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MAJOR ELECTRICITY 
USERS' GROUP 

22 December 2006 

Jenny Walton 
Electricity Commission 
By email to info@electricitycommission.govt.nz 

Dear Jenny 

Submission on the Electricity Commission’s proposed 2007/08 appropriations 

1. This is a submission by the Major Electricity Users’ Group (MEUG) on the Electricity 
Commission (the “Commission”) consultation paper, Proposed request for appropriations 
for the 2007/08 financial year, released 8 December 2006.   

2. This is the third year the Commission has consulted on its proposed appropriation for the 
forthcoming year.  The consultation paper this year is a further improvement on those of 
earlier years.  There are still some gaps such as lack of performance indicators, although 
we are grateful the Commission is re-thinking the proposed measures and will be 
consulting on those when preparing the Statement of Intent (SOI) due to be finalised by 
July 20071.  One very good example of an improvement by the Commission is the estimate 
of the NPV of possible net benefits for proposed work in the Common Quality and System 
Operations work stream2.  This approach should be used for the other work streams. 

3. The spilt of proposed 2007/08 work stream activities into Business As Usual (BAU), tier one 
and tier two priorities plus linkage to prior years work and a short rationale on each project 
proposal has been useful. 

4. On the detail of the paper MEUG has four comments: 

a) MEUG agree transmission should be a tier one priority.  MEUG suggest that work to 
advance design and implementation of Transmission Alternatives should be included 
in the tier one priority transmission work.  The value of Transmission Alternatives to 
reduce peak demand and therefore defer transmission investment is potentially very 
large.  There are also risks with some of the more interventionist proposals to 
facilitate Transmission Alternatives.  Nevertheless the potential upsides are 
sufficiently large that this work should be recognised as a tier one priority. 

b) MEUG agree the Market Refinement work should be a tier one priority.  Comments 
on four aspects of the proposed work follow: 

i) There is a risk that only incremental improvements to the core design of the 
market will be considered whereas there may be other totally different market 
designs that may result in a more efficient electricity sector.  MEUG suggest 
the Commission needs to keep a watching brief on those alternative market 
designs, such as Nordpool and NETA, as part of the Market Refinement work. 

                                                            
1 EC, Consultation paper on proposed request for appropriations for the 2007/08 financial year, 8 December 2006, refer 
paragraph 43.  The MEUG submission on the Big Picture consultation was critical of the proposed performance measures. 
2 Ibid, pages 22 and 23. 



Major Electricity Users’ Group  2 

EC: Submission on the EC’s proposed 2007/08 appropriations 22 December 2006 

MEUG views as high risk the possibility that parties that will benefit from 
adding regulated capacity charges into the market will do so under the guise of 
incremental improvements when they should be viewed as a fundamental 
change in market design.  If the Commission accepts that adding capacity 
charging features into the market is a fundamental change in design then other 
fundamentally different market designs should be considered. 

ii) For the project on transmission hedge market development3 reference is made 
to “key work is analysing and prototyping of the two main options: locational 
rental allocations (LRA) and FTR.”  MEUG suggest the Commission include 
the status quo as a main option also.  For example assuming the Commission 
decided to introduce LRA, then the Commission in recommending a rule 
change to implement LRA is required to consider all feasible alternatives.  The 
status quo is clearly a feasible alternative, and MEUG would suggest one of 
the three main options the Commission needs to consider. 

iii) MEUG suggest the Pricing Process Improvements work4 should be a tier one 
and not a tier two priority.  Confidence by market participants, politicians and 
the public in the electricity market is undermined when unexpected extremely 
high price events occur.  These events have often been due to issues now 
being considered in the Pricing Process Improvements Project.  Reducing the 
frequency and effect of these types of events has the benefit of minimising the 
risk of politically imposed interventions.  That benefit is sufficiently material that 
this work should have a higher priority. 

iv) MEUG suggest the Market information work5 should be a tier one and not tier 
two priority.  MEUG has been extremely dissatisfied with the performance of 
the Commission in making improvements to information to facilitate 
competition in the wholesale market6.  There is a real opportunity with 
negotiation of service provider contracts next year to make changes to the 
current information systems to allow improved free-to-air information.  

c) The wind related work under the System Operations and Common Quality arguably 
should be recovered from the primary beneficiary of any proposed rule changes, 
namely wind generators.  As the Commission focuses on more details in preparing 
the next SOI, MEUG suggest the Commission consider how much of the work on 
investigations to accommodate an increasing proportion of wind generated power 
should be paid by levy holders and how much paid by wind generators. 

d) It would be useful to have greater transparency on the calculation of the indicative 
levy rates for 2007/08, ie assumed volumes and ICPs.  It’s possible to reverse 
calculate some of those assumptions but it would have been preferable for the 
Commission to have provided the detail.  The value of being more explicit about the 
calculations is that parties can adjust their views on likely levy rates as forecasts on 
key factors (eg demand) change.  

Yours sincerely 

 
Ralph Matthes 
Executive Director 

                                                            
3 Ibid, page 32 
4 Ibid, page 33 
5 Ibid, page 34 
6 MEUG recommended improved information was needed in a letter to the EC on 26 February 2004.  In the MEUG 
submission to the EC, Submission on Proposed Appropriation for 2005/06, 12 May 2005, paragraph 8, we repeated the 
full text of the case for improved information from the letter of 26 February 2004.  


