




















































































































































































Northpower  2017 Ownership Review

Submission by Allan Carvell - 28/4/17

This submission is provided in response to the call for submissions on the Ownership Review 
currently being conducted by the Northpower Electric Power Trust (“NEPT”). I am not a beneficiary 
of the NEPT.

1, SUMMARY

My primary concern is that the Ownership Review 2017 document (“the Report”) fails to provide a 
full and fair assessment of the performance of the Company (“Northpower") and the various 
ownership options as required under the Trust Deed.  Most importantly the Report fails to address 1

fundamental question of whether beneficiaries would be better served (i.e. receive greater benefit) 
under an alternative ownership regime.

Accordingly, my submission is that there in insufficient evidence that continued ownership of all the 
shares of Northpower by the NEPT maximises benefits to the beneficiaries and Options 2 or 3 
should be preferred over Option 1.

The ownership review process outlined in the Trust Deed is flawed, which may lead the Directors 
and Trustees to express bias in favour of option 1 over other options. The process is exposed to 
conflicts of interest and moral hazard, intensified in this case due to the lack of third party, expert 
input.

In satisfying the intent of clause 4 of the Trust Deed, the Report should adopt an appropriate 
analytical framework for comparing the performance of Northpower (as a trust owned business) 
with the performance of similar (i.e. network) businesses operating under different forms of 
ownership. I contend this is better suited to trend and productivity type analysis than year on year 
comparison, especially where some data is quite volatile from year to year.

The analysis in the report is arbitrary and selective, in establishing a peer group for comparison 
purposes, and at times contradictory. The criteria for selecting the peer group are mostly irrelevant 
and are applied without analytical justification.

The performance of the business over the review period has not been particularly good, but this is 
largely glossed over. Most significantly the comparison of performance should test the merits 
different forms of ownership.

I have undertaken a Total Factor Productivity (“TFP”) analysis which indicates that networks 
subject to ‘private’ forms of ownership (e.g. investor owners) have performed better than networks 
in ‘public’ forms of ownership (e.g. consumer or community trusts, co-operatives or local body 
ownership). The implied corollary is that the beneficiaries of NEPT would benefit from improved 
productive efficiency (an improved ratio of outputs from inputs) if Northpower’s shares were not 
held by the NEPT. 

The analysis of the advantages and disadvantages of different forms of ownership is subjective 
and often nonsensical. There is no recognition or assessment of the potential value that could be 
created if the shares in Northpower were sold, nor that this excess value provides compensation 
for some of the perceived ‘disadvantages’ (e.g. the ability, in limited cases, for alternative owners to 
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invoke price increases). There is a general disregard for the regulatory constraints and safeguards 
that would apply in the event regulatory exempt status was lost.

2. THE OWNERSHIP REVIEW PROCESS IS FLAWED

The ownership review process outlined in the Trust Deed is flawed, which may lead the Directors 
and Trustees to express bias in favour of option 1 over other options. The process is exposed to 
conflicts of interest and moral hazard, intensified in this case due to the lack of third party, expert 
input.

The Trust Deed requires that the Directors prepare are report in respect of the Ownership Review 
and provide that report to the Trustees. The requirements of the Trust Deed are that:

“Such report shall contain:
a. An analysis of the performance of the Company to the date of the report, together with a 
discussion of the advantages and disadvantages of Trust ownership;
b. An analysis of the various ownership options considered including, without limitation, a 
share distribution to consumers or electors, a sale of shares to the public, a sale of shares 
to institutional investors and retention by the Trust;
c. A comparison of the performance of the Company with the performance of other line 
companies;
d. The conclusions of the Directors as to the most appropriate form of ownership together 
with an indication as to whether the conclusions are unanimous and if the decision is not 
unanimous, a summary of the views of the dissenting Directors shall be included;
e. The matters contained in Clause 4.6 if a distribution of shares is recommended;
f. A summary of the professional advice (if any) obtained in respect of the preparation of the
report; and
g. A statement as to whether or not the Directors have had regard to any views expressed 
by
the public with respect to ownership.”2

Under these requirements it is intended that, after appropriate analysis in steps a, b and c the 
Directors conclude the most appropriate form of ownership, based on that analysis in step d. Each 
step must be undertaken with the key decision in mind, i.e. what form of ownership is likely to 
deliver the best outcomes form the beneficiaries. The role of the Report and the consultation 
process is to identify the pros and cons of each option, to weigh these objectively and to reach the 
decision of most benefit to the beneficiaries.

