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1. Overview of default/customised price-quality path 
regulation 

o Including treatment of catastrophic events 

2. Describe our process and the features of Orion’s 
customised price-quality path (CPP) proposal 

3. Key issues we are evaluating and themes from 
submissions 

 

 

What I’m going to cover 
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1. Overview of default/customised price-quality path 
regulation under Part 4 of the Commerce Act 

 
 



Type of regulation Sectors to which it applies 

Input methodologies All regulated services 

Information disclosure All regulated services 

Default/customised price-quality 
paths (‘DPPs’ and ‘CPPs’) 

‘Non-exempt’ electricity 
distribution businesses 

Gas pipeline businesses 

Individual price-quality path Transpower 

 

Types of regulation under Part 4 
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• Promote certainty in relation to the rules, requirements 
and processes  

• We have set input methodologies covering 

o Asset valuation 

o Cost allocation 

o Treatment of tax 

o Cost of capital 

o Pricing methodologies 

o Rules and processes 

o CPP proposal requirements and evaluation criteria 

 

 

 

Input methodologies 
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• We set starting prices and allowed annual increases (CPI-X)  

o Path defines maximum average prices allowed over regulatory 
period 

• Current quality standards based on SAIDI and SAIFI 

• During regulatory period, suppliers bear risk that costs and 
demand are different to forecasts 

o Provides incentives for efficiency 

o Ex post adjustments made only in limited circumstances (eg as a 
result of Input methodologies appeals) 

 

Default price-quality path 
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• We set the price path using a low cost approach 

o Rollover of previous prices or simple ‘building blocks’ approach 

o Some supplier information used but not closely tailored 

o Apply input methodologies 

• Generally a five year regulatory period 

• All regulated suppliers start on default price-quality path 

o Can propose customised price-quality path to better meet needs 

 

 

Default price-quality path (cont.) 
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• Customised price-quality path has same elements as 
default price-quality path 
o But path can be tailored to specific circumstances of a supplier 

and its customers  

o Greater emphasis on supplier-specific costs 

o Can involve changes to price path or quality standards 

• Input methodology (IM) defines proposal requirements 
and evaluation criteria for CPP proposals 

 

 

Customised price-quality path (CPP) 
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• Applicant for CPP provides information 

o Reasons for proposal 

o Proposed path, quality standards, regulatory period 

o Forecasts of capex and opex 

o Financial information 

o Evidence of consultation with consumers 

o Independent verifier’s report (focused on capex and opex), audit 
report, directors’ certification 

• (May be scope to streamline this in the future) 

Customised price-quality path (cont.) 
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• Commission considers proposal against criteria in IM 

o Proposal is consistent with input methodologies 

o The proposal will promote Part 4 purpose  

o Data, analysis, assumptions are accurate, reliable and appropriate  

o Proposed capex and opex reflect efficient costs a prudent 
supplier would require to meet expected demand 

o The extent to which supplier has consulted with, and obtained 
the support of customers 

• We determine price-quality path we think appropriate 
(may differ from proposal) 

 

Customised price-quality path (cont.) 
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• Tight timeframes for considering proposals 

o 40 days to assess if proposal complete (can be extended by 30 
days with agreement) 

o 150 working days to set the customised price-quality path (can be 
extended by 30 days with agreement) 

 

Customised price-quality path (cont.) 
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• Risk sharing under default price-quality path 
o Insurance premiums included in cost base (captive insurer costs 

allowed) and therefore recovered from consumers 

o Allowed revenue not “tagged” – can reprioritise spending 
following catastrophic event 

o Any fall in demand is taken into account at reset so exposure 
limited (and passed to consumers) 

o Uninsured assets that are damaged or destroyed remain in 
regulatory asset base (ie costs borne by consumers over time) 

 

 

 

Treatment of catastrophic events 
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• Following a catastrophic event, a supplier can apply for a 
customised price-quality path 

o Tailored for future opex and capex needs 

o Take into account effect of event on quality 

• Supplier has two years from event to submit an application  

o Timing of application flexible within two year period 

o Commission may allow claw-back of costs incurred up to reset 

• Orion has applied for customised price-quality path under 
catastrophic event provisions  

 

Treatment of catastrophic events (cont.) 
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2. Our process and key features of Orion’s customised 
price-quality path (CPP) proposal 

 

 
 



• 20 February – Orion’s proposal received 

• 19 April – Preliminary assessment completed, proposal accepted and 
formal evaluation commenced, submissions invited 

• 1 May – ‘Issues to explore and consider’ paper (Issues Paper) 
released  

• May-July – Continued evaluation of proposal, plus: 

o stakeholder engagement / consultation 

o expert reports obtained, for example on claw-back issues and insurance review 
(issued for comment) and engineering input 

o submissions on Orion’s proposal, Issues Paper and expert reports received  

•  Regular engagement with Orion staff throughout    

 

