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1. Introduction

Top Energy Limited (Top Energy) is the electricity distribution network in the Mid and Far North of the Northland
region. The network distributes some 357,000 kWh of electricity to over 30,770 electricity consumers, who also own

the company through the Top Energy Consumer Trust (TECT).

This pricing methodology document describes our key considerations and approach to setting distribution prices

effective 1 April 2016. It also sets out our plans and strategy to revise pricing over a 5 year period.
The pricing methodology is structured as follows:

e  Section 2 summarises our approach and key decisions for setting prices in 2016-17
e  Section 3 summarises key considerations we have taken account of in making decisions on pricing
e  Section 4 details our principles and objectives, recent review, and plans and strategy for pricing
e Section 5 to 7 provides further detail on how prices are set, including:
o how target revenue is determined
o key decisions on consumer groups and available pricing options
o how target revenue is allocated to each consumer and price option
e Appendix 1 provides director certification of this pricing methodology
e Appendix 2 maps compliance against section 2.4 of the ID Determination
e  Appendix 3 describes how this pricing methodology is consistent with the Electricity Authority’s pricing
principles published February 2010
e  Appendix 4 provides a glossary of common terms used in this document

e Appendix 5 details distribution prices that will apply from 1 April 2016
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2. Summary of how prices are set

2.1.Process for setting prices

The following diagram illustrates Top Energy’s process for reviewing and setting prices in 2016-17.

Business Consumer Views Regulatory Objectives
Considerations We have consulted with Considerations We have developed a set of
We have considered asset consumers and community We have considered principles and objectives
management, operations, organisations to applicable pricing and to guide our pricing

commercial, and financial
matters in setting pricing,
as well as our consumer
ownership.

understand their views on
pricing and quality of
supply matters.

information disclosure
regulations and guidance.

decisions.

Business

Consumer

Regulatory

5 2017 Pricing
: Review
- Process

—?

e
Reve™™
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Communicate and
monitor

We have published our
2017 prices and pricing
methodology. We will
continue to monitor
developments and adjust
our strategy as required.

Consult

We have consulted with
retailers on the 2017
pricing structure changes.
We will also consult with
consumers and retailers
on our wider pricing
strategy as work
progresses.

Pricing Review

We have reviewed existing
pricing structures and
considered a range of
alternative options, taking
into account the above
considerations and
objectives.

Strategy

We have developed a plan
and strategy to transition
to more efficient pricing
structures over a 5 year
period.

2017 Target Revenue

We have determined 2016
target revenue based on
recovery of costs, limited
to the regulated price cap
we are subject to.

2017 Prices

Target revenue is allocated
to consumer groups and
pricing options to
determine 2017 prices.

-3

2017 Consumer
Groups and Pricing

Options

We have revised our
pricing structures in
accordance with the first
year of our strategy.
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2.2. How prices are calculated

Prices have been set to recover our 2016-17 target revenue. Target revenue is calculated to recover our forecast
costs, but is limited by a price cap determined by the Commerce Commission. Unit prices (comprising a daily fixed
charge and/or a consumption-based variable charge) are calculated for each pricing option we offer by allocating

target revenue:

e directly to a consumer, where costs are known for specific consumer groups

e using cost allocators for shared costs, which are based on consumer numbers or usage characteristics.
Figure 1 illustrates how target revenue is allocated to consumer groups and prices.

Figure 1: Calculation of prices (illustrative)

Target Revenue = $49.2m

Consumer
Groups
Residential & General Groups Larger Connections
Pricing
OPtions General Distributed Small
Uncontolled All Inclusive Controlled Day/Night Advanced Generation Commercial DG Time of Use
(UN24) (IN18) (CN20) (D16/N8) Metering (EG24) (CAP150) (TOU)
(GA)

Unit
Prices

Variable
Variable
Variable
Variable
Variable
Variable
Variable
Variable

Notes: UM: Unmetered, IND: Industrial, DG: Distributed Generation

2.3.Key changes to prices in 2016-17

Following the review of our pricing approaches in 2014 and the incremental changes made last year by opening up
the TOU periods for more consumers, this year Top Energy has undertaken consultation with key stakeholders on its
intended changes to its pricing design. The objective was to improve the efficiency and effectiveness of our pricing

and obtain greater alignment with the industry with reference to the ENA’s Distribution Pricing Guide (August 2015).

Distribution prices have increased by 5.5% on average in order to recover allowable revenues permitted under the
price cap regulation. With the current changes being made to our pricing structure, these increases will be recovered
through an increase in fixed charges with the introduction of new residential plans and the balance through variable

charges. Industrial (IND) consumers will continue to be assessed based on specific assets used. Appendix 5 provides

further detail on prices.

6
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3. Pricing considerations

3.1. Business considerations

Top Energy is the local electricity distribution network in the Mid and Far North of the Northland region. Top Energy’s
network begins in Hukerenui, approximately 25km north of Whangarei and ends at Te Paki, 20 km south of Cape
Reinga. It spans from the East Coast to the West Coast. The supply area is sparsely populated with no dominant urban

centre and is recognised as one of the more economically depressed areas of the country.

The company is an integral part of the Far North community. It is owned by its customers through TECT. Consumer
trust ownership means that surpluses not required for the operation and development of the network are returned
to consumers via sales discounts on electricity bills and through a dividend to TECT. Top Energy also employs more

than 200 people and is one of the largest employers in the Far North.

The utilisation of the network is heavily weighted towards small consumers, representing 99% of connections and
over 78% of maximum demand. This is evidenced by the fact that average consumption is the one of the lowest in
the country at 10,423 kWh/consumer. Top Energy’s pricing structures are therefore strongly focussed on the needs of

the mass market, with only a few large connections.

Legend

110MY Zoew Subsstations
33MV Zome Substations

110V Transesasion Top Energy

110K Transesission Trarmeower

Top Energy Subtrasasmission

Top Enengy Subts wmemission [Uncommiss)
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The network receives supply from the national grid at the Kaikohe substation and from local generation at Ngawha.
The Kaikohe substation supplies the southern part of the network directly, with the northern part of the network
supplied from a single transmission circuit to Kaitaia. Electricity is then distributed to consumers across long

distribution feeders supplied from a limited number of zone substations.

This configuration is a legacy of a network design focused on providing electricity to a sparsely populated,
economically deprived area, at a time when cost rather than reliability was the main driver for network development.
Over 35% of Top Energy’s lines were originally built using subsidies provided by the Rural Electrical Reticulation
Council (RERC). This levy assisted post-war farming development in remote areas and enabled the supply of electricity

to consumers located in sparsely populated rural areas, which would otherwise have been uneconomic to service.

The original network infrastructure was also developed at a time when Kaikohe and Kaitaia were the dominant urban
centres. This is no longer the case, with growth now occurring in the Bay of Islands and Kerikeri as well as the East

Coast peninsulas. This is where the existing infrastructure is weakest.

Many existing lines now require extensive rebuilding and refurbishment. Many assets are located in sparsely
populated rural areas which are uneconomic in some circumstances. However, Top Energy is required by legislation to

maintain supply to consumers that were connected to these lines prior to 1993.

Within this environment, Top Energy has had to invest to meet both growth in new areas, while maintaining an
appropriate level of service in existing high-cost network areas. The costs of these investments need to be reflected in

prices going forward.

3.2. Consumer views

To inform our decisions in regards to the above investments, in 2009 Top Energy consulted with consumers on our
proposed network developments and consumer expectations for prices and the quality of service they receive. This

was completed via a telephone survey.

The survey results established that 80% of consumers wished to see network reliability improve. There was
overwhelming support from community organisations for the construction of a second 110 kV circuit to secure the
electricity supply to the Kaitaia region. Accordingly, we embarked on a programme to improve security of supply in

which we will invest around $185 million by 2024; the single largest expansion in the history of the network.

