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1.

Disclosure of Information Required (Clause 7(1)(a)(i) – The Price
Path Threshold)

Horizon Energy Distribution Limited (“Horizon Energy”) has not complied with the
requirements of the price path threshold at 31 March 2010, as specified in the Commerce
Act (Electricity Distribution Thresholds) Gazette Notice 2004 and 2006 Amendment
(“Gazette Notices”).

1.1 Clause 5 (1) (a) Notional Revenue Test
Clause 5 (1) (a) Notional Revenue (“NR2010”) at 31 March 2010 should not exceed
Allowable Notional Revenue (“R2010”) at 31 March 2010.

Test:

NR 2010
R 2010

≤1

Result:

$18,117,229 / $16,540,302

>1

Result:

1.0953

>1

Result:

Threshold is breached by $1,576,927

Notional Revenue at 31 March 2010 exceeds allowable Notional Revenue under the CPI-X
price path at 31 March 2010.
Supporting evidence is presented in Appendices A and B.
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Explanation of Unintentional Price Path Breach 2009/10
Horizon Energy has breached its price path for the year ending 31 March 2010. The
breach is largely due to three reasons as highlighted below.
1. A part plant closure and subsequent load reduction of one of Horizon
Energy’s major customers.
The reason stated above has caused Horizon Energy’s actual volumes to be less
than the 2002-03 base volumes. Because of the anomaly in the price path formula,
this has caused Horizon Energy to technically breach by $1,227,811. This is
explained more fully in Appendix E.

2. Lower than anticipated Transmission costs
Due to the finalisation of a commercial contract with an embedded generator after
setting the 2009/10 electricity prices Horizon Energy incurred lower Transmission
charges ($102,569) for the year than originally budgeted. It is Horizon’s firm view
that any savings resulting due to timing differences in negotiating commercial
contracts needs to remain with Horizon in the year that it is incurred, as the
business incurs significant costs in negotiating such contracts with no recompense.

3. Lower than anticipated CPI factor
A lower CPI factor of 2.12% versus the budgeted value of 3.10% resulted in a lower
Allowable Notional Revenue ($166,684) being below the level forecast when setting
the 2009/10 prices. This technical breach was unavoidable based on data on hand
when forecasting the ANR.

In addition Horizon Energy advises that it will be passing all Loss Constraint Payments
received during the reporting period ($94,520) to Electricity Retail and Major user
customers as publicly announced on the Horizon web page.
Consistent with this approach rebates received under embedded generation Committed
Supply Agreements totalling $382,137 for the period have been passed back to
consumers as reduced Transmission pass through costs within Horizon Energy’s 2010/11
Distribution charges published 2 March 2010.
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As these credits are committed to be refunded Horizon Energy has excluded these items
from the 31 March 2010 Price Path calculations.

This position is summarised in the following table:
2010 Price Path Assessment

Budget ($)

Actual ($)

PxQ

25,525,549

25,614,095

Pass Through Costs

7,601,054

7,496,866

Notional Revenue

17,924,494

18,117,229

Adjusted ANR 2010

16,646,986

16,540,302

Unadjusted Breach

1,277,508

1,576,928

Anomaly Calculation

1,286,208

1,227,811

Breach/(Compliance) after Anomaly Adjustment

(8,699)

349,116
2.1%

Residual Breach as % ANR2010

The preceding explanation highlights the degree of difficulty that EDB’s such as Horizon
Energy face when setting its ANR given the dominance and loss of a major load on its
pass through costs. Notwithstanding this, the above table clearly demonstrates that the
level of breach is well within a commonly acceptable threshold of “materiality” and as such
we urge the Commission to consider this when assessing the breach.
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1.2 Clause 5 (1) (b) Notional Revenue Test
Clause 5 (1) (b) Notional Revenue at any time during the assessment period 1 April 2009
to 31 March 2010 should not exceed the greater of Allowable Notional Revenue at 31
March 2009 and 31 March 2010.

