31 July 2018
Matthew Lewer
Manager, Regulation Development
Commerce Commission
By email to regulation.branch@comcom.govt,nz
Dear Matthew
Feedback on recent customised price-quality path processes
1.

This is a submission by the Major Electricity Users’ Group (MEUG) on the Commerce
Commission open letter ‘Requesting feedback on recent customised price-quality paths
applying to Powerco and Wellington Electricity’ dated 3rd July 2018 (the “CC open-letter”).1

2.

MEUG members have been consulted in the preparation of this submission. This
submission is not confidential. Some members may make separate submissions.

3.

Attached and to be read as part of this submission is a report by Mike Hensen, NZIER
report to MEUG, Feedback on CPP process – Advice to MEUG for Commerce Commission
submission, 30th July 2018.

4.

The NZIER report has chapters on the use of cost-benefit-analysis (CBA), long-term price
impact, calculating price changes and linking price and quality aligning with the same
named topics in the CC open-letter. A guide to where submissions on the 9-topics in the
CC open-letter are found follows.
Topic in Attachment A

NZIER advice

a. Consideration of alternatives

This cover letter
Paragraphs 7 to 9

b. Use of cost benefit analysis

Chapter 1

Paragraph 5

c. Long term pricing impact

Chapter 2

Paragraph 5

d. Calculating revenue and pricing changes

Chapter 3

Paragraph 5

e. Delivery and accountability of CPP commitments
f.

Link between price and quality

Paragraphs 10 to 11
Chapter 4

Paragraph 5

g. Consumer consultation

Paragraphs 12 to 16

h. Verification

Paragraphs 17 to 19

i.

Paragraph 20

Defining and applying proportionate scrutiny

1

URL http://www.comcom.govt.nz/dmsdocument/16389 at http://www.comcom.govt.nz/regulatedindustries/electricity/cpp/cpp-proposals-and-decisions/wellington-electricitys-2018-2021-cpp/
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5.

We have no feedback on the effectiveness of relevant CPP Input Methodology (IM)
changes in 2016, as requested in paragraph 7 of the CC open-letter because we have not
analysed the likely outcome before and after the changes for the 2-CPP applications
considered since the IM were changed.

NZIER advice on topics – b, use of cost benefit analysis; c, long term pricing impact; d,
calculating revenue and pricing changes; and f, link between price and quality.
6.

As noted in paragraph 4 the NZIER advice covers the 4-topics listed in the section header
above. These 4-topics are interrelated and as a group, in the view of MEUG, the most
material topics of those listed in the CC open-letter. The key points summary from the
NZIER advice is repeated below:
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Topic a, Consideration of alternatives
7.

All EDB, be they applying for a CPP, subject to DPP or only regulated by information
disclosure, should consult with third parties as if they were in a workably competitive
market setting. MEUG is cautious on over-regulating EDB to dampen innovation by EDB
and mindful at the same time of the risks of EDB using their monopoly position to thwart
other parties innovating.

8.

The Part 4 regulatory framework we think is in flux and will need to be modified as
emerging technologies and new business models become economic. There is no masterplan or roadmap of how this might play out. MEUG’s approach to each issue, such as this
topic being consideration of line alternatives, is to overcome barriers towards facilitating
progress towards an unknown future that we think will have more informed individual
consumers, their retailers and agents, and line service providers using a range of
technologies to manage line costs and service levels. More and better-quality information,
devolved decision making at a more granular level underpin the future of emerging
technologies and line alternatives.

9.

We support in principle requiring CPP applicants to consult on alternatives just as
Transpower must consult in certain cases. The reason we support that additional
regulatory requirement on CPP applicants is because we think the work by Contact Energy
on the Powerco CPP application demonstrated that applicants can miss or skimp on the
analysis of feasible options. The reason for this failure may or may not be deliberate.
Irrespective of the reason there is a risk of lower cost options not being considered and
hence it is worthwhile considering cost-effective interventions. To minimise the additional
regulatory requirements MEUG suggests 2-approaches:
•

•

The applicant should consult on alternatives to traditional distribution line solutions
where the incremental change in annual line services to any individual consumer (or
class of similar consumers) of line services is material. There are 4 aspects to this
approach:
➢

A material change in annual line services would be 5%.

➢

The incremental material change could be an increase or decrease of 5%.

➢

The approach steps away from using an average effect on prices across all
consumers of an EDB to using a trigger for materially affected individual
consumers (or class of similar consumers).

➢

If subsequently the verifier, Commission, stakeholders or consumers identify a
situation where a CPP applicant should have consulted on alternatives,
because it was material, then the applicant shareholders must cover the costs
of the Commission and interested parties considering alternatives.

As soon as the applicant provides the Commission, or verifier, supporting material for
its application, that material shall be made public. Having all information made public
and subject to widespread scrutiny will incentivise EDB to make applications that are
more consumer focussed and robust. This approach is based on the view of using
sunshine as a disinfectant for abuse of (monopoly) power.
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Topic e, Delivery and accountability of CPP commitments
10.

