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Disclaimer: This document has been prepared to comply with the Commerce Act
(Electricity Distribution Thresholds) Notice 2004. The information in this document has

been prepared with all care and diligence, in good faith. Any reliance on the information

contained in this document, actual or purported, is at the user’s own risk.
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1. SUMMARY

This document contains information relating to the price path and quality thresholds as
required under Clause 7 of the Commerce Act (Electricity Distribution Thresholds) Notice
2004 (the “Notice”).

1.1 ASSESSMENT AGAINST THE PRICE PATH THRESHOLD

Clause 5(1)(a):
“The notional revenue of a distribution business at each assessment date ... is not
to exceed the allowable notional revenue of the distribution business under the
CPI-X price path at that assessment date.”

Test NR00s <1
RZOOG

Result ($ 000) 176,914 =0.9916
178,404

Outcome Threshold is not breached

Clause 5(1)(b):

“... the notional revenue of a distribution business at any time during an
assessment period is not to exceed the greater of the notional revenue of the
distribution business at the assessment date on which that assessment period
ends and the notional revenue of the distribution business at the previous

assessment date.”

Test NR200s <1

Max (NRzogs ; NR2gos)

Result ($ 000) 176,914 =1
Max (174,894; 176,914)

Outcome Threshold is not breached

Powerco Limited Thresholds Compliance Statement
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1.2 ASSESSMENT AGAINST THE QUALITY THRESHOLD

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

Test SAIDl 006 < (SAIDlyge9 + SAIDl00 + SAIDlago1 + SAIDlsg02 +SAIDI2003)/5

Result 215.2 > 197.9

Outcome Threshold is breached

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

Test SAIFI006 < (SAIFlig9g9 + SAIFl 000 + SAIFI 001 + SAIFI 00, +SAIFI003)/5

Result 2.579 < 2772

Outcome Threshold is not breached

Clause 6(1)(c): Customer Communication

Test 1. Properly advise customers about the price-quality trade-offs available
2. Consult with customers about the quality of goods and services they
require with reference to the prices of those goods and services
3. Properly consider the views expressed by customers during and after
consultation
4. Adequately take the views into account when making asset management

decisions

Result Powerco has undertaken comprehensive customer communication during the
period to 31 March 2006 embracing focus group discussions and continuing
consultation with interested stakeholders. It is properly considering the views
expressed by customers and is taking the views into account in its asset
management decision making processes. Powerco’s customer communication
process and what it is doing with the findings is described in further detail in

Section 4.

Outcome Threshold is not breached

Powerco Limited Thresholds Compliance Statement
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1.3 EXPLANATION OF BREACH OF INTERRUPTION DURATION

The breach of the interruption duration threshold can be attributed to one long duration
outage (of between 21 and 24 hours’ duration) on the Coromandel Peninsula on 12 and 13
July 2005. The interruption was associated with an ‘extreme weather event’. Further details

of this event, and other extreme events, are given in Section 3.
1.4 CONCLUSION

Powerco Limited (“Powerco”) has fully complied with the requirements of the Price Path
Threshold, and has complied with the Interruption Frequency and Customer Communication
criteria of the Quality of Supply Threshold, but has breached the Interruption Duration
criterion. Powerco compiled with the Interruption Duration criterion after extreme events are
removed.

Powerco can assist the Commission with its review of this compliance statement and will
provide any additional information that may be required.

Powerco Limited Thresholds Compliance Statement
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2. PRICE PATH THRESHOLD

Powerco has complied with the price path threshold measured at 31 March 2006.

2.1 CALCULATION OF CPI

CPI for the 2006 year is calculated in accordance with the formula set out in the Notice:

CPI
CPI

1+ CPlgpy +CPloggy 1 +CPlgy
,+CPI

Qlt

ACPI,

, +CPI o3u-2 T CPI Q4lt-2

Qlt— Q2t-

Based on the All Groups Index (SE9A) figure published by Statistics New Zealand the
inflation for 2006 is 3.0%

Q1 Q2 Q3 Q4 Sum
2004 March-04 June-04 September-04 December-04
1,115 1,124 1,131 1,141 4,511
2005 March-05 June-05 September-05 December-05
1,146 1,156 1,169 1,177 4,648
CPI = % -1 =3.0370% (4 decimal places)

2.2 CLAUSE 5(1)(A)
Clause 5(1)(a) of the notice requires that:
“... the notional revenue of a distribution business at each assessment date ... is
not to exceed the allowable notional revenue of the distribution business under the

CPI-X price path at that assessment date.”

This is expressed algebraically as:

Zi P 2006 Qi Kaoos < Raoos (1+CPI 2006) (1 — 0.02)

Powerco Limited Thresholds Compliance Statement
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2.3

2.4

PASS THROUGH COSTS

The Notice defines “pass-through costs” as
The transmission charges, rates and Electricity Commission levies paid or payable by
the distribution business ... but does not include ... those amounts ... passed on

transparently”

Powerco’s calculation of its notional revenue includes the following pass through charges:

($°000)
Transmission Charges (including Avoided Costs of
S 57,869
Transmission)
Electricity Commission Levies 446
Rates 877
TOTAL (K2o0e) 59,192

Powerco transparently pass through to Retailers and Direct Billed customers the Loss Retalil
Rebates and EVA rebates paid to it by Transpower. These amounts are not included in the

calculation of pass through costs set out above.
ANALYSIS

Application of the clause 5(1)(a) test to Powerco for the twelve months ended 31 March
2006 gives using the prices that applied in the twelve months ended 31 March 2006 and the

threshold volumes from the twelve months ended 31 March 2003 gives:

($ 000)
Allowable Revenue (Rxys)
Ronos 176,679
(1+CPlyg06) 1.0304
(1-7) (1-0.02)
178,404
Notional Revenue (NRag)
Zi Pi2006 Qi 236,106"
K006 _ 99192
176,914
NR 2006 176,914 0.9916 Therefore No Breach

178,404 =

R2o06

! For details relating to the calculation of this see Section 7.

Powerco Limited Thresholds Compliance Statement
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2.5  CLAUSE 5(1)(B)

The price path threshold requires at Clause 5(1)(b) that:

‘the notional revenue of a distribution business at any time during an assessment
period is not to exceed the greater of the notional revenue of the distribution
business at the assessment date on which that assessment period ends and the

notional revenue of the distribution business at the previous assessment date.”

Clause 5(1)(b) can be summarised in the following formula:

NR; 006 <1
MaX(NR ;6 » NRyos )

($ 000)
NRzooe = 176,914
Max(NRz00s, NRoos) Max(174,894, 176,014)
= 1

Therefore no breach

Powerco altered its prices on 1 April 2005 and made no other changes throughout the
assessment period. Therefore at all times during the assessment period Powerco’s

notional revenue was below its allowable notional revenue.

2.6 EXCLUDED SERVICES

1. Reserve Market — Powerco operates in the instantaneous reserve market. The market
is fully contestable and income derived as a result of a competitive tendering process

and is not associated with the conveyance of electricity.

2. Unrelated Activities — The following activities are excluded services in accordance with
the definition of specified service as these income sources are clearly not related to
electricity distribution:

(a) Powerco’s gas distribution business which is a separate business providing gas

distribution services.

3. Non-conveyance activities — The following activities are excluded in accordance with the
definition of specified services as these services are not “electricity distribution or
transmission goods or services”:

(a) Miscellaneous revenue, for example rentals received from properties, profit on

sale of assets and interest received.

