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1

1.2

1.3

1.4

1.5

BACKGROUND

Unison Networks Limited (Unison) is the fifth largest electricity distribution business in
New Zealand and delivers electricity to business and homes across three of the North
Il sl andés most popul ar r egiiokhaaw ksaBayy Rotosuia anbdelaupd.nat i ons

Unison does not buy and sell electricity. The company receives electricity from the
National Grid which is owned by Transpower and distributes the electricity via its
distribution network to end-consumers on behalf of the energy retailers.

The company is 100% owned by the Hawkeds Bay Power
the shares on behalf of the consumers connected to
The Rotorua and Taupo networks were acquired from United Networks Limited and

Vector Limited on 1 November 2002 as part of the contemporaneous sale of a number

of networks owned by United Networks Limited.

Unison is committed to reviewing pricing to meet company, industry, legislative and
regulatory requirements. Pursuant to requirement 14(4) of the Electricity Distribution
(Information Disclosure) Requirements 2008, requirements 22 and 23 of the Electricity
Information Disclosure Requirements issued 31 March 2004 (Original Requirements)
continue to apply.

Requirement 22 of the Original Requirements requires electricity distribution companies
to publicly disclose the methodology used as at the beginning of each financial year to
determine the line charges payable or to be payable by consumers connected to the
distribution network.

This Pricing Methodology Disclosure has been prepared in accordance with the Original
Requirements.

2 DEFINITIONS

GXP Grid Exit Point

ICP Point of Connection on the Di
which the Distributor nominates as the point at which
an end consumer is deemed to be supplied electricity,
and has the attributes set out in the Electricity
Governance Rules

obv Optimised Deprival Valuation

PAWG Pricing Approaches Working Group

The Handbook Handbook for Optimised Deprival Valuation of System
Fixed Assets of Electricity Line Businesses 30 August
2004

WACC Weighted Average Cost of Capital

3 REFERENCES

A Commerce Act 1986
A Electricity Distribution (Information Disclosure) Requirements 2008

A Government Policy Statement for Electricity Governance
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A Commerce Act (Electricity Distribution Thresholds) Notice 2004

4 PRICING PROCESS

4.1

4.2

4.3

4.4

4.5

Electricity prices consist of a number of components:
A Energy costs, relating to the cost of generating electricity;

A Transmission costs (generally Transpower charges), covering the cost (or avoided
cost) of delivering electricity over the National Grid to bulk supply points known
as Grid Exit Points (GXPs);

ADi stribution cost s, covering t he cost of
Distribution network; and

A Retailer costs, which relate to retailers costs of maintaining relationships with
consumers, billing etc.

This report is focused on the structure of Distribution costs and the pass-through of
Transmission Costs.

In the Government Policy Statement on Electricity Governance dated May 2009 it
states:

i Par ag A@pSection 8 0 The Commission should develop
in consultation with interested parties principles or model
approaches to distribution pricing and monitor their uptake.
The Commission should recommend regulations if required to
ensure compliance.As part of this work the Commission
should investigate barriers to demand side participation.o

In anticipation of this requirement and in recognition that the myriad of pricing
methodologies faced by national retailers in the industry, the Electricity Networks
Association has overseen work on the development of a model distribution pricing
methodology.

This work culminated in the Model Approaches to Distribution Pricing produced by the
Pricing Approaches Working Group (PAWG). This group comprised representatives of
distributors, retailers and consumers.

In early 2009 the Electricity Commission commenced a project to develop pricing
principles or model approaches for distributors in accordance with the Electricity Act
1992 and to meet the Commi ssionbés objectives
Statement. As a starting point, the approach used was the model pricing methodology

developed by the PAWG.

Following consultation with the industry, on the 1 March 2010, the Electricity
Commission released the final pricing principles and information disclosure guidelines.
The Electricity Commission decided on the following voluntary approach to a
distribution pricing methodology:

(a) a principles-based approach to a distribution pricing methodology should be
adopted;

(b) the Commission will publish guidelines to assist:
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(i) distributors to disclose information on their distribution pricing methodology;
and

(iindependent expert review of t hwath the pticingbut or s
principles; and

(c) the Commission will initiate periodic reviews by independent experts to assess the

di stributorsé compliance with the pricing princiopl
requirements in the Commerce Act initially, and the information disclosure guidelines
for the following and subsequent years.

5 PRICING STEPS
5.1 The steps in the pricing process can be broadly defined as:

A Pricing Principles, as set out by the Electricity Networks Association Pricing
Approaches Working Group;

A Pricing Methodology, basis of prices to be based on, and what consumption to
use for billing

A Revenue requirement, calculated for the entire company;

A Identify consumer classes, consumers with similar needs and requirements
are grouped together;

A Allocate costs to Regions, Regions identified, costs grouped, then allocated to
region by appropriate cost driver;

A Allocate costs to Consumer classes, costs grouped, then costs allocated to
consumer groups by identified cost driver;

A Tariff methodology, a procedure based on the pricing objectives, created for
each consumer group to best meet revenue requirement for that group whilst
promoting efficient consumer behaviour and network utilisation; and

A Tariffs, the level and structure of tariffs are calculated for each consumer group.

6 PRICING PRINCIPLES

6.1 Based on the Model Approaches to Distribution Pricing work undertaken by PAWG,
Unison has adopted Pricing Principles as summarised below.

Where necessary, entries in italics r eptoewedet Uni s
clarity of interpretation of each principle:

A Prices should encourage efficient investment and technology innovation in the
provision of distribution services; i.e.
i not encourage over-investment in distribution network assets
i encourage least long-term cost solutions to network investment

A Prices should not create inefficient barriers to entry in the market for distribution
services;

A Prices should not unjustifiably discriminate between Retailers/consumers of the
Distributor; i.e.
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7
7.1

7.2

7.3

i need to consider the impact of the pricing methodology on different retailers
(e.g. incumbent versus others) and different consumer groups

i any differential treatment or outcomes under the pricing methodology must
be justifiable
A Prices should encourage the efficient use of distribution services; i.e.
| not encourage inefficient bypass of distribution network assets
| encourage management (flattening) of load peaks within sub networks
A Prices should, so far as it is efficient to do so, relate to the level of service

delivered and reflect the cost structures and risks of delivering the services, and
be easily understood; i.e.

i reflect relative services required or received

T be cost reflective and should recover all the efficient costs incurred and
reflect risk of providing service to different consumer groups

i avoid undue complexity in meeting these requirements
A Changes to pricing methodology (and the rationale for them) should follow
consultation with interested parties, and be widely publicised, transparent,
predictable and readily verifiable;
A Prices should satisfy legal and regulatory requirements, i.e. including
i low fixed user tariff requirements
T rural price increase requirements
T Commerce Act

PRICING METHODOLOGY

The methodology Unison uses to calculate the prices to be charged is based on long-
run average cost pricing. Long-run average cost pricing requires the total efficient costs
of the business to be allocated to each consumer or group of consumers. Total costs
include such fixed costs as capital costs and joint and common costs.

