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1.1   

Transitional Price Cap 

TPM INFORMATION SHEET 

This Information Sheet describes the transitional 
price cap under the new transmission pricing 
methodology (TPM). 
 
The cap applies to directly connected consumers 
and distributors only.  The cap limits the extent to 
which transmission charges relating to 
interconnection investments can increase 
compared to equivalent transmission charges 
under the previous TPM for pricing year 2019/20. 
 
The transitional price cap is funded by cap 
recovery charges paid by all customers. 
 

This Information Sheet provides an overview of: 

• who the transitional price cap applies to 

• how the cap is calculated 

• how cap recovery charges are calculated. 

The requirements for the transitional price cap 
are in Part H of the TPM. 
 
All clause references in this Information Sheet are 
to clauses of the TPM. 

Purpose of this Information Sheet 

V1 November 2022 
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Legal disclaimer 

This Information Sheet provides a high-level overview of the relevant subject matter only.   

Transpower recommends you review the new TPM itself and seek independent expert advice 
before relying on anything in this Information Sheet.   

Transpower cannot, and does not, accept any liability for the accuracy or completeness of this 
Information Sheet or the consequences of your or others’ reliance on it.   

If you provide this Information Sheet or an extract from it to any other person you must include 
this disclaimer.  

 

 

 

 

 

 

 

 

 

 

 

Version history for this guide 

Version Published Key amendments compared to previous version 

1.0 15 November 2022 n/a 
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1 Who does the transitional price cap apply to? 

The new transmission pricing methodology (TPM) contains a transitional price cap which applies to 
some components of transmission charges. 
 
The cap only applies to customers in their capacity as a direct consumer or distributor.  The cap 
does not apply to customers in their capacity as a generator (even if the generator is a load 
customer and pays a residual charge). 
 
The cap only applies to customers who existed during pricing year 2019/20 and at least two pricing 
years before that. The cap ceases to apply to all customers from pricing year 2038/39. 
 
The cap is ‘use it or lose it’ in nature.  The cap does not apply to a customer after the first pricing 
year the customer does not receive any reduction in their transmission charges as a result of the 
cap.  As a result, only those customers who receive a cap reduction for the first pricing year under 
the TPM will ever receive one.  
 
A customer to whom the cap applies is called a ‘capped customer’. 

2 How does the transitional price cap work and 
how is it calculated? 

Clauses 110 and 111 apply to the transitional price cap calculation. 
 
The cap applies to some components of transmission charges only.  The cap limits the extent to 
which a capped customer’s transmission charges for the pre-July 2019 interconnected grid can 
increase between the previous and new TPMs, based on the impact on end consumer electricity 
bills.  The cap does not set an upper bound on the amount by which a capped customer’s 
transmission charges may increase between pricing years. 
 
There are four elements to the cap calculation, which is carried out for each capped customer and 
pricing year: 

• transmission charge difference 

• notional electricity bill 

• difference cap 

• cap reduction. 
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2.1 Transmission charge difference 

This is the difference between: 

• under the new TPM, a capped customer’s benefit-based charges (BBCs) for the historic benefit-
based investments (BBIs) in Appendix A of the TPM, residual charge and cap recovery charge 
for the relevant pricing year (called ‘capped charges’);1 and 

• under the previous TPM, the customer’s interconnection charge and HVDC charge for pricing 
year 2019/20. 

This difference approximates how much more or less the customer is paying during the relevant 
pricing year towards the cost of interconnection investments (including the HVDC link) than it paid 
during pricing year 2019/20.  This difference is what is being capped. 

2.2 Notional electricity bill 

A capped customer’s notional electricity bill is an estimate of how much the customer (if a direct 
consumer) or end-consumers connected to the customer’s local network (if a distributor) paid for 
electricity, including energy, distribution and transmission, during pricing year 2019/20. 

The customer’s notional electricity bill is a function of the customer’s total gross energy multiplied 
by the average wholesale price, transmission charges (for a direct consumer) and distribution 
charges (for a distributor) for pricing year 2019/20. 

The energy and distribution inputs to the notional electricity bill calculation mean the cap does not 
exclusively capture changes in transmission costs. 

2.3 Difference cap 

A capped customer’s difference cap is a fraction of the customer’s notional electricity bill. 
 
For a distributor, the difference cap for a pricing year is calculated as:2 

Notional electricity bill x (0.035 + ΔCPI + ΔTGE) 

where ΔCPI and ΔTGE are the proportionate changes in the consumer price index and the 
customer’s total gross energy (volume), respectively, between pricing year 2019/20 and the pricing 
year for which the difference cap is being calculated.   
 
The difference cap is calculated the same way for a direct consumer, except the ‘0.035’ term in the 
formula above is increased by 0.02 for each pricing year from pricing year 2025/26. 

 

 

1  Because cap recovery charges are part of the capped charges, it is possible the cap calculation for a 
pricing year will need to be done iteratively until the cap condition is satisfied for all capped 
customers (clause 110(4)).  However, the cap calculation must never result in Transpower recovering 
less than its regulated revenue for a pricing year.  If necessary, Transpower will reduce customers’ cap 
reductions on a pro rata basis to ensure full recovery (clause 110(6)). 

2  This formula and the one that applies to direct consumers were specified in the Authority’s TPM 
Guidelines. 
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2.4 Cap reduction 

A capped customer receives a cap reduction for a pricing year if the customer’s transmission 
charge difference is larger than its difference cap, and the cap reduction is the difference between 
those amounts. 
 
If the customer’s transmission charge difference is less than or equal to its difference cap, the 
customer does not receive a cap reduction for the pricing year (and ceases to be a capped 
customer for all subsequent pricing years). 

3 How are cap reductions funded? 

Total cap reductions for a pricing year are recovered from all customers (including generators) in 
proportion to each customer’s total annual residual charge and BBCs for the Appendix A BBIs for 
the pricing year (called ‘cap recovery-relevant charges’). This recovery is effected through a 
transmission charge called the ‘cap recovery charge’, which is calculated for each customer and 
pricing year under clause 112. 

4 Indicative transitional price cap calculation 

To help customers understand and prepare for pricing changes under the new TPM, Transpower 
published indicative prices for 2022/23.3  The supporting information Transpower published with 
the indicative prices includes an indicative pricing model showing, amongst other things, how we 
calculate indicative cap reductions and cap recovery charges.  

 

 

3   Transpower published indicative prices for PY2022/23: TPM Indicative Prices. 

https://www.transpower.co.nz/transmission-pricing/tpm-indicative-prices
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