MEUG agrees successful CPP applicants should be accountable to their stakeholders and
consumers for actual changes in line charges and service levels compared to those
promised by the applicant and determined by the Commission. We were and remain
ambivalent about the requirement on Powerco to produce an Annual Delivery Report.
Once we have seen and considered the first Annual Delivery Report we will be better
informed to take a view. Given that caveat an initial view follows.

11.

If the consumer consultation is improved before the application is formally lodged then
EDB, customers and consumers will have a better benchmark to measure what was
promised and what gets delivered at a more granular level. Hence the first step to
improving delivery and accountability of CPP commitments is to improve consumer
consultation, the topic considered next.

Topic g, Consumer consultation
12.

The consultation with stakeholders and consumers ahead of lodging the formal CPP
application was, from our point of view, a failure. The failure was not because Powerco
had wrong intentions or did not put resources into consultation. The failure was because
the consultation requirements did not require the effects on prices and quality of the
proposal versus the counterfactual to be made clear and relevant to the many classes and
locations of consumer. The question of consumers having relevant information for them to
make an informed decision on the proposal versus the counterfactual is considered in the
advice of NZIER.2

13.

MEUG suggests a default minimum process for consumer consultation. A default process
will give certainty to a CPP applicant and customers. The possible detriments are:

14.

•

Higher regulatory costs; though given the experience with Powerco a minimum set of
requirements may have assisted reduce costs; and

•

Removing an incentive on an EDB to innovate with consultation processes; though
the use of default minima rather than restricting EDB to one prescription leaves open
the option for EDB to innovate.

We think the design of an optimal level of consumer consultation requires early
engagement with stakeholders and consumers to design the consultation material and
processes. In the 2016 review of IM MEUG discussed the challenges of the consumer
consultation process for CPP applicants as follows: 3

2

[include x-refs]
Refer MEUG submission to CC, 4th August 2016, URL http://www.comcom.govt.nz/dmsdocument/14547 at
http://www.comcom.govt.nz/regulated-industries/input-methodologies-2/input-methodologies-review/
3
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Part 1 of 2 parts: extract from MEUG submission 4th August 2016:
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Part 2 of 2 parts: extract from MEUG submission 4th August 2016
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15.

16.

The changes to IM in 2016 did not consider in any detail and hence implement MEUG’s
suggested alternatives to improve CPP consumer consultation processes, ie:
•

A separate verifier with expertise in public consultation;

•

A prescribed tabular format;

•

A prescribed list of parties that must be consulted.

MEUG suggests our submissions on August 2016 and the possible solutions proposed are
still worth considering alongside suggestions such as a consumer panel mentioned in Table
G, Appendix A of the CC open-letter.

Topic h, Verification
17.

A CPP application is a complex transaction between an EDB applicant, the Commerce
Commission and customers and consumers of an EDB’s regulated line services. The
transaction is complex because it deals in intricate technical and regulatory design issues.
The Commission and more so customers and consumers having asymmetric deficiencies
in resources and information compared to an EDB applicant. Another dimension of
complexity is the measure of success, being the long-term benefit of consumers, because it
has a long-term intergenerational perspective and effects on individual consumers can be
quite different from the average effect on all consumers connected to an EDB.

18.

EDB and the Commission view use of an external verifier as a success to lower transaction
costs to meet the tight application processing deadlines on the Commission. We think that
may have come at the expense of introducing a fourth party to the transaction, being the
verifier, that has no current or long-term relationship with customers and consumers. While
subjective, we think introducing a verifier has weakened the subtle but important pressure
customers and consumers an exert directly onto EDB and the Commission over time for
improvements in efficiency and effectiveness.

19.

For us the rationale and role of the verifier is still an open question. We have no specific
suggestions to improve how a verifier works because the larger question of whether the
benefits a verifier adds offsets downsides should be considered first. Hence for MEUG our
interest is in understanding:
•

If one of the reasons for using a verifier was to meet onerous CPP timetable
requirements, then a solution to consider would be extending the timeline the
Commission’s timeline.4

•

Have there been lessons from similar overseas jurisdictions on the use of verifiers?

Topic i, Defining and applying proportionate scrutiny
20.

The 2016 IM inclusion of proportionate scrutiny has not been sufficiently tested to date to
warrant changes; though with experience with further CPP applications the case for a
review may become evident.

4

As an aside MEUG will be monitoring the current use of a verifier for the current Transpower IPP proposal
for RCP3. The concerns noted in this submission of a verifier being a fourth party in a complex transaction
with no direct short or long-term relationship with customers and consumers also applies to the IPP reset
process.
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Next steps
21.

We look forward to viewing the submissions of other parties.

Yours sincerely

Ralph Matthes
Executive Director
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