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1. Service based pricing at The Lines Company 
 

The Lines Company Limited (TLC) is one of 29 electricity distribution businesses that supply 

customers with electricity lines services in New Zealand. As an electricity distribution business, we 

connect customers to the national transmission grid and electricity generators. Electricity retailers 

transport electricity from the generation stations through the transmission grid and through our 

lines, to customers. 

 

We connect 24,000 customers through 4,400kms of lines that are spread over an area of 13,700 

square kilometres. The Waitomo Energy Services Customer Trust (WESCT) owns TLC.  

 

In 2007 we implemented service based pricing as a more equitable way to allocate the cost of 

owning and maintaining the electricity distribution assets to customers that used our lines to receive 

electricity. The service based pricing that we implemented was pioneering for New Zealand and TLC 

remains the only lines company to fully adopt this methodology. There are various examples of 

similar service based pricing in Australia and Europe, and a number of other New Zealand lines 

companies are now looking at this approach.  

 

The objective of the approach is for the company to provide the lowest possible cost electricity 

network to enable our communities to prosper, while maintaining an acceptable return to the 

shareholder. 

 

We have provided additional information on our service based pricing later in this document. 

 

 

2. What is Service based pricing? 

 

“A service-based price reflects the cost of providing the service. Under service-based distribution 
prices consumers who cause higher network costs would pay more for their distribution services, and 
pay less if they reduced network costs. For example, a consumer who generated electricity using 
solar panels might generate enough electricity to almost never require the transport of electricity to 
their premises. They should therefore pay a lower price for the distributor’s transportation service. 
However, the consumer should still pay the same price for the distributor’s capacity service if the 
consumer’s peak demand for grid delivered electricity remains unchanged.”   
 
Electricity Authority (NZ) November 2015 
 

 

3. We are undertaking an independent review of our electricity 
distribution prices 

 

As the Board of The Lines Company (TLC) we believe it is appropriate and necessary to undertake a 

comprehensive and independent review of our service based pricing methodology.  A service-based 

pricing methodology has been used by TLC since 2007 and it is considered that it is timely to review 

all pricing matters with the aim of improving the way TLC’s pricing methodology is applied to achieve 

equity, simplicity and transparency. There have also been significant learnings, and the technology 

available has continued to evolve. 
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A key outcome of the review is to provide a positive plan going forward, with a clear direction and 

path. This review is a substantive one, and will form the basis of our future pricing decisions.  

 

Our desire is to implement any price changes as quickly as possible if required; however, we also 

wish to undertake a thorough review and to implement changes in a well-tested and developed way 

that engages customers. Hence, our aim is to complete this review in time to allow the possibility for 

minor changes to be effective from April 2017, with any further required substantive modifications 

staged over future periods, ideally to occur effective from April 2018.   

 

The Board believe that it is necessary to undertake a substantive pricing review at this time, and as 

such, it is our intention to keep all stakeholders informed throughout the review.  The publication of 

our Terms of Reference document is the start of our communication. 

 
 

4. This document is the terms of reference 
 

In this document we have set out the Terms of Reference for the pricing review. The Terms of 

Reference describes: 

 

 The objective of the review; 

 The scope of the review; 

 The role of the Electricity Authority pricing principles; 

 Our stakeholders, and how we intend to engage with them; 

 Who will be undertaking the review; 

 Timeline and subsequent implementation. 

 

To provide context, we have also included the following information that will be a useful reference: 

 

 Background to The Lines Company and its current pricing methodology; 

 Why we adopted service based pricing; 

 An overview of the range of pricing options typically available; 

 Some initial views on the issues with our current pricing methodology; 

 A summary of previous reviews undertaken in relation to the development of our present 

methodology. 
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5. The objective of this review 
 

The objective of this review is to understand how a pricing methodology can be applied to 
achieve optimum equity, simplicity and transparency for the customers on our Network. 
 