Powerco Limited Thresholds Compliance Statement
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4. Clearly Contestable Services — The following activities are excluded in accordance with
paragraph (d) of the definition of specified services as these services are clearly
contestable:

(a) Powerco’s energy services business, which is a separate business providing
field services to Powerco and other electricity lines businesses in the North
Island. This business was sold to Tenix New Zealand Limited in October 2005.
This business operates in a market where there is “workable or effective
competition” for the provision” of the field services:

(b) For the Valley and Tauranga networks, Section Five of Module 15, (other than
the new connection fee and permanent disconnection fee) has been excluded
because these services are offered and provided only where requested by
Retailers. These services are contestable as Retailers have the choice to use
Powerco or an approved contractor.

(c) Service Charges — the services covered by these charges are contestable as

Retailers have the choice of whether to use Powerco or an approved contractor.

5. Customer Contributions — Powerco receives contributions from customers and
developers towards the cost of uneconomic network extensions where the customer or
developer wishes to transfer ownership and ongoing responsibility for the network
extension to Powerco. Customers and developers can elect to own the work, vest them
in a third party, or engage an embedded network owner and operator to construct and
operate the network extension. Furthermore, customers and developers select the
contractors to construct the works. Given that there is contestability around who owns
network extensions, and customers and developers select the contractors to construct
the works, these activities are contestable and as such customer contributions are

excluded.

Powerco Limited Thresholds Compliance Statement
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3. RELIABILITY CRITERION

The quality threshold for distribution businesses is as follows:

Interruption duration: the SAIDI of a distribution business for each assessment period is not
to exceed the five-year average SAIDI of the distribution business to 31 March 2003

(calculated in accordance with the right hand side of the following expression):

SAIDI; < SAIDI threshold

Where :

SAlDl Threshold = (
5

SAIDI 1999 + SAIDI 2000 + SAIDI 2001 + SAIDI 2002 + SAIDI zooaj

] denotes the calendar year in which the assessment date occurs;

SAIDI yeqr is the sum of the SAIDI class B and SAIDI class C, for that year, where SAIDI
for a particular class is calculated by dividing the sum obtained by adding
together the interruption duration factors for all interruptions within that
particular interruption class for the period of 12 months ending on 31 March
in that year by the average of the total number of network connection points
at the beginning of that year and the total number of network connection
points at the end of that year.

Interruption frequency: the SAIFI of the distribution business for each assessment period is
not to exceed the five-year average SAIFI of the distribution business to 31 March 2003

(calculated in accordance with the right hand side of the following expression):

SAIFI; < SAIF| threshold

Where :
SAIFI 1909 + SAIFI 2000 + SAIF1 2001 + SAIFI 2002 + SAIFI 2003
SAIF| threshold =
5
] denotes the calendar year in which the assessment date occurs;
SAIFI year is the sum of the SAIFI class B and SAIFI class C, for that year, where SAIFI

for a particular class is calculated by dividing the sum obtained by adding

together the number of network connection points affected by each

Powerco Limited Thresholds Compliance Statement
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interruption within that particular interruption class for the period of 12 months
ending on 31 March in that year by the average of the total number of
network connection points at the beginning of that year and the total number

of network connection points at the end of that year.

3.1 ASSESSMENT AGAINST INTERRUPTION DURATION THRESHOLD

Powerco’s SAIDI for the period 1 April 2005 to 31 March 2006 (SAIDIxs) is:

SAIDlrhreshold SAIDI 006+ SAIDl2006

Extreme events on 12-13 July 2005
and 24-25 January 2006 excluded

197.9 165.0 215.2

SAIDl,g06 is more than SAIDIthesnoig Meaning that Powerco has breached this criterion.

3.2 ASSESSMENT AGAINST INTERRUPTION FREQUENCY
THRESHOLD

Powerco’s SAIFI value for the period 1 April 2005 to 31 March 2006 (“SAIFlg6”) is:

SAIFlthreshold SAIF 006+ SAIFI2006

Extreme events on 12-13 July 2005
and 24-25 January 2006 excluded

2.772 2.383 2.579

SAlFly006 is less than SAlFlthesnoq. Therefore Powerco has not breached the Quality

Threshold on Interruption Frequency

3.3 EXPLANATORY NOTES

1. For the calculation of SAID threshoid @Nd SAIFIthesnoig fOr the Tauranga and Valley regions
the historic fault databases where prepared by previous line company owners and a
degree of interpretation for Tauranga region pre-July 2000 was necessary in order to

derive the required reliabilities figures.

2. To meet the requirements of the Notice for the calculation of SAIDlthreshos @and
SAlFltheshoig @djustments have been made to some historically disclosed reliability

figures where year-end rather than average customer numbers were used.

3. Reliability figures for SAIFlx00s, SAIFlx06+, SAIFlx0s and SAIFIy06+ have been obtained
from Powerco’s Outage and Defects database for the period from 1 April 2005 to 31
March 2006. The disclosed reliability figures exclude interruptions that were caused by
faults on other networks.

Powerco Limited Thresholds Compliance Statement
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3.4

3.4.1

EXCLUSION OF EXTREME EVENTS

The breach of the interruption duration threshold can be attributed to one long duration
outage (of between 21 and 24 hours’ duration) on the Coromandel Peninsula on 12 and 13
July 2005. This interruption was associated with an “extreme weather event”. In addition to
this outage, another extreme weather event occurred in the Hauraki / Piako Plains and

Western Bay of Plenty on 24 and 25 January 2006.

Powerco has defined “extreme weather events” as weather events that:

(a) Have characteristics that are materially different compared with weather events that

typically occur within a 5 to 10 year return period;

(b) Have an impact on the environment (and Powerco’s network) that is significantly greater

than weather events that typically occur within a 5 to 10 year return period; and,

(c) Have a materially adverse effect on Powerco’s network.

The following accounts describe the extreme weather events in chronological order.

Storm in Coromandel in 12 & 13 July 2005

On the afternoon of 12 July very strong southeast winds, with gusts likely to have been of
hurricane speed occurred overall the Coromandel peaks and in the lee slopes in the vicinity
of Coroglen. These exceptionally strong winds were associated with two faults on the
subtransmission (66kV) line serving the area north of Coroglen — and the township of
Whitianga and Coromandel. There was also some relatively minor damage to distribution

(11kV) lines in the Coroglen area.

The first sub-transmission line fault occurred on the line that runs from the Grid Exit Point at
Kopu (near Thames) and travels over the ranges through rough country to the Coroglen
switching station. Power could be restored via the back up line between Tairua & Coroglen
whilst a helicopter was despatched from Thames to help locate the damaged area.
However the helicopter had to turn back when faced with very strong buffeting winds near

the top of the ranges. The location of the fault could not be found before nightfall.

A second submission line fault occurred shortly after the first on the line that runs from the
Coroglen switching station north to the Whitianga and Coromandel townships. There is no

alternative back up supply route available north of Coroglen.

Powerco Limited Thresholds Compliance Statement
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The second fault was quite readily located and able to be accessed on foot. Insulators and
bindings had been broken with conductor (the lines themselves) having been blown into the

trees or lying on the ground for a distance of over 500 metres.

However, the ground conditions were so wet and slippery that repair vehicles could not
access the site. Equipment was carried in on foot but the strong gusty winds made ladders
placed against the power poles unstable. Little progress was made before nightfall as the
winds continued. Roofing iron blown from a nearby shed is reported to have narrowly
missed a pole that was being worked on at one point. Working conditions were considered
to be unsafe and attempts to complete repairs had to be deferred until daylight the next
morning. Field staff advised Powerco’s Network Operating Centre that the working

conditions were unsafe as per Powerco’s “refusal to work due to safety” procedures.

