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MEUG sub to CC re draft decision not to accept IR as pass through 10-Oct-08 

 

MAJOR ELECTRICITY 
USERS' GROUP 

10 October 2008 

Mr Alex Sim 
Networks Performance Group 
Networks Branch 
Commerce Commission 
By email to electricity@comcom.govt.nz   

Dear Alex 

Submission in support of draft decision not to amend Transpower’s administrative 
settlement to include Instantaneous Reserves as Pass-Through costs  

This is a submission by the Major Electricity Users’ Group (MEUG) in support of the Commerce 
Commission’s draft decision not to amend Transpower’s administrative settlement to allow pass-
through of Instantaneous Reserves (IR) as set out in the paper titled Draft Decision and Reasons for 
not amending Transpower’s administrative settlement to include Instantaneous Reserves as Pass-
Through costs, dated 26th September 2008.   

We agree with the Commission’s view (refer paragraph 11 of the draft decision) that “the settlement 
should not be amended unless there are exceptional circumstances, and the amendment is consistent 
with s 57E”.  The Commission’s analysis clearly demonstrates that neither these criteria are meet.  
Without repeating all of the Commission’s reasoning, we highlight two aspects of the draft decision. 

First, in paragraph 53 the issue of maintaining strong incentives to improve dynamic efficiency for the 
long-term benefit of consumers by making the party best able to manage the risk accountable is 
concisely summarised: “Allowing Transpower to pass on the costs of instantaneous reserves, which 
are a result of its own past decisions, would establish poor incentives for efficiency.  This also has the 
effect of giving Transpower the ability to pass on the risks of its own decisions to its customers.” 

Secondly, Transpower willingly entered into the administrative settlement at the end of June knowing 
the financial impact of IR charges for 2007/08 and, as the drought had not yet broken, that similar costs 
would arise at the start of 2008/09.  The IR costs were not an unknown and unintended consequence 
of the settlement.  The settlement balances a number of factors, including operating cost risks such as 
IR.  It is annoying that Transpower proposed an amendment to the settlement for a single cost 
component that Transpower was fully aware of, only two weeks after the settlement terms came into 
effect.  In addition Transpower’s correspondence to the Commission of 14th July and 28th August 2008 
provided no reasoning to support the proposed amendment on the basis of a s.57E argument. 

Yours sincerely 

 
Ralph Matthes 
Executive Director 