Another pricing methodology decision to be made is whether to bill based on the
wholesale or retail delivery model. The Wholesale and Retail Delivery Models differ in
the way in which the quantities for charges are measured. The Retail Delivery Model
uses the metered or estimated quantities at ICPs to charge Retailers or Consumers; the
Wholesale Delivery Model uses the reconciled GXP metered quantities to charge
Retailers.

Unison has resolved to use quantities based on the retail delivery model as better
efficiency signals can be delivered to the end consumer using the retail delivery model.

8 REVENUE REQUIREMENT

8.1 Ordinarily a companybs total revenue requirement
A Provide an adequate return on funds employed.
A Recover capital invested
A Cover the cost of operating the business
DS1001v3 0-Pricing Methodology Disclosure 2010 Classification: Unrestricted
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A Provide for sufficient free cash flows for the long term sustainability and growth of
the business

A Ensure cost efficient business practices while delivering an acceptable level of
quality required by consumers

This is equivalent to a building block approach to determine the revenue requirement
for a company.

8.2 The first component of this is the appropriate return to the investor (i.e. what an
investor would expect as a return on their investment for a given level of risk). The
company also has to make a reasonable assessment of its operating costs and the
capital expenditure requirements that will maintain the long term service potential of
the assets.

8.3 The building block approach of revenue requirement can be summarised as follows:

R; = (WACG; x RAB)) + Tax; + ITS; + OC; + T; + D
Where

i = Year of calculation

R = Revenue Requirement

WACC = Weighted Average Cost of Capital

RAB = Regulatory Asset Base

Tax = Cash Tax

ITS = Interest Tax Shield

ocC = Operating costs (direct and indirect including overheads)
T = Transmission costs

D = Depreciation

8.4 Applying the building block approach to setting the revenue requirement, i.e. the
amount to be recovered through the application of the pricing methodology ensures
t hat al | of Uni sonés efficient cost s ar e recover
requirement delivers on the principle that:

Prices should, so far as it is efficient to do so, relate to the
level of service delivered and reflect the cost structures and
risks of delivering the services, and be easily understood

8.5 Unison completed a revaluation as at 31 March 2004 based on the Handbook for
Optimised Deprival Valuation of System Fixed Assets of Electricity Line Businesses 30
August 2 0 0 4a n(dfbt ohoek oH , i ssued by the Commerce Commi
adjusted to the <current year values in accordance
approach for asset value roll forward.

8.6 WACC is the hurdle rate a rational investor would use to arrive at a minimum return on
their investment. There are many components that are incorporated into calculating
the WACC specific to each individual company that reflect the risk and return measure.

8.7 The WACC must be adequate to ensure sufficient investment is put into key
infrastructure assets (such as distribution) to maintain the service capability of these
assets over time. WACC multiplied by the ODV determines the Return on Investment.

8.8  The interest tax shield is an adjustment to the overall tax charge to reflect the benefit
(reduction in tax charge) as a result of using borrowed funds. Because the Return on
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8.9

8.10

8.11

8.12

8.13

Investment reflects returns to both lenders and equity providers and because the
Return on Investment is expressed in after tax terms, the interest tax shield plus the
cash tax paid or payable by the entity, gross up the Return on Investment to a return
before tax.

Total operating costs include the following components: preventative maintenance,
reactive maintenance, network management services, control room operation, indirect
costs of corporate, finance and regulatory costs.

Unison contracts for the use of the National Grid with the National Grid owner
Transpower on behalf of consumers. This allows consumers to get the benefit of supply
and security from the national market and remote generators. Sharing a Grid
connection with other consumers also reduces

benefits of diversity. The cost of transmission and associated administration costs are
fully recoveredi n Uni son6s revenue requirement.

I n order to maintain the 1 ong l'ife service
distribution assets have reached the end of their useful life they must be replaced. For
this reason Unison must fully recover the cost of depreciation over the life of the
assets. Unison uses a straight line depreciation methodology to -calculate the
depreciation component each year based on the Handbook.

Electricity distribution companies are controlled +by the requirements set out by the
Commerce Commission in the Commerce Act 1986. Transitional arrangements apply
for the period 1 April 2009 to 31 March 2010. For this period, the thresholds set under
Part 4A are deemed to be the initial default price-quality paths. The Commerce Act
(Electricity Distribution Thresholds) Amendment Notice 2009 expressly extends the
compliance obligations under the Commerce Act (Electricity Distribution Thresholds)
Notice 2004 (Thresholds Notice). The Thresholds Notice was amended also in 2006 by
the Commerce Act (Electricity Distribution Thresholds) Amendment Notice 2006. This
means for the period ending 31 March 2010, Unison is assessed against two
thresholds:

i a price path threshold, representing the expected annual change in electricity
distribution business average prices (through applying a CPI-X formula); and

i a quality threshold, comprising a reliability criterion and a consumer
communication criterion.

The price path threshold criteria limits Unison on the annual change in line charges by
setting a threshold that can only change by a maximum of CPI-X per annum.

For this reason, although pricing is designed to reflect cost of supply, an adjustment to
the final pricing must be made to ensure that Unison will comply with the regulations.

9 CONSUMER GROUPING

9.1 Consumers are categorised into groups with similar needs, service requirements and
physical similarities so that the cost allocation to each group is appropriate. As the
biggest cost driver for the revenue requirement is the assets used to supply each
consumer group, it follows that this is the key driver for categorising consumers.
Consumers in all regions are categorised based on their physical connection
requirements and use of assets.
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9.2

9.3

9.4

9.5

9.6

9.7

9.8

The remaining largest driver for disaggregation of consumers is based on the voltage
level/use of assets.

The largest grouping is for consumers with a connected capacity less than 1 phase 60
amps or 3 phase 20 amps (15kVA) which captures the majority of load connected to
the low voltage network. We refer to these as Mass Market consumers. This group has
now been further defined by introducing price category groups to differentiate between
primary residences, end consumers who are not permanently domiciled at that
particular address to which the ICP relates and non residential ICPs These consumers
have varying demands on the network and this change is to ensure consumers pay for
the assets they utilise.

The next consumer group (small commercial consumers) is for consumers greater than
1 or 2 phase 60 amps or 3 phase 20 amps connected to the low voltage network.
These consumers are grouped into four bands; 15 to 69kVA, greater than 69kVA to
139kVA, greater than 139kVA to 300kVA, and 300kVA and larger. Unison classes
consumers that are connected to the high voltage network via a dedicated transformer
(200kVA or larger) as large commercial connections. These consumers do not utilise
the low voltage network and therefore are not allocated costs relating to the low
voltage network.