At first light the next morning (13 July) a bulldozer was used to cut on access track to the
site of the second fault. Meanwhile a heavy vehicle equipped with HIAB and bucket,
brought in from Powerco’s Thames Depot. The winds had died down overnight and with the
cut track in place, the heavy repair vehicle was towed into the site and it became possible to
complete repairs®.

With the wind having abated the site of the first fault was now located and accessed by
helicopter also. The line damage was found in rugged country south of Coroglen and took
the form of breaks in the binding affixing the conductors to the insulators. A repair crew was
“dropped” into the area of the “first” fault by helicopter and able to carry out repairs after
climbing iron rings set into the wooden pole for this purpose. These repairs to the
‘Kauaeranga’ line — the ‘normal’ supply route to Whitianga and Coromandel - were
completed shortly after the time when the “second” fault was repaired.

High electricity loads were expected as a result of the (largely domestic) water heating
requirements. The fact that it was a school holiday and Whitianga was a resort area would
have added to the demand — and consequent load on the network. Power was therefore
restored to the 11kV distribution feeders out of Whitianga and Coromandel in a staged

process - so as to avoid the risk of overloading and subsequent equipment malfunction®.

Electricity supply had been restored to all but one of the 11kV feeders just before midday on
the 13 July. The exception, a distribution feeder near Coroglen itself was more extensively

damaged and power to consumers in that area could not be restored until mid afternoon.

2 Repairs at this site were completed by 9.22 am.
% The situation was also complicated by the loss of electricity to radio repeater stations and mobile phone networks in the
area as this meant loss of the radio communications system used to control the circuit breakers.

Powerco Limited Thresholds Compliance Statement
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3.4.2

A large part of the difficulty with the loss of supply to Whitianga and Coromandel was, of
course, attributable to the absence of an alternative sub-transmission line north of the

Coroglen switching station.

Following the storm, Powerco commissioned a report from NIWA on the weather of 12 and
13 July*. NIWA concluded it was likely the wind gusts experienced in the peaks of the
Coromandel ranges and probably on the lower slopes of the mountain in the area of

Coroglen were equivalent to those of a hurricane.

There had been heavy rain contributing to saturated soil conditions at Whitianga airport over
the previous week. This followed earlier heavy rains leading to saturated soils in late June
and early July. The conditions are likely to have been even wetter inland from the airport

and close to the mountain ranges — where the bulldozer had been used.

The storm is attributed with having caused interruptions amounting to 36.6 SAIDI minutes
and a SAIFI of 0.111.

Storm in Eastern Region on 24 & 25 January 2006

NIWA reports that the depression that struck Powerco’s Eastern Region Network on 24 and
25 January 2006 was of tropical origin. It should thus be associated with the La Nina

conditions that had developed.

The weather office had issued a warning of the event and field contractors responsible for
maintenance and repair of the lines were put on alert. The intensity of the storm was far
greater than had been expected however. According to field supervisors, the pattern
followed by the storm, with heavy rain and strong winds coming through at irregular intervals
interspersed by relatively fine periods, was unusual. It impacted particularly severely on the
Hauraki Plains / Piako and Western Bay of Plenty parts of the network. The number of
feeder faults caused in the area was unprecedented for the time since Powerco purchased

the network in 2002, at least.

The storm was strong enough to bring down lines - after breaking bindings, jumpers on the
line itself) and even broke poles — sometimes as a result of falling trees. Multiple outages —
largely due to trees/ tree branches being blown onto feeder lines in rural / semi-rural

locations - were a frequent occurrence. Flooding, fallen trees and slips hindered access.

4 NIWA, ‘A report describing the meteorological situation and its impacts over Coromandel-Western bay of Plenty during
12-13 July 2005’, Client Report: WLG2005-52, August 2005.
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3.5

3.5.1

Local contractors brought in extra field staff from outside the impact area to assist —
although, in a limited number of cases, major repair work had to be delayed for safety

reasons until daylight. Temporary ‘back-feeds’ were not always possible.

NIWA reports® that rain in and near the Kaimai ranges, including the Hauraki Plains to the
west, was especially strong. A rain gauge placed in that locality suggests that the area
experienced falls that would have a return period of 70 to 150 years. Gusts to 100 km/hr
(storm force and strong enough to uproot trees) were recorded at Paeroa. There was a
potential for gusts of a similar nature at many other localities in the Hauraki Plains and
Coromandel.

The impact on the network from this sub tropical storm was 13.6 SAIDI minutes and 0.085
SAIFI.

OVERVIEW OF NETWORK PERFORMANCE

Whilst Powerco has breached the SAIDI threshold, this breach does not mean that
Powerco’s network is exhibiting worsening performance. Rather, the breach was because
of a one off incident and storm that had a significant impact on this performance measure.
We highlight this point by examining network performance trends in two ways. Firstly we
look at trends in numbers of interruption and then we look at performance of worst

performing feeders.
Trends in Numbers of Interruptions

A key measure of electricity network performance is the number of faults per unit length of
network. The graph in Figure 1 shows the number of interruptions on Powerco’s network
between 2002 (April 2001 to March 2002) and 2006 (April 2005 to March 20086).

The 2004 and 2005 data has been sourced from the information disclosures. Prior to
November 2002, the Eastern region of Powerco’s network was owned by United Networks

Limited and the data has been derived from historical records.

The graph shows a decreasing trend of numbers of faults on the network indicating
improving network performance. The relatively high numbers of interruptions in 2004 are
partly due to the February storms of 2004 and the snow storms in the Taihape area. The
blue columns in Figure 1 show the numbers of interruptions excluding the February 2004
storm.

5

NIWA, ‘A report describing the meteorological situation and its impacts in North Island Powerco districts during 24-26

January 2006’, Client Report: WLG2006-9, February 2006.
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3.5.2

Figure 1: Number of Interruptions and faults per 100km on Powerco's Network

Trends in Worst Performing Feeders

Improving network performance is also shown through studies of the reliability performance
of the worst performing distribution feeders. Targeting worst performing feeders has its
theoretical base in the law of diminishing returns or the 80:20 rule. In this vane, the worst

5% distribution feeders contain between 25 and 30% of the network’s SAIDI.

Figures 2 to 4 demonstrate the historical performance of worst performing distribution
feeders from 2003 to 2006. The sum of worst performing feeder SAIDI in the most recent
year was 48.3 minutes, 53.2 minutes the year before and 55.2 minutes for the year up until
the February storms.

Improvements in network performance have been brought about through the Network
Performance Process, the defects process and tight control of planned outages. The
Defects Process involves timely repair of network problems as soon as they manifest or
before. The Network Performance process involves tactics such as:

e Greater use of fault locators,

e Reclosers in carefully chosen locations and settings,

e |Installing new feeder open points to back up the supply,

e Reducing consumer counts on feeders, and

e Targeted refurbishment of feeders.
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Worst Performing Feeders - April 2005 to March 2006
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Figure 2: Rolling Worst Performing Feeder List (12 months to March 2006)

Worst Performing Feeders - April 2004 to March 2005

Total 53.2 minutes
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3.5.3

Worst Performing Feeders - February 2003 to January 2004

Total 55.2 minutes
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Figure 4: Rolling Worst Performing Feeder List (12 months to January 2004)

Should the Coromandel Incident have been foreseen?