NR Max
Max(R 2009 ,R 2010 )

≤1

Result:

$18,117,229 / $16,540,302

>1

Result:

1.0953

>1

Test:

Result:

Threshold is breached by $1,576,927

Revenue at any time during the assessment period ending 31 March 2010 exceeded the
greater of Allowable Notional Revenue at 31 March 2009 and 31 March 2010.

1.3 Notional Revenue:
In accordance with the Gazette Notice, the following source of revenue has been included
in the calculation of Notional Revenue:
•

The sale of electricity conveyance services to electricity retailers and customers.
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1.4 Excluded Services:
In accordance with the Gazette Notice the following sources of revenue have been
excluded from the calculation of Notional Revenue:
•

Rent and interest income because this revenue has not been derived from electricity
conveyance services.

•

The sale of electricity conveyance services to three major customers because there
was effective competition for the provision of these services at the time the sales were
agreed.

Explanation and supporting evidence for excluding revenue from these

customers was presented in Appendix F of the Threshold Compliance Statement
(“Compliance Statement”) at the first assessment date (6 September 2003).

In

addition a further customer was supplied as detailed in the 2008/09 Compliance
Statement.

There have been no changes to these services during the current

assessment period. We would be happy to provide this information again on request.

1.5 Pass Through Costs - Transmission Charges
In accordance with the Gazette Notice, the following components of transmission charges
have been included in pass through costs:
•

connection charges

•

interconnection charges

•

notional embedding charges

•

loss constraint excess payments (rental rebates)

•

provision of system operator services

•

avoided transmission charges and associated costs

1.6 Pass Through Costs – Local Body Rates
Local body rates applying to system fixed assets (electricity lines, cables, equipment,
substation land and substation buildings) have been passed through in accordance with
the Gazette Notice.

1.7 Pass Through Costs – Electricity Commission Levies
Electricity Commission levies incurred during the year ending 31 March 2010 have been
passed through in accordance with the Gazette Notice.
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2.
Disclosure of Information Required (Clause 7(1)(a)(ii) – The Quality
Threshold)
This section contains Horizon Energy’s performance against the quality thresholds as
specified in Gazette Notice.

Clause 6 (1) (a) Interruption Duration (Class B & C)

Clause 6 (1) (b) Interruption Frequency (Class B & C)

Supporting evidence underpinning the derivation of SAIDI and SAIFI is presented in
Appendix D.
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Explanation of the SAIFI Breach 2009/10
A review of the 2009/10 outage data has been undertaken to assess the reason for the
SAIFI breach.

Two key contributing factors have been identified as part of the review.

1. The first is a single human error event resulting in the loss of supply to 8,646
customers (a SAIFI figure of 0.35), which was the major contributing factor to the
breach. This outage occurred as a result of works being undertaken which required
one of two main 33kV feeders being removed from service. While the load on one
Zone Substation was being monitored an additional load on the remaining circuit
was overlooked. Toward the end of the outage the loads increased and the second
circuit tripped on overload. As a result of this incident a number of new measures
have been put in place to ensure this type of event does not occur again.

2. The second contributing factor is an area of the network with over 1700 customers
which is supplied by a backup 33kV circuit that adds 50km to the circuit length.
This situation is due to a fault with the embedded generators normal bulk supply
point. In the time we have been forced to use the backup supply there have been 3
faults on this additional section of 33kV circuit. The impact on SAIFI as a result of
these 3 faults was 0.20. It is anticipated that the bulk supply will be available in the
near future as the company involved is currently undertaking repairs to the defected
transformer.

While the above are key contributory factors in the breach they are not due to any
degradation in actual network performance with remedial measures put in place to address
the single largest incident.
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Horizon Energy has instigated several major projects to improve the reliability of supply.
These projects are detailed in the 2010-2020 Asset Management Plan and in summary
include:
•

The construction of a new 33kV switching station (cost $1.5M),

•

The installation of sectionalisation and remote operated switches over 5 years (cost
$4.1M),

•

Upgrading the network communications network to improve coverage and
communications to field staff and equipment (cost $1.8M)

•

The continuation of a complete network wide asset inspection & condition
assessment

program

to

enable

targeted

spending

on

asset

maintenance/replacement (cost $ 925 k).

