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Purpose of this presentation 
 

To provide an update on our current thinking about the 
impact of emerging technologies on Part 4 regulation   

• Key issue in our current input methodologies (IMs) review  

• We want to ensure regulation remains effective in 
promoting the long-term benefit of consumers 

• We have worked with stakeholders to understand potential 
‘problems’ (and if we can play a role in the solutions) 
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Input methodologies review 

The IMs review has given us an opportunity to: 

• Explore the regulatory implications of emerging technologies  

• Tap industry knowledge to help describe potential problems 

• Consider action now to avoid regulatory catch up later 

 

 

 

 

 

 

 

 



 

 

4 

Regulatory context and 
considerations  



Regulatory context - electricity sector 
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Limits of our role 
 
Many issues with future impact of emerging technologies 
are outside our remit 

• EA regulates electricity wholesale and retail markets, and  
pricing methodologies for transmission and distribution 

• We broadly agree with the EA pricing paper re emerging 
tech - we are working to reduce barriers to pricing reform  

• Some stakeholder concerns would require legislative change 

 

 

 

 

 

 

 

 

 



Components of the regime 
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Input methodologies 
Include: Asset valuation, depreciation, 

revaluations, cost of capital (WACC), allocation of 
common costs, tax 

Pass-through costs, reopener provisions, IRIS 
CPP requirements and evaluation criteria 

Transpower capex IM 

Price-quality paths 
 

Default price-quality path (DPP), 
Customised price-quality path 

(CPP)  
Individual price-quality path (IPP) 

 
Non-exempt EDBs, GPBs, and 

Transpower 

Information  
Disclosure 

 

All regulated sectors 

Negotiate arbitrate 
 

Not used 

TYPES OF  
REGULATION 

Underpin regulated 
revenue set under  

price-quality paths and 
returns assessed under 
information disclosure 
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Key themes in IMs review – 
emerging technologies   
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Key themes in IMs review –  
emerging technologies 

Impact on EDBs has been the primary focus 

1. Have the risks to full capital recovery changed? 

2. Are incentives adequate where investments: 

a) deliver benefits that are split along the value chain 

b) deliver savings beyond the regulatory period; and/or 

c) involve new or untested technologies? 

3. Is there enough / too much flexibility on cost allocation or 
clarity on what’s regulated? 
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Have the risks to full capital recovery 
changed? 

Risk has changed since 2010, but nature and extent of 
change uncertain 

• No clear evidence that market expects demand for 
electricity lines services to fall away in short to medium term 

• Different effects for different consumers/suppliers/regions 

• A precautionary approach in face of uncertainty? 

• Not yet clear if/how IMs should change 

 

 

 

 

 

 

 

 



With vertically separated industry, benefits of emerging tech 
investments may be split along the value chain  

• May be costs associated with coordination and transactions  

• Parties can negotiate a sharing of benefits and costs without 
our involvement 

• Not appropriate that all costs fall on EDBs or that consumers 
pay twice for same benefits 

• Additional incentives risk increasing complexity and cost 

• Not clear IMs need to change 

 

 

 

 

 

 

 

 

Are there adequate investment 
incentives?  
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Are there adequate investment 
incentives?  

Some benefits of investment may not accrue until future 
regulatory periods  

• Emerging tech little different to other investments – assets enter 
RAB and companies recover costs over time 

• Nature of regulated businesses to invest for long term  

• WACC set at 67th percentile to ensure suppliers have an  
ex ante expectation of earning a normal return 

• CPP option available to cater for  
particular circumstances 
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Are there adequate investment 
incentives?  

Not yet persuaded of need for additional innovation incentives  

• Evidence in NZ does not indicate a lack of incentives to 
innovate 

• Probably makes sense for NZ to be a fast follower rather than 
a R&D pioneer 
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Is there enough / too much 
flexibility on cost allocation?  

We have heard conflicting views 

• More flexibility is needed; too much flexibility can harm 
competition; current cost allocation IMs are effective  

• We consider current cost allocation IMs are largely fit for 
purpose  

• Matters of industry structure more appropriately handled at  
MBIE / government policy levels 
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Final thoughts    
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The challenge we face  
 
 Need to ensure the balance of incentives is right in 
changing environment 

• We aim to ensure that suppliers have an ex ante expectation 
of earning a normal return 

• Ensure regulatory rules do not impede efficient industry 
response to emerging technology  

• Hence our review to ensure IMs remain effective 

• Currently we don’t think major changes to IMs are needed 
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The challenge you face  
 
 Suppliers operating both in regulated and unregulated 
markets need to respond and adapt 

• Business models, relationships, approaches may need to 
change  

• Lots of challenges in uncertain environment 

• For the most part, sector is best placed to know how to 
invest for the long term benefit of consumers 

 

 

 

 

 

 

 

 

 

 



18 

Engagement has been important  

We have appreciated the engagement of stakeholders 
which has helped us identify: 

• Emerging tech issues relevant to the IM review 

• Ways that the New Zealand context is different to 
experience elsewhere 

• Policy issues our review cannot resolve by itself 
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What’s coming up? 

Next steps in our consideration of emerging technologies  

• Mid-June 2016: Draft decision and submissions from 
interested parties 

• December 2016: Final decision for IMs review 
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Questions? 
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