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Discussion Focus

. Introductions
«  About Powerco

Overview of Powerco’s investment proposal

- What are we proposing?
- What'’s driving the investment?
- Why now? Link to prior investment strategy?

« Powerco’s regulatory framework — process and oversight of our revenue and
investment

* Independent verification overview
How our plans will impact on distribution charges?

«  “Have your say” — our engagement and consultation with stakeholders and
customers

«  Commission Issues Paper




Powerco’s CPP proposal - summary

1. The drivers for our CPP application are clear

2. We're targeting appropriate long term service standards
3. Consumer feedback supports our plan

4. We've tested our plan against alternative timing scenarios
5. We've challenged and moderated the plan following consultation
6. Affordability has been a key consideration (i.e. 79c week)

7. We have the right delivery mechanisms in place

8. We are committed to deliver efficiently and transparently

9. We are committed to supporting the Commission process




MEUG members on Powerco’s electricity distribution footprint
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The NZ electricity industry is structurally separated with

around 80% of generation from renewable sources
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Who is Powerco, and what makes our network unique?

Regional provider — serve major regional centres
and key industries

Wl«o LS A balanced customer mix across residential,
Powerco? commercial and industrial sectors
o 3 Extensive asset base — the largest network in New
332,000 Zealand with ~22,000km of line
businesses connected
22,000 kim MERN o _ _
of lines LR T Quite distinct regional differences:
o e LSANSR Y | S - Strong growth in the East has resulted in
fompaniss R g 5 modern networks, with security pressures.
: - Modest growth in the West has resulted in
a1 N A Asset sumamary security ‘pockets’, with high renewal needs
‘ <« Crossarms
419,000
_ﬂi—?ofes . .
266,000 Prudent operator — we like to stay on top of issues
EER and act in appropriate time.

Transformers T_T1_]




29 Distribution Companies

New Zealand Electricity Distributors 2016

Top Energy Limited RAB $224,551 / Rl $42,408

Northpower Limited RAB $253,532 / Rl $65,908

Vector Lines Limited RAB $2,682,398 / R1 $611,723

Counties Power RAB $231,077 / RI $48,660

Powerco Limited RAB $1,528,012 / R $364,003

WEL Networks RAB $508,016 / R1 $102,018
Eastland Network RAB $140,586 / R1 $33,311

Waipa Networks Limited RAB $91,747 / Rl $23,869
Horizon Energy Distribution RAB $114,857 / BRI $31,074

The Lines Company RAB $179,554 / Rl $39,584
Unison Networks RAB $547,998 / RI $145,999

Powerco Limited RAB $1,528,012, / BRI $§364,003
Centralines Limited RAB $54,427 /Rl $13,037

Electra Limited RAB $158,038 / Rl $39,490

Scanpower Limited RAB $36,562 / RI $9,493

Wellington Electricity Lines RAB $591,580 / RI $164,693

Nelson Electricity Limited RAB $41,100 / RI $10,149
Marlborough Lines Limited RAB $221,244 / R1 $35,T47

Buller Electricity RAB $28,466 / Rl $7,432

Mainpower New Zealand RAB $247,342 / R $57,111

Network Tasman Limited RAB $163,098 / Rl $43,006

Orion New Zealand RAB $986,595 / RI $248,340

Westpower Limited RAB $110,500 / RI $21,119

EA Networks RAB $237,258 / RI 540,997

Aurora Energy RAB $340,665 / Rl $94,729

Alpine Energy Limited RAB 5166,972 / RI 552,044

The Power Company RAB $339,946 / Rl $59,068

Network Waitaki Limited RAB $81,660 / Rl $17,459

OtagoMet Joint Venture RAB $168,273 / RI $35,259

KEY
RAB = Ragulated Aszet Bazs ($000)
Rl = Regulatad Incoms ($000)

[l Subjsct to price-quality and information
disclosurs regulation

Electricity Invercargill RAB $77,667 / Rl $20,076

Aurora Energy RAB $340,665 / RI $94,729

M Subjsct to information disclosure regulation only
As at March 2016

Powsrco region




Electricity network overview

Eastern Netwfori(hVGXP

Taranaki

Egmont

Coromandel

Western Network by GXP

P — e e
_ 150,443 176,943 327,386
Peak demand (W) | 440 412 22

Source: Powerco 2015 Information Disclosures, Management Accounts,
* This is calculated and reported separately for each subnetwork as well as for the total business




Overview of our investment proposal




Overview of Proposal — what are we proposing?