These initiatives including the continued focus on process and system improvements are
expected to result in improved supply reliability on the network.
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3. Disclosure of Information Required (Clause 7(1) (a) (iii) – Policies &
Procedures for recording SAIFI & SAIDI statistics)
Policies And Procedures Used To Record SAIDI And SAIFI Statistics
Horizon Energy does not have an automated system for the capture of outage data.
Control Room staff by means of a written procedure record network outage data.

Capture of Statistical Information
The procedures followed to capture statistical information for planned outages and
unplanned outages (less than 24 hours notice) are the same except for the initial recording
of outage data. The following diagram sets out the procedural flow for the recording of
planned and unplanned outage data. Each flow is also discussed in detail below.

Planned:
Record Outage data

Unplanned:
Record Outage data

Planned & Unplanned:
Complete Supply
Interruption Data Input
Form

Planned & Unplanned:
Network Manager
Review & Database
Entry

Planned & Unplanned:
Source Customer
Numbers
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Planned & Unplanned:
Monthly Management and
Board Review

Planned Outages – Initial Recording of Outage Data
All planned outage data must be recorded on the Network Switching Schedule (refer
Appendix E).

This schedule records:
•
•
•
•
•
•
•

outage dates
outage location and equipment
outage type
switching instructions
mechanism for notification of outages
issuing of permits
the exact time of each operation from the SCADA screen

Unplanned Outages – Initial Recording of Outage Data
For initial data capture and recording of unplanned outages, similar details as above are
recorded on the reverse side of the Supply Interruption Data Input Form (refer Appendix
D).

Planned and Unplanned Outages – Supply Interruption Data Input Form
Following the initial recording of planned or unplanned outage data, information is
transferred to a Supply Interruption Data Input Form. Individual line switching operations
are completed, including customer numbers (discussed below) and length of time before
restoration. This data enables the calculation of SAIDI and SAIFI impacts. The impact of
each operation is summed to generate the outage statistics.

Planned and Unplanned Outages – Customer Numbers
Customer numbers for both unplanned and planned outages are sourced from the NMS
database.

Customer numbers can be sourced between nodes or at an individual

transformer level.

The database is continually updated (with new and disconnected

customers).

Planned and Unplanned Outages – Collation of Data
On completion of the Supply Interruption Data Input form, it is delivered (within two
working days) to the Network Manager.

The Network Manager reviews the form for

accuracy and completeness and the data is entered into the Horizon Energy Support
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Systems Database. The form is then stamped as processed and filed. This database
contains the data for all outages during the year (and historical data).

Planned and Unplanned Outages – Management and Board Review
From the database, a monthly report is generated containing statistics for year to date
(including SAIDI and SAIFI) and is provided to management and the Board of Directors for
review and discussion.

Disclaimer
The information presented in this Threshold Compliance Statement has been prepared
solely for the purpose of complying with the requirements of the Commerce Act (Electricity
Distribution Thresholds) Notice 2004 and Amendment Notice 2006. This statement has
not been prepared for any other purpose and Horizon Energy Distribution Limited
expressly disclaims any liability to any other party who may rely on this statement for any
other purpose.
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5.

Auditor’s Report on the Threshold Compliance Statement

PricewaterhouseCoopers
188 Quay Street
Private Bag 92162
Auckland 1142
New Zealand
Telephone +64 9 355 8000
Facsimile +64 9 355 8001
www.pwc.com/nz

AUDITORS’ REPORT ON THRESHOLD COMPLIANCE STATEMENT
To the readers of the threshold compliance statement of Horizon Energy Distribution Limited
for the assessment period ended on 31 March 2010

