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Preface 

 
 

The Bay of Plenty Electric Power Board (Bay Power) was established by Proclamation  on 18 
August 1925, in response to a ratepayers' petition under the Electric Power Boards Act 
19181. The board began operations in 1928.2 After 45 years as a distributor of electricity 
purchased mainly from the New Zealand Electricity Department (NZED), the board in 1973 
decided to move into generation. A site at Aniwhenua Falls was chosen in 1974, and the 25 
MW Aniwhenua hydro scheme, representing an investment of $29 million3, commenced 
operation on 3 October 1980. Over the twelve years from 1980/81 to 1991/92, Aniwhenua 
generated a total of 1,498 gigawatt-hours of electricity,  27% of Bay Power's total traded 
volume of 5,620 g
 
At March 1992 the Aniwhenua scheme had a book value of $21.1 million, comprising 
roughly half the board's total fixed assets of $40.7 million and just over 40% of the total 
assets of $50.9 million5. Over the four financial years to March 1992 the scheme returned an 
average annual net financial surplus of $3.5 million6.  
 
The Rotorua Area Electricity Authority (RAEA) was established under the Electricity 
Distribution Commission Act 1967 by Order in Council dated 9 August 19717, with all the 
powers, rights, duties, obligations and responsibilities of an electric power board. The main 
reason for constituting the new authority was to transfer the Rotorua urban electricity 
distribution system from the control of the Tourist and Publicity Department (which had run 
the system since 1901) into the hands of a new body covering the rural hinterland of Rotorua 
as well as the city itself8. The new Authority began investigations for a new hydro generation 
scheme in 1974 and the Wheao site was selected the same year. The 24 MW Wheao scheme 
entered operation in May 1984, having suffered long delays due to collapse of the canal in 
December 19829. Over the eight years from 1984/85 to 1991/92, Wheao generated 890 
gigawatt-hours of electricity, contributing 35% of the 2,563 gigawatt-hours traded by the 
RAEA in that period. 
 
The Wheao scheme's all-up cost was $46.6 million10.  At March 1992 the scheme had a book 
value of $42.3 million, accounting for two-thirds of the RAEA's fixed assets of $64.3 million 

 
1 New Zealand Gazette  20 August 1925, pp.2453-2454. 
2 Rennie 1989, p.230.  
3 Audit Office 1987, p.12. 
4 See Table 4 below. 
5 Bay of Plenty Electric Power Board  Annual Report 1992. 
6 See Table 4 below. 
7 New Zealand Gazette 12 August 1971 pp.1586-1587.. 
8 Stafford 1988, p.23. 
9 Ministry of Works and Development 1983. 
10 Audit Office 1987 p.12. 
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and 54% of total assets of $77.6 million11. Over the four financial years to March 1992 the 
scheme moved from a net financial loss of $4.1 million in 1988/89 to a net surplus of $1.4 
million in 1991/92. This rapidly improving profitability was attributable almost entirely to 
falling interest costs following a restructuring of the RAEA's debt in 1989 which included a 
write-off of $25 million owed to Government12. 
 
This research report covers the historical background to the emergence of the various types of 
electrical supply authorities in the New Zealand electricity system, the recent debates over 
ownership of those authorities, and the detailed history of the hydro-electric schemes at 
Wheao and Aniwhenua. 

 
11 See Table 2 below. 
12 RAEA General Manager's Report for 1988/89, p.2. 
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1 Electric Power Boards in the New Zealand Electricity System 
 
1.1 Origins 
 

Electric Power Boards were created as an integral part of central Government's plans for the 

development of a nationwide electricity supply system following the First World War. Prior 

to 1918 the construction of electricity generation plants and the distribution of electricity to 

consumers had been undertaken in an uncoordinated fashion by a wide variety of promoters - 

mining companies, local bodies, Government departments, private companies13. As the 

importance of electricity for the future development of the New Zealand economy became 

apparent, Government moved towards the establishment of an integrated generation and 

transmission system for each Island, with a clearly-defined division of roles between (a) the  

construction of large-scale hydro-electric stations and long-distance transmission lines, which 

was to be the direct responsibility of the Public Works Department, and (b) the development 

of local distribution networks and small-scale generation plant within each district, which 

was to be the task delegated to the new entities. 

 

In passing the Electric Power Boards Act 1918, the Government was in effect inviting local 

communities to take on tasks in the development of the electricity system which would 

otherwise have fallen to central Government. The main perceived advantage of relying on 

local initiative to supplement Government development activity was that additional resources 

might thereby be mobilised to speed up the development programme compared to the pace 

which Government could sustain on its own. 

 

The comments of Sir J.G. Ward, the Minister of Finance, in introducing the second reading of 

the 1918 Electric Power Boards Bill are revealing14 

 
[The Bill] is to enable local public bodies ... to establish Electric-power Boards, to enable 

the system of electric forces being used in districts where the Government have not yet 

undertaken or is not in a position to undertake to commence or supply them as a 

Government work. The Bill contains all the necessary safeguards to ensure that no work 
 

13 The early history of the electricity industry in New Zealand is described by Rennie 1989 and Martin 
1991. 
14 New Zealand Parliamentary Debates  Vol.183 pp.623-630. 
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can be undertaken except by the order of the Governor-General in Council, or with the 

authority of the Governor-General in Council, and that ensures that there can be no 

deviation from the regulation in the Public Works Department, which controls the electric-

power system of the country... The safeguard of the Government as the custodian of the 

interests of the local people is also provided in connection with the financing of 

undertakings of the kind. There is in the Bill full provision for the resumption by the 

Government of the country of any works undertaken by the local authorities..... 

[E]verything is quite definite in regard to the repurchase of any works that may be built by 

the local authorities....  

... 

I... want to point out to those who take an interest in the development of water-power in this 

country that  it is very necessary that legislation of this sort should be put upon the statute-

book, unless you are going to defer for many years, in parts of the Dominion where water-

forces are going to waste, action on the part of those who are willing under the conditions 

as laid down here, under full Government control, to put the water-forces into use.... Of one 

thing I am quite certain, that if the forces at other places than those undertaken by the 

Government are to be deferred until the Government works are finished it would mean 

probably ten or fifteen years before beginning some of the present needed works, because 

it must be self-evident to every one that the Government cannot at present undertake the 

carrying-out at the same time all the the works required in the country.. 

... 

Some honourable members have asked where the local public authorities are going to 

obtain the finance required for the carrying-on of undertakings of this kind, and why, if they 

can obtain the money, the Government cannot do so and carry out the works. The 

Government has already committed itself to a very heavy yearly payment for works that the 

House has already been advised on and that the Government will be authorized to carry 

out. My opinion is that these works, for all practical purposes, for a long time to come will 

require all the money that the people have for investment in Government stocks in New 

Zealand, to enable them to carry on the various developmental works apart from water-

power - railways, bridges, and other works, which will require practically all the money from 

year to year that the people can afford to set aside from their ordinary undertakings to 

enable the Government to obtain what is required for the payment of public-utility services 

and these water-powers generally. My opinion is that the Government will not go on the 

London money-market for many years to come, and the absence of New Zealand as a 

country from the money-market for some years to come will mean that our local bodies 

requiring over £100,000 can go there. Sums of less than £100,000 are not acceptable on 

the London money-market from local authorities or the Government....[T]he Government 

standing away from the London money-market and obtaining all the money they require for 

public works here in large sums in the aggregate will mean that there is room for  the local 

public bodies to obtain all the money they require in London.  They do not require to go out 

on the public market as does the Government. When the Government goes out on the 
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London money-market it goes out with a discounted loan of sometimes 5 and 6 percent 

discount. For the local public bodies in this country, unable to borrow within the country 

itself, there are enterprising business men in the Old Country who want to obtain the 

brokerage on the flotation of loans there....[T]he local public bodies can, at probably 5 per 

cent - that is the market rate of interest in London - ... obtain the money they want without 

the public flotation of a loan. 

 

From the outset, therefore, Government was clear in its objectives and regarded the new 

power boards as subordinate partners in pursuing those objectives. J.G. Coates, then Minister 

of Public Works, defined the roles of the two parties as follows in 192015: 
 
The function of the Government in connection with hydro-electric supply consists 

essentially in the construction of main generation stations and the main transmission lines 

and substations from which the power will be sold in bulk to the local distributing 

authorities. The latter will be left the duty of reticulation and retail sale. The Government 

policy will be to throw upon local organizations practically the whole business side of the 

undertakings other than the primary generation, high-tension transmission, and sale in 

bulk. In the past the only local authorities available have been the Borough and County 

Councils, but in order to provide a stronger and a specialized organization the Electric-

power Boards Act 1918 was passed.... 

 

...[T]he principles on which the boundaries of electric power districts should be 

determined are not set out in the Act, but under clause 3 the responsibility of deciding 

whether proposed boundaries are desirable or otherwise is cast on the Governor-General 

in Council. Hitherto no amendment has been made in the districts as sought in the 

petitions submitted, but it is obvious that if the whole Dominion is to be dealt with in the 

best manner possible it is essential that a comprehensive scheme should be drawn up. 

This has been done, and in future it will be necessary for the petitions to be submitted to 

the Minister for approval before they are circulated, and any necessary alterations made 

in the boundaries... 

 

The Public Works Department proceeded to publish a list of "suggested electric power 

districts" which would meet its criteria for approval16, and ratepayer petitions for the 

establishment of power boards thereafter were generally organised in accordance with this 

schedule.  

 
15 Public Works Statement by the Hon J.G. Coates , in Appendices to the Journals of the House of 
Representatives 1920 , D-1, p.xviii. 
16 "Annual Report of the Chief Electrical Engineer". Appendix D to Public Works Statement by the 
Hon J.G. Coates , in Appendices to the Journals of the House of Representatives 1921 , D-1, pp.77-80. 
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In his 1921 statement Coates was even more explicit regarding the role of the power boards 

as subordinate partners in what was basically a central Government project17 

 
Whilst it is recognised that the system adopted in Christchurch in connection with the 

Lake Coleridge scheme, under which supply is given by the Department to individual 

local authorities, has been very highly successful, and was necessary while the electric-

supply business was growing and on its trial, it is now felt that better results can be 

obtained by deputing the whole of the business of distribution and supply in a district to 

one body whose special business it will be to see that the power is made available to all 

on the very best terms possible. With the policy of the Department supplying in bulk to a 

number of smaller local authorities it has been found that in many cases both the 

Department and the local authorities have to carry staffs and equipment to deal with this 

branch of the business, and that there is apt to be overlapping and duplication. It has also 

been felt that the local distributing authorities are too small, and that in consequence they 

have been unable to provide the special staff required to efficiently manage their electric-

supply business.... 

 

My natural inclination is to let local authorities manage their own affairs; but after a very 

careful investigation of the proposals put forward by my expert officers, which are 

designed at every point to work in with the development of the most economical schemes 

in the interest of the country as a whole, and pay due regard to community of interest, I 

am convinced that it is necessary for the Government to insist on the formation of 

Electric-power Boards, in conformity with the scheme prepared by the Department, and 

not those dictated by immediate local interest... 

... 

The great objective is the development and distribution of electric power to the 

consumers at the cheapest possible rate. The only possible way to achieve that end is to 

plan from the beginning the eventual scheme of development, and to eliminate the minor 

considerations and influences dictated by circumstances,  of temporary expedient and 

local influence. 
 

The reference to "local influence" in this statement reflects a strong political tension of the 

time between the Government's preference for having all electricity distribution handled by 

its new creatures, the power boards, and the refusal of several large urban authorities to 

relinquish their already-established positions as licensed generators and suppliers of 

 
17 Public Works Statement by the Hon J.G. Coates , in Appendices to the Journals of the House of 
Representatives 1921, D-1, p.xxi. 
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electricity to their local areas. Rural electrification was a major policy priority of the Massey 

administration, and Coates sought to have urban areas combined with rural areas in power 

board districts in order to spread distribution costs across (low-cost) urban consumers and 

(high cost) rural ones.18. This political battle was, however, lost when the Municipal 

Corporations Act 1920 gave municipalities the right to generate and distribute electricity on 

their own account, and to transfer the resulting profits to fund other local-government 

activities19. Rennie comments as follows on the consequent emergence of Municipal 

Electricity Departments (MEDs) in several urban areas20: 
 
Government loaded the electricity distribution revolver with the 1918 Electric Power 

Boards Act, but then shot itself in the foot with the Municipal Corporations Act 1920.... If 

the 1918 Act can be viewed as a victory for the rural interest, then the 1920 Act most 

emphatically redressed the balance. Unsurprisingly, with two pieces of legislation of such 

conflicting intentions on the books, electricity distribution systems in New Zealand 

represent a confusing mishmash of conflicting approaches. 
 

(Eventually, the need for some form of subsidy to make possible the reticulation of remote 

rural areas was met by the establishment of the Rural Electrical Reticulation Council under 

the Electricity Act 194521). 

 

Coates as Minister of Public Works repeatedly referred to the Government's view of the 

power boards as effective agents for the task of expanding the market for electricity and thus 

justifying the very large-scale generation schemes being built by the Department.22. His 

 
18 See, for example, AJHR 1920  D-1 p.xviii, where Coates recognises that "country distribution, 
although the most important part of the Power Boards' activities, and the most profitable from the 
national point of view, cannot be as remunerative as the city supply because of the longer lines that are 
required. The cities and larger towns, however, must realize the extent to which they are dependent for 
their prosperity on the country business, and co-operate heartily in comprehensive systems even 
including in each case substantial portions of less remunerative country reticulations."  Further 
comments attacking the desire of some urban councils to hold onto control of their local electricity 
market are in AJHR 1921  D-1 pp.xxi-xxii. 
19 Rennie 1989, p.93. 
20 Rennie 1989, p.93. 
21 Rennie 1989 pp.161-165. 
22 See, for example, AJHR 1922  D-1 p.xxvi, where he threatened strong action against any Board that 
"fails to adopt a sufficiently progressive policy to enable the disposal of the proportion of the output of 
the Government power-stations developed for that particular district"; and AJHR 1924 D-1 p.xviii 
where he justified the establishment of power boards as "bodies having direct interest in creating and 
increasing the load which it is essential the Government schemes must secure if they are to become 
profit-earning at an early date". 
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successor as Minister, K.S. Williams, reiterated the partnership theme in 1926, together with 

a further warning to Boards to stay within the guidelines of Government policy23: 

 
The Department recognises that these electric-supply authorities are really partners with 

the Government in its general scheme of making power available generally throughout 

the country... 

... 

The whole question of Power Board finance and the prospect of success is now carefully 

reviewed by the Government, and only such Boards allowed to proceed [with borrowing 

to finance electric works] as are considered to have reasonable prospect of success and 

such as are designed and constructed to fall into the general scheme of development 

decided upon by the Government. 
 

