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SUBMISSION ON EVOLVING TECHNOLOGIES AND PRICING OF DISTRIBUTION SERVICES 

Introduction and context 

1 Orion New Zealand Limited (Orion) welcomes the opportunity to comment on the 
“Implications of evolving technologies for pricing of distribution services” consultation 
paper (the paper) released by the Electricity Authority (Authority) in November 2015.  

2 The paper is a timely initiative, and we welcome the invitation to think outside the 
square. New Zealand needs to have a robust debate about the way pricing and 
regulation interact with respect to evolving technologies.  

3 We agree with much of the analysis in the paper, and in particular with the view that 
many current distribution pricing structures send the wrong signals with respect to 
investment in PV by residential customers, and that this may lead to significant over-
investment in PV. We also welcome the acknowledgement that distributor’s 
circumstances vary widely, so no single approach is likely to work in all cases. 

4 We broadly agree that distributors’ services include (page D of the paper): 

 transport to, and increasingly also from and between customer’s connections, 

 ensuring there is sufficient local and upstream capacity to support demand, 
and  

 managing consumers’ use of the network. 

5 However, we consider that other aspects of and context for our service is important: 

 we provide a platform for competition by providing reliable access to a 
competitive energy market, 

 we are required to maintain supply for existing connections (explicitly for 
connections created before 1 April 1993), 

 we coordinate the individual actions of many thousands of consumers across 
our own network to manage security of supply and costs, 
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 in conjunction with the other upper south island distributors we do similar 
coordination for the region,  

 each area has different characteristics: for example in the Orion area there is 
no natural gas, the winter weather is colder than in much of the rest of the 
country and there is a clean air regime that significantly restricts use of some 
fuel types,  

 we note that many and perhaps most distributors have service-based pricing 
already for larger commercial customers in particular. This is at least in part 
because pricing for such groups is not constrained by regulation. So far, at 
least on the Orion network, there has been hardly any investment by such 
customers in PV.   

 it is not just about pricing: the development of robust standards plays a key 
role in ensuring evolving technologies do not have undesirable effects on other 
network users, and 

 more generally, New Zealand’s rich resources in several forms of renewable 
generation gives us choices with respect to evolving technologies that many 
other countries do not have. 

6 We are interested in the paper’s comments about the extent to which distribution 
pricing is constrained by the low fixed charge (LFC) regulations. We note some of the 
suggestions in the paper as to what ‘variable’ charges might look like, and we are 
very keen to test our understanding of this further with the Authority. We take 
regulatory compliance very seriously, and so we need to be clear on our freedom of 
action before making material changes to our pricing. There is also the risk that MBIE 
might change the regulations to clarify that, for example, a capacity charge is a fixed 
charge. We expand on this in our answer to question 10.  

7 Finally, we are very interested in the paper’s discussion of battery storage. Storage in 
the form of hot water underpins many distributors’ load management, and our own 
experience is that it is the coordination of the switching off and on of such loads that 
provides the value, rather than the existence of the loads. See the following section 
for more on this.  

8 The remainder of our submission is structured as follows: 

 some comments on Orion’s pricing, the importance of coordinated load 
management and how these interact with the ideas in the paper,  

 comments and questions on some key technical aspects of the paper, and 

 answers to the specific questions in the paper, as an appendix. 

9 The Electricity Networks Association (ENA) has also submitted on the paper.  Orion 
endorses the ENA submission. 
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Orion pricing and load management in the context of the paper 

- Pricing 

10 We have for many years had a significant peak demand component in our delivery 
pricing, and this accounts for around half of our revenue. Among other features this 
pricing aligns our revenue well with our costs with respect to evolving technologies, 
for example: 

 additional peak load from heat pumps faces an LRAIC1 price,  

 significant PV, which will not materially reduce a connection’s winter peak 
demand (it is generally dark when peak demands occur), will not reduce peak 
demand charges so there is less reward available to the PV investor2, and  

 night-time charging of electric vehicles (and other batteries) is delivered at very 
low cost. 

11 In terms of the paper, we consider the peak component of our pricing to be cost 
reflective and therefore “service-based’, in that it is aimed at influencing consumer 
behaviour in efficient ways. We also consider that it is ‘variable’ in the way conceived 
of in the paper in that it is based on consumption at certain times of the year, even 
though the chargeable quantity is kW not kWh.   

