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SUBMISSION ON TRANSPARENCY OF CONSUMERS’ ELECTRICITY CHARGES 

1 Orion New Zealand Limited (Orion) welcomes the opportunity to comment on the 

“Improving transparency of consumers’ electricity charges” consultation paper (the 

paper) released by the Electricity Authority (Authority) in June 2014. 

Introduction 

2 In summary the paper: 

 Identifies a problem that the Authority has only recently concluded is not a 

problem; 

 Proposes a solution to the “problem” that does not address a key aspect – 

explanation of the drivers of price changes (although that is actually good 

thing); and 

 Bases its cost benefit analysis on what are largely erroneous benefits. 

3 The remainder of our submission is in two parts: 

 General and specific comments on the paper, and 

 Responses to the specific questions in the paper (as an appendix).  

4 The Electricity Network Association (ENA) has also prepared a submission on the 

paper.  Orion supports the ENA submission. 

General comments 
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5 We are pleased that the paper prefers an option that does not require a particular 

presentation of billing information, or a separation of billing by retailers and 

distributors. Orion and many others have expressed serious concerns about the 

implications of requiring retailers to separate out various cost components on bills.  

6 However, we do have significant concerns about some aspects of the proposal, and 

these are now discussed in turn. 

Consumer engagement and decision-making 

7 In our view the paper contains no compelling arguments for the proposition that 

having more detail provided by retailers on what contributes to retail prices and price 

changes will: 

 help with decisions about choice of retailer, or  

 encourage those consumers who currently do not switch retailers based on 

price to do so.  

8 Likewise the paper does not explain why having a good understanding of the makeup 

of prices and the reasons for price changes helps with the other decisions a 

consumer might make about such things as pricing plans, levels of consumption and 

investment.  

Problem definition    

9 To a considerable extent the latest work on this topic has been driven by the so-

called “blame-game” that can take place when retailers and distributors make 

conflicting statements (or statements that appear to be conflicting) about distributor 

price changes. The Authority conducted a market performance enquiry into 

communication of distributor and retailer price changes earlier this year, and 

published the results in its recent “Retail price check” publication.  

10 However, the conclusions of that review are at odds with the proposal in the paper.  

The price check concluded that: 

1.4 In all cases, communication between retailers and consumers was 
transparent. Three out of four retailers presented retail price changes in 
tables showing the current and new prices. The fourth retailer, Mercury 
Energy, presented the new prices. All retailers sent letters to their 
consumers that made the source of the price increases clear. There were no 
instances of false claims about the source of the price increases. In 
particular, there were no cases where the retailer claimed that the sole 
source of price increases was transmission and distribution charges, and 
increased prices by more than the amount necessary to cover these 
increases.  

1.5 For consumers who want clarification about the source of price rises, 
these letters are the most reliable source of information. The letters show 
that three of the four retailers that are part of this first stage of the enquiry 
raised prices only by the amount of the increase in transmission and 
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distribution charges. The exception was Genesis, which increased its prices 
by more than the increase in transmission and distribution charges saying 
the additional increases reflected changes in other operational costs for the 
company. In all cases the retailers were transparent about the reasons for 

price increases.
1
 

Yet the paper is proposing quite specific regulation of these communications.  

11 On the other hand the price check concluded that:    

1.6 The media statements by the retailers and distribution companies 
contained conflicting information about the sources and sizes of retail price 

increases. 
2
 

Yet the paper is proposing to not regulate media statements, and even concludes that 
the Authority does not have the legal authority to do so. 

12 We do not understand why the proposal in the paper is the opposite of what would 
have been expected from the price check.   

13 A further and more fundamental concern with the problem definition is that, in trying 

to create a distinction in consumers’ minds between the “non-competitive” and 

“competitive” parts of the supply chain, we might inadvertently cause them to lose 

sight of one of the largest potential sources of cost reduction - choosing a different 

pricing plan. Nearly all of the material retail price plan differences are driven by 

distribution price differences, not “energy” price differences, and this is 

understandable given the different cost drivers. The idea that consumers can do 

nothing about the non-competitive component of the bill is simply untrue. 

