16" October 2015

Mr Rod Sims, Chairman ATA

Australian Competition and Consumer Commission
By email to: rod.sims@accc.gov.au

Dear Mr Sims
Misleading Claims Regarding the Economics of Household Fuel Choice

We write regarding misleading and possibly false claims by energy businesses. These claims relate to
the cost-effectiveness of gas as a fuel source for households. We ask that the ACCC considers taking
appropriate action to address this matter.

The Alternative Technology Association

Founded 35 years ago, the Alternative Technology Association (ATA) is a national, not-for-profit
organisation with 6,000 members who are largely residential consumers of energy, water and
transport. ATA presents a two-fold perspective as an energy consumer advocacy organisation.

ATA brings experience in energy policy, markets and technology and with the continuing support of
Energy Consumers Australia, is a strong and informed voice for energy users.

In addition, ATA also speaks with authority on behalf of the growing portion of the consumer base
that has an active interest in demand side participation.

The Economics of Gas & Electric Appliances has changed

The new LNG export market is raising wholesale gas prices and has started flowing through to higher
retail prices. At the same time, electrical technology to heat air and water is increasingly efficient,
(using only 1/7" to 1/5" of the metered energy of the most efficient equivalent gas appliance) and is
continuing dropping in price.

As such, efficient electric appliances for space and water heating now typically have lower running
costs than efficient gas appliances.

With the support of Consumer Advocacy Panel, ATA undertook a detailed analysis of the economics
of modern, efficient gas and efficient electric appliances for space heating, water heating and
cooking for residential consumers.

The analysis was conducted across jurisdictions, climate zones, gas pricing zones and household
types to accurately understand potential costs and benefits in detail. Our research looked at all

ownership costs and compared household gas and efficient electric options.

To account for uncertainty of future gas prices, a range of potential gas prices were considered.
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Research findings were released in late 2014, with the headline conclusions being:

. that today, without any further retail gas price increase, it is uneconomic for any new home; or
any existing all-electric home, located anywhere in the national energy market, to connect to
mains gas, when compared to installing and using efficient electric appliances;

. that for the many existing dual-fuel homes located in the warmer climate jurisdictions of
coastal NSW, QLD and SA, progressively switching appliances from gas to efficient electric is
more cost effective than staying on mains or bottled gas;

. that for existing dual-fuel homes (including those located in Victoria and the ACT with high
heat demands), switching gas space heating from to efficient electric as appliances reach the
end of their asset life is far more cost effective than staying with gas.

Key recommendations deriving from our research included:

° that gas network businesses be required, if not by the National Energy Rules then by
requirements of the Australian Energy Regulator in the course of the regulatory pricing
determination process, to forecast disconnection of existing gas customers and analyse their
competitive position against electricity;

. that energy concessions are improved to address the impact of energy bills on cost of living for
vulnerable and disadvantaged consumers;

. that better information is made available for consumers regarding the cost of owning and
operating gas and electric appliances;

. strengthening the regulatory oversight of the marketing of gas as cheaper and more
efficient than electricity;

. that public housing energy policy is brought in line with cost effective energy opportunities;
and

. that businesses intending to extend gas networks into new housing developments are subject
to a Regulatory Investment Test to ensure the development is in the long term interests of
consumers.

Our report has been well received. Individual gas network businesses have engaged with us in the
course of the research and the report has been extensively reviewed by some of these businesses
and the Energy Networks Association.

On the basis of our research, one gas retailer and one academic institution commissioned us
(separately) to build a forecasting model of gas demand. The ATA has briefed governments in
Victoria, ACT and NSW in this regard. AEMO has also used our research for its own purposes.

Accordingly, the ATA has been funded by Energy Consumers Australia in 2015/16 to advocate
further for the recommendations in our report.
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Recommendation 4 — Marketing of Gas as Cheaper and More Efficient

The following is an extract from our research and in reference to Recommendation #4: ‘Strengthen
the regulatory oversight of the marketing of gas as cheaper and more efficient than electricity’ (page
33-34):

“Questionable, and in some cases deceptive, claims about the affordability of gas are not
limited to gas appliance sellers.

Through the process of research and analysis for this project, ATA has become aware of a
prevalence of false, misleading and/or confusing statements, in particular proffered by some
gas network and retail businesses, regarding the cost effectiveness of gas compared to
electricity.

Examples of such statements found on just one gas business website include the following
unqualified statements:

“Natural gas is far more cost effective and energy efficient than electricity when it comes to
heating”

“[Gas ducted heating] is a far more efficient and less obtrusive way to heat multiple rooms
compared to operating several portable or wall-fixed heaters.”