12 However, we acknowledge that much of the other half of our revenue (similar to what 
the Authority in the TPM workstream has called the “residual”, and in this paper, in 
para 2.1.9, has called a “mark-up for recovery of common costs”) is from 
“consumption based” charges. These prices are not intended to be cost reflective; 
they are simply the only way to ensure we recover our revenue requirement in an 
environment where we perceive fixed charges are materially restricted by regulation.3 
The standard network economics on this is that the prices should be set so as to 
minimise incentives to avoid using the network, which usually means prices that are 
not related to consumption. If they are related to consumption they should be set at a 
low uniform rate and/or be applied to demand that is the most inelastic. 

13 As PV becomes more common we have been considering ways to reduce the 
incentive for inefficient PV investment inherent in our current approach. We believe 
that charges based on the ability of a connection to take power are more appropriate 
than consumption based charges, and this seems to align well with the notion of 
‘capacity’ in the paper. Unfortunately our view so far has been that this would fall foul 
of the LFC regulations, as most consumers on the Orion network who install PV will 
reduce their consumption below the 9,000 kWh per year threshold. The indication in 

                                            

1 For long run average incremental cost, our version of LRMC pricing. We note this price signal is to retailers 
rather than consumers as Orion, like most New Zealand distributors, operates an ‘interposed’ business 
model where, contractually, we provide the delivery service to retailers. 

2 We acknowledge that our network and others around the country will have some areas that are summer 
peaking and PV may provide some peak demand reduction in those areas, particularly if combined with 
battery storage to make it a more flexible and reliable alternative. 

3 We acknowledge that Orion had low fixed charges before the LFC regulations came into force, but the 
regulations then to a significant extent locked in that approach. 
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the paper that we might be able to think more laterally about ‘capacity’ is therefore 
welcome.  

14 We can conceive of at least three notions of capacity that might be ‘variable’ 
measured against the standard in the paper, and which might then help us to price 
more appropriately to PV customers in particular: 

 Fuse size: Many distributors already price in this way for the lower capacity 
groups that are the focus of the LFC regulations. The most common is 60 
amps (around 15kVA), sometimes with an alternative of 32 amps (8kVA).  By 
definition the actual maximum demands of connections will be less than these 
fuse ratings, but the range of those maximum demands will be quite wide.  

 Measured maximum demand: Another approach is to measure the capacity 
using demand data, assuming the metering supports such measurement. (The 
interval (probably half-hourly) measured maximum demand will of course be 
less than the instantaneous maximum demand, which in most cases will be 
unknown.  

 Technology-limited capacity: A third approach, which we have seen described 
but for which we are not aware of any implementations, is where capacity is 
remotely controlled/limited, giving customers the ability to choose a capacity. 

15 There are no doubt other possible approaches, but the Authority’s views on whether 
these three approaches result in ‘variable’ capacity would be very helpful. 

16 The key questions that arise in our mind from these approaches, and particularly in 
the context of the LFC regulations, are: 

 over what time period the capacity is measured (e.g. is it “Anytime maximum 
demand” for the previous twelve months)? 

 having been measured, for how long can it be applied before being reset? 

 what choices, if any, must be available to the consumer, and over what interval 
for the capacity measurement to be ‘variable’?4 

17 In the context of our pricing, we consider that the more a customer can influence the 
capacity, the less efficient it is. This is because the relevant cost being recovered 
does not reduce if consumers manage to reduce their capacity: our cost reflective 
peak demand pricing has already given that signal. Thus most actions that a 
customer undertakes to reduce the measured capacity are likely to be inefficient, as 
they just set off a cycle of decreasing quantities and increasing prices to get the 
same revenue – pretty much the same cycle that is triggered by reduced 
consumption. We note that the Authority faced a similar issue in its TPM options 
paper around recovery of the area-of-benefit and residual charges where it proposed 

                                            

4 There are also practical implementation issues for measured approaches for new connections (when there is 
no history) and when the customer changes at an existing connection.  
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using metering category as a proxy for capacity precisely because it was difficult to 
avoid.   

- Load management 

18 In terms of load management we are interested in the examples of the effects of 
evolving technologies on load profiles presented in the paper, and how these 
compare with our own modelling (Figures 8, 13 and 14 and the second and third 
case studies5 refer).  