Our key aim is to develop and implement a pricing approach that is as equitable and as acceptable as 

possible for all customers.  That is, our prices need to not only allocate distribution costs fairly to our 

customers but also be considered as appropriate. We intend this to conclusively address all issues 

raised so we have a final and robust conclusion to any on-going debate. 

 

We have defined criteria that will be used to evaluate our current pricing methodology, and to guide 

the improvements sought.  The criteria are as follows ... 

 

Pricing methodologies and the actual prices that result should seek to achieve: 

 Equity—Prices should allocate distribution costs proportionately to customers. Prices should 

be causer/user-pays based. Prices should reward demand-side behaviour where results are 

symmetrical to supply-side demand for the service. 

 Stability—Prices should be stable for customers year-on-year, and only change to the extent 

that the customers’ underlying demand for the services change. Prices should also deliver 

stable revenue to TLC to enable it to continue to invest in, and maintain, the network. 

 Efficiency—Prices should promote the efficient use of electricity network assets. Where 

necessary, prices should signal network constraints. 

 Control—Customers should receive the information they require to manage their demand 

for service in a timely manner and hence be able to control the cost of the service by 

changing their demand. The information should be available in an economically efficient 

form that gives customers options and allows them to control the cost of the service. Prices 

and usage information should promote responsive behaviour from consumers.  

 Clarity and transparency—prices should be understandable to customers. Prices should be 

able to be implemented simply without unnecessary complexity. Prices should be robust 

mathematically. 

 Compliance—Prices should comply with the Electricity Authority’s pricing principles and also 

align with other legislation including Low Fixed Charge regulations, Distributed Generation 

Code Continuance of Supply, Commerce Commission Input Methodology and Health and 

Safety. 

 Durability—Methodology needs to last for a long time. 

 Transition and implementation considerations—Address any technical and customer issues 

relating to any changes. 

 Practical – the pricing methodology can be efficiently implemented with existing technology. 

  

Developing a future methodology will require the management of possible conflicting criteria - 

trade-offs will result and when/where they do we will give priority to achieving the overarching 

objective for this review.  
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6. The scope of the review 
 

The scope of this review is to: 

 

 Research and understand through engagement, what our customers perceive as fair and 

equitable. 

 Review our existing pricing methodology, and its application, against criteria. 

 Identify areas where criteria may not be being optimally met. 

 Recommend changes, improvements and/or alternatives. The recommendations may 

include changes that are implemented at our next price change, which is due on 

01 April 2017. 

 Consult with stakeholders on the recommendations (see the section on stakeholders below). 

 Recommend any necessary developments to the service based pricing methodologies. 

 Scope an implementation plan for any changes. 

 

The review does not include the derivation of the transmission component of charges. This is 

specified by The Electricity Authority and levied by Transpower. The review will however include 

how these costs are passed onto customers via the TLC methodology. 

 

Our current pricing methodology can be found at:   

 

http://www.thelinescompany.co.nz/media/pricing-methodology_2016.pdf    

 

Our review will be substantive and comprehensive, however it does not extend to legal or 

compliance matters, unless these have implications directly related to pricing. Legal and compliance 

matters have been thoroughly covered in various regulatory reviews (refer to the section on 

previous reviews later in this document). 

 

We may amend the Terms of Reference should we consider any changes or additions are required to 

achieve a definitive, considered and full review. This includes the timeline should further time be 

required to consider all matters. 

 

 

7. The role of the Electricity Authority pricing principles 
 

The Electricity Authority (EA) has published a set of pricing principles to assist electricity distribution 

businesses to develop pricing methodologies. The publication of the pricing principles is part of the 

EA role to oversee distributors' interactions with other electricity industry participants. 

 

The EA pricing principles set out pricing guidelines in relation to efficiency, price stability and 

certainty. In summary, under EA’s pricing principles, electricity distribution prices: 

 

 Should be cross-subsidy free; 

 Regard the level of available capacity; 
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 Signal impact of future investment costs; 

 Have a function of demand responsiveness; 

 Discourage uneconomic bypass; 

 Encourage innovation and technology. 