The Electric Power Boards Act 1925 was basically a consolidating measure which repeated 

the main provisions of the 1918 Act.24 Over the following sixty years the role of the boards 

remained essentially unchanged from the patterns established in the 1920s. A 1949 

commentator described them as follows25 

 
They are charged with the responsibility of distributing, usually State-generated 

electricity, and they hold their licence from the State  ...  The State Department and the 

power boards are really members in a great partnership whose one and only purpose is 

the service of the people..... 

 

Against this background, the role assigned to power boards by the Government under the 

1977 small-hydro development policy was clearly a continuation of a well-established 

pattern. The policy itself is described in more detail below (see section 3); in summary, it 

involved Government financing and underwriting the construction of small hydroelectric 

stations by local authorities in order to meet a perceived shortfall in supply from the major 

NZED stations. Introducing the new incentives, the Minister of Energy Resources, G. F. 

Gair, explained them in the following terms26: 
 

 
23 Public Works Statement by the Hon K.S. Williams, in Appendices to the Journals of the House of 
Representatives 1926, D-1, p.xvii. 
24 The preamble to the 1925 Act describes the Act as a consolidating measure, and the Schedule shows 
that the 1918 Act had been amended in every year 1919-1923 inclusive. 
25 Ammundsen 1949 p.83. 
26 New Zealand Parliamentary Debates  Vol.412, p.1703, 28 July 1977. 
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The Government will assist local supply authorities to do what a Government department 

would do perhaps not as well, because it concerns local areas, local projects, and 

comparatively small schemes. Collectively, these local schemes could make a very 

important contribution to our total sources of energy. The local supply authority will be 

expected to carry out the initial feasibility study, but the Government will provide the 

money for the detailed investigation and design work, and will carry the cost unless the 

project proceeds, in which case it will be added to the cost of the scheme. 

 

The Government will find 90 percent of the cost by way of loan to the supply authority, 

which will find the other 10 percent. The loan will be on the basis of 10 percent per 

annum, and the interest rate will be reviewed every 3 years. If the scheme operates at a 

loss in its early years, the deficit will be met by further loans from the NZED, at whatever 

interest rate the NZED pays to the Government for the money it borrows. Any 

indebtedness, either on original capital or on loans from the NZED to meet earlier losses, 

will have first claim on any profit the scheme returns. After original capital advances plus 

interest plus any loans to meet operating losses over the years have been repaid, any 

further net revenue will go to the local supply authority. This will provide the incentive for 

the local supply authorities to develop schemes they have proposed; I know of about 19 

prospective schemes of this nature.27. 

 

Another element of continuity in the Government policy of guiding the development of the 

distribution sector was the establishment of the Electricity Distribution Commission under 

the Electricity Distribution Commission Act 1967, to oversee and coordinate the operation of 

the sector. This role  included the consolidation of smaller power board districts into larger or 

re-drawn districts, in order to encourage the industry to adapt to the changed economics of 

electricity distribution by the 1960s. Section 28 of the 1967 Act introduced a new institution, 

the "Area Electricity Authority", which could be established by Order in Council as the 

product of a "reorganisation scheme" drawn  up by the Commission under sections 17-25. 

The Rotorua Area Electricity Authority was the only such authority set up during the 

existence of the Commission, before it was absorbed into the Local Government Commission 

under the Local Government Act 1974.  

 

The relationship between an "area electricity authority" under the  Electricity Distribution 

Commission Act 1967 and an electric power board under the Electric Power Boards Act 1925 

 
27 The 19 schemes referred to were listed by the Minister in response to a question on 17 August 1977 
- see New Zealand Parliamentary Debates  Vol.412 p.2232. They included Aniwhenua and Wheao. 
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was left unclear by the 1967 Act,  but they were evidently not intended to be identical, since 

the 1967 Act made no provision for the Electric Power Boards Act 1925 to apply to area 

authorities and instead gave the Electricity Distribution Commission wide discretion to 

design their powers, structure and functions. Section 28(3)(c)(ii) provided for revenue 

surpluses from operations to be distributed among constituent local authorities, a procedure 

not permitted to electric power boards. The Order in Council which established the Rotorua 

Area Electricity Authority28 provided for that authority to have all the powers and duties of 

an electric power board, and the Electric Power Boards Amendment Act 1989 s.6 provided 

for the Rotorua Authority to be treated "as if that Authority were an electric power board 

constituted under the Electric Power Boards Act 1925", but  in both cases this was an ad-hoc 

arrangement. 

 

1.2 Early Financing of Power Boards 

 

The original intention of Government in 1918 was that the financing of local electrical works 

should be undertaken by local communities. Power boards were therefore given the power to 

rate, and the ability to borrow against the security of this power29.  

 

Early power boards made full use of these powers.  At the time of the original establishment 

of Power Boards after passage of the Electric Power Boards Act 1918 , several boroughs 

levied a special rate of £1 per section regardless of whether the property was connected to the 

electrical supply30 . In several other areas ratepayers pledged their property "up to quite large 

sums" to provide initial security for Power Board borrowing31.   

 

Figures published by the Public Works Department show the growth of power board loans in 

the early days. By 1920 the 9 existing boards had obtained authorisation from their ratepayers 

 
28 A copy of this Order in Council is in Appendix III. 
29 Electric Power Boards Act 1925, sections 53, 56-65. The rating power was repealed by s.209)(1) of 
the Rating Powers Act 1988. 
30 See the 1925 speech by Rhodes, MP for Thames, New Zealand Parliamentary Debates  Vol.207 
p.919. 
31 See speech by Ransom, MP for Pahiatua, New Zealand Parliamentary Debates  Vol.207 p.911. See 
also Rennie 1989, pp.24-120 passim , for information on the financing of various Power Boards' early 
activities. 
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to raise £2.95 million, about 6.7% of the unimproved rateable value of property32. By 1922 

there were 23 power boards, with loan authorisations totalling £4.9 million (5.4% of rateable 

property values)33. By 1924 with 36 power boards formed, loan authorisations had reached 

£7.9 million (5.2% of rateable value) and actual capital expenditures, financed largely from 

loans, had reached £3.2 million. Seven boards had struck general rates and five had collected 

them; while another ten boards had struck special rates as security for loans, one of which 

had had to be collected.34 Subsequent Public Works Statements through the 1920s detail the 

continuing importance of the rating powers of boards as a means of financing their initial 

investment. 

 

An example of a power board that used to the full the mechanisms envisaged in 1918 was 

Southland, which in the early 1920s floated two £750,000 London loans - one at 6% and one 

at 5% - to construct the Monowai hydro-electric scheme and to undertake extensive 

reticulation in the province. The loans were Government guaranteed. In order to meet the 

revenue deficiency, a rate was struck sufficient to balance the books, which raised £500,000 

over the twelve years 1923-1935. The Southland ratepayers therefore saw themselves as 

having met much of the cost of establishing the system and bringing it through to a paying 

position35. In the mid-1930s there were still areas of Southland which were paying the land 

rate but did not have electrical supply36.  Southland's £1.5 million of debt was described in 

1936 by the MP for Awarua as "a mortgage on all its land"37. However, Southland seems to 

have been the only really heavy rater by the mid-1930s - Walter Nash, then Minister of 

Finance, compared £37,610 of rates in Southland in that year with only £374 elsewhere38  

 

The case of Southland, which in effect became insolvent and was nationalised by the 

Southland Electric Power Supply Act 1936, was an exception to prove the more general rule 

that once their systems came into operation, most electric power boards quickly became 

financially self-supporting from their sales revenues. The early role of ratepayers in getting 
 

32  AJHR 1920 D-1 p.76. 
33  AJHR 1922 D-1 p.67. 
34  AJHR 1924 D-1 p.78. 
35 New Zealand Parliamentary Debates  1936 p.689. 
36  New Zealand Parliamentary Debates  1936 p.691. 
37 New Zealand Parliamentary Debates  1936 p.693. 
38 New Zealand Parliamentary Debates  1936 p.697. 
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the boards off the ground faded into the background as electricity consumers became the 

actual source of funds for further expansion. The claim that customers rather than ratepayers 

should therefore control the boards was already being heard in debates on the 1925 Electric 

Power Boards Bill. M.J. Savage, for example, argued that "The electric power scheme ... 

should be a self-supporting concern... Seeing that it is, it seems to be a plain admission that 

the ratepayers are not the people who pay the loan. I should say it was the consumers ..."39. 

This view was rejected by a majority of MPs in the division on Savage's amendment to 

replace ratepayers by electors in clause 20(1) of the Electric Power Boards Bill40. 

 

1.3 The Franchise for Power Board Elections 

 

Corresponding to the early reliance upon financial support from ratepayers, electric power 

boards were to be established only following a petition by 25% of ratepayers of the district41, 

and the right to vote in loan polls was restricted to ratepayers until 1986.42  With respect to 

the election of the boards themselves, the 1918 and 1925 legislation made it possible for the 

initial ratepayer petitions to specify a ratepayer franchise to vote for power boards, while 

leaving the prevailing local-body franchise as the default option if ratepayer franchise was 

not specified.43    

 

In both 1918 and 1925 the provisions covering elections of power boards attracted a large 

share of the parliamentary debate on the respective bills44.  Attempts to eliminate the option 

of ratepayer franchise and replace it by a broad local-body or parliamentary franchise were 

defeated on both occasions. In practice, however, it appears that few if any ratepayer 

petitions requested a ratepayer franchise for power board elections, and boards were 

generally elected on the basis of the prevailing electoral franchise. The abolition of provision 

 
39 New Zealand Parliamentary Debates  Vol.207 1925 p.912. 
40 New Zealand Parliamentary Debates  Vol.207 1925 p.922. 
41  Electric Power Boards Act 1925 s. 3(a). Ratepayers were replaced by "electors" by s.12 of the 
Local Government Amendment Act 1986. 
42  Electric Power Boards Act 1925 s.50. "Ratepayers" were replaced by "electors" by s.12 of the Local 
Government Amendment Act 1986. 
43 Electric Power Boards Act 1918 s.8; Electric Power Boards Act 1925 s.13 and s.20.  This last 
section, permitting ratepayers to petition for a ratepayer franchise, was repealed by the Electric Power 
Boards Act 1947 s.2. 
44 New Zealand Parliamentary Debates  1918 pp.644--650; New Zealand Parliamentary Debates  
1925 pp.912-922. 
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for ratepayer election of power boards in the Electric Power Boards Act 1947 was therefore 

not of great significance and merely recognised the prevailing status quo, that power boards 

were in general elected on the basis of the general rolls45  - or in the words of the 1989 

Crown Law opinion, "in much the same fashion as other local authorit

 

 

 
45 New Zealand Parliamentary Debates 1947  Vol.278, pp.437-449 and 581. In the debate, the 
Minister of Works, R. Semple, stated that all power boards except the Golden Bay Electric Power 
Board were at that time elected "on the parliamentary franchise" (p.437), while in the Legislative 
Council the Leader identified the words "the electors of the constituent districts" with the 
parliamentary roll for those districts. In fact most local body elections at that time were on a ratepayer-
or-resident franchise. 
46 Crown Law opinion of 26 October 1989, p.2. 
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2. The Ownership Issue and Industry Restructuring Since 1985 

 

2.1 Share Allocations Under the Energy Companies Act 1992 

 

Following a recommendation of the Electricity Industry Task Force Report of 1989, 

Government has now moved to convert all existing electricity supply authorities into 

commercial companies under the Energy Companies Act 1992. A central feature of the Act is 

section 22, under which the establishment plan for each of the new companies which are to 

take over the assets of existing electricity supply authorities is required to include a "share 

allocation plan". This share allocation plan 
 
shall set out the authority's recommendations as to the person or persons, or the class or 

classes of persons, to whom the voting equity securities in the relevant energy company 

should be allocated consequent upon the vesting in that company of the relevant energy 

undertaking... 

 

The question of who shall own the new companies is thus to be determined not by reference 

to any existing set of ownership claims, but by an entirely forward-looking process, which 

allows each supply authority to choose an ownership pattern for its successor company 

subject only to the approval of the Minister of Energy under section 27 of the Act. Once an 

establishment plan has been approved, the future ownership of each energy company is set, 

but until the plan has been approved there exists no clear position as to who are the present 

beneficial owners of the supply authorities (except for Municipal Electricity Departments, 

MEDs, which are owned by their local authorities, and whose special status is covered by 

section 56 of the Act). 

 

Uncertainty over the "true" ownership of most electricity supply authorities has posed a 

problem for the Government's policy of converting them into commercial companies, since 

there was no clear 'seller' of the assets to whom the purchase price could be paid by any 

'buyer' when the new companies were established. By the same token, however, there was no 

owner who could be said to have suffered a clear loss if shares in the new companies were 

distributed free to any arbitrarily-selected group of recipients. As a result, there exists great 

flexibility in the crafting of the new ownership structures for energy companies, with shares 
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in these companies able to be distributed without charge to any recipient group which is 

acceptable to the Minister of Energy. Insofar as there exist any parties with outstanding 

claims against electricity supply authorities, there is no barrier in the Energy Companies Act 

1992 to those claims being met by allocations of shares in the new companies, provided only 

that such allocations are included in the relevant establishment plans and approved by the 

Minister.  

 

(There is a barrier to such claims being met via any other mechanism, such as a transfer of 

specific assets in part or in whole by an existing supply authority to the claimants rather than 

to its successor company. Section 2 of the Energy Companies Act 1992 defines the electricity 

undertaking to be transferred as comprising "all the assets of the local authority used for or in 

connection with the electricity undertaking...." [Emphasis added.]) 

 

The next section describes recent attempts by government officials and others to resolve the 

issue of who currently owns the electricity supply authorities and their assets. 

 

2.2  The Ownership Debate of 1989-1991 

 

2.2.1 Preliminary Opinions 

 

Restructuring of the New Zealand electricity industry began in 1983 when Government put 

pressure on two state-owned energy enterprises, New Zealand Electricity Division (NZED) 

and State Coal, to raise the rate of return on their assets by cutting waste and raising prices. 

Following the 1984 change of government,  the decision was taken to corporatise these 

enterprises. A preliminary step towards corporatisation was to determine who actually owned 

the assets which were to be transferred to the new commercial companies.  In the case of 

NZED, the two possible claimants to ultimate ownership were (i) taxpayers (who had 

underwritten the construction of the national generation and transmission system) and (ii) 

electricity consumers (who, by paying Government-regulated prices for electricity, had 

provided the actual funds for investment). This issue was quickly resolved in favour of 

taxpayers as the "true owners", so that when NZED was corporatised in April 1987, the 
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transaction involved the new corporation raising funds in the commercial marketplace in 

order to pay central Government for the assets being transferred. As of early 1993 the assets 

of the former NZED remained entirely in Crown ownership under the control of the state-

owned Electricity Corporation of New Zealand. 

