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PROPOSITION

THE STATES are asked to decide whether they are afpinion -

to request the Minister for Treasury and Resourtesbring forward
Regulations for approval by the States, under tb&eps assigned by
Article 89(1) of the Jersey Gas Company (Jerseyy 11®89, in order to
reduce the Jersey Gas Company’s domestic tariff®%ywith immediate
effect.

DEPUTY G.P. SOUTHERN OF ST. HELIER
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REPORT

The past few years have seen significant growtthénprice of oil on international

energy markets. This has led inevitably to incredsethe price of oil derivatives,

petroleum, domestic heating oil, natural and liqpietroleum (LPG) gas. These
increases have had a major impact on the cosviofylifor communities across the
world, not the least of which is Jersey, where sime of the market is a severe
limitation on the ability of competition to bringnergy prices down.

The rampant growth in the costs of heating hasthagreatest impact on the elderly,
who are most vulnerable to succumb to hypothermiang the winter months.

Age Concern Jersayas warning back in November that many pensionéifiave to
choose between heating and eating this winter. Toéyted out that statistics show
that more Islanders over the age of 75 die durmgdolder winter months than at
other times of year.

“It is when they have not got the money that thayehto decide whether to
heat or eat. | don’t think anyone should be in tpasition, certainly not old
people.”

— Daphne Minihane, Head of Age Concern, Jersey

This inflationary growth in energy costs is perhapsst clearly illustrated by
examining the media coverage of the costs in thmedtic gas market over recent
years:

25th July 2011
“Jersey gas prices to rise in August

Prices for gas will be going up by about 7% from #iart of next month. It is the
second time the cost of gas has increased thisigehersey. Customers will be
paying about 15% more than at the start of the, yisgyending on their tariff.

Rising gas prices mean you could pay about £19@&mach year to heat your
home in Jersey. Jersey Gas said the increasemeegssary because of continued
high world energy prices.

Back in February when it rose, there were a nunolbezomplaints about rising
energy bills so the Treasury Minister, Senator iphDzouf, asked Jersey’s
Consumer Council to investigate. Senator Alan Boackho heads it up said
given the current economic climate, rising gasqwiwere making life difficult for
many families.”

January 2012

“Gas prices in Jersey will not be reducing in theming months — despite
suppliers in the UK slashing bills following a fall wholesale costs.

EDF Energy, British Gas and Scottish and Southeve hall recently reduced
prices by about five per cent after wholesale cdstpped to their lowest point in
almost a year. However, Jersey Gas, which hasdeetkits prices three times in
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less than 18 months, has today said that it haplans to cut bills, as the
wholesale cost of the type of gas used in the dshaas remained high.”

May 2012
“Gas prices will rise by about 5% in Jersey fromM&y. Gas prices will rise by
roughly five per cent next week — the fourth insea less than two years. Jersey
Gas announced that they were ‘reluctantly’ chandig tariffs on 10 May in
response to increased wholesale prices.
Commercial director John Davies warned that prigese expected to stay high
for the foreseeable future and that if the costrofde oil continued to rise, so
would customers’ bills.”

January 2013

“Guernsey and Jersey gas prices to rise by 3%

A 3% rise in gas prices in Guernsey and Jersegiisgbblamed on rising global
prices.

John Davies, commercial director of Guernsey andeyeGas and Kosangas,
claimed the move had been “forced” on the compamyiwolesale energy costs.

Mr Davies said prices were expected to remain ighthe foreseeable future”.”
August 2013
“Channel Islands gas prices to rise by 3.5%

Channel Island gas prices will rise by 3.5%, thierdmational Energy Group has
announced.

Both standing charges and tariffs will increaserfrb6 August, with unit prices in
Guernsey rising from 12.4p to 12.83p and 12.76}8t@1 in Jersey.”

August 2014
“Jersey Gas announces a further 2.9% rise in J&asydomestic tariffs.
In total we have seen an increase in domesticagifstof 32.4% over the 4-year
period, an average of 8% annually; a figure that datstripped inflation as
measured by the RPI which averaged only 3.3% dweesame period.”
What goes up ...
In this brief survey of prices, it is interestimgriote two of the statements from Jersey
Gas, namely —

(a) if the cost of crude oil continued to rise vaauld customers’ bills, and
(b) prices were expected to remain high “for theéeeable future”.
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The first establishes the link between the costilbAnd the price of our own LP gas
(a mixture of propane and butane derived from oil).

The second brings us to the unforeseen — the pfio# has gone down, and logically
with it, the Jersey consumer can reasonably expatthe price of gas will follow.

We have already seen a significant reduction ircthet of petrol on Jersey forecourts,
along with a reduction in the cost of domestic imgabil in recent months. They are a
reflection of the recent halving of crude oil pscgeen here.

CLH11 - Crude Qil WTI (NYMEX)
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15th January 2015 headlines
“Wholesale oil prices drop... but no change for gaand electricity

Gas and electricity prices in Jersey will not diophe coming months — despite a
significant decrease in the wholesale cost of @ibss the globe.