Top Energy completed its annual survey in 2015 which have been compared to the results from 2014. This
encompassed a customer telephone survey to update our understanding on preferences for quality of supply and

pricing. The overall response rate improved from 25% to 32% and the results revealed that:

e 93% of consumers perceive their current supply reliability to be acceptable or better than acceptable (2014

= 90%)
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e 97% of consumers believe supply reliability had either stayed the same or improved slightly over the past
few years (2014 = 90%)
e  The majority of Consumer expectations are that:
o a normal outage should be less than 2 hours, although more consumers this year believe 2-6
hours is acceptable
o  an outage caused by an extreme weather event should be less than 6 hours, although more
consumers this year belive 6-12 hours is acceptable and even up to 24 hours.

e Aclear preference for planned outages over unplanned remains this year

These views continue to suggest that consumers have seen the improvements from the first stages of the investment

programme and that there is ongoing support for continuing to improve security of supply.
In regards to price, over 70% of respondents (down from over 80% in 2014):

e do not want to pay more for greater reliability

e  believe that rural consumers should pay the same as urban consumers

There was also a shift in subsidies to low users with over 50% (up from 40% in 2014) believing that low users should

pay their fair share of the cost it takes to supply them.

Of particular interest, 50% (up from 30% in 2014) of those surveyed are considering other energy sources, including

solar and bottled gas, with the majority being solar panels

The annual survey continues to assist us in our review of our current pricing and future developments.

3.3.Regulatory considerations

Top Energy is subject to regulations which influence our pricing decisions as well provide guidance on how prices

should be set. These are summarised in Figure 2.

The Commerce Commission determines and annual cap on lines charge revenue which it considers is sufficient to

recovery our reasonable costs, as well as an appropriate return on investment.

We must also publish a range of information on our prices and pricing methods. This pricing methodology is prepared

pursuant to these requirements (see Appendix 2).

The Electricity Authority’s pricing principles and information disclosure guidelines also provide useful guidance on
setting economically efficient prices. We have considered the extent to which our pricing methodology aligns with

these principles in Appendix 3.
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Figure 2: Summary of relevant regulations

Regulation

How this affects Top Energy’s prices

Electricity Distribution Services Default Price-

Quality Path Determination 2015 (DPP)

Prices must not exceed allowable revenues determined by the Commerce

Commission

Section 2.4 of the Electricity Distribution

Information Disclosures Requirements (ID)

Requires Top Energy to publish certain information on prices and pricing methods

Distribution Pricing Principles and
Information Disclosure Guidelines (Pricing

Principles)

Provides guidance on:

e economic principles and market considerations for setting prices

e information that should be made available to support pricing methodologies

The Electricity (Low Fixed Charges Options
for Domestic Consumers) Regulations 2004

(LFC Regulations)

Requires Top Energy to offer a price option to domestic consumers that has a

fixed daily price not exceeding 15 cents.

The Electricity Industry Participation Code,

Part 6 - pricing of distributed generation.

Limits prices for distributed generation to the incremental costs of connecting

generation to the network, taking into account any avoided costs.

The Electricity Industry participation Code,
Part 12A.

Top Energy must consult with retailers in relation to any changes to pricing

structures.

3.4. Stakeholder (Retailer) considerations

In accordance with the requirements of the Electricity Industry Participation Code, Top Energy has engaged with all
retailers that have connections on our Network. During the course of the last 12 months, signals were provided to
several retailers through general conversations that it was our intention to make changes to our pricing structure in

the 2016/17 Pricing year along with our longer term plans.

In September 2015, a Network Pricing Consultation Document was sent to all retailers outlining the proposed changes
to our pricing from 1 April 2016. There was a mixed level of engagement but constructive responses were received

from the larger retailers.

The feedback was carefully considered and the proposed pricing schedule was updated and redistributed to retailers

with an invitation to a Consultation Meeting in November 2015.

10
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4. Pricing Decisions

4.1.Pricing objectives

Top Energy has adopted the following six pricing objectives, informed by the above considerations:

1.

Prices provide an adequate return to the shareholder within the restrictions of the Commerce Commission’s
price control regime.

Prices are economically efficient, transparent, and simple to understand, but also recognise the socio-
economic needs of consumers and the region

Prices reflect a fair and efficient allocation of cost, regardless of actual volumes of electricity consumed

Prices provide consumers with opportunities to significantly reduce their charges where they are able to
make changes in their usage of the network to reduce Top Energy’s long run costs

Price stability and certainty is maintained by signaling changes in advance and by transitioning these changes
over an appropriate timeframe to avoid price shock

Prices do not differentiate urban and rural consumers

These objectives are informed by the key considerations discussed in the previous section, including business

considerations, consumer feedback, and regulatory guidance (in particular the Electricity Authority pricing principles).

Trade-off exists across these objectives which must be balanced. Our current focus in meeting these objectives is:

To allocate costs fairly between consumer groups

To establish a range of price options that reflect consumer requirements
That prices reflect the potential demand and capacity required by consumers
To comply with regulatory requirements

To appropriately recover pass through costs

To achieve a rate of return acceptable to shareholders.

4.2.Five year pricing strategy

Top Energy developed a plan and strategy to progress the key findings from the 2014 pricing review and to transition

to new pricing structures by 2020. A 5 year timeframe to develop and implement these changes is considered

appropriate, factoring in:

11

The need to collect and analyse available pricing and billing information

New consumer insights and pricing applications made available by the roll out of smart meters (note: that
with only 14% of smart meters currently installed, it will take a period of time to have a reasonable amount
of data to fully understand trends and usage patterns)

Upcoming pricing guidance expected to be provided through:
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o The Electricity Authority’s review of electricity distribution pricing regulations, low user fixed charge
regulations, and DG pricing
o  The Electricity Network Association’s (ENAs) work stream to review and develop common price
definitions and solutions. Top Energy is represented on the ENA working group.
e  Consultation with consumers and retailers

e Sufficient time to transition prices to avoid price shock to individual consumers.

The table below highlights the planned approach to achieve Top Energy’s objective of demand/capacity based pricing

by 2020.

Figure 3: Top Energy’s 5 year pricing strategy

Year 1(2015/2016) Year 2 (2016/2017) Year 3 (2017/2018) VYear 4 (2018/2019) Year 5(2019/2020)
O | |

L) COMMENCE [] ASSESS [] MEASURE COMMUNICATE IMPLEMENT
Redefine TOU periods .
[ to reflect actual peaks 0 f:éers;g?(;haanr:/g)es to Update COSM Consult with Demand or Capacity
—align with industry Assess data from consumers and Based Pricing for all
Review industry Smart Meters retailers on planned consumer groups
[] changes and align if changes “Connection Charge”
Extend TOU option suitable Review industry
O from 30,000 kWh changes and align if Update COSM
Assess non suitable Bundled plans
Tidy billing data— ["] permanent residence
[] review ICP/tariff tariff

anomalies

As the five year strategy is still in the early years, it is difficult to document post 2020. Once the current year
changes have been implemented and smart meters are rolled out more extensively, we will provide an update
for future years. Consideration also needs to be given to industry changes, including any impact from the

Distribution Pricing review by the Electricity Authority in 2016.

It is difficult to quantify the impact of these changes at this stage. We plan to provide further information on how

consumers will be impacted as our review progresses.

12
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4.3.Pricing review

The introduction of our five year pricing strategy last year has provided the framework for the changes being made
this year. To assist in the delivery of the framework, Top Energy joined the ENA’s Distribution Pricing Working Group
(DPWG) to better understand and be involved in industry discussions on pricing and also assist in industry alignment

with the transition from a historical pricing structure.

Recent regulatory initiatives (including the Electricity Authority review of Top Energy’s pricing methodology against
the pricing principles) and industry developments (e.g. deployment of smart meters, uptake of solar PV) are other

factors that are being considered in the wider pricing review.

In 2014 PwC was engaged to develop a cost of service model (COSM) and look at more efficient pricing structures.
Initial analysis suggested that the pricing methodology could be improved to better reflect economic, regulatory and

industry best practice.
Key findings from the COSM analysis were that:

e  There was minimal subsidisation between consumers in rural and urban areas under existing prices
e  Subsidies were identified between the north and south regions of the network
e  Prices for industrial, low users and streetlights under recover the average cost to serve these consumer

groups.

