20 August 2020

Dane Gunnell
Manager, Price-Quality Regulation
Commerce Commission
By email to feedbackauroraplan@comcom.govt.nz

Dear Dane

Aurora CPP application key issues
1.

This is a submission by the Major Electricity Users’ Group (MEUG) on the Commerce
Commission Key issues paper “Have your say on Aurora Energy’s investment plan,
Consumer summary, Key issues paper” published 30th July 2020.1

2.

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

3.

In the following sections MEUG submits on five of the nine key issues listed in the paper2:
•

Options for minimising consumer price shocks.

•

Length of the investment period.

•

The two key issues of Planned power cuts and Unplanned power cuts.

•

Effectiveness of consumer consultation.

In addition, we consider the following is a key issue:
•

Aurora’s lobbying to have penalties for historic non-compliance reinvested into its
communities.

Options for minimising consumer price shocks

4.

1

2

MEUG supports using a transitional change to tariffs to mitigate price shock to end
consumers. The benefits of using a smoothed price path increasing over time outweighs
the detriment to the small number consumers that can change their future demand for
line services and doing so be rewarded quicker. The number of consumers in a position to

URL https://comcom.govt.nz/__data/assets/pdf_file/0014/222242/Auroras-CPP-Consumer-Summary-Key-IssuesPaper-30-July-2020.pdf at https://comcom.govt.nz/regulated-industries/electricity-lines/projects/our-assessmentof-aurora-energys-investment-plan.
This submission does not consider four key issues: Aurora’s ability to deliver on its plan, Impact of the COVID-19
pandemic, Operating expenditure (opex), and Capital expenditure (capex). MEUG agrees these are all key issues
and with the suggested approach to managing risks and opportunities for each of those.
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change their demand in the next one to two years and hence materially lower costs for all
other consumers is likely to be small relative to the majority of consumers that will be
facing greater economic hardship than this time last year as the effects of COVID-19 on
the wider economy bite.
5.

A smoothed increasing price path needs to reflect the relative share of risks between line
customers and Aurora. Consumers are willing to pay a fair return on capital to the owners
of Aurora including paying the time value of money for a smoothed price path. However,
MEUG questions whether paying the 67th percentile uplift above the expected WACC is
necessary? MEUG recommends the Commission write to Aurora asking if any of the CPP
proposal would be revised if the expected WACC was used instead of the WACC plus the
67th percentile uplift. If Aurora had compelling evidence that the 67th percentile uplift was
critical for some proposed investments, then applying that higher WACC to those
investments would be warranted provided consumers benefiting from those were
prepared to pay the higher cost.

Length of the investment period

6.

MEUG is wary of agreeing to a 3-year CPP as it could in effect bind the Commission (and
hence consumers) into having to agree a follow-on 5-year CPP. We agree a longer CPP
period has a tail with greater uncertainty and that creates challenges.

7.

However, we are not sure Aurora would have sufficient time to gather new information
and resources to apply for a new 5-year CPP starting 1st April 2024 following an initial 3year CPP starting 1st April 2021. For this to occur Aurora would have to apply for a CPP
around mid-2023 after first starting consultation with interested parties end of 2022. The
information and preparatory work before that date would probably start no later than
mid-2022 meaning only around 15 months of new data from 1st April 2021 would be
available. It is debateable if the additional 15 months data would materially improve,
relative to the current application, Aurora’s understanding of the price-quality preferences
of its customers and the capex and opex plans for the years starting 1st April 2024 and
2025.

8.

If Aurora could demonstrate that it would by mid-2022 have new material to consult on
for a further 5-year CPP then MEUG agrees an initial 3-year CPP may be worthwhile.
However, as explained later in paragraph 13, Aurora’s intention not to consult on new
regional pricing until 2023 reinforces our view no material new information and the
important price-quality trade-off perspectives of consumers will be available by mid-2022.

The two key issues of Planned power cuts and Unplanned power cuts

9.