 

This left the retail sector's future to be determined. The thrust of Government policy for 

electrical supply authorities (ESAs) has been towards corporatisation and possibly 

privatisation. Officials in the late 1980s were divided both over the desirability of 

privatisation, and over the issue of who actually owned the assets of ESAs (and hence would 

be able to lay claim to any proceeds from privatisation). Possible owners identified were47: 
 
•  electors (because by voting in power board elections they held the boards 

to account) 
•  ratepayers (because until 1988 they had been the underwriters of the 

boards' financial solvency through the rating powers of the boards under 
the Electric Power Boards Act 1925 ) 

•  consumers (because they had funded board investment by their payments 
for electricity purchased) 

•  taxpayers (because they had in practice, if not in terms of the law, 
provided financial underwriting for board activities) 

•  local authorities (in the case of MEDs, because they held legal title). 
  

In 1989 Treasury sought a legal opinion from Chapman Tripp Sheffield Young on the 

ownership of ESA assets. That opinion set out three criteria that could be used to determine 

ownership: 
  
 (a) who was responsible for electing the boards? 
 (b) what was the source of funding for the bodies? 
 (c) who were the ultimate bearers of risk for activities undertaken by ESAs? 
 

Chapman Tripp were unable to provide a definitive answer to the ownership question. They 

argued that the intention of Parliament in the acts which set up the ESAs was not clear (at 

least on their reading of the acts as they stood in 1989). Chapman Tripp tended to favour 

electors as the beneficial owners of Electric Power Boards, and the territorial local authorities 

 
47  Letter of 11 October 1989 from Ministry of Commerce to Crown Law Office, reproduced in 
Appendix I. 
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as the owners of MEDs. They did not specifically address the question of ownership of the 

Rotorua Area Electricity Authority.  

 

This preference for electors in the case of EPBs rested on the fact that section 13 of the 

Electric Power Boards Act 1925 as it stood in 1989 provided for the boards to be elected "by 

the electors of that district". The nature of this electoral franchise, Chapman Tripp felt, gave 

electors precedence over the claims of ratepayers, despite the facts that the Electric Power 

Boards Act 1918 had given EPBs the power to raise rates to finance their activities, and that 

this rating power had only just been removed by the Rating Powers Act 1988. The Chapman 

Tripp opinion did not traverse the history of the franchise for Electric Power Board elections. 

 

Chapman Tripp were not supportive of the claims of electricity consumers or taxpayers (i.e. 

the Crown) to ownership of ESA assets.48  There is no indication that their instructions from 

Treasury asked them to examine Treaty issues in relation to the ownership question.  

 

2.2.2 The Corporatisation Decision 

 

A firm decision that ESAs would be transformed into commercial companies was taken by 

Cabinet Policy Committee on 30 August 1989 49, and officials were directed to report back 

on 18 October on the options available for possible privatisation. The ownership issue had 

now to be settled, and on 11 October a legal opinion was sought from the Crown Law 

Office.50  The request did not ask for consideration of the Treaty issues. 

 
On 18 October 1989 the Cabinet Policy Committee considered an officials' paper on 
privatisation options, dated 13 October, which referred to the Chapman Tripp opinion. This 
paper claimed that electric power boards had been elected by local-government (ratepayer) 
franchise prior to 1986 (which was considered to weaken the claim of electors to be the true 
owners of the boards), and pointed out that the ownership situation had been further muddied 

 
48( The above summary of the Chapman Tripp opinion is based on the Ministry of Commerce letter of 
11 October to Crown Law Office reproduced in Appendix I, p.3 paragraph 9. 
49 POL(89) M28/2 refers. 
50  See Appendix I for the Ministry of Commerce letter of 11 October 1989 and the Crown Law 
opinion dated 26 October 1989  
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by the removal of the rating powers of electric power boards by the Rating Powers Act 
1988.51   The officials' paper set out the ownership position as follows52: 
 

Present Ownership 

 

13 Discussions on the reform of the distribution industry have been predicated on the 

alteration, in whole or in part, of the present ownership structures. The ownership 

question, however, has not been tested before the New Zealand courts. Nor has a Crown 

position been formally established. 

 

14 Officials' view that ratepayers are the beneficial owners of Municipal Electricity 

Departments (MEDs) has been supported by preliminary legal advice obtained by 

Treasury from Chapman Tripp Sheffield Young. While the present ownership of MEDs is 

relatively clear, the difficulties of changing the environment under these circumstances  

could be greater than for Electric Power Boards. 

 

15 In one instance, the Southland Electric Power Supply, the Government is the 

direct owner, by purchase of the former Southland Electric Power Board's operations and 

assets in 1936. The options for its divestment are set out later in this report. 

 

16 The situation of Electric Power Boards is less clear cut. They are bodies corporate 

in their own right. By and large, EPBs regard themselves as owned by their consumers, 

who have paid for the Board assets; in effect, a co-operative by another name. In officials' 

view, if the "ultimate risk-taken" concept is followed, the intent of the draughtsmen of the 

original legislation (the Electric Power Boards Act 1925) is clear. Ratepayer petition was 

required for the establishment of Boards; the basis of their representation was territorial 

local government electoral divisions (local government then being elected on the basis of 

ratepayer franchise), and special rates could be struck to cover deficits or secure loans. 

The present situation is however less obvious, since the abolition of the ratepayer 

franchise for local government elections in 1986, and the removal of the rating power from 

Power Boards in the Rating Power Act 1988. 

 

17 A Crown Law opinion is being sought on the ownership question. The preliminary 

legal opinion referred to above suggests that the Government may have to  make its own 

determination of the issue, and make that determination not subject to appeal. 

 

On 30 October 1989  the Cabinet, having evidently not yet seen the Crown Law opinion of 

26 October, directed officials to report back to the Cabinet State Agencies Committee once 
                                                 
51 Officials Coordinating Committee 1989 p.4 paragraphs 13-17, quoted below. For the full paper see 
Appendix I.  
52 Officials Coordinating Committee 1989 p.4. 
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the Crown Law opinion had been received.53 The result was a paper of 16 March 1990 which 

summarised the situation as follows54  : 
 
5 The Crown Law opinion on the ownership of ESAs has been sought and received. 

The following summarises the conclusions in the opinion: 

 

a an EPB has no "owner" in the legal sense, but its assets are owned by the 

board itself; 

b an MED is part of a territorial local authority and it is owned by that 

authority; and 

c if corporatisation occurred the boards and/or local authorities could claim 

compensation but not the electors or ratepayers. 

 

6 In light of the Crown Law opinion, it would be appropriate for Government to decide 

on the ownership pattern for electricity supply companies (ESCs) formed from ESAs, and 

to whom shares should be initially allocated, and to ensure these decisions should not be 

the subject of claims for compensation. 
 
 

The 16 March 1990 officials' paper canvassed the issue of beneficial ownership at more 

length on pages 13-16. This section reiterated that "There is no legal basis for determining 

the ownership rights for companies formed from ESAs"55. The argument that consumers are 

owners on the basis that they have been the source of the Boards' revenue over a long period 

was rejected, with reference to Poverty Bay Electric Power Board v Attorney General 

(Unreported - Wellington CP552/87 - Davidson CJ - 5.11.87)56. The Crown Law opinion that 

EPBs have no owner and that MEDs are owned by local authorities was noted and the 

comment added that "it could be argued that, in turn, the local authority has no owner as in 

the case of EPBs". 

 

                                                 
53 Officials Coordinating Committee 1990a p.2 para 4.  
54 Officials Coordinating Committee 1990a p.2 para 5. 
55 Officials Coordinating Committee 1990a, p.13. 
56  For discussion of this case see pp.2-3 of the Crown Law opinion in Appendix I 
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2.2.3 Government to Impose an Ownership Decision 

 

The issue then arose of who should make the decisions on share allocation/distribution, and 

in this connection the March 1990 paper saw the possibility of recognising local authorities 

and EPBs as having "acted as trustees for both the consumer and investor owners of the 

current ESAs" on which basis equity should be transferred to them (that is, to the local 

authorities and boards themselves). The argument against doing so was that local authorities 

and EPBs had a vested interest against privatising the assets, and would fail to carry out the 

Government's wishes. The example given was that of port companies, which were described 

as having "similarities with the ESAs, in terms of ownership"57 , and shares in which which 

had been retained by regional councils despite the clear desire of Government to see shares 

divested to private owners. 

 

The officials' committee, tacitly rejecting the option of seeking a High Court ruling on the 

ownership question, recommended that Government should impose its own decision, on an 

overtly political basis58:  
 
52 Since the legal ownership of ESAs provides no assistance in identifying the 

recipients of ESC shares or sale proceeds, the decision must be made on equity or 

income redistribution grounds. Under these circumstances the decision as to which group 

should receive the shares or proceeds from sale is properly one for Ministers, who are 

able to reflect the Government's view of the equity issues involved... 
 

The paper then canvassed the three groups with possible "equity" claims to be recipients of 

shares, and hence the ability to be "considered the 'true owners' of the companies", namely 

electors, ratepayers, and consumers. Taxpayers by now had been dropped from the officials' 

list of possible owners, and Maori were not specifically considered. Electors were ruled out 

because:  

 
•  they had not borne the residual risk associated with ESA operations;  
•  they had only become the relevant voters for EPBs in the 1986 Local 

Government Amendment Act (No 2); and  

 
57 Officials Coordinating Committee 1990a, p.14, para. 50. 
58 Officials Coordinating Committee 1990a p.14, para. 52. 
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•  arbitrariness and inter-generational problems arose in making a share allocation 
on this basis.59 . 

 

Ratepayers were claimed to have been among the electors of power boards until 1986, and 

the formal risk-takers of last resort until 1988. However, it was noted that in practice, 

Government had provided the safety net for boards which became insolvent, as shown by the 

Southland Electric Power Supply case in 1936, so that "the Government, not the ratepayer, 

could be considered to be the bearer of the residual risk". Ratepayers also, it was noted, could 

be regarded as the creators of an EPB because of the requirement for a petition from 25% of 

ratepayers to establish a Power Board under section 3 of the Electric Power Boards Act 1925. 

"However, ultimately the Government was responsible for the enactment of legislation which 

created EPBs and local authorities"60 . 

 

Consumers, the officials paper suggested, had a strong claim in equity, because not only had 

they funded board activities  but in practice they had been the residual risk takers because of 

the monopoly nature of the boards. "If an ESA makes a loss, some of this would be funded 

from accumulated reserves and the remainder would be funded by way of higher electricity 

prices." Consumers in addition "represent a reasonable proxy for the community, with the 

exception of non-domestic consumers"61 

 

Having failed to resolve the legal issue of ownership by means of the opinions from 

Chapman Tripp and Crown Law, officials finessed the problem. Rather than seeking a 

declaratory judgement, the matter was stated to be one of "equity" and officials proposed that 

the Government of the day impose a decision in favour of consumers. Officials' reports 

thereafter focussed on the detailed mechanisms for share allocation and sale. 

 

 
59 Officials Coordinating Committee 1990a p.15, paras 54 & 55. 
60 Officials Coordinating Committee 1990a p.15, para.57.  
61 Officials Coordinating Committee 1990a pp.15-16, paras 59 & 60. 
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2.2.4 Treaty Issues Raised in 1990 

 

Treaty of Waitangi issues were raised in the 16 March 1990 officials' paper by the Justice 

Department and Manatu Maori, with support from Ministry for the Environment. The first 

two of these departments declared themselves "extremely concerned that legal action may be 

taken by Maori over the privatisation of ESAs"62  and urged that in each case a proportion of 

supply authority shares corresponding the land under claim should be held back by the 

Crown for settlement of claims63. 

 

Other departments (Treasury, Commerce, Prime Minister's and SOE Unit) strongly disagreed, 

stating that64 
 
138 ESAs are not part of the Crown (nor is it intended that ownership pass to the 

Crown) and hence land held by them is non-Crown land65. They are not subject to the 

provisions of the Treaty of Waitangi Act. While the Government in its role as a legislator 

has some Treaty obligations, these are not clearly defined. To extend the coverage of the 

Act in the manner suggested would have significant implications for other areas of local 

authority activity. 
 

If indeed compensation was felt to be appropriate, these majority departments argued, then 

cash payments were probably better than share allocations to Maori66. 

 

The point made in the above quotation - that extending Treaty considerations to power boards 

would have "significant implications for other areas of local authority activity" - is obviously 

correct, but is clearly not in itself sufficient reason for refusing to consider such an extension. 

The basic issue, identified by the officials' committee participants, was whether electricity 

supply authorities are or are not "part of the Crown". Manatu Maori and the Justice 

Department seemed to imply that ESAs should be treated as though they could be viewed as 

Crown activities; the opposing stance (quoted above) explicitly asserted that they were not 

 
62 Officials Coordinating Committee 1990a  p.30, para.127. 
63 Officials Coordinating Committee 1990a  p.30, para.124. 
64 Officials Coordinating Committee 1990a  p.31. 
65 The Wheao dam and powerhouse, however, are sited on Crown land. The powerhouse is on Crown 
Forest asset land administered by the Department of Survey and Land Information, and the Wheao 
River dam is on State Forest land allocated to the Department of Conservation. 
66 Officials Coordinating Committee 1990a  p.32, para.139. 
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part of the Crown and hence not covered by the Treaty. The recognition by Treasury, 

Commerce, Prime Minister's Department and the SOE Unit that there were some Treaty 

obligations, "not clearly defined", which could be considered relevant, did not lead to any 

attempt by the committee to seek further legal advice on the precise scope of those 

obligations. Treaty issues do not appear to have figured in subsequent discussion of the 

ownership question. 

 

2.2.5 Seeking a Justification for Share Allocations to Consumers 

 

The approach taken to power board restructuring, once the Crown Law opinion had been 

digested by officials, is epitomised by a subsequent consultants' review of ownership issues 

for the Hutt Valley Energy Board. The Executive Summary of that paper began by asserting 

the advantages to be gained from privatisation, and then skipped quickly over the legal issues 

to a pragmatic case for giving shares to customers67: 

 
A share allocation to customers is an attractive mechanism for privatising Electric Power 

Boards (EPBs). In a strict legal sense customers do not have any clear entitlement to the 

shares of EPBs, in the sense of being the "underlying owners" of these assets. However, 

the fact that in the past customers have borne many of the risks associated with EPB 

decisions (through cost-plus pricing) does make them more logical recipients of shares 

than, for example, rate payers. 

 

Treating a share allocation to customers as a common sense means to an end, rather than 

a strict legal entitlement, will greatly simplify a share allocation programme. In particular, 

this means that the focus can be on adequacy of distribution and keeping costs down, 

rather than on the painstaking definition and delivery of what would otherwise be seen as 

customers' rights. 
 

