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1. Disclosure of Information Required (Clause 7(1)(a)(i) — The Price
Path Threshold)

Horizon Energy Distribution Limited (“Horizon Energy”) has not complied with the
requirements of the price path threshold at 31 March 2010, as specified in the Commerce
Act (Electricity Distribution Thresholds) Gazette Notice 2004 and 2006 Amendment

(“Gazette Notices”).

1.1 Clause 5 (1) (a) Notional Revenue Test
Clause 5 (1) (a) Notional Revenue (“NR2p10”) at 31 March 2010 should not exceed
Allowable Notional Revenue (“R2010") at 31 March 2010.

Test: NR
€s 2010 <1
R 2010
Result: $18,117,229 / $16,540,302 >1
Result: 1.0953 >1
Result: Threshold is breached by $1,576,927

Notional Revenue at 31 March 2010 exceeds allowable Notional Revenue under the CPI-X
price path at 31 March 2010.

Supporting evidence is presented in Appendices A and B.



Explanation of Unintentional Price Path Breach 2009/10

Horizon Energy has breached its price path for the year ending 31 March 2010. The
breach is largely due to three reasons as highlighted below.

1. A part plant closure and subsequent load reduction of one of Horizon
Energy’s major customers.
The reason stated above has caused Horizon Energy’s actual volumes to be less
than the 2002-03 base volumes. Because of the anomaly in the price path formula,
this has caused Horizon Energy to technically breach by $1,227,811. This is

explained more fully in Appendix E.

2. Lower than anticipated Transmission costs
Due to the finalisation of a commercial contract with an embedded generator after
setting the 2009/10 electricity prices Horizon Energy incurred lower Transmission
charges ($102,569) for the year than originally budgeted. It is Horizon’s firm view
that any savings resulting due to timing differences in negotiating commercial
contracts needs to remain with Horizon in the year that it is incurred, as the

business incurs significant costs in negotiating such contracts with no recompense.

3. Lower than anticipated CPI factor
A lower CPI factor of 2.12% versus the budgeted value of 3.10% resulted in a lower
Allowable Notional Revenue ($166,684) being below the level forecast when setting
the 2009/10 prices. This technical breach was unavoidable based on data on hand

when forecasting the ANR.

In addition Horizon Energy advises that it will be passing all Loss Constraint Payments
received during the reporting period ($94,520) to Electricity Retail and Major user

customers as publicly announced on the Horizon web page.

Consistent with this approach rebates received under embedded generation Committed
Supply Agreements totalling $382,137 for the period have been passed back to
consumers as reduced Transmission pass through costs within Horizon Energy’s 2010/11
Distribution charges published 2 March 2010.



As these credits are committed to be refunded Horizon Energy has excluded these items

from the 31 March 2010 Price Path calculations.

This position is summarised in the following table:

2010 Price Path Assessment Budget (S) Actual (S)
PxQ 25,525,549 25,614,095
Pass Through Costs 7,601,054 7,496,866
Notional Revenue 17,924,494 18,117,229
Adjusted ANR 2010 16,646,986 16,540,302
Unadjusted Breach 1,277,508 1,576,928
Anomaly Calculation 1,286,208 1,227,811
Breach/(Compliance) after Anomaly Adjustment (8,699) 349,116
Residual Breach as % ANR2010 2.1%

The preceding explanation highlights the degree of difficulty that EDB’s such as Horizon
Energy face when setting its ANR given the dominance and loss of a major load on its
pass through costs. Notwithstanding this, the above table clearly demonstrates that the
level of breach is well within a commonly acceptable threshold of “materiality” and as such

we urge the Commission to consider this when assessing the breach.



1.2 Clause 5 (1) (b) Notional Revenue Test

Clause 5 (1) (b) Notional Revenue at any time during the assessment period 1 April 2009

to 31 March 2010 should not exceed the greater of Allowable Notional Revenue at 31
March 2009 and 31 March 2010.

Test: NR max -
Max(R 2009 ,R 2010 )

Result: $18,117,229 / $16,540,302 >1

Result: 1.0953 >1

Result: Threshold is breached by $1,576,927

Revenue at any time during the assessment period ending 31 March 2010 exceeded the
greater of Allowable Notional Revenue at 31 March 2009 and 31 March 2010.

1.3 Notional Revenue:
In accordance with the Gazette Notice, the following source of revenue has been included
in the calculation of Notional Revenue:

e The sale of electricity conveyance services to electricity retailers and customers.



1.4 Excluded Services:

In accordance with the Gazette Notice the following sources of revenue have been

excluded from the calculation of Notional Revenue:

Rent and interest income because this revenue has not been derived from electricity
conveyance services.

The sale of electricity conveyance services to three major customers because there
was effective competition for the provision of these services at the time the sales were
agreed. Explanation and supporting evidence for excluding revenue from these
customers was presented in Appendix F of the Threshold Compliance Statement
(“Compliance Statement”) at the first assessment date (6 September 2003). In
addition a further customer was supplied as detailed in the 2008/09 Compliance
Statement. There have been no changes to these services during the current

assessment period. We would be happy to provide this information again on request.