 

It is our intention, as an electricity industry participant, to comply with the intent of the EA’s pricing 

principles. 

 

More information can be found at:  

 

https://www.ea.govt.nz/operations/distribution/pricing/  

 

 

8. We will engage with stakeholders  
 

As a Trust owned electricity distribution business we have a range of stakeholders. As part of this 

review we are intending to engage with our stakeholders to ensure that we understand their needs, 

and take account of their views, in forming the recommendations as part of this review. 

 

The stakeholder groups include: 

 Customers of TLC. 

 Beneficiaries of WESCT. 

 The Waitomo Energy Services Community Trust (WESCT), the shareholder. 

 Local and central government. 

 Community representatives. 

 Staff at TLC. 

 
We have also asked the EGCC to facilitate meetings with customers with deadlocked complaints in a 
genuine effort for some finality with this review. 
 
 

9. Who will undertake the review? 

 

As the Board of TLC we believe that it is important that the review of our service based pricing 

methodology is undertaken independently of the company. For this reason we intend to engage an 

independent consultant, or consultants to undertake the work.  

 

At the time of writing these Terms of Reference we are shortlisting suitable consultants and will 

advise stakeholders of the review panel on our website over the coming weeks. 

 

In addition to this Terms of Reference, independent consultants will be provided with technical 

details and any data they require to ensure they are fully informed throughout the review, and 

therefore base any recommendations on a fully-informed and considered basis. 

 

 

https://www.ea.govt.nz/operations/distribution/pricing/
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10. Timeline and subsequent implementation 
 

We are committed to undertaking this review in a timely manner and to provide suitable time and 

opportunity for stakeholder input and engagement. Our targeted timeline is as follows: 

 

Task Time 

Terms of Reference published September 2016 

Appoint independent review consultants October 2016 

Initial research and investigation November 2016 

Stakeholder consultation Nov/Dec 2016 

Draft Report published on our website February 2017 

Further feedback and comment February 2017 

Final Report March 2017 

Figure 1: Targeted timeline for Review 

 

Any changes need to be well researched to ensure customers have time to transition, conflicts are 

properly identified and management plans put in place, customer education plans developed, 

compliance with price change notice period legislation ensured, Commerce Commission disclosure 

requirements are met and the technology /systems have been adequately developed and trialled.  

 

Our aim is to complete this review in time to allow the possibility for minor changes to be effective 

from April 2017, with the substantive changes to occur effective from April 2018. 

 

We intend to update progress against this timeline on our website. 

 

 

11. Background to The Lines Company and its current prices 
 

The Lines Company (TLC) is one of 29 electricity distribution businesses that supply customers with 

electricity lines services in New Zealand. The role of electricity distribution businesses is to connect 

customer to the national transmission grid and electricity generators. Electricity retailers transport 

electricity from the generation stations to customers using our lines. 

 

We connect 24,000 customers through 4,400kms of lines throughout the King Country and Ruapehu 

districts. The King Country and Ruapehu districts are difficult, with lower socio-economic factors, 

sparse customers and difficult terrain. The network was largely built 60 years ago during the region’s 

booming post-war farming development. Renewal is vitally important to ensure safety, reliability 

and quality. On-going capital investment is required to facilitate this. 
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12. The Lines Company network 
 

 

Figure 2: The Lines Company network 

 

A unique feature of our region is the high concentration of holiday homes, which account for around 

25% of connected properties in the Southern network area. Holiday homes consume relative low 

volumes of electricity, but place a high demand on our network during winter, which results in the 

need to build additional capacity (i.e. more assets) in the network. There are also relatively high 
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numbers of vacant properties and transformers that only serve one property.  A fixed and 

volumetric charging approach does not reflect the cost of serving these connections. 

