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MAJOR ELECTRICITY 

USERS' GROUP 

4
th
 June 2015 

Matthew Lewer 

Manager, Price-Quality Regulation 

Commerce Commission 

By email to regulation.branch@comcom.govt.nz        

Dear Matt 

Cross-submission on NIGU draft decision, 23 April 2015 

1. This is a cross-submission by the Major Electricity Users’ Group (MEUG) on the 

submissions by Pacific Aluminium NZ, Southland Chamber of Commerce and Transpower 

that closed 21
st
 May 2015 on the Commerce Commission draft decision

1
 “Amending 

Transpower’s allowance and outputs for the North Island Grid Upgrade Project (NIGU 

Project)” dated 23
rd

 April 2015.   

2. MEUG members have been consulted in the preparation of this submission.  This 

submission is not confidential.  Some members may make separate submissions. 

3. The huge gulf between how markets actually work and the current regulatory regimes 

governing Transpower is exemplified by the submissions of Southland Chamber of 

Commerce and Pacific Aluminium NZ.  As Southland Chamber of Commerce note 

(paragraph 4) “in a normal trading environment, paying for what you use is a valid 

expectation but this is not the case for NIGU”.  There are four options to bridge this gulf: 

a) The Electricity Authority amends the Transmission Pricing Methodology guidelines to 

have a beneficiary and or exacerbators pay or other more market like methodology 

rather than an administrative approach; and or 

b) The Commerce Commission considers the issue in the review of Input 

Methodologies; and 

c) The Commerce Commission to change its draft decision on the NIGUP cost overrun 

to be approved in light of MEUG’s submission of 21
st
 May 2015; and   

                                                           

1
 Found at http://www.comcom.govt.nz/regulated-industries/electricity/electricity-transmission/transpower-major-capital-

proposal/amending-the-allowance-and-outputs-for-the-north-island-grid-upgrade-project/ 
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d) Transpower take a lead from behaviour in competitive markets whereby suppliers, 

with a view to a long term business relationship, takes into account the financial cost 

to some of its customers relative to the benefits they receive.   

4. MEUG doesn’t hold much hope for the latter and the first two options are out of scope of 

this consultation.  The solution in paragraph 3 c) above is and remains the most relevant 

option for this specific consultation. 

5. After considering the submissions of other parties MEUG makes no change to its 

submission of 21
st
 May 2015.   

6. Referring to Transpower’s submission MEUG note: 

a) Transpower acknowledge (p2) optimism bias was a factor in the cost overrun.   

In workably competitive markets consumers don’t pay for companies that have cost 

overruns due to optimism bias.  Companies in workably competitive markets that 

consistently have problems with optimism bias go out of business because their 

profits are below those sustainable to attract new capital from shareholders.  

Transpower also needs to have similar disciplines to modify its behaviour.   

This reinforces the argument in paragraph 6 b) of MEUG’s submission of 21
st
 May 

2015 that optimism bias should be treated as an avoidable cost. 

b) Transpower acknowledge (p2) they learnt lessons from NIGUP for subsequent other 

major projects.   

In workably competitive markets consumers don’t pay for companies that are 

learning the ropes and are less efficient than their competitors.  If that isn’t bad 

enough; consumers are also paying a return to Transpower at the 67
th
 percentile 

WACC when in competitive markets efficient companies on average over time earn 

the 50
th
 percentile WACC. 

There is no evidence by Transpower that by not approving the cost overrun 

application that Transpower would not have improved its efficiency of planning and 

implementing future projects.  In fact Transpower says it has improved learnt lessons 

and made changes even though it is uncertain whether it will get approval for the 

cost overrun application.  The reason for Transpower making these improvements 

may be due to professional pride or some other reason.  It has not been proven that 

improvements by Transpower are directly attributable to having certainty that the 

decision should be demonstrably tilted in favour of Transpower as noted in 

paragraph 6 a) of MEUG’s submission of 21
st
 May 2015.    

7. MEUG looks forward to viewing the final decision and reasons paper on this application. 

 

Yours sincerely  

 
Ralph Matthes 

Executive Director  