The process required by the Trust Deed relies on the legal obligations inherent in the roles of both 
the directors and the trustees. Directors are required to act in the best interests of the 
shareholders. In the first instance, this fiduciary duty is owed by the Directors to the Trustees (per 
se) but it is also owed to the beneficiaries of the Trust, i.e. the beneficial owners of the shares in 
Northpower. The Trustees, similarly, have a duty of care to act in the best interests of the 
beneficiaries of the Trust.

It is generally reasonable to place faith in these duties and obligations, but the existence of moral 
hazard and the potential for conflicts of interest should not be overlooked when significant 
decisions are being made. Within the realm of economic thought the concepts of contract theory 
and agency theory have been developed to explain why agents, such as directors and trustees, 
may not always act according to their fundamental obligations.

 Clause 4.1 of the NEPT Trust Deed2
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Thus the ownership review process required by the Trust Deed may place directors and trustees in 
a difficult position as the recommendations and decisions they are required to make have the 
potential to impact them personally in terms of their ongoing roles as directors or trustees. For 
example, directors proposing a change in ownership structure would expose themselves to the risk 
they may cease to be directors of the business in the future, either because the shareholders 
under an alternative ownership regime may wish to select different directors or, if a recommended 
change in ownership regime was rejected by the trustee, because the director’s views are no 
longer in alignment with those of the trustees. Similarly, a decision by trustees to change the 
ownership structure would likely lead to the dissolution of the trust and the end of their roles as 
trustees.

In addition to these issues of moral hazard and conflict of interest, there are other reasons for 
opting to retain the status quo. By its nature change is different and there is an inherent fear of the 
unknown. It is easier to identify what you currently have and may lose than it is to identify the 
benefits that manifest only after a change. 

The ownership review process, as implemented, would be stronger if it were centred on an expert, 
independent and objective analysis of the performance of the current ownership form and the 
options. This external perspective is lacking in this ownership review.

3. THE ANALYTICAL APPROACH IN THE REPORT IS FLAWED

In satisfying the intent of clause 4 of the Trust Deed, the Report should adopt an appropriate 
analytical framework for comparing the performance of Northpower (as a trust owned business) 
with the performance of similar (i.e. network) businesses operating under different forms of 
ownership. I contend this is better suited to trend and productivity type analysis than year on year 
comparison, especially where some data (such as unplanned SAIDI) is quite volatile from year to 
year.

The benchmarking analysis in the report is arbitrary and selective, in establishing a peer group for 
comparison purposes, and at times contradictory. The criteria for selecting the peer group are 
mostly irrelevant and are applied without analytical justification.

The performance of the business over the review period has not been particularly good, but this is 
largely glossed over. Most significantly the comparison of performance should test the merits 
different forms of ownership.

3.1 The analytical framework is not appropriate

The directors have used the review of company performance to comment on particular issues or 
events that have impacted (both positively and negatively) on company performance over the 
review period. This would be useful if it could be applied to the comparison of performance with 
other network businesses but there is not a similar level of detailed analysis in respect of the 
performance of the companies the directors compare Northpower’s performance with. 

Furthermore, the analysis sheds no light on whether those impacts would have been different (and 
performance better or worse) under different ownership models.