“Natural gas is, in most states, far less expensive than electricity. The initial cost involved in buying
a gas heater may be higher but the lower running costs will save you money in the long term.”

“Far more efficient than electric heating systems, Natural Gas solutions can save you money and
provide a comfortable temperature more quickly”

[On gas being cheaper than electricity:] “And those savings might only increase - experts have
forecast that electricity rates will rise further as green taxes are levied on it.”

“These calculations are based on an average rate of 3¢ per MJ for the portable gas heater and, due
to the larger consumption of ducted systems, 2¢ per MJ for the ducted gas heating. Compare that
to an average cost of 30¢ per kWh for electricity and you can see that running a gas heater is far
more cost effective”

“Warning: You’re losing money by not using a gas oven.”

ATA recommend that the ACCC and/or relevant jurisdictional departments of consumer affairs
dedicate focus and resources to monitoring relevant marketing material in this area.”
Misleading Claims by Energy Retailers

The view that gas continues to be inherently more affordable for homes than electricity is
perpetuated by the marketing of gas supply and gas appliances as cheaper and more efficient.

Ten months since our report was released, of the seven quotes of false and misleading advertising
contained in our report, one is still on the website of the retailer in question (Alinta Energy).
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The quote that remains’ is:

“Far more efficient than electric heating systems, Natural Gas solutions can save you money and
provide a comfortable temperature more quickly.” ?

Since the other quotes identified in our report were subsequently removed, ATA would question
upon what basis Alinta continues to make this claim.

A second Alinta Energy webpage® makes variants of the same original claim:

“Gas is generally considerably cheaper than electricity, largely because it does not need to be burned to
produce energy before being distributed.”

“The fact is that electric heaters aren’t the most efficient way to heat a room. For the amount of heat
they deliver, gas heaters are far more efficient so they tend to be the best solution for heating large
spaces.”

“Gas heaters may cost more that electric heaters initially but are more efficient to run, meaning lower
energy bills...”

On this page, Alinta Energy also mischaracterise reverse-cycle air conditioners (RCACs):

“However, even natural gas portable heaters can save you up to 40% in running costs compared to
similar electric heaters. Reverse-cycle air conditioners are cheaper to run than other electric heating
systems and more efficient when heating large spaces but don’t be tempted to opt for a cheaper unit as
they will be less efficient and therefore more expensive to run.”

This language is confusing and deceptive. It is not clear what type of electric heater is the initial
comparison point.

Given their Coefficient of Performances, RCACs are significantly cheaper to run than other electric
heating systems (whatever these are). ATA’s research (along with research by the Grattan Institute
and the Melbourne Energy Institute) has found that they also have cheaper running costs than their
gas equivalent appliances.

On a third webpage*, following similar incorrect claims, Alinta are more circumspect in their
conclusions:

“The energy market is rapidly changing but, for now, gas seems to be cheaper overall. However, it is
essential that you take your own circumstances and lifestyle, as well as the availability of each energy
source, into consideration.”

This use of false and misleading language in marketing gas appliances is not just limited to one
energy retailer.

! All references to material on websites are current as at 28" September 2015.

2 https://alintaenergy.com.au/energy-products/electricity-gas/gas-in-your-home

® https://alintaenergy.com.au/energy-products/is-gas-cheaper-than-electricity-for-heating

4 . . .. . .
https://alintaenergy.com.au/energy-products/is-gas-cheaper-than-electricity-in-australia
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Energy Australia also makes misleading claims® about the economics of gas. When listing pros and
cons of heating with gas or electricity, EA claims for gas the advantage of being “much cheaper than
electric heating” and the disadvantage for electricity of “ongoing costs of electric heating are
relatively expensive”.

ATA requests that the ACCC assess gas business’ websites for misleading advertising and ask energy
retailers for evidence regarding questionable claims.

Misleading Claims from an Energy Network

AGN distribute natural gas to households in South Australia, Victoria, Queensland and New South
Wales.

In Queensland, in an application to the National Competition Commission for light regulation in

August 2014, AGN (formerly Envestra) acknowledges “natural gas does not have a clear competitive

advantage over electricity or LPG” °.

In August 2015, their corporate website’ still made this false statement:

“Choose natural gas as your energy source and you could lower your running costs and improve energy
efficiency, comfort and reliability.”

By September it has changed to:
“Greener energy that won’t cost the earth”.

However their consumer focused website is ‘Make the Connection’ which claims:

. gas heating to be “efficient and cost effective” %;
. gas hot water is “energy and cost effective” °; and
. gas cooking is “economical” *°.