1.5 Pass Through Costs - Transmission Charges

In accordance with the Gazette Notice, the following components of transmission charges

have been included in pass through costs:

connection charges

interconnection charges

notional embedding charges

loss constraint excess payments (rental rebates)
provision of system operator services

avoided transmission charges and associated costs

1.6 Pass Through Costs — Local Body Rates

Local body rates applying to system fixed assets (electricity lines, cables, equipment,

substation land and substation buildings) have been passed through in accordance with

the Gazette Notice.

1.7 Pass Through Costs — Electricity Commission Levies

Electricity Commission levies incurred during the year ending 31 March 2010 have been

passed through in accordance with the Gazette Notice.



2. Disclosure of Information Required (Clause 7(1)(a)(ii) — The Quality
Threshold)

This section contains Horizon Energy’s performance against the quality thresholds as

specified in Gazette Notice.

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

Test: SAIDI ,,, <

( SAIDI g9 + SAIDI 1 + SAIDI 5, + SAIDI 5, + SAIDI 5, )
5

Result: 139.90 < 160.60

Result: SAIDI does not breach the threshold

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

Test SAIFL ,, < (SAIFJ 100 + SAIFL 00 + SAIFSI o1 + SAIF1 o, + SAIFI )
Result: 2.36 > 1.87
Result: SAIFI breaches the threshold by 0.49 interruptions

Supporting evidence underpinning the derivation of SAIDI and SAIFI is presented in

Appendix D.



Explanation of the SAIFI Breach 2009/10

A review of the 2009/10 outage data has been undertaken to assess the reason for the
SAIFI breach.

Two key contributing factors have been identified as part of the review.

1. The first is a single human error event resulting in the loss of supply to 8,646
customers (a SAIFI figure of 0.35), which was the major contributing factor to the
breach. This outage occurred as a result of works being undertaken which required
one of two main 33kV feeders being removed from service. While the load on one
Zone Substation was being monitored an additional load on the remaining circuit
was overlooked. Toward the end of the outage the loads increased and the second
circuit tripped on overload. As a result of this incident a number of new measures

have been put in place to ensure this type of event does not occur again.

2. The second contributing factor is an area of the network with over 1700 customers
which is supplied by a backup 33kV circuit that adds 50km to the circuit length.
This situation is due to a fault with the embedded generators normal bulk supply
point. In the time we have been forced to use the backup supply there have been 3
faults on this additional section of 33kV circuit. The impact on SAIFI as a result of
these 3 faults was 0.20. It is anticipated that the bulk supply will be available in the
near future as the company involved is currently undertaking repairs to the defected

transformer.

While the above are key contributory factors in the breach they are not due to any
degradation in actual network performance with remedial measures put in place to address
the single largest incident.



Horizon Energy has instigated several major projects to improve the reliability of supply.
These projects are detailed in the 2010-2020 Asset Management Plan and in summary

include:

e The construction of a new 33kV switching station (cost $1.5M),

¢ The installation of sectionalisation and remote operated switches over 5 years (cost
$4.1M),

e Upgrading the network communications network to improve coverage and
communications to field staff and equipment (cost $1.8M)

e The continuation of a complete network wide asset inspection & condition
assessment program to enable targeted spending on asset
maintenance/replacement (cost $ 925 k).

These initiatives including the continued focus on process and system improvements are

expected to result in improved supply reliability on the network.



3. Disclosure of Information Required (Clause 7(1) (a) (iii) — Policies &
Procedures for recording SAIFI & SAIDI statistics)

Policies And Procedures Used To Record SAIDI And SAIFI Statistics

Horizon Energy does not have an automated system for the capture of outage data.

Control Room staff by means of a written procedure record network outage data.

Capture of Statistical Information

The procedures followed to capture statistical information for planned outages and

unplanned outages (less than 24 hours notice) are the same except for the initial recording

of outage data. The following diagram sets out the procedural flow for the recording of

planned and unplanned outage data. Each flow is also discussed in detail below.

Planned:
Record Outage data

Unplanned:
Record Outage data

\ 4

Planned & Unplanned:

Complete Supply
Interruption Data Input
Form

\ 4

?

Planned & Unplanned:

Source Customer
Numbers

10

Planned & Unplanned:
Network Manager
Review & Database
Entry

A 4

Planned & Unplanned:
Monthly Management and
Board Review




Planned Outages — Initial Recording of Outage Data
All planned outage data must be recorded on the Network Switching Schedule (refer

Appendix E).

This schedule records:

outage dates

outage location and equipment

outage type

switching instructions

mechanism for notification of outages

issuing of permits

the exact time of each operation from the SCADA screen

Unplanned Outages — Initial Recording of Outage Data

For initial data capture and recording of unplanned outages, similar details as above are
recorded on the reverse side of the Supply Interruption Data Input Form (refer Appendix
D).

Planned and Unplanned Outages — Supply Interruption Data Input Form

Following the initial recording of planned or unplanned outage data, information is
transferred to a Supply Interruption Data Input Form. Individual line switching operations
are completed, including customer numbers (discussed below) and length of time before
restoration. This data enables the calculation of SAIDI and SAIFI impacts. The impact of

each operation is summed to generate the outage statistics.