3.2 Relying on year by year comparisons has limited value 

The choice of performance matrix and the use of year by year comparison does not contribute to 
the comparative assessment of network business performance or the impact of different ownership 
forms on that performance.
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In the case of planned SAIDI, Northpower’s performance was worse than the peer group and 
industry average for three of the four years reported. These results were due to the “amount of 
planned asset renewal work undertaken on the Northpower network to replace end of life assets”.  3

This suggests the outcomes are driven by historical investment patterns and the resulting 
replacement investment cycles with which the business is now confronted, although no evidence is 
presented that this situation is in anyway different to that faced by the peer group or by the industry 
in general.

In the case of unplanned SAIDI, the Northpower network’s performance for 2015 is materially 
worse than in the other years. This is due to “the August 2014 storm, which caused extensive 
damage to infrastructure in Northland”.  However, the average performance of the peer group and 4

industry is similarly poor in that year and is attributed to “severe weather events elsewhere in NZ”.   5

While not commented on, the peer group also had high level of unplanned SAIDI in 2014, 
presumably also due to ‘severe weather events elsewhere in NZ’. This suggests that unplanned 
SAIDI is the result of the effect of periodic but irregular bouts of severe weather on the pre-existing 
network.

In essence, the key driver of the performance of the network is the inherent nature of the network 
that was designed and built over the preceding decades. If all the networks are unique, in terms of 
when they were built, their design standards, the inherent topography and climatic conditions they 
face, the extent of maintenance and capital renewal that has taken place, etc, then an assessment 
of the effectiveness of the management and governance regime is likely better displayed by the 
change in performance over time rather than direct, year by year, comparisons.

In respect of operating expenditure, capital expenditure, prices, and profits the Report only shows 
two years of results. This provides little basis for meaningful comparison.

For operating expenditure Northopwer is above the peer group average in both years and at or 
above the industry average. There is no indication where Northpower might sit within the range of 
peer group results, i.e. there may be other ‘similar’ businesses that are spending a similar or even 
higher amount on operating expenditure. On the other hand, there may be peer group networks 
spending considerably less than Northpower, notwithstanding that they are ‘similar’. By not 
disclosing this information the need to explain such differences is avoided.

The situation is similar in the case of capital expenditure. While Northpower’s level of expenditure 
is clearly different to some (and perhaps all) of its ‘peers’ there is no clear explanation of why and it 
is in no way clear that the ‘reasons’ proposed do not similarly apply to the peer (or other industry) 
networks. In fact, it seems incongruous that Northpower has spent less on capital expenditure than 
the average of its peer group and the industry when, in explanation of its relatively higher planned 
SAIDI outcomes, the apparently exceptional (relative to others in the industry) level of “planned 
asset renewal work undertaken on the Northpower network to replace end of life assets” is cited.  

The analysis of prices and profits also reveals little information of value. Prices and profits are 
linked and comparison between businesses is only really useful when both prices and profits 
reflect the full cost of the capital employed. Northpower’s directors note that “[o]n average, over the 
review period, Northpower’s ROI has been at the bottom end of the Commerce Commission 
published regulatory WACC range” which indicates that the cost of capital is not reflected on the 
same basis as it might be for other networks. An alternative approach to avoid this inconsistency is 
to assess costs on a building block basis, as inputs into the productive process, so that the 
construction of the cost ‘stack’ is consistent across all networks.

 The Report; pg 123

 The Report; pg 124

 The Report; pg 125
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3.3 Performance benchmarking is arbitrary

The Report addresses electricity network industry performance benchmarking in section 5. The 
Directors have selected a peer group of ten other ‘comparable’ networks, “with similar urban/rural 
and density characteristics and sizes of network”.  The Directors consider that these network 6

characteristics are primary factors influencing network performance, cost and efficiency. The 
directors have also included industry average data for comparison.

The peer group consists of networks with a number of connection points (ICPs) ranging from 
24,818 ICP to 330,577 ICP, connection densities ranging from 7.4 ICP/km to 12.5 ICP/km and 
urban/rural splits ranging from 1.3%/98.7% to 17.0%/83.0%. Northpower has 57,247 ICP, a 
connection density of 9.6 ICP/km and an urban/rural split of 13.5%/86.5%.