Based on this review, Top Energy is considering moving from largely consumption based pricing towards prices based
on demand/capacity-utilisation with time of use consumption charges which better reflect the service we provide and
cost structure (i.e. network capacity). These forms of pricing are dependant on the roll out of smart meters, with the

rollout currently sitting at 14% of ICP’s. Other pricing improvements being considered include:

e  Better alignment of prices with implied cost allocations calculated under the new COSM

e Increasing the proportion of fixed charges to reduce billing volatility (fixed charges currently represent only
8% of revenue)

e Reviewing the current approach to complying with low fixed charge regulations, taking into account any
changes arising from the proposed review of these regulations

e Aligning time of use periods to peak demand periods on the network to incentivise more efficient use of

existing network capacity

In 2015, with the completion of the Year 1 “Commence” items, Top Energy has reviewed the key aspects of Year 2
“Assess”. As part of this assessment, the pricing structure has been updated to achieve some of the pricing
improvements identified above along with modernising the structure to achieve better industry alignment. Key to this

is the ENA's Distribution Pricing Guidelines. The main changes are summarised below:

e Introduction of a Residential Consumer Group with a Low User and Standard User Category Code

13
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e Introduction of a General Consumer Group for all other connections that are not Residential and don’t fit

within other Groups

e A new price structure for Unmetered based on a “per lamp” basis which will be transitioned to as data
becomes available
In addition, the pricing structure has been simplified with improved usage of Consumer Groups, Category Codes and

Register Content Codes.

14
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5. Target revenue

The first step in the pricing process is to establish the total target revenue to be recovered through prices. Distribution
prices are set to generate sufficient revenue for Top Energy to recover its costs, subject to DPP allowable revenues.

These costs are discussed in further detail below:

Figure 4: 2016-17 Breakdown of Target Revenue

COMPONENT OF TARGET REVENUE

2016-17 2015-16 Change %
Transpower Charges 5,472,321 5,077,526 7.8%
Avoided Cost of Transmission (ACOT) - Transpower 1,803,583 2,018,208 (10.6)%
Avoided Cost of Transmission (ACOT) — DG 2,748,037 2,728,038 0.7%
Pass-through Costs 194,689 196,888 (1.1)%
Other recoverable costs 2,263,022 2,132,000 6.1%
Pass-Through subtotal 12,481,651 12,152,659 2.7%
Network Operating Costs 5,745,000 5,587,000 2.8%
Non-Network Operating Costs 7,831,311 7,355,699 6.5%
Depreciation 8,478,000 8,968,000 (5.5)%
Pre tax return on investment 18,889,645 16,100,880 17.3%
Distribution subtotal 40,943,956 38,011,579 7.7%
Annual Revenue Requirement 53,425,607 50,164,238 6.5%
DPP Compliance Adjustment (4,246,889 (3,532,328) 20.2%
TOTAL TARGET REVENUE 49,178,718 46,631,910 5.5%

The total Target Revenue has increased by 5.5 % largely driven by the increase in the asset base from the last

regulatory period and higher transpower charges.
Price cap regulation

Top Energy has set total target revenue for 2016-17 at $49.2m to comply with the default price path (DPP) and based
on consumption and connections forecasts. The target revenue is before any discretionary line charge discounts that
are paid to consumers through a reduction in their electricity bill. Discretionary discounts are forecast to be in the

vicinity of $5.1m for the year, representing 10.4% of target revenue.

15
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Under the 2015 DPP Determination, Top Energy was allowed a price increase of 8.29% in the 2015-16 pricing year and
CPI + 7% price increases in the four subsequent pricing years. This decision was based on an allowable return on
investment for the 2016-2020 regulatory period of 7.19% (67" percentile vanilla Weighted Average Cost of Capital
(WACQ)).

In addition, Top Energy is allowed to recover pass-through and recoverable costs including transmission charges,

Avoided Transmission, Avoided Distribution, rates, levies, claw-back and NPV wash-up.

5.1.Transpower charges

Top Energy passes through all transmission charges at cost in accordance with the DPP and its own pricing principles.

The transmission charge is equitably distributed across all customers. Transmission charges include:

e  Connection Charges — Transpower charges for use of Kaikohe GXP connection assets to which Top Energy’s
network connects to the national grid

e Interconnection Charges — Transpower charges for use of core grid assets based on Top Energy’s share of
Regional Coincident Peak Demand (RCPD) in Transpower’s Upper North Island demand measurement region

e New investment charges — Transpower contractual charges for grid connection capacity and security

upgrades determined by agreement between Transpower and Top Energy.

5.2.Avoided Transmission — Transpower assets

Transmission assets between Kaikohe to Kaitaia sub stations were transferred from Transpower to Top Energy on 1
April 2012. This resulted in a decrease in Transpower’s Connection Charges. A notional avoided connection charge has
been incorporated in Top Energy’s pricing as a transmission recoverable cost, as allowed under the DPP. This will be
recovered through prices for a limited period of 5 years, after which consumers will benefit through lower lines
charges. The purpose of this charge is to incentivise transmission spur-line asset transfers where this reduces

consumer prices in the long-run.

5.3.Avoided Transmission — Distributed generation

Avoided transmission and voltage support charges may be payable to embedded generators of greater than 1MW
output, when suitable terms have been negotiated with Top Energy. Avoided interconnection charges are paid in

recognition of a generator’s contribution to reducing Top Energy’s share of Transpower RCPD peaks.

5.4.Avoided Distribution — Distributed generation

Avoided distribution may be payable to embedded generators of greater than 1MW output, when suitable terms

have been negotiated with Top Energy.

16
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5.5. Other Pass-through costs

This includes rates and regulatory levies.

5.6. Other recoverable costs

The DPP allows Top Energy to recover an allowance for the under-recovery of allowable revenues in previous
assessment periods (comprising a “Claw-back” and “NPV Wash-Up” allowance). This allowance is $2.13m in 2016-

2017.

5.7.Network costs

Network costs comprise mainly maintenance costs. These are derived from the network maintenance programme
which provides consumers with acceptable levels of safety and reliability, including an allowance for repairs following

faults. The amount is determined in conjunction with Top Energy’s Asset Management Plan.

5.8. Non-Network costs

These are costs incurred in managing the day to day operations of the business, including management, finance and

administration costs, as well as system operations and network support.

5.9.Depreciation

Depreciation represents the return of Top Energy’s asset investment and is estimated using 2015 Regulatory Asset

Base (RAB) roll-forward.

5.10. Pre-Tax WACC

A pre tax return on investment is derived by applying a pre-tax weighed average cost (WACC) to Top Energy’s
regulatory asset base (RAB). Our 2017 WACC estimate of 8.76% is based on the DPP WACC (7.19%) expressed on a

pre-tax basis.

5.11. DPP compliance adjustment

This represents an adjustment to our breakdown of costs to ensure compliance with allowable revenues under the
DPP. In the 2016-17 year, the adjustment is negative as Top Energy is charging below what is required to achieve the
allowable return on the investment in the network. This has occurred as Top Energy’s price path is smoothed under

the DPP to prevent any potential price shocks to consumers (e.g. 7% + CPI per year).

17
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6. Consumer Groups and Pricing Options

6.1.Cost drivers

We have sought to align our consumer groups and pricing options to reflect differences in the key drivers of our costs.
Approximately, 85% of our costs is associated with directly investing in, maintaining and operating the network, as
well as receiving supply from Transpower. The remaining 15% is associated with general management and

administration of the business. Top Energy considers that our network cost drivers are:

e peak demand
e the length of circuit required to supply consumers
e the number of consumer connections

e dedicated asset costs.

The cost drivers that are relevant to Top Energy’s current pricing methodology are peak demand, the number of

connections, and dedicated asset costs, as discussed below.

Peak demand

Top Energy builds capacity in the network to meet forecast demand. As demand increases, Top Energy must consider
further investments in capacity. Consumers’ peak usage of existing network capacity is therefore a key driver of
future costs. For instance, the network faces capacity constraints in a number of growth areas (as identified above)

and Top Energy has undertaken a large investment programme in these areas to meet forecast demand.

Circuit length
The distance between a consumer’s premises and the point of supply to the network influences the length of lines
and cables required to deliver electricity to consumers. Effectively, consumers that are further away from the Kaikohe

GXP create relatively higher costs for Top Energy.

In our view, it is not practical, or necessarily fair, to distinguish individual consumers by circuit length. However,
groups of consumers within network sub-regions can be distinguished. Recently we investigated the merits of
adopting pricing sub-regions, reflecting rural and urban and Northern and Southern network supply areas,
respectively. While some cost differences were evident across these regions, potentially justifying different prices,
consumers have sent a clear message that rural consumers should pay no more than urban areas. For similar

reasons, we have decided not to distinguish between the Southern and Northern networks.