Planned and Unplanned Outages — Customer Numbers

Customer numbers for both unplanned and planned outages are sourced from the NMS
database. Customer numbers can be sourced between nodes or at an individual
transformer level. The database is continually updated (with new and disconnected

customers).

Planned and Unplanned Outages — Collation of Data
On completion of the Supply Interruption Data Input form, it is delivered (within two
working days) to the Network Manager. The Network Manager reviews the form for

accuracy and completeness and the data is entered into the Horizon Energy Support

11



Systems Database. The form is then stamped as processed and filed. This database

contains the data for all outages during the year (and historical data).

Planned and Unplanned Outages — Management and Board Review
From the database, a monthly report is generated containing statistics for year to date
(including SAIDI and SAIFI) and is provided to management and the Board of Directors for

review and discussion.

Disclaimer

The information presented in this Threshold Compliance Statement has been prepared
solely for the purpose of complying with the requirements of the Commerce Act (Electricity
Distribution Thresholds) Notice 2004 and Amendment Notice 2006. This statement has
not been prepared for any other purpose and Horizon Energy Distribution Limited
expressly disclaims any liability to any other party who may rely on this statement for any

other purpose.

12



5. Auditor’s Report on the Threshold Compliance Statement

PRICEWATERHOUSE( COPERS

PricewaterhouseCoopers
188 Quay Street

Private Bag 92162
Auckland 1142

New Zealand

Telephone +64 9 355 8000
Facsimile +64 9 355 8001
www.pwc.com/nz

AUDITORS’ REPORT ON THRESHOLD COMPLIANCE STATEMENT
To the readers of the threshold compliance statement of Horizon Energy Distribution Limited
for the assessment period ended on 31 March 2010

We have examined the attached statement, which is a threshold compliance statement in respect of
the price path threshold and the quality threshold prepared by Horizon Energy Distribution Limited
for assessment as at 31 March 2010 and dated 21 May 2010 for the purposes of information
requirements set out in clause 7 of the Commerce Act (Electricity Lines Thresholds) Notice 2004
(“the Notice”). In this report the attached statement is called “the threshold compliance statement”.

Directors’ Responsibilities

Directors of Horizon Energy Distribution Limited are responsible for the certification, confirming the
compliance or otherwise, of the threshold compliance statement in accordance with the Notice.

Auditors’ Responsibilities

It is our responsibility to express an independent opinion (in the form prescribed in the Notice) on
the threshold compliance statement and report our opinion to you.

We conducted our audit in accordance with the Auditing Standards issued by the Institute of
Chartered Accountants of New Zealand.

Basis of Opinion - Price Path Threshold; Quality Threshold: SAIDI and SAIFI Statistics for
the Assessment Period ended 31 March 2010

Our audit included examination, on a test basis, of evidence relevant to the amounts and
disclosures contained on pages 2 to 12 and Appendices A to E of the threshold compliance
statement and which relate to:

e the price path threshold set out in clause 5 of the Notice; and

e the SAIDI and SAIFI statistics for the assessment period ended on 31 March 2010 which are
relevant to those parts of the quality threshold that are set out in clauses 6(1)(a) and 6(1)(b) of
the Notice.

It also included an assessment of the significant estimates and judgements, if any, made by
Horizon Energy Distribution Limited in the preparation of the threshold compliance statement and
an assessment of whether the basis of preparation has been adequately disclosed.

We planned and performed our audit of the threshold compliance statement so as to obtain all the
information and explanation which we considered necessary, including for the purpose of obtaining
sufficient evidence to give reasonable assurance that the threshold compliance statement is free
from material misstatements (whether caused by fraud or error), except that our work was limited in
respect of the quality threshold: SAIDI and SAIFI statistics as explained below. In forming our
opinion we also evaluated the overall adequacy of the presentation of information in the threshold
compliance statement.

13



PRICEWATERHOUSE( COPERS

AUDITORS’ REPORT ON THRESHOLD COMPLIANCE STATEMENT
To the readers of the threshold compliance statement of Horizon Energy Distribution Limited
for the assessment period ended on 31 March 2010

Basis of Opinion - Quality Threshold: SAIDI and SAIFI Statistics for the Years Ended
31 March 1999, 2000, 2001, 2002 and 2003

In relation to the SAIDI and SAIFI statistics for the years ended 31 March 1999, 2000, 2001, 2002
and 2003 which are relevant to those parts of the quality threshold that are set out in clauses 6(1)(a)
and 6(1)(b) of the Notice, we have undertaken procedures to provide reasonable assurance that:

e The amounts and disclosures in the threshold compliance statement relating to those statistics
have been correctly taken from the information disclosed by Horizon Energy Distribution
Limited in accordance with the Electricity (Information Disclosure) Regulations 1999; and

e Those statistics have been calculated based on the source data provided to us. We have not
performed audit procedures on the source data.

Relationship and Interests

We have no relationship with or interests in Horizon Energy Distribution Limited other than in our
capacities as auditors of the threshold compliance statements, auditors pursuant to the Electricity
Distribution (Information Disclosure) Requirements 2008 and under the Companies Act 1993, and
in the provision of other professional advisory services. We are not aware of any relationships
between our firm and Horizon Energy Distribution Limited that, in our professional judgment, may
reasonably be thought to impair our independence.