We have examined the attached statement, which is a threshold compliance statement in respect of
the price path threshold and the quality threshold prepared by Horizon Energy Distribution Limited
for assessment as at 31 March 2010 and dated 21 May 2010 for the purposes of information
requirements set out in clause 7 of the Commerce Act (Electricity Lines Thresholds) Notice 2004
(“the Notice”). In this report the attached statement is called “the threshold compliance statement”.
Directors’ Responsibilities
Directors of Horizon Energy Distribution Limited are responsible for the certification, confirming the
compliance or otherwise, of the threshold compliance statement in accordance with the Notice.
Auditors’ Responsibilities
It is our responsibility to express an independent opinion (in the form prescribed in the Notice) on
the threshold compliance statement and report our opinion to you.
We conducted our audit in accordance with the Auditing Standards issued by the Institute of
Chartered Accountants of New Zealand.
Basis of Opinion - Price Path Threshold; Quality Threshold: SAIDI and SAIFI Statistics for
the Assessment Period ended 31 March 2010
Our audit included examination, on a test basis, of evidence relevant to the amounts and
disclosures contained on pages 2 to 12 and Appendices A to E of the threshold compliance
statement and which relate to:
•
•

the price path threshold set out in clause 5 of the Notice; and
the SAIDI and SAIFI statistics for the assessment period ended on 31 March 2010 which are
relevant to those parts of the quality threshold that are set out in clauses 6(1)(a) and 6(1)(b) of
the Notice.

It also included an assessment of the significant estimates and judgements, if any, made by
Horizon Energy Distribution Limited in the preparation of the threshold compliance statement and
an assessment of whether the basis of preparation has been adequately disclosed.
We planned and performed our audit of the threshold compliance statement so as to obtain all the
information and explanation which we considered necessary, including for the purpose of obtaining
sufficient evidence to give reasonable assurance that the threshold compliance statement is free
from material misstatements (whether caused by fraud or error), except that our work was limited in
respect of the quality threshold: SAIDI and SAIFI statistics as explained below. In forming our
opinion we also evaluated the overall adequacy of the presentation of information in the threshold
compliance statement.
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AUDITORS’ REPORT ON THRESHOLD COMPLIANCE STATEMENT
To the readers of the threshold compliance statement of Horizon Energy Distribution Limited
for the assessment period ended on 31 March 2010

Basis of Opinion - Quality Threshold: SAIDI and SAIFI Statistics for the Years Ended
31 March 1999, 2000, 2001, 2002 and 2003
In relation to the SAIDI and SAIFI statistics for the years ended 31 March 1999, 2000, 2001, 2002
and 2003 which are relevant to those parts of the quality threshold that are set out in clauses 6(1)(a)
and 6(1)(b) of the Notice, we have undertaken procedures to provide reasonable assurance that:
•
•

The amounts and disclosures in the threshold compliance statement relating to those statistics
have been correctly taken from the information disclosed by Horizon Energy Distribution
Limited in accordance with the Electricity (Information Disclosure) Regulations 1999; and
Those statistics have been calculated based on the source data provided to us. We have not
performed audit procedures on the source data.

Relationship and Interests
We have no relationship with or interests in Horizon Energy Distribution Limited other than in our
capacities as auditors of the threshold compliance statements, auditors pursuant to the Electricity
Distribution (Information Disclosure) Requirements 2008 and under the Companies Act 1993, and
in the provision of other professional advisory services. We are not aware of any relationships
between our firm and Horizon Energy Distribution Limited that, in our professional judgment, may
reasonably be thought to impair our independence.

Opinions
Unqualified Opinion
We have obtained all the information and explanations we have required.
Price Path Threshold
In our opinion, having made all reasonable enquiry, to the best of our knowledge the amounts or
details set out in the threshold compliance statement relating to the price path threshold set out in
clause 5 of the Notice and related information have been prepared in accordance with the Notice,
and give a true and fair view of the performance of Horizon Energy Distribution Limited against that
threshold for the assessment period ended on 31 March 2010.
Quality Threshold: SAIDI and SAIFI statistics
In our opinion, having made all reasonable enquiry, to the best of our knowledge:
a)

b)

