





¢ aclearer incorporation of the sustainability role of EDBs in the context of electricity lines services in
the innovation allowance purpose would benefit the sector and our communities, and we provide
suggested wording

¢ consider reviewing the quantum of innovation allowance available to distributors as part of the IM
review

¢ refine the mechanics for the innovation allowance to provide more than one application opportunity
per year

¢ consider application to the innovation allowance based on a business case for expenditure rather

than on the expectation that expenditure is completed
Advancing electricity distribution services to meet customer needs

¢ the inflation forecasting, and debt compensation issues raised with the Commission in April must be
addressed to ensure the revenue intent of the regime is delivered and incentives to invest are
maintained

¢ the current regulatory regime provides no reopeners for significant step changes in cost inputs that
affect the sector due to Covid-19 or any other similar emergent event, and we are unsure if this

event would be accommodated by a catastrophic event reopener

¢ an Alpine seismic event is imminent. The regulatory settings should not disincentivise distributor
investment or co-investment that facilitates distributed generation to increase supply optionality for
resilience

¢ the Commission should consider a forward-looking element to opex expenditure assessment

¢ the post Covid-19 uplift in overall connection volumes puts pressure on our capex allowances, people
related opex and debt funding and is not coverable by any capex or opex reopeners

¢ penalising distributors through the IRIS for responding to customer driven needs goes counter to
addressing electrification in support of decarbonisation and facilitating housing growth in a high

demand environment

¢ to address the above two points, the Commission should consider carving out customer connection
driven capex from the reset process and from IRIS. The volatility in this capex could better be
accommodated with an automatic WACC based allowable revenue adjustment throughout the

regulatory period based on actual capex
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“Innovation project means a project that is focussed on the creation, development or application of a new or
improved technology, process, or approach in respect of the provision of electricity lines services in New

Zealand”.

The current innovation allowance purpose is restricted to;
(a) delivering electricity lines services at a lower cost to consumers; or
(b) delivering electricity lines services at a higher quality of supply to consumers; or

(c) delivering electricity lines services at a lower cost to consumers and at a higher quality of
supply to consumers

38.We encourage the Commission to broaden the purpose for the innovation allowance to encompass all three
limbs of the energy trilemma. For instance, sustainability investment® may facilitate equity and security
and/or provide other benefits that consumers value such as increased biodiversity through offsetting
activities.

39.We submit that a clearer incorporation of sustainability, the third leg of the energy trilemma, role of EDBs
in the context of electricity lines services would benefit the sector. We encourage the Commission to
include in the purpose-

(a) improve sustainability, including carbon emissions, across business operations, in line with

government and consumer expectations

{b) mitigate any remaining sustainability impacts, including carbon emissions both within direct control

and within the supply chain, in line with government and consumer expectations
Increase cap on innovation allowance

40.Although it’s early days in understanding the types of applications the Commission may see for the
innovation allowance we believe that the current level of allowance available to each distributor may be
insufficient for some innovations contemplated e.g. grid scale battery.

41.We suggest the Commission consider reviewing the quantum of innovation allowance available to

distributors as part of the IM review.

5 For example, following Australia’s example, Orion implemented use of real-time hourly fire risk ratings from NIWA to manage our automated switches
and stop automatic re-livening during times of high fire risk.
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47. We submit that the Commission should consider a forward-looking element to opex expenditure

assessment.
Material cost increases and delays to equipment delivery

48.Delivering a safe, resilient and reliable power supply remains foundational to Orion’s purpose. An
immediate challenge for the sector, emerging because of Covid, is cost increases in much of our distribution
equipment that uses raw materials of value such as copper, aluminium, core steel and oil. Cost increases
for most raw materials are in the range plus 20-40% with copper signalling at >80%. These cost impacts
erode the quantity of output we can get from our allowances - the cost to do the same work has increased.

49.In conjunction with this, we are also experiencing early indications of supply chain issues and shipping
delays. An example is, we have one job requiring switchgear with an initial delivery date of November 2020
which is now May 2021. In an environment of decarbonisation and higher than anticipated connection
rates this type of delay on significant work has a downstream effect on planning and field resource
management. This is due to the need to push through alternative work at speed to keep service providers
productive and promotes holding of additional stock levels in some areas. This challenges the output
achievable within allowances.

50.The current regulatory regime provides no reopeners for significant step changes in cost inputs that affect
the sector as a whole. This is particularly relevant to asset replacement expenditure where material cost
escalations far exceed CPl increases during the regulatory period. We are unsure whether reconsideration
of the default path as a catastrophic event per subpart 5 clause 4.5.1 could be applied in these

circumstances.
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¢ |nan earthquake event it is essential that we can access equipment to re-establish power. To
mitigate this risk, we are considering the development of pre-prepared construction response

plans that will consider whether additional stockholding is necessary in any areas.

¢ Our AMP programme of work will be reviewed to consider any work that needs to be prioritised.
¢ We are considering any other mitigations or preparations possible to be putin place ahead of an

event

54.Distributors are uniquely placed to partner with our communities, and target vulnerable communities, on
distributed generation. The regulatory settings should not disincentivise distributor investment or co-
investment that facilitates distributed generation to increase supply optionality. An example could be that

‘green finance’ is considered a regulated service.
Capex Reopener thresholds not meeting intent

55.Capex reopeners were introduced at the 2020 reset and we have been monitoring their applicability to
upgrades, new commercial connection and process heat conversion.

56. At a high-level, the current threshold of $2m appears to be appropriate, from our perspective, for system
growth projects however our experience is that an alternative approach would provide better incentives for
investment in relation to customer driven new connection and capacity upgrade work.

57.We have three examples of large connections where a capex reopener was considered but could not be
applied because the existing threshold is too high. The capex for these projects was in the range $0.79m to
Sim.

58.The Commission should consider carving out customer connection driven capex from the reset process and
from IRIS (see points below). The volatility in this capex could better be accommodated with an automatic
WACC based allowable revenue adjustment throughout the regulatory period based on actual capex. Given
the size of some existing coal/gas/diesel process heat operations, conversion to electricity is likely to often
require significant distribution upgrade and the approach we suggest would better support this customer

activity.
Remove customer connection capex from IRIS

59.Given the potential for increasing decarbonisation (process heat) conversions by customers, and the
increase in and difficultly forecasting customer connections in general (see point above) we submit that

connection capex be excluded from the IRIS mechanism.