Industrial consumers are a special case of large commercial consumer. These
consumers are generally greater than 1.5MVA, have a dedicated supply system, or are
close in proximity to GXPOos. These consumer s
price and service levels can be created for each consumer.

The consumer grouping is used for an allocation of revenue requirement in order to
minimise cross-subsidy, ensure consumers only pay for assets they utilise whilst
maintaining administrative efficiency. The consumer grouping used by Unison is
consistent with industry and legislative requirements.

Unison determines which group consumers are in by the capacity at which they are
connected to the network or their use of the assets. For example in the case of low
voltage connections this is done by fuse size and phasing, whereas for larger
consumers this is done by their connection to either dedicated transformers or
substations.

For further information regarding how Unison determines which consumer group an
end-consu mer i s i n, refer t olicyWwhick aandbe folnd iincthen gricirg
i nformation section onvyvw.Unisors.amd For statistics rekating to the
consumer groups that were used in the pricing methodology refer to section 10.3.

10 ALLOCATION OF REVENUE REQUIREMENT TO REGIONS AND CONSUMER GROUPS

Unison has developed a Cost of Supply Model that underpins its setting of tariffs, by
allocating costs between regions, asset groups and consumer groups. The Cost of
Supply Model is based on cost reflective pricing principles. These costs are then
converted into a tariff structure to recover
relationship with the electricity retailers. The allocation of costs to regions and
consumer groups requires the identification of relevant cost drivers and the
identification of appropriate bases of cost allocation. This is then implemented through
the Cost of Supply Model.
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10.1

Regional Allocation for 2010/2011

The allocation process identifies those costs that are regional (i.e. costs can be
allocated to regions on a rational basis) and those costs that are not region specific.

Under the pricing methodology regional costs are split into:
A Load specific
A Asset specific

Some costs are specifically incurred on a regional basis. Other regional specific costs
are allocated to regions on the basis of a cost driver such as relative system length,
relative MW, relative GWh, or relative ODV. Costs that are not region specific are
indirect or overhead type costs. In general, these costs are allocated to consumer
groups (and therefore also to regions) based on relative number of ICPs.

Costs are allocated using the following regional bases:

‘ Rotorua/Taupo Hawkeds B¢ Total

ICPs number! 45,832 61,652 107,484
ICPs % 42.64% 57.36% 100%
Asset Value $million? 160 237 398
Asset Value (%) 40.33% 59.67% 100%
Line Length km 3972 5539 9,511
Line Length % 41.76% 58.24% 100%
Coincident Peak Demand MW 117 184 301
Coincident Peak Demand % 38.89% 61.11% 100%
Consumption GWh 649 914 1,563
Consumption % 41.52% 58.48% 100%

Table 1: Cost Allocation Bases

The costs reflected in the cost of supply model are characterised in a number of
different ways to meet disclosure requirements and to facilitate sensible cost
allocations. For summary disclosure purposes costs are classified as:

A Charges

A Maintenance and operating costs
A Depreciation charges

A Tax and interest tax shield costs
A Net returns after tax

Where sensible, costs within these broad classifications are allocated on a similar basis,
however in some instances it is more sensible to allocate some of the costs within
these classifications (particularly maintenance and operating) using different cost
drivers. The following sections explain these cost allocations.

1. ICP Numbers are energised and ready for energising only
2. 2006 ODRC valuation
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The costs in Tables 2 and 3 are allocated directly to regions, i.e. these costs are
incurred in respect of a single region or the incidence of the costs incurred by each
region is directly identifiable (e.g. from the invoice). Because these costs are incurred
specifically on a regional basis, this is the most appropriate method of allocating cost to
regions in the Cost of Supply Model.

Transmission costs are classified as load specific and are allocated to the regions as
direct costs (e.g. transmission costs are billed for grid connection points that are
located in and serve specific regions).

Rotorua/Taupo Hawkeds Total

Cost Item $(000) $(000) | $(000)

Transmission 11,452 14,887 26,339

Table 2: Allocation of Transmission Costs

Some maintenance and operations costs are classified as asset specific costs. Some of
these costs are allocated to regions directly because the costs are incurred and
recorded in respect of a specific region and it is necessary to recognise this to avoid
these costs being allocated to the other region.

Hawkeo:

Cost Item Rotorua/Taupo Bay Total
$(000) $(000) ()

Local body rates 59 24 83

Uni sonds procurement (144) (201) (345)

Faults costs

Contracting service group costs 55 76 131

Design, drawing and project delivery

costs 15 21 36

Total Maintenance and operations

costs allocated directly (15) (79) (95)

Table 3: Allocation of direct maintenance and operations costs

The maintenance and operations costs in Table 4 are allocated to regions based on line
length. Both line length and asset value, are indicators of the number of assets in each
region, and therefore are associated with the amount of maintenance and network
control activity relating to each region. Depreciated asset value is considered
unsatisfactory as a cost driver as it reflects an inverse relationship with the likely
extent of maintenance resulting from asset age and has no special relationship with
storm driven maintenance work or the effort required in controlling the network.

Asset replacement value is a better indicator of the relativity of physical assets in each
region, however, like depreciated value, it does not have a particularly strong
relationship with storm driven maintenance or the effort required in controlling the
network. Line length is the preferred driver for these costs as it has a relationship to
both the value of assets in each region and also the configuration and therefore
exposure to storm related maintenance. or example, the Rotorua and Taupo networks
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have relatively | ower asset values than the Hawkeos
radial, unmeshed nature and the exposure to vegetation and storm damage, these two

networks are relatively more vulnerable and are exposed to higher maintenance costs

than suggested by asset valuation.

Rotorua/Taupo Hawk e ds Total

Cost Item

_$(000) _$(000) __ $(000) |

Planned and reactive maintenance 4.609 6,427 11,036
costs

Network operation costs 1694 2363 4,057
Total maintenance and

operations costs allocated 6,303 8,790 15,093
based on line length

Table 4: Allocation of maintenance and operations costs driven by line length

The costs in Table 5 relate to the cost of servicing consumers with specific needs
(generally industrial and large commercial consumers). The incidence of such costs in
each region is best represented by the relative share of coincident maximum demand
in each region.

Rotorua/Taupo Hawkeods Total

Cost Item $(000) $(000) $(000)
Customer servicing costs 317 498 814
Total Maintenance and

operations costs allocated
based on coincident maximum
demand

317 498 814

Table 5: Allocation of maintenance and operations costs driven by maximum demand

The costs in the table below relate to Electricity Commission levies. These costs are
mostly levied on the basis of consumption.

Rotorua/Taupo Hawkeds | Total
Lz e $(000) $(000) $(000)
EC levies 90 127 217
Total Maintenance and 90 127 217

operations costs allocated
based on GWh

Table 6: Allocation of Electricity Commission Levies

The remaining maintenance and operations costs (Table 7) are not specific to any
region and are classified as non-regional, overhead type costs. These costs are unlikely
to be influenced by differences in the amount of line length or value of assets in each
region.