The SAIDI and SAIFI statistics for the assessment period ended on 31 March 2010 which are
relevant to those parts of the quality threshold that are set out in clauses 6(1)(a) and 6(1)(b) of
the Notice and related information have been calculated or prepared in accordance with
Horizon Energy Distribution Limited’s policies and procedures for recording SAIDI and SAIFI
statistics as disclosed in the threshold compliance statement, and fairly represent the
performance of Horizon Energy Distribution Limited for the assessment period ended on
31 March 2010; and
The SAIDI and SAIFI statistics for the years ended 31 March 1999, 2000, 2001, 2002 and
2003, which are relevant to those parts of the quality threshold that are set out in clauses
6(1)(a) and 6(1)(b) of the Notice, have been correctly taken from the information disclosed by
Horizon Energy Distribution Limited in accordance with the Electricity (Information Disclosure)
Regulations 1999. Those statistics have been properly calculated based on the unaudited
source data provided to us by Horizon Energy Distribution Limited.

14

AUDITORS’ REPORT ON THRESHOLD COMPLIANCE STATEMENT
To the readers of the threshold compliance statement of Horizon Energy Distribution Limited
for the assessment period ended on 31 March 2010

Qualified Opinion
Our opinion is qualified as follows:
Quality Threshold: SAIDI and SAIFI statistics
The scope of our audit was subject to the following limitations:
•
•

There is no independent evidence available for the period to support the completeness and
accuracy of recorded faults; and
Control over the completeness and accuracy of ICP data included in the SAIDI and SAIFI
calculations is limited throughout the period.

Because of these limitations, there are no practical audit procedures that we could adopt to confirm
independently that all outage and ICP data was properly recorded for the purposes of inclusion in
the amounts or details set out in the quality threshold: SAIDI and SAIFI statistics.
In these respects alone we have not obtained all the information and explanations that we have
required.
Because of the potential effect of the limitations in the evidence available to us, we are unable to
form an opinion as to whether the amounts or details set out in the quality threshold: SAIDI and
SAIFI statistics for the assessment period ended on 31 March 2010, together with the SAIDI and
SAIFI statistics for the years ended 31 March 1999, 2000, 2001, 2002 and 2003, give a true and
fair view of the performance of Horizon Energy Distribution Limited against those parts of the
quality threshold that are set out in clauses 6(1)(a) and 6(1)(b) of the Notice for the assessment
period ended on 31 March 2010.
Our audit was completed on 21 May 2010 and our qualified and unqualified opinions are expressed
as at that date.

PricewaterhouseCoopers
Auckland
21 May 2010
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6.

Directors’ Certificate on Threshold Compliance Statement (Clause
7(1)(c))

We, Robert Tait and John McDonald, being directors of Horizon Energy Distribution
Limited certify that, having made all reasonable enquiry, to the best of our knowledge and
belief, the attached Threshold Compliance Statement of Horizon Energy Distribution
Limited, and related information, prepared for the purposes of the Commerce Act
(Electricity Distribution Thresholds) Notice 2004 complies with the requirements of this
notice except for clauses 5(1)(a), 5(1)(b) and 6(1)(b).

Robert Tait

John McDonald

21 May 2010
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Appendix A – Notional Revenue at 31 March 2010 – Assessment Date
This appendix details the calculations underpinning the compliance with the Price Path
Threshold at 31 March 2010. Details of prices and quantities are contained in Appendix B.
Clause 5 (1) (a)
•

Notional Revenue at 31 March 2010 (NR2010)

Refer Table 1, Appendix B for details of prices and quantities.
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Allowable Notional Revenue at 31 March 2010 (R2010) and Performance Against the
Threshold
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•

