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The way price/revenue paths are set has an important influence on 
incentives for electricity lines businesses to invest in energy 
efficiency and demand side management.  Arguably, the way 
thresholds are currently set (based on price irrespective of volume) 
incentivises firms to encourage consumption (or at least not discourage 
consumption) because this improves their rates of return. 

In order to avoid this effect, we recommend that the Commission 
be required to provide for incentives to improve energy 
efficiency/demand-side management and to reduce energy losses 
when administering the regime for electricity lines businesses.2 

[Emphasis added] 
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2 Cabinet Paper "Review of Parts 4 and 4A of the Commerce Act, October 2007, at paras 75 and 76. 
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3  It is also relevant to note that to generate a $1 improvement in profits from efficiency improvements, an 
EDB has to improve efficiency by $1.43, given profits are taxed at 30%.  Accordingly, EDBs are effectively 
immediately sharing efficiency improvements at the rate of 30%.  Figure 1 reflects this immediate sharing, 
but even setting the tax-effect aside, it takes around seven years at a discount rate of 10% before an EDB 
obtains a 50% share of an ongoing efficiency improvement.  
4 See Ehrhardt., D (2000) Practical Experience with Price Cap Regulation; Report for the New Zealand 
Treasury 
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5 In any event, if efficiency gains are deferred in the latter years of each regulatory period, this delays the 
point at which these efficiencies are made available to consumers for sharing until the subsequent 
regulatory period. 
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6 See Dun and Bradstreet a credit reporting agency: 
http://dnb.co.nz/Header/News/82000_New_Zealand_firms_downgraded/indexdl_4898.aspx 
7 This effectively assumes that those earning less than WACC are not inefficient, but have made 
significant investments that have reduced their returns or in the past have elected to make less than 
WACC return. 
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10 We use the term broadly speaking because the ODV values optimise out a number of assets that are 
used to provide the quality of service currently experienced by consumers.  There is an arguable case that 
the Commission should allow for lower levels of performance, consistent with a lower asset base if the 
2004 ODVs continue to be used as the underpinning asset base.   
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