
Level 28, The Majestic Centre, 100 Willis Street, Wellington, New Zealand 
PO Box 8085, Wellington 6011, T +64-4 494 0996, info@meug.co.nz , www.meug.co.nz   

 
MEUG sub to TPNZ on lower SI economic GUP 14-Aug-09 

 

MAJOR ELECTRICITY 
USERS' GROUP 

14 August 2009 

Project Manager, Lower South Island Renewables project 
Transpower New Zealand Limited 
 
By email to gridinvestmentprojects@transpower.co.nz   

Dear Madam/Sir 

Submission on Lower South Island economic GUP to facilitate renewables project 

1. This is a submission by the Major Electricity Users’ Group (MEUG) on the Transpower report, 
“Lower South Island Renewables Investigation project – Grid Investment Test Consultation,” 
along with an number of other supporting reports published July 20091 (the “GIT consultation”).  
Subject to feedback from this consultation round, Transpower propose requesting approval from 
the Electricity Commission for up to $155m for an economic Grid Upgrade Plan (GUP) on the 
Twizel-Livingston-Roxburgh triangle to support possible new wind and hydro generation south of 
Roxburgh. 

Reliability GUP first 

2. MEUG suggests the most urgent work Transpower needs to progress for the lower South Island 
is to finalise a GUP to meet grid reliability standards for existing and forecast levels of demand2.  
Transpower should progress the Lower South Island reliability GUP ahead of the economic 
GUP.  We note there is potentially some overlap between the two GUP in relation to the Clyde-
Roxburgh line that may need duplexing for reliability purposes whereas a thermal upgrade is 
sufficient for the economic GUP.  The choice of upgrade for that section of line should be 
resolved by Transpower by first completing the reliability GUP for the lower South Island and 
then considering an economic GUP to meet the needs of possible new generators. 

Transpower must consider strategic behaviour of generators 

3. If the economic GUP proposal for $155m is approved, then built and subsequently new 
generation is not built south of Roxburgh then all consumers in New Zealand bear the stranding 
cost.  Similarly if the Twizel-Livingston-Roxburgh triangle reinforcement is completed by 2015 
but new generation is not built for several years after that date to fully utilise the increased line 
capacity, then consumers bear the cost of having reinforced the triangle earlier than necessary. 

4. Generators have an incentive to overstate intended generation plans in order that consumers 
pay for economic GUP through out New Zealand, leaving generators with more options to 
choose generation that suits their portfolio.  Both Transpower and the Electricity Commission 
have a role to play in protecting consumers from this type of strategic behaviour. 

                                                           
1 Refer http://www.gridnewzealand.co.nz/n1644.html  
2 Refer http://www.gridnewzealand.co.nz/n2022.html.  Projected timing is 2011 and indicative cost of between $100m and 
$300m.  
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5. The issues are not identical in relation to the risk of detriments to consumers should delays to 
Twizel-Livingston-Roxburgh triangle reinforcement forgoing the next lowest cost suite of 
generation being built.  In such a case new generators south of Roxburgh would forgo profit 
opportunities.  There will be a point when those generators would be prepared to pay to 
advance reinforcement of the Twizel-Livingston-Roxburgh triangle to gain the private benefit of 
building new generation south of Roxburgh because it was the most profitable option compared 
to building elsewhere in New Zealand. 

6. It’s likely that the Electricity Commission review of the Transmission Pricing Methodology (TPM) 
due for completion at the end of 2010 will consider how the TPM should evolve to minimise this 
strategic behaviour and align the parties that benefit with those that pay for economic GUP.  In 
advance of that work being completed we believe Transpower has a role to play in finding 
solutions for current proposals that mitigate over-building, building too soon and misalignment of 
parties that benefit with those that pay. 