19 In Figure 8, the projected 20MW reduction in grid delivered consumption around 
midday in the middle of winter surprises us given the assumptions. This implies that 
the installed panels are all running around maximum output around the middle of the 
day in winter.6 Our review of an installed system has typical PV output on a cloudy 
winter day at less than 10% of the installed capacity and around 75% of installed 
capacity on a sunny winter day - importantly, with very low output on the highest 
demand (coldest) days because such days tend to be relatively dark as well.7  If the 
situation is, by contrast, as depicted in Figure 8, then the addition of battery storage 
would add considerable value to the PV by way of allowing the energy produced to 
be stored to reliably reduce peak demand. Hence the added value comes from the 
battery, not the PV.  The same observations apply to the second case study, and 
Brenda’s power use. 

20 The third case study shows how batteries might be used to lop the evening peak for 
a typical residential customer by being charged overnight and discharged the 
following evening.   

21 One of the key differences is that, due to the extent and success of current load 
management, the Orion network load profile on peak demand winter days is currently 
virtually flat because so much load has been moved from the morning peak to the 
middle of the day, and so much has been moved from the evening peak to later in 
the evening.8 The following graph shows this. 

                                            

5 The case studies on pages 43 and 58. 

6 56.5% * 15,000ICP * 3kW = 25MW. 

7 According to NIWA data (as analysed by Orion), peak solar irradiance during the depths of winter is only 
around 12% of that at the height of summer. During the worst week in each of the last four years the 
comparable value is only 8%. At such levels there is unlikely to be any material surplus generation to store 
on the days that count – the ones where batteries charged by PV might reduce peak demand. 

8 There is also a significant amount of load - mainly hot water heating - that has been completely moved to the 
night-time period.  
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22 By way of explanation, the blue line is what the load actually was, the red line is an 
estimate of what the load would have been without load management, and the dotted 
grey line is a typical winter’s day. It is important to note the material load profile 
difference between a typical winter day and the severe winter days where peak 
demand management matters the most9. The flat line is achieved by the coordinated 
management of tens of thousands of hot water cylinders within a service level 
constraint. 

23 It is how technologies affect the load profile on such days that determines the impact 
on network investment. A battery that is charged and discharged as depicted in the 
paper might take a chunk out of the flat aggregate load, but it would not reduce the 
peak demand.  What could reduce peak demand is the coordinated charging and 
discharging of a number of batteries.  

24 The graph in the case study also indicates another potential issue with uncoordinated 
battery charging, which is that the load created when the batteries begin to charge is 
so large that it moves the peak. This is not just hypothetical: Orion faced the same 
issue in the early 2000s when our success at promotion of night rate water heating 
created a load spike at 11pm.  In conjunction with retailers we arranged to stagger 
the ‘on’ times of hot water heaters to manage the spike, while still delivering the 
necessary number of hours of heating.   

25 More generally, uncoordinated load management – for example in response to a 
defined period peak (high) pricing signal – runs the risk that the peak simply moves 
to a different (low price) time, and further that the new peak may also be higher than 
a coordinated peak, or possibly higher than in the absence of load management 
altogether.  

                                            

9 Peak demand on severe winter days is a significant cause of transmission and distribution network costs.  We 
note that the timing of high generation costs in the wholesale electricity market does not always align with 
the timing of peak demand, however, we are still seeing generation peaking plant investment in New 
Zealand 
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26 In summary, while the structure of distribution pricing is important it is only one part of 
achieving a desirable outcome.  The coordination of demand side management 
including emerging technologies is likely to include contractual or service level 
agreements/arrangements that enable a party to manage supply and load more 
holistically than a response to price.  Failing to recognise the value of the role of 
coordination at the distribution level and relying on price will introduce new risks to 
reliable electricity supply (higher peaks and increased low voltage network 
investment) without realising the potential of the emerging technologies to defer 
expenditure on the high voltage and subtransmission network.  

Technical aspects of the paper 

27 There are three technical aspects of the paper that we seek clarification on. 

- Regulation 23(d) 

28 The first aspect is the interpretation of regulation 23(d) of the LFC regulations. Para 
2.5.9 of the paper states: 

The definition of “average consumer” allows for some flexibility in how it is applied for 
the purposes of whether a variable charge complies with the LFC regulations. The 
LFC regulations expressly contemplate some variation in the measurement of 
average consumption. (Regulation 23(d) is footnoted as being the basis of this 
statement.)   