There is no evidence provided in the Report to support the assertion that urban/rural and density 
characteristics and sizes of network are the primary factors influencing network performance. 
There are not even hypotheses set out as to why this might be the case. 

Analysis of industry data (averaged) over the five year period indicates the following:

• There is very little correlation between network scale, in terms of number of connected 
consumers, and cost or network performance (i.e. SAIDI).

• Connection density is a reasonable indicator of network costs. Networks with higher density face 
higher operating costs (intuitively because the cost to service a particular number of customers 
will be higher on a per km basis for a network with less circuit km than a network with the same 
number of customers spread over a network with more circuit km). This effect apparently 
outweighs any advantage from having fewer circuit km of lines to maintain and having less 
distances to travel to maintain and repair the network. It may also be that maintaining assets in a 
busy urban environment is inherently more expensive than doing similar work in a rural 
environment.

• There is a reasonable correlation between higher connection density and a higher percentage of 
the network being classed as urban. The networks with the highest connection densities are 
those with large urban centres (such as Vector, Wellington Electricity, and Orion) or which are 
specifically focussed on servicing urban areas (such as Electricity Invercargill and Nelson 
Electricity). 

• There is also a reasonable correlation between connection density and the proportion of the 
network that is underground.  Under-grounded assets may require less maintenance and be 7

inherently more reliable because they are less susceptible to the effects of atmospheric 
corrosion, the impact of severe weather events and vegetation and are not exposed to motor 
vehicle strikes.

• Connection density may be useful as a proxy for several other drivers of network performance, 
e.g. proportion of network that is urban and proportion of network that is underground, perhaps 
with some other drivers such as exposure to significant vegetation effects or exposure to 
particular climatic events (such as heavy snowfalls or high speeds in excess of designed wind 
loadings).

 The Report;  pg 116

 The five networks with greater than 50% of circuit length underground (Electricity Invercargill, 7

Nelson Electricity, Orion, Vector and Wellington Electricity) are among the top six networks in 
respect of connection density.
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• In respect of network performance, the factors of connection density and proportion of the 
network that is urban are only weakly correlated to Planned SAIDI and very weakly correlated to 
unplanned SAIDI. In both cases, higher density suggests higher SAIDI and the less urban the 
network suggest SAIDI will be higher.

In summary, the number of connected consumers (to indicate network scale) tells us nothing about 
relative network costs or performance. Network density may be a useful indicator of network costs, 
but is likely a proxy for several other drivers and considering rural/urban mix along side density (or 
vice versa) is likely to be duplication. None of the ‘primary factors’ have a strong strong correlation 
with the SAIDI measure of network performance.

These observations do not provide strong support for the basis of selecting, or the need to select, a 
peer group. In selecting a ‘peer group’ the Directors rely on an arbitrarily and artificial limit on the 
size of the comparator sample. Statistically speaking it is seldom sensible to reduce, what is 
already a small sample, even further when trying to draw useful or robust conclusions.

3.4 The peer group has limited inclusion of non-trust owned networks

Table 1 shows that the peer group (perhaps more by accident than design) includes one investor 
owned network and one with local body ownership alongside trust ownership. The remainder of the 
peer group consist of trust owned networks against which benchmarking outcomes will add nothing 
to the central question of the ownership form likely to best benefit beneficiaries.