The discussion of the ownership question in the main body of the CS First Boston report68  

reflects the fact that by then the political decision to treat customers as the "true owners" of 

EPBs had been taken, reflected in a speech by the Minister of Energy, Hon. John Luxton, at 

the Electricity Supply Association conference in Queenstown, on 9 September 1991, p.6. The 

CS First Boston report is significant in that it includes an attempt to go back to first principles 
 

67 CS First Boston 1991, p.ii. 
68 CS First Boston 1991, pp.5-8. 
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in order to interpret the Government's decision, but is unable to find any bedrock. Instead it 

identifies merely a pragmatic case for the proposed ownership arrangements69: 
 
There is uncertainty over the current ownership of EPBs. The general legal opinion on 

this matter, however, appears to be that ownership of the latter is vested in the Boards 

themselves. This has been the position adopted by the Electricity Supply Association, 

and also by the Electricity Task Force. Privatisation of EPBs, therefore, is a matter of 

divesting shares currently held by the Boards to private investors. 

 

In this section, we consider the argument that divestment should be to customers, and 

should be made by means of a share allocation to customers, rather than a sale. In 

Section 2.2 we consider whether, as suggested by the Minister of Energy, customers 

have a prior or natural claim to ownership..... 

 

2.2 Customers as Owners 

 

The Minister proposes that consumers of electricity shall be deemed to be the underlying 

owners of EPBs and that, to allow the transfer of shares to consumers, shares will be 

initially vested in specially established trusts. The trusts will be required to divest a major 

portion of these shares to individual consumers within five years. 

... 

In our view, there are two sets of questions that should be considered here: 

 

• whether customers have some prior claim to ownership, rather than simply being 

attractive candidates for ownership; and 

 

• if it is a matter of political attractiveness, rather than entitlement, that leads to a 

designation of customers as preferred owners, and whether the benefits of this 

approach exceed the costs. 

... 

2.2.1 The "Entitlements" of Customers 

 

Two, logically distinct, lines of argument can be made for focusing on customers as 

owners, and therefore allocating shares to them (rather than selling them more widely). 

The first relates to customer funding of past EPB investments. The second focuses on 

the increased electricity cost that the majority of customers will bear as a result of the 

removal of cross-subsidisation ... 

 

It is argued, first, that, as the assets of EPBs have been funded by their customers 

through the tariff they have paid over the years, they therefore already own the assets. In 
 

69 CS First Boston 1991, pp.5-9. 
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support of this argument, it can be noted that EPBs have always been self-funding 

(including having minimal debt levels)  and have been separate from local or central 

government activities. It is also argued that the EPB case differs from a competitive 

industry in that electricity customers have been served by a monopoly which was set up 

with their money. 

 

However these arguments do not stand up strongly. Neither contributions to funding nor 

paucity of choice of supplier imply anything about ownership (as can be seen from the 

large number of cases in which these conditions exist without conferring ownership). Nor, 

for that matter, does the coexistence of the two create some ownership claim. Rather, 

ownership entails two things: 

 

• residual risk-taking and the right to the residual profits (or losses) of the company 

once all its other current financial commitments have been met; and 

 

• the right to exercise control over the operational and strategic decisions of the 

company. 

 

Neither of these conditions applies, strictly speaking, to the customers of EPBs (although 

customers have had some limited ability to control management through the election of 

board members).  An argument could be made that if regulation had forced customers to 

bear a degree of equity risk over time (manifested in the level and volatility of electricity 

prices, i.e. the consumers have borne the benefits or costs of relative efficiency by their 

EPB), they would in effect have functioned rather like owners. We are not convinced that 

an argument of this kind could be used to justify a full-blown notion of customer 

entitlement to shares in the case of the EPBs. However, it does suggest that, insofar as 

any group has a claim to be recipients of shares, customers have a stronger claim than, 

say, electors or ratepayers in the same region. 

 

A counterclaim can be based on the fact that up until 1987 the ratepayers of a region 

covered by an ESA could be "rated" to provide financial support. The ratepayers were 

potentially risk-bearing. However, this was without recompense (in the sense of an 

insurance premium) or any right to residual profits. In fact this ability to "rate" has never 

been used and the costs of ensuring ongoing solvency have always been passed on to 

the customers.70 

 

The second argument for an allocation of shares to customers turns on the tariff 

increases to domestic consumers that are likely to accompany the removal of cross-

subsidisation. This argument does not  hinge on any assertion about who are the real 

 
70 The material in section 1.2 above shows this claim to have been incorrect. 
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owners of ESAs. It is an issue that must be faced by EPBs irrespective of any change in 

ownership. 

 

The difficulty of establishing a positive case for allocating shares to customers does not 

imply that allocating shares to customers is a bad idea. However, it does have (salutary) 

implications for the complexity of any allocation process.... 

... 

... the EPBs, at least, are not government-owned... 

 

If there were thought to be a genuine case for viewing customers as the true owners of 

EPBs, so that the proposed share allocation were, indeed, a matter of recognising 

entitlement, it would be appropriate to go to considerable lengths to ensure that the share 

allocation process correctly identified and met entitlements. If, however, as we have 

suggested, allocation to customers is attractive most simply as a matter of expedience, a 

simpler, albeit possibly arbitrary, share allocation mechanism will suffice. 
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3. The Local Authority Hydro Development Policy, 1973-1988. 
 
3.1 Introduction 
 

In the 1970s, a new era of local hydroelectric development began, following several decades 

during which electricity supply authorities had been withdrawing from generation and 

concentrating on the distribution of NZED-generated electricity. The ability of ESAs to 

undertake such local schemes hinged upon the willingness of the Crown to permit the use of 

a water-power resource over which it (the Crown) had since 1908 claimed monopoly control.  

All hydroelectric generation schemes undertaken since that date had been required to obtain a 

Crown licence for the use of water, on terms to be determined by the Crown. The next section 

outlines the history of legislation on the Crown water-power monopoly. The sections which 

follow trace the history of the local hydro development policy of the 1970s. 

 
3.2 Right to Use Water Power Vested in the Crown since 1908 

 

By the first decade of the twentieth century, the value of water power as a source of 

electricity generation was clearly apparent, and the Crown moved to declare a governmental 

monopoly over water by section 267(1) of the Public Works Act 1908. This read as follows: 
 
(1) Subject to any rights lawfully held, the sole right to use water in lakes, falls, rivers, or 

streams for the purpose of generating or storing electricity or other power shall vest in His 

Majesty. 
 

The same declaration of a Crown monopoly appeared as section 306(1) of the Public Works 

Act 1928. 

 

On the basis of this Crown monopoly, all parties wishing to develop hydro-electric 

generation were required to obtain a licence on terms to be set by the Governor-General by 

Order in Council until 1968, and by the Minister of Electricity thereafter.71 This situation 

continued until 1987, when the Electricity Amendment Act 1987 s.3, by repealing s.25 of the 

 
71 Public Works Amendment Act 1908 s.5, superseded by Public Works Act 1928 s.318. This in turn 
was repealed by the Electricity Act 1968, s.56 and replaced by the licensing provisions in s.25 of the 
Electricity Act 1968. 
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Electricity Act 1968, extinguished the requirement for direct Crown consent to be secured for 

any use of water for hydroelectricity development. 

 

Crown contol over natural water, however, remained enshrined in s.21 of the Water and Soil 

Conservation Act 1967, which read in part 
 

21. Rights in respect of natural water - (1) Except as expressly authorised by or under 

this Act or any other Act, the sole right to dam any river or stream, or to divert or take 

natural water, or discharge natural water or waste into any natural water, or to use natural 

water, is hereby vested in the Crown subject to the provisions of this Act. 

 

This was a broader provision than the specific identification of water-power for electricity 

generation, and the power to grant rights for the use of natural water was to be exercised by 

Regional Water Boards rather than as a matter of ministerial discretion. The Crown's rights 

over water as set out in s.21 of the Water and Soil Conservation Act 1967 were retained by 

the Resource Management Act 1992, s.354(b). 

 

At the time of the 1970s small hydro development scheme, the prevailing legislation on use 

of water power was the Electricity Act 1968 and the Water and Soil Conservation Act 1967. 

The procedures set out in both these Acts had to be followed by any would-be generator. The 

relevant section of the Electricity Act 1968 read: 
 
25. Generation of electricity by means of water power -  

(1) Except as expressly authorised by or under any other Act, no person or body shall 

generate electricity by the use of water without the consent of the Minister. 

(2) Where the use of water for the generation of electricity is also conditional on a grant of 

water rights under the Water and Soil Conservation Act 1967, an application under that 

Act shall be deemed to be an application under this section; and the authority to which 

the application is made under the Water and Soil Conservation Act 1967 shall refer the 

application  to the Minister who may, if he thinks fit, consent to it in accordance with this 

section and so advise the authority: 

Provided that nothing in this subsection shall be construed as limiting the powers of the 

Minister under this Act. 

(3) The Minister may from time to time require any person using or proposing to use 

water for the generation of electricity to supply plans, particulars, reports, figures, or 

details of any such use or intended use. 
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(4) In giving any consent under this section the Minister may impose such conditions as 

he thinks fit.   [Emphasis added.] 
 

The Electricity Amendment Act (No 2) 1976 s.2 replaced subsection 25(4) above by the 

following three subsections: 
 
(4) Where authorisation is given under this section for the generation, otherwise than by 

a public authority, of electricity by the use of water, the Minister may impose a rental 

and, in determining the amount of the rental, the Minister shall take into account the cost 

of equivalent alternative sources of energy. 

(5) Any rental imposed under subsection (4) of this section shall be subject to review at 

intervals to be determined by the Minister. 

(6) In giving any consent under this section, the Minister may impose such conditions as 

he thinks fit on the generation of the electricity and its subsequent use. 
 

Thus any hydro-electric development undertaken between 1908 and 1987 required the 

explicit involvement of the Crown, as grantor of rights to use water power. The ending of 

ministerial consents to generation by the Electricity Amendment Act 1987 coincided with the 

corporatisation of the NZED, and was in line with the prevailing policy orientation towards 

deregulation of the electricity sector and encouragement for new commercial generators. 

 

3.3 Background to the Small Hydro Policy 

 

In the late nineteenth century and early twentieth century, numerous small local power 

generation stations were built by both private and local authority initiative. From the 1920s 

through to the 1970s, as the state electricity system expanded and the national grid was 

developed, most of the small local stations were phased out, leaving only a few (most notably 

the Waipori scheme in Dunedin) in operation by 1970. The long process of centralisation of 

electricity supply was virtually complete.  

 

Four developments of the 1970s, however, led to renewed expansion of the "fringe" of 

independent generators operating alongside NZED. 
 
• The 1973-74 oil shock focussed attention on energy matters and indicated the 

likely advantages of developing all feasible non-oil sources of energy supply 
including small-scale hydro schemes. 
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• Nationwide electricity shortages during the winters of 1973 and 1974, occurred 
when NZED's construction programme failed to keep pace with expanding 
electricity demand, and central planners began to cast about for any supplementary 
generation projects they could find (a repeat of the motivation which had led 
Government to pass the 1918 Act ). 

• A renewed policy emphasis on regional development meant that central 
government was prepared to offer moral and financial support for local 
development initiatives. 

• Increased uncertainty about future wholesale electricity price trends resulted 
from the extreme electricity price fluctuations caused by the interaction of high 
inflation rates and government price control72.  

 

Reinforcing these trends in the real world was the strong interest among economists, 

worldwide, in cost-benefit assessment and "shadow pricing"73.  This body of economic 

theory favoured the use of tax and subsidy instruments to adjust prices towards their optimal 

level of equality with marginal cost74. The wholesale price of electricity in New Zealand, set 

unilaterally by NZED in accordance with the Electricity Act 1968, lay below the cost of 

electricity from new generating plant (and still does). In terms of the 1970s cost-benefit 

literature, this was a price distortion which disadvantaged new generators. 

 

As the Audit Office notes75, "[i]n the early 1970s electrical supply authorities, with support 

from state power planners, asked the Government for an incentive package which would 

enable them to construct further local hydro-electric schemes". The rationale for seeking 

these incentives was that a divergence existed between the commercial profitability of local 

hydro projects and their social desirability from the viewpoint of the national economy. The 

commercial rate of return on investment in new generation projects was governed by the 

market price of wholesale electricity, which at that time equated to the NZED Bulk Supply 

Tariff (BST). This was set on the basis of the average cost of supply from the NZED system, 

and did not reflect the cost of incremental supply (that is, the cost to NZED of supplying 
 

72 See Culy 1992. 
73 Shadow pricing is a technique for valuing the resources used in a project, and the outputs of a 
project, according to their true value to society as a whole, rather than according to the market prices 
which private buyers must pay for them. 
74 Marginal cost is the economic term for the cost of increasing output by one more unit. In the case of 
an expanding electricity system, the marginal cost of supply in the long run is the cost per kilowatt-
hour of electricity generated in newly-constructed power stations at the "margin" of the growing 
industry. 
75 Audit Office 1987, p.7. 
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additional electricity from new stations). The expansion of NZED's generation system at that 

time involved projects such as Marsden B, Huntly, and Rangipo, all of which had unit costs 

of supply well above the prevailing BST. 

 

There was therefore a strong argument for the claim that supply authorities were facing the 

wrong price signals in deciding whether, and to what extent, they should generate their own 

electricity rather than purchasing it from NZED. With nationwide demand growing steadily, 

it was desirable that new generation projects be developed on the basis that any small-scale 

projects that were able to generate power for less than the cost of electricity from the least-

cost new large-scale NZED projects, should proceed. The appropriate test for a small-hydro 

proposal to meet was not whether it was commercially profitable in competition with the 

BST, but whether it was a cheaper option than the next NZED generation project.  

 

In confronting this issue of possible resource misallocation, Government had two  clear 

policy options. One was to change NZED's pricing policy to ensure that the BST reflected the 

incremental cost of new supply. This would have involved a very large increase in electricity 

prices. The alternative was to retain the average-cost pricing practices of NZED, but to offset 

the resulting distortion in the market for new supply by providing a degree of subsidy for 

non-NZED generators. In the 1970s the latter option was chosen, and the 1977 Budget 

announced financial incentives for the development of new generation schemes by supply 

authorities.76 

 

The Local Hydro Schemes policy, announced in the 1977 Budget77, was not, in fact, a 

general subsidy to correct the price signal faced by supply authorities. Instead, Government 

 
76 It may be noted in passing that the underlying economic logic of the policy should have led to a 
general incentive to all potential new generators, rather than an incentive limited to supply authorities. 
In restricting the scheme to ESAs, Government was apparently responding to strong lobbying from this 
particular group, while limiting its budgetary exposure and leaving the state-owned NZED in 
command of large-scale generation development. A general Government willingness to subsidise all 
new non-NZED generation investments by an amount reflecting the difference between the BST and 
the NZED's incremental cost of supply would have threatened both NZED's effective monopoly 
position and the interests of taxpayers. The underlying policy view of the time was that the national 
interest was served by a state-owned monopoly of generation and transmission, pricing at average cost 
to minimise the cost to users of electricity as an essential service, and competing only with a 'fringe' of 
small local generation and co-generation. 
77 Financial Statement by the Rt Hon. R.D. Muldoon, Minister of Finance, 21 July 1977, AJHR 1977  
B.6 p.8. 
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announced that it would provide concessional finance for the capital costs of new hydro 

generation. Grants were to be provided to fund investigation and design work, loans were to 

be made available to finance construction, and further loans from NZED were to be available 

to cover operating losses in the early years of approved schemes78. The subsidy element in 

the programme was thus built into the cost of finance for the schemes: the investigation 

grants reduced up-front costs of identifying and selecting viable projects, and the terms of the 

construction loans provided cheaper finance than the supply authorities could have obtained 

from alternative sources. In addition, in the late 1970s and early 1980s the Government itself, 

through the Ministry of Works and Development, undertook a comprehensive survey of small 

hydro opportunities in a number of regions, and published the results. 