Oil prices have fallen sharply over the past fewnthe, with the cost of a barrel
now almost half of what it was in June 2014. Buthbdersey Gas and Jersey
Electricity say they have no plans to change thmices— despite power
companies lowering rates in the UK.

The Jersey Consumer Council in its February 201wd\ster “What is going on
with oil prices” points out the discrepancies bedweprices for oil derived
products thus:

“Whist oil prices have come down by 55% in the pashonths, the price of
unleaded and diesel in Jersey has reduced by d@ly, but the fall in heating
oil has been more commensurate, falling by over.30%
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The JCC examines the reasons for these differebhaegpes not question the absence
of any reduction in the price of gas. As can bexdedow, there has been a significant
drop in the price of propane in the US (by over $0@ke has to assume that there has
been a similar fall in the UK and across Europ¢hil is the case, then we should be
seeing a fall in the price of gas to Jersey houdgsho

Propane Monthly Price — US Dollars per Gallon

Month Price| Change
January 2014 1.40 -
February 2014 | 1.44 3.44%

March 2014 1.0B -26.26%
April 2014 1.100 3.48%
May 2014 1.04 -5.27%
June 2014 1.05  0.29%
July 2014 1.04 -0.96%

August 2014 1.02 -1.74%
September 2014 1.06 4.32%
October 2014 94| -11.86%
November 2014 .80 -14.32%
December 2014| .56 -30.42%

Price control

Ministers seem powerless in the face of price ng=s after year, but to their credit,
the Council of Ministers has tried to ensure thase recent reductions in the price of
raw materials is passed on to the consumer. Théstdimfor Economic Development
has taken the lead, and was reported thus —

“Firms told to pass on drop in oil price to consumes.

Economic Development Minister Lyndon Farnham wasdspanies, including
ferry operator Condor on its passenger routesgke advantage of the lower cost
of fuel and pass the reduction on to customers @wsyato boost trade and the
economy.

While Condor has reduced costs for its freight isesy following the fuel price
drop the minister wants third party operators inipgrgoods to the Island to pass
on the savings to consumers and reduce pricegieyarly for food.

Meanwhile, Assistant Minister to Economic DevelommeSenator Ozoufhas
offered a CICRA investigation into the widening dagtween pre-tax and pre-
duty fuel prices in Jersey, but that brings no aminthose struggling with
increased living costs in the short term.”
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In short, the Ministers seem unable to act effetyiwn energy prices. The discussion
paper containing the Council of Ministers’ pricesi for the Strategic Plan contains
only one statement on prices and the cost of living

“Cost of living pressures are a growing concern toany Islanders.
Government can play a key role in helping relievese pressures by ensuring
that markets and competition work in the interadt€onsumers, businesses
and our economy.”

As ever, the Ministers are reliant on competitiorcontrol prices, but in a monopoly
market (there is only one gas provider) there earclevidence presented here of
market failure. The market responds quite readilywholesale price rises, but seems
incapable of a response to falling costs.

In the face of market failure, the government nacstin the interests of the consumer.
Fortunately, the States has reserved the powentervene on gas prices. This
proposition asks the States to do so.

“89 Power of States in connection with gas tariffs

(1) Where it appears to the States to be necedsadp so in the public
interest, the States may by Regulations —

(a) determine the tariffs to be made by the Compamgspect of gas
which it supplies; and

(b)  specify the manner in which the tariffs ard&assessed and make
provisions incidental thereto.”
Financial and manpower implications

There are no direct financial or manpower costs tfar States arising from this
proposition.
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APPENDIX

EXTRACT FROM
JERSEY GAS COMPANY (JERSEY) LAW 1989

89  Power of States in connection with gas tariffs

(1) Where it appears to the States to be necedsadp so in the public
interest, the States may by Regulations —

(a) determine the tariffs to be made by the Compamgspect of gas
which it supplies; and

(b)  specify the manner in which the tariffs ard&assessed and make
provisions incidental thereto.

(2) In determining the tariffs, the States shalldheegard to the following or
any other relevant matters —

(@) the present needs of the Company and the fixpansion of
services provided by the Company;

(b) the ability of the Company so long as its basiéis managed
efficiently to pay —

() interest on and reimbursement of money borrqwaided or
owing by the Company,

(i) a dividend on the preference shares issuedt by the rate
fixed under the terms of issue of those shares, and

(i) areasonable dividend on the ordinary shasssed by it;

(c) any capital expenditure which the Company magsonably be
expected to incur during the next 5 years and dsérability of the
Company’s charging that expenditure, or part thieteaevenue;

(d) the ability of the Company to pay all properperses of and
connected with the working, management and mainmnaf the
Company;

(e) the provision of any contributions, whetheragart out of revenue
or otherwise, which the Company may lawfully camya reserve,
contingency or amortisation fund;

()  the ability of the Company to make good depaton, whether or
not provision therefor is made by a reserve oriogency fund;
and

(g) the ability of the Company to meet all otheistsp charges and
expenses, if any, properly chargeable to revenue.

(3) Regulations made under this Article, unlessviptesly renewed by the
States, shall lapse after 12 months from the dawehich they come into
force.
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