1) Providing safe, secure and 2) Investing in our communities | 3) Understanding and leveraging
resilient networks new technology

] f ]

Solar pawels
ol roof

a battering from
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Focusing on the underlying condition of our Facilitating economic growth by ensuring network Positioning our network to meet a diverse range of
network, rather than on measures of reliability. capacity meets our customers’ needs. possible futures, and provide value to our
customers.
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Overview of our Proposal — Investment Implications

1) Providing safe, secure and 2) Investing in our communities | 3) Understanding and leveraging

resilient networks new technology
Providing safe, secure and resilient networks Investing for customer growth Enabling our customers’ future energy choices
CURIiae ? il Expenditure f addional ependiure Expenditure T additonal expenditure
From: $500m expenditure in FY14-18 (§100m five-year annual average* ; ; From: $5m expenditure in FY14-18 (§1m five-year annual average)
To:  $770m expenditure in FY19-23 ($154m five-year annual averagy U P D AT E’) th IS IS fro m th e To:  $28m expenditre  FY13:23 (356 fve-year amual sverage]
_Revenue ? increase in our revenue requirement. C O n S u I tat I O n d 0 C U m e n t . We Revenue T increase in average distribution prices
|mpact This makes up 73% of the overall required revenue increase. . . . . imp act Tris makes up 1% o the overll required revente ncrease
- ~didn’t produce anything like
Whats o s this in the final | w | Whatts  Temeosomormotssmmrosmes ey
pays for t I S I n t e I n a p r 0 p O S a . pays for emerging technologies such as photovaltaic systems and electric vehicles.
Expenditure figures in real 2016 dollars, Final revenue increases to be determined by the Commissior OII to ConSIder What We et f e - —
2 01es: Cxpenditure ngures In real 2010 doliars. Final revenug Increases to D& aelermined Dy the Lommission.
have done that we could
Focusing on the underlying condition of our ) Positioning our network to meet a diverse range of
network, rather than on measures of reliabilic US@ INStead possible futures, and provide value to our

customers.
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Our proposal is driven by the need to ensure we provide a safe,

secure and resilient network for our customers that meets future

demands and expectations

Delivering a safe and resilient network

The number of assets failing in service has approximately tripled
during the past decade.

Defective equipment faults
2,000

1,500 /
//

1,000 /
f

500

Number of faults

FY06 08 10 12 14 16

Supporting communities
Compliance with our security standards has been falling since FY12. The
consistent and sustained pattern of load growth we are experiencing means we
must continually invest to provide adequate network capacity and to avoid
further deterioration to our security position.

Zone substation security standards compliance
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o
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Our network reliability is an outlier, especially in terms of high SAIDI, both
against the New Zealand average, and against a peer group of larger utilities.

SAIDI and SAIFI benchmark performance
6
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0 10 20 30 40 0 10 20 30 40
Connection density (ICPs per circuit km) Connection density (ICPs per circuit km)

Evolving our network for the future
We are committed to supporting our customers by providing them the stable, open-
access platform over which to transact, and providing flexibility in how they make
their energy supply and consumption decisions. We will focus on being ready for the
changes in the sector as they emerge, and develop our network in a way that will
accommodate these changes while remaining stable, safe and reliable.

The critical investment window:
positioning ourselves for the future
Range of outcomes, depending on

the ability of our network to provide
the services consumers value

High

Value

Supplier of last resort
To largely uneconomical customers

2016 2018 2020 2022 2024 2026 2028 2030 13

Low




Supporting growth in regional New Zealand

* We need to look ahead to ensure we have the
capacity to meet our existing customers’
demand growth and connect new customers.

» We forecast these future requirements by using
the best available information and fit for
purpose models.

« Demand growth on our network has been
increasing and we need to continue to invest to
provide the capacity needed in the future.

* We have provided maps showing where new
investment is planned to meet growth. As an
example, the major projects in the Waikato and
Coromandel are shown opposite.

Waikato and Coromandel New cabls

The Waikala® area is mostly
agriculiural, predominantly dairy and
foresiry. A number of indusirial and
food processing facilifies are alse
located here and have demanstrated
strong growth in recent years.
Growith in the dairy sactor and

in food processing has been
instrumental in driving recent
increases in electicity demand and
subsaquent network developments.
They have also fostered general
economic growth in the ragion.

The high rales of growth in the
region have created issues with
sacurity of elactricity supply. Seme
areas are now vulnerable io failure
of key network equipment.

The largest proposed project in this
area is the construclion of @ new
substation at Pularur fo improve the
security of supply.