Table 1: Peer group selected by Directors

The peer group in the Report is selected by reference to connection density. No justification is 
provided for limiting the connection density to between 7.4 and 12.5 ICP/km, suggesting the range 
may be arbitrary. While the directors refer to rural/urban mix and number of ICPs as also being  
‘primary factors’ these do not appear to influence the peer group selection.  8

Network Ownership

Counties Power Consumer trust

Unison Networks Consumer trust

Powerco Investor

Waipa Networks Consumer trust

Network Tasman Consumer trust

Horizon Energy Distribution Consumer trust

Top Energy Consumer trust

Alpine Energy Consumer trust/Local body

MainPower Consumer trust

Marlborough Lines Consumer trust

 see Appendix D on pg 20 of the Report8
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Networks such as Eastland Networks, WEL Networks, Network Waitaki, EA Networks, Aurora 
Energy and The Lines Company have been excluded because they are marginally outside the 
range limits for connection density. These networks have ICP number and urban/rural mix 
characteristics that close to the value ranges for the remainder of the peer group - ostensibly 
suggesting networks with similar characteristics to Northpower. Table 2 shows the relevant data 
and shows that a wider peer group selection would capture two additional ownership forms, i.re. 
local body and co-operative/local body combination.

Table 2: Potential comparator networks excluded due to arbitrary selection ranges

3.5 Company performance actually has been poor

In respect of Northpower’s financial performance, the Directors note that “ … Northpower’s 
profitability has grown over the [five year] review period as demonstrated in [the graph in] Appendix 
A”. The Directors say this profitability growth represents “ … an improved financial performance of 
the Northpower Group …”.  9

As explained in the Report, while EBITDAF in 2016 was ahead of the level in 2012 this was not the 
case for NPAT (nor EBIT). Difficult market conditions impacted group performance in 2015 and, by 
2016, performance has not recovered to the levels seen in 2012 (for EBIT and NPAT). The 
numbers underpinning the graph in Appendix A of the Report are shown in table 3 below.

Table 3: Northpower profitability 2012-2016

Network ICP Urban lines km (% 
of total)

Connection 
density

Ownership

Eastland 
Networks

25,415 5.4% 6.4 Community trust

WEL Networks 87,703 16.4% 16.4 Consumer trust

Network Waitaki 12,641 14.0% 6.4 Consumer trust

The Lines 
Company

23,652 12.3% 5.4 Consumer trust

EA Networks 18,774 4.7% 6.2 Co-operative/Local 
body

Aurora Energy 85,966 30.1% 14.6 Local body

Peer Group Range 24,818 - 330,577 1.3% - 17.0% 7.4 - 12.5

EBITDAF ($m) EBIT ($m) NPAT ($m)

2012 33.3 18.8 9.6

2013 34.4 19.5 11.3

2014 37.8 24.3 15.9

2015 29.2 6.5 -0.5

2016 39.5 17.4 9.6

 The Report; pg 109
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The take away is that at the EBIT and NPAT levels performance fell sharply in 2015 and by 2016 
had barely recovered to 2012 levels - profitability growth has not been sustained over the period in 
two of the three chosen measures. 

Beyond the euphemisms, such as “challenging” and “disruptive” market conditions, the fluctuations 
in the performance of the business stem from management decisions.  In particular, the potential 10

for fluctuations in work flow for contracting businesses is an inherent fact of life for that type of 
business and represents a key risk that needs to be managed. Furthermore, the decision to largely 
withdraw from the Victorian market suggests a major misapprehension of the attractiveness that 
market in the first place. In the context of the ownership review, however, the question to consider 
is whether different decisions might have been made under different ownership conditions.

It follows from the decision for the business to expand into higher return activities that higher risks 
are being taken. These risks manifest as volatility in return levels from year to year. A critical 
question is whether these risks have been understood by the decision makers (the directors and 
the trustees) and whether this risk level (which is clearly different to the risks of owning an 
electricity distribution business) match the risk appetite of the beneficiaries. The pursuit of higher 
returns through growth and the taking on of greater levels of risks (i.e. volatility) does not 
necessarily equate with the best interests of beneficiaries. It is interesting to note that the two 
wholly investor-owned EDBs (Wellington Electricity and Powerco) remain focussed on electricity 
distribution and do not seek to diversify beyond that function - their investors value the stability of 
cash flows from the less risky distribution business.
 
