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MAJOR ELECTRICITY 
USERS' GROUP 

24 September 2009 

Hon David Caygill 
Chair 
Electricity Commission 
 
Copy:  
 
Mr Kieran Devine 
General Manager System Operations 
System Operator 
 
By email 

Dear David 

Request for urgent action on Frequency Keeping costs 

1. Yesterday the Executive Committee of the Major Electricity Users’ Group (MEUG) discussed the 
dramatic rises in Frequency Keeping (FK) charges during the period May to August 2009.  The 
meeting drew attention to the 51% increase in FK charges between July ($6.2m) and August 
($9.5m), particularly as at the same time FK costs increased, energy prices decreased.  For 
example the average spot price at Haywards in July was $60.66/MWh and in August 
$22.71/MWh, a decrease of 63%.  When the “market” and “constrained on costs” for the months 
of May, June, July and August 2009 are examined the blow out in costs becomes even more 
evident, ie 

Month FK charges ($m per month) 
 Constrained on Constrained off FK Market FK Total 
May-09 0.557 0.451 2.792 3.801 
Jun-09 2.448 0.346 2.005 4.798 
Jul-09 3.816 0.287 2.151 6.254 
Aug-09 8.235 0.140 1.102 9.478 

2. The meeting was advised that the methodology for frequency keeper selection reverted to the 
previous format once the Markets System Project (MSP) went live on the 21st of July 2009 and 
that concerns had been voiced by stakeholders to Commission and System Operator staff 
that frequency keeping costs could balloon out unless interim measures were put in place. 
Members have previously been advised that it may take several months before MSP can be 
updated to eliminate the sub optimal selection methodology. 

3. MEUG members yesterday expressed concern that the Commission and the System Operator 
have not taken action in advance and put in place an interim solution to ensure FK is provided at 
least cost. 
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4. It is not clear to MEUG why no action has been taken as it is understood that the calculation 
of “market”, “constrained on” and “constrained off” offers can be undertaken manually thereby 
remedying the temporary inability of MSP to perform this function.  The costs of employing 
resources to manually perform this function must be minimal by comparison with the extra-
ordinary rise in constrained on costs that have been experienced since the 21st of July.  The 
view of MEUG members that FK selection keeping process is sub optimal was exacerbated by 
many of them receiving offers of a hedge from one potential Frequency Keeper. 

5. If necessary the parties involved in meeting Frequency Keeping charges may be prepared to 
pay for the specific costs of undertaking the manual calculations although it would appear to be 
a legitimate cost charged against the MSP commissioning fund.  The lack of authorised funds 
cannot be used as a reason for not moving immediately to remedy this problem. 

6. We request you urgently take action to eliminate the harm being caused to consumers by the 
exploitation by one or some FK service providers and a temporary shortfall in MSP functionality 
until a permanent fix can be implemented. 

 
Yours sincerely 
 

 
 
Terrence Currie 
Chair 
 