Changes in CPI
CPI2005
Numerator

Denominator

CPIQ1,2004

928

CPIQ1,2003

913

CPIQ2,2004

935

CPIQ2,2003

913

CPIQ3,2004

941

CPIQ3,2003

918

CPIQ4,2004

949

CPIQ4,2003

924

Total

3753

Total

CPI2005

3669
2.29%

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

CPI2006
Numerator

Denominator

CPIQ1,2005

953

CPIQ1,2004

928

CPIQ2,2005

962

CPIQ2,2004

935

CPIQ3,2005

973

CPIQ3,2004

941

CPIQ4,2005

979

Total

3867

CPIQ4,2004

949

Total

CPI2006

3753
3.04%

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

CPI2007
Numerator

Denominator

CPIQ1,2006

985

CPIQ1,2005

953

CPIQ2,2006

1000

CPIQ2,2005

962

CPIQ3,2006

1007

CPIQ3,2005

973

CPIQ4,2006

1005

CPIQ4,2005

979

Total

3997

Total

CPI2007

3867
3.37%

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

CPI2008
Numerator

CPIQ1,2007
CPIQ2,2007
CPIQ3,2007
CPIQ4,2007
Total

Denominator
1010
1020
1025
1037
4092

CPIQ1,2006
CPIQ2,2006
CPIQ3,2006
CPIQ4,2006

985
1000
1007
1005

Total

CPI2008

3997
2.38%

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)
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CPI2009
Numerator

CPIQ1,2008
CPIQ2,2008
CPIQ3,2008
CPIQ4,2008

Denominator
1044
1061
1077
1072

Total

4254

CPIQ1,2007
CPIQ2,2007
CPIQ3,2007
CPIQ4,2007

1010
1020
1025
1037

Total

CPI2009

4092
3.96%

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

CPI2010
Numerator

CPIQ1,2009
CPIQ2,2009
CPIQ3,2009
CPIQ4,2009

Denominator
1075
1081
1095
1093

Total

4344

CPIQ1,2008
CPIQ2,2008
CPIQ3,2008
CPIQ4,2008

1044
1061
1077
1072

Total

CPI2010

4254
2.12%

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

Clause 5 (1) (b)
•

Maximum Notional Revenue during the period 1 April 2009 to 31 March 2010
(Rmax)
Maximum Notional Revenue for the period 1 April 2009 to 31 March 2010.
P x Q using 31 March 2009 Prices and 31 March 2003 Base Quantities if there has been no
change in prices over this period, otherwise the prices which generate the maximum notional
revenue over the period when using 31 March 2003 quantities
Term

Description

($)

ΣPMax Qi

Maximum Price Between
1 April 2009 and 31
March 2010 multiplied by
31 March 2003 Base
Quantities

25,614,095

K2010

NRMax

Transmission Charges
for year ending 31 March
2010
Rates Charges for year
ending 31 March 2010.

7,330,216
103,918

Electricity Commission
Levies for year ending 31
March 2010.

62,731

Maximum Notional
Revenue for 1 April 2009
to 31 March 2010

18,117,229
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•

Clause 5 (1) (b) Compliance Summary
Notional Reveue during the period is not to exceed the maximum of the Allowable Notional
Revenue at the end of the assessment period and the Allowable Notional Revenue at the end of
the previous assessment period
Term

NRMax
R2009
R2010

Description

($)

Maximum Notional
Revenue for 1 April 2009
to 31 March 2010
Allowable Notional
Revenue at 31 March
2009
Allowable Notional
Revenue at 31 March
2010

18,117,229

16,301,878

16,540,302

Max(R2009,R2010)

Maximum of the
Allowable Notional
Revenue at 31 March
2009 and the Allowable
Notional Revenue at 31
March 2010

16,540,302

NRMax / Max(R2009,R2010)

If expression is greater
than 1, Clause 5 (1) (b)
is breached

1.0953

Max(R2009,R2010) - NRMax (unadjusted)

Adjustment
Max(R2009,R2010) - NRMax

Value of Compliance or
(Breach) prior to
adjustments
Transmission shortfall
due to reduction in
demand of major
customer and changes in
the Transpower pricing
methodology.
Value of Compliance or
(Breach)
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(1,576,927)

1,227,811

(349,116)

Appendix B, Table 1 – Schedule of Prices and Quantities 5(1) (a) and
5(1) (b)
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Appendix C – SAIDI and SAIFI Statistics
SAIDI and SAIFI (Class B and Class C) for Years Ended 31 March 1999 – 2003 and the
Year Ended 31 March 2010