These costs are allocated based on ICPs so individual network users contribute a
similar amount to these overhead costs regardless of which region they are in.

Overhead costs include:

A Asset management and planning costs
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A Non-capitalised new connection costs
A Legal and human resources costs
A Finance and accounting costs

A Administration and head office costs

Rotorua/Taupo Hawkeds Total
e $(000) $(000) $(000)

Overhead costs 7,136 9,599 16,735
Total Maintenance and

operations costs allocated 7,136 9,599 16,735
based on ICPs

Table 7: Allocation of non-regional maintenance and operations costs

Components of operating and maintenance costs are allocated to regions using a
number of different drivers. These allocations are summarised in Table 8.

Rotorua/Taupo Hawkeds Total

Cost Item

$(000) $(000) ()
Maintenance and operations costs

allocated directly (15) (79) (95)
Maintenance and operations costs
allocated based on line length 6,303 8,790 15,093

Maintenance and operations costs
allocated based on coincident

. 317 498 814
maximum demand
Maintenance and operations costs
allocated based on ICPs 7,136 9,599 16,735
Maintenance and operations costs 90
allocated based on GWh 127 217
Total maintenance and
operations costs 13,831 18,934 32,765

Table 8: Summary allocation of maintenance and operations costs
(Summary of Tables 3, 4, 5, 6, 7)

The remaining costs in the Cost of Supply Model represent the return of capital (i.e.
depreciation) and the return on capital (i.e. interest costs and returns to shareholders).
Because tax is a deduction from the return available to shareholders it is allocated on
the same basis as the return to shareholders. An additional item, interest tax shield, is
also included with the actual tax paid by the business because the rate of return is
generally measured after tax but independent of leverage i accordingly, an adjustment
needs to be made to remove the effect interest deductibility has on the tax actually
payable by the business. These costs are classified as asset specific costs.

Table 9 shows these costs, allocated on the basis of ODV (optimised depreciated asset
value). In respect of depreciation, there is a fairly obvious relationship between the
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=

relative depreciated asset value in each region and the share of the depreciation
expense that should be allocated to that region. In addition, because the tax and rate
of return items are assessed relative to the amount of capital invested in each region,
this is most appropriately represented by the ODV of the assets in each region.

Cost Ttem Rotorua/Taupo Hawkeds Total
$(000) $(000) $(000)
Depreciation charge 7,288 10,838 18,126
Cash tax and interest tax shield 7,828 11,641 19,469
Net return after tax 2,926 4,351 7,276
Total 18,042 26,829 44,871

10.2

Table 9: Allocation of depreciation charges, cash tax and interest tax shield, and net return after
tax

Breakdown of Expenses and Return on Assets by Region

Table 10 shows the breakdown of expenses and return on assets by region, as
determined in the Cost of Supply Model.

Cash Tax

. Net
Maintenance &

Transmission and Netw_or_k Interest after

e Operating Depreciation Tax Tax
Shield = Return

$(000) $(000) $(000) $(000) $(000) $(000)
Rotorua/Taupo 11,452 13,831 7,288 7,828 2,926 43,325
Hawkeos 14,887 18,934 10,838 11,641 4,351 60,651
Total Unison 26,339 32,765 18,126 19,469 7,276 103,975

Table 10: Allocation of Expenses and Return on Assets to Regions
(Summary of Tables 2, 8, 9)

The Cost of Supply Model produces a consistent real rate of return on the regulatory
asset base from each region.

10.3 Consumer Group Allocations for 2010/11

Having allocated costs where appropriate to regions, these costs are then allocated to
consumer groups.

Unison allocates its costs to the following consumer groups:
A Unmetered
A Mass Market (Residential, Non Permanent Residential and Non Residential
A Small Commercial
A Large Commercial

A Industrial
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10.4

10.5

In summary, the costs allocated on a regional basis are allocated to the five consumer
groups using the cost drivers shown in Table 11.

Cost ‘ Allocation Driver to Consumer Group ‘

Non-region Specific ICP

Consumer groupds share of reg

Load Specific maximum demand (kW) or kWh

First to Asset groups, based on asset values, then to
Asset Specific Consumer groups by share of aggregate coincident
maximum demand

Table 11: Allocation drivers for cost categories

These allocations are described in more detail below.

Non Region Specific Costs

As described above, non-region specific (indirect or overhead) costs are allocated to
consumer groups based on the relative number of ICPs in each group. Table 12 shows
the ICP statistics relating to each consumer group.

ICP numbers Rotorua/Taupo Hawkes Bay
#
Unmetered 74 0.2% 301 0.5%
Mass Market 40,896 90.7% 57,459 95.5%
Small Commercial 4,011 8.9% 2,164 3.6%
Large Commercial 117 0.3% 200 0.3%
Industrial 3 0.0% 13 0.0%
Total ICP humbers 45,101 100% 60,137 100%

Table 12: ICP statistics for allocating non-region specific costs

The table below shows these non-region specific costs allocated into consumer groups.

Rotorua/Taupo \ Hawkeds E Total

Non-Regional Specific Costs

$(000) $(000) $(000)
Unmetered 12 48 60
Mass Market 6,471 9,172 15,642
Small Commercial 635 345 980
Large Commercial 19 32 50
Industrial 0 2 3
Total 7,136 9,599 16,735

Table 13: Non-region specific costs allocated to consumer groups

Load Specific Costs

Load specific costs (i.e. transmission charges, commercial, customer relations and
Electricity Commission levies) are allocated to consumer groups based on load related
drivers. Transmission charges, commercial and customer relations costs are allocated
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t o consumer groups based on t he consumer groups?®o
coincident maximum demand. The coincident maximum demand drives the amount of

capacity Unison requires at Transpower grid exit points (the connection service) in each

of its regions and also drives the level of Transpower charges for the transmission
interconnection service. Electricity Commission levies are allocated based on
consumption because that is the major determinant of the charge by the Electricity
Commission to Unison. Table 14 shows the coincident maximum demand statistics

relating to each consumer group, and Tables 15 and 16 show the transmission,
commercial and consumer relations costs allocated to each consumer group.