Concluding remarks 

14 Thank you for the opportunity to make this submission.  Orion does not consider that 

any part of this submission is confidential.  If you have any questions please contact 

Bruce Rogers (Pricing Manager), DDI 03 363 9870, email 

bruce.rogers@oriongroup.co.nz.  

Yours sincerely 

 

Bruce Rogers 

Pricing Manager 

                                            

1 Electricity Authority market performance enquiry: “Retail price check”, 24 June 2014, p iii. 

2 Ibid 
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Appendix: Response to specific questions 

Question Response 

Q1: Do you agree with the Authority’s view of the 
role of transparency in promoting competition? 
Please explain your answer. 

No. 

We do not understand how having more information about the make-up of retail prices helps a 
consumer make a choice about who the cheapest retailer is (if price is the key factor for them). 

Likewise, decisions about which pricing plan is best, whether or not to increase or decrease 
consumption, and whether or not to invest in something that might increase or decrease 
consumption, (or change the profile of consumption) should be based on changes in cost and this 
only requires retail prices. The paper does not explain how having more information about the 
various elements of retail prices can improve any of these decisions. 

The Authority seems to have forgotten its Hayek: prices embody lots of information and convey this 
as a single value to consumers. This is why prices are powerful. Retail prices provide everything 
that is needed for consumers to engage effectively as set out in the paper in para 2.2.4 (a) to (c).    

Q2: Do you agree with the problem definition? 
Please explain your answer. 

No. 

The problem identified in the paper appears to be the opposite of the problem identified in the 
Authority’s “retail price check” enquiry. The paper does not explain why. 

Q3: Do you agree with the Authority’s proposal? 
Please provide reasons to support your answer. 

Only to a very limited extent. 

Because it looks like a relatively low cost solution, and is effectively the solution that the Electricity 
Commission came to several years ago, it is probably acceptable if indeed something must be done 
(which we doubt).  

In terms of some of the detail of the proposal (Table 1 of the paper): 

 Consumers may find it odd to be told that components of prices are changing when total 
prices are not. This will be a consequence of the communication being triggered by retailer 
OR distributor price changes.  We consider it much more sensible for any such 
communication to be aligned with and triggered by retailer price changes.  

 Providing distributor contact details is we believe inappropriate in an interposed 
environment. In an interposed situation retailers are responsible for ALL of the elements of 
retail prices and must be able to explain what they have done. Retailers are not, in terms of 
their contracts with distributors, “passing on” distributor pricing. In any case distributors are 
not in a position to comment on the ICP specific calculations that retailers have provided via 
the template.  
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 The requirement to provide 30 days’ notice of price changes, particularly when combined 
with the distribution price change trigger, means that nearly all consumers will receive a 
notification on or shortly before the start of March each year. As noted above, if this is 
aligned with the retailer’s price change timetable, all well and good, but if it isn’t then the 
retailer will incur the communication cost twice. (We note that para 6.3.44 implies that there 
will be separate notifications, but this is not stated anywhere else that we could see. And, 
for example, 6.3.57(a) implies that the mail-out costs are “incremental”.) We think a more 
sensible and lower cost alternative is to allow retailers to provide the information within ‘X’ 
days of the price changes becoming effective. Retailers will already have communicated the 
retail price changes in advance. (And if there has not been a retailer price change there will, 
appropriately, not be any price change communication.) 

 A further undesirable consequence of separate communication (if that is indeed the intent) 
is that the template calculations will show a reduction (increase) in the “competitive” 
component for a distributor triggered price increase (decrease) simply because the 
arithmetic will require it. We do not think that is good information to put before consumers, 
and on the face of it it would prohibit retailers from “passing through” distributor price 
changes while leaving the competitive component unchanged.  

 We do not believe there are any cases where a retailer that does not invoice customers for 
network charges would be expected to be advising customers of network price changes? 
(refer to Clause 11.37(3) of the draft Code amandment). Can an example be provided? 

