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Electricity Lines Businesses Publish Self
Assessments for Thresholds Regime

Late last month, 28 Electricity Lines Businesses
(ELBs) published their self assessments
against the Commerce Commission’s regulatory
thresholds for the period ended 31 March 2004".
This followed initial assessments for
performance against the price path threshold
from 8 August 2001, which were published in
October 2003, and completed the assessments
against the initial thresholds set by the
Commerce Commission. On 31 March 2004,

the Commerce Commission gazetted modified
thresholds, to apply from 1 April 2004.

The purpose of the Commerce Commission’s Targeted
Control Regime is to promote the efficient operation of
electricity distribution and transmission markets.

The thresholds provide a screening mechanism to
identify ELBs whose price and quality performance
require further investigation and potentially, control by
the Commission.

The initial price path threshold required no nominal
increase in average prices from 8 August 2001 to 31
March 2004, allowing for the pass through of changes in
transmission charges and local body rates on system
fixed assets. From 1 April 2004, a modified price path
threshold applies. This price path utilises a CPI-X
mechanism which provides incentives for ELBs to
reduce prices in real terms through improved
efficiencies. The quality threshold has two components.
The first component requires no deterioration in reliability
by comparing the current year to the average annual
reliability for the 1999-2003 period. The second
component requires ELBs to engage, consider, and act
upon the price and quality requirements of consumers.

" Transpower is to publish its self assessment in August 2004.

The First Threshold Assessments

The assessment of performance against the initial
thresholds has been undertaken in a phased manner.
First assessments published in October 2003, reported
performance against the price path threshold for the
period 8 August 2001 — 6 September 2003. At that date,
11 ELBs reported breaches against the price path
threshold. The Commission is yet to complete its
investigations into the first self assessments, and has yet
to impose price control on any of the ELBs which have
breached the price path threshold.
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Its findings to date are summarised below:

No Breach 13 No

Breach — Attributable to timing differences

in transmission costs and average prices | 4 No Increase attributable to timing differences only
Breach — No reduction in prices despite Businesses exhibit low profitability and/or high
lower transmission charges 3 No productivity in comparison to peers

Review in progress 9 In progress

The Second Threshold Assessments

Interestingly, at the second assessment, 20 of the 28 ELBs reported breaches against the price path and/or quality

threshold, as follows:

Price Path 15 * 14 — Actual transmission & rates charges below budget
* 1 —Increase in prices

Quality — Interruption Duration 11 * 10 — Extreme weather events
* 1 - Extreme event — cable basement fire

Quality — Interruption Frequency 11 * 10 — Extreme weather events
* 1 — Extreme event — cable basement fire

Self assessments published by the ELBs indicate that all
but one of the price path breaches reflect unanticipated
reductions in the costs of supply rather than increases in
prices to consumers. The breaches of the quality
threshold reflect in most cases, the impact of extreme

weather events on supply reliability. A timetable for
completion of the Commission’s review of the first or
second assessments has not been reported. The next
self assessments will be published in May 2005 for the
year ending 31 March 20052

Survey Highlights Security of Supply Concerns

Supply Essentials is PricewaterhouseCoopers’
sixth annual survey of utility leaders around the
world. Our research with over 175 industry
leaders across 47 countries, including

New Zealand, examines the strategies shaping
the boardroom thinking of utilities companies.

With blackouts affecting the United States, Italy and
England, demand outstripping supply, and under-
investment in infrastructure it is not surprising that 65%
of respondents identified security of supply as their
leading concern over the next five years. New Zealand
is no exception with industry, government and regulator
concern over potential blackouts in the upper South
Island, looming electricity and gas supply shortfalls and
ageing infrastructure.

What is underpinning security of supply concerns?
The survey identifies three key drivers:

» There is an urgent need to address ageing
infrastructure and transmission capacity requirements
in order to meet the demand and supply gap.
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» Uncertain and unstable regulatory environments exist
across the globe. Regulation needs to be consistent,
as the present level of diversity means companies are
facing difficulties ‘getting their arms around the
regulatory regime.’

» Attracting capital is difficult with the industry competing for
capital with other sectors. With investors seeking good
rates of return incentives are required to attract capital.

Interestingly, the global survey identified consistent
views across utility companies despite the variety of
political, regulatory and economic circumstances facing
these companies. Other primary areas of concern
identified by respondents include increasing regulation
and regulatory obligations, continued wholesale price
volatility and climate change.

The survey covers the key regions of Europe, the Americas,
Asia-Pacific (including a dedicated section on Australia
and New Zealand), Africa and the Middle East. It provides
a comprehensive report of the global utilities perspective.
Copies of this survey are available on request.

2 August 2005 for the year ending 30 June 2005 for Transpower



Infrastructure Stocktake Report Released

In August 2003, the Government announced
that it intended to undertake an infrastructure
stocktake to provide an accurate snapshot of
the state of New Zealand's transport, energy,
telecommunications and water infrastructure.

It also wished to create a better understanding
of the links between infrastructure, sustainable
development and growth and to establish
principles to guide government decision-making.

