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MAJOR ELECTRICITY 

USERS' GROUP 

7
th
 August 2015 

Dr John Rampton 

Electricity Authority 

By email to submissions@ea.govt.nz        

Dear John 

TPM Options working paper  

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

Authority working paper
1
 “Transmission Pricing Methodology Review: TPM options” dated 

16
th
 June 2015 and various other materials published on the same web site

2
. 

2. Attached and to be read as part of this submission is a report by the New Zealand Institute 

of Economic Research (NZIER) “Transmission pricing options - Advice regarding grid 

charging working paper” August 2015.  The brief we gave NZIER was to consider the 

working paper on a best regulatory design principles basis.  In other words a “NZ Inc” view.  

A principled approach to any revisions to TPM will in our view be more durable and hence 

the advice of NZIER we believe will assist the Authority.       

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

submission is not confidential.  Some members are making separate submissions. 

4. The working paper is the ninth in a series since the first TPM consultation paper was 

published on 12
th
 October 2012.  The Authority has been consulting through working 

papers on specific sub-topics to assist its preparation and publication of a second TPM 

consultation paper in 2016Q1.  The views in these submissions are on the basis of the 

working papers being an opportunity to test variations or new ideas and in more detail than 

the first consultation paper.  Just as nothing is set in stone or can be inferred from the 

working papers about the position of the Authority neither can our comments on this and 

the prior working papers be taken as our definitive view. MEUG’s final views on the 

preferred TPM proposal to be published 2016 will only be formulated after we have seen 

the total package and the cost-benefit-analysis comparing the proposed TPM amendments 

with the next best alternatives.   

5. The balance of this cover letter considers four other topics.  First alignment with regulation 

of Transpower under Part 4 of the Commerce Act, second process timing, third the need for 

an all of systems approach and fourth need to consider prescription in TPM guidelines. 

                                                           
1
  http://www.ea.govt.nz/dmsdocument/19472  

2
 http://www.ea.govt.nz/development/work-programme/transmission-distribution/transmission-pricing-review/consultations/#c15374  

mailto:submissions@ea.govt.nz
http://www.ea.govt.nz/dmsdocument/19472
http://www.ea.govt.nz/development/work-programme/transmission-distribution/transmission-pricing-review/consultations/#c15374
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Alignment with Part 4 regulation  

6. There are two topics relevant to alignment with regulation under Part 4 of the Commerce 

Act.  First the valuation of unused assets and second the Transpower Capital Expenditure 

Input Methodology (Capex IM).  

7. The “elephant in the room” in the debate on TPM is that some of Transpower’s Regulated 

Asset Base (RAB) is for assets that are excess to demand even if priced at variable cost.  

The TPM requires the Authority to set charges to recover those unused RAB costs.  The 

solution is to remove the value for assets in excess of that required from the RAB.  That is 

an option the Commerce Commission should consider in the concurrent review of IM.     

8. The cost to consumers of paying for assets in excess of demand is likely to be in the tens if 

not hundreds of millions of dollars. 

9. We did not ask NZIER to consider the treatment of existing Transpower assets in the RAB 

in excess of that required because that is a matter for the Commerce Commission.  

Nevertheless NZIER have noted some aspects of the debate
3
.  That commentary is only a 

partial analysis in the context of the TPM options paper as the IM review will need to take a 

more holistic approach considering the valuation of such assets in the RAB and other 

factors such as the cost of capital, risks to and incentives on Transpower.     

10. The second aspect is aligning any decisions to revise the TPM by the Authority with 

changes to the Capex IM by the Commerce Commission.  At this stage the timing for both 

of these processes is conducive to considering good alignment and in particular resetting 

Transpower’s Individual Price-Quality Path (IPP) from 1
st
 April 2020.  The Authority must 

stay the course with its planned next steps to ensure changes by the Commerce 

Commission to all Input Methodologies are in place and therefore underpin transmission 

charges from April 2020.  We reinforce this point on timing in the next section.   

Process timing 

11. It is good to have concluded the consultation on the options working paper.  The Authority 

has indicated the second consultation paper will be published and consulted on in the first 

half of 2016 and decisions made on the TPM guidelines mid 2016.  As noted above it is 

critical that timetable is achieved to ensure changes to the Capex IM can then be made to 

supplement the TPM in order to be used for the next IPP starting in April 2020. 

12. The review of TPM has been underway for almost 6 years
4
.  There has been a risk the 

review might lapse due to political rather than principled decisions.  The options working 

paper we think has given renewed momentum to expect the review can be concluded.  

MEUG welcome and endorse the Authority continuing to include TPM as one of six tier one 

priority projects
5
 for 2015/16.     