There has baen sirang growth

in demand for eleckicity in the
Coromandel area which is expected
to continue, especially in popular
holiday towns.

® Fovseren Zoks Substation

@ Maw Substafion

® Trauspooar (rrd Eaf Faik

— Powdrco High Voltage Nefwork

2076 customr commections = 32,645

"
C:r:h:n{-:[ Mabarangi

—3 __-—l M substatrons
/ Whtianga / o Makarosegi and
Whemdkife Wiheuakite
a

Karmarama
Demand for elechicity is very ‘peaky’ fo Whitianga Upgrada Luﬁt\.-u»
|high elechricity demand for relatively Kopu asd Taen
shart pericds) because of the large wTairus
influx of pecple during halidays.
This puls enormaus strain on the
network and businesses reliant on Thatws o g
income during these periods are
understandably sensifive jo power
supply issues af peak fimes.
Powerco has invested extensively to
support growth on the Coromandel,

Mesws fine TP Ko

to Kauaerawga

Whaigamata
* m " mutem Whagamata

Energy storage

Matafok B
TF Kapu

ke = " [mproved commazhion
indluding the consiruction of a new /f—'-_':* " at Wathi substatron
power lina between Coroglen and Back up supply line fasroa . /

¢ Wi 32 i Beach

Kaimarama in 201 1. However, Pasroa bo Kerapai

Maw powser fransformar af

there are siill capacity and T* L::fh'uu ® o aur Waili baach substation
reliobility issues on some parts of

the Coromandel nefwork, driven Tabgia

by growth.

During the naxt 5-7 years Powerco TF Waikou Mew udergrasid cable

. Waitoa % Mikkalss Road i upgrade of Hhe
plans io spend about $170 million Farwr Boad ® sty povar. fine

on growth and securify projects in Thuae ® @ lughanes B £ fo Taier 21
the Wiaikaio and Coromandel. TP Flaks »

As part of the 20182023 renewal ~ Mermelle

programme it plans to spend o alton

$90 million which includes the
replocement of 100km of overhead
line and 2,300 poles.

 lwdharas

Browss Straet @ @ Towar Foad Add i tiowal povser
Framiformers af
Naw cireuit  — Tower Rd and
ta Marrigwille —_ Laka Bd subsbations
Lake Bood
T RIP Hinsera —

HMaw powar cable ® Tirau \ HNasw swntdeboard
betwiatn Kereone —— — at Hikuera

wd Walt -
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aid Maraeta B4 ® Marseta Faad
® TP Kinkeith
® Midway

*Mae: Tha Fowarco natwork docs nal induda
Hamilian which s coverad by WEL . ]
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Our forecasts since 2012 have consistently signalled an uplift in

expenditure

AMP2013 AMP2016 CPP/AMP2017

Investing for your
energy future
POWERCo
DELIVERING
NEW ZEALAND’S
ENERGY FUTURE

POWERCc®

ELECTRICITY ASSET
MANAGEMENT PLAN 2016

Forecast total expenditure for S+year CPF period

1
D.E I
a

F¥12-16 total AMP13 AMP1E "Have Your CPR/AMPIT 15
Say”

—
i

-
]
—
=
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i
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=
=
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Overview of regulatory framework and oversight




Powerco’s activities are regulated by the Commerce Commission

Commerce Act 1986: Part 4
52A Purpose of Part 4

(1) The purpose of this Part is to promote the long-term benefit of .
consumers .... by promoting outcomes that are consistent with w218 September 201
outcomes produced in competitive markets such that suppliers of 5
regulated goods or services—

- (@) have incentives to innovate and to invest, including in

replacement, upgraded, and new assets; and Commerce Act 1956
- (b) have incentives to improve efficiency and provide services Dot A ne
at a quality that reflects consumer demands; and .
Title [Repealed] 16
- (c) share with consumers the benefits of efficiency gains in the wome ST i
supply of the regulated goods or services, including through e N
lower prices; and L s B
- (d) are limited in their ability to extract excessive profits. @ G o oo e om0
« Defines regulatory regime g e o b S

This Act is administered by the Ministry of Economic Development.