"Taking stock regularly may sound like common sense to
anyone who runs a business or a household but as a
country we have not done it for a very long time, if ever."
Jim Anderton said.

The infrastructure stocktake comprised three projects:
an Infrastructure Audit undertaken by
PricewaterhouseCoopers (to assess the quality of
current and planned future infrastructure stock);
investigation into the Link Between Infrastructure and
Sustainable Development undertaken by Maarama
Consulting; and an Infrastructure Policy Framework
Assessment undertaken by the New Zealand Institute
of Economic Research (NZIER).

The principal aim of the Infrastructure Audit was to
assess the quality of New Zealand’s infrastructure and
the extent to which it contributes to or represents a
barrier to achieving the Government’s economic growth
and sustainable development objectives.

The approach undertaken was to:

» Assess the condition of the existing assets;

» Evaluate the extent to which the infrastructure meets
current and future demand, and the responsiveness of
the infrastructure to changes in future demand;

» Provide high level commentary on the sustainable
development implications of the current and expected
infrastructure stocks;

» Raise issues identified during the project for
consideration in policy-making; and

* Provide a potential indicator framework for future
development.

The key energy sector issues that arose from the
Infrastructure Audit are listed below.

Electricity

» The condition of the existing generation plant does not
inhibit its ability to operate at acceptable levels
of reliability.

* Some transmission constraints exist.
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* New generation capacity is clearly required in the near
future, but uncertainty in a number of areas is
inhibiting investment including the Kyoto Treaty and
carbon taxes (which will affect the relative costs of fuel
supplies); regulation and the role of the Electricity
Commission; coordination of generation and
transmission investment; and the changing mix of
generating fuel (compounded by the potential impact
of carbon taxes).

» Given the preponderance of hydro generation, the
overall level of emissions from electricity generation is
relatively low, but is highly sensitive to the choice of
fuel supply at a few key assets.

* Market-based risk management tools offer
opportunities to improve demand management.

» There is a consensus that changes to household and
workplace practices could reduce electricity demand. It
is an open question as to whether education and
persuasion are likely to be able to influence such
practices.

Gas

» Processing and transmission infrastructure assets are
relatively new and their condition does not inhibit their
ability to operate at acceptable levels of reliability.

» Sources of natural gas supplies remain an issue.

* There is concern as to whether current exploration and
discovery levels will be sufficient to ensure gas
supplies are secure.

» Without secure gas supplies, thermal generation
capacity in New Zealand will need to rely on coal or
imported LNG.

» Major discoveries outside of the Taranaki region would
require substantial infrastructure investment
(processing and transmission), affecting the economics
of exploration and commercialisation, or major new
gas consumers to be located nearby (e.g. electricity
generation).

» Consumption of gas in the home is generally the most
efficient use of fossil-fuels energy (particularly
compared to conversion to electricity). A number of
commentators indicated that there appears to be little
expansion in domestic gas usage, although the
reasons for this are unclear.

The complete Infrastructure Audit Report can
be found at the following web site:

http://www.med.govt.nz/irdev/econ_dev/infrastructure/
reports/pwc-audit/index.html
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Energy Team
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Craig Rice, Partner, Corporate Finance
Craig is National Energy Leader for PricewaterhouseCoopers,
and advises a number of energy businesses on valuation,
strategy and mergers and acquisitions. In addition, Craig leads
the firm’s Asia-Pacific Corporate Finance energy practice.
Phone: 09 355 8641

Mobile: 021 624 462

Email: craig.rice@nz.pwc.com

Lynne Taylor, Director, Corporate Finance
Lynne leads PricewaterhouseCoopers regulatory practice, which
encompasses regulatory strategy development, valuation and
compliance advice.

Phone: 09 355 8573

Mobile: 021 779 088

Email: lynne.taylor@nz.pwc.com

Graeme Pinfold, Partner, Assurance

Graeme is the leader of our Energy Group for Assurance. He has
significant experience in the energy sector.

Phone: 09 355 8044

Mobile: 021 358 001

Email: graeme.pinfold@nz.pwc.com

Andy Wotton, Partner, Assurance

Andy provides Assurance services, including outsourced
internal audit and risk management, to a number of leading
energy sector providers.

Phone: 04 462 7200

Mobile: 025 930 804

Email: andy.wotton@nz.pwc.com

Maurice Noone, Partner, Assurance

Maurice is the Managing Partner of the South Island practice of
PricewaterhouseCoopers. He acts for a number of clients in
various capacities in the energy sector across the South Island.
Phone: 03 374 3102

Mobile: 021 343 543

Email: maurice.noone@nz.pwc.com

Pip Cameron, Senior Manager, Assurance
Pip is the lead manager in our Energy Group for Assurance. She
provides audit and advisory services to a number of energy
companies.

Phone: 09 355 8253

Mobile: 021 358 010

Email: pip.cameron@nz.pwc.com

Teresa Farac, Partner, Tax

Teresa has over 20 years experience in tax and specialises in the
energy industry. She has extensive first hand experience of the
technical tax issues that are particular to the energy sector as
well as wider industry issues.

Phone: 09 355 8443

Mobile: 025 600 2253

Email: teresa.farac@nz.pwc.com