MEUG agrees effective consultation with consumers beforehand and any deviation to plan
for planned outages and during management of unplanned outages is essential. It is in
Aurora’s interest to get this right also to gauge its effectiveness and continuously improve.
The Commission should consider asking Aurora to publish as soon as possible after each
quarter evidence of monitoring the effectiveness of engagement and a brief narrative of
changes made to improve management of outages. We assume this type of information
will be part of Aurora’s internal management and hence publishing it will not be a material
additional cost to the company.
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10.

MEUG supports Aurora’s compensation scheme to customers where it fails to meet
service levels. i.e. unplanned outages not the fault of the customer. This creates an
incentive on Aurora to identify and remedy potential risks that have the highest loss of
utility to its customers provided the cost of the scheme is borne by the owners of Aurora.
The latter caveat is important to keep the management of Aurora focussed rather than
dilute the incentive by socialising the cost across all other customers. Socialising the cost
across all other consumers unfairly burdens those other customers with a cost that they
are not the cause of or may only partially benefit from if at all.

11.

A factor to consider is whether the owner of Aurora should bear all or some of the costs of
additional planned levels of outages and escalating unplanned outages? The owner of
Aurora historically banked dividends and has since benefited by the compounding returns
received on those dividends. In contrast the consumers of Aurora’s line services have had
a compounding detrimental effect on the level of unplanned outages and by necessity
planned outages to restore safety and quality back to historic levels. Had no underinvestment occurred the level of both unplanned and unplanned outages to date and the
foreseeable future would likely have been less than actual to date and expected over the
term of the CPP. MEUG recommends the owner of Aurora compensate customers
affected by unplanned and planned outages over the course of the CPP to reflect the fact
the owner has benefited by compounding returns on dividends when under-investment
occurred and customers face more outages than had the right investment been made at
the right time.

Effectiveness of consumer consultation

12.

MEUG congratulates Aurora on learning from the lessons of earlier CPP applications by
other parties. However, we are disappointed the consumer consultation is still not at a
level where individual customers or appropriate grouping of customers at a regional,
district and or voltage class clearly know the price-quality trade-offs at stake. This is not
all of Aurora’s fault. The failure of the CPP regime to require applicants to clearly quantify
the factual and counterfactual, i.e. with and without, effects on future tariffs and quality
of supply at as fine a disaggregated level as possible, continues to undermine achievement
of the best long-term benefit for consumers.

13.

Section 7.1 of the Verifiers report supports our view this issue needs to be considered by
the Commission for this application and in our view for the whole CPP regime ahead of
any future applications. Extracts from the Verifiers report with relevant text highlighted in
yellow are on the next two pages.

14.

While the regime framework is a problem and needs to be fixed by the Commission,
MEUG is disappointed that Aurora did not take leadership by committing to improving
pricing signals early on to enable more granular price-quality information for consumers in
the future. The key issues paper notes [p5] “… Aurora has signalled it intends to review its
regional pricing and consult with its customers in 2023.” That date would be after an
application for a further 5-year CPP could be formulated and consulted on if the
Commission agrees an initial 3-year CPP.
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Aurora’s lobbying to have penalties for historic non-compliance reinvested into its communities

15.

MEUG is concerned if Aurora is successful in its lobbying to have penalties for historic noncompliance reinvested into its communities as this would weaken incentives on the
owners of Aurora to meet quality standards at lowest possible cost. If Aurora is
successful, then the communities that ultimately own Aurora by way of Dunedin City
Holdings Limited that is wholly owned by Dunedin City Council, will have less motivation
to hold the Council to account. This should be of concern to the Commerce Commission
also because in achieving its Part 4 objectives other strategies and tactics may need to be
considered to offset any distortionary intervention by politicians should Aurora’s lobbying
be successful. Better to nip the proposed distortion in the bud in the first place.

Yours sincerely

Ralph Matthes
Executive Director
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