- Information Disclosure
- DPP/CPP




Powerco operates within an economic regulatory framework that
has three main strands

Default Price / Quality Path (DPP) Customised Price / Quality Path (CPP)

+ DPP regime based on a partial building blocks approach to CPP revenue forecast based on a full building blocks
forecast future profitability. methodology (orthodox)

» Some assumptions apply industry wide across 17 of 29 lines CPP is a bespoke price path (alternative to a DPP)
companies (hence default) CPP requires a robust understanding of:

* Input methododologies define some of the financial rules the network assets:
Commission must apply - RAB / WACC / Tax / allocation network performance:

* Quality standards based on maintaining average historicial future expenditure drivers;
peformance (SAIDI / SAIFI) with some adjustments efficiency of cost structure;
network outputs; and

network risks

Information Disclosure (ID)

* ID underpins both DPP and CPP mechanisms — new requirements in place 2012

* Increased financial reporting to enable the Commission to determine historic profitability

* Increased information reporting on network data / performance / expenditure / drivers — Extended AMPs

* New Pricing disclosures

» ID will be used by the Commission to produce annual summary and analysis reports comparing key data and metrics for EDBs

18



Relevant CPP evaluation criteria are

a) Whether the proposal is consistent with the IMs

b) The extent to which our proposal would promote outcomes that are consistent with outcomes
produced in competitive markets (incentives to invest and improve efficiency, share benefits of
efficiency gains with consumers and are limited in ability to extract excessive profits)

c) Whether the data, analysis and assumptions underpinning the proposal are fit for purpose including
considerations as to the accuracy and reliability of data and reasonableness of assumptions

d) Whether capex and opex meets the expenditure objective

e) Whether we have consulted with consumers and whether the proposal is supported by consumers,
where relevant.

The expenditure objective is:

‘that expenditure reflects the efficient costs that a prudent EDB would require
to meet or manage expected demand at appropriate service standards over
the CPP regulatory period and over the longer term and comply with applicable

regulatory obligations”.
19




Pre-submission oversight of our plans and expenditure

has been extensive........

Powerco Stakeholders / customers (pre application)

* Internal checks and control « BAU engagement with Powerco

« Board governance and challenge. « Customer surveys

» Independent expert reviews » Core consultation

Commission (pre application) - 1on 1/Forums /Online / Media / Surveys /Mail

« Annual Information Disclosure / AMPs
* Independent verifier — pre application
- Technical challenge of expenditure proposal

* Independent auditor

1 1 H 24-Nov-16
- Financial assessment of revenue / price b
Board approve 20-Feb-17
Calcu |at|0 ns 4-Jul-16 forecasts for consultation Audit begins 12-Jun-17
Board approve investigation 17-Jan-17 2-Apr-17 Application submitted
of a 2017 submission Public st:lakehold‘er Draft verification
consultation begins
I report
2009 to July 2017
CPP application readiness q i
\ August  September October November D/dcember January  February March Aprll May Junel
8/7 - 24/11 9-Jun-17
Forecast development 5-Apr-17 Board approve
and challenge Forecast moderated
19-May-17
30-Jan-17 Final verification 20
report

Independent verification
begins



....and continues to be rigorously challenged.

Commission (post application) — 190 days
« Commission staff technical review of proposal

« Commission engaged - Independent experts

7-Aug-17
CC to confirm
acceptance of application
12-Jun-17 ?
Application 18-Aug-17
submitted CC Issues

\ Paper published

Stakeholders / customers (Post application)

* Input to Commission’s consultation on initial
views

* Input to Commission’s consultation on final
determination

4-Nov-17
Draft
Determination 1-Apr-18
published (TBC) CPP starts

|

v

X

July t\ugust Septembjr October

26/7 -10/9
ccQ&Q

November

December January February March

30-Mar-18
Final Determination
due by

21




Independent verification was conducted of our
proposal against the IM expenditure objectives




VERIFICATION: Selection process

* Appointment process specified by the Commission (IMs)

» Verifier's scope of work and terms of reference specified by the Commission (IMs)

» Designed as a pre-application assessment — ie forms part the Commission’s review
» Verifier’s duty of care is to the Commission — independent of Powerco (deed)

* Open tender process conducted by Powerco (RFI / RFP)

* NZ and International search (long list to short list)

» Final selection narrowed to Australian companies (experience / track record /
independence)

 Credentials of FS / WSP

23




VERIFICATION: Farrier Swier and WSP: International, independent

experts with credible and relevant experience in revenue setting
process for monopoly utilities

Farrier Swier Consulting

Experienc

FSC

General

FSC provides expert advisory and management consulting services to
businesses, governments and regulators in the utility and infrastructure
sectors in Australia and the Asia Pacific region.