Therefore, while circuit length is a relevant cost driver, Top Energy has decided not to reflect this in pricing other than

for Industrial customers.
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Consumer connections
New connections create investment and ongoing operations and maintenance costs. Top Energy’s policy is for
consumers to contribute towards capital costs in an upfront capital contribution. Remaining connection related costs

must therefore be recovered through pricing.

Consumer specific costs

As a general principle, costs that are specific to individual consumers or groups of consumers should be directly
recovered from these consumers, where practical. The provision of street-lighting and community lighting is an
example of a cost that is only caused by a specific group. Transmission and assets costs for large industrial consumers

can also be identified and prices set to reflect these costs through non-standard contracts.

Pricing distinctions could also be made based on network regions (discussed above), use of the high voltage network
only, and use of dedicated transformers. However, our review of pricing suggests there is little benefit for Top Energy

in disaggregating prices to reflect these costs.
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6.2.Consumer Groupings

Prices are disaggregated into four consumer groups, which reflect the use of assets, connection profiles, and

contribution to maximum demand, consistent with key network cost drivers:

Figure 5: Consumer Groups

Consumer Criteria

Group

Rationale Pricing and

commercial terms

Larger Large commercial and Industrial Pricing incentivises the efficient use of network
loads consuming >200,000MWh  capacity by large loads through variable charges Standard
per annum, with a fuse capacity levied on peak, shoulder and off-peak time of use
of 110kVa or greater periods for Large Commercial.
Industrial loads are distinguished by much larger
load size, time of use metering and Transpower and Non-Standard
Top Energy’s distribution costs can be identified for
each consumer.
Residential Loads have similar capacity with Recognises the large majority of small load Standard
a common load profile which is connections without access to time of use meters
often controllable (also known as Non-Time of Use) and providing
compliance for low user regulations.
General All connections that do not fit Same pricing options as ‘standard residential’ are
within other consumer groups available.
In addition pricing incentives through General
Advanced variable charges levied on peak, shoulder
and off-peak time of use periods.
Also recognises that some connections will be
without time of use meters. (Also known as Non-
Time of use)
Unmetered Street and community lighting This group recognises the unique cost and network Standard

and other unmetered

connections

usage profile of street and community lighting.
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6.3. Summary of pricing options

Top Energy offer the following pricing options within the above consumer groups.

Figure 6: Pricing Options

Price Code Description and rationale
Industrial Fixed price recovery of costs associated with industrial loads consuming >3,000MWh per 59,561 3
(IND) annum and a fuse capacity of 110kVa or greater.
Large Fixed price recovery of costs associated with the connection of large scale distributed 1
Generation generation into the distribution network.
(LDG)
Micro Variable price recovery of costs associated with the connection of small scale distributed
Generation - o
generation into the distribution network. Currently set at zero.
(DG)
Time of Use Default code for all customers with an annual consumption exceeding 200,000kWh but less 37,482 64
(Tou) than 3,000,000kWh. Total charges for this plan include a fixed price for each day connected
and a variable consumption price based on kWh consumption during three pricing periods,
Or representing peak, shoulder and off-peak demand periods, as follows:
General I . . . L. -
Advanced metering is for small commercial connection with pricing beneficial for customers
Advanced using between 30,000 and 200.000 kWh per annum.
Metering
Both have pricing in the following time periods.
(GA)
° Peak: 07:00-9:30 and 17:30-20:00
e  Shoulder: 09:30-17:30 and 20:00-23:00
e  Off-peak: 23:00-07:00
Day/Night Total price for this plan include a fixed price for each day connected (DAYF) and two variable 15,926 937
(D16/N8) consumption prices during a day and night period. The higher day price (DAYV) applies from 7
am to 11 pm. A lower night price (NGTV) applies from 11 pm to 7 am to encourage
consumers to shift their consumption from the peak day-period. To qualify for this plan
consumers must offer at least 3kW of load controllable by Top Energy for up to 6 hrs per day.
Uncontrolled Total price for this plan include a fixed price for each day connected and a variable 63,081 8,350
(UN24) consumption price. Variable prices are set higher than other controlled codes to incentivise
consumers to take up controlled or D/N prices.
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Controlled Top Energy can control load for up to 4 hrs per day and the load offered must be at least 10 5,482
(CN20) kW. Total price for this plan include a fixed price for each day connected and a variable
consumption price. Prices are lower than under the UN and IN price options to encourage
consumers to offer up large interruptible loads.
Allinclusive Top Energy can control load for up to 6 hrs per day. The load offered must be at least 3 kW 126,580 21,772
(IN18) (e.g. a hot water cylinder). Total price for this plan include a fixed price for each day
connected and a variable consumption. Variable prices are set higher than other controlled
codes as the supply is a single meter and therefore it is not possible to determine the actual
portion of controlled and uncontrolled load.
CAP150 For customers on CT Metering, with a capacity of greater than 100 Amps per phase. Total 14,483 130
(CLOSED) price for this plan include a fixed price for each day connected and a variable consumption
price) on all loads.
This plan is closed to new consumers from 1 April 2015 with existing consumers transitioned
to other pricing options as soon as possible.
um Prices for streetlights (UML) are based on a price per lamp equivalent. Other connections
(UMG) are supplied with continuous supply less than 500watts. Prices are wholly fixed.
11 different prices targeted at f tered I figurations including:
UM ifferent prices targeted at a range of unmetered supply configurations including 1303 200
e 9 different street and community lighting configurations
(CLOSED)

e  Continuous supply equipment less than 500watts (eg. Battery Chargers, Electric
Fences, Irrigation, PCM Cabinets, Phone Booths, Radio Repeaters, TV Boosters)

e Intermittent supply equipment (Fire Sirens, Railway Crossing Lights, Traffic
Counters).

Prices are wholly fixed given these connections are not metered.

This plan is closed to new consumers from 1 April 2016 with existing consumers transitioned

to other pricing options as soon as possible.
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6.4. Industrial (Non-Standard)

Industrial pricing aims to recover Top Energy’s costs to service these consumers. To meet these consumers’
requirements, Top Energy charge a wholly fixed annual price divided into twelve equal payments. There is no variable

component. This fixed charge comprises the following individual charge items:

e  Transpower Connection charges

e  Transpower Interconnection Charges

e  Avoided transmission charges payable to embedded generators

e Avoided distribution charges payable to embedded generators

e  Top Energy connection and interconnection charges for its sub-transmission assets

e  Top Energy operations and maintenance charges
The charges have been calculated consistent with network cost drivers on the basis of:

e  Asset usage (e.g. no low voltage or distribution level costs are assigned to these consumers as they
connect directly into the sub-transmission system)

e  Coincident peak demand (i.e. to directly allocate Transpower charges)

Top Energy does not have additional obligations or responsibilities regarding interruptions to supply for non-standard
connections beyond those incorporated in its standard contracts. While additional circuit redundancy and specialist
equipment is provided to these consumers in some circumstances, which is sometimes beyond what is provided to

many standard connections, these consumers pay for this enhanced level of security on a cost recovery basis.

6.5.General Advanced Metering

Pricing comprises of a fixed and variable component.

Fixed prices have been set to maintain historical linkages, reduce stranding risk associated with larger connections, as

well as reflect the proportion of asset used compared to other pricing options.

Variable rates are set relatively higher during periods of peak demand and progressively lower during shoulder and

off-peak demand periods. These time periods have been designed:

e To align with typical demand periods on the network

e Toincentivise consumers to shift demand from peak periods to shoulder periods and from shoulder to
off-peak periods

e  To maintain consistency with industry standard TOU periods

e  To maintain consistency with the Day/Night pricing periods.
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6.6.Non-Time of Use (NTOU)

Non-Time of Use is where the connection does not have access to half hour data. This is common for residential

connections. A daily fixed price is levied on these plans as follows:

e al5cent per day is applied to all Residential consumers who meet the criteria of being a low user (LR)
to comply with the low user fixed charge regulations

e A4O0 cent per day is applied to all Residential consumers who do not meet the low user criteria

e A4Q cent per day is applied to all other consumers who are not Residential

e  CAP150 (closed): A higher fixed charge is set for these commercial customers to reflect a higher average

levels of consumption and demand

A base line variable price is charged to all uncontrolled consumers (UN). Discounts to this standard price are applied to
Day/Night, recognising their contribution to reducing peak demand, and Controlled plans (All Inclusive and Controlled

20), to incentivise consumers to offer up controllable load.