 
“TLC has an aging network in Ruapehu District in need of renewal, but no great capacity to 

spread costs of upgrade across the population at large. With a relatively sparse population, low 

incomes, an extensive but old electricity lines network and an unusual demand pattern with 

winter-sports driven peaks, a lines operator in Ruapehu District would face challenges in raising 

revenue in the district to self-fund renewal and upgrade of lines to maintain system reliability 

and accommodate growth” 

 

NZIER May 2011 

 

13. A brief summary of our pricing history 
 

 In 2000 reform legislation separating Lines and Energy functions took effect. It was no longer 

possible to cross-subsidise Lines charges from Energy Profits. 

 In 2005, we started billing separately from electricity retailers. 

 In 2007, we implemented a capacity, demand and dedicated assets based pricing model. 

Capacity, demand and asset based pricing of electricity networks is also referred to as 

“service based pricing”. The change to service based pricing was undertaken to provide a 

more equitable way to allocate the cost of owning and maintaining the electricity 

distribution assets to customers. Prior to 2007, TLC’s mass market pricing model was based 

on fixed and volumetric energy charges. 

 In 2009, TLC started to roll out time of use meters and advanced meters in 2013. This rollout 

work continues and is approximately 65% complete across the network. 

In 2010, TLC received the award for “Lines Company of the Year” for the service based 

pricing system. (At the inaugural Deloitte Energy Excellence Awards.) 

 

Our current pricing model comprises the following components: 

 A variable charge (based on previous year demand). 

 Charge for dedicated assets. 

 A fixed charge (network charge: based on contracted capacity). 

 

Transmission charges (recoverable costs from Transpower and Generators) are also charged. 

 

The basis of each of these components is detailed in our pricing methodology: 

 

http://www.thelinescompany.co.nz/media/pricing-methodology_2016.pdf    

 
 

14. Why did we adopt service based pricing? 
 

We moved to service based charging in 2007 based on consumer feedback and a view that it was the 

most equitable way of allocating the cost to hold and maintain the infrastructural assets to deliver 

energy to customers. 

 



 

The Lines Company Ltd Page 11 

At the time, our service based pricing was viewed as equitable and fair because the allocation of cost 

was based on the size of the infrastructure required to deliver energy to each customer, rather than 

the amount of energy used over a given period. That is, the size of the lines (capacity) must 

accommodate peak loads required by each customer.  

 

The pricing system reduces costs to resident customers in a number of ways including: 

 Managing peak loads to reduce capital expenditure and therefore minimising operating and 

funding costs. 

 Ensuring holiday homes pay fairly for the required infrastructure to support their demand, 

not just based on the number of kWh they use (typically high peaks but low kWh usage). 

 Ensuring solar and other distributed generation installations pay their fair share of costs. 

 

The implementation of this system via direct billing was undertaken with the objective of: 

 

 Passing on these costs to customers directly without averaging and/or cross subsidising at 

the retailer level and without the addition of retailer margins. Retailer billing systems at the 

time of implementation could not differentiate and pass on the network detail of charges 

required. 

 Charging customers for dedicated assets that they use. 

 Ensuring vacant properties pay their fair share of infrastructural costs. 

 Capturing the expired TLC prompt payment discounts that retailers were keeping and adding 

to their revenue streams. 

 

 

15. An overview of the range of pricing options typically available 
 

There are a number of pricing methods in New Zealand as shown in the figure below. At TLC we use 

a variation of “network peak” and “customer demand” charges. 