Opinions

Unqualified Opinion

We have obtained all the information and explanations we have required.
Price Path Threshold

In our opinion, having made all reasonable enquiry, to the best of our knowledge the amounts or
details set out in the threshold compliance statement relating to the price path threshold set out in
clause 5 of the Notice and related information have been prepared in accordance with the Notice,
and give a true and fair view of the performance of Horizon Energy Distribution Limited against that
threshold for the assessment period ended on 31 March 2010.

Quality Threshold: SAIDI and SAIFI statistics
In our opinion, having made all reasonable enquiry, to the best of our knowledge:

a) The SAIDI and SAIFI statistics for the assessment period ended on 31 March 2010 which are
relevant to those parts of the quality threshold that are set out in clauses 6(1)(a) and 6(1)(b) of
the Notice and related information have been calculated or prepared in accordance with
Horizon Energy Distribution Limited’s policies and procedures for recording SAIDI and SAIFI
statistics as disclosed in the threshold compliance statement, and fairly represent the
performance of Horizon Energy Distribution Limited for the assessment period ended on
31 March 2010; and

b) The SAIDI and SAIFI statistics for the years ended 31 March 1999, 2000, 2001, 2002 and
2003, which are relevant to those parts of the quality threshold that are set out in clauses
6(1)(a) and 6(1)(b) of the Notice, have been correctly taken from the information disclosed by
Horizon Energy Distribution Limited in accordance with the Electricity (Information Disclosure)
Regulations 1999. Those statistics have been properly calculated based on the unaudited
source data provided to us by Horizon Energy Distribution Limited.

14



PRICEWATERHOUSE( COPERS

AUDITORS’ REPORT ON THRESHOLD COMPLIANCE STATEMENT
To the readers of the threshold compliance statement of Horizon Energy Distribution Limited
for the assessment period ended on 31 March 2010

Qualified Opinion

Our opinion is qualified as follows:

Quality Threshold: SAIDI and SAIFI statistics

The scope of our audit was subject to the following limitations:

e There is no independent evidence available for the period to support the completeness and
accuracy of recorded faults; and

e Control over the completeness and accuracy of ICP data included in the SAIDI and SAIFI
calculations is limited throughout the period.

Because of these limitations, there are no practical audit procedures that we could adopt to confirm
independently that all outage and ICP data was properly recorded for the purposes of inclusion in
the amounts or details set out in the quality threshold: SAIDI and SAIFI statistics.

In these respects alone we have not obtained all the information and explanations that we have
required.

Because of the potential effect of the limitations in the evidence available to us, we are unable to
form an opinion as to whether the amounts or details set out in the quality threshold: SAIDI and
SAIFI statistics for the assessment period ended on 31 March 2010, together with the SAIDI and
SAIFI statistics for the years ended 31 March 1999, 2000, 2001, 2002 and 2003, give a true and
fair view of the performance of Horizon Energy Distribution Limited against those parts of the
quality threshold that are set out in clauses 6(1)(a) and 6(1)(b) of the Notice for the assessment
period ended on 31 March 2010.

Our audit was completed on 21 May 2010 and our qualified and unqualified opinions are expressed
as at that date.

Z;Q/\,VM fur “ MC‘;/)G’K

PricewaterhouseCoopers
Auckland
21 May 2010
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6. Directors’ Certificate on Threshold Compliance Statement (Clause

7(1)(c))

We, Robert Tait and John McDonald, being directors of Horizon Energy Distribution
Limited certify that, having made all reasonable enquiry, to the best of our knowledge and
belief, the attached Threshold Compliance Statement of Horizon Energy Distribution
Limited, and related information, prepared for the purposes of the Commerce Act
(Electricity Distribution Thresholds) Notice 2004 complies with the requirements of this
notice except for clauses 5(1)(a), 5(1)(b) and 6(1)(b).

\/W L// L//L ‘

Robert Tait John McDonald

21 May 2010
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Appendix A — Notional Revenue at 31 March 2010 — Assessment Date

This appendix details the calculations underpinning the compliance with the Price Path

Threshold at 31 March 2010. Details of prices and quantities are contained in Appendix B.

Clause 5 (1) (a)

e Notional Revenue at 31 March 2010 (NR2010)

Motional Revenue for the year ending 31 March 2010

Term Description ($)
Prices at 31 March 2010
2P :‘_.EG'MQ! multiplied by 31 March 2003 25,614,095

Base Quantities

Transmission Charges for

year ending 31 March 2010 7,330,216
Rates for year ending 31
K 2010 March 2010 i

Electricity Commission
Levies for year ending 31

March 2010 i

. Motional Revenue for the
NR 2010 = 2P 12009 - Kooty vear ending 31 March 2010 18,117,229

Refer Table 1, Appendix B for details of prices and quantities.
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Allowable Notional Revenue at 31 March 2010 (R2010) and Performance Against the

Threshold

Allowable Motional Revanue uncer CPI-X price psth

Term

Description

(&)

X

KFaclu

1%

R 2004

Maximum Revenue zt 31
IMarzh 2004 zhat would not
have caused a braach unce:
the ntial Motice