Working on
behalf of

regulators

FSC has extensive experience working for energy regulators in Australia and
New Zealand and has a deep understanding of their requirements and the
current policy issues they face. Relevant energy regulators that the FSC team
has worked for include the Australian Energy Regulator (AER), the
Australian Energy Market Commission (AEMC), the Australian Energy
Market Operator (AEMO), the Victorian Essential Services Commission
(ESC), the Commission (in NZ), and the NZ Electricity Commission.

Some FSC team members have also worked as energy regulators and market
operators directly, including for the AER, VENCorp (which eventually
formed part of AEMO), Western Australian Independent Market Operator,
and the ESC.

Expenditure
reviews

FSC has extensive experience undertaking, procuring and assessing
expenditure reviews, The FSC team also has extensive experience being
directly involved in expenditure decision making, including as directors and
managers.

For regulated businesses FSC has supported Jemena (gas and electricity),

United Energy, Multinet Gas, Power and Water Corporation, ActewAGL,
Australian Gas Networks, Ergon, Western Power and AusNet Services.

NZ electricity
sector

Although Melbourne based, FSC and its team has broad experience with
the NZ electricity sector, having previously advised various NZ energy
networks and gentailers, the NZ Energy Networks Association, the
Commission and the NZ Electricity Commission. Geoff Swier is currently a
director of Trustpower in NZ.

Other

FSC specialises in corporate governance, with its team holding current or
previous senior and Board positions within large energy related businesses
and regulators. This experience involves managing and being a part of
expenditure and other governance processes.

FSC's team also has extensive experience initiating, contributing to,
reviewing, and advising on customer engagement by energy and other
networks, including Jemena, SA Power Networks, ActewAGL, and
Multinet. We recognise that this is an increasingly important part of a
regulated energy networks operations.

BsWSP

PARSONS
BRINCKERHOFF

WSP-PB

General

WSP-PB's team have extensive experience in providing regulatory, economic
and technical services for a range of transmission and distribution network
service providers, including regulatory authorities in Australia and New
Zealand.

Working on
behalf of
regulators

WSP-PB's experience and understanding of the regulated energy market is
extensive, having worked for the AER, Urtilities Commission (NT), the
AEMC, and the ESC of Victoria amongst others. This includes undertaking
discrete pieces of regulatory or technical work, working on pricing
determinations, and undertaking independent audits.

Expenditure
reviews

WSP-PB’s recent work for regulators on expenditure reviews includes
working for [IPART (NSW) on two water reviews; and for the Ultilities
Commission of the Northern Territory reviewing proposed expenditure by
Power and Water Corporation.

For regulated businesses WSP-PB has supported United Energy, Jemena
(electricity and gas), Essential Energy and Ergon with their regulatory
submissions and responding to draft and final pricing determinations. This
has included being embedded within the business in developing strategies
or expenditure forecasts, as Rebecca Quinlan did with United Energy in
2015 developing the Future Networks strategy paper.

NZ electricity

sector

WSP-PB's business in New Zealand dates back to 1970 which in turn had
previously acquired Design Power (NZ) through the NZED deregulation in
1990s and early 2000s. Since this time WSP-PB has worked for many
existing and erstwhile EBDs, Generators, Transpower and the Regulator in
New Zealand. Our services have broadly included technical advisory,
feasibility studies, engineering, design, project and construction
management for a variety of clients throughout New Zealand.

Other

WSP-PB's provide services to transform the built environment and restore
the natural environment, and our expertise ranges from environmental
remediation to urban planning, from engineering iconic buildings to
designing sustainable transport networks, and from developing the energy
sources of the future to enabling new ways of extracting essential resources.
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VERIFICATION: Verifier focus was the capex and opex reflect the

efficient costs that a prudent EDB would meet the expected service
demands, at appropriate standards over the CPP and long term

The verifier agreed with the Powerco CPP needs case and verified
91% of the expenditure against the expenditure objective

Figure 2 - Overall approach to verification (references in bold are to IM clauses, and chapter

references are to this report)

Tools

Input assessments

* Includesreview of opex
forecastmodels

~ Expenditure assessments

* Includes review of asset
replacement models

G2. Provide a Expenditure
verifier opinion objective
satisfaction

Expenditure Consumer
deliverability consultation G11.CPP

L Overall conclusions (chpt 1) P

G12. Key issues
and information
requirements

proposal

effectiveness
completeness

Powerco’s Customised Price Path

Application

Final verification report for Powerco

7 June 2017

Farrier Swier
Consulting

Level 7, 330 Collins: Straet, Melboume
Vidiorda 3000 Astralla

wwwe farmiarswiercom su
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The verifier recommended the CC focus on a number of specific

areas

Farrier Swier Consulting

p=WSP

PARSONS
BRINCKERHOFF

Forecast

Suggested additional information or line of inquiry

component

Overhead Undertake suitable investigation/analysis to assess the risks
conductors posed by distribution conductors failing, and hence the number
renewals capex of faults that can be expected on the network of a prudent EDB.
Overhead Construct new survivor curves excluding green defects.
structures

renewals capex

Zone substation
renewal capex

Revise the overhead structures forecast to reflect any changes to
the overhead conductor renewals capex.