Since Powerco took over ownership of the electricity network in Coromandel Peninsula, it
has planned to construct a second line from Coroglen to Whitianga to improve the security
of supply to Whitianga and Coromandel. The line supplying Whitianga has been known to
be in an aged condition and the plan was to refurbish the existing line under a shut down

following the commissioning of the second line.

Construction of the second line however has taken longer than anticipated because of the
need to obtain easements on landowners’ title. This has taken a long time and attempts to

secure easements for the second line route continue even at the time of writing.

Following the event, Powerco carried out a special community consultation exercise to listen
to local concerns and to brief community representatives on the plans for electricity network
development in the area. Those consulted include the Whitianga Community Board and

Destination Mercury Bay.

The Coromandel and Whitianga area has experienced significant levels of growth in recent
years and we found that customers are now less inclined to tolerate interruptions to their
electricity supply than they have been in the past. Countering this, the lines supplying the

area run over some particularly rugged terrain making faults difficult to find and repair.
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In response to the concerns from the community representatives, Powerco implemented a
plan of significant 66kV line renewal work. This work was to ensure that the lines supplying
the area are strengthened and in the best condition so as to reduce the possibility of faults

disrupting the supply to the areas.

The upgrade plan involved two parts, these being refurbishing line components on the
section of line between Coroglen and Whitianga and refurbish line components between

Whitianga and Coromandel.

Special detailed condition assessments were carried out on every pole and crossarm
between Coroglen and Kaimarama and between Kaimarama and Coromandel. These
assessments included helicopter surveys with a Wescam camera that views the condition of
crossarms and components close up from above. They also included special tests for the

integrity of each pole at ground level.

A list of actions was drawn up to replace poles, crossarms and other line hardware.
Originally it had been planned to have two ten hour-long shutdowns to replace poles and
crossarms on the Coroglen to Kaimarama section of line by flooding the line with several
line terms. However the scale of disruption to the community resulting from these
shutdowns would have been large, and it was decided to carry out the work without shut

downs by using live line techniques.

Live line techniques at a 66kV voltage level are highly specialised - more so than the
techniques used at 11kV or 33kV voltage levels. There is only a limited pool of contractors

available in New Zealand able to do this work.

The work was also done by “flooding” the line with large numbers of field staff to minimise
the length of the shutdown. On each day, there were up to 59 field staff, comprising 14
teams, working on the line. The teams included local field staff as well as staff from as far

away as Hawkes Bay and Wanganui working long hours each day.

For both stages of work, the terrain over which these lines run was rugged. Access tracks
were cut prior and pole foundations are being dug by hand in preparation for the work. The
poles will be flown in and erected by helicopter.

Preparations for the new line have been under way for about three years now, although
most progress has been made over the last year. Negotiations with landowners for access

are still continuing with detailed design and line surveys happening in parallel. The
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3.6

3.6.1

completion date for the second line entirely depends on how quickly the landowner

negotiations proceed, but we are aiming for completion this year or early next year.

In conclusion, Powerco believes that it undertook proper planning and assessment for the
installation of the second line and the timing of the renewal of the existing line. It could not
have been foreseen that a combination of both delays in gaining an easement and the

severe weather events would occur that would result in an outage of such a long duration.

WEATHER PATTERNS FOR 2005/ 06
La Nina Conditions

Possibly the most significant feature of the weather pattern experienced over the Powerco
footprints during the 2005/06 was the onset of weak La Nina conditions®. This is the first
time such conditions have been experienced since 2000/2001 — and thus before the time at

which Powerco acquired the Eastern Region Network from UNL on 1 November 2002.

NIWA'’s ‘Climate Summaries’ note that the year started off with comparative mild weather
and many anticyclones then worsened.
“A weak El Nino prevailed in the equatorial Pacific during the first part of the
year......however weather patterns changed dreadfully in May”.
There were two disastrous floods in the Bay of Plenty during May — the second of them
displayed
“unprecedented high rainfall for the district and a state of emergency declared from

Tauranga to Matata”.

Although the earlier part of the year displayed more anticyclones and less wind than
average, there were more easterlies occurring on the northeast of the North Island at times.
By summer 2005/ 06 NIWA was drawing attention to weak La Nina conditions.”. The
Climate Summary for the Summer of 2005/06 notes that

“Summer rainfall was extremely high in parts of the Bay of Plenty...”
and the Summary for March 2006 notes that rainfall had

“above average totals in many northern and eastern parts of the North Island...”.

A change in the general weather patterns causes exposed parts of the network (i.e. the

overhead lines) to be affected by a different set of stresses. A line that may have “settled”

% New Zealand tends to experience more northeasterly winds during La Nina, which brings moist heavy conditions to the

Northeast parts of the North Island.

" See NIWA monthly newsletter ‘The Climate Update’
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3.6.2

under a certain set of predominant stresses may fail quite readily when the stress pattern

changes.
Other Weather Events

Powerco’s network has experienced two other significant events during the year ended 31
March 2006 as outlined as follows:

e Severe rain storm in Bay of Plenty on 18 May 2005

e An extended outage on the Coromandel Peninsula on 4 November 2005

Tauranga Rain Storm — 18 May 2005

The thunderstorm of 18 May 2005, which led to the declaration of a civil emergency, was
highly localised and very slow moving, in fact stopping for long periods. It gave rise to
heavy rainfall having an average recurrence interval (for periods of up to 3 days) of 150
years. Powerco’s network was fortunate not to have been affected as much as it could
have.

The public media paid considerable attention to the slips and flooding caused by heavy rain.
However, the event was also characterised by an extremely high number of lightning
strikes®.

Ground slips caused poles to come down near Maketu and the outskirts of Welcome Bay
with one carrying a transformer coming down in the Papamoa area. The falling transformer
at Papamoa caused a switch at the local substations to trip with loss of supply to nearly

8,000 consumers.

Lightning strikes caused a fault on the 33kVA feeder line going into the Pongakawa sub
station and also tripped a circuit breaker in Whangamata. There were other faults in
Maketu, Pongakawa and Te Puke, whose cause was never clearly identified — although

were probably due to lightning.

Roads providing access to Welcome Bay, northern Papamoa, and Maketu in Tauranga as
well as Whangamata were blocked — thus inhibiting access to carry out repairs on the
network.

8

NIWA, ‘A brief report on the climate of the May 2005 Civil Defence Emergency in the Western Bay of Plenty and

Coromandel regions’, Client Report” AKL2005-043, 10 June 2005. The number of lightning strikes was second only to the

extraordinary count during the damaging thunderstorm of Good Friday (March 25) 2005 — for the period since records

have been taken.
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There had been a warning of the storm from the weather office® and Powerco had initiated
its lower level emergency response plan well before a Civil Defence emergency was
declared. The response teams were fortunate in being able to repair (at least temporarily)
most of the key infrastructure affecting large numbers of consumers in less than about an
hour. There were, however some instances where poor ground condition and difficult
access meant that several hundred consumers were without supply for up to six or seven
hours.

Whilst the number of customer interruptions was in the order of what might be expected of
an event of this nature (heavy rain with comparatively high winds) the interruption duration
was extremely well contained. This is attributed partly to the fact that most of the faults
were in or close to an urban centre and relatively easily located and accessed. Improving
competencies and communication flows between all the agents involved in restoring given

the experience of earlier heavy rains also helped.]