SAIDI (Interruption Duration)

SAIFI (Interruption Frequency)

Year
Class B

Class C

Total

Class B

Class C

Total

1999

81.00

172.00

253.00

0.50

2.71

3.21

2000

49.00

72.00

121.00

0.36

1.54

1.90

2001

41.00

77.00

118.00

0.31

1.24

1.55

2002

35.00

179.00

214.00

0.22

1.43

1.65

2003

20.00

77.00

97.00

0.18

0.88

1.06

Five Year Average SAIDI

160.60

Five Year Average SAIFI

1.87

2010

16.88

123.02

139.90
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0.10

2.26

2.36

Appendix D – Outage Schedules
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Appendix E – Price Path Breach Anomaly
This Appendix firstly addresses the volume anomaly inherent in the price path threshold formula in
principle, before explaining how this has adversely impacted Horizon Energy’s ability to recover its
costs, without breaching the price path threshold. Worked examples have been included where
possible to illustrate our explanation, and assist readers in understanding the reasons for the
breach.

Price Path Threshold Formula

1. The price path threshold measures movements in average prices and compares these to
an allowable annual movement based on a CPI – X formula. In order to neutralise the
impact of quantities (i.e. to focus on average prices not revenues), the price path threshold
is set using base quantities (being the kWh, ICPs, kW, kVA etc relating to each tariff) for the
year ended 31 March 2003. Each year Notional Revenues (calculated from actual current
tariffs multiplied by base quantities) are compared with Allowable Notional Revenues
(calculated from 31 March 2003 prices and quantities, escalated forward annually at CPI –
X).

2. The price path threshold also recognises that transmission charges are a major cost of
supply incurred by EDBs, over which they have little control. For this reason transmission
charges are treated as a pass through cost, along with local body rates and Electricity
Commission levies. The intention is that EDBs should be able to recover pass through
costs in full. By far the most significant of these is transmission charges.

3. The implication of the pass through mechanism is that the price path threshold is assessed
on a “net” basis, that is Notional Revenues and Allowable Notional Revenues are
calculated after the deduction of pass through costs.

4. In demonstrating compliance or otherwise with the price path threshold, the compliance
position uses actual pass through costs incurred in each year, and by implication the
underlying actual volumes which impact on the level of transmission charges. This has led
to an anomaly in the price path threshold whereby Notional Revenues and Allowable
Notional Revenues reflect base quantities, but Net Notional Revenues reflect pass through
costs derived from actual volumes.
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5. If actual volumes were constant over the threshold period this would have no impact. For
EDBs however which experience volume growth, all other things being equal, Net Notional
Revenue will decline, because pass through costs increase. This creates an additional
buffer (or implied price decrease) when compared to the threshold.

For EDBs which

experience declining volumes the opposite occurs, that is Net Notional Revenue increases
because pass through costs decline. This creates a breach (or implied price increase).

6. Appendix E(1) includes a simple example which demonstrates the impact of declining or
increasing volumes on Net Notional Revenue. Volume changes do not impact on Allowable
Notional Revenue. For the purpose of this example CPI and X have been set to zero and
all unit prices are maintained at 2004 levels, in order to better demonstrate the impact of
changes in volumes on the compliance position. A summary of the example is set out
below:
Summary

2004

2005

2009

Allowable Notional Revenue (ANR)

15,000,000

15,000,000

15,000,000

Base Case - Volume Static
Notional Revenue (NR)
Pass Through Cost (Volume Static) (K)
Net Notional Revenue (Volume Static) (NNR)
Compliance: NNR=ANR

20,000,000
5,000,000
15,000,000

20,000,000
5,000,000
15,000,000
-

20,000,000
5,000,000
15,000,000
-

Scenario 1 - Volume Increasing
Notional Revenue (NR)
Pass Through Cost (Volume Increasing) (K)
Net Notional Revenue (Volume Increasing) (NNR)
Compliance: NNR<ANR (headroom)