6.7.Unmetered

Unmetered pricing is wholly fixed. Fixed charges have historically been set with reference to historical amounts and
rolled forward by inflation. However, recent costing analysis suggests unmetered prices are possibly not recovering
the cost of supplying these connections. Top Energy will investigate this further over its 5 year pricing strategy

horizon.

6.8.Distributed generation

Under Part 6 of the Electricity Industry Participation Code, Top Energy must price distributed generation at no more

than the incremental cost of connecting this generation, taking into account any avoided costs.

Top Energy has not developed separate charges for distributed generation, other than for negotiated avoided
transmission, avoided distribution and voltage support payments to large scale generators (greater than 1MW
output). These generators are able to demonstrate on an annual basis that they are making a material contribution

towards Top Energy avoiding additional transmission costs.

Large scale distributed generation (>1MW)

Connection charges have been set to recover the costs through a non standard contract.

Avoided interconnection charges may be paid to generators that are connected to the Top Energy’s network and
which have actively contributed to reducing Top Energy’s contribution to RCPD peaks, used to set Transpower’s
interconnection charges. Avoided transmission and voltage support charges are calculated based on the notified
Transpower charges for the applicable pricing period. This requires appropriate metering facilities at each site, so that

the contribution to RCPD or voltage support charge reductions can be verified.
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In the event that there is more than one eligible embedded generator providing a contribution to lowering the RCPD,
avoided transmission charges are calculated based upon the pro-rata value of the metered contribution from each

generator at the times of the RCPD peaks.

Other distributed generation

Top Energy considers that other distributed generation customers (e.g. small scale solar PV) already receive a
significant benefit through reduced distribution consumption prices, to the extent that electricity generated on site
reduces the amount of electricity delivered via the network. Conversely, the cost to Top Energy of servicing these
connections (i.e. an average domestic connection) is not reduced by the presence of the distributed generation,
especially if the connection requires access to the network at times of peak demand. Accordingly, we believe that
some connections with distributed generation are paying less than the incremental cost of providing the connection
to that consumer. We will continue to assess the incremental cost of these connections and look to introduce a

variable price in future pricing periods.

While there are only a small number of distributed generation connections on the network, the planned move to
demand / capacity pricing and a higher proportion of fixed charges will ensure that consumers with distributed
generation pay a fair share of costs, to satisfy cost recovery and fairness considerations under Top Energy pricing

objectives.

6.9.Discounts

All discounts will be treated as a discretionary discount. It is our intention to maintain the same consumption based
methodology that has previously been used for posted discounts. Discounts calculated on this basis represent

approximately $5.1m and will be processed through the retailers to be applied to consumer invoices.

6.10.Capital contributions

A customer may be required to make an upfront contribution to the cost of extending or upgrading the network (e.g.
arising from connecting to the network). This contribution pre-funds Top Energy’s investment, with these costs

excluded from line charges.

The value of the Capital Contribution is calculated from the total cost of extension work and reduced by the value of
the Top Energy connection subsidy. The contribution represents the uneconomic cost of constructing the line, but
does not grant any ownership rights; Top Energy retaining ownership, and responsibility for repairs and refurbishment

of the reticulated extension.

Capital Contributions may be non-refundable or refundable depending on the circumstances. Standard charges and

requirements apply to typical connection configurations.

The full details of the methodology for determining capital contributions is publically disclosed on the website

www.topenergy.co.nz/network/network-disclosures/
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7. Calculation of Prices

Tariffs are calculated by allocating costs to consumer groups and prices, based on assumed splits between fixed and

variable tariffs. Figure 7 summarises the allocators used to allocate target revenue and the rationale for these

decisions.

Figure 7: Summary of cost allocators used to set prices

Cost Category

Allocator used

Rationale

Transmission costs
(including ACOT —

Transmission)

Network Costs

Non-Network Costs

Depreciation

Pre tax ROI

Interconnection charges and ACOT - DG:
Coincident share of RCPD (kW) for
industrial consumers and Anytime
Maximum Demand (AMD) for other

connections

Connection charges and ACOT -

Transmission: Share of AMD

Customer group demand on the system

as a percentage of ORC

Regulatory Asset Base (RAB)

IND: Demand (kW)
TOU: RAB

NTOU/UM: kWh volume

RAB

Allocation of interconnection charges aligns
with Transpower’s use of RCPD to apportion

charges at a national level.

Connection charges represent investment in
GXP capacity. AMD broadly represents usage of

this capacity.

Spreads maintenance cost in portion to
demand, weighted by the replacement cost of
assets (recognising higher maintenance is

usually attributed to higher cost assets).

Spreads costs that are relatively static with the

size of a customer.

Allocation based on utilisation of asset
utilisation, which broadly corresponds with

depreciation representing use of capital.

Allocates return in proportion to value of assets

ODV/RAB, consistent  with  regulatory

framework.

The above allocation approach results in the following allocations of target revenue to consumer groups.
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Figure 8: Cost allocation results

Distribution $000°s
Consumer Group Regulatory | Number of Energy Transmission, Metwoark MNon-Metwork | Depreciation | Pre tax WACC Annual DPP Total Target
AssetBase | ICP's 2017 Consumption  |Other Pass-through Costs Costs Revenue compliance Revenue Pre
2015(3m) Forecast 2017 and Recoverable |(Maintenance)| (Overheads ) Requirement | Adjustment Discount
(K\Wh) Costs

IND 50 3 59,560,710 1,205 134 183 198 442 2.163 (392) 1,771
TOU 193 64 41,294 598 1,530 513 699 757 1,686 5185 (1.370) 3.815
LDG 0.7 1 17 24 26 58 125 (61) 64
Unmetered 18 200 1,302,891 47 64 69 154 334 99 434
Residential 163.3 26,968 193,172,222 7,901 4,352 5,932 6,422 14,309 38.917 (3.596) 35,320
General 256 4,221 28,568,323 1,846 681 929 1,005 2,240 6,701 1,073 1,774
Total 215.6 31457 323.898.744 12.482 5,745 7831 8.478 18,890 53426 (4.247) 49,179

Appendix 5 summarises the resulting prices for 2016-2017 which are also located on the Top Energy website;

www.topenergy.co.nz/network/network-disclosures/
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Appendix 1 — Certification for Year Beginning Disclosures

TOP [ENERGY'

Certification for Year-beginning Disclosures

Pursuant to Schedule 17
Clause 2.9.1 of section 2.9

Electricity Distribution Information Disclosure Determination 2012

We, Paul Anthony Byrnes and Gregory Mark Steed, being directors of Top Energy Limited certify
that, having made all reasonable enquiry, to the best of our knowledge -
a) The following attached information of Top Energy Limited prepared for the purposes of

clause 2.4.1 of the Electricity Distribution Information Disclosure Determination 2012 in all
material respects complies with that determination.

b) The prospective financial or non-financial information included in the attached information

has been measured on a basis consistent with regulatory requirements or recognised
industry standards.

G M Steed

arch 2016
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Appendix 2 - Glossary

ACOT Avoided Cost of Transmission

ACOD Avoided Cost of Distribution

AMD Anytime Maximum Demand, which is defined as the average of the 12 highest off-
take quantities for the customer at the connection location during the Capacity
Measurement Period.

Capacity 12-month period starting 1 September and ending 31 August inclusive, immediately

Measurement Period

prior to the commencement of the pricing year.

Consumer

A purchaser of electricity from the Retailer where the electricity is delivered via the

distribution network and is interchangeable with customer.

Consumption Data

Data provided by the Retailer to the Distributor as required under the Use of System
Agreement, showing details of the measured electricity consumption on the

distribution network.

Code The Electricity Industry Participation Code 2010

Demand The rate of expending electrical energy expressed in kilowatts (kW) or kilovolt
amperes (kVA).

Distributor Top Energy as the operator and owner of the distribution network.

Distributed Generation

Electricity generation that is connected and distributed within the distribution

(DG) network, the electricity generation being such that it can be used to avoid or reduce
transmission demand costs.

ENA Electricity Networks Association

GXP Grid Exit Point, a point of connection between Transpower’s transmission system
and Top Energy’s distribution network.

GST Goods and Services Tax as defined in the Goods and Services Tax Act 1985.

HV High Voltage, voltage above 1,000 volts.

ICP Installation Control Point. Point of Connection on the Distributor’s network, which
the Distributor nominates as the point at which a Retailer is deemed to supply
electricity to a Consumer.