Coromandel Outage of 4th November 2005

The sub-transmission line between Coroglen and Whitianga gave further trouble in the early
hours of the morning on 4 November. A fault developed during high winds causing loss of
supply to the Whitianga and Coromandel sub-stations that affected around 9,400

consumers.

The cause of the fault was again sourced as being in the same area as that which occurred

on 12 and 13 July for which there is no back-up supply available.

A cross-country search was carried out in darkness and the trouble eventually located on a
pole in the same locality near Coroglen as where the damage had occurred in July. It took

longer to find than had been the case during the storm of 12 and13 July.

The section of line where the fault occurred had not yet been reached under the “live line”
refurbishment programme being carried out at the time — although it would have been
shortly!10

With the aid of a four-wheel drive bucket truck the power was restored during the early
hours of daylight (around 7.30am).

o Although not of the intensity experienced.
9 The pole at issue was scheduled for replacement on 14 November.
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Other Eastern Region Weather Events
Conditions in Powerco’s Eastern Region have been wet since the time of the flooding in
Tauranga area during May. NIWA has reported other significant high rainfall events not
referred to above including the following:

e Whitianga on 24 June 2005

e South Coromandel and West Bay of Plenty on 17 July 2005

e Western Bay of Plenty on 2 October 2005

e Coromandel and Bay of Plenty on 20 October 2005

e Whitianga on 25 November 2005

e Thames, Bay of Plenty, Taranaki on 15-17 December 2005

e Bay of Plenty on 8 to 11 February 2006

None of these events were anywhere near as damaging as the unprecedented storm of 17
and 18 May 2005 or the depression of tropical origin that struck between 24 and 25 January
2006. However, many rainfall events take the form of electrical storms and can give rise to
damaging lightning strikes. There were frequent lightning strikes causing a temporary loss
of supply throughout December especially. Lightning strikes on the 8 December caused
3,000 people in Taranaki to be temporarily without supply.

There were also high winds attributed to tornadoes — with a high number in Taranaki as
usual. NIWA records two in Powerco’s footprint that caused damage to property. They
were -
e In Taranaki, between Motunui and Urenui on 2 May 2005 which destroyed a farm
shed, and
e Also in Taranaki, at Oakura on 8 February 2006 which is reported to have “tossed”

caravans.

There was also a tornado reported near to Matamata but this apparently did not cause
damage. This year there were no tornados that caused unusually severe damage to

electricity lines infrastructure.

NIWA reported hurricane force winds occurring in Wellington between 2 and 4 January. The
impact of this was felt on Powerco’s network in Wairarapa, Manawatu and parts of
Wanganui. Although the strength of the winds were not as intense as in Wellington they are
reported as bordering on ‘violent storm’ status at Palmerston North, for instance. Overall,
the high winds of this period caused a temporary loss of supply to 10,000 consumers on the
Powerco network during 2 January 2006.
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4.

4.1

4.1.1

CUSTOMER COMMUNICATION

Powerco conducted a comprehensive Customer Communication process throughout the

year ended March 2006. This included a series of focus group type discussions in the

provincial centres for each of Powerco’s sub-regions as well as its normal customer

relation’s process.

CUSTOMER COMMUNICATION REQUIREMENTS

Threshold Notice Requirements

Powerco is required by clause 6(1) of the Commerce Act (Electricity Distribution Thresholds)

Notice 2004 (“the Thresholds Notice”) to undertake customer communication as to quality

including:

“(c) at least once during the period of 2 years ending 31 March 2006, and at least once

during the period of 2 years ending 31 March 2008, a distribution business is to:

properly advise (or ensure that another person properly advises on its
behalf) its customers (or another person that accurately reflects the
interest of those customers) about the price-quality trade offs available to
them in relation to the goods and services provided by the distribution

business; and

consult (or ensure that another person consults on its behalf) with its
customers (or another person that accurately reflects the interests of
those customers) about the quality of goods and services that they

require, with reference to the prices of those good and services; and

properly consider the views expressed by customers during and after
that consultation; and

adequately take these views into account when making asset

management decisions.”

Powerco has established a comprehensive programme for communicating, consulting and

assimilating the views of individual consumers, groups of consumers and bodies that can be

said to reflect the interests of consumers.
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4.1.2

4.2

4.2.1

Best Practice Recommendations

The Commerce Commission has issued some best practice recommendations on how to
address the criteria set out in the Threshold Notices."* The principles recommended for
communication with consumers note that:
¢ Relevant information should be targeted to specific market segments,
e Information should be provided in a manner that is able to be generally understood,
and
e Channels of communication should be designed to reach a significant proportion of

the target population.

The Guidelines suggest that “large” and “small” consumers should be differentiated. Large
consumers would generally be serviced by a high degree of dedicated assets whilst small
consumers would be supplied off a shared feeder.*” There are no specific suggestions on

what the proportion of ‘dedicated’ assets should be.

Powerco defines “large” consumers as those whose level of consumption is large enough to
warrant the attention of a dedicated key account manager. “Small” consumers have been

"2 These reflect land use characteristics

grouped together on the basis of feeder “types
with different land uses reflecting a different economic cost caused by a loss of electricity

supply. The feeder types form the basis of targeted consultation and are characterised as

0] urban residential,

(ii) commercial / light industrial,

(i) rural (mostly dairy, ‘lifestyle’, horticulture & cropping), and
(iv) remote rural mostly sheep, beef & forestry).

POWERCO’S INTERPRETATION OF THE REQUIREMENTS
Who are Powerco’s Customers?

Powerco provides bulk or wholesale electricity distribution and reticulation services to
electricity Retailers, the electricity Retailers provide “retail” electricity (energy, transmission
and distribution) to consumers. Currently Powerco has agreements with nine electricity
Retailer companies. In addition Powerco has several direct contracted customers, very

large electricity sites operated by companies such as Fonterra and Carter Holt Harvey.

' Parsons Brinckerhoff Associates in conjunction with sanders Unsworth Limited, “Electricity Distribution Business Asset

Management Plans and Consumer Engagement best Practice Recommendations”, April 2005, page 50.

12

See pages 52 & 54 of “Electricity Distribution Business Asset Management Plans and Consumer Engagement Best

Practice Recommendations’

13 See Section 6.2.2 of the Asset Management Plan.
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In its Asset Management Plan'* Powerco identifies its Customers and End-Consumers as:

“Powerco’s consumers are the people, organisations and businesses that rely on
Powerco for the delivery of electricity. They wish to receive a safe, reliable, high

quality supply of electricity at the lowest possible price.

Except for new connection work, the energy Retailers manage the interests of the
consumers. Service levels, pricing and other consumer issues are addressed in
the Retailer Use of System Agreements agreed between Retailers and Powerco.
Powerco consults with Retailers and end-use customers over price and service
trade-off. These processes will be particularly relevant when step changes in

services are possible in conjunction with renewal projects.”

The definition of customers in the Thresholds Notice is'®:

“(b) ... in the case of a distribution business, means —

() a consumer ...”

While a consumer is defined as™®:

“any person in New Zealand who is supplied, or who applies to be supplied with

electricity...”

For the purposes of the Threshold Notice therefore, Powerco’s customers are all persons
who are supplied electricity or who have applied to be supplied with electricity within the
range of Powerco’s network (being Wairarapa, Rangitekei, Manawatu, Wanganui, Taranaki,

Thames Valley and Tauranga).