Rotorua/Taupo M
Coincident Demand e Aar DON AW e e ay
kv % kW %

Unmetered 1,405 1.2% 2,398 1.3%
Mass Market 59,137 50.5% 136,100 73.8%
Small Commercial 35,247 30.1% 3,727 2.0%
Large Commercial 16,159 13.8% 23,987 13.0%
Industrial 5,152 4.4% 18,308 9.9%
Total Assets 117,100 100% 184,520 100%

Table 14: Coincident Maximum Demand statistics for allocating load specific costs

Transmission Costs Rotorua/Taupo Hawkeos Total
$(000) $(000) $(000)
Unmetered 137 193 331
Mass Market 5,783 10,981 16,764
Small Commercial 3,447 301 3,748
Large Commercial 1,580 1,935 3,516
Industrial 504 1,477 1,981
Total 11,452 14,887 26,339
Table 15: Transmission costs allocated to consumer group by share of Coincident Maximum

Demand

ST S E) CoEE Rotorua/Taupo Hawkeds 1 Total
$(000) $(000) | $(000)
Unmetered 4 6 10
Mass Market 160 367 527
Small Commercial 95 10 105
Large Commercial 44 65 108
Industrial 14 49 63
Total 317 498 814
Table 16: Consumer Servicing costs allocated to consumer group by share of Coincident Maximum
Demand

As noted above, Electricity Commission levies are charged to Unison primarily based on
the companyés MWh distributed. Therefore it is app
consumer groups based on their share of total consumption. Table 17 shows the
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consumption statistics relating to each consumer group, and Table 18 shows the costs
allocated to each consumer group.

Rotorua/Taupo
kWh t
by customer group KWh %

Unmetered 5,221,620 1.1% 9,214,502 1.4%
Mass Market 296,755,555 61.5% 440,067,533 | 65.7%
Small Commercial 132,192,654 27.4% 95,402,323 | 14.2%
Large Commercial 17,851 0.0% 1,527,220 0.2%
Industrial 48,603,774 10.1% 123,318,899 | 18.4%
Total consumption 482,791,453 100% 669,530,477 | 100%

Table 17: Consumption statistics for allocating consumption specific costs

EC levies Rotorua/Taupo Hawkeods Total
$(000) $(000) $(000)
Unmetered 1 2 3
Mass Market 55 83 139
Small Commercial 25 18 43
Large Commercial 0 0 0
Industrial 9 23 32
Total 90 127 217

Table 18: EC Levies allocated to consumer group by share of MWh

10.6 Asset Specific Costs
Asset specific costs relate to assets employed. These costs include maintenance and
operations costs (not allocated elsewhere), depreciation, tax and net return costs. The
asset specific costs are split up into five groups based on the broad asset classes of:

1 Consumer Specific (industrial consumers)
1 Dedicated Assets specific to the Large Commercial group

1 High voltage assets after removing assets relating specifically to industrial
consumers (33kV and 11kV network assets)

1 Low voltage (400 volt network assets)

1 Street lighting assets

It is necessary to allocate costs to asset groups first, and then allocated these costs to
consumer groups by their coincident demand on these assets. This split is to ensure
consumer groups are allocated only costs for the assets they use. For example, costs
associated with the low voltage (400 volt) network are charged to the unmetered,
mass market and small commercial consumer groups because the large commercial
and industrial groups generally do not utilise the low voltage network. The costs of the
high voltage network (11kV and 33kV) are allocated between all consumer groups
because all consumers rely on the service provided by these assets to connect and
distribute electricity drawn from the national grid and the various grid exit points in the

network.
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Asset specific costs are split into the five asset categories.

Depreciation, tax and net

return costs are based on relative asset Optimised Depreciated Replacement Cost
(ODRC). Maintenance and operations costs (not allocated elsewhere) are based on
relative ODRC asset values. The asset values of the five asset categories are
summarised in table 19.3

Asset Class Rotorua/Taupo Hawkes Bay
$(000) % $(000) %

ggz:amgspedﬁc (Industrial 1,013 | 0.6% 7,218 | 3.0%
Dedicated Equipment 2,893 1.8% 3,654 | 1.5%
High Voltage 85,059 | 53.1% 129,432 | 54.6%
Low Voltage 70,688 44.1% 95,793 |1 40.4%
Street Lighting 475 0.3% 775 | 0.3%
Total Assets 160,128 [ 100% 236,872 | 100%

Table 19A: Split of ODRC between asset categories

Asset Class Rotorua/Taupo Hawkes Bay ‘
$(000) % $(000) %
Egﬂiﬂmzspedﬁc (Industrial 4,436 | 3.8% 11,483 | 5.5%
Dedicated Equipment 2,123 1.8% 3,226 | 1.5%
High Voltage 59,994 51.1% 97,742 | 46.7%
Low Voltage 50,419 42.9% 95,832 | 45.8%
Street Lighting 544 | 0.5% 838 | 0.4%
Total Assets 117,517 | 100% 209,121 | 100%

Table 19B: Split of ODRC values between asset categories

The costs for each asset category are allocated to the consumer groups based on the

groupbdbs share of

the coi

nci dent

maxi mum demand

tables below show how the asset classes are allocated to consumer groups, based on
utilisation, and how the coincident demand of each consumer group determines the
relative share of the asset related costs allocated to each consumer group.
Consumer specific assets related to high voltage assets are identified only for the

Industrial consumer group.

3 The asset values in table 19 reflect the ODRC valuation undertaken as at 31 March 2006. This
value allocation is used as it more accurately reflects the relative weighting of this driver between
regions and consumer groups than the 2004 ODV.
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Coincident Demand on assets Rotorua/Taupo W
relating to Industrials kw % kw %
Unmetered - 0.0% - 0.0%
Mass Market - 0.0% - 0.0%
Small Commercial - 0.0% - 0.0%
Large Commercial - 0.0% - 0.0%
Industrial 5,152 100% 18,308 100%
Total Assets 5,152 100% 18,308 100%

Table 20.1: Coincident demand by consumer group relating to consumer specific assets

Other dedicated assets relate to the large commercial group only. The coincidence
demands on these dedicated assets are:

Coincident Demand on Dedicated eI T Slatie 1
assets for Large Commercials % %
Unmetered - 0.0% - 0.0%
Mass Market - 0.0% - 0.0%
Small Commercial - 0.0% - 0.0%
Large Commercial 16,159 100% 23,987 100%
Industrial - 0.0% - 0.0%
Total Assets 16,159 100% 23,987 100%

Table 20.2: Coincident demand by consumer group relating to dedicated assets

The remaining high voltage assets costs are allocated to all groups other than
industrials as they all rely on the high voltage network.

Coincident Demand on assets Rotorua/Taupo Hawkes Bay
relating to High Voltage assets kW % kW %
Unmetered 1,405 1.3% 2,398 1.4%
Mass Market 59,137 52.8% 136,100 81.9%
Small Commercial 35,247 31.5% 3,727 2.2%
Large Commercial 16,159 14.4% 23,987 14.4%
Industrial 0.0% 0.0%
Total Assets 111,948 100% 166,212 100%

Table 20.3: Coincident demand by consumer group relating specifically to the high voltage assets

Low voltage assets are utilised by the Unmetered, Mass Market and Small Commercial

consumer groups.

the 11kV network and do not utilise the low voltage network.