13. While supporting the review of TPM stay on track in terms of timing we have a concern 

about the work load for all parties when consultation timeframes coincide with other work by 

the Commerce Commission.  For example this current consultation on the TPM options 

working paper is being conducted in parallel to the Commerce Commission consultation on 

defining problems for the IM review.  The TPM review and the IM review are the highest 

priority issues for MEUG over 2015/16.  The ability of MEUG members to resource and 

                                                           

3
 For example NZIER refer to unused or excess capacity or sustained under utilisation of assets or “over-build” in 

paragraph 10 (p ii) and section 3.1 (p7), section 3.2.2 (p12).section  4.3 (p17), section 4.3.2 (p 23 discussion on SPD and 
p24 under heading “what matters from our evaluation of TPM charges”) and section 6 (p31).  
4
 The Electricity Commission published a consultation paper on stage 1 high level options investigation on 9

th
 October 

2009, refer http://www.ea.govt.nz/development/work-programme/transmission-distribution/transmission-pricing-
review/development/stage-1/   
5
 Refer EA 2015/16 Work Programme, http://www.ea.govt.nz/dmsdocument/19496 . 

http://www.ea.govt.nz/development/work-programme/transmission-distribution/transmission-pricing-review/development/stage-1/
http://www.ea.govt.nz/development/work-programme/transmission-distribution/transmission-pricing-review/development/stage-1/
http://www.ea.govt.nz/dmsdocument/19496
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ensure high quality input into these processes has been stretched.  The same probably 

applies to other consumers.   

14. MEUG requests the Electricity Authority consult with the Commerce Commission about 

consultation timelines over the start of 2016 otherwise we will see a repeat of the current 

problem. 

All of systems approach 

15. A key theme from NZIER is that changes in static and dynamic efficiency through changes 

to TPM are affected by how transmission prices are passed through or not and harmonise 

or not with distribution pricing.  Changes in investment and operating behaviour by 

participants downstream and upstream of the grid are driven by final delivered prices for 

line services.  It’s the bundled price for line services where “the rubber hits the road”.   

16. The options paper didn’t explore implementation to any great extent and instead left an 

open question for feedback.  NZIER and MEUG emphasise the need for an all of systems 

approach to understand if intended effects from TPM pricing components separately and in 

combination will, once they trickle through to prices paid by consumers and generators, be 

actually realised. 

17. The soon to be commenced consultation by the Authority on distribution pricing is therefore 

important because it will help understand the trickle through effects of any changes to TPM. 

18. On the question of implementation MEUG suggested
6
 Transpower’s consultation on the 

North Taranaki Interconnection Investigation could be a useful test case of how the options 

would work in practice.  The Authority replied on 6
th
 August with a high level analysis.  That 

high level analysis raised further questions on the price signals and impact on existing large 

generation in northern Taranaki.  Given time we have not considered this further.  

Nevertheless it supports value of testing implementation on a range of actual examples 

because those may also reveal insights useful for deciding the final proposal.  In a future 

world where, for example, the TPM options were in place then ensuring parties likely to pay 

and be affected by alternatives being considered for the North Taranaki Interconnection 

Investigation are informed of all possible outcomes is critical.  It is this pre-investment 

decision making phase where comprehensive information on forecast costs and benefits is 

needed.  This is a topic for possible improvements to the Capex IM to require Transpower 

to publish such information to align with changes to TPM.   

Level of prescription in TPM guidelines 

19. The price components for some of the layers in the options can vary widely for different 

consumers depending on underlying assumptions.  For example calculating the residual 

using capacity for the denominator begs the question which measure of capacity?  Even 

after defining a generic type of capacity measurement there can be multiple ways of 

calculating the allocator all with material differences on different consumers.  See for 

example in NZIER report table 8, Sensitivity of residual charge to EDB capacity. 

20. MEUG recommend the Authority in drafting a proposed TPM guideline for the second 

consultation round consider when and when not to be prescriptive.  In the case of the 

allocator for the residual we believe that is a matter when more prescription in the TPM 

guidelines is warranted because Transpower should not be asked to consider populating 

the TPM when judgement is required for difficult and partly or largely non-engineering 

criteria. 

                                                           

6
 Refer MEUG email to Electricity Authority, Transpower, Powerco and Commerce Commission, 17

th
 July 2015.  MEUG 

lodged a submission to Transpower on the North Taranaki Interconnection Investigation on 29
th
 July 2015, refer  

http://www.meug.co.nz/system/files_force/MEUG%20to%20Transpower%2C%20North%20Taranaki%20Interconnection%
20Investigation%2C%2029-Jul-15_0.pdf?download=1  

http://www.meug.co.nz/system/files_force/MEUG%20to%20Transpower%2C%20North%20Taranaki%20Interconnection%20Investigation%2C%2029-Jul-15_0.pdf?download=1
http://www.meug.co.nz/system/files_force/MEUG%20to%20Transpower%2C%20North%20Taranaki%20Interconnection%20Investigation%2C%2029-Jul-15_0.pdf?download=1
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Next steps 

21. We look forward to the consultation on distribution pricing by the Authority later this year 

and the second consultation paper on TPM early 2016.   

 

Yours sincerely  

 
Ralph Matthes 

Executive Director  


