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Publication of a non-material amendment to Transpower Input 
Methodologies Determination 2010 

1. We have published a non-material amendment to the input methodologies (IMs) for 
Transpower New Zealand Limited (Transpower) contained in the Transpower Input 
Methodologies Determination 2010 (Transpower IM determination).1 We have 
made this amendment under section 52X of the Commerce Act 1986 in conjunction 
with our input methodologies amendments relating to the treatment of operating 
leases.2   

Amendment 

2. The amendment makes an error correction to the formula for calculating the 
incremental rolling incentive scheme (IRIS) baseline adjustment term, contained in 
clause 3.6.4(3) of the Transpower IM determination. The amendment inserts a minus 
sign into the formula in clause 3.6.4(3) of the Transpower IM determination as 
follows:  

 
–(differences in penultimate year)  
x  
((1-(1+WACC)-6)/WACC)  
x  
(1+WACC)2 

 

3. For certainty, we have also inserted brackets around the term differences in 
penultimate year in the formula in clause 3.6.4(3) of the Transpower IM 
determination.   

Background 

4. The IRIS mechanism attempts to ensure that Transpower’s incentive rate for 
controlling operating expenditure is constant over time. The IRIS is intended to allow 
Transpower to retain efficiency savings for a five-year period, regardless of when 
they occur within the regulatory period. Transpower will receive efficiency incentives 
for efficiencies within the same regulatory period (natural incentive) and for 
efficiencies achieved in the previous regulatory period and carried forward into the 
following period (carry forward mechanism). It is designed to achieve this result by 
implementing a mechanism to carry cost savings across a price-quality path reset. 
This relies on an explicit expenditure link between regulatory periods.  

5. The baseline adjustment term acts to link expenditure between regulatory periods 
and is applied to Transpower’s revenues in the following regulatory period. In 
particular, the baseline adjustment term is designed to ensure that incentives are 
correctly applied between regulatory periods so that Transpower is not over- or 

                                                 
1  Transpower Input Methodologies Amendments Determination (No. 2) 2019 [2019] NZCC 16 (13 November 2019). Prior 

to the amendment to the input methodologies for Transpower New Zealand Limited outlined in this paper, the 
principal determination was most recently amended on 28 August 2019 by the  

Transpower Input Methodologies Amendments Determination 2019 [2019] NZCC 10. 
2  Commerce Commission “Treatment of operating leases; Final decisions paper” (13 November 2019). 



 

 

under-compensated for efficiencies achieved in Year 4 of the previous regulatory 
period. 

6. The baseline adjustment term is calculated by way of a formula, using our estimation 
of differences in penultimate year,3 and together with other inputs is used to 
calculate the adjustment to the opex incentive amount in the second year of the 
regulatory period.4   

Reason for amendment 

7. The reason an amendment is necessary to the formula to calculate the baseline 
adjustment term is because a positive total saving in Year 4 of the preceding 
regulatory period (ie, positive total difference in penultimate year) requires a 
negative adjustment via the baseline adjustment term to offset positive IRIS revenue 
adjustments from the IRIS carry-forward mechanism.  

8. This is due to the cost savings resulting in Transpower receiving positive amounts 
under the carry-forward mechanism, and under the natural incentive. A negative 
adjustment term is necessary to offset this (and vice versa for cost overruns) as our 
IRIS methodology assumes that permanent savings in Year 4 of a regulatory period 
are incorporated in the operating expenditure allowance for the next regulatory 
period. 

9. Under the original formula as drafted in the Transpower IM determination, positive 
differences in penultimate year would result in a positive baseline adjustment term. 
This is inappropriate because Transpower would gain (or lose out) twice from the 
total cost savings in Year 4. As Transpower generates its forecast for its next 
individual price-quality path in Year 3 of a regulatory period, Year 4 savings will not 
be included in that forecast. Transpower therefore gains (or loses out) from both: 

1.1 the opex incentive amount from carry forward amounts for savings made in 
Year 4; and 

2.1 a higher (or a lower) allowance for operating expenditure for the next 
regulatory period as it does not take into account the Year 4 savings (cost 
overspend).5  

Non-material error correction 

10. Our previously published IRIS models and 2017 IM amendments and 29 August 2019 
final IPP decisions papers have assumed that the baseline adjustment term formula 
was correct (positive savings result in negative baseline adjustment term).6,7 

                                                 
3  Transpower Input Methodologies Amendments Determination (No. 2) 2019 [2019] NZCC 16 (13 November 2019),  

clause 3.6.4(4).  
4  Transpower Input Methodologies Amendments Determination (No. 2) 2019 [2019] NZCC 16 (13 November 2019),  

clause 3.6.4. 
5  Commerce Commission, Input methodologies review final decision: Transpower Incremental Rolling Incentive Scheme” 

(29 June 2017), Attachment A 
6  Commerce Commission “Transpower IRIS baseline adjustment demonstration model – 24 March 2017”  

(24 March 2017); Commerce Commission “Calculation of IRIS baseline adjustment term for Transpower – 12 July 2019”  
(12 July 2019). 

7  Commerce Commission, Input methodologies review final decision: Transpower Incremental Rolling Incentive Scheme  
(29 June 2017); Commerce Commission,  
Transpower’s individual price-quality path from 1 April 2020 – Decisions and reasons paper (29 August 2019).  

https://comcom.govt.nz/__data/assets/pdf_file/0028/170398/Transpower-IPP-for-RCP3-Decisions-and-reasons-paper-29-August-2019.PDF


 

 

Transpower has applied the same interpretation in preparing its IRIS models as part 
of its proposal for the price-quality path reset for the regulatory period commencing 
1 April 2020.8 The amendment corrects the baseline adjustment term formula to 
align it with this interpretation. 

11. The amendment determination can be accessed at: https://comcom.govt.nz/regulated-
industries/input-methodologies/projects/operating-leases  

Effective dates for this IM amendment  

12. The IM amendment for this non-material error correction will come into force the 
day on which notice of the final amended Transpower IM determination is given in 
the New Zealand Gazette in accordance with s 52W of the Commerce Act 1986.  

13. The IM amendment will apply to Transpower’s individual price-quality path from the 
next regulatory period commencing 1 April 2020.  

 
  
 
 

 

                                                 
8  Refer Transpower’s ‘Revenue Model’ at https://www.transpower.co.nz/keeping-youconnected/industry/rcp3/rcp3-

proposal-securing-our-energy-future-2020-%E2%80%93-2025, Worksheet “RCP2 IRIS” Row 69.  

https://comcom.govt.nz/regulated-industries/input-methodologies/projects/operating-leases
https://comcom.govt.nz/regulated-industries/input-methodologies/projects/operating-leases
https://www.transpower.co.nz/keeping-youconnected/industry/rcp3/rcp3-proposal-securing-our-energy-future-2020-%E2%80%93-2025
https://www.transpower.co.nz/keeping-youconnected/industry/rcp3/rcp3-proposal-securing-our-energy-future-2020-%E2%80%93-2025