14,849 £70

{1+ A CPT 3005

Averaye change in
Censumer Price Irdzx ovar

2004

1.0229

X

1-X Factor
Alloweb e hoticnal Revenue
under the CFI-X Zrira Fach
for the y2ar ended 3° March
2005

0.39

15.037 736

(1= A CPT 2506)

Ayerage change in
Consumer 2rice Irdz2x over
2000

1.0304

1-X

1-¥ Faclm

0.39

R 2006

Allowzbe hoticnal Revenue

under the GFI-X Price Fath

for the yaar endad 3* March
2005

16,339 627

(1= ACPT 34

Awverage change in
Ccnsumer Zrice Irdzx over
2008

10337

X

R 2007

1-¥ Factor
Allowzb e hoticnal Revenuc
under the CFI-X 2rice Fach
for the y2ar ended 3° March
2007

0.29

15,697 220

(1= ACPT 3500)

Auerage change in
Consumer 2rice Irdax ovar
2007

1.0238

(1-X)

14 Faclo

0.3%

R 2008 (unadiusted)

Reverue ddjusiment

Allowesbe huicnal Revenue
under the CFl X Price Fath

for the yaar endad 37 Warch
2008 prior tc edjustments

Allowzb e hoticnal Revenue
reductian associated witn
remaoval of load contral
function from distribLtion
serices anc prices =t
10407

14,909 136

(70,0°9)

i
X 2008

Allowebe hoticnal Revenue

under the CFI-X Jrice Fath

for the vaar ended 37 March
2000

15,839 457

(1= A CPT y50)

{1-X}

Average change in
Censumer “nice Irdzx over
2008

1-¥ Factor

1.03%6

0.39

R 2009

Allowzbe houcnal kevenue

under the GFI-X Ziice Fah

fcr the yezar ended 3 March
2009

16,301 878

(I ACPT )

Awerage change in
Ccnsumer Mrice Irdzx over

2009

{1-X)

1-¥ Factor

K 2000 (uncdjusted)

Allowsb e hoticnal Revenue

under the CFI-X Price Path

for the wvzar ended 37 March
2012

16,460 302

Reveriue Adjusiment

Allowsb e hoticnal Revenue
Ircrease esscc aed wth
he intedaclion of v rew
lines chargos for TG1 and
TG2 efferctive 01/14/2009

60,000

Rzpi0

Allowzbe hoticnal Revenue

under the CIMI-X Trice Nach

for the year ended 37 IMarch
2012

16,510 302

NR oy /R 2040

Cxcprzssion must be less
than or equal to 1 teo avoid
breaching 21Mal

1.0353

R 2510 - NR 2010 (unadpusted,

Welue of Cumpliance ur
(Breack) prior 1o
acjl s'ments

11,676,927)

Adjustment

Transmission shotfall due
te reducticn ir demanc of
major castomer and
changes nthe Transpowar
pricing methodology.

1,227 811

RJOIO - "\rRJCI?

Wzlue of Compliance or

(Ereach)

(349 118)

For presentatior purposes. the GPlIndex has bzen presanted to ‘our decimal places. however. for

thz calculatior of Rzgyp, the full index (with no rcunding) hes bzen applied.
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e Changes in CPI

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)
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1044
1061

1077
1072
4254

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

Source: Statistics New Zealand All Groups SE9A Index (Note this index was rebased to June 2006 -Consumers Price Index Review information paper published on
28 September 2006. The 2006 September quarter CPI was the first index published using the new base)

Clause 5 (1) (b)

e Maximum Notional Revenue during the period 1 April 2009 to 31 March 2010
(Rmax)

Maximum Price Between

1 April 2009 and 31

2Puax Qi March 2010 multiplied by 25,614,095

31 March 2003 Base
Quantities

Transmission Charges
for year ending 31 March 7,330,216
2010
Rates Charges for year
Kao10 ending 31 March 2010.

Electricity Commission
Levies for year ending 31 62,731
March 2010.

Maximum Notional
NRwmax Revenue for 1 April 2009 18,117,229
to 31 March 2010

103,918

20



e Clause 5 (1) (b) Compliance Summary

Notional Reveue during the period is not to exceed the maximum of the Allowable Notional
Revenue at the end of the assessment period and the Allowable Notional Revenue at the end of
the previous assessment period

Term Description %)

Maximum Notional
NRMax Revenue for 1 April 2009 18,117,229
to 31 March 2010

Allowable Notional

Ro009 Revenue at 31 March 16,301,878
2009
Allowable Notional
Ro010 Revenue at 31 March 16,540,302
2010

Maximum of the
Allowable Notional
Revenue at 31 March

Max(Rz009,Rz010) 2009 and the Allowable 16,540,302
Notional Revenue at 31
March 2010
If expression is greater
NRMax/ MaX(Rzoog,Rzom) than 1, Clause 5 (1) (b) 1.0953

is breached

Value of Compliance or

Max(R2009,R2010) = NRwax (unadjusted) (Breach) prior to (1,576,927)
adjustments

Transmission shortfall
due to reduction in
demand of major

AdJUStmem customer and changes in 1,227,811
the Transpower pricing
methodology.
Value of Compliance or
Max(Rz2009,Rz2010) = NRwax (Breacr;]) (349,116)
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Appendix B, Table 1 — Schedule of Prices and Quantities 5(1) (a) and
5(1) (b)