 We do not understand the requirement (refer draft Clause 11.40) that a retailer's 
communication must be consistent with distributor’s information disclosures. We are not 
sure what disclosure requirements are being referred to.  If it is 2.4.3(6) of the pricing 
methodology disclosure requirements 

3
 then we are not sure if this helps, for two reasons: 

 First, the disclosure requirement is quite generic and not, at least on our 
interpretation, intended to explain why price A has increased by X%, and 

 Second, and most importantly, the pricing methodology will not necessarily be 
available for retailers to use at the time that they prepare their communication. 

 The requirement for consultation between retailers and distributors would generate a very 
large amount of consultation over a very short period of time (29 distributors * (say) 12 
retailers = around 350 consultations in each direction). Consultation implies consideration 

                                            

3 Of Commerce Commission, Decision No. NZCC 22, Electricity Distribution Information Disclosure Determination 2012, 1 October 2012. 
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of feedback through a reasonable timeframe, and we doubt that is possible. If there must 
be a requirement around sharing such statements, then a requirement to inform is more 
appropriate than a requirement to consult.

4
 The proposed consultation also potentially 

confuses accountability: each party must be responsible for what it says and the potentially 
serious consequences where statements are misleading.  

 We also note that confusion about price changes is most likely when a distributor changes 
the structure of its pricing, but any such change would be the subject of specific and 
separate consultation with retailers over a material timeframe, 

5
 so there should be no 

surprises.  

See also our response to Q7 below.   

Q4: Do you agree with the alternative options? The status quo (effectively Option 1) is certainly a valid approach, as the Authority’s own “retail price 
check” established: retailer communications about price changes are transparent and informative.  
Retailers are indeed already taking different approaches to transparency both on their bills and in 
their communications. This is good because it allows consumers to choose what is important to 
them. 

We do not believe option 2 is sensible, but more importantly we do not believe it is a plausible 
option, at least not without turning the industry on its head. For any distributor that operates on a 
contractually “interposed” arrangement there is no basis for our invoicing end-consumers rather 
than retailers without the consumers’ consent. Then there is the technical matter that no such 
distributor will be in a position to bill all its customers separately in terms of data, systems, customer 
care and credit management.

6
  The duplication costs alone would run into the tens of millions per 

annum across the country. We would also be talking about years of transition. 

Option 3 is undesirable as a regulated requirement, but it is at least plausible when compared with 
option 2. As established by the Electricity Commission and as supported by previous Authority 
consultations on this subject, requiring separation on the bill is not a good approach. On the other 
hand, and as the paper notes, a number of retailers already show some separate components on 
bills so this has become a point of difference for those consumers that value more information.  

We do not understand the point in para 5.4.3 about bill separation causing a problem for consumers 
comparing retailers.  If they use a website like Powerswitch (sensibly, given the much more likely 

                                            

4 We presume the paper is using “consult” here as defined in its “Guidelines for consulting on distributor tariff structure changes”, July 2102.  

5 Again as set out in the “Guidelines for consulting on distributor tariff structure changes”. 

6 Orion does bill a small number of large customers directly, but that is a very different matter. 
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sources of confusion like treatment of GST and prompt payment discounts) this compares total cost 
(the only thing that matters). This is true irrespective of how the distributor prices.  

We do not consider that option 4 is really an option.  We think it is a desirable approach irrespective 
of what happens with retailer communications under any other option. Only an independent well-
resourced agency like the Authority can undertake analysis that explains price changes in anything 
like a comprehensive way. However, even the Authority needs to be careful in commenting on 
future price movements in anything more than a generic way, for example that “distribution prices 
within a regulatory period are likely to increase in line with CPI”, or “PV is likely to drive changes in 
the way distributors price over the medium term”. The idea that any party can comment usefully 
about prospective changes in the balance of fixed and variable, or capacity and volume, is optimistic 
at best. Ironically, one of the key impediments to desirable change in this area is the low fixed 
charge regulations, which are clearly under regulatory, not participant control. 

Q5: Are there any other options the Authority 
should consider? 

We recall an option from a previous consultation that retailers be required to maintain the 
component information on their websites (some already do). This would be considerably lower cost 
than the proposal, and would allow customers to opt in. 