 

Following the Budget announcement, the Government in August 1977 set up the Committee 

on Local Authority Hydro Development (CLAHD) with representation from the Ministry of 

Works and Development, Ministry of Energy Resources (later Ministry of Energy), NZED, 

Department of Trade and Industry, Treasury, and the Electrical Supply Authorities 

Association. The committee was hosted and serviced by the Ministry of Works and 

Development. The basic function of CLAHD was to make case-by-case recommendations to 

Government on applications for grants or loans from supply authorities. The committee 

produced a set of guidelines which schemes would have to meet in order to qualify for 

concessional financing. This immediately narrowed down the field of potential candidates to 

those which either met the criteria on straightforward merit, or at least could be  presented as 

meeting those criteria on the basis of reports by reputable consulting firms. The essential test 

which schemes had to meet was that of supplying electricity at less than the NZED estimate 

of nationwide incremental cost; this was set at 3 cents/kWh in 1977, and remained at that 

level (in 1978 dollars) throughout the period of CLAHD's operation. 

 

In its retrospective evaluation of the local-hydro programme the Audit Office79 concluded 

that although the 13 schemes actually constructed had an average cost roughly equal to the 3 

¢/kWh benchmark, the benchmark itself had been too high as an indication of the opportunity 

 
78 For details see the statement by the Minister of Energy Resources, G.F. Gair, New Zealand 
Parliamentary Debates  1977 p.1703, quoted in section 1.1 above. 
79 1987 p.22. 
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value of new generation in the early-mid 1980s, and hence "[t]he schemes displaced 

electricity which could have been generated more cheaply from the State's surplus capacity. It 

would have been in the country's economic interest to have delayed most of the projects until 

the national surplus had been reduced." The Audit Office further suggested that the figure of 

1.7 ¢/kWh (in 1978 dollars) which was suggested during a 1979 Cabinet policy review as the 

short-run marginal cost of supply from NZED existing capacity in 1979, would have been a 

more appropriate figure to use, and that the 1979 decision to stick with 3¢/kWh  represented 

a lost opportunity to defer the projects. Perfect foresight, however, is not available in the real 

world, and decisionmakers in 1979 were faced with a situation of extreme uncertainty about 

both the reliability of their electricity demand forecasts and the future price of oil (which had 

a direct bearing on the extent of substitution of electricity for oil in energy consumption).80 

 

In CLAHD's first year, 16 schemes were put forward for its consideration and 9 of these 

applications for grants or loans were approved81. By 1979 13 schemes had obtained grants 

for investigation and design, and eight schemes had construction loans approved82.  At this 

stage the incentives policy came under serious question as electricity sector planners 

recognised a slowdown in consumption growth. This meant that electricity demand forecasts 

for the 1980s had to be revised sharply downwards. The 1978 demand forecast pointed to the 

emergence of a national surplus of generating capacity in the 1980s; as the Ministry of 

Energy comme
 
One effect of the 1978 Power Plan has been to reduce, in the meantime, the value to the 

country of small hydro development. A review of the policy was therefore necessary. The 

Ministry if participating in this review, the results of which should be announced shortly. 
 

The outcome of the review was described as follows in the Ministry's 1980 report84 : 
 
The small hydro development policy was reviewed in the light of reduced electricity demand 

forecasts and expected surplus in national generating capacity. The Government decided 

to continue the availability of grants for investigation/design and loans for the construction 

 
80 The Audit Office data on the economics of the 13 small hydro schemes is reproduced in Appendix 
II. 
81 Ministry of Energy Resources 1978 p.7  
82 Ministry of Energy 1979 p.18  
83 Ministry of Energy 1979 p.18. 
84 Ministry of Energy 1980 p.14. 
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of several schemes being investigated. Subject to review following publication of the annual 

energy plan each year, no new schemes are to be considered for investigation grants. 
 

In accordance with this moratorium, CLAHD recommended no loans or grants for new 

schemes in 1979-80, but did recommend approval for six extensions to previous grants and a 

construction loan for one scheme. 

 

By the following year, the demand/supply outlook had again been reversed, in part because 

of plans for large-scale aluminium smelting developments in the South Island. The Ministry 

of Energy noted85  
 
The small hydro development policy has been reviewed in the light of increased electricity 

demand forecasts and an expected tight situation in national generating capacity. The 

availability of grants for investigation/design is expected to be reintroduced. However, 

reflecting widespread concern over the preservation of smaller rivers for other uses, a 

moratorium has been declared on new construction and it will remain in force until an 

amendment to the Water and Soil Conservation Act 1967 is considered by Parliament in 

1981. 

 

By 1982, 13 schemes had been approved for construction loans; at this stage grants of $2.15 

million and loans of $162 million had been approved86.  A further $276,000 of grants and 

$24.8 million of loans were approved in 1982-8387, and in 1983-84 $30.9 million of 

construction loans were approved88. In addition, in 1982-83 the NZED made available 

"supplementary operating loans" totalling $2,126,71489 and $1,908,494 in 1983-8490, to 

cover operating losses as schemes came onstr

 

Construction loans for schemes came from the National Provident Fund and were supposed 

to be repaid over 20 years. The NPF loans were supposed to be rolled over and repayments 

begun as the new hydro plants were commissioned; but because of cost overruns and 

commissioning delays many of the boards were unable to support the costs of doing this. 

 
85 Ministry of Energy 1981 p.22. 
86 Ministry of Energy 1982 p.55. 
87 Ministry of Energy 1983 p.40. 
88 Ministry of Energy 1984 p.31. 
89 Ministry of Energy 1983 p.40; AJHR  1984 B7 Pt I  p.106. 
90 Ministry of Energy 1984 p.31; AJHR 1985  B7 Pt I p.123. 
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Interest on the NPF loans was suspended and capitalised until schemes became operational, 

and this had the effect of escalating the financial commitments faced by boards as schemes 

came onstream. These commitments in turn increased the operating losses which Government 

had promised to fund through supplementary operating loans. 

 

When NZED was corporatised, the Supplementary Operating Loans passed onto the books of 

the Ministry of Energy. Many of them were eventually written off, along with NPF loans, at 

the time of the restructuring of the NPF in the first half of 1989.91 

 

The Fourth Labour Government, elected in 1984, raised interest rates on the construction 

loans, and at the end of 1986 the Cabinet Expenditure Control Committee called an abrupt 

halt to Supplementary Operating Loan lending . This left several Power Boards (including 

Rotorua - see section 4 below) in a very difficult financial position, with continuing heavy 

financial deficits on their generation activities which had to compete with an NZED 

wholesale price which was being held down well below the cost of new generation.  

 

In terms of the original rationale for the small-hydro policy, these power boards had quite a 

strong case for claiming that Government had encouraged them to undertake unprofitable 

projects on national interest grounds, and had then left them in the lurch. However, as is 

pointed out below, several of the schemes, including Aniwhenua, had already been well 

advanced towards construction before any Government subsidy was announced. After a good 

deal of behind-the-scenes negotiations, power board indebtedness was restructured by a 

series of write-downs of their hydro scheme loans from Government, with the losses being 

carried by taxpayers. 

 
91 It appears, incidentally, that the Government raised Swiss loans to fund the NPF arrangement and 
failed to arrange forward exchange cover, with the result that the fall of the NZ dollar against the Swiss 
franc implied heavy losses, which Treasury funded from the Consolidated Fund. The Audit Office 
(1987 p.5) states that "costs of administering the loans, including any exchange losses on overseas 
borrowing" totalled $71 million by 31 March 1986, on loans of roughly $300 million. 
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4. The Wheao Scheme 

 

4.1 History of the Rotorua Area Electricity Authority and the Wheao Scheme 

 

Until April 1972, the supply of retail electricity in Rotorua was controlled by the Department 

of Tourism and Publicity and all assets were Crown assets. This arrangement arose from the  

1896 decision of the Seddon Government to promote Rotorua as a health resort of world 

standing, for which purpose Government undertook drainage and electrical works including 

the Okere Falls power station (which opened in May 1901). The Government in fact ran all 

municipal affairs in Rotorua until 1923, when the Rotorua Borough Council was 

established92. 

 

Okere Falls was closed in July 1939, and thereafter all electricity for Rotorua came from the 

national system. The nationwide shortages of the late 1940s brought public pressure for a 

power board to be formed, on the basis that Government was taking advantage of its control 

of Rotorua to impose power cuts there before other areas (served by Electric Power Boards) 

were forced to make cuts, and also because of a feeling that prices were higher in Rotorua 

than elsewhere93 . However it was not until 1966 that the Rotorua Borough and County 

Councils promoted a Bill to allow them to take over electricity supply. In the event the Bill 

did not proceed but negotiations led to the establishment of the Rotorua Area Electricity 

Authority  (RAEA) in 1971 and the transfer of the assets, valued at $3 million, from the 

Government on 1 April 1972. The transfer price was announced as $1.9 million94 and the 

purchase was financed by a $1.99 million loan advanced to the RAEA by the Tourist and 

Publicity Department 95 . 

 

The new authority had barely settled in when power shortages appeared again during the 

winters of 1973 and 1974 and the possibility of a local source of supply began to be 

 
92 Stafford 1988 p.12 ; Rennie 1989 pp.51-54. 
93 Stafford 1988 pp.19-20. 
94  Daily Post (Rotorua) 12 August 1971 p.1. 
95 RAEA Annual Accounts 1973. 
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canvassed. Early in 1974 the Authority discussed the idea with the Minister of Electricity and 

was encouraged to proceed with investigations. At that stage (according to the 1974 RAEA 

Chairman's Report) the most likely site was the Kaituna River, site of the original Okere Falls 

station, where the Ministry of Works and Development Power Planning Committee had 

proposed a large new hydro scheme in 196596. 

 

The Board's consultants, Murray-North Partners Ltd, reported back in September 1974 

recommending a scheme on the Wheao and Rangitaiki Rivers as being economically more 

attractive than the two main alternatives, on the Kaituna and Tarawera Rivers. The Board 

gave the go-ahead for  further design work and for a full  environment impact report, which 

was produced in January 1977. The Commission for the Environment appraised and 

approved the environmental impact assessment in May 1977.  

 

The ecological aspects of the scheme's environmental impact were covered by Donovan97 

who concentrated mainly on the large trout population in the Wheao and Rangitaiki Rivers, 

which were popular angling rivers. Eels were covered briefly as follows98 : 
 
Eels are present in the lower Wheao River i.e. downstream from the proposed 

powerhouse site, however their numbers are very low. I would also expect eels to be 

present in the lower Rangitaiki River, below the proposed weir site. 

 

The low number of eels combined with their large size suggests that recruitment to this 

area from the sea is at a very low rate. I consider this is due to the location of the 

Matahina Dam, which forms a barrier to fish movement throughout the Rangitaiki River99. 

 

Donovan further suggested that natural waterfalls blocked upstream movement on both the 

Wheao and Rangitaiki Rivers and recorded100 "the absence of native fish in the upper reaches 

of the Wheao and Rangitaiki Rivers and Flaxy Creek". He suggested that downstream 

movement of fish would be possible both through the powerhouse of the proposed scheme 

 
96 The idea was dropped in 1968 because of strong opposition to the environmental impact - Stafford 
1988 p.22. 
97 1977. 
98 Donovan 1977 p.3. 
99 Whether the Matahina dam has continued to block fish movement up the Rangitaiki River in the 
fifteen years since Donovan's study has not been researched for this report. 
100 Donovan1977 p.10 . 
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(with an estimated survival rate of 50% of the fish passing through the turbines and over the 

spillways)101 . 

 

The most serious impact identified by Donovan was the destruction of eighteen kilometers of 

trout fishery on the Rangitaiki River (the section from which water would be diverted into the 

Wheao canal). 

 

The RAEA's application for a water right was heard by the Bay of Plenty Water Board in 

April 1977 and the right was granted on 1 July 1977. There were nine objectors: 
 - Rotorua Anglers' Association 
 - Nature Conservation Council 
 - Department of Internal Affairs 
 - Urewera Angling Club 
 - Bay of Plenty Electric Power Board 
 - New Zealand Forest Service 
 - Whakatane Trout Fishing Club 
 - Royal Forest and Bird Protection Society (Eastern Bay of Plenty Branch) 
 - Whakatane District Council 
 

The dominant theme of objections concerned the effect on the trout fishery. The Forest 

Service, however, was concerned about the impact on its land; and the Bay of Plenty Power 

Board (which was well advanced with its Aniwhenua scheme downstream on the Rangitaiki) 

was concerned about the effect on flow rates, sediment and floating debris. No Maori interest 

appeared, nor was any concern expressed about possible Maori claims at any stage in the 

hearing or the Board report. The water board reflected the thrust of the objections by treating 

the trout fishery as the main victim of the scheme102. 

 

The water right was appealed against by the Royal Forest and Bird Society and the 

Conservator of Wildlife. Both appeals focussed on the impacts on wildfowl (four native duck 

species) and trout. The Town and Country Planning Appeal Board decision of 2 March 

 
101 Donovan 1977 p.10  
102 Bay of Plenty Regional Water Board 1977 pp.13-14. 



39 

 

ight. 

                                                

1978103 weighed the loss of these values against the benefits from power generation and 

came down in favour of the water r

 

Meanwhile the Taupo County Council had made provision for the Wheao scheme in its new 

Operative District Scheme effective from 1 September 1977. 

 

In April 1978 the RAEA made the decisions to apply for the following104: 

 
 - approval for loan funding from the Committee on Local Hydro Development;  
 - loan sanction from the Local Authorities Loans Board;  
 - a licence to generate from NZED;  
 - agreement for lease of land from the Forest Service; and  
 - approvals under the Harbours Act  
 

Loan finance was approved by CLAHD in February 1979; contracts for the turbines were let 

in October 1979, construction tenders in November 1979, and work began on 7 December 

1979105 . 

