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Q&As about Orion’s post earthquake pricing, resilience 
and reliability 

 

Why is Orion applying to the Commerce Commission? 

The Commerce Act 1986 (amended in 2008) governs the activities of electricity 
network companies like Orion, and the Commerce Commission administers the 
Act.  

The Act requires the Commission to promote the long-term benefit of consumers. 
It must ensure that network companies: 

 have incentives to innovate and to invest, including in replacement, upgraded, 
and new assets; 

 have incentives to improve efficiency and provide services at a quality that 
reflects consumer demands; 

 share the benefits of efficiency gains with consumers, including through lower 
prices; and 

 are limited in their ability to extract excessive profits. 

Under current Commerce Commission rules, network companies like Orion 
normally get the chance to change their prices in real terms every 5 years (2010, 
2015 and so on). The Commission decides whether they go up or down, and by 
how much.  

The effective date for any price changes is always 1 April and the Commission 
effectively ‘smoothes’ Orion’s prices over time.  So unlike other businesses, Orion 
cannot increase its prices or make high returns when the economy is performing 
strongly. 

The Act also has some special provisions that allow the Commission to either: 

 require a network company to lower its prices on a temporary basis if the 
Commission believes it has over-charged consumers; or  

 allow a network company to recover some or all of any shortfall in its revenues 
if it believes the company should legitimately do so.  

If the Commission requires a network company to lower its prices, that must be 
spread over time in order to minimise undue financial hardship to the company.  

If the Commission allows a company to recover any shortfall, that must also be 
spread over time in order to minimise price shocks to consumers. 
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What about inflation? 

Network companies are generally allowed to increase their prices in line with 
general inflation (CPI) each year. Orion was not able to increase its prices at all in 
2012, due to a technical constraint created by regulations. In the period between 
the February 2011 quake and April 2014 our prices will have fallen in real terms 
by 1.8%. 

Any inflation adjustments from 1 April 2014 onwards would be over and above 
Orion’s proposed price increase. 

 

What will the proposed price increase pay for? 

The proposed price increases will fully recover Orion’s post-earthquake: 

 repairs 

 increase in operating costs 

 increase in capital expenditure (though these costs will be recovered over 50 
years, not just five) 

 fall in network revenue due to reduced demand and depopulation effects. 

 

Why is there a bigger jump in prices in the first year? 

We’ve looked at many options. A lower price increase at the start would result in 
even higher price increases than we propose later as the regulatory regime is 
likely to limit the time period for recovery of some costs. Such  options end up 
costing consumers more in real terms.  

 

How sure is Orion of the need for all the proposed new projects? 

We have made a very extensive assessment of the damage to our network in the 
20 months since the February 2011 quake, so we now have a good idea of what 
is needed to reinstate the network’s resilience. In terms of reliability, we are 
proposing to return the network to near pre-quake levels. This is consistent with 
our current community mandate.  

We have also liaised closely with CERA, the Christchurch City Council, property 
owners and the business community about what will be built where and when, so 
that we have a good idea of what electricity infrastructure will be needed over the 
next decade.  

Having said that, it’s very difficult to be precisely accurate about what it will all 
cost, and we will need to continually re-assess our proposed investment 
programme each year in light of new information. Effectiveness and efficiency of 
expenditure will also be at the forefront of our minds, balanced against 
community needs. 
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How much would Orion receive from this proposed increase? 

Around $25m per year before tax. 

 

Why didn’t insurance cover Orion’s earthquake repair costs? 

We insured what was economic to do so – such as buildings – and we had good 
cover in place.   

However insurance for overhead lines and underground cables is simply not 
economically feasible in New Zealand or Australia. 

 

Could Orion have done anything differently pre-earthquakes, which would 
have prevented these increases now? 

We’ve been credited with foresight and good planning that protected our 
community (see the June 2012 Lifelines Report). For example, we estimate that 
the $6m we spent on seismic strengthening of our substations prior to the quakes 
saved $65m worth of damage.  

More importantly, our pre quake measures prevented Christchurch from enduring 
months without power after February 2011. It appears from recent media reports 
that Wellington Electricity is now following our example.  

We always look to improve our performance in cost-effective ways. 

 

Orion is profitable, so why can’t it just absorb the costs instead of 
increasing its prices? 

The choices are: 

 fully recover our costs through price increases 

 not recover any of our costs through price increases. 

 recover only some of our costs through price increases. 

Since electricity consumers benefit from our network, we believe the best and 
fairest long term approach is for them to bear the cost.  

We also believe this approach is in the best long term interests of consumers. If 
we cannot recover our costs through prices, it creates a disincentive for us to 
continue to invest in our network and to keep the lights on. It would be a poor 
decision to disincentivise investments that are essential to delivering service to 
consumers. Just as our investments to date have had major benefits for our 
community, it’s important for us to keep making sound investments in the future. 
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We’ve carefully considered reducing the size of our proposed price increases, 
and either taking on more bank debt or reducing the dividends we pay. Both 
would effectively shift those costs from local electricity consumers to our local 
community shareholders. Again, we don’t believe these options would be in the 
best long term interests of consumers because it would reduce our incentive to 
keep investing for consumers’ long term benefit. 

 

Why can’t there be a cut in Orion’s dividends instead of a price rise? 

Please refer to answer above. 

 

Couldn’t Orion increase its debt instead of increasing prices 

Please refer to answer above. 

 

What profits has Orion made and what dividends has it paid to its 
shareholders? 

Note: dividend is split between Christchurch City Council (89%) and Selwyn District 

Council (11%). 

FY08 – profit 66m; dividends $45m 

FY09 – profit $50m; dividends $44m 

FY10 – profit $47m; dividends $37m 

FY11 – profit $28m; dividends $38m 

FY12 – profit $54m*; dividends $34m  

*   Our FY12 profit was significantly affected by one-offs, including a $21m (post tax) 

insurance payout on Orion’s (now demolished) head office buildings.  

 

What is Orion’s debt now and what would it be without this price rise? 

It is currently around $50m. We’re forecasting this to rise to around $200-$250m 
between now and 2017. 

 

What will Orion’s rate of return be after the increase? 

We forecast that this will return to around 6.7% after tax. This level of return is 
regulated by the Commerce Commission and it is what the Commission 
considers is a fair cost of capital for our type of business, based on current 
interest rates.  
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What if the Commission says no to the proposal, or cuts the price 
increase? 

It will be up to 12 months before the Commission makes a final decision, and it 
intends to undertake a lot of consultation during that time. So it is impossible to 
speculate at this point what might happen. Right now our priority is to get 
feedback on our proposals from our consumers to feed into our February 
application. In the meantime we continue our momentum to connect customers 
and support the rebuild. 

 

ENDS 

 