Q6: Do you have any comments on the proposed 
Code amendment? 

We believe it is good practice to establish policy direction and coherence before drafting Code 
amendments.  

Q7: Do you have any comments on the draft 
template? 

Yes. 

Overall, while it provides a lot of detail, the template includes nothing which helps consumers 
understand the price changes which is one of the objectives of the proposal. One response to this 
would be to try and include explanatory commentary, but a more sensible response in our view is to 
back off the attempt to do this. For an explanation to be compelling it would need an enormous 
amount of detail and / or links to other material, particularly where there is a change in the 
distributor’s price structure. But even where there is no such change, a good explanation would be 
very complicated. For example a key determinant of the “non-competitive” components of retail 
prices is WACC, about which books can be and have been written, and on which there are 
legitimate material differences of view. 

Moreover the paper proposes that consumers be given forward views of prices, and this is even 
more difficult.  

We believe the Authority is best placed to carry out and publish this sort of analysis via Option 4. 

Our more detailed comments on the template are: 

Page 1:  

 “Tariff rate” should not be used.  It is a price change notification to customers. 

 It would be useful to include the annual consumption on which the calculation was done 
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(this is either on or can be calculated from the values on page 2. We note in this regard that 
retailers will have to deal with situations where there is less than 12 months of consumption 
data available.) 

 The two components on page 1 are “retail” and “distribution”, and these add to the total. But 
transmission is a further and separate category on page 2, so it must contribute to the total 
change? We note an implication here is that retailers would need to separately monitor and 
analyse distribution and transmission prices, which we doubt many currently do.  

 It should be noted that the effective date is the date of the retailer’s price change, which 
may or may not be the effective date of the distributor’s price change reflected in the new 
retail prices. (But the paper is confused about this, see 6.3.44.) 

 Clearly linking specific cost items to different party’s contact details will potentially get 
confusing as there might be an implication that the distributor can explain the specific 
calculation for the ICP, which they will not be able to do, and indeed the distributor will not 
have seen it. Moreover, distributors are not generally resourced to take large numbers of 
calls. In any case contractually (in an interposed situation) all of a retailer’s prices are its 
prices. It may or may not price to consumers exactly as the distributor prices to it. One 
example of this is where retailers make fixed price / fixed term offers to customer that 
extend over more than one distributor price change period.  What are the relevant 
distribution prices? Neither the retailer nor the distributor knows, but the retailer will have to 
estimate something when setting prices at the start. Another example is where a retailer 
makes an offer along the lines of “Join us and get your first month free!”  There cannot be 
any presumption that the distributor’s prices are different (zero) for the relevant period, yet 
in a very real sense the customer will not pay the retailer for the delivery service. Only 
retailers can explain their prices. 

Page 2: 

 The structure here includes in “Distribution” items that are nothing to do with distribution and 
which are very clearly “Retail”, for example “Metering rate”, “Billing and Admin rate” and 
“Invoice delivery rate”. Overall we believe the idea is to help consumers understand what 
items are within the control of retailers and what items are not, so perhaps the headings 
could be better.  There are also items like the Authority’s levy which are not really 
controllable by the retailer which should perhaps have a category of their own, and in the 
same vein it would be better to have everything GST exclusive.   

 Should the main headings be “competitive” and “non-competitive” rather than “retail” and 
“distribution”?  

 Why is the header info – Address, ICP, date and Retailer - repeated? 

 Transmission, which is shown as a separated line item in the template, is normally priced by 
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the distributor in the same structure as distribution, rather than being a single line as 
implied. We believe most retailers do not model distribution and transmission prices 
separately – rather they model the combination of the two - so this would be an extra 
requirement for them.  

Q8: Do you agree with the statement of the 
objectives of the proposal? Please explain your 
answer. 

No comment. 

Q9: Do you agree with the assessment of the costs 
and benefits of the proposal? 

We are confident that the benefits are overstated, although we note that a net benefit with a PV of 
$29.75, even if accurate, is only around $3 per customer per year. 