The Thresholds Notice and the Commerce Commission®’ allow a variety of ways in which

Powerco may communicate with customers:

“Distribution business may choose to engage directly with consumers and/or

consumer groups, and/or via the Retailers with which they have use of system

14 Ppowerco Limited “Asset Management Plan — Electricity Networks 2006 —2020”, June 2005, page 21. Available on
Powerco’s website.

15 Commerce Act (Electricity Distribution Thresholds) Notice 2004 clause 2

16 Ibid, clause 2

" commerce Commission — “Regulation of Electricity lines Business Targeted Control Regime Threshold Decisions

(Regulatory Period Beginning 2004)”, 1 April 2004, paragraph 95, page 25
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4.2.2

agreements. However, in the latter cases, distribution businesses should be
confident, and should seek to demonstrate to the satisfaction of the Commission
that the Retailers or consumer groups accurately reflect the interest of the

consumers which they supply or represent.”

Powerco’s customer relations process is largely based around Retailers representing the
interests of their consumers — the Interposed model. This model is demonstrated by the
retention of the consumers by retailers in the electricity market: if retailers did not reflect the
interests of their consumers then, given the absence of any barriers preventing consumers
from changing retailers, the consumer would move to an alternative retailer that more

accurately reflected their interests.

@

Powerco

9 Retailers

16 Large Applicants for
Consumers Electricity Supply

Consumers

X

Figure 5: Interposed Customer Relations Model

What are the Goods & Services Provided by Powerco?

Powerco’s business is the provision of bulk or wholesale electricity distribution and
reticulation services to electricity Retailers and very large contracted customers. Powerco is

a wholesale service provider.

There is a range of ways in which this wholesale distribution service can be split, mainly
based around parameters such as capacity of connection, volume of usage, power factor,

security of supply and controlled or uncontrolled load. This point is highlighted in Figure 6.

The services provided by Powerco to each consumer are a subset of the wholesale services
that we offer. For instance an individual consumer may seek a controlled load connection

with a maximum demand of 75kVA that uses shared assets.
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When Powerco prepares an offer to supply electricity, the matters considered include the

following:

The maximum demand (capacity of the connection) that is to be supplied;

The time at which the maximum demand is to occur may be a feature worthy of

consideration particularly if the upstream infrastructure is already near capacity;

@ 8

Wholesale Electricity Distribution

Figure 6: Elements of Wholesale Electricity Distribution

The volume of electricity to be consumed (usually considered on an annual basis);

Whether the electricity load supplied can be controlled and, if so, under what
circumstances. (That is to say, whether there are there arrangements for limiting the
supply of electricity to certain items of plant at certain times. One of the most common
examples would be limiting the supply of electricity for water heating to domestic
residences);

Whether single phase, two phase or three-phase supply is necessary, or whether a

special supply voltage is needed;

Whether Powerco would be expected to provide some form of temporary supply
(perhaps from diesel generators) in the event that supply from the normal source (off the

national grid) is interrupted for a prolonged length of time;

The extent to which any large plant to be operated by the consumer has a low power

factor;

The magnitude of harmonics or flicker generated by the consumer;
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4.3

4.3.1

e The extent to which the supply characteristics, including reliability, may require
development and use of ‘dedicated’ assets by one, or a limited number of, consumer(s);

and,

»18

e The “security of supply™ required.

POWERCO’S QUALITY OF SUPPLY
Regulatory Perspective

The Commerce Commission has provided some explanation of what it understands is
meant by quality. There appears to be a focus on reliability as a determinant of quality but

other factors should also be taken into account.

The Commerce Commission released on 22 April 2005 an Invitation for Submissions on
Asset Management Plans and Consumer Engagement Best Practice Report that included a
document prepared by Parson Brinckerhoff Associates on Asset Management Plans and
Consumer Engagement Best Practice Recommendations®™. This document included the

following pointer toward the meaning of “quality”:

“Each distribution business should explain to consumers how it measures
performance and what it perceives to be the key issues in terms of its own
operations in regard to quality and its relationship with price. The issues do not
need to mirror those of other distribution businesses and should be described in
simple non-technical language. The performance indicators and issues should

cover, voltage, reliability, and service standards, ....”

The draft Best Practice Recommendations® provide further guidance on quality by stating
that "quality must be defined in the context of market segments” and that various quality

definitions may embrace:

e Voltage stability;

e  Supply reliability;

e Service criteria (call centre wait time, fault response time, fault repair time);

e Safety measures; and

Security of Supply refers to the ability of the network to continue supplying in the face of equipment unavailability

along the distribution and transmission supply chain.

19

Parson Brinckerhoff Associates in Conjunction with Saunders Unsworth Limited, “Electricity Distribution Business

Asset Management Plans and Consumer Engagement Best Practice Recommendation”, April 2005.

20

Commerce Commission, draft “Electricity Distribution Business Asset Management Plans and Consumer

Engagement: Best Practice Recommendations”, April 2005, para.4.3.1
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4.3.2

e Consumer satisfaction.

Powerco’s Approach to Quality of Supply

Powerco’s Asset Management Plan®* explains the key performance measures in the

delivery of the electricity distribution service as being:
o ‘Reliability of supply: The frequency and duration of supply interruptions;
e Capacity of supply: The ability of the network to supply the load required; and,

e Quality of the supply: Voltage level, waveform quality and momentary
fluctuations.”

These three measures are the “wider” quality measures about which Powerco consults and

communicates with its customers and consumers.

Reliability

The reliability service component is a function of:

e Asset design, the most important mechanism being built-in equipment redundancy or
security level. Powerco has developed security criteria for the sub-transmission and

distribution network and these are key inputs into the planning process®;
e Asset type, that is, the inherent reliability of the asset;
e Asset condition where this affects the likelihood of failure of a component; and,

e Operation and maintenance practices minimising the effects of planned equipment

outages.

Powerco uses all endeavours as a reasonable and prudent network operator to provide

continuous service within the limitations of the network design.

Capacity

The capacity service component needs to be considered in two parts. Firstly, for medium
term network planning, consumer load requirements are taken as the present load on the
network plus provision for load growth over five years. The load is taken at the network
distribution feeder level. Five years is chosen as this is the lead time in which most network

additions can be planned, designed and implemented. The network must be capable of

21

22

Powerco Limited “Asset Management Plan — Electricity Networks 2006 —2020”, 30 June 2005, page 20.
The security criteria are discussed in Section 6 of the Asset Management Plan
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meeting the demand until any necessary reinforcements or additions can be brought into

service®.

Secondly, for an individual consumer connection the consumer load requirement is the
present consumer’s load, typically measured at point of common coupling on the 400V
network. Powerco aims to meet this requirement. In most parts of the network there is
spare capacity available in the 400V network to accommodate individual consumer load
growth, however, changes to individual consumers load (or the addition of new consumers)

can mean that that 400V networks need to be augmented.

Supply Quality
The elements of supply quality are:

e Voltage: Maintenance of the voltage at the consumers’ point of connection within

statutory voltage limits;

e Momentary voltage fluctuations: Momentary variation of voltage outside statutory limits;

and,

e Harmonics: Distortion of the voltage waveform.

Maintenance of frequency is not presently under the control of Powerco except for

frequency load shedding relays at zone substations.

Adequacy of Reliability Targets

Powerco’s reliability targets vary according to the perceived needs and preferences of the
different types of consumer. The reliability targets are based on the consumer consultation
that has taken place to date and what is practical to achieve within the constraints of
economic and technical feasibility. The reliability targets are quantified by measures like
interruption duration (SAIDI) and the frequency of interruptions (SAIFI). Fault response and
repair times affect the duration of interruptions. The reliability targets assume normal

weather conditions.