 

Cost escalation was a feature of the Wheao scheme, as for most local hydro projects of the 

late 1970s and early 1980s. In July 1976 the scheme was estimated to cost $9.5 million; by 

April 1978 this had risen to $17.7 million, with the expectation that continuing 12% inflation 

would raise the figure to $29.5 million by the time of completion in 1982.106 By February 

1982, in fact, the cost had risen to $35 million107 , and additional loan finance had to be 

sought from the Local Authorities Loans Board.  Following the collapse of the canal in 

December 1982 (at which stage the scheme was virtually completed), Murray-North108  

estimated the cost of reinstatement of the scheme, including "additional works and 

betterment", at $9.7 million on top of costs already incurred. Eventually the 1986 RAEA 

Secretary-Treasurer's Annual Report109 stated that 
 

 
103 See Appendix III. 
104  Rotorua Area Electricity Authority, 1978b, p.2 . 
105 Stafford 1988 p.25 
106 Stafford 1988 p.25. 
107 Stafford 1988 p.26. 
108 1983 p.24. 
109 Page 4. 
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Provisional final costing for the Wheao scheme, reinstatement and betterment shows 

overall expenditure of $52,738,324. This was funded from:- 
 
 Government Loans $44,075,795 
 Private Loans 3,376,125 
 Insurance Recoveries 5,283,566 
 Power Fund 2,838 
  ___________ 
  $52,738,324 
  ========= 
 
The major item outstanding is the claim made by the tunnelling contractors for $4,103,614 
at 31 March 1986. This will go to arbitration. 
 

The contractor was awarded $2.9 million in October 1986110.  

 

A similar figure for all-up cost comes from the RAEA balance sheet entries for the book 

value of the Hydro Development Scheme at 31 March, shown in Table 1 below. 

 
Table 1 

Book Value of the Wheao Hydro Scheme in the RAEA Balance Sheets,  
at 31 March of Years Shown 

 
 Year Book value  
      $000      
    
  
 1978 0  
 1979 396 
 1980 1,633 
 1981 7,198 
 1982 20,110 
 1983 35,180 
 1984 46,870 
 1985 51,863 
 1986 42,674* 
 1987 47,193 
 1988 46,061 
 1989 45,084 
 1990 44,109 
 1991 43,172 
 1992 42,279 
 
*  Large write-offs in the 1986 balance sheet appear to have been reversed in the following year's accounts.  
 

 

                                                 
110 1987 Secretary-Treasurer's Report p.5 . 
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The Audit Office study111 listed a total cost for Wheao of $46.6 million as the "actual amount 

spent in dollars of the day"; this figure almost certainly excludes the capitalised interest 

which was included in the RAEA figure of $52.7 million cited above. 

 

In one important respect, the RAEA was lucky. In September 1981 the new Ruahihi power 

station built by the neighbouring Tauranga Electric Power Board suffered a major canal 

collapse which severely damaged the powerhouse and left Tauranga facing an expected 

repair bill of $13.7 million112 . Wheao shared with Ruahihi a design which involved a high-

level canal above the powerhouse, and in early 1982 the RAEA decided to take out insurance 

on the Wheao scheme despite the heavy premiums involved113 . When, thus, the Wheao canal 

collapsed in December 1982 with massive damage to the powerhouse, the Authority was able 

to recover much of the cost of rebuilding from its insurers, leaving the scheme with far less 

debt to service than Ruahihi (which had to be rebuilt with additional borrowing, contributing 

to the 308% cost overrun for that scheme compared to only 57% for Wheao114. 

 

Tenders for the rebuilding of the Wheao scheme were called in May 1983, and the first power 

was generated in May 1984, with the completed station handed over in July 1984115 . 

 

The financing history of the Wheao scheme passed through several phases as central 

Government policy shifted.  The 1984 Secretary-Treasurer's Report116 noted that under the 

Local Hydro Development policy, Government loans were available up to 90% of the 

completed cost of a scheme, with the authority having to raise the remainder.  Attempts to 

float two loans during 1983/84 were unsuccessful; the report commented that "the terms that 

the Authority can offer for loan money make it almost impossible to attract subscriptions 

from private sources. These restrictions apply to other local authorities as well as the RAEA. 

The earnings that the Authority has been able to retain over the past few years will help to 

bridge this period when loan money is very difficult to obtain." 

 
111 1987 p. 12 , in Appendix II below. 
112 Beca Carter Hollings & Ferner 1982. 
113 Stafford 1988 p.26. 
114 See Audit Department 1987 p.12, in Appendix II. 
115 Stafford 1988 p.26. 
116 Page 3. 
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The 1985 Secretary-Treasurer's Report117 noted that the 10% Government Loans obtained to 

finance construction were to be consolidated into a single Redemption Loan, at the much 

higher rate of 16%, as from the date of first commercial generation. The 1986 Report118 

recorded that a Government Redemption Loan of $43,250,795 had been approved in October 

1985, with a term of 6 years from 1 August 1984 and a rate of 16%. Projections indicated that 

this meant the scheme would run at a loss until 1990/91, but would eventually move into 

surplus. 

 

The 1987 Secretary-Treasurer's Report119 noted the Government's decision to discontinue 

Supplementary Operating Loans, which "has resulted in the short payment of interest to the 

lender, National Provident Fund, of $1,010,500". The Report went on to note120 that  
 
At this stage it is not known just what solution Government will provide for those 

Authorities with local hydro schemes. Possibilities are to restructure the outstanding debt, 

write portion of it off, adjust interest rates or enforce Authorities to provide for generation 

losses out of revenue. 
 

The 1988 Chairman's Report noted that121 
 
Unfortunately ... after more than a year, the rearrangement of finances for the Wheao hydro 

scheme was no closer to a solution. Government ceased providing supplementary 

operating loans in December 1986 and in spite of assurances of debt restructuring no 

concrete proposals have been made. The continuing losses and uncertainty in financial 

planning have created a very difficult environment in which to operate. 

 

The 1988 General Manager's Report122 indicated that the RAEA had gone into default on its 

construction loan servicing: 
 
The loss situation created by the cessation of Government loan funds to meet the deficit on 

generation scheme operation continued. This matter remained unresolved at the end of the 

year, and default in interest payments on construction loans continued in the interim. 
 

 
117 Page 4. 
118 Page 3. 
119 Page 2. 
120 Page 7. 
121 Page 1. 
122 Page 2. 
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The 1988 Statement of Accounting Policies noted123 that "with the government withdrawing 

Supplementary Operating Loans which covered the generation deficit, the Authority has 

capitalised $3,939,500 of interest payments on the Government Redemption Loan." 

 

These financial problems were resolved in the 1988-89 year. The Chairman's 1989 Report124 

described matters as follows: 
 
The highlight must be on the financial front, where the Authority saw the culmination of 

approximately two years' work by our agents, Fay Richwhite & Co., in negotiating debt 

write-off and debt restructuring for the Wheao Power Scheme. ... 

 

...[T]he situation of the growing debt we had on the scheme, was really not of the 

Authority's making, and I believe that view is vindicated by the Government's acceptance 

of write-off not just of debt on the Wheao scheme, but on many other local authority hydro 

loans. 
 

The 1989 General Manager's Report125 reported "the restructuring of the Wheao Power 

Scheme debt and associated write-off of $M24.86 which occurred at the end of the year", and 

described the write-off as follows126: 
 
Rotorua had retained a firm of Merchant Bankers approximately two years ago to 

negotiate and to act on its behalf in reaching a satisfactory debt structure which would 

once again make the hydro scheme a viable and economic proposition. Progress was 

slow and at times very frustrating for both Rotorua and Fay Richwhite. A few weeks prior 

to 31 March 1989 word was received that the matter was to be resolved within the current 

financial year. Our agents spent many days in negotiations with Treasury and National 

Provident Fund prior to reaching the new debt level. Finally, late in the afternoon of Friday 

31 March 1989 in Wellington, all documentation of the new debt level was completed and 

in place. Fay Richwhite also arranged stock issues and finances associated with the new 

debt level. 
 

The 1989 Statement of Accounting Policies set out the changes to the RAEA's total debt 

position127: 

 

 
123 Page 2 Note 5. 
124 Page 1. 
125 Page 2. 
126 Page 15. 
127 Page 1. 
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With agreement by the Government to enter into negotiation on restructuring the debt of 

the Wheao Hydro Scheme the Authority has capitalised interest payments for the year 

ended 31 March 1989 of $10,338,657.62, on its Government Redemption Loan, 

Government Construction Loan and Supplementary Operating Loans.  

 

After protracted negotiations the Government agreed on 31 March 1989 to write off part 

of the debt amounting to $24,863,359, which has now put the hydro scheme on a sound 

financial footing. 
 

The net result of this and other transactions was to reduce the RAEA's outstanding debt from 

$59.8 million at 31 March 1988 to $39.1 million at 31 March 1989128. 

 

The 1990 General Manager's Report,129 noted that the debt restructuring had been expected 

to bring the generation account into surplus after one or two initial loss years; but in the event 

a surplus was achieved in 1989-90

 

The 1992 General Manager's Report stated that130 
 
A major refinancing of debt on the Wheao power scheme was arranged, which gave 

access to a reserve account which enabled the debt to be reduced significantly to $29 M, 

and introduced more flexibility into the arrangement. 
 

4.2 Financial Data  

 

Table 2 assembles the figures from the RAEA Statement of Accounts for March years 1972/3 

to 1991/2, and Figures 1 and 2 present some of the data visually. The costs and profitability 

of the Wheao scheme are here presented from an accountant's point of view, which has two 

particular implications for analysing the results. The first is that the electricity produced by 

Wheao is valued as having been "sold" to the RAEA at a wholesale price equal to that 

charged by NZED for its electricity. Thus the revenue contribution of the scheme is treated as 

the amount of money that RAEA did not have to pay to NZED as a result of having Wheao as 

an alternative source of supply. Insofar as this NZED market price was below the "true" 

                                                 
128 1989 Accounts p.10. 
129 Page 12. 
130 Page 1. 
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value of additional generation to the national economy (the "shadow price" of electricity), the 

result is that the accounts understate the "social" profitability of the scheme. 

 

The second, partly offsetting, bias in the accounts is that all financial benefits to RAEA of the 

Government subsidies to the hydro scheme costs are fully incorporated into the Authority's 

accounts, and have the effect of raising profitability relative to what it would have been 

without the subsidies. Loan servicing costs were lower than they would have been had 

finance been raised entirely on the open market, and the fact of not bearing the risk of the 

scheme may have enabled the Authority to devote more resources than would otherwise have 

been possible to the development of their other lines of business. 

 

The Rotorua situation is an example of a "typical" local small-hydro story of the period. The 

Audit Office131 indicates that the Wheao scheme succeeded in producing electricity at a full 

financial cost of less than 3 cents/kWh in 1978 dollars (the criterion set in the late 1970s for 

schemes to be in the national interest); indeed,  at 2.2 cents/kWh Wheao was arguably a good 

economic proposition even in the context of the surplus capacity of the 1980s. Obliged to 

compete with the NZED bulk tariff, however, the scheme never came close to earning a 

surplus (and would still be in the red today) until Government wrote off $25 million of its 

debt in March 1989. The losses on the Wheao scheme dragged the Rotorua Board's overall 

operation into deficit from 1985 until the debt was restructured (Figure 1) and the board's 

balance-sheet ratios deteriorated seriously, with the debt:equity ratio going from 38:62 in 

1979 to 84:16 by 1988 before coming back to 50:50 following restructuring (and 

subsequently being brought down to 30:70 by 1992). 
 

 
131 1987 p.12. 
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Table 2: Rotorua Area Electricity Authority Accounts, 1972/73 to 1991/92 
 

March years: 1972/3 1973/4 1974/5 1975/6 1976/7 1977/8 1978/9 1979/80 1980/1 1981/2 1982/3 1983/4 1984/5 1985/6 1986/7 1987/8 1988/9 1989/90 1990/1 1991/2

BALANCE SHEET SUMMARY

Assets:
Total Current Assets 2.72 2.77 3.70 4.27 5.25 6.92 11.23 10.51 10.49 9.98 10.43 9.66 11.46 11.74 11.82
Total Investments 0.35 0.79 1.36 1.09 0.69 0.89 0.75 0.93 0.83 0.84 1.36 1.68 4.63 5.56 1.07
Total Fixed Assets 4.88 5.72 7.62 14.45 28.70 44.33 56.49 62.99 58.29 63.14 64.72 64.91 65.11 65.14 64.32

of which: Hydro Development at cost 0.00 0.40 1.63 7.20 20.11 35.18 46.87 0.00 0.00 0.00 49.24 49.32 49.33 49.33 49.33
Hydro Development at cost less depreciation 0.00 0.00 0.00 0.00 0.00 0.00 46.87 51.86 42.67 47.16 46.06 45.08 44.11 43.17 42.28

Deferred income tax benefit 0.47 0.35

Total Assets 7.95 9.39 12.68 19.81 34.64 52.14 68.47 74.42 69.61 73.95 76.51 76.25 81.20 82.91 77.56
Liabilities:

Current Liabilities 1.21 1.37 2.04 3.20 4.70 3.66 10.10 11.64 3.62 5.57 6.53 2.65 4.96 13.95 15.17
of which: Wheao Insurance Holding 0.00 0.00 0.00 0.00 0.00 0.00 4.86 5.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Loan liability 1.99 2.39 2.70 2.89 2.89 3.08 2.99 4.32 8.98 20.47 33.37 37.54 40.80 53.95 55.10 58.66 38.96 38.10 27.68 18.50
Deferred loan liability 3.59 6.51 7.74 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total liabilities 4.29 4.37 6.36 12.18 25.17 40.62 54.15 60.18 57.57 60.67 65.19 41.72 43.06 41.63 33.67

Corporate ownership 3.66 4.92 6.32 7.63 9.47 11.52 14.32 14.25 12.04 13.28 11.31 34.53 38.13 41.28 43.89

Debt:equity ratio 46:54 38:62 41:59 54:46 68:32 76:24 75:25 77:23 82:18 81:19 84:16 53:47 50:50 40:60 30:70

Sources for Table 2: Data assembled from RAEA Annual Reports except for the quantities of electricity purchased and generated, which are from annual issues of the Annual Statistics in Relation to Electric Power Operation in New Zealand. 
Electricity volume figures for 1990 and 1992 are estimates.
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March years: 1972/3 1973/4 1974/5 1975/6 1976/7 1977/8 1978/9 1979/80 1980/1 1981/2 1982/3 1983/4 1984/5 1985/6 1986/7 1987/8 1988/9 1989/90 1990/1 1991/2
INCOME AND EXPENDITURE

Income
Sales of electricity 2.37 2.68 2.84 3.27 4.68 6.40 6.78 9.18 10.50 12.19 14.44 15.21 16.25 20.08 25.79 27.38 31.65 32.75 33.33 34.77
RERC subsidy 0.01 0.00 0.00 0.00 0.00 0.01 0.01 0.01 0.02 0.02 0.01 a a a a a
Interest rent & sundries 0.07 0.03 0.05 0.03 0.05 0.08 0.15 0.24 0.26 0.31 0.54 0.57 1.06 1.96 1.47 1.04 1.05 1.12 0.35 0.39