IND Industrial Customer defined by Top Energy.

Line Prices The prices levied by Top Energy on Consumers for the use of the Network as

described in this Pricing Methodology.

Load Control

Equipment

The equipment (which may include, but is not limited to, ripple receivers and relays)
which is from time to time installed in a consumer’s premises for the purpose of

receiving load management service signals.
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LV Low voltage. Voltage up to 1,000 volts, generally 230 or 400 volts for supply to most
Consumers.

Pricing Year 12-month period from 1 April to 31 March the following year.

RPDP Regional Peak Demand Period, relates to an Upper North Island defined by
Transpower where Top Energy is located. The half hour in which any of the 12
highest regional demands occurs during the capacity measurement period for the
relevant pricing year.

RCPD Regional Coincident Peak Demand, relates to the customer’s off-take at the
connection location during a regional peak demand period.

Retailer The supplier of electricity to Consumers with installations connected to the
distribution network.

ToU Time of Use Customer, who is metered according to their electricity consumption for
a particular period (usually half-hourly).

Transpower Transpower (NZ) Limited.

UN Uncontrolled

30




TOP ENERGY LIMITED

PRICING METHODOLOGY 2016-2017

Appendix 3 — Compliance with ID determination

ID Clause Information Disclosure requirement

Pricing Methodology Reference

2.4.1 Every EDB must publicly disclose, before the start of each disclosure year, a pricing

methodology which:

2.4.1(1) Describes the methodology, in accordance with clause 2.4.3 below, used to calculate the prices payable or to
be payable;

2.4.1(2) Describes any changes in prices and target revenues;

2.4.1(3) Explains, in accordance with clause 2.4.5 below, the approach taken with respect to pricing in non-standard

contracts and distributed generation (if any);

2.4.1(4) Explains whether, and if so how, the EDB has sought the views of consumers, including their expectations in
terms of price and quality, and reflected those views in calculating the prices payable or to be payable. If the

EDB has not sought the views of consumers, the reasons for not doing so must be disclosed.

This Pricing Methodology will be published on our
website prior to 1 April 2016.

See below for document references to compliance

against clause 2.4.3.

Prices have increased for all customers by an average
of 5.5% when comparing 2016 and 2017 pricing

schedules. See section 2.3

Changes in target revenues are described in Section 5.

See section 6.4 and 6.8

Public consultation was completed during 2015 (see

section 3.2)
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24.2

243

2.4.3(1)

2.4.3(2)

2.4.3(3)

2.4.3(4)

Any change in the pricing methodology or adoption of a different pricing methodology, must be publicly
disclosed at least 20 working days before prices determined in accordance with the change or the different

pricing methodology take effect.

Every disclosure under clause 2.4.1 above must-

Include sufficient information and commentary to enable interested persons to understand how prices were
set for each consumer group, including the assumptions and statistics used to determine prices for each

consumer group;

Demonstrate the extent to which the pricing methodology is consistent with the pricing principles and

explain the reasons for any inconsistency between the pricing methodology and the pricing principles;

State the target revenue expected to be collected for the disclosure year to which the pricing methodology

applies;

Where applicable, identify the key components of target revenue required to cover the costs and return on
investment associated with the EDB’s provision of electricity lines services. Disclosure must include the

numerical value of each of the components;

Any changes will be disclosed on 1 March 2016.

Top Energy considers this document provides
sufficient information on how prices have been set but

will continually review for improvements.

See Appendix 4

TEL considers our pricing is broadly consistent with the
pricing principles but we also discuss how potential
changes to our pricing methodology will align more
closely with these principles.

See section 5.

See section 5.
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2.4.3(5)

2.4.3(6)

2.4.3(7)

2.4.3(8)

244

2.4.4(1)

2.4.4(2)

2.4.5

State the consumer groups for whom prices have been set, and describe-

e the rationale for grouping consumers in this way;
e the method and the criteria used by the EDB to allocate consumers to each of the

consumer groups;

If prices have changed from prices disclosed for the immediately preceding disclosure year, explain the

reasons for changes, and quantify the difference in respect of each of those reasons;

Where applicable, describe the method used by the EDB to allocate the target revenue among consumer
groups, including the numerical values of the target revenue allocated to each consumer group, and the

rationale for allocating it in this way;

State the proportion of target revenue (if applicable) that is collected through each price component as

publicly disclosed under clause 2.4.18.

Every disclosure under clause 2.4.1 above must, if the EDB has a pricing strategy-

Explain the pricing strategy for the next 5 disclosure years (or as close to 5 years as the pricing strategy

allows), including the current disclosure year for which prices are set;

Explain how and why prices for each consumer group are expected to change as a result

Every disclosure under clause 2.4.1 above must-

See Section 6.2.

See section 2.3 and Appendix 5

See tables in Section 7.

See tables in Section 7.

Our pricing strategy is discussed in section 4.2

See section 4.2
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2.4.5(1)
(a), (b), (c)

2.4.5(2)

Describe the approach to setting prices for non-standard contracts, including-

the extent of non-standard contract use, including the number of ICPs represented by non-standard
contracts and the value of target revenue expected to be collected from consumers subject to non-
standard contracts;

e how the EDB determines whether to use a non-standard contract, including any criteria used;

e any specific criteria or methodology used for determining prices for consumers subject to non-standard
contracts and the extent to which these criteria or that methodology are consistent with the pricing

principles;

Describe the EDB’s obligations and responsibilities (if any) to consumers subject to non-standard contracts in
the event that the supply of electricity lines services to the consumer is interrupted. This description must

explain-

e the extent of the differences in the relevant terms between standard contracts and non-standard
contracts;
e any implications of this approach for determining prices for consumers subject to non-standard

contracts;

See Section 6.4 and appendix 5

See Section 6.4
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2.4.5(3)

29.1

Describe the EDB’s approach to developing prices for electricity distribution services provided to consumers
that own distributed generation, including any payments made by the EDB to the owner of any distributed

generation, and including the-

e  prices; and

e value, structure and rationale for any payments to the owner of the distributed generation.

Where an EDB is required to publicly disclose any information under clause 2.4.1, clause 2.6.1 and sub-
clauses 2.6.3(4) and 2.6.5(3), the EDB must at that time publicly disclose a certificate in the form set out in

Schedule 17 in respect of that information, duly signed by 2 directors of the EDB.

See Section 6.8

Completed and attached as Appendix 1
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Appendix 4 — EA Pricing Principles

Pricing principles

Extent to which pricing methodology is consistent with pricing principle

(a) Prices are to signal the economic costs of

service provision by:

(i) being subsidy free (equal to or greater than
incremental costs, and less than or equal to
standalone costs), except where subsidies arise
from compliance with legislation and/or other

regulation

We interpret ‘incremental cost’ as the additional cost of connecting a consumer, comprising connection costs,

network upgrades, and incremental operating costs.

Top Energy requires a capital contribution for new connections and asset upgrades if the expected line charge
revenue from the connection is less than the associated incremental capital cost (i.e. an uneconomic connection).

Accordingly, distribution prices will typically be in addition to incremental capital costs.

Remaining incremental operating costs resulting from a new connection will be recovered through distribution
prices. Over the last ten years a new connection has contributed approximately $300 per annum (real) to
operating expenditure. An uncontrolled consumer (UN) would need to consume less than 1,150kWh in a year for
prices to fall below this incremental cost (i.e. based on the 15 cent per day fixed charge and existing UN prices).
This highlights that the application of the 15 cent per day low fixed charge creates cross-subsidisation at very low

levels of consumption.

Top Energy considers ‘stand alone cost’ means the cost for a consumer to disconnect from the distribution
network and install onsite generation. Solutions do exist for small loads to disconnect from the network through

installation of onsite solar generation and batteries. However, these systems are relative expensive when
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(i) having regard, to the extent practicable, to

the level of available service capacity

compared to distribution supply. For example, a small 8kWh/day system can cost in excess of $50,000 to install.
We estimate this would cost $1.82/kWh in ideal circumstances, assuming the full 8kWh is generated each day over
a 15 year period and the installation is funding by a mortgage. This is significantly more expensive than the
average 36¢/kWh charge Top Energy’s consumers pay (source: MBIE quarterly survey of electricity prices, August
15). Nevertheless, the cost of installing these systems is falling rapidly and Top Energy will continue to keep a

watch on this market and respond appropriately through pricing.