29 While we agree there is some flexibility imparted by 23(d), we do not believe it is 
accurate to say that the definition of “average consumer” allows for it; that definition 
is very clear. The only flexibility in 23(d) is (for a distributor) with respect to regulation 
15(2)(b), and that only applies “…if there is more than 1 variable charge on a tariff 
option…” and the ratios of those 2 or more charges is not as set out in 15(2)(b)(i) or 
(ii). So a distributor may use different ratios for an average consumer than those 
specified, and if it does so it must explain why and provide supporting data. But 23(d) 
does not allow the use of any other “average consumer” than one who uses 8000 (or 
9000 in the lower South Island) kWh per year. 

30 It would be useful if the Authority clarified what flexibility it believes is allowed.  

- Metering constraints 

31 The second aspect is the apparent material constraint set out in para 6.2.4 of the 
paper, in the section headed “Distributors have options for structuring pricing”: 

“This means that pricing options that involve a demand component should not be 
introduced unless the appropriate technology is available. For example; if the 
distributor intends using a peak demand pricing option then the metering technology 
used by the distributor should be capable of measuring and displaying the amount of 
power (measured in kW) being used at any given time.” 

32 There is a lot to unpack here, but on the face of it this potentially rules out peak 
demand pricing (and presumably also forms of capacity pricing that involve data-
based measurement) in most cases. This is because:  
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 while most AMI installations will support measuring of interval (usually half 
hourly) consumption information, they do not always support displaying it, and 
seldom do so in a way easily accessible by a consumer. 

 distributors do not generally use the metering technology, but rather obtain the 
data from it via the retailer (who in turn gets it from an MEP), usually on a 
monthly basis, and with some lag. Moreover, distributors do not generally 
decide what metering will be installed, and as a result the metering in any area 
will not necessarily be uniform in its capabilities. 

 even if peak demand information is displayed to the customer, it has no 
particular meaning without an indication that it is a peak demand, and one that 
is relevant to pricing. By definition, most demands are not peak demands. In 
any case, even if a consumer can see a particular demand, and understand 
that it is important, it will be too late to do anything about it.  

 making pricing so conditional on metering runs the risk of incentivising 
consumer insistence that they not have a metering technology that they 
perceive might disadvantage them. 

33 We seek clarification of how binding this constraint is. We wonder if the paper is 
rather getting at the possibility of home energy management systems beyond the 
meter that a variety of parties might provide to assist consumers to manage 
demand?10 

- LFC compliance 

34 The third technical aspect relates to clarifying the general intent of the paper with 
respect to compliance with the LFC regulations.  

35 We take it that the paper would see as LFC compliant any distribution pricing plan 
that had the following components: 

 a fixed charge of up to 15 cents per day, 

 a capacity charge of $X per kW per day, 

 a demand charge of $Y per kW per day, and  

 one or more consumption based charges of $Z per kWh. 

so long as the capacity and demand charges are ‘variable’ according to the 
conceptions in the paper. In other words, there would be no need to show any sort of 
breakeven for the average consumer because, pursuant to regulation 36, there would 
be no “alternative tariff option” to show breakeven with. 

36 It would be helpful if the Authority clarified this. 

                                            

10 We consider it is more useful to advise customers at the time that a peak charge may apply, and we use 
ripple signals, text and email to do this.  
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Concluding remarks 

37 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 

 

Rob Jamieson 

Chief Executive
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Appendix: Response to specific questions 

Question 

No. 

Question Response 

Q1. What are your views on the scope of the Authority’s 
review? Please give reasons for your answer. 

We are happy with the scope.  

We welcome the focus on the efficiency aspects of distribution pricing, and we 
are pleased to see acknowledgement of the different circumstances faced by 
distributors in different parts of the country. 

Q2. What other technologies do consumers invest in or 
use that are likely to have a material effect on 
investment or operation of distribution networks? 
Please give reasons for your answer and an estimate 
of when you expect the technologies will have a 
material effect. 

We believe that the technologies identified in the paper encompass the 
breadth of issues to be considered at this time.   

In terms of the technologies discussed in the paper, the uptake rates and 
levels assumed for PV by NZIER are greater than our own modelling indicates. 
We nevertheless agree that inefficient investment in PV is the area of greatest 
concern.  

Q3. What do you think about the Authority’s concerns that 
existing distribution pricing structures do not reflect 
the costs of the different distribution services provided 
and may not be durable? 