Powerco, for the purposes of setting quality targets, determined five different types of
consumers. Of the five ‘types’ of consumer identified in the targets, four concern small to
medium sized consumers:

e Commercial/CBD;

e Urban residential;

23

The capacity targets are discussed as a planning criterion for network development planning in Section 6 of the Asset

Management Plan.

Powerco Limited Thresholds Compliance Statement



Subject

Date Issued Page

Threshold Compliance Statement 24 May 2006 33

4.3.3

e Rural; and

e Remote rural.

The rural and remote rural classifications involve both residential and business activities.

The fifth category embraces “large” industrial users consuming very large quantities of
electricity. Special needs, in terms of both reliability and voltage stability (as well as other
supply characteristics) can be accommodated within this category - on the basis of

negotiation.

Other Quality Perspectives used by Powerco

Powerco also takes a broader approach to the delivery of services rather than just quality of
supply. In addition to providing a quality supply of electricity itself, the services provided
also include installation of new connections, upstream augmentation, and maintenance and
renewal of existing assets. Some of the processes that Powerco has implemented to

assure quality to Powerco’s customers are described as follows:

Pre-qualification of Contractors

Potential contractors are given the opportunity to pre-qualify as competent to perform work
on Powerco’s network. This is one way that Powerco uses to ensure that work constructed
is of adequate quality, and that contractors have the capabilities to attend faults in a timely
manner and mike repairs efficiently and effectively, in a way that meets both Powerco’s own

compliance standards and legislated requirements.

Monitoring Quality of Workmanship

Powerco has a well-developed contracts work audit process directed to ensuring that the
work carried out on the network meets with Powerco’s standards in terms of both
workmanship and safe working practices. Although engaged by Powerco’'s Asset
Management Group (“AMG”), the auditors are charged with carrying out their duties on a

completely independent basis.

The audit process involves:

e Regular inspection of the work during construction for both workmanship and safe
working practices. The auditors prepare independent reports and the findings are

passed to the AMG team;

e Copies of the audit reports are forwarded to the contractor(s) on the understanding that

any necessary remedial work will be completed within a fixed period of time. In respect
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to safe working practices any required change should normally be implemented
immediately; and,

e A final inspection of the completed work(s) is undertaken, if required, to receive a

satisfactory audit report before “close-off”.

Customer Initiated Works

Requests by new or existing customers to carry out work on Powerco’s network are covered
by Powerco’s Customer Initiated Works process. This process places importance on
providing new or existing consumers with a choice of pre-qualified contractors that they can
engage to carry out work at their connection point(s). The process adopted ensures that the
integrity of the overall local network and the quality of supply to adjacent consumers is
retained while making the Customer Initiated Work contestable.

A Customer Works Engineer provides the contact point between the customer, or
customer’s representative, and Powerco. An Approved Contractor working in accordance
with Powerco’s Contract Works Manual can usually complete routine or simple work(s).
Moderately complex or medium sized works will have their design details assessed before
approval by the Customer Works Engineer. Complex or large works will be referred to the
Asset Management Planning team for scoping and review. Works of this nature may

require high level planning and design input before work can commence.

A point of connection and separately registered Time of Use meter is created for new or
upgraded connections when required. Customers in the form of major developers can be
provided with a service that involves Powerco collating information on and providing an
initial assessment of contractor offers — for final decision by the Powerco customer (i.e. the

major developer).

Fault Reporting and Dispatch

Arrangements with the Retailers provide for the Retailer to be the first point of contact in
respect to any query or complaint from small consumers — except where there is an
emergency situation (in which case there is an 0800 number available via which the
consumer/member of the public can advise Powerco direct). This arrangement is intended
to minimise public confusion about the roles of the Retailers, as distinct from the distribution
companies. Large consumers may contact Powerco directly via either the 0800 number or

their Key Account Manager.

The Retailers are expected to advise Powerco’s Network Operations Centre (“NOC”) of any
concerns regarding the performance of the network on a regular daily basis. Field staff will

be dispatched to attend faults — while maintaining liaison with the NOC to ensure that any
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inspection/remedial work is carried out in complete safety and in coordination with other
activities on the network. For instance, lines or equipment are not handled while “live”
without the proper equipment and procedures. In the case of an outage affecting several
consumers, close liaison with the NOC also ensures that field work is prioritised in a way
that ensures that faults affecting the greater number (or most economically significant)
consumers are restored first.

Electricity Supply Continuity Planning

Powerco has established an Electricity Supply Continuity Plan that provides for larger
numbers of field staff (with the appropriate local knowledge and qualifications) to be brought
into the field in the event that there is widespread damage to a part of the network. The
Electricity Continuity Supply Plan also provides for increasing levels of “readiness” as

weather (or other conditions that may affect the network) deteriorate.

The Electricity Supply Continuity Plan provides for the field staff to be supported and
supervised by Site Control Officers from the immediate locality. In this situation the
communication mechanisms initiated allow for a greater level of local autonomy in the
making of decisions ensuring that safe practices continue to be maintained whilst power is
restored as quickly as possible. Communication mechanisms are escalated further in the
event that particularly adverse events lead to declaration of a civil defence emergency (by

the local planning authorities).

Maintenance Scheduling

When maintenance is required on the network, contractors have to schedule a shutdown
with the NOC in advance. The contractors prepare their own switching plan that is
considered and approved by NOC. In determining the suitability of scheduled shutdown the
NOC (depending on the length of the shutdown, the types of connections affected and the

number of connection points affected) considers the following:

e Feedback from Retailers with affected customers — in this instance Retailers are

considered a proxy for small consumers;

e The effect on “special’ connections (for instance Powerco has a list of connections that
rely on electricity for dialysis treatment or who rely on electricity supply for medical

needs);

e The impact of the shutdown on large or electricity-dependent consumers. Powerco
attempts to schedule shut downs to minimise the impact on consumers. For instance

shut downs, in a rural area, are generally not scheduled around milking times;

e The period available to inform consumers of the shutdown; and,
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4.4

4.4.1

e Alternative arrangements that may be available for consumers, including the availability

of generators.

Safety of Third Parties and Environmental Responsibility

Specific measures to control safety risks to third parties include controlling access to sites of
potential danger — including fencing where appropriate and a rolling review of the integrity of
earthing systems.

Powerco’s environmental policy requires it to minimise any adverse impact on the
environment and foster sustainability principles when planning for and carrying out any

development or maintenance activity.

Powerco has arrangements with stakeholders that reflect their different environmental
considerations. There are arrangements with the Palmerston North City Council, for
instance, to continue with programmes for reducing visual impacts by “under-grounding”
overhead lines through to about 2009. In other cases arrangements exist with established
trusts to support more localized initiatives from residents to “underground” the conductors

supplying their area.

New subdivisions are nearly always supplied through underground cables — with
arrangements to minimise the visual impacts from plant and equipment, as well as lines

themselves, implemented in the context of consultation with developers.

Actions to control environmental risk associated with established plant include rolling refits

of oil containment facilities.