20,000,000
5,000,000
15,000,000

20,000,000
5,200,000
14,800,000
200,000

20,000,000
6,083,265
13,916,735
1,083,265

Scenario 2 - Volume Decreasing
Notional Revenue (NR)
Pass Through Cost (Volume Decreasing) (K)
Net Notional Revenue (Volume Decreasing) (NNR)
Compliance: NNR>ANR (breach)

20,000,000
5,000,000
15,000,000

20,000,000
20,000,000
4,800,000
4,076,863
15,200,000
15,923,137
200,000 923,137

7. Thus, as illustrated above:
•

an EDB experiencing no change in volumes is able to fully recover actual pass through
costs and maintain average distribution 1 prices without breaching the threshold;

•

an EDB experiencing an increase in volumes is able to fully recover its actual pass
through costs, and increase average distribution prices without breaching the threshold;
and

1

For the purpose of this discussion the term ‘distribution’ refers distribution services exclusive of transmission and other pass
through costs
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•

an EDB experiencing declining volumes however is unable to fully recover its actual
pass through costs without either breaching the threshold or reducing average
distribution prices.

8. This anomaly has been previously recognised by the Commerce Commission.

For

example in October 2005 the Commission issued an invitation for submissions on “the
anomaly in the price path formula that allows quantity growth (or reductions) on passthrough costs to be taken as a price increase (or decrease)”. 2

Despite a series of

consultations on the issue through 2005, 2006 and 2007 no changes were made to the
price path threshold to correct for the anomaly. The recent Default Price-Quality Path
Determination however has addressed the issue by specifying the use of lagged quantities
in the calculation of average prices. 3

Impact on Horizon Energy

9. Horizon Energy has experienced little volume growth since 2003.

This has been

exacerbated by a partial plant closure at SCA Hygiene in 2007 resulting in a load reduction
of about 10MW. Horizon Energy has chosen to pass on actual transmission charges in full
to consumers, consistent with the intention of the price path threshold. However, as actual
transmission charges have been passed on in full, Horizon Energy has been assessed as
recovering more revenue than permitted under the price path. This arises because the
transmission component of Notional Revenue is calculated using base quantities, but the
deduction of pass through costs (to derive Net Notional Revenue) is calculated using
(lower) actual quantities.

10. When setting prices for 2009/10 Horizon Energy decided to retain distribution prices at the
levels they would otherwise have been, and fully recover transmission costs despite
knowing that due to the anomaly outlined above, and the reduction in demand from major
customers, fully recovering transmission charges, and maintaining distribution prices would
result in a breach.

2

Commerce Commission, Invitation for Submissions, Proposed Changes to the Distribution Thresholds Gazette Notice, 25 October
2005
3
Commerce Commission, Initial Reset of the Default Price-Quality Path for Electricity Distribution Businesses, Decisions Paper, 30
November 2009
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Horizon Energy’s Compliance Position

11. Horizon Energy has reviewed the compliance calculation for the assessment date 31 March
2010 and assessed the impact of the pass through volume anomaly on the 2010 breach
position as $1,227,811.

12. The pass through anomaly of $1,227,811 has been derived by determining the variance
between pass through revenue calculated using 2003 base quantities (which are applied to
2010 prices in order to determine notional revenue) and the pass through cost component
which is derived from 2010 actual quantities. It is evident when comparing the two tables
below that that both consumption (kWh) and demand (kW) for major customers has fallen
significantly between 2003 and 2010. This has been partially offset by increased non-major
customer consumption. The net quantity decrease however has adversely affected Horizon
Energy’s ability to fully recover pass through costs as demonstrated in the following tables.
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13. In summary, the 2010 breach is comprised of three components, a technical breach

resulting from the quantity anomaly in the price path formula arising from a reduction in
major customer load since 2003 (which is partly offset by minor growth in non major
customer consumption). This anomaly creates a technical breach of $1,227,811 in 2010
(as demonstrated above). After deducting the technical breach, a breach of $349,116
remains.

These primarily reflect lower than anticipated transmission costs and lower

Allowable Notional Revenue due to lower than forecast CPI.
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