Top Energy’s primary service is to provide capacity in the distribution network. We are currently considering the
adoption of demand/capacity and TOU based prices for all consumers facilitated through smart meters. This will

align pricing more closely with the level of available service capacity.

Nevertheless, current pricing structures do recognise available service capacity in the network as follows:

® Consumer groups recognise different load sizes

®  Many network and transmission related costs are allocated to consumer groups in proportion to demand
® (Capital contributions help fund the uneconomic proportion of new investments in capacity

® Consumption based prices provide a broad incentive to reduce consumption

® [ndustrial sites (IND) are charged for specific asset usage and therefore the capacity these assets provide,

and are apportioned transmission charges directly based on their contribution to RCPD

® TOU, Advanced Metering and Day/Night prices structures encourage consumers to shift load outside peak

usage periods

® Controlled prices encourage consumers to offer up controllable load which Top Energy can use to manage
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(iii) signalling, to the extent practicable, the
impact of additional usage on future investment

costs

(b) Where prices based on ‘efficient’ incremental
costs would under-recover allowed revenues,
the shortfall should be made up by setting prices
in @ manner that has regard to consumers’
the extent

demand responsiveness, to

practicable

(c) Provided that prices satisfy (a) above, prices
should be responsive to the requirements and

circumstances of stakeholders in order to:

(i) discourage uneconomic bypass

congestion during interruptions to supply, when the network maybe constrained

For the same reasons discussed above, Top Energy’s pricing structures signal the cost of investing in additional

network capacity. Top Energy’s plans to move to demand/capacity or TOU pricing will improve these signals.

This principle suggests that consumers with a higher willingness to pay should pay relatively more than consumers
with a lower willingness to pay. Top Energy considers pricing based on willingness to pay should be linked to the
level of service provided. This is a common pricing practice in many competitive markets. For instance, the UN and
CN pricing options give consumers a choice over whether heating loads are interrupted. Consumers that are
unwilling to have supply interrupted pay relatively more than a customer that is willing to accept a slightly lower
level of service. Similarly, consumers on Day/Night and TOU pricing options that do not want to shift load to off

peak periods pay more for using electricity at time that suits them.

Top Energy is not aware of any disconnections arising from uneconomic bypass of its network. Small scale DG (e.g.
solar connections on houses) creates a risk of uneconomic bypass that is detrimental to Top Energy. However, as
discussed, we consider it is currently uneconomic for a consumer to disconnect from the network in this manner.

However, in many cases these connections demand power at peak times, however, contribute very little at non-
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(ii) allow for negotiation to better reflect the

economic value of services and enable
stakeholders to make price/quality trade-offs or

non-standard arrangements for services

(iii) where network economics warrant, and to
the extent practicable, encourage investment in
transmission and distribution alternatives and

technology innovation

(d) Development of prices should be

transparent, promote price stability and

certainty for stakeholders, and changes to prices

should have regard to the impact to stakeholders

peak times. Connections with small scale DG therefore contribute little to fixed costs of connecting them to the
network. A move towards capacity/demand/TOU pricing and a higher proportion of fixed charges will address this

issue. The latter has been introduced in this pricing year.

Another potential area of uneconomic bypass is where large loads are situated close to a Transpower GXP and
could bypass Top Energy’s network to connect directly to the Grid. Only one large industrial load (based in Kaitaia)
would be of a size sufficient to connect to Transpower’s network. It would be uneconomic for this consumer to

connect to the nearest GXP at Kaikohe.

Capital contributions and non-standard contracts provide a mechanism where a consumer can request assets that
provide a higher level of service. The costs of specific assets are either recovered upfront through a capital
contribution or within pricing. Consumers can also request alternative pricing structures under non-standard

contracts to address their own risks (eg IND prices are wholly fixed).

Avoided transmission, Avoided distribution and voltage support charges may be payable to embedded generators

of greater than 1MW output. This helps to justify investments in local generation (eg at Ngawha).

The pricing strategy explained in this document provides stakeholders with an overview of Top Energy’s plans for
prices over the next 5 years. We plan to consult with consumers and retailers to seek their feedback on any
changes which will be incorporated into any pricing decisions. Any changes will be transitioned over a reasonable

period to avoid price shock to consumers. This 5 year period aligns with the 5 year regulatory period set by the
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(e) Development of prices should have regard to
the impact of transaction costs on retailers,
consumers and other stakeholders and should

be economically equivalent across retailers

Commerce Commission which will also provide consumers with certainty and transparency over total allowable

revenues.

The same price structures apply to all retailers supplying consumers on Top Energy’s network. We do not consider

our pricing structures provide an advantage to any individual retailer.

The new TOU time periods from 1 April 2015 were been established after considering standard practices used by
other distributors to minimise transaction costs for retailers with reference to peaks on Top Energy’s network.
Future pricing innovation will continue to reference to standard distribution sector pricing solutions developed in

conjunction with the ENA.

Transmission and distribution charges are bundled for all consumers except large industrials.
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Appendix 5 - Network Line Charges 2016 — 2017

TOP ENERGY LTD
2016/17 PRICE SCHEDULE
Effective from 1st April 2016

Daily fixed
Price Code Description charge
(cents/Day)

Consumer Price Category
Group

Total (cants
/ kWh)

Rasidantial

(EINERA

No. of Users 12612

A Al Prices stated areexclusive of GsT.
LRF LRF Daily Price 15,000 B | The eati rater mumber of Lsers 14 at 142016 (34,579)
Luc un24 LRF Uncontrolled 24.227 | ¢ | The charge carmprise o a fixed recwork price and a variable pri ce based on quarities distributed.
A 1nag LArAll Inclusive 16775 [ [Each ICP s liable for 1 daily fixed nenork price
e chzo LRF Contralled 20 8228 E [ The 15¢ per day fixed price provides for 21K-VARRR mumdemand
LD D16 LRF Day
N s R ym 1880 [ T B acketir] pass. THrOUE P Cos, 1Ml Uk Mg e 6 510, Conpn 56 8 poros rrety 25,196 0 the Delivery Pr oo,
oo co3a = r"gdm 8 e = U ————T
xported Micro generation .
H [Irchustrial prices for large corsumens are user specific and are whally fixed,
- A c e o 2 A )
The price categories are Rasickrtial (Low User and Standard User), General, Larger Gormections and Urrmetered
SRF Daily Price 20.000
un24 SREL 23.089 [79 9 | AResiclential canmection is anefor the purpose of sUppl ving dectricity toa pravise thatis used or i ntended for
IN18 SRF All inclusive 15.638 eccupation prircipally as a place of residence, and excl udes those prami ses described in paragraphs (a) 1 (i) of
CN20 SRF Controlled 20 6.926 section 90 of the Hectricity Inchustry reformAct 1998, The standard user price category applies toall residertial
D16 SR Day 17.260 comnertions urless the consurrer has elected ard is digHefor the retilars lowuser pricing fan
NE |SRF Night 3.011
EG24 |Exported Micro generation - 13 [ Reicorti al are further Gef e 1 el Grg 1 6 ther | wer Stancard categon s, To b ol g 1 e for the low ser rce
0 I | catcaory the corsumer st b on the retailer lowaser pricing flan ared the premses mstbea Prirei pal place of

aneral User (G) residance. For avoi dance of doubt, digbility for the low user price category el udes holi day horres and bulldirgs
0. of Users 4221 and meters that arearcillary to a users principal pace of residerce

aF GRF Daily Price 10,000
aLe Hnas QR Uncontrolied 23.089 11 3 | AGnaral Uber is where the commaction is for the purpose of SuUpp yi rg electr ¢ by 1o 8 connect on that does rot mest
ea 18 GRE All inclusive 15,638
thecriteria of a residential user or ary cther price category

arc cN20 GRF Controlled 20 6.526
b 16 e e | La [ For new cormections, each category fromthe La2016 can have one rreter pr cormehon, inles approved by Top
B e onr e o Energy Network. Prior to this date varoLs canfigLrations were available

EG24 Exported Micro ] .

LS | Ay e Corme fiom Can have Fave & GEnerat on | MStall 36 on capabl & Of export Mg Up 16 10KV of d actrie by on 1o the
Nebwork.)