POWERCO’S CUSTOMER RELATIONS PROCESS
Comparison with Best Practice Recommendations

The Commerce Commission has provided some direction on the best practice for consumer
engagement to address the criteria set out in the Threshold Notices. The Best Practice
Recommendation includes®*:

“The following specific best practice principles are recommended for communication
with consumers:
e relevant information should be targeted, as appropriate, to specific market

segments

24

Parson Brinckerhoff Associates in Conjunction with Saunders Unsworth Limited, “Electricity Distribution Business

Asset Management Plans and Consumer Engagement Best Practice Recommendation” April 2005 page 50.
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¢ information should be provided in a manner that is able to be generally understood

e channels of communication should be designed to reach a significant proportion of

the target population ....

...Consumer communication can be achieved through a variety of direct and indirect

means, including the following.

a) Direct means of communication

Consumer surveys (usually by mail or by phone)

Mailed information pieces, including newsletters, published tariffs and pricing
options, or information about price/quality trade-offs

One-on-one interviews by consumer advisors or key account managers

Call centres

Attending trade events and seminars

Briefings and meetings with representative bodies

b) Indirect means of communication

Newspaper advertorials

Informational websites (allowing for feedback)

Ensuring that local developers, contractors and electricians are aware of
price/quality issues as they impact their consumers

Communicating through Retailers

Publication of formal company documentation (e.g. the AMP or Use of System
Arrangements)

Collecting information from Retailer call centres about queries and complaints.”

Powerco has analysed its current communication with consumers against the best practice

identified by Parson Brinckerhoff:

Best Practice Measure Powerco Process

Direct means of communication

by phone

Consumer surveys (usually by mail or

Survey undertaken in February 2004

Mailed information pieces,

price/quality trade-offs

newsletters, published tariffs and pricing
options, or information

Powerco publishes tariffs twice in local papers.
Price lists are also available on the Powerco
website.

One-on-one interviews by consumer
advisors or key account managers

Powerco has three dedicated electricity Account
Managers who deal “one-on-one” with consumers

Call centres

Powerco operates a (limited) call centre. Retailers
operate more extensive call centres that are the
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Best Practice Measure

Powerco Process

initial point of contact for consumers.

Attending trade events and seminars

Powerco technical and account staff attend
industry seminars and trade events.

Briefings and meetings with
representative bodies

Powerco undertakes briefings and meetings with
organizations such as Federated Farmers,
Chambers of Commerce and territorial authorities.
Powerco also has regular meeting with Retailers.
Retailer issues and feedback are communicated to
Powerco’s Planning Team and Network Operating
Centre through regular meetings between
Powerco’s Account Management staff.

Indirect means of communication

Newspaper advertorials

Powerco has aligned itself with the media and is
working with them to increase public awareness of
network development projects under way and to
communicate network risks during project
implementation. The Communications Manager is
available 24/7 to print, radio and television media.

Informational websites (allowing for
feedback)

Powerco’s website allows for feedback to be
directed to the company that is then forwarded to
the appropriate party for feedback.

Ensuring that local developers,
contractors and electricians are aware
of price/quality issues as they impact
their consumers

Powerco provides details on quality issues through
the Asset Management Plan.

Powerco has had a dedicated resource for the last
6 months liasing with developers on the
price/quality aspects (amongst other things) of
various developments.

Communicating through Retailers

Powerco has formal communication arrangements
with Retailers including key contact at various
levels and functional areas of the company.
Retailer issues and feedback are communicated to
Powerco’s Planning Team and Network Operating
Centre through regular meetings between
Powerco’s Account Management staff.

Publication  of formal  company
documentation (e.g. the AMP or Use of
System Arrangements)

Powerco publishes an annual Asset Management
Plan.

In accordance with the Electricity Information
Disclosure Requirements 2004 Powerco makes
available, upon request, all standard and non-
standard contracts relating to line business
activities and related services.

Collecting information from Retailer call
centres about queries and complaints

Powerco maintains an issues register with our
incumbent Retailers that identifies, analyses and
seeks to resolve queries and complaints received
by Retailer call centres. Retailer issues and
feedback are communicated to Powerco’s Planning
Team and Network Operating Centre through
regular meetings between Powerco’s Account
Management staff.

In addition to the above, Powerco issues a considerable number of press releases each

year providing information on outages, the number of connections affected and the outage

duration.
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4.4.2

4.4.3

Powerco’s Advice and Consultation About the Price-Quality Trade-Offs

According to McGechan J*:

“Consultation does not mean negotiation or agreement. It means: setting out a
proposal not fully decided upon; adequately informing a party about relevant
information upon which the proposal is based; listening to what the others have to
say with an open mind (in that there is room to be persuaded against the proposal);
undertaking that task in a genuine and not cosmetic manner. Reaching a decision

that may or may not alter the original proposal.”

Powerco adopts this approach to consultation in our communication with Retailers (as

representatives of small consumers), large consumers and other stakeholders. Powerco:

Provides adequate information to allow consideration of a proposal;

Listens with an open mind to the feed-back provided by consumers and stakeholders;

and,

Reaches a decision that is informed and influenced by the feedback received.

Powerco’s approach to consumer engagement, in line with the best practice procedures

identified by Parson Brinckerhoff, recognises the difference in communication methodology

appropriate to “large” as distinct from “small” consumers.

In Powerco’s approach:

“Small” consumers are identified as residents and small business owners whose needs
usually have characteristics that have much in common others in their locality. Such
consumers are seen as most efficiently addressed via communication channelled

through group representation. They include rural as well as urban-based consumers.

“Large” consumers are identified as those industrial and commercial users of the
network whose level of consumption is large enough to warrant the attention of

committed key account managers.

Advising and Consulting through the Electricity Retailers

Key Points

Powerco has implemented a partnership plan with Genesis Energy — Genesis represent
over 60% of Powerco’s consumers. Further Partnership Plans are being developed with

other Retailers.

25

Wellington International Airport Ltd v Air New Zealand 1993, J. M°Gechan
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4.4.4

e Dedicated personnel work full-time liasing and communicating with Retailers.

e Electricity Account Managers are tasked to assist Retailer relationships with
Consumers.

e A consultation programme is undertaken as part of the Powerco’s electricity pricing

process.

e Retailers make input into the annual development of Powerco’s Asset Management
Plan.

e An issues and complaints register is maintained as part of a regular formal review

process.

e Retailers send electronic broadcast communications through Powerco’s “Avalanche”

system.

The Retailers provide the principal conduit for routine communication with small and
medium-sized consumers. Powerco’s Asset Management Plan including the quality
performance targets and Pricing Schedule provide focal points for discussion between
Powerco and the Retailers.

Powerco has a formal consultation process with Retailers prior to implementation of its
Pricing Schedule. In the pricing for the year beginning 1 April 2006, significant changes
were made to the pricing schedule following consultation with the Retailers and after the
Retailers provided feedback on Powerco consultation proposal. Retailers, particularly
incumbent Retailers, often have very strong views on the price-quality trade-off and these
are reflected in their feedback.

Changes to Powerco’s pricing regime are disclosed in the local daily newspapers
throughout Powerco’s network regions and published on the Company’s website. An
enquiries register is maintained with the incumbent Retailers and any issues that arise are

discussed between Powerco and the Retailer on a regular basis.
Advising and Consulting with Large Consumers

Powerco now has a long history of one-to-one liaison, through key account managers, with
large consumers. Consumers within this category include a few with requirements
sufficiently specialised to warrant negotiation of a special service agreement. A greater
number warrant attention by virtue of the fact they consume a sufficient volume of electricity

to justify individualised attention.

Specialist Powerco Account Managers are involved in regular communication with the large

customers on Powerco’s networks. The quality and price trade-off is generally very clear to
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