plan to

O of consumers are no sign-up for connected home services
longer looking for a traditional — in the next five years. —_—

utility experience.
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Global Competition — There is no perfect market model

Canada

Y3

/ North America - predominantly regulated,
vertically integrated

* Some deregulated states with high competition,
switching sites and emergence of challenger brands

* Retailers entering energy market by selling
energy-related products (Best Buy, Costco, Amazon)

* Most states are regulated, vertically integrated

* White labels not as prevalent in services as Europe

* Advanced and popular loyalty programs but loyalty
rewards restricted to competitive markets or tied to

Qergy conservation )
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Europe — Deregulated Markets
Deregulated markets, following EU Directive 2003 to

open up electricity markets and stimulate competition
Prevalence of cross-industry white labeling

Becoming increasingly competitive including introduction
of challenger brands

European consumers generally less willing to purchase
energy from someone other than a utility

v,

/ United Kingdom - Deregulated

* Deregulated market (since 1990’s)

entrants including challenger brands, high
churn and many switching sites

than utilities for electricity and gas (68%)
* High penetration of white labels in other
industries (41% in groceries)

&Major loyalty programs incorporate utilities )

* Highly competitive market with multiple new

* Consumers would consider providers other

market
* Highly competitive, many new entrants

telecommunications, banking and insurance

for energy supply (69%)
K. Loyalty programs extending to energy

* Growing prevalence of white labels in groceries,

* Consumers willing to look further than their utility

/ Australia - predominantly deregulated \
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Spotlight on Texas, United States - Overview

Full retail choice began in 2002 for customers of investor-owned utilities within the
Electric Reliability Council of Texas (ERCOT) region of Texas.
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Spotlight on Texas, United States

Market overview Regulatory overview

* ERCOT manages electricity flow to ~5.8 mn » Regulatory separation of retail sales,
residential consumers and ~0.9 mn small generation, and T&D business functions in
businesses in 5 deregulated grid zones incumbent utilities, but can be under the

* Highly competitive with entry of many same holding company
retailers — over 80 competitors and 400  Significant price deregulation, with only
products and services provider of last resort service being price

* Exceeded 2025 target of 10,000 MW of regulated
installed renewable capacity 15 years early * Focus on renewable energy development

through mandated procurement and

* Installation of advanced metering ) _
federal tax credits for wind energy

infrastructure is almost complete

* High consumer churn rate — Almost 60% of
residential customers, 70% of commercial and
over 70% of industrial customers are now
with non-incumbents

* Provider of last resort established as a safety
net.
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Spotlight on Texas, United States

2001: Pilot with 2002: Full Retail Competition with 2007: Transition to fully 2008: Increased consumer
100,000 residents regulated ‘price to beat’ tariffs competitive tariffs protection

| | {

. Rapid increase Differentiated competition
e R E e in competition and some consolidation

T et
D 3 g B
oG .

Insights

Clear segregation of roles of generation, distribution and retail companies spurred
increased competition from traditional and non-traditional players

Competition has led to product innovation in tariffs, bundles and offers (e.g. time-of-use
rates), and more energy management services (enabled by smart meter deployments)

Acquisitions and number of brands have increased as companies seek to establish
differentiated offerings targeting various consumer segments

High consumer awareness and price transparency, supported by price comparison
websites and ease of switching through ERCOT, has driven significant consumer churn

Copyright © 2014 Accenture All rights reserved. 10



Spotlight on Australia - Overview

Deregulation in Australia was introduced state-by-state, opening up by tranches
based on customer size.

e Govt. owned, vertically integrated — €
monopolies were separated into _ Physical
e Generation e- Electricity

e Transmission ( Distributor Infrastructure

i/ \
Y\
¢ Distribution Company Company
¢ Retail ZEZgintfor Payment for use f

of network assets

Customers con:umteddat S at regulated rates P?;T;g:kfzzsfé Z: S Wholesale Generators
1 1 contracte
* -Srgeanr:\(t?llc()jn/ prlvatlzed post rates I} regulated rates I Energy
P ' $ [Rﬁ‘ Market
S~ ! > Market $
* New business models emerged - Retail Company v Operator /="
including nl_che players, Retail Gross Pool Market
re-aggregating along the value _
hain - ‘Gentail ’ Energy all energy must be bid
chain entatlers Market into a central point of
dispatch S
. P f iff
e Healthy tension between consumer oo Ef:;g;n"c:)i'trjzte;;e
satisfaction, market competition Hedging price and pool price
and regulatory intervention Contract
e Lowering barriers requires Market

losing monopoly rents

e Consumer protections
increase costs
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Spotlight on Victoria, Australia

Market overview Regulatory overview

* Full Retail Competition: In Victoria Australia * No price caps and price tariffs
~2.4 mn residential consumers, ~0.3 mn small _ y
businesses Focus on ensuring market transparency to

drive consumer awareness of choice
» Strong presence of ‘gentailers’ (generation

and retail business model) * Multiple retailers of last resort

» Subsidies of energy efficient products and
energy efficiency targets, e.g. through the
Victorian Energy Efficiency Target (VEET)