Large Commercial and Industrial consumers generally connect to
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Coincident Demand on assets Rotorua/Taupo Hawkes Bay
relating to Low Voltage assets kW \ % kW %
Unmetered 1,405 1.5% 2,398 1.7%
Mass Market 59,137 61.7% 136,100 95.7%
Small Commercial 35,247 36.8% 3,727 2.6%
Large Commercial - 0.0% - 0.0%
Industrial - 0.0% - 0.0%
Total Assets 95,789 100% 142,225 100%

Table 20.4: Coincident demand by consumer group relating specifically to the low voltage assets

The street lighting assets are specific to the Unmetered consumer group.

Coincident Demand on assets Rotorua/Taupo Hawkes Bay

relating to street lighting assets % \ \ %
Unmetered 1,405 100% 2,398 100%
Mass Market - 0.0% - 0.0%
Small Commercial - 0.0% - 0.0%
Large Commercial - 0.0% - 0.0%
Industrial - 0.0% - 0.0%
Total Assets 1,405 100% 2,398 100%
Table 20.5: Coincident demand by consumer group relating specifically to the street lighting
assets

10.7 Asset Specific Maintenance and Operating Costs
Table 21 below shows the allocation of asset specific maintenance and operating costs to
asset classes, based on relative ODRC values per table 19B above.

. ) Rotorua/Taupo Hawkeos \ Total
Maintenance and Operating Costs ) $(000) ‘ $(000)
Eﬂztgmgspecmc (Industrial 237 478 716
Dedicated Equipment 114 134 248
High Voltage 3,210 4,071 7,281
Low Voltage 2,698 3,992 6,689
Street Lighting 29 35 64
Total 6,288 8,711 14,999

Table 21: Maintenance and Operating costs allocated to asset class by share of ODRC

Each asset cl assdbs costs are then allocated t
coincident maximum demand, per Tables 20.1 to 20.5.
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Maintenance and Operating Costs | Rotorua/Taupo Hawkeods | Total
of Consumer Specific Assets $(000) $(000) $(000)
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 237 478 716
Total 237 478 716

Table 22.1: Maintenance and Operating for consumer specific assets allocated by share of
Coincident Maximum Demand on these assets

Maintenance and Operating Costs

T T e Rotorua/Taupo Hawkeds | Total
Commercials $(000) $(000) $(000)
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 114 134 248
Industrial 0 0 0
Total 114 134 248

Table 22.2: Maintenance and Operating for dedicated assets for large commercials allocated by
share of Coincident Maximum Demand on these assets

Maintenance and Operating Costs Rotorua/Taupo Hawkeos | Total

of High Voltage Assets $(000) $(000) Y (0]0]0))
Unmetered 40 59 99

Mass Market 1,696 3,334 5,029
Small Commercial 1,011 91 1,102
Large Commercial 463 588 1,051
Industrial 0 0 0

Total 3,210 4,071 7,281

Table 22.3: Maintenance and Operating for high voltage assets allocated by share of Coincident

Maximum Demand on these assets
Maintenance and

Operating Costs of Low Voltage
Assets

Rotorua/Taupo
$(000)

Hawkeos

$(000)

| Total
$(000)

Unmetered 40 67 107
Mass Market 1,666 3,820 5,485
Small Commercial 993 105 1,097
Large Commercial 0 0 0
Industrial 0 0 0
Total 2,698 3,992 6,689

Table 22.4: Maintenance and Operating for low voltage assets allocated by share of Coincident
Maximum Demand on these assets
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Maintenance and Operating Costs Rotorua/Taupo Hawkeos Total

of Street Lighting Assets

$(000)

$(000)

$(000)

Unmetered 29 35 64
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 0 0 0
Total 29 35 64

Table 22.5: Maintenance and Operating for street lighting assets allocated by share of Coincident

Maximum Demand on these assets

Table 23 summarises the total asset specific maintenance and operation costs for each

consumer group.

Summary Maintenance and

X Rotorua/Taupo Hawkeos Total
Operating Costs per consumer
group $(000) $(000) $(000)
Unmetered 109 161 270
Mass Market 3,361 7,153 10,515
Small Commercial 2,003 196 2,199
Large Commercial 577 722 1,299
Industrial 237 478 716
Total 6,288 8,711 14,999

Table 23: Total Asset Specific Maintenance and Operating costs allocated to consumer groups

(Summary of tables 22.1 1 22.5)

10.8 Depreciation

Table 24 below shows the allocation of depreciation charges to asset classes, based on

relative ODRC values per table 19A.

Depreciation Costs

Rotorua/Taupo

$(000)

Hawkeos
$(000)

Total
$(000)

Eﬂzzgmzispecmc (Industrial 46 330 376
Dedicated Equipment 132 167 299
High Voltage 3,871 5,922 9,793
Low Voltage 3,217 4,383 7,600
Street Lighting 22 35 57
Total 7,288 10,838 18,126

Table 24: Depreciation costs allocated to asset class by share of ODRC

Each asset

cl assdbs cost s

coincident maximum demand, per Tables 20.1 to 20.5.

are then

all o

cated t

0]
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Depreciation Costs of Consumer

Rotorua/Taupo

Hawkeds Total

Specific Assets

~ $(000)  $(000)  $(000) |

Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 46 330 376
Total 46 330 376

Table 25.1: Depreciation for consumer specific assets allocated by share of Coincident Maximum
Demand on these assets

Depreciation Costs of Dedicated Rotorua/Taupo Hawkeods Total
Assets for Large Commercials $(000) $(000) $(000)
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 132 167 299
Industrial 0 0 0
Total 132 167 299

Table 25.2: Depreciation for dedicated assets allocated by share of Coincident Maximum Demand
on these assets

Depreciation Costs of High Rotorua/Taupo  Hawkeds Total
Voltage Assets $(000) $(000) $(000)
Unmetered 49 85 134
Mass Market 2,045 4,849 6,894
Small Commercial 1,219 133 1,352
Large Commercial 559 855 1,413
Industrial 0 0 0
Total 3,871 5,922 9,793

Table 25.3: Depreciation for high voltage assets allocated by share of Coincident Maximum
Demand on these assets

Depreciation Costs of Low Voltage  Rotorua/Taupo Hawkeds | Total
Assets $(000) $(000) | $(000)
Unmetered 47 74 121
Mass Market 1,986 4,194 6,180
Small Commercial 1,184 115 1,299
Large Commercial 0 0 0
Industrial 0 0 0
Total 3,217 4,383 7,600

Table 25.4: Depreciation for low voltage assets allocated by share of Coincident Maximum

Demand on these assets
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10.9

Depreciation Costs of Street Rotorua/Taupo Hawkeds Total
Lighting Assets $(000) $(000) $(000)
Unmetered 22 35 57
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 0 0 0
Total 22 35 57

Table 25.5: Depreciation for street lighting assets allocated by share of Coincident Maximum

Demand on these assets

Table 26 summarises the total depreciation charges for each consumer group.