 

Our process to date 
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• Orion’s proposal is in response to the Canterbury 
earthquakes 

• First customised price-quality path proposal 

• Prepared in difficult circumstances and involves complex 
issues 

• Future is particularly uncertain 

o Speed of rebuild 

o Location of demand 

o Pressure on contractor costs 

Circumstances of Orion’s proposal 
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• Orion proposes to: 

o Recover additional costs and lost revenues after the earthquakes (claw-back) 

o Invest to meet changes in demand 

o Invest to return network reliability to near pre-earthquake levels by 2019 

o Invest to increase resilience to high-impact low-probability (HILP) events 

• Orion’s customised price-quality path will: 

o Increase prices by 15% + CPI in 2014  

o Increase prices by CPI+1.2% each year to 2019 

o Reduce quality standards at beginning of period (but increase these over 
period) 

 

Key features of Orion’s proposal 
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3. Key issues we are evaluating and themes from 
submissions 

 
 



• Independent verifier, our review, expert input 

• Submissions on Orion’s proposal and our Issues Paper 

• Actively sought submissions from stakeholders - wide range of 
views: 

o Electricity lines companies (Orion, Powerco, Unison, Vector, 
Wellington Lines, Electricity Networks Association) 

o ‘gentailers’ (Genesis, Meridian, Contact Energy) 

o Major users (e.g., Synlait, Ravensdown, ANZCO Foods) 

o Business groups (NZMEA, MEUG) 

• Submissions on website 

 

 

Identifying key issues 
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• Some of the key issues we have been evaluating 
o Affordability and trade-offs 

o Claw-back 

o Review of alternatives 

o Pace of work 

 

Key issues 
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• Orion is proposing significant price increases 

o Affordability is a major issue given the many other cost pressures 
faced by Canterbury residents 

o Some submissions suggest Canterbury residents prepared to 
trade-off price and quality in short term 

o Difficult for consumers to assess price-quality trade offs without 
more information on alternatives  

- but such information was not required by input methodology 

 

Key issues – affordability and trade-offs 

21 



• Claw-back is a material item (approx $86 million in additional 
costs and revenue not earned)  

• Expert opinion obtained from Professor Yarrow (Oxford) at 
variance with Orion and its experts 

• Strong divergence of opinion on claw-back: 

o Allow full claw-back (electricity distribution industry) 

o Additional costs and revenue not earned should be treated the same 
(industry), differently (consumers, others, Prof Yarrow, Castalia) 

o Businesses in competitive markets can’t increase future prices to 
offset lower revenues so nor should Orion (consumers and others) 

o Additional costs should be shared (consumers and others) and 
spread over time (most) 

 

Key issues – claw-back 
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• Information on alternatives would have assisted analysis 

o Development of alternatives not required for CPP proposals 

o But difficult to determine best outcomes without information on 
alternatives 

o Orion is proposing major capex eg $66m for north Christchurch 

- Transpower must submit major capex projects for our approval if 
over $5m ($20m next regulatory period) 

- Transpower must consider alternatives and consult on these 

• (Possibly amend CPP IM in future to require analysis of 
alternatives for major expenditure?) 

Key issues – review of alternatives 
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• Investment is needed to ensure Orion can provide services 
which are safe and reliable, and meet demand 

• But is Orion doing too much and/or too quickly? 

o Scope and speed of implementation questioned by verifier 

o Demand, then reliability the short-term priorities, with resilience 
possibly a longer-term objective given high costs to improve  

o Costs of work in peak period of rebuild likely to be high 

o Option value of longer staging of work given uncertainties 

o Doing less, or undertaking expenditure over a longer timeframe, 
could save consumers money 

 

 

Key issues – pace of work 
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• 9 August -  we issue our draft decision on the appropriate price-
quality path for Orion  

• August-October - consultation with interested parties on our draft 
decision 

o Submissions invited within 6 weeks, and a further 2 weeks for 
cross-submissions  

• October-November - consideration of submissions and further 
evaluation 

• 29 November – we issue our final decision 

• 1 April 2014 - Orion’s customised price-quality path will take effect 
(prices rise) 

 

 

Next steps 
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Additional information on Orion’s CPP application, and our 
evaluation process is available from our website: 

http://www.comcom.govt.nz/orion-cpp/ 

 

For more information … 
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Contact us 

CALL  the Contact Centre on 0800 943 600 
 
WRITE  Contact Centre, PO Box 2351, Wellington 6140 
 
EMAIL  contact@comcom.govt.nz 
 
VISIT  www.comcom.govt.nz 
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