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7 Economic behaviours under the TPM proposal with an 
estimated net cost 

Introduction 

7.1 This section describes: 

(a) the economic behaviours under the TPM proposal, and under the alternative
proposal, that we estimate would have a net economic cost

(b) the estimated net economic cost of each of these behaviours.

7.2 We assume the proposal is implemented in 2022. Unless otherwise stated, all dollar 
values are in real (2018) dollars and are the present values 

We have adopted a conservative approach to quantifying TPM reform costs 
7 .3 As with the quantification of TPM reform net benefits, quantifying TPM reform net costs 

is subject to a high level of uncertainty over: 

7.4 

7.5 

7.6 

7.7 

(a) the course of future events, and

(b) future decisions that are inherently unknowable now.

Among other things, TPM reform net costs will depend on the extent to which industry 
participants accept reasonable trade-offs between cost, effectiveness and perceptions of 
equity. 

Against this background, we have adopted a.conservative approach to counteract the 
well-known phenomenon of optimism bias in CBAs. Our estimate of net economic costs 
in this section may be excessive. There will be opportunities to reduce or otherwise 
manage TPM reform costs, by way of effective governance and management of the TPM 
reform process. The discussion in this section should not be seen as a rigorous exercise 
in budgeting TPM reform costs. Instead, it should be considered in the context of testing 
whether the net benefits of the TPM proposal are likely to exceed the net costs. 

We have applied sensitivities to all our estimates of net costs 

We have applied a sensitivity of+/- 50 percent to our estimates of net costs associated 
with the TPM proposal. We note this is consistent with the approach Transpower and 
PWC adopted when estimating Transpower's expected costs under a TPM developed in 
accordance with the proposed TPM guidelines set out in the 2016 Issues Paper. 

In its submission on the 2016 Issues Paper, Transpower noted the difficulty in estimating 
the size of the TPM development, implementation and ongoing tasks. This difficulty 
stemmed from the discretion inherent in the proposed TPM guidelines.23 PWC noted the
cost estimate was indicative and might vary by +/- 50 percent.24

, Comment [JS34]: As these costs are 
/ passed on to consumers, I suspect we 

/ should treat them as a tax and assess 
/ "excess burden" from higher prices 

I 
· · · · I . _.J / (crudely speaking a reduction in 

Economic behaviours estimated to have a net ieconom1c COSlj_ / consumer surplus). However this issue 
········._ might be best dealt with while 

7.8 

23 

24 

Net economic costs under the TPM proposal 

Table 7 summarises the economic behaviours under the TPM proposal that we estimate 
would have a net economic cost. We estimate these activities would have a net cost of 

See p 27 of Transpower's submission on the 2016 issues paper. 
See p 6 of Appendix D of Transpower's submission on the 2016 issues paper. 

35 8 May 2019 4.55 PM 

\ assessing benefits i.e. it would be 
\ cleaner to e.g. add increased revenue 
\ requirements, from higher costs, to the 
\ scenarios/model where we assess 

\, 
consumer benefits. 

Comment [TS35]: Comment on JS 
comment: I think it will be important to 
list all the costs in this section so that 
stakeholders can see that all the costs 
have been taken into account. 
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