In section 4.3 of the Report, company performance against the SCI targets is described. It is not 
intuitive that performance standards or targets agreed between the directors and the trustees 
should provide a useful basis of assessing the effectiveness of the trust ownership structure. 
However, that reservation notwithstanding, it is observed that, while a number of targets were 
achieved with reasonable regularity over five year period from 2012 to 2016, the following were 
not: 

• the NPAT as a percentage of Shareholders’ Funds target was met only once; 

• the reliability target for planned SAIDI was met only once; and 

• the reliability target for unplanned SAIDI was met only twice.

These results seem worse than can be explained by a year of difficult market conditions and two 
years impacted by particularly adverse weather conditions. It is thus unclear how these results 
support the continuation of trust ownership.

4. TOTAL FACTOR PRODUCTIVITY IS BETTER WHEN COMPARING BUSINESS (AND OWNERSHIP FORM)           
PERFORMANCE

I have undertaken a Total Factor Productivity (TFP) analysis which indicates that networks subject 
to ‘private’ forms of ownership (e.g. investor owners) have performed better than networks in 
‘public’ forms of ownership (e.g. consumer or community trusts, co-operatives or local body 
ownership). The implied corollary is that the beneficiaries of NEPT would benefit from improved 
productive efficiency (an improved ratio of outputs from inputs) if Northpower’s shares were not 
held by the NEPT. 

The most common method of comparing disparate businesses is total factor productivity that 
incorporates measures of critical outputs and the quantity of inputs required to produce. The 

 Northpower’s 2015 Annual Report; pg 410

Page �  of �8 12



analysis identifies how these have changed over time and whether overall productivity is improving 
or declining. Comparisons can then be made between businesses to identify which are improving 
most (or least) in terms of productivity. Once this analysis is done, the question might then properly 
be asked, in terms of the objective of the ownership review, as to whether there is evidence that an 
one ownership structure yields a better outcome than another and whether that ownership 
structure could better serve the beneficiaries.

I have completed a TFP analysis for each of the 29 networks over the period from 2010 to 2016.  11

To emphasise the point, the TFP analysis has been undertaken based on information disclosure 
data and only applies to the network portion of each network business. For each network an input 
index has been deducted from an output index to produce a (net) TFP index.

This analysis shows the Northpower network in a good light. Unlike many other networks, which 
demonstrate increasingly less efficient levels of productivity, Northpower is among a small group of 
networks that have improved their productive efficiency over the period.

This observation does not address the core question of the ownership review, however. In order to 
consider the core question of ownership form it would be preferable to have a larger sample of 
businesses, with reliable data over a longer period of time and with sufficient representation of 
each form of ownership (for example there is only one co-operatively owned network, and this not 
a pure example as it includes local body ownership as well).  

Table 4 summarises the TFP index data for each form of ownership:

Table 4: Cumulative TFP indices (2010 - 2016)

(Note: Orion has been excluded due to the impact of the earthquakes. Orion’s cumulative TFP index is calculated as 
0.8343.)

Northpower’s TFP index is 1.0591, which sits near the top of the Consumer Trust owned and 
“Public” ownership forms groupings. However, the average performance for the Consumer Trust 
owned and “Public” ownership forms groupings are less than the “Private” ownership forms 
grouping. 

Ownership Form Average max min number of 
networks

Consumer Trust 0.9539 1.0843 0.8251 18

Community Trust 0.8380 0.8380 0.8380 1

Co-operative + local 
body

0.8881 0.8881 0.8881 1

Consumer Trust + 
Local Body

0.8043 0.8043 0.8043 1

Local Body 0.9402 0.9895 0.8910 2

Total “Public” 
ownership forms

0.9383 1.0843 0.8043 23

Joint Venture 0.9933 1.1110 0.8755 2

Investor and Investor 
+ Consumer Trust

0.9800 0.9993 0.9543 3

Total “Private” 
ownership forms

0.9853 1.1110 0.8755 5

 The approach to the TFP analysis is outlined in Appendix A11
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This analysis suggest that the networks subject to “private” ownership forms tend to be more 
efficient than those subject to “public” ownership forms. 