Comments on the GIT 

7. MEUG suggests Transpower should continuing design work on a possible future economic GUP 
rather than table a detailed proposal now.  The cost of further design work to firm up options and 
land access is likely to be no more than 3% of the $155m total proposal, ie less than $5m.  The 
possible funders of this further design work are: 

a) Generators interested in new investment south of Roxburgh; 

b) Transpower;  

c) Consumers by way of Interconnection charges; and 

d) A combination of the above. 

8. Given the above comments on the strategic behaviour of generators and the private benefit that 
will accrue to them from reinforcement of the Twizel-Livingston-Roxburgh triangle, MEUG 
suggests Transpower should engage in discussions with generators for funding of this work. 

9. Spending $5m to better scope needed work does not foreclose the possibility that physical work 
on reinforcement will not commence in April 2012 per the GIT consultation paper.  If generators 
see large private gains and fund this work then an economic GUP can still be submitted in the 
next two years. 

10. It’s worth noting the potential scale of the private gains generators might accrue.  The GIT 
consultation paper notes up to 1,900 MW of new generation might be built.  If the capital cost is 
$3,000/kW, then possible new generation would have a capital value of $5.7 billion.  Assuming a 
very low required rate of return by generators of 7% on this capital equals $399m per annum.  
Over 10 years, this equals in NPV terms (at 7%), $2.8 billion profit to generators. 

11. By comparison the GIT consultation NPV net benefit (option 2 over 35 years) is $370m.  In a 
truly competitive market the $370m would pass through to consumers.  However the New 
Zealand wholesale market is prone to exercise of market power and only a faction of the $370m 
will accrue to consumers.   

12. When you compare the potential private gain to generators of at least $2.8 billion with the 
benefit to consumers of no more than $370m, the rationale for Transpower seeking a 
commitment and funding from generators for further design work becomes apparent.     

13. There are other factors potential new generators south of Roxburgh will be considering that 
Transpower should also take into account, eg 

a) How the ETS might change and any shift in timing and the likelihood of post 2012 climate 
change policies; 

b) The significant shift in government policy since November 2008 to promote discovery and 
use of natural gas, eg: 

i) The removal of the thermal ban legislation by the incoming new Government under 
urgency in December 2008; 
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ii) On 8th May 2009 the Minister of Energy and Resources, Hon Gerry Brownlee, 
announced $20m had been allocated in the budget for oil and gas exploration 
seismic work3;   

iii) The government decision to continue for a further five years a tax exemption for 
certain offshore oil and gas exploration announced on 13th May 20094;  

iv) The recommendation by the Electricity Technical Advisory Group and the Ministry 
of Economic Development to the Ministerial Review of Electricity Market 
Performance released5 by the Minister on 12th August 2009 to “ensure that the 
current petroleum resources review takes full account of the importance of gas to 
electricity generation using existing or new assets”; 

c) The opportunity for development of the world class lignite deposits in Southland including 
power generation; and 

d) The outcome from the Electricity Commission review of the Transmission Pricing 
Methodology.  

14. All of these will affect the economics of new generation South of Roxburgh.  Deferring 
compilation of an economic GUP until there is clarity on these would seem reasonable.  All of 
the above events lead MEUG to the conclusion that the assumption in the GIT Consultation that 
equal weighting should be given to the Market Design Scenarios based on the 2008 Statement 
of Opportunities is flawed.  The 2008 Statement of Opportunities was based on a policy 
environment deliberately tilted towards a theme of “sustainability” irrespective of cost.  The 
actions by the Government indicate achieving sustainability at any cost is no longer a viable 
option.  The GIT analysis therefore needs to use more realistic Market Development Scenarios. 

 
Yours sincerely 

 
Ralph Matthes 
Executive Director  
 

                                                           
3 Refer http://www.beehive.govt.nz/release/budget+2009+gerry+brownlee+-+boost+oil+and+gas+exploration  
4 Refer http://www.beehive.govt.nz/release/budget+2009+gerry+brownlee+and+peter+dunne+-
+tax+exemption+encourages+oil+and+gas+exploratio  
5 Refer http://www.beehive.govt.nz/release/electricity+review+released  