1]
General Advanced User (GA) retwerk. (or greater by approval framTop Energy

No. of Users 137

GRE U TS 1.6 AGmeral Advanced Lker pricecategory is based on usagein half hour (HHR) time pariods as defired b on,
er GF Daily price on HHR 832,600
61 PKOOD
GREF Peak , (See Note 1,6] 19,988 07.00- 08,30 B30~ 17230 20 - 0700
Gz SPKOOD GRF Shoulder, (See note 1.6) 13.592 1730-2000  2000- 2300
G3 OPKOOD GRF Off k. (S te 1.6) 3.011
peak: (See note 1.6) and s availableto general comrections wherea user has nominated a cualifying prici g plan with their remiler, A
DG EG24 Exported Micro - ! y
resailer price plan will qualify if theplan:
CAP150 (Closed 31.3.2015) “This plan Is for custamers on CT Metering, 16.1 Has at |east 2 tirme pericds per day
Wr:‘h a capacity of greater than 100 Amps per 162 At least two hours per day where the highest priced ti me peri od overlaps with TE's peak time peri ok
phase
ICAP1SOF CABISOF Daily Brice 833,600 163 The meter iretalled is capable of meas Ui ng Lsags per half Foor (HHR).
|CAP150 [TOU or SM CAP1S0L 12,566 - e
lFe NzZ0 Controlled 20 a6 164 Gereral Advance] User pricing is expected to be cost effective for comsurrers using more than 30,000 kWh's
amgerconnections L W e
No. of Users 68 165 Has been appropriately roti fied to and accepted by Top Energy ; and
A capabie HHR meter and consumption
Tou greater than 200000 kwh/pa 166 the critera ravainvalicl
TOUF TOU or SM TOUF Daily price on HHR (a capable meter and 2.0 | Larger Comnections all have a fuse capacity of 110KVAor grester, are TOU retered and have a connecti on voltags of
greater than 200000 kwh/pa) 2,400,300 400V, 11KV or 33 KV
Tous 1304 peak . (See Note 1.6) B0 | Sttt g 8 e 1] el a1 retereel S Lmetereel & cnmeet cme
TOUZ 7304 shi (See note 1.6) 10,356
TOU3 7304 Off peak. (See note 1.6) 0.753 | 31 | The Lhmetered Price Category codes 1o be closed are current until the 31 March 2017, after which prices will be
DG EG24 Exported Micro - based o a per larmp equivalert price per connecti on
LDG 7304 Exported Large - 32 | Urrretereed Lkers are cornections that havwe been approved to be unmetered and miany recu re a non nateet and
IND Industrial price is on individual based on approved larmp eguival arcy.
consumption 3,000,000 kwh/an
IND1 INDL INL -
N| » » = D0 =
InND2. Dz AFFCO = ANAITITCO [ L) A (@ - )
| . A1 |Fxed priceis a daily price for any day the cornection has a status 002 Active
'STL (Closed 1.4.2016 for new ) 4.2 |Urcontrdlled and time dependent supply prices apply Lncer normal operati ng cireurstances for the conti ruoLsly
No. of Usars 2766 available d ectricity supply. ie. anytime peak, shoulder or off pask tirme periods. (See L6 above). . IND pricingis
sTL Al LNMALATAd SONNECLIONE clerrand bas edf and negoti ated for conmections with usage over 3,000,000 KWH/an.
UMLSH Unmetered suppy consisting of Pedestrian
crossing, Streetlights, Bollards, unmetered a3 | ACentraled supply 15; where the cistr bUtor has thea bl ity to pen cdical ly |nterupt tesupply 1 a partcu ar
Lights with 1 lamp. 40,849 rreter at an installatian. The control led rmeter, or meter reg ster, woul d be connerterd to the cortrol led G redit with
UMLDH Unmetered supply consisting of 1 pole with 2 separatdy wired sppliarces such us # ot watsr cylinder.
lamps, 81,803 Comtrolled pricirg plars available e the TE netwerk are:
UMLTH :J"“‘E‘E'E" supply consisting of 1 pole with 3 122516 (i) Certrallexd (20): Aririmumof 10 kwicad, controlled up to 4 hours duri ng any one day.
amps: s Dy, : Might,Controll ed for up to8 hrs betwesn 11 el 7 am Cay Zamto 11 prm
UMLSHLPMC Unmetered supply consisting of 1lamp @@ /NERt : Mgt bl " pma am am
mounted on a Top Energy Pale eg Pedestrian a.4 | Al irelusive price (LASAGA): Ao Al Irelusive (INLS) supply is a singe meter reg ster that rreas ures bath
crossing, Streetlights, Bollards. cortralled and uneantrolled supply o anirstallation The Al Tnd usive setup results in both the control led ard
50.398 uncontrollecl load b ng recercedd on a sirgle meter register, and therdforeitis net possi b e to determi e the actual
UMLDHPMC Unmetered supply cansisting of 2 lamps portion of uneontrolled and centrolled laad for each cormecti on
mounted on a Top Energy Pale. 91,246 2o Al Inel usive INLS Fas a rrinirrurmof 3k eortrol | exd |aad, up to 6 haurs duri ng ary ane day.
UMLTHLPMC Unmetered supply cansisting of 3 lamps - . .
mounted on a Top Energy Pole. 132,201 4.5 | Peak, shoulder and off peak supply prices ; The price per half hour is multipied by the vel ume of energy userd,
UMDECL Unmaterad supply sonsisting of Stiine rremsured in kil owatt hours (KWh), thet under nermal operati g circurmstances is conti nuously avail abl e curirg the
lighting of light bulbs, 10,845 tirre peri ocs determi ned by the retil ers pricing plan (See 1.6 for TE price periods). This pricing option is anly.
Uniar Unmetered SuBpiy cansieting of Commimiey availableif appropriate meterirgis installed ie TOUor Srart Viter. The 'GA register cods arein frocess of beng
Lighting, Convenience Lighting, Jetty Lights, approved by the B ectricity Authority (EA). |nthe evert of non approval the register code will be 7304.
Under Verandah Lighting, 13.687 o o .
o . a6 |G port priceis a variable price mutiplied by the energy experted measured in kil owatt hour (k\wh), from)
UMGLLPMC :":E‘E"zd supply m"i'“}::‘g “'ff‘"":‘“:"“’ @ Users connection poirt Mo the TE netwerk for ddivery to other network us ars. The instal laticn of micro
ighting, Convenience Lighting, Jetty Lights
Mmounted on & Top Enardy pole. 23130 EEneration requires a meter capable of recordirg beoth immport and exportedt val urre data,
UMCON500 Unmetered cantinuous supply less than "
S00watts eg Battery Chargers, Electric Fences, a7 |Urrretered priceis for both metered and unmreteres, streeti ghts and unmetered connections with less than S00watt
Irrigation, PCM Cabinets, Phone Booths, lemct
Radio TV Boosters. 39,465 (i) streetighting ; the priceis per lamp ecuival ert. The ecuivalent factor will depend en the nurrber and type of lamp)
UMINT Unmetered intermittent supply consisting of poleonnershipard lacation.
Fire Sirens, Raltway Crossing Lights, Traffic (ii)Approves unmetered connecti ons are supplied with continuows supply less than S00wetts
Counters. 21.857
y fi CAP150 and CAP150FC Fave been el asedd sirce 1 April 2015, The Gereral Advarced (GAF) is the equivalent price,
Price Category | o jce code | Reglster code | Description | (cents/Day/ Lamp | ($/kwWh) clependant on usage that can be wsed by all comnectiors that are capakbl @of HHR (half hour usage measurerent).
Lo These prices will rermain on the scheciu @ urti| the rreter is changed and the connection can beallocated to 2 new
pricepan
I | | i | 4.9 |Less factors for the Top Enargy Network are
uML 1 and metered street lights LR
UMLF Streetlight daily price 39,469 —
uML variable price 0,00 TOPE LV Network (Non-Technical + LV) ALFD 11320  Residential/
General / TOU
MG Cameral wtared comnastians TOPE Site-Specific Customers RLF 11 (JNL) 1.0273 Larger (IND)
UMGF Ganaral Unmatard daily prica 35400 TOPE Site-Specific Customers RLF 12 (AFFCO) 1.0464 Larger (IND)
i TOPE Site-Specific Customers- Generators  RLF G1 (NGA) 1.0000 Larger (LDG)
uma General Unmeterd variable price 0.00
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