Summary Depreciation Costs per

consumer group

Rotorua/Taupo
$(000)

$(000)

Hawkeds Total

$(000)

Unmetered 117 195 312
Mass Market 4,031 9,043 13,075
Small Commercial 2,403 248 2,650
Large Commercial 690 1,022 1,712
Industrial 46 330 376
Total 7,288 10,838 18,126

Table 26: Total depreciation costs allocated to consumer groups

(Summary of tables 25.1 1 25.5)

Cash Tax and Interest Tax Shield

Table 27 below shows the allocation of tax and interest tax shield costs to asset
classes, based on relative ODRC values per Table 19A.

Cash Tax and Interest Tax Shield
Costs

Rotorua/Taupo

$(000)

Hawkeos

$(000)

Total
$(000)

gaztgmz:sipecmc (Industrial 50 355 404
Dedicated Equipment 141 180 321
High Voltage 4,158 6,361 10,519
Low Voltage 3,456 4,708 8,163
Street Lighting 23 38 61
Total 7,828 11,641 19,469

Table 27: Cash tax and interest tax shield costs allocated to asset class by share of ODRC

Each asset

cl assos

costs

coincident maximum demand, per tables 20.1 to 20.5.

a roasuméregroups,| based entrelativet o
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Cash Tax and Interest Tax Shield Rotorua/Taupo Hawkeos Total
Costs on consumer specific assets $(000) $(000) $(000)
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 50 355 404
Total 50 355 404

Table 28.1: Cash tax and interest tax shield for consumer specific assets allocated by share of
Coincident Maximum Demand on these assets

Cash Tax and Interest Tax Shield Rotorua/Taupo Hawkeos Total
e L oeeity 5000 s000) (000
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 141 180 321
Industrial 0 0 0
Total 141 180 321

Table 28.2: Cash tax and interest tax shield for dedicated assets allocated by share of Coincident
Maximum Demand on these assets

Cash Tax and Interest Tax Shield Rotorua/Taupo Hawkeods Total
Costs on High Voltage assets $(000) $(000) $(000)
Unmetered 52 92 144
Mass Market 2,197 5,208 7,405
Small Commercial 1,309 143 1,452
Large Commercial 600 918 1,518
Industrial 0 0 0
Total 4,158 6,361 10,519

Table 28.3: Cash tax and interest tax shield for high voltage assets allocated by share of
Coincident Maximum Demand on these assets

Cash Tax and Interest Tax Shield Rotorua/Taupo Hawkeos Total
Costs on Low Voltage assets $(000) $(000) $(000)
Unmetered 51 79 130
Mass Market 2,133 4,505 6,638
Small Commercial 1,272 123 1,395
Large Commercial 0 0 0
Industrial 0 0 0
Total 3,456 4,708 8,163

Table 28.4: Cash tax and interest tax shield for low voltage assets allocated by share of
Coincident Maximum Demand on these assets
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Cash Tax and Interest Tax Shield Rotorua/Taupo Hawkeos Total

Costs on Street Lighting assets

_$(000)  $(000)  $(000)

Unmetered 23 38 61
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 0 0 0
Total 23 38 61

Table 28.5: Cash tax and interest tax shield for street lighting assets allocated by share of
Coincident Maximum Demand on these assets

Table 29 summarises the total tax and interest tax shield costs for each consumer
group.
Summary Cash Tax and Interest

Tax Shield Costs per consumer MO Hawkeos Ll
group $(000) $(000) $(000)
Unmetered 126 209 335
Mass Market 4,330 9,713 14,043
Small Commercial 2,581 266 2,847
Large Commercial 742 1,098 1,839
Industrial 50 355 404
Total 7,828 11,641 19,469

Table 29: Total cash tax and interest tax shield costs allocated to consumer groups

(Summary of tables 28.17 28.5)

10.10 Net Returns After Tax

Table 30 below shows the allocation of net returns after tax to asset classes, based on

relative ODRC values per table 19A.

Net Return after Tax

Rotorua/Taupo

$(000)

Hawkeos
$(000)

Total
$(000)

Eﬂzggmgspecmc (Industrial 19 133 151
Dedicated Equipment 53 67 120
High Voltage 1,554 2,377 3,931
Low Voltage 1,292 1,759 3,051
Street Lighting 9 14 23
Total 2,926 4,351 7,276
Table 30: Net return after tax allocated to asset class by share of ODRC
Each asset classbébs costs are then allocated t

coincident maximum demand, per tables 20.1 to 20.5.
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Net Return after Tax on consumer | Rotorua/Taupo Hawkeos Total
specific assets $(000) $(000) $(000)
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 19 133 151
Total 19 133 151

Table 31.1: Net return after tax for consumer specific assets allocated by share of Coincident

Maximum Demand on these assets

Net Return after Tax on
Dedicated assets for Large

Rotorua/Taupo

Hawkeds Total

Commercials $(000) $(000) $(000)
Unmetered 0 0 0
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 53 67 120
Industrial 0 0 0
Total 53 67 120

Table 31.2: Net return after tax for dedicated assets allocated by share of Coincident Maximum

Demand on these assets

Net Return after Tax on High

Voltage assets

Rotorua/Taupo
$(000)

Hawkeos
$(000)

Total
$(000)

Unmetered 20 34 54
Mass Market 821 1,947 2,768
Small Commercial 489 53 543
Large Commercial 224 343 567
Industrial 0 0 0
Total 1,554 2,377 3,931

Table 31.3: Net return after tax for high voltage assets allocated by share of Coincident Maximum

Demand on these assets

Net Return after Tax on Low

Rotorua/Taupo

Hawkeos

Total

Voltage assets

$(000)

$(000)

$(000)

Unmetered 19 30 49
Mass Market 797 1,684 2,481
Small Commercial 475 46 521
Large Commercial 0 0 0
Industrial 0 0 0
Total 1,292 1,759 3,051

Table 31.4: Net return after tax for low voltage assets allocated by share of Coincident Maximum

Demand on these assets
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Net Return after Tax on Street Rotorua/Taupo Hawkeos Total
Lighting assets $(000) $(000) $(000)
Unmetered 9 14 23
Mass Market 0 0 0
Small Commercial 0 0 0
Large Commercial 0 0 0
Industrial 0 0 0
Total 9 14 23

Table 31.5: Net return after tax for street lighting assets allocated by share of Coincident
Maximum Demand on these assets

Table 32 summarises the total net returns after tax for each consumer group.

Summary Net Return after Tax on  Rotorua/Taupo Hawkeods Total
use of assets $(000) $(000) $(000)
Unmetered 47 78 125
Mass Market 1,618 3,630 5,249
Small Commercial 965 99 1,064
Large Commercial 277 410 687
Industrial 19 133 151
Total 2,926 4,351 7,276

Table 32: Total net returns after tax allocated to consumer groups
(Summary of tables 31.117 31.5)

10.11 Summary of Maintenance and Operating Cost Allocations to Consumer Groups
To assist with understanding Tables 34.1 and 34.2, below, the allocations of
maintenance and operating costs are summarised, by region, in Tables 33.1 and 33.2.