We agree that most distribution pricing for residential consumers offers too 
high a reward for reduced consumption due to investment in PV when 
compared to the cost. 

However we believe the paper somewhat overstates the extent to which 
current pricing is  

 two-rate (fixed and variable), and  

 too much based on consumption charges. 

We suspect that most distributors offer (or have pricing that supports) at least 
a few choices, such as different prices for uncontrolled, controlled and night 
only consumption, while many also have day/night (sometimes called TOU 
pricing), and all of these reflect, at least to some extent, differences in the 
attributes and cost of the service.  

Also, many distributors recover a smaller proportion of their revenue from 
consumption based charges from consumer groups where the pricing structure 
is not subject to regulation, for example from commercial consumers. Rightly 
or wrongly distributors clearly see that the LFC regulatory constraints are 
binding.   
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Q4. What is your view of the potential for a significant 
amount of inefficient investment in solar panels if 
distribution pricing structures continue to be based 
primarily on a consumption-based approach? 

From our knowledge of our region we agree with this view. 

In most cases it is retail prices that influence investment decisions, and while 
distribution prices are a material influence on retail prices, and while we agree 
with the Authority that in any case retailers who inappropriately rebundle 
distribution prices will potentially suffer via the competitive process, it is 
nevertheless conceivable that even with service-based distribution pricing the 
retail pricing signals seen by consumers remain unchanged, or are much less 
sharp. This is because if, as at least some research indicates, many and 
perhaps most consumers prefer simple pricing, the competitive process will 
reward retailers that deliver those preferences. 

Moreover, retailers themselves face regulatory constraints on recovery of their 
own fixed costs (which are considerable), and if these constraints stay in place 
investment in PV will continue to be over rewarded even if distribution pricing 
is optimal and the pricing signals are clearly seen by ‘prosumers’. 

There is also the possibility that consumers will choose to invest in PV for 
reasons beyond pure return on investment. According to SEANZ 11 these 
reasons include: 

“ 

 strong desire for energy independence 

 are dissatisfied with existing supplier and electricity regime 

 perception of continually increasing power prices 

 wish to lock in fixed pricing for retirement 

 have an innovator/early adopter mentality 

 simply have spare cash 

 want to add value to their home 

 see environmental benefits.” 

There is thus no guarantee that the PV investment will not occur just because 
service-based pricing is introduced. However, it is for these very reasons that 
cost reflective distribution pricing is essential. Without it, as the paper rightly 
states, consumers making decisions for non-economic reasons fail to see the 

                                            

11 In their submission to the Commerce Commission on the scope of the input methodologies review. Available on the Commission’s website at: 
http://www.comcom.govt.nz/dmsdocument/13629. See page 3 for this list. 

http://www.comcom.govt.nz/dmsdocument/13629
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true cost of their decisions and instead pass those costs onto other network 
users.   

We note that many and perhaps most distributors have service-based pricing 
already for larger commercial customers in particular. This is at least in part 
because pricing for such groups is not constrained by regulation. So far, at 
least on the Orion network, there has been hardly any investment by such 
customers in PV. This is at least prima facie evidence that pricing signals 
matter.  

Q5. What is your view of the potential for inefficient 
investment in distribution networks if there is a high 
uptake of electric vehicles and distribution pricing 
structures continue to be based primarily on a 
consumption-based approach? 

Again it is retail prices that are important, but in this case we are not 
particularly concerned.  Our pricing, and retailers’ pricing, already provides 
access to cheap energy at night.  Moreover our LRAIC based peak pricing will 
give us increasing revenues to support further investment in network capacity 
if EV owners choose to charge during peaks.   

However, we note and agree with the Authority’s analysis that under pretty 
much any scenario, electricity will be so much cheaper than fossil fuels that it 
is unlikely to affect the decision to buy an EV. 

In the wider New Zealand sense EVs, rather than being a problem, are a 
tremendous opportunity to respond to the country’s emission reduction 
commitments.   

Q6. What is your view of the potential for battery 
technology to defer or avoid investment to augment 
distribution networks? 