Horizon Line Revenue Budget
For the Financial Year Yended 31 March 2009
Period: Annual

365 Days
BASE QUANTITIES 31 March 2003 2009/10 Tariffs 2009/10 Line Revenue
Line Charges Pass Through Line Charges Pass Through Total
Fixed Variable Charge Fixed Variable Revenue Revenue
RETAIL $ per day c/kWh c/kWh 3] 3] $) $)
DOMESTIC (Low Fixed Charge)
DU 0.1500 | 6.7760 2.0780 632,363 5,091,136 1,561,302 7,284,800
DucC 0.1500 | 6.7760 2.0780 274 = = 274
DR 0.1500 | 6.7760 2.0780 384,838 3,476,957 1,066,280 4,928,075
DR C 0.1500 | 6.7760 2.0780 4,052 = = 4,052
TOTAL DOMESTIC 1,021,526 | 8,568,092 | 2,627,582 | 12,217,200
GENERAL
Specials
U/Verandah Lights $0.0896/day = $0.0357/day 4,121 . 1,640 5,761
Electric Fence $0.2021/day = $0.0839/day 2,434 . 1,011 3,445
Lanark $293.8300/day = (8302.47)/mth 3,526 = (3,630) (104)
Street Lights $0.0000/day| 7.592 2.0780 = 149,542 40,931 190,473
Telecom - PCM 24 hour $28.81/mth - $7.631/mth 26,966 - 7,143 34,109
Telecom - controlled $11.098/mth - $3.169/mth 2,397 - 685 3,082
Total Specials 39,444 149,542 47,780 236,766
Capacity Groups
N1U 1.1640 | 4.3360 2.0780 177,167 110,832 53,115 341,114
N1R 1.2160 | 4.4580 2.0780 303,587 135,302 63,068 501,956
N2U 1.3750 | 3.8680 2.0780 348,803 438,862 235,708 1,023,374
NZR 1.4800 | 4.1240 2.0780 977,762 1,008,903 508,366 2,495,031
N3U 1.7980 | 3.8680 2.0780 155,536 277,554 149,071 582,161
N3R 2.0100 | 4.1240 2.0780 143,795 201,629 146,946 582,370
N4L 2.3260 | 3.8680 2.0780 56,033 127,638 68,553 252,225
N4R 2.6440 | 4.1240 2.0780 43,428 103,446 52,125 198,999
N5U 1.7240 | 3.6680 2.0780 47,723 129,186 73,167 250,076
NSR 1.8620 | 3.9910 2.0780 39,962 79,068 41,481 161,111
ucc (0.6770) o o (3,212) = o (3,212)
RCC (0.7290) o o (36,454) (36,454)

Total Capacity Groups 2,254,130 | 2,703,020 | 1,391,600 | 6,348,750

Network Maximum Demand (N

NMD- Variable - | 0.9710 2.0780 - 337,770 722,849 1,060,619
NMD - Capacity $0.635/kVA/mth - - 182,560 - - 182,560
NMD - Maximum Demand $6.240/kW/mth o o 985,945 = - 985,945
Total NMD 1,168,505 337,770 722,849 2,229,124
TOTAL GENERAL 3,462,079 | 3,190,332 | 2,162,229 8,814,640
TOTAL RETAIL 4,483,605 | 11,758,424 | 4,789,811 | 21,031,840
MAJORS - REGULATED
Customers
Fanterra (BoPE) $0.00/mth 0.3242 - - 118,099 118,099
SCA Hygiene (TP) $4,249 84/mth - 0.1407 50,996 - 1,813,785 1,864,781
CHH Whakatane (TP) $16,904 42/mth - 0.1915 202,853 - 1,625,283 1,828,136
Kaingaroa Timberlands (TP} $0.00/mth - 0.2438 - - 87,794 87,794
CHH - Kawerau (TP) $3,246 46/mth - 0.2400 38,958 - 283,418 322,376
Norske Skog Oxidation Ponds (TP, $6,950.76/mth - 0.2280 83,409 - 208,900 292,309
TG2 (BoPE) $730.00/mth - - 8,760 - - 8,760
TG2 Connection Charges $3,333.33/mth 40,000 40,000
TG1 Connection Charges $1,666.66/mth 20,000 20,000
TOTAL MAJORS - REGULATED 444 975 - | 4,137,280 4,582,256

GRAND TOTAL 4,928,580 | 11,758,424 | 8,927,081 | 25,614,095
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Appendix C — SAIDI and SAIFI Statistics

SAIDI and SAIFI (Class B and Class C) for Years Ended 31 March 1999 — 2003 and the
Year Ended 31 March 2010

81.00 172.00 0.50 271

49.00 72.00 121.00 0.36 1.54 1.90
41.00 77.00 118.00 0.31 124 155
35.00 179.00 214.00 0.22 1.43 1.65
20.00 77.00 97.00 0.18 0.88 1.06
Five Year Average SAIDI 160.60 Five Year Average SAIFI 1.87
16.88 123.02 139.90 0.10 2.26 2.36
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Appendix D — Outage Schedules

HORIZON ENERGY Switching Schedule
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Appendix E — Price Path Breach Anomaly

This Appendix firstly addresses the volume anomaly inherent in the price path threshold formula in
principle, before explaining how this has adversely impacted Horizon Energy’s ability to recover its
costs, without breaching the price path threshold. Worked examples have been included where
possible to illustrate our explanation, and assist readers in understanding the reasons for the

breach.