The benefits assessment follows the now well-trodden path of estimation by assumption using big 
numbers. In this particular case the big number is distributor capex, and the idea that the proposal 
will lead to reductions in it. Henry V would be impressed with such a long bow being drawn. 

The analysis in the paper begins by linking asserted existing inefficiency in distribution pricing 
(6.3.25) with the way prices are communicated (6.3.27). But the Authority’s “retail price check” 
established that this does not happen, even when one of the areas investigated, Wellington, did in 
fact have a significant price restructuring going on. But in any case the link between the way price 
changes are communicated and improvements in the efficiency of pricing is simply not established. 
Even if there are gains to be made by distributors changing the way they price, there is no reason, 
or at least none is stated in the paper, as to why communication of price changes will influence this 
at all. We note the example given from Australia is one where the regulatory arrangements 
prevented price signals getting to consumers. We believe the Authority has learned the wrong 
lesson from this example. 

The paper then goes on to: 

 show results for opex reductions that resulted from incentive regulation in Australia of 13%, 

 note that New Zealand distributors are planning to spend around $500million per year on 
capex into the foreseeable future,  

 assert that that spending might be influenced by pricing to the tune of being reduced by a 
“conservative” 1.3% (10% of the apparently available opex reduction). 

The Authority is essentially saying that you can take an observed reduction in opex from one 
regulatory period in another jurisdiction brought about by the operation of an efficiency carry over 
mechanism and say that an equivalent reduction in capex can be achieved in a completely different 
jurisdiction by a reform that has nothing whatsoever to do with an efficiency carryover mechanism or 
changes to distribution pricing. 

The exclusion of these completely erroneous benefits means the net benefit of the proposal 
becomes negative, and the proposal should not proceed. 
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In the discussion on pressure on retail costs, a previously non-apparent feature of the proposal is 
revealed. This is the idea that the proposal will require retailers to implement “retail” and distributor 
price changes separately (at different times) even though the template is designed to handle both 
components changing at the same time. It is ironic that this is in a section on pressure on retail 
costs as separate notification would certainly place upward pressure on such costs.  
Communication of retail price changes is an expensive and time-consuming process, and it will be 
twice as expensive if it is done twice a year. This section rather peters out in the last two paras 
(6.3.48 and 6.3.49) but there is no reason in principle to believe that any gross benefit will be 
achieved, but even if it is achieved it is less than the increased postage cost alone of about $500k 
per year. 

The cost analysis assumes that any increase in costs faced by distributors responding to customer 
enquiries will be completely offset by reductions in retailer call costs because “The Authority 
understands call centres are scalable.”  Scalable is one thing, but the idea that the cost saving to a 
retailer of reducing its call centre resource by a unit is the same as the cost increase for a distributor 
of adding that unit of resource is not established by this sentence. We doubt it is true. 

Q10: Are there any other costs or benefits that 
should be included in the assessment? 

A much lower-cost variant is for retailers to advise the information in the template within some 
period of time after they notify retail price changes. This would be more aligned with the notification 
requirements in the low fixed charge regulations.  

Q11: Do you agree with the evaluation of the 
alternative options? If not, why not? 

No. 

Option 2 is implausible, option 3 is not sensible and option 4 is a good idea in itself, so it is not really 
an “option”. That leaves only the question of whether the proposal is superior to the status quo, and 
we don’t think the paper presents a convincing case for that proposition. 

The evaluation fails to note the Authority’s separate conclusion via the “retail price check” that the 
status quo actually works. In addition focus groups indicate more detail on the bill was not required. 
Why then does the paper conclude that additional information is required via any medium?   

See also our response to Q4. 

Q12: Do you agree with the assessment of the 
proposed amendment against the requirements of 
section 32(1) of the Act? If not, why not? 

No comment. 

Q13: Do you agree with the assessment against the 
Code amendment principles? If not, why not? 

No. 

We do not believe there is a net benefit from the proposal. However, if something must be done, the 
proposal, with amendments as proposed above, does the least harm when compared with options 2 
and 3. 

 