* Strong demand for energy efficiency and solar scheme
products and services

* Incumbents have been acquiring other
retailers to consolidate market share

* High energy prices have led to price sensitive
consumers

* High consumer churn rate
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Spotlight - Australia Market

2002: Full Retail Competition 2009: Deregulated prices, state
for <40MWh/year managed switching website

Rapid increase Differentiated
in competition competition

Introduction of FRC

Insights

Absence of price regulation attracted new entrants into the market and increased price competition

Price and offering transparency, supported by regulatory efforts, drove consumer switch rates

A significant rise in Australian energy prices led to high price sensitivity amongst consumers

A large segment of consumers have stayed with incumbents on standing offer contracts for greater
consumer protection

Copyright © 2014 Accenture All rights reserved. 13



Spotlight on the United Kingdom

The UK’s 1989 Electricity Act progressively led to a deregulated electricity market comprised
of five operating entities. Each entity acts independently with overall regulatory oversight

provided by Ofgem.

Wholesale trading market to determine market
prices

Large number of competing generators
(privatised)

1 major transmission network provider
(privatised)

12 regional distribution areas owned by 7
companies (privatised)

Full retail competition

Competing retailers yet a dominance of 6
companies with segmented value propositions
(emergence of ‘white label energy’)

Networks regulated by Ofgem based on
prescribed service levels (with some incentives),
"efficient” cost recovery plus an allowable return
on investment

Networks must provide open access to market
participants based on prescribed regulations
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Spotlight on the United Kingdom

Market overview

* Full Retail Competition: ~27. 8mn residential
consumers

» Strong presence of ‘gentailers’, dominated by the
‘Big 6’

* Rising energy prices have made consumers more
price sensitive and distrustful of energy providers

* Low uptake of ‘smart services’

* Moderate consumer churn rate

Copyright © 2014 Accenture All rights reserved.

Regulatory overview

Removal of price caps and regulated tariffs

Increased energy prices have increased
political focus and regulatory oversight of
electricity providers

Focus on consumer protection with clearer
information and simplified tariffs, e.g. no
more than four tariffs for each type of fuel

‘Energy Companies Obligations’ for large
providers require them to support vulnerable
and low income households, reduce carbon
emissions and home heating costs
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Spotlight on the United Kingdom

1999: Full 2000: Gradual removal of 2013: Energy Companies 2014: Tariff
Retail competition  price controls until 2002 Obligation Introduced simplification
. Consolidation Competition amon Greater regulator
Introduction of FRC P . & g y
of players large firms oversight
Nl b e
Sl - Ja

Insights

1 Strong ‘gentailer’ positions have limited liquidity in the long term energy market and increased
barriers to entry

Continued strength of incumbents has led to public calls for greater transparency, fairness, and tighter
regulation in the market and a reduction in number of products and services.

Consumer price sensitivity and rising prices have led to proliferation of price comparison websites and
advisory services, driving increased churn

.
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Roles and Responsibilities

Role of the Distributor
Ensures security of
electricity supply, quality of
service, and network
efficiency.

Role of the Regulator
Facilitates, develops and
monitors market rules,
regulation, and
incentives.

Regulator Distributor

Partners with retailers to
support their products

and services to end consumers
and acts as a market facilitator
(e.g. meter data, settlements)

Retailer

Role of the Retailer — Markets and offers products and services to end
consumers. Responsible for overall customer experience, contract
management, switching and billing.
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Strategic Considerations
= Market Design:

= Ensure regulatory incentives reflect desired commercial outcomes
= |nitial regulatory concerns with incumbent advantages can lead to stringent requirements
which if not relaxed can stifle competition.
= Transition:

= The separation of Retail from Distribution is a significant activity, impacting every process and
system.

= In Australia, distributors were slow to establish effective business separation of retail which
left retail operations with higher costs and encumbered by older systems and processes.

= Brand early and get cost structure right.

= Stabilization:

= Initially there will be a proliferation of new retail entrants, however this will be rationalized as
retailers gradually integrate - both vertically and horizontally.

= Regulations mature over a number of years which means effective market arrangements and
broader customer benefits take time to evolve.

= |t takes time to correctly balance market participant objectives. For example, early buyers of
network businesses in Australia were initially seen to have paid too much as cost reductions
strategies took longer to achieve and pricing regulations constrained revenues.
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Strategic Considerations for the Future

Changing business imperatives — while operational excellence is important, an “intimate
customer” strategy is also key.

Smart Meters -can facilitate a new wave of innovation and customer-focused programs (e.g. time
of use rates , energy efficiency programs) and enable advanced customer and asset analytics.

Make sure handoffs are integrated and seamless to consumers - consumers do not
necessarily understand who the market participants are and what their roles are. The key is to make
it as simple and effortless for the customer as possible, and agile enough to respond to changing

Retailer

energy consumer preferences.
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