 
   

 

  

VOLUME TIME OF USE CUSTOMER 
DEMAND 

INSTALLED 
CAPACITY 

BOOKED 
CAPACITY 

NETWORK 
PEAK 

$/kWh $/kWh $/kW $/kVA $/kW $/kW 

Charge does 
not vary with 

time of day 

Charge varies 
with time of 

day 

Charge based 
on actual 
anytime 

maximum 
demand 

Charge based 
on installed 

fuse capacity 
size 

Charge based 
on agreed 
maximum 
demand 

within bands 

Charge based 
on consumer 

demand 
during times 
of network 

peak demand 

Figure 3: Pricing methods in New Zealand 

  

http://www.google.co.nz/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwiR1f78-sbNAhVLFpQKHb9rDW8QjRwIBw&url=http://lisacopelandinc.com/get-dirty/bchw-icon-fuse/&psig=AFQjCNEvgnRpQL7Y06CYWrI6jGypfjhJHg&ust=1467074002123221
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16. Our initial view on the issues with our current pricing methodology 
 

We have been an “early adopter” of service based pricing and there has been some criticism of our 

early application of this type of pricing. While we intend to engage with stakeholders to get their 

views, we have summarised the criticisms of the current pricing model since first inception as a first 

step. Our current understandings of the criticisms are: 

 

 Some people don’t understand it (that is, it is too complex and not transparent). 

 It can be volatile. There can be large swings in charges year to year based on usage patterns, 

some of which may be short term but have long term cost effect. 

 Using profiles as the basis of charging can be opaque. 

 Costs in remote areas can be high (e.g. Ruapehu). 

 Peak load measurement may create perverse behaviour around energy usage. 

 We are the only ones in NZ using it. 

 Unusual one-off usage can affect bills for the following year. 

 The link between cause (usage) and effect (costs) can lag by up to 18 months. (As opposed 

to typically 1 to 2 months.) 

 How we measure demand may not be the best approach. 

 We had no smart meters when first rolled out. 

 We are not giving consumers quality or timely information to base energy usage on. 

 Two separate bills to pay from the retailer and TLC. 

 Some areas with financial/social issues have difficulty in paying for essential services. 

 That the methodology used is a blunt indiscriminate method. 

 

Our pricing methodology has been subject to a number of reviews. The focus of the organisation up 

to present has been to work towards addressing these identified issues, some of which have already 

been addressed. Consideration of the outstanding recommendations will be part of this review. 

 

 

17. Previous reviews undertaken in relation to electricity distribution 
prices 

 

Electricity distribution pricing generally, and TLC service based pricing in particular, has been subject 

to a number of reviews, including: 

 

 Review of TLC pricing methodology Sapere Research Group, 15 March 2011 (Stuart 

Shepherd and Patrick Harnett). 

 NZIER Report to Ruapehu District Council, May 2011 - Electricity lines charges. 

 TLC Pricing Evaluation by Castalia, Commissioned by the EA, 2013. 

 Independent Peer Review, (not commissioned by TLC), May 2012 (Dave Reid - Turangi). 

 Commerce Select Committee (refer NZ Herald 6/11/15 – Brian Fallow). 
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 Electricity Networks Association, Pricing guidelines for electricity distributors, Consultation 

Draft - Sept 2016 

 Electricity Authority, Implications of evolving technologies for pricing of distribution services, 

Consultation Paper 3 November 2015. 

 

These review reports present a range of views that may be of interest to stakeholders. Links to each 

of these reports can be found on our website. 

 

 

18. Conclusion 
 

The Board of TLC are on public record that we remain of the view service-based pricing as a principle 

is the most equitable and efficient method for lines cost allocation. The Electricity Authority as the 

industry regulator strongly supports the principle of efficiency.  

 

The application and execution of our pricing methodology from 2007 has been less than perfect. 

Given that, and along with subsequent learnings and technology advances, we believe it is 

appropriate and necessary to undertake a substantive, comprehensive and independent review of 

our pricing methodology to ensure an optimum result for all stakeholders. 

 

Following completion of the review the Board will consider the review and opine on a landing point 

for the pricing methodology going forward. We also recognise that prior to any changes being made, 

we will consult with the Customer Service Panel. 

 

As stakeholders, we invite and welcome your participation in this review, and will advise the 

opportunities and forums for feedback in due course. 

 

 
 