Price Path Threshold Formula

1. The price path threshold measures movements in average prices and compares these to
an allowable annual movement based on a CPl — X formula. In order to neutralise the
impact of quantities (i.e. to focus on average prices not revenues), the price path threshold
is set using base quantities (being the kWh, ICPs, kW, kVA etc relating to each tariff) for the
year ended 31 March 2003. Each year Notional Revenues (calculated from actual current
tariffs multiplied by base quantities) are compared with Allowable Notional Revenues
(calculated from 31 March 2003 prices and quantities, escalated forward annually at CPI —
X).

2. The price path threshold also recognises that transmission charges are a major cost of
supply incurred by EDBs, over which they have little control. For this reason transmission
charges are treated as a pass through cost, along with local body rates and Electricity
Commission levies. The intention is that EDBs should be able to recover pass through

costs in full. By far the most significant of these is transmission charges.

3. The implication of the pass through mechanism is that the price path threshold is assessed
on a “net” basis, that is Notional Revenues and Allowable Notional Revenues are

calculated after the deduction of pass through costs.

4. In demonstrating compliance or otherwise with the price path threshold, the compliance
position uses actual pass through costs incurred in each year, and by implication the
underlying actual volumes which impact on the level of transmission charges. This has led
to an anomaly in the price path threshold whereby Notional Revenues and Allowable
Notional Revenues reflect base quantities, but Net Notional Revenues reflect pass through

costs derived from actual volumes.
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5. If actual volumes were constant over the threshold period this would have no impact. For
EDBs however which experience volume growth, all other things being equal, Net Notional
Revenue will decline, because pass through costs increase. This creates an additional
buffer (or implied price decrease) when compared to the threshold. For EDBs which
experience declining volumes the opposite occurs, that is Net Notional Revenue increases
because pass through costs decline. This creates a breach (or implied price increase).

6. Appendix E(1) includes a simple example which demonstrates the impact of declining or
increasing volumes on Net Notional Revenue. Volume changes do not impact on Allowable
Notional Revenue. For the purpose of this example CPI and X have been set to zero and
all unit prices are maintained at 2004 levels, in order to better demonstrate the impact of

changes in volumes on the compliance position. A summary of the example is set out

below:

Summary 2004 2005 2009
Allowable National Revenue (ANR) 15,000,000 15,000,000 15,000,000
Base Case - Volume Static

Notional Revenue (NR) 20,000,000 20,000,000 [ 20,000,000
Pass Through Cost (Volume Static) (K) 5,000,000 5,000,000 5,000,000
Net Notional Revenue (Volume Static) (NNR) 15,000,000 15,000,000 15,000,000

Compliance: NNR=ANR - -

Scenario 1 - Volume Increasing

Notional Revenue (NR) 20,000,000 20,000,000 20,000,000
Pass Through Cost (Volume Increasing) (K) 5,000,000 5,200,000 6,083,265
Net Notional Revenue (Volume Increasing) (NNR) 15,000,000 14,800,000 13,916,735
Compliance: NNR<ANR (headroom) 200,000 1,083,265
Scenario 2 - Volume Decreasing

Notional Revenue (NR) 20,000,000 | 20,000,000 | 20,000,000
Pass Through Cost (Volume Decreasing) (K) 5,000,000 4,800,000 4,076,863
Net Notional Revenue (Volume Decreasing) (NNR) 15,000,000 15,200,000 15,923,137
Compliance: NNR>ANR (breach) - 200,000 |- 923,137

7. Thus, as illustrated above:

e an EDB experiencing no change in volumes is able to fully recover actual pass through

costs and maintain average distribution® prices without breaching the threshold:;

e an EDB experiencing an increase in volumes is able to fully recover its actual pass
through costs, and increase average distribution prices without breaching the threshold;

and

" For the purpose of this discussion the term ‘distribution’ refers distribution services exclusive of transmission and other pass
through costs
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8.

e an EDB experiencing declining volumes however is unable to fully recover its actual
pass through costs without either breaching the threshold or reducing average

distribution prices.

This anomaly has been previously recognised by the Commerce Commission. For
example in October 2005 the Commission issued an invitation for submissions on “the
anomaly in the price path formula that allows quantity growth (or reductions) on pass-
through costs to be taken as a price increase (or decrease)”.”? Despite a series of
consultations on the issue through 2005, 2006 and 2007 no changes were made to the
price path threshold to correct for the anomaly. The recent Default Price-Quality Path
Determination however has addressed the issue by specifying the use of lagged quantities

in the calculation of average prices.?

Impact on Horizon Energy

9.

10.