Total income 2.44 2.71 2.89 3.30 4.74 6.48 6.94 9.42 10.76 12.51 14.99 15.80 17.33 22.05 27.28 28.41 32.70 33.87 33.68 35.17

Expenditure
Cost of electricity from NZED 1.52 1.60 1.64 1.87 2.82 3.84 4.12 6.12 7.09 8.02 9.65 9.73 8.39 10.08 11.41 12.88 12.73 13.92 14.38 16.47

from other sources 0.01 0.01 0.00 0.00 0.00 0.01 0.14 0.16 0.20 0.24 0.29
value of own generation @ NZED Bulk Tariff 2.77 4.52 6.04 6.08 7.76 7.69 7.44 7.16
Total 1.52 1.60 1.64 1.87 2.82 3.85 4.12 6.13 7.09 8.02 9.65 9.74 11.16 14.60 17.45 19.10 20.66 21.82 22.06 23.92

Maintenance & operation 0.34 0.42 0.46 0.52 0.58 0.67 0.88 1.02 1.26 1.39 1.61 1.55 1.68 1.97 2.23 4.48 4.27 4.11 4.39 3.68
Admin. costs & general expenses 0.29 0.29 0.39 0.46 0.51 0.55 0.57 0.64 0.80 0.92 1.21 1.23 1.22 1.51 1.96 2.27 3.87 3.13 3.52 3.34
Interest on loans 0.00 0.00 0.16 0.16 0.25 0.18 0.20 0.12 0.19 0.19 0.18 0.18 0.15 0.12 0.09 0.08 0.09 0.08 0.05 0.04
Depreciation 0.09 0.10 0.05 0.20 0.21 0.22 0.27 0.30 0.34 0.39 0.46 0.49 0.57 0.84 0.95 1.28 1.40 1.47 1.54 1.53

Total expenditure 2.25 2.41 2.70 3.21 4.38 5.46 6.04 8.21 9.68 10.92 13.12 13.18 14.78 19.03 22.68 27.22 30.27 30.61 31.57 32.51

Surplus on trading activities 0.19 0.30 0.18 0.09 0.36 1.02 0.90 1.20 1.08 1.59 1.88 2.61 2.56 3.02 4.60 1.19 2.42 3.26 2.11 2.65
Generation surplus (from Generation Account) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -2.85 -4.56 -4.32 -5.07 -4.14 0.40 0.40 1.38
Net surplus 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.88 2.61 -0.30 -1.55 0.28 -3.88 -1.71 3.66 2.51 4.03

GENERATION ACCOUNT

Operating expenses* 0.00 0.41 0.52 0.14 0.22 0.06 0.11 0.08 0.07
Repairs & maintenance 0.17 0.17 0.12 0.16 0.17 0.12
Salaries, wages & transport 0.00 0.08 0.16 0.20 0.16 0.15 0.14 0.13 0.12
Loan interest 0.00 4.55 7.58 8.53 9.13 10.20 5.70 5.58 4.42
Insurance 0.39 0.35 0.26 0.17 0.12 0.13
Depreciation 0.00 0.57 0.80 0.91 1.09 1.06 0.98 0.94 0.89
Sundries 0.00 0.00 0.00 0.00 0.01 0.01 0.00 0.00 0.00
Overhead & administrative expenses 0.00 0.01 0.01 0.02 0.02 0.04 0.03 0.04 0.03

Cost of generation 5.62 9.08 10.36 11.15 11.90 7.30 7.05 5.79
Value of power generated 0.00 2.77 4.52 6.04 6.08 7.76 7.69 7.44 7.16
Generation surplus 0.00 -2.85 -4.56 -4.32 -5.07 -4.14 0.40 0.40 1.38

* Repairs & maintenance and insurance included in operating expenses till 1985/86 a. Included in sundries

Gigawatt-hours of electricity generated at Wheao 74 93 108 87 138 123 129 137
Gigawatt-hours of electricity purchased from outside suppliers 199 223 224 223 223 223 238 250 262 271 213 206 204 225 177 204 216 229
Total gigawatt-hours of electricity traded 199 223 224 223 223 223 238 250 262 271 287 299 312 312 315 327 346 366  
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5. The Aniwhenua Scheme 

 

5.1 History 

 

The Bay of Plenty Electric Power Board had been established in 1926 and so entered the 

1970s as an established organisation, in contrast to Rotorua which became an ESA only in 

1972. The demand for electricity in Bay Power's area had grown rapidly following the 

establishment of forestry processing operations at Kawerau and Murupara in the early 1950s 

and rapid growth of sales was continuing in the early 1970s when a nationwide shortage of 

electricity began to be encountered. Bay Power's first moves towards a local hydro scheme 

were made in mid 1973 when the Board engaged Tonkin and Taylor to "report on the 

possibility of developing a potential source within the Board's district"132, in response to 

indications from central Government that it would encourage local hydro development to 

help meet the rapid growth in electricity consumption. Spending on hydro investigation in the 

1973-74 year was shown in the Accounts as $600. 

 

A pre-investigation report from Tonkin and Taylor in August 1973 covered possibilities on 

the Rangitaiki River and focussed on the Aniwhenua Falls site as the best prospect, followed 

by two alternatives at Snake Hill and Mangamako downstream from Aniwhenua133 . The area 

had earlier been the subject of Ministry of Works and Development investigations134 aimed 

at a large-scale generating scheme between Kopuriki and Waiohu to utilise the Rangitaiki 

above the NZED's Matahina scheme (which had been built in the early 1960s). Tonkin and 

Taylor's 24 MW proposal for Aniwhenua Falls was on a smaller scale than MWD's Kopuriki 

concept and appeared commercially attractive. Preparation of a feasibility report was 

authorised in December 1973, and the report was submitted in September 1974, showing the 

scheme to be technically feasible, financially viable, and environmentally acceptable135 . The 

estimated cost was put at $12.5 million136  . It was noted that the main opposition to the 

 
132 Chairman's report 1974; Tonkin and Taylor 1975 p.1. 
133 Tonkin and Taylor 1975 p.39. 
134 Healy 1960; MWD 1964. 
135 cf Tonkin and Taylor 1975 p.2. 
136 Chairman's Report 1975. 
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hould the scheme 

roceed. 

cal Authorities 

 obtain money the construction of new work will have to be curtailed."140 )  

tem 

which services the Bay of Plenty region via a long spur line, without reinforcement).142   

e hydro generation was to be preferred to the thermal plants 

en being planned by NZED. 

 

                                                

scheme came from farmers whose land was likely to be affected.137 The Environmental 

Impact Report produced by Tonkin and Taylor in December 1975 noted that the 14,200-

hectare Galatea Plain above the proposed dam had 10,000 hectares under dairy farming with 

about 140 farmers. The dam would flood 390 hectares of which 320 hectares had dairying 

potential,  and about half of this was actually being used for dairying. Eight properties, 

including some forestry interests, were said to be involved138 The expectation was that 

farming and forestry interests would have to be paid compensation s

p

 

Arguments advanced in the scheme's favour were threefold.139 First was economic 

attractiveness: the scheme was estimated to be able to supply power to the board at a lower 

cost than NZED bulk-supply power, so that the investment was expected to be profitable in 

the prevailing market environment in its own right. (The major problem for projects of this 

kind in the early-mid 1970s was the difficulty of raising loan finance. The 1974 Chairman's 

Report commented that "the loan market for Local Authority loans is the worst it has been for 

some considerable time and unless the Government can open avenues for Lo

to

 

Second was security of supply; the Board was "vulnerable to any major system 

disturbance"141 and would benefit from having local supply to supplement the NZED sys

(

 

Third was the national-interest argument: growing demand for electricity was putting strain 

on the supply, and cost-effectiv

th

 
137 Ibid... 
138 Tonkin and Taylor 1975 p.32 . Elsewhere (ibid. p.81) they refer to three dairy farmers seriously 
affected and six others less seriously. 
139 Tonkin and Taylor 1975 pp.3-4. 
140 Page 3. 
141 Tonkin and Taylor 1975 p.4. 
142 The validity of this argument was shown following the 1987 Edgecumbe earthquake, when 
Aniwhenua was used to maintain supply to Whakatane until the NZED system could be restored . See 
Rennie 1989 p.217. 
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During 1975 the formal planning procedures were set in train. A water right application was 

submitted to the Bay of Plenty Regional Water Board in June 1975, and a public hearing of 

the application was held on September 29 and 30 1975. There were seven objectors143: 
 
1. Murupara Lions Club and R.W. Covell: This objection accepted the concept of 

small hydro-electric generation but claimed that the Aniwhenua scheme would 
  (a) Remove good quality farmland from production 
  (b) Adversely affect surrounding land by raising water tables 
  (c) Deprive the public of the amenities of the falls and rapids 
  (d) Create sedimentation problems. 
2.  Conservator of Wildlife, Rotorua: Mr Burstall considered the scheme could have 

long term advantages to fish and other wildlife but requested 
  (a) Involvement in planning and executing reservoir dewatering 

procedures 
  (b) Care during construction 
  (c) Protection of stranded fish 
  (d) Screens sized to exclude larger fish from the turbines 
3.   B.D. Shaw and Others: Their views were similar to those expressed by the Lions 

Club and also included concern for: 
  (a) Weed growth in reservoir 
  (b) Disruption to transport routes 
4. Kopuriki Farms Ltd: The Black family were primarily concerned about the 

economic effect of the scheme on their land. They felt the land should be retained 
as farmland and that tourist and recreational developments would be to the 
disadvantage of farming. 

5. Environmental Defence Society: The Society considered that the scheme would not 
be in the public interest. 

6. Tuhoe Waikaremoana Maori Trust Board  - (Matahina E. Block) and (Waiohau D. 
Section 2, Aniwhenua Falls): Their concern was similar to that of Kopuriki Farms 
Limited but they also raised the possibility of forest fire problems with increased 
public access. Erosion of land and changes in road routes also gave concern. They 
considered their objections would be met by rights to draw water from the 
reservoir, provision of exclusive access to the foreshore, and adequate 
compensation. 

7. Galatea Branch of Federated Farmers: The objections related to taking of farmland, 
upsetting existing transport routes and alterations to the natural pattern of flow 
causing siltation and raising water tables. 

                                                 
143 Tonkin and Taylor 1975 pp.59-60  
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8.  Bay of Plenty Catchment Commission: Technical information was presented to the 
Regional Water Board on water quality and use, landuse, ecology, erosion and 
sedimentation by the Commission's Chief Engineer. 

  
 

The Regional Water Board's Standing Tribunal recommended in favour of the applicant on 

24 November 1975144 and the water right was granted in December 1975145. In respect of the 

objection from the Tuhoe Waikaremoana Maori Trust Board, the Tribunal made the 

following comments146 
 
At the hearing this objector conceded that there appeared to have been no breach of 

statutory procedures. While accepting that this objector would lose some land the 

Tribunal, as previously stated, believes that in the overall public interest use of the land 

for electricity generation is preferred. The Tribunal believes that the conditions proposed 

will adequately control any reduction in water quality and erosion, and will ensure that 

adequate vehicular access across the river valley is provided to maintain the economic 

use of farmland adjacent to the proposed lake. While the Tribunal proposes that public 

access be provided around the lake shore, it does not envisage any undue interference 

with the objector's existing rights and land utilisation. Compensation payments are 

beyond the scope of this Tribunal. 
 

The written report of the hearing ran to 311 pages. Objectors had until 18 February 1976 to 

lodge appeals, and some of the local landowners did so, leading to some sharp remarks from 

the Bay Power Chairman in his 1976 Report147 about the high cost of waiting for the 

democratic process to be completed.  

 

The Town and Country Planning Appeal Board decision went in favour of the scheme.  

Ministerial consent to generate electricity by water-power was obtained in December 1976. 

Meanwhile the Environmental Impact Report for the scheme had been published in 

December 1975 and public submissions were considered by the Commission for the 

Environment. The Commission for the Environment's audit of the EIR was  published on 25 

March 1976 and recommended that the scheme should proceed. The Commission had no 

serious reservations. 
                                                 
144 See Appendix IV below. 
145 See Appendix IV below. 
146 Bay of Plenty Regional Water Board 1975 p.7. 
147 Page 1. 
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The contract for generation equipment was let in July 1977, tenders for construction work 

were called in August 1977 and Downer and Co were awarded the contract in October 1977. 

Earthworks were underway by the end of 1977.148 The decision to proceed with the scheme 

had therefore been taken before CLAHD finance became available. Several farm properties 

were acquired by the Board to be retained until after establishment of the lake149 and these 

were redeveloped and put on the market in 1980-81150 . 

 

Progress on Aniwhenua was steady during 1978 and 1979, and the Board began moves at this 

time to develop a further scheme downstream.  Tonkin and Taylor151 produced a pre-

feasibility report for Snake Hill and Mangamako in May 1978, and this was accepted by the 

Committee on Local Authority Hydro Development as suitable for further study, leading to a 

feasibility report152. This scheme was one of those caught by the CLAHD review in 1979153  

but grants of $115,000 had by then been obtained to finance investigations.154 

 

Aniwhenua began generation on 3 October 1980 and was officially opened by the Prime 

Minister, Sir Robert Muldoon, on 11 February 1981. The finished cost of the station was 

$27.6 million155 . Financing arrangements were summarised as follows in the 1982 Annual 

Report156: 

 
 Government loans $24,628,809 

 Private borrowing by the Board 2,760,600 

 Board funds 361,168 

 Depreciation to 31 March 1982 16,626 

 
 Total cost to 31 March 1982 27,767,203 
 
 
 

 
148 Chief Engineer's Report 1978 p.6. 
149 Ibid. p.7. 
150 1981 Annual Report p.5. 
151  1978. 
152 Chief Engineer's Report 1979 p.5. 
153 Chairman's Report 1980 p.2. 
154 Annual Report 1981 p.4. 
155 Annual Report 1981 p.3. 
156 Page 4. 
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5.2 Financial data 

 

Table 3 below sets out the book value of the Aniwhenua project as shown in the Power 

Board's annual balance sheets. These data show a book value six months after  completion of 

$27.1 million at 31 March 1981, which had been written down to $21.1 million by 1992. The 

capital outlays implied by the rise in book value over the construction period 1976-1981 are 

shown in the right-hand column. 