5. THE COMPARISON OF DIFFERENT FORMS OF OWNERSHIP IS SUBJECTIVE AND FLAWED

The analysis of the advantages and disadvantages of different forms of ownership is subjective 
and often nonsensical. There is no recognition or assessment of the potential value that could be 
created if the shares in Northpower were sold, nor that this excess value provides compensation 
for some of the perceived ‘disadvantages’ (e.g. the ability, in limited cases, for alternative owners to 
invoke price increases) of not being trust owned. There also is a general disregard for the 
regulatory constraints and safeguards that would apply in the event regulatory exempt status was 
lost.

The potential advantages and disadvantages of various ownership forms are considered in section 
3.4 of the Report.

There are several and disadvantages included in the Report that are spurious (or potentially so). 
For example one potential advantage of retaining trust ownership is cited as “the opportunity open 
to shift the ownership model in future via the regular ownership review process”.   If there are 12

overwhelming benefits to be gained from moving away from trust ownership then not doing so now, 
to retain the ability to exercise that option in the future, is ridiculous. 

Similarly, the advantage that under trust ownership “[a]ll connected consumers are beneficiaries 
and receive distributions, returning wealth to the local area” reflects an unreasonable 
assumption.  For this ‘advantage’ to be valid any chosen alternative ownership form must 13

incorporate the expropriation of value from the current owners (i.e. the trust). If, for example, an 
alternative form of ownership offered an increment in value (over that the trust is able to extract 
from retaining ownership) then a change in ownership might deliver exactly the opposite outcome 
to the one assumed in this “advantage’. Furthermore, it is conceivable that ongoing financial and/or 
social benefits can flow to the community as has happened in the case of the Rotorua Energy 
Charitable Trust, for example.

There are, however, three broader points to be made with regard to the consideration of ownership 
options:

• As discussed above, it appears that networks operating under trust ownership are generally are 
not as effective in delivering better outputs from fewer inputs than, say, networks owned by 
‘investors’ (including where the owners are other networks);

• There is no discussion of the potential value that could be created (either directly for the 
beneficiaries or for the community) through sale of the shares. Network sales have yielded 
multiples of up to 2 times the regulated asset base.  This should be compared with the value 14

Directors believe will be yielded from ongoing trust ownership. In general, for regulated networks 
the value is likely to be close to the value of the regulated asset base (this is largely axiomatic 
given the nature of the regulatory regime). 

 The Report; pg 812

 The Report; pg 813

 Consider the multiples of RAB calculated by the Commerce Commission, for example 1.5 x RAB 14

in respect of the sale of 42% of Power and the 1.9 x RAB for the sale of 51% of OtagoNet.
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• A number of submissions fro the public are likely to express concern that a change in ownership 
will result in higher prices and lower service levels. As an unregulated network will lose its 
unregulated status if ceases to be entirely trust owned the regulator will govern both price and 
quality. Consumers would fare no better or worse than those served by regulated networks. 
Where a trust owned network is already subject to price quality regulation, those safeguards are 
already in place and will remain in place. It is possible that prices will increase if the network 
currently underprices its cost of capital (e.g. relative to the regulatory cost of capital). However, 
the ability of a new owner to increase prices (up to the regulatory price cap) would be bailed into 
the sale price for the shares. In other words, that value is extracted from the prospective owner 
up front and can be made available to the beneficiaries.

This submission seeks to flag that significant value gains may be available for beneficiaries under 
ownership structures other than trust ownership. 
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Appendix A - Approach to TFP Analysis

The Total Factor Productivity (TFP) analysis uses the Tornqvist TFP index. Indices are established 
for the change in one or more input factors and one or more output factors. The input index is then 
deducted from the output index to establish the determine the change in productivity (i.e. the 
change in the efficiency of converting inputs into outputs).

The Tornqvist TFP index formula is:
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