Load A
Load Related Asset Region
Related . Total
Rotorua/Taupo (CMD) (KWh) Related Specific
(ICPs)
$(000) $(000) $(000) $(000) $(000)
Unmetered 4 1 109 12 125
Mass Market 160 55 3,361 6,471 10,047
Small Commercial 95 25 2,003 635 2,758
Large Commercial 44 0 577 19 639
Industrial 14 9 237 0 261
Total 317 90 6,288 7,136 13,831

Table 33.1: Allocations of maintenance and operations costs to Rotorua/Taupo
(Summary of tables 13, 16, 18, 23)
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Loed oz Asset ReN;)ir;n
. Related Related e Total
Hawke's Bay (CMD) (kWh) Related Specific
Unmetered 6 2 161 48 217
Mass Market 367 83 7,153 9,172 16,775
Small Commercial 10 18 196 345 569
Large Commercial 65 0 722 32 819
Industrial 49 23 478 2 553
Total 498 127 8,711 9,599 18,934
Table 33.2: All ocations of maintenance and operations costs

(Summary of tables 13, 16, 18, 23)

10.12 Summary of Consumer Group Allocations
The allocation of costs to consumer groups is summarised in tables 34.1 and 34.2 for
each region and table 34.3 in total.

Cash Tax & Net after
Maintenance Network Interest Tax

Transmission and Operating Depreciation Tax Shield Return Total
Rotorua/Taupo $(000) $(000) $(000) $(000) $(000) @ $(000)
Unmetered 137 125 117 126 47 553
Mass market 5,783 10,047 4,031 4,330 1,618 25,810
small 3,447 2,758 2,403 2,581 965 12,153
Commercial
Large 1,580 639 690 742 277 3,929
Commercial
Industrial 504 261 46 50 19 879
Total 11,452 13,831 7,288 7,828 2,926 43,325

Table 34.1: Allocation of 2010/11 costs to consumer groups for Rotorua/Taupo
(Summary of tables 15, 33.1, 26, 29, 32)
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Cash Tax
&
Maintenance Interest Net after
and Network Tax Tax

Transmission Operatin Depreciation Shield Return Total
Hawke's Bay $(000) $(000) ‘ $(000) $(000) $(000) $(000)
Unmetered 193 217 195 209 78 893
Mass market 10,981 16,775 9,043 9,713 3,630 50,143
Small
Commercial 301 569 248 266 99 1,483
Large
Commercial 1,935 819 1,022 1,098 410 5,284
Industrial 1,477 553 330 355 133 2,848
Total 14,887 18,934 10,838 11,641 4,351 60,651

Table 34.2: Allocation of 2010/11cost s
(Summary of tables 15, 33.2, 26, 29, 32)

O consumer

groups f

or

Hawkeds

Cash Tax
&
Maintenance Interest
and Network Tax Net after
Transmission Operating Depreciation Shield Tax Return Total
Unison $(000) | $(000) $(000)  $(000)  $(000) $(000)
Unmetered 331 343 312 335 125 1,446
Mass market 16,764 26,823 13,075 14,043 5,249 75,953
small 3,748 3,328 2,650 2,847 1,064 13,636
Commercial
Large 3,516 1,458 1,712 1,839 687 9,212
Commercial
Industrial 1,981 814 376 404 151 3,727
Total 26,339 32,765 18,126 19,469 7,276 103,975

Table 34.3: Allocation of 2010/11 costs to consumer groups for Unison in total

(Summary of tables 34.1-34.2)

11 TARIFF METHODOLOGY

11.1

Fixed Variable Allocation

The transport of electricity is a capital intensive industry. A large portion of the costs

of delivering electricity to consumers is fixed as they are linked to assets used to
supply consumers, that is, costs do not vary with the amount of energy produced or
consumed. A minor portion of input costs into the business are variable, for example
Transmission and CAPEX associated with growth.

In setting the ratio of fixed to variable revenue there are a number of considerations

that must be made.

a number of requirements. These include;

1 Meet legislative requirements (i.e. the low fixed charge)

1 Reflect cost to supply and the nature of these costs

The ratio of fixed to variable revenue has been calculated to meet
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=

Encourage demand side management of load

=

Optimise efficient connection behaviour i.e. should be more economical to have one
small commercial ICP than to create multiple mass market ICPs

Reduce bypass risk
Highlight where mutual benefits lie (i.e. deferred CAPEX)
Meet consumer requirements

Create retail competition

=A =4 =2 =4 =4

Reduce commercial risk

1 Maximise growth benefits

Uni son currently has 33% of its I|ine revenue
Bay region and 29% of its line revenue fixed and 71% variable in the Rotorua/Taupo
region. A breakdown of the fixed/variable percentages for each consumer group is
given in the tables below.

Customer Group Fixed Variable
Unmetered 0% 100%
Mass market -M12 30% 70%
Mass market -DNR 55% 45%
Mass market -NDL 60% 40%
Mass market -NDH 20% 80%
TOU Residential 30% 70%
Small Commercial 27% 73%
Large Commercial 32% 68%
Industrial 100% 0%
Total 33% 67%
Tabl e 35: Fixed vs Variable ratio in Hawkeds Bay pricing

Customer Group Fixed Variable
Unmetered 0% 100%
Mass market -M12 26% 74%
Mass market -DNR 55% 45%
Mass market -NDL 60% 40%
Mass market -NDH 20% 80%
TOU Residential 30% 70%
Small Commercial 34% 66%
Large Commercial 30% 70%
Industrial 100% 0%
Total 30% 70%

Table 36: Fixed vs Variable ratio in Rotorua/Taupo pricing region
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12 CLARIFICATION
12.1 Clarification of any matter referred to in this document should be directed to:
Commercial Group
Unison Networks Ltd
PO Box 555
1101 Omahu Rd
Hastings
Ph (06) 873 9300 Fax (06) 873 9311

13 COMMUNICATION

13.2 The approved Price Methodology Disclosure shall be published on the Unison website;
WWW.UNIisSon.co.nz.

14 IMPLEMENTATION, REVIEW AND REVISIONS
14.1 The policy is effective from 1 April 2010
14.2 The policy shall be subject to review annually or as required.

14.3 Revision, Consultation and Approval Processes will be managed by the Commercial
Group.

15 APPROVALS

Prepared by: Signature:

Commercial Specialist Date: 31 March 2010

Authorised by: Signature: \\

Chief Financial Officer Date: 31 March 2010

Approved by: Signature:

Chief Executive Date: 31 March 2010
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