These consumer focused claims give a false impression, in ATA’s view.

http://www.energyaustralia.com.au/residential/home-services/heating-with-electricity-or-gas
http://ncc.gov.au/images/uploads/LRQGDNAp-001.pdf. Page 31
http://www.australiangasnetworks.com.au/about-us/
http://www.maketheconnection.com.au/vic/benefits-of-gas-vic/residential-benefits/benefits-of-

gas/heating/

° http://www.maketheconnection.com.au/vic/benefits-of-gas-vic/residential-benefits/benefits-of-gas/hot-

water/

1% http://www.maketheconnection.com.au/vic/benefits-of-gas-vic/residential-benefits/benefits-of-

gas/cooking/
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Gas Appliance Manufacturer Incorrect Claims

Manufacturers of gas appliance still make claims that are misleading at worst, outdated at best. For
example, this from Rinnai'*:

“An energy comparison of a Rinnai Energysaver gas heater versus an electric heater found that the
average yearly cost of running a Rinnai Energysaver gas heater is up to 60% cheaper than an electric
heater.” *?

The reference is to an internal calculation. ATA seriously doubts the veracity and currency of it.
Braemar are another gas appliance manufacturer/distributer. On their website®, they claim:

“Braemar's 7 star* ducted gas heating system will save you up to 5438 per year in running costs
compared to an electric ducted reverse cycle heating system”?.”

There is more detail about what this claim is based on, as follows:

“Seeley International’s calculation, using publicly available data (2013) adjusted to the Braemar 7 star
equivalent ducted gas heater, compared to an electric reverse cycle ducted air conditioning system with
COP of 3.4, for a heated area of 250 m2.

“Based on 900 hours running per year. Peak electricity tariff — 27.7 ¢/kWh. Off-peak electricity tariff —
16.6 ¢/kWh. Marginal natural gas tariff — 1.50 ¢/MJ.

Actual costs for your house will depend on the area heated, how long you run the heating for, your
thermostat settings, how well insulated the house is, your energy tariffs and your local climate.”

The assumptions are at least listed but only partially and appear out-of-date:

e As at January 2014, the typical household’s average gas tariffs across the eastern and south
eastern states varied from a minimum of 1.65¢/MJ (in Richmond, Melbourne) to 3.87¢c/MJ
(in Chermside, Brisbane). So 1.50c/MJ for natural gas is not realistic.

e 900 hours is an unusual assumption. Energy Consult in their 2011 Product Profile for Gas
Duct Heaters (part of the Equipment Energy Efficiency Program) assumes 1200 hours in
Tasmania, 576 in NSW/ACT, 588 hours in Vic and considerably less in other states.

o The losses of the gas burner, if assumed at all, are not transparent. These losses start at 20%.
Further (and often significant) losses are also present within ducting.

e The assumption that it's a comparison between electric and gas ducted systems is
inappropriate on two counts. Firstly, there’s the issue of ducting — RCACs do not have to be
run through ducting (avoiding heating losses). Households tend to use split systems.

" http://www.rinnai.com.au/news-offers/benefits-of-gas-vs-electric-heating/.
2 http://www.rinnai.com.au/# ftn3
3 http://www.braemar.com.au/heating/ducted-gas-heating/why-ducted-gas-heating
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Secondly, it implies one large RCAC with an output of around 25kW. Smaller RCACs (3-7 kW
output) achieve much higher coefficient of performance (4.5+). ATA’s research found
multiple smaller RCACs to be always a more economical option than any type of gas heater
(see Figure 7.4 on page 71 of ATA’s report).

At the very least, these less robust claims should be removed from websites.

Conclusion

ATA's research remains the only comprehensive and up-to-date body of work that has assessed
competitive positioning of gas and electricity. The major finding of our research is that gas is no
longer the cheapest fuel source for some residential activities in most locations.

Consumers need to be better informed of the real cost of purchasing and operating appliances in
order that they can confidently make decisions that are actually in their long-term interest. This
requires accurate information and advice, that is easy to understand and assists consumers in
making choices today that will impact them over the longer term.

ATA has found significant advertising of gas as cheaper than electricity, and ATA’s research has
conclusively found that such claims are often incorrect. In light of this, such claims should now be
considered false or misleading.

ATA asks that the ACCC monitors marketing material in this area and responds appropriately to false
and misleading information.

Thank you for your consideration of the issues raised in this letter and should you have any queries,
please do not hesitate to contact either Craig Memery (0412 223 203 or craig@ata.org.au) or myself
on 03 9639 1500.

Yours sincerely

] '
\

Damien Moyse
Policy & Research Manager
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