 
Table 3 

Book Value of the Aniwhenua Hydro Scheme in the RAEA Balance Sheets,  
at 31 March of Years Shown 

 
 March Book value Implied capital 
 year   at end of outlays during 
   March year   March year 
       $000        $000 

 
1975 0  
1976 201 201 
1977 326 125 
1978 2,880 2,554 
1979 9,651 6,771 
1980 17,985 8,334 
1981 27,104 9,119 
1982 26,760 
1983 26,056 
1984 25,513 
1985 24,855 
1986 24,184 
1987 21,402 
1988 20,662 
1989 23,159 
1990 22,315 
1991 
1992 21,109  
 

 
 

Aniwhenua was the most trouble-free of the 13 local hydro schemes built in the late 1970s 

and early 1980s. The Audit Office study157 reported only a 13% cost overrun and an 11 

month delay in first generation. (The total cost of the scheme as recorded by the Audit Office 

was $29.0 million). The scheme had the second-lowest power cost per kWh (2.1 cents at 

                                                 
157 1987 p.12. 
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1978 prices, beaten only by Teviot at 1.5 cents). It nevertheless ran initially at a financial 

loss, requiring supplementary operating loans to bridge the gap between costs and revenue.158 

 

Table 4 assembles figures from the annual accounts of the Bay of Plenty Power Board from  

1974/5 to 1991/2,  and Figures 3 and 4 show the costs and profitability of Aniwhenua from 

an accountant's point of view (cf earlier comments in the discussion of Wheao above, on the 

divergence between accountants' and economists' measurements). 

 

The Bay of Plenty figures show both a more conservative management approach than 

Rotorua's and a more profitable hydro scheme (largely because Aniwhenua was built earlier 

than Wheao, without major cost overruns or engineering failures). Aniwhenua was breaking-

even financially by 1985/86 and was able to trade its way into long-run profit without debt 

write-offs. Restructuring of debt in April 1988 reduced loan servicing costs for the Board159  

and was reflected in a sharp upturn in the generating profit (Figure 4). Indeed, as Figure 3 

shows, in the years 1989-1992 the profits from Aniwhenua were what kept the board in the 

black overall, since its trading activities ran at a loss during that period.  

 

The Aniwhenua project certainly put pressure on the Board's balance-sheet position, with the 

debt:equity ratio rising from 27:73 in 1975 to 73:27 by 1982 before drifting back down to 

42:58 by 1992. Comparison with the Rotorua figures in Table 2 clearly shows the greater 

financial viability of Aniwhenua compared to Wheao, and the Bay of Plenty debt:equity trend 

through the 1980s was of a scheme trading its way into the black, whereas the Rotorua case 

showed virtual insolvency by 1988. 
 

 
158 Annual Report 1982 p.4. 
159 1989 Chairman's Report p.4. 
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Table 4:  Bay of Plenty Electric Power Board Accounts, 1974/75 to 1991/92 

 
March years: 1974/5 1975/6 1976/7 1977/8 1978/9 1979/80 1980/1 1981/2 1982/3 1983/4 1984/5 1985/6 1986/7 1987/8 1988/9 1989/90 1990/1 1991/2

Income & Expenditure Account   $millions

Income
Sales of electricity 3.16 3.66 5.78 8.57 9.10 13.58 15.23 16.65 19.37 20.07 21.95 27.05 29.89 30.05 33.70 37.54 38.55 37.85
RERC subsidy 0.05 0.03 0.00 0.03 0.01 0.01 0.00 0.00 0.04 0.02 0.02 0.02 0.06 0.00 0.00 0.00 0.00 0.00
Interest rent & sundries 0.05 0.03 0.06 0.06 0.11 0.22 0.29 0.33 0.49 0.55 0.68 0.93 2.42 1.50 0.76 0.67 0.75 0.41
Surplus from Appliance Sales and Servicing 0.01 0.03 0.02 0.01 0.01 0.02 0.05 0.07 0.04 0.07 0.16 0.02 0.11 0.09 0.22 0.35 0.41 0.44

Total income 3.27 3.74 5.85 8.67 9.24 13.83 15.58 17.05 19.94 20.72 22.82 28.03 32.48 31.64 34.68 38.55 39.72 38.70

Expenditure
Cost of electricity from NZED 1.95 2.18 3.96 6.12 6.37 9.94 10.33 8.29 10.55 10.75 11.87 14.95 15.79 17.45 19.13 21.49 0.02 0.02

from other sources 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
value of own generation @ NZED Bulk Tariff 0.00 0.00 0.00 0.00 0.00 0.00 0.77 4.04 3.53 3.98 4.48 5.64 6.74 6.52 7.98 8.65 9.70 9.09
Total 1.95 2.18 3.96 6.12 6.37 9.94 11.10 12.33 14.07 14.73 16.35 20.59 22.54 23.97 27.11 30.14 32.30 31.65

Maintenance & operation 0.42 0.42 0.61 0.72 0.87 1.05 1.25 1.54 1.73 1.67 1.96 2.07 2.70 4.03 3.92 3.95 4.26 3.56
Admin. costs & general expenses 0.32 0.40 0.45 0.52 0.65 0.74 1.00 1.07 1.19 1.19 1.20 1.48 1.97 2.23 2.68 3.20 3.74 3.14
Interest on loans 0.11 0.12 0.14 0.16 0.29 0.31 0.33 0.27 0.31 0.35 0.38 0.34 0.34 0.11 0.09 0.07 0.05 0.01
Depreciation 0.20 0.30 0.33 0.33 0.35 0.40 0.44 0.52 0.62 0.70 0.84 0.92 0.90 1.27 1.42 1.57 1.67 1.63
Abnormal items 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -0.56 1.02

Total expenditure 3.01 3.42 5.49 7.85 8.54 12.43 14.12 15.74 17.92 18.63 20.72 25.40 28.45 31.61 35.22 38.92 41.46 41.01

Surplus 0.26 0.32 0.36 0.82 0.70 1.40 1.46 1.32 2.02 2.09 2.10 2.63 4.03 0.03 -0.53 -0.37 -1.74 -2.31

Generation surplus 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Aniwhenua 0.00 0.00 0.00 0.00 0.00 0.00 -0.17 -0.66 -1.36 -1.20 -0.65 0.27 0.02 0.09 2.75 3.06 3.81 4.26
Toi 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 -0.29 0.33 0.14
Total 0.00 0.00 0.00 0.00 0.00 0.00 -0.17 -0.66 -1.36 -1.20 -0.65 0.27 0.02 0.09 2.75 2.77 4.14 4.40

Net pre-tax surplus 0.26 0.32 0.36 0.82 0.70 1.40 1.29 0.66 0.66 0.89 1.45 2.90 4.05 0.11 2.21 2.40 2.40 2.09
Taxation 0.66 0.73
Net profit after tax 0.26 0.32 0.36 0.82 0.70 1.40 1.29 0.66 0.66 0.89 1.45 2.90 4.05 0.11 2.21 2.40 1.74 1.36

GENERATION ACCOUNT ANIWHENUA

Operating expenses 0.00 0.02 0.33 0.01* 0.30 0.21 0.24 0.37 0.60 0.27 0.27 0.34 0.46
Salaries, wages & transport 0.00 0.09 0.33 0.26 0.28 0.27 0.34 0.37 0.40 0.30 0.30 0.27 0.27
Loan interest 0.00 0.49 3.18 3.70 3.69 3.74 3.85 4.90 4.39 3.68 3.79 3.49 2.47
Depreciation 0.00 0.28 0.73 0.75 0.73 0.72 0.73 0.84 0.78 0.72 0.68 0.63 0.58
Sundries 0.00 0.05 0.09 0.15 0.14 0.14 0.17 0.20 0.22 0.24 0.37 0.26 0.29
Overhead & administrative expenses 0.00 0.01 0.03 0.03 0.03 0.04 0.04 0.05 0.06 0.04 0.05 0.06 0.06

0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cost of generation 0.00 0.94 4.70 4.89 5.18 5.13 5.37 6.72 6.43 5.23 5.47 5.05 4.13
Value of power generated 0.00 0.77 4.04 3.53 3.98 4.48 5.64 6.74 6.52 7.98 8.53 8.86 8.39
Generation surplus 0.00 -0.17 -0.66 -1.36 -1.20 -0.65 0.27 0.02 0.09 2.75 3.06 3.81 4.26

* Operating expenses 217,445 minus recoveries in respect of canal repair 212,623
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March years: 1974/5 1975/6 1976/7 1977/8 1978/9 1979/80 1980/1 1981/2 1982/3 1983/4 1984/5 1985/6 1986/7 1987/8 1988/9 1989/90 1990/1 1

GENERATION ACCOUNT TOI

Operating expenses 0.05 0.24
Repairs & maintennance 0.00 0.00
Salaries, wages & transport 0.05 0.05
Loan interest 0.00 0.00
Insurance 0.00 0.00
Depreciation 0.29 0.20
Sundries 0.02 0.02
Overhead & administrative expenses 0.00 0.00

Cost of generation 0.41 0.51
Value of power generated 0.12 0.84
Generation surplus -0.29 0.33

Gigawatt-hours of electricity generated at Aniwhenu 51 143 106 123 120 129 133 116 149 146 146
Gigawatt-hours of electricity generated at Toi 2 17
Gigawatt-hours of electricity purchased from outside suppliers 299 336 375 418 407 421 377 284 331 332 355 344 317 320 338 361 355
Total gigawatt-hours of electricity traded 299 336 375 418 407 421 428 426 437 454 475 473 450 435 487 509 518

BALANCE SHEET SUMMARY

Assets:
Total Current Assets 1.30 1.50 2.12 2.99 3.28 5.06 4.63 6.43 7.64 8.62 10.30 12.78 14.75 15.37 11.67 13.49 15.99
Total Investments 0.42 0.46 0.63 0.63 0.86 1.11 1.57 2.03 2.13 2.18 2.43 1.62 1.09 0.76 0.31 0.03 0.00 0
Total Fixed Assets 6.37 7.03 6.44 9.48 17.02 26.02 36.03 36.41 37.11 38.25 38.98 39.82 38.17 39.40 42.36 42.85 42.39

in which Aniwhenua Generation Scheme at cost 0.20 0.33 2.88 9.65 17.98 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Aniwhenua at cost less depreciation 27.10 26.76 26.06 25.51 24.86 24.18 21.40 20.66 23.16 22.32 0.00
Other hydro at cost 0.07 0.10 0.11 0.13 0.14 0.17 0.17 0.23 0.24 0.00 0.00 0.00 0.00

Total Assets 8.09 9.00 9.19 13.09 21.16 32.19 42.23 44.86 46.88 49.06 51.71 54.22 54.00 55.53 54.34 56.37 58.39
Liabilities:

Current Liabilities 0.64 0.78 1.17 1.59 1.90 2.74 3.46 2.49 2.87 3.39 3.58 4.60 7.07 8.38 4.89 5.36 5.46
Loan liability 2.03 2.31 2.55 5.06 11.98 20.60 28.45 30.97 31.31 31.72 32.42 30.82 26.30 26.36 26.74 27.11 26.94
Deferred taxation 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.32 0
Total liabilities 2.66 3.09 3.72 6.65 13.88 23.34 31.92 33.45 34.18 35.11 36.00 35.42 33.37 34.73 31.63 32.47 32.71

Corporate ownership 5.42 5.90 5.47 6.44 7.28 8.85 10.32 11.41 12.70 13.95 15.71 18.79 20.64 20.79 22.71 23.90 25.68

Debt-equity ratio 27:73 28:72 32:68 44:56 62:38 70:30 73:27 73:27 71:29 69:31 67:33 62:38 56:44 56:44 54:46 53:47 51:49  
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6. Some Issues Relating to the Pending Transfer of Generation Assets 

 

Under the Energy Companies Act 1992, most electricity supply authorities including those of 

Rotorua and Bay of Plenty have now submitted establishment plans to the Minister of Energy 

for his approval.  These establishment plans are required to "identify with reasonable 

precision the energy undertaking that is to be vested in the relevant energy company", value 

that undertaking, propose a share allocation plan, indicate possible special issues of debt or 

equity securities that may be appropriate, contain a draft memorandum of association, set a 

timetable, and "contain such other details as the Minister may from time to time require or as 

the establishing authority considers appropriate".160 

 

While the general thrust of the Energy Companies Act 1992 is for the entire assets of the 

existing supply authorities to be transferred as a whole, there seems to be no reason why 

certain specific assets could not be separately identified and shares allocated on the basis 

thereof, provided that this was acceptable to the Minister.161 

 

In the context of Treaty claims over certain assets currently held by electricity supply 

authorities, the possibility of separating out assets subject to claim from those to be 

transferred was raised in 1990 by Manatu Maori and the Justice Department.162 At that time 

the issue was seen primarily in terms of "land", but Treaty claims involving rights over water 

would clearly fall under the same general category. While the March 1990 officials' paper 

pointed out that "the Crown Law opinion expresses the view that the only parties with a 

legitimate claim [to compensation for expropriation of assets] are the ESAs in respect of the 

assets which they manage"163, it is apparent from the Crown Law opinion itself that the scope 

of the opinion was restricted to the ownership of electric power boards and MEDs as such, 

rather than to the question of whether any person or persons might be entitled to 

compensation for the transfer of specific assets held by particular boards. The question of 

Treaty claims was not even mentioned in the Crown Law opinion. 

 
160 Energy Companies Act 1992, s.18. 
161 Subsection 18(i) in particular provides a possible catch-all umbrella for such unbundling of assets. 
162 Officials Coordinating Committee 1990a, p.30 para 123. 
163 Officials Coordinating Committee 1990a, p.23 para.89. 



62 

 

                                                

 

The situation with local hydroelectric generation schemes, where local iwi lay claim to rights 

to the water power utilised under the Treaty, would seem to be a possible example of an area 

where supply authority assets might be "unbundled", so that in "identifying with reasonable 

precision" the undertaking to be transferred, the relevant authorities would record separately 

the physical dam and powerhouse structures and plant therein, the associated land, and the 

value of the right to utilise water power for electricity generation. As was noted in section 3.2 

of this paper, this last right has been vested in the Crown since 1908. Since the 1987 repeal of 

the relevant sections of the Electricity Act 1968, it is unclear where ownership of water 

power (as distinct from natural water as such) lies, although if in fact it had passed out of 

Crown hands there would no doubt have been Treaty implications.   

 

It would probably therefore be prudent for establishment plans from supply authorities which 

operate hydro-electric schemes (formerly licensed by the Crown to use water for generation) 

to treat their rights to use of water-power as an asset separate from the physical structures.  

Neither the Bay Power nor the RAEA establishment plans do this.  

 

The result of "unbundling" supply authority assets and possibly withholding some of them 

from transfer to the new energy companies164  would be to reduce the value of the packages 

of assets initially transferred in such cases to the successor energy companies, and thus to 

reduce the market value of shares in those companies issued to consumers or others. Setting 

aside a block of shares corresponding to those assets would have the same implication for the 

value of consumers' share allocations. However the consumer share recipients have had no 

clearly-established claim to ownership prior to the establishment plan itself, and any 

reduction in the value of their allocation resulting from the withholding of dam or water-use-

rights assets (or a corresponding block of shares) would not mean an actual loss for 

consumers.  

 

 
164 As pointed out in section 2.1 of this report, as it stands the Energy Companies Act 1992 s.2 appears 
to rule out this option at present. 
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