Confirm with Powerco that its proposed replacement of
transformers is prudent in light of our findings.

Growth and
renewals capex

Assess the value of lost load associated with each of the major
projects and a sample of the minor works.

Reliability capex

Evaluate forecast reliability performance with the reliability
program included to determine the level of expenditure required
on reliability specific programs.

Capital expenditure Operating expenditure

Total expenditure

Unverified,

Unverified,
$95M, 11°

$27TM, 6%

Network
evolution capex

Engage with Powerco on its business cases for its network
evolution initiatives, including on whether the expected benefits
of each initiative are likely to outweigh the costs and the
alternative options available.

System
operation and
network support
opex

Corporate opex

Cost escalators

Quality standard
variation

Customer
engagement

Engage with Powerco on its business case for its strategy-driven
step € an?es or initiatives, including on whether the expected
benefits of each initiative are likely to outweigh the costs and the
alternative options available.

Engage with Powerco on the business cases for the FTE
increases, including on the expected benefits from and proposed
salaries for the extra staff.

The Commission may wish to procure its own cost escalator
forecasts from a sufficiently qualified and independent third party
to compare to those proposed by Powerco.

The Commission may wish to undertake its own analysis of the
likely reliability benefits arising from the proposed capex and
opf(_-:-x grograms, or engage with Powerco to have its models
refined.

The Commission may wish to investigate the price impact of the
CPP application on Powerco’s customers at a more granular
level to identify whether any customers are likely to receive
unpalatable price increases. 2
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How our plans will impact distribution charges




Estimated impact of 5.7% PO on average customer — high level

as defined by MBIE using 8,000 kWh per annum

We are asking the Commerce Commission to allow us to increase customers electricity prices by
less than a dollar per week for the average consumer from 1 April 2018 our five year investment plan:

« Annual increase determined by applying an 5.7% uplift to the distribution component only.

* Assuming that transmission costs remain flat this will translate to a 4.0% uplift in network charges.

«  This corresponds to an increase of $40 per year (determined by subtracting the inflated charges from the current charges)
»  This equates to approx. $3.36 per month (dividing the annual figure by 12 being the expected number of months),

« This results in an average increase of $0.78 per week (dividing the annual figure by 52 (being the expected number of weeks).

Estimated Estimated Estimated
Average Annual cost ClrrE Bty Increase % Annual Monthl Weekl|
(based on 8,000 kWh/annum) Charges Charges : . y . y
increase increase increase

Overall price (Energy + Line) $2,493.71 $2,533.99 1.61% $40.27 $3.36 $0.78
Powerco (Distribution + Transmission) $1,016.46 $1,056.73 3.96% $40.27 $3.36 $0.78
Powerco (Distribution only) $706.51 $746.79 5.70% $40.27 $3.36 $0.78
Transmission $309.94 $309.94 0.00%

May 2017 data

Energy (Generation + Retail incl metering) $1,477.26 $1,477.26 0.00%

28




Moderating the price impact over the CPP regulatory period (1)

We have proposed to forecast the DPP WACC decrease in FY2021 which reduces price volatility in
the CPP regulatory period.

This also reduces any potential price increases in the subsequent regulatory period
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Moderating the price impact over the CPP regulatory period (2)

We can apply an X factor to further spread the real price change over the CPP period.

This will result in a lower initial price increase and potentially lower price increase stepping onto the
next regulatory period.
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Moderating the price impact post the CPP period **

« The Commission can apply an X factor when determining the next regulatory reset to reduce the
Initial price impact of that reset and spread it over the years in the next regulatory period.