The potential of battery storage to reduce peak demand and hence investment 
depends on the uptake of EVs and the charging profile that eventuates.  For 
the Orion network, an overnight coordinated charge of EVs at every household 
will nicely fill the overnight trough and leave the daily load profile flat.  Under 
this scenario the benefits of battery storage are small.  However, we anticipate 
that a certain percentage of the population will need to top up or fully charge 
their vehicle during the day/evening and therefore add to peak demand.  
Under this scenario, battery storage (or EV battery storage) could be used to 
reduce the peak (or stop the peak rising) by 10-20%. In principle, battery 
storage is little different to the hot water storage that has underpinned network 
operations and planning for decades. However, as with hot water storage, it is 
the coordinated management of battery charging and discharging across 
thousands of connections that delivers the value.  

This is discussed in more detail in the section on load management above, but 
in summary it is how technologies affect the load profile on peak demand days 
that determines the impact on network investment. A battery that is charged 
and discharged as depicted in the paper might take a chunk out of the flat 
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aggregate load, but it would not reduce the peak demand.  What could reduce 
peak demand is the coordinated charging and discharging of a number of 
batteries. 

On the other hand there is some risk that battery storage displaces hot water 
storage in such a way that the benefits of coordination are lost. 

Q7. What is your view of the potential for alternative 
distribution pricing structures to promote more 
efficient investment by consumers in heat pumps and 
/ or LEDs? 

We do not think the potential is substantial.  

We also believe that there are significant non-price drivers to such 
investments. For example in Christchurch reticulated natural gas is not 
available and there are air quality regulations that restrict the use of some 
forms of non-electric heating. These are both examples of why local context is 
so important.  

We are not aware of any analysis that shows that the level of such 
investments is or will be materially too high or too low, let alone that this is 
driven by electricity prices. 

Q8. What is your view of distributors’ options for 
structuring their pricing? 

We believe the options are wide-ranging. We are pleased that the paper does 
not propose limiting the options. As we note in the body of our submission, we 
are concerned about the implied limitation of pricing approaches due to 
metering technology and the availability of real-time information. 

Q9. What needs to occur for distributors to amend their 
distribution pricing structures to introduce more 
service-based pricing? 

Distributors need certainty that we can reflect actual cost structures and 
therefore reduce consumption based charges so that different energy sources 
can compete on a level playing field.  

Q10. Would a change to the applicable rules encourage 
change to pricing structures? 

Yes. 

We are keen to better understand the Authority’s position on the low fixed 
charge regulations. We note that many and perhaps most distributors have 
pricing structures for non-domestic consumers that have a much lower 
proportion of consumption-based charges, and some have similar structures 
for domestic consumers above the regulatory thresholds. This suggests that 
distributors are not inherently averse to less consumption-based charges, and 
that the observed proportion of consumption based charges is materially 
driven by regulation. 

We are concerned that some of the approaches suggested in the paper are 
high risk for distributors if we are seen as breaching the intent of the 
regulations even if we comply with the letter. Not only can this have adverse 
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reputational consequences, but it might also lead to contrary changes to the 
regulation that clarify that our approaches are in fact not permissible.  

There are likely to be substantial transition and setup costs in moving to a 
different pricing approach, so confidence that the approach is compliant is 
needed to avoid wasteful investment.  

New pricing approaches may also involve significant transaction costs.  The 
recently published Authority investigation into The Lines Company’s (TLC) 
approach to peak demand pricing and measurement took a considerable 
amount of time and involved conflicting input from expert resource to reach a 
conclusion that is at best equivocal, and indeed which recommended that 
MBIE be invited to clarify the regulations - a recommendation that, 
disappointingly in our view, was not taken up by the Authority’s compliance 
committee.  

In this regard it would be useful, and materially reduce transaction costs, if the 
Authority, as the compliance agency, issued some more detailed guidance as 
to what is and is not acceptable. The Authority could also usefully ‘pre-
approve’ specific examples put to it.  

We also note that, while the Authority is the compliance agency for the low 
fixed charge regulations, it is not the agency responsible for the regulations. At 
the very least it would be helpful if MBIE confirmed its agreement with the 
Authority’s position on the regulations. 

Q11. What incentives could be introduced to encourage 
change? 

We think the Authority is correct when it states that distributors are strongly 
incentivised to improve the cost reflectivity of pricing. We cannot think of any 
additional incentives available to the Authority that could usefully be applied, 
apart from clarifying the LFC regulations. 

Q12. What other options would ensure distribution pricing 
structures are service-based? 

