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3.0 Scale of the issue raised by the Authority 

The Authority goes to great length in the consultation paper to refer to the “cost” that will need 
to be borne by other transmission customers if this one remaining NEC remains in force until 
expiry on 31 March 2026.   

To put this in perspective, out of Transpower’s total Maximum Allowable Revenue (MAR) of 
about $809m the estimated $385k increase in Transmission charges that will need to be 
“socialised” in some way if the NEC remains in force will make up 0.05% of total transmission 
costs for NZ Inc.   

This 0.05% should be considered against the impact of a 168% ($385k) increase in 
Transmission charges1 for NOIC (who supplies 166 farmers with irrigation services in the 
Network Waitaki supply area) should the NEC come to an end.   

The Authority has regularly acknowledged that there will be ‘winners and losers’ in the process 
but except for general discussions on the matter we have not seen concerns of the ‘losers’ 
being addressed, especially in smaller supply areas like Network Waitaki. For example, the 
Authority dismissed Network Waitaki’s recommendation to consider a transitional cap for a 
customer like NOIC, in the same manner as other large direct connect customers.  

As we have outlined in previous submissions, had NOIC been a direct connect customer at 
the Black Point GXP it could have benefited from the transitional cap provisions under the new 
TPM.  

We note that the intent of the transitional cap provisions is to lessen the impact on some 
customers, up to a maximum of a 3.5% increase in total bill.  This arrangement is estimated 
to cost the industry $2.2m2 and is a clear socialisation of transmission costs which goes 
against the principles the Authority is suggesting requires the termination of Notional 
Embedding and Prudent Discount agreements. 

It is of great concern to us that the Authority would for the sake of the last remaining NEC (with 
only three years left to run) risk implementing regulatory change to amend the code to 
effectively terminate valid commercial contracts when that code had been drafted in such a 
way as to preserve the status of NECs. There is considerable risk to the Authority in this action 
by creating an uncertain regulatory environment for commercially contracted parties, putting 
their own regulatory reputation on the line, and ignoring the huge cost impact on a single 
regional electricity consumer.   

In a time when there is considerable investment to be made in electricity infrastructure, 
investors need to have regulatory stability and certainty to ensure they can choose appropriate 
long-term investments, commercial contracts are safe from regulatory interference, and risk 
can be adequately predicted and managed.  Without this, the appetite for investment for the 
long term could be severely undermined.  

 

 

 

 

1 This excludes the New Investment Charge at Blackpoint 

2 Transpower. Indicative Prices (Pricing year 2022/23, p. 12) 
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4.0 We believe the Authority has not made a clear case for change 

We have concern as to whether the Authority has prepared this proposal with sufficient 
robustness – notably the inconsistent application of principles, nor has it made a clear case 
for change:  

• it indicates the need to end notional embedding and prudent discount agreements as 
they do not achieve the objectives of the new TPM because it leads to cost 
socialisation, but yet is quite comfortable with the transitional cap provisions designed 
into the new TPM which are a clear cost socialisation.  This is inconsistent application 
of the principles of the new TPM. 

• the issue is not material for NZ Inc (with 0.05% of costs socialised) but is significant 
for Network Waitaki and NOIC at Black Point (a 168% increase). 

• under section 4.5 of the consultation document, the benefits are stated as 
“unquantifiable” and the overall net benefit is “Expected to be positive”, but this is not 
substantiated in any way. 

• under section 4.22, the test of whether net benefits are quantified refers back to section 
4, which relates to the point above, and has not been robustly quantified. 

Our view is the Authority has not undertaken sufficient analysis to clearly demonstrate there 
are net positive benefits, and to prepare a consultation document for a proposed code change 
on the basis of “unquantifiable” benefits is, in our view, poorly considered regulation. 

 

Network Waitaki strongly disagrees with the proposed code change and rejects the 
proposed amendment to remove the reference to “notional embedding contract” (NEC) 
in the Code and is recommending alternative options below. 

 

5.0 Recommendation 

We recommend that the Authority consider amending the Code through the following 
alternative options  

• Remove the ability for new NECs to be entered into, however allow the existing NEC 
to run to its natural expiry date in 2026, and then any new arrangements shall meet 
the requirements of the applicable TPM at the time, or 
 

• Allow for transitional arrangements to phase out the NEC over the remainder of its 
term by way of a transitional pricing arrangement to avoid price shocks for the affected 
parties. 

Through these alternative options, the Electricity Authority can achieve its intent of ensuring 
the Code reflects the intended outcomes of the TPM, by phasing out NECs from the Code 
over the short term, as well as its overarching statutory objectives through: 

o Commitment to regulatory certainty and stability for long-term investments through 
honouring the intent of the Code.   

o Respecting valid commercial contracts and allowing parties to negotiate the next 
terms on expiry as provided for under the applicable TPM of the time. 

o Safeguarding the regulatory reputation of the Authority by ensuring regulatory 
stability and certainty where significant investment in electricity infrastructure is 
required to support decarbonisation objectives of government.   This action will signal 
