« This a hypothetical — uncertain factors 7 years out - (CPP or DPP / future regulatory rules / forecast
input assumptions i.e. Interest rates / WACC etc.)
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Extensive customer and stakeholder consultation has
occurred




Five stages of our consultation approach

Awareness and invitation to engage: ‘BAU+’
Customer research on ‘Willingness to Pay’:

* Qualitative research

« Quantitative survey

Core engagement on future network investment (draft CPP plan)
4.  Pre-submission: final notification of CPP proposals
Post submission: stakeholder/media ongoing engagement

6. Post submission: Commerce Commission customer consultation (4 months)
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A consumer led process

ADVERTISING
» Consultation plan informed by previous annual engagements 110,200

newspaper inserts distributed with daily
regional newspapers

+ CPP stakeholder engagement was extensive and genuine 159,400

rural publication advertising circulation

« Customer feedback on price / quality largely at an holistic level (1240000

online advertising impressions with

* Our final plan has been moderated to reflect feedback N
» Affordability has been a focus for us (p0O 8.7% to 5.7%)

« We will maintain and ongoing dialogue with our customers

’HVQSfl.Mg {'O nsure SG)CQ{'B, . 4 c 7 @ ‘ & - melmx
i o g % are shaping 23
security and resilience ' of sur wabuork for

| Fossiom guard

broadcast was
N S S
~1960= : or -
2 3 & roun ¢ pol 1 awade up of Our nefwork
0 o 5 ime! wany different parts =all with takes a battering
- ifferent (ifespans .~ T1T Y From the elements

H t
POWERc¢® Sk ey s

34




CONSULTATION: A number of MEUG members engaged in core CPP

engagement & reflected what we has heard in prior consultation

We collated customer feedback from three main sources

Ongoing customer feedback PwC/Colmar Brunton research CPP core consultation
Annual Hati Insights mlﬂitﬂhve h;gﬁm engagement
Customer {int Irﬁgmmm
Gow | Mctingdate | Fesdbackthemes
MEUG 14 February, Wellington =~ MEUG and members provided

feedback on the following themes:

MEUG member — Fonterra 1 March, Hamilton . e

* Price sensitivity
MEUG member — Oceana 1 March, Hamilton * Avoiding price shocks
Gold * Value placed on network

reliability
Effective outage communication
*  Our high level priorities

MEUG member — Oji Fibre 2 March, Tauranga

Federated Farmers 28 March, Wellington Federated Farmers provided

feedback on the following themes:

* Effective outage communication

» Alternative investment/output
options

* Expectation that the CPP
proposal will be appropriately
assessed by the Commerce
Commission

Consumer NZ 3 March, Wellington Oli to add

POWERC¢®o




Preliminary Customer Survey Reports

Understanding Willingness to Pay:

Qualitative research with consumers and SMEs
A Colmar Brunton Report
27 May 2015

Powerco - Willingness to Consumer survey
pay VoLL and crosstab

Initial survey results results

November 2015 Draft survey results

for Powerco

Colmar Brunton

« Summary of findings
from qualitative
interviews and group
sessions

. May 2015

pwc
PWC PWC
* Initial results from the  Further analysis from
quantitative the quantitative survey
Willingness to Pay focused on VolLL

Survey
« January 2016

November 2015
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Our approach to core engagement used communication
channels that reflect customer segment preferences

Our Plan
Story

Dear Dennis
RE: Powerco’s $1.4 billion regional investment plan for our electricity networks

The reason for my letter is to give you a ‘heads up' on the release of our $1.4 billion regional
investment proposal (commencing 1 April 2018) and to invite Contact Energy to provide feedback
on the same. One of our Commercial Team will be in touch with @ member of your team to discuss
setting up a meeting 1o run through what this means for your business and inviting them to attend
one of a senes of forums that we are holding. A number of senior Powerco staff would atiend the
meeting to ensure that we have the right people to answer your questions

By way of an elevator pitch, there are three main objectives / drivers underlying our proposat

«  Keeping our electricity networks safe and resilient
Ensuring our electricity networks are secure and able to manage and enable economic

growth
Future proofing our electricity networks to enable customers fo take up the benefits from a
range of emerging smart grid technologies

Our $1.4 billion regional investment proposal represents our view of the prudent and efficent level
of investment to maintain the level of safety. security and resifience of our networks over the longer
term and develop our networks to enable inegration with a range of emerging smart technalogies.
In addition, our proposal is our commitment to regional New Zealand and will underpin future
economic growth in regional New Zealand for many years to come.