We believe Part 6 of the Code needs to be consistent with the wider regulation 
of distribution pricing. At the moment Part 6 creates some uncertainty as to 
whether and how distributed generators can be required to contribute to 
common or forecast costs. For example, the existing low voltage networks 
have a distributed generation hosting capacity linked to an assumption about 
the forecast penetration/uptake level.  It could be useful to introduce DG 
charges for customers who request a DG connection capacity above the 
forecast hosting capacity.  This achieves two things: it provides a price signal 
that the applicant is likely to cause future network investment, and it helps to 
make the currently available DG capacity equitably available to all customers. 
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We have no other options to contribute apart from the regulatory clarifications 
above. We note that distributors, under the auspices of the ENA, have a 
working group looking at changes to distribution pricing. 

 

Q13. Do you have any suggested improvements to the 
distribution pricing principles in Appendix B? What are 
your views on the recommendations made by 
Castalia noted above and in Appendix B? 

Yes. 

We agree with Castalia that the principles could usefully be clarified, 
rationalised and prioritised. We do not agree that the decision-making and 
economic framework would help much with that exercise. 

It would also be useful for the Authority to provide its views on Castalia’s 
report, and in particular how it sees aspects of the paper in light of them. The 
current paper appears to emphasise the efficiency aspects of the principles, 
but it does not explicitly say this, or acknowledge the trade-offs. When we 
consult on pricing changes, the retailer feedback is consistently against the 
complexity inherent in service-based pricing, and this feedback at least to 
some extent aligns with consumer views and research. As currently crafted, 
the principles do not help us resolve this conflict.  

We have made further comments on Castalia’s review in Appendix B of our 
Methodology for deriving delivery prices which is available on our website.12    

Q14. Do you have any suggested improvements to the 
distribution pricing information disclosure 
requirements in Appendix B? 

No. 

Q15. What other issues with the current distribution pricing 
arrangements should the Authority address? 

We believe there are significant trade-offs between the relative complexity of 
service-based pricing that might manage the risk of over-investment in PV, 
and the simpler pricing that most retailers, and perhaps most customers, might 
prefer. Via the pricing principles and other tools available we consider that the 
Authority needs to help all participants make progress in this area.    

Q16.  

 

How will New Zealand-specific circumstances 
influence the effects of evolving technologies in this 
country? 

 

We consider that the preponderance of renewable generation in New Zealand 
is a key difference when compared with other countries, particularly in the 
context of PV and EVs. The Authority’s own estimates show around 4,000MW 
(out of around 5,000MW) of planned generation is based on renewables, and 

                                            

12 It is about to be updated but will be in: http://www.oriongroup.co.nz/corporate/corporate-publications/pricing-guides-and-information/. 

http://www.oriongroup.co.nz/corporate/corporate-publications/pricing-guides-and-information/
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this against total existing capacity of around 9,500MW of which around 75% is 
renewables.13  

Of course it may be that not all of the planned generation is actually built, but 
there can be little doubt the renewable resources exist to support EVs in a way 
that would reduce New Zealand’s greenhouse gas emissions materially. 

We also note, as does the paper, network specific differences in load and 
climatic and demographic characteristics that will likely influence both uptake 
rates for various technologies and final levels achieved. 

 

                                            

13 See: 
http://www.emi.ea.govt.nz/Datasets/download?directory=%2FDatasets%2FWholesale%2FGeneration%2FGeneration_fleet%2FProposed%2F20151008_Proposed_gener
ating_plant_update.PDF, and 
http://www.emi.ea.govt.nz/Datasets/download?directory=%2FDatasets%2FWholesale%2FGeneration%2FGeneration_fleet%2FExisting%2F20151030_Existing_generati
ng_plant.xls.  

http://www.emi.ea.govt.nz/Datasets/download?directory=%2FDatasets%2FWholesale%2FGeneration%2FGeneration_fleet%2FProposed%2F20151008_Proposed_generating_plant_update.PDF
http://www.emi.ea.govt.nz/Datasets/download?directory=%2FDatasets%2FWholesale%2FGeneration%2FGeneration_fleet%2FProposed%2F20151008_Proposed_generating_plant_update.PDF
http://www.emi.ea.govt.nz/Datasets/download?directory=%2FDatasets%2FWholesale%2FGeneration%2FGeneration_fleet%2FExisting%2F20151030_Existing_generating_plant.xls
http://www.emi.ea.govt.nz/Datasets/download?directory=%2FDatasets%2FWholesale%2FGeneration%2FGeneration_fleet%2FExisting%2F20151030_Existing_generating_plant.xls