Horizon Energy has experienced little volume growth since 2003. This has been
exacerbated by a partial plant closure at SCA Hygiene in 2007 resulting in a load reduction
of about 10MW. Horizon Energy has chosen to pass on actual transmission charges in full
to consumers, consistent with the intention of the price path threshold. However, as actual
transmission charges have been passed on in full, Horizon Energy has been assessed as
recovering more revenue than permitted under the price path. This arises because the
transmission component of Notional Revenue is calculated using base quantities, but the
deduction of pass through costs (to derive Net Notional Revenue) is calculated using

(lower) actual quantities.

When setting prices for 2009/10 Horizon Energy decided to retain distribution prices at the
levels they would otherwise have been, and fully recover transmission costs despite
knowing that due to the anomaly outlined above, and the reduction in demand from major
customers, fully recovering transmission charges, and maintaining distribution prices would

result in a breach.

2 Commerce Commission, Invitation for Submissions, Proposed Changes to the Distribution Thresholds Gazette Notice, 25 October

2005

* Commerce Commission, Initial Reset of the Default Price-Quality Path for Electricity Distribution Businesses, Decisions Paper, 30
November 2009
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Horizon Energy’s Compliance Position

11.

12.

Horizon Energy has reviewed the compliance calculation for the assessment date 31 March
2010 and assessed the impact of the pass through volume anomaly on the 2010 breach
position as $1,227,811.

The pass through anomaly of $1,227,811 has been derived by determining the variance
between pass through revenue calculated using 2003 base quantities (which are applied to
2010 prices in order to determine notional revenue) and the pass through cost component
which is derived from 2010 actual quantities. It is evident when comparing the two tables
below that that both consumption (kwh) and demand (kW) for major customers has fallen
significantly between 2003 and 2010. This has been partially offset by increased non-major
customer consumption. The net quantity decrease however has adversely affected Horizon

Energy’s ability to fully recover pass through costs as demonstrated in the following tables.

2010 Threshold Pass Through Revenue

2003 Base Corrected 2010 PxQ Revenue

Quantities Price
Major Customer Pass Through Revenue (Excluding Interconnection)
Fonterra (BoPE) 36,428,890 kWh $0.0032 $118,009
SCA Hygiene (TP) 154,878,840 kWh $0.0014 $217,848
CHH Whakatane (TP) 107,800,385 kWh $0.0019 $206,483
Kaingaroa Timberlands (TP) 6,041,474 kWh $0.0024 514,726
CHH - Kawerau (TP) 19,306,030 kWh $0.0024 $46,337
Norske Skog Oxidation Ponds (TP) 21,240,699 kWh 50.0023 548,647

345,696,318 kWh $652,140

Major Customer Interconnection Revenue
Fonterra (BoPE) 0 kW $70.94 S0
SCA Hygiene (TP) 22,497 kW $70.94 $1,595,937
CHH Whakatane (TP) 20,000 kw $70.94 51,418,800
Kaingaroa Timberlands (TP) 1,030 kw $70.94 573,068
CHH - Kawerau (TP) 3,342 kw $70.94 $237,081
Norske Skog Oxidation Ponds (TP) 2,259 kW 570.94 $160,253

49,128 kW $3,485,140
Major Customer Pass Through Revenue 54,137,280
Non-Major Customer Pass Through Revenue 230,615,972 kWh $0.02077 54,789,799
Threshold (PxQ) Pass Through Revenue $8,927,080
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2010 Pass Through Revenue - Actual

Billed Quantities 2010 Price Actual Revenue

Major Customer (Excluding Interconnection)
Fonterra (BoPE) 35,666,564 kWh $0.0032 $115,628
SCA Hygiene (TP) 77,231,380 kWh $0.0014 $108,631
CHH Whakatane (TP) 128,403,687 kWh $0.0019 $245,947
Kaingaroa Timberlands (TP) 6,432,365 kWh 50.0024 515,679
CHH - Kawerau (TP) 17,024,980 kWh $0.0024 540,862
Norske Skog Oxidation Ponds (TP) 16,137,429 kWh 50.0023 536,959
280,896,405 kWh $563,706

Major Customer Interconnection

Fonterra (BoPE) 0 kw $70.94 S0
SCA Hygiene (TP) 8,759 kw $70.94 $621,364
CHH Whakatane (TP) 15,063 kW $70.94 $1,068,570
Kaingaroa Timberlands (TP) 852 kw $70.94 560,422
CHH - Kawerau (TP) 2,028 kw $70.94 $143,834
Norske Skog Oxidation Ponds (TP) 1,813 kW $70.94 5128,624
28,514 kw $2,022,815
Major Customer Pass Through Revenue 52,586,521
Non-Major Customer Pass Through Revenue 246,165,057 kWh 50.02077 $5,112,747
Total Actual Pass Through Revenue $7,699,268
Major Customers 51,550,759
Non - Major Customers -$322,948
Net Quantity Anomaly $1,227,811

. In summary, the 2010 breach is comprised of three components, a technical breach
resulting from the quantity anomaly in the price path formula arising from a reduction in
major customer load since 2003 (which is partly offset by minor growth in non major
customer consumption). This anomaly creates a technical breach of $1,227,811 in 2010
(as demonstrated above). After deducting the technical breach, a breach of $349,116
remains. These primarily reflect lower than anticipated transmission costs and lower

Allowable Notional Revenue due to lower than forecast CPI.
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