While this letter is not intended to delve into detail, there is one area where | would like to, that
being safety. As a fellow CEO you will appreciate safety comes first. Just lie your organisation,
Powerco is committed to keeping the public and our contractors safe. For us, particularly as a lot of
our assets, like overhead power fines, are in the public domain, safety is integrally linked with the
heaith / condition of our assets. Failure of a pole or cross-arm resuiting in a power line lying on the
ground exposes the public to the risk of electrocution. Our plan has been specifically formulated to
effectively manage the safety of the public and everyone that works on and around our networks in
the longer term

In terms of next steps, we are seeking yours and other customers and stakeholders feedback on
our plans before finalising our proposal and submitting it to the Commerce Commission later this
year. It is the Commerce Commission who will ultimately determine how much we are
compensated for and then what you will pay for our service in the future. As part of the
Commission’s process of considering our proposal there will be another round of consultation.
The attachment to this letter provides detail an how to find out more information and have your say
on our proposal.
Ifyou have any questions or would like to discuss the matter further please do not hesitate to

tact either myself, Andrew McLeod (GM Electricity) Andrew Mcl sod@powerco co g or 021
612 268 or Richard Fletcher (GM Regulatory and Corporate Affairs)

o) or 021 730 348.

Yours sincerely,

Nigel Barbour
Chuef Executive, Powerco

06 759 6288

Stakeholder

|dentification Channels

Overview document
Subamary of our
tvestiment proposal

Website and video
Provides access to all key documents

and a livk for providing feedback

CEO letter Advertising insert

Have your say document
Detail of our tuvestment
proposal 1ncluding alternatives
and comsidered onr'oms

Activities
O30
[ [
One-on-one conversations

00O

Group forums

Materials

How to find out more information and provide feedback

There are many ways you can find out more information and
have your say:

Visit the website www.yourenergyfuture.co.nz . This
has a wide range of information on the proposal, a
video, survey and details on other ways to provide
feedback

Read the overview document “Summary of Our
Investment Proposal”, and the more detailed “Have
your say” document.

Attend one of our engagement forums.

Overview of the process to approve our plan

There are a number of steps to take before we can carry out
our investment plan:

Step one (Current Stage)
This consultation on our proposal runs until 3 March
2017. We want to hear what you think about our plans.

Step two
After considering your feedback, we will finalise our
investment proposal

Step three

In mid-April 2017 we will notify you of our final proposal,

and how we have taken your views into account.

Step four

Schedule

Consultation materials
Overview Have your say
document document

Sctmarsy of o Datai of aur wwvastaent

ivashmand pregassl

14

Website
P e~ CEO lettor

Provides accass o o kay
docuants and o ok for

Providung faadhack Advertising
- insert
£ AT
Consultation activities

In mid-June 2017 we plan to submit our proposal to the Commerce Commission.

Step five

The Commerce Commission has 40 days to decide if our proposal is compliant with the rules
and if it will consider the application. If the Commission proceeds with its review, it is also
likely to consult with Powerco’s customers and stakeholders.

Step six

The Commission must make a final decision on Powerco's proposal by 1 April 2018
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Key consultation material development: Main Overview Document

The core document for “mass” market customers
provided context and detail about Powerco and
our investment needs case.

Where does
Who is my dollar go?

Powerco?
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2018-2023
Investment Proposal
Ovarview
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of lines
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View pdf

Asset summary
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Key consultation material development: CPP Investment

Proposal — Have your say

luvesting to ensure safety,
security and resilience

2018-2023 Investment Proposal

b s The ‘Have you say’ document was developed for informe
stakeholders and describes our investment proposal in
more detail while outlining the alternatives considered an
requested feedback on options.

POWERc®o

View pdf
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The Commissions Issues Paper has been written to guide

stakeholders in submitting their views on our CPP proposal

The Issues Paper (page 17) outlines focus areas of the Commissions aligned to the verifier report

How we decided on the issues that we would request feedback on

B4 In developing this issues paper we have focused on the areas of concern identified by
the verifier, and particularly on the issues that we think stakeholders can provide

Figure 1.3 Proportion of unverified expenditure of total expenditure
helpful feedback to us. & p pe pe

65 The issues discussed below are not an exhaustive list of what we are considering,
and we are following up with Powerco on a number of matters. We are interested in
your views on any aspect of Powerco's CPP proposal or the verification report.

66 We have grouped potential issues into the following chapters:

Chapter 1: Quality — issues relating to Powerco's proposed guality measures
and standards

Chapter 2: Long term pricing impact of Powerco's CPP propaosal

Chapter 3: Potential price volatility from WACC change during the CPP period

Chapter 4: Asset health and criticality and its impact on capex forecasts

B Verified expenditure B Unverified Capex B Unverified Opex

Chapter 5: Network evolution capex

Chapter 6: Opex forecasts

Chapter 7: Deliverability risk of Powerco's CPP proposal
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@ rowerco

Thank you for your time




