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1.1   

Connection charges: the funded 

asset component mechanism to 

address Type 1 FMD 

TPM INFORMATION SHEET 

This Information Sheet describes the funded 

asset component (FAC) mechanism in the 

transmission pricing methodology (TPM).  

Type 1 first mover disadvantage (FMD) arises if 

the first connecting customer (the ‘first mover’) 

pays for a connection asset under an investment 

agreement and continues to bear the full capital 

cost under that agreement even after other 

customers connect to it. 

The TPM addresses Type 1 FMD by collecting a 

financial contribution from subsequent movers 

and passing it on as a rebate to the first mover. 

This Information Sheet provides an overview of: 

 what the FAC mechanism is 

 what Type 1 FMD is 

 how the TPM addresses Type 1 FMD 

A separate Information Sheet on connection 

charges summarises anticipatory capacity and 

the mechanism to address Type 2 FMD. 

The provisions relating to the FAC mechanism are 

in Part C of the TPM. 

All clause references in this Information Sheet are 

to clauses of the TPM. 

Purpose of this Information Sheet 

V2 March 2023 
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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 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 7 July 2022 n/a 

2 13 March 2023 Editorial changes 
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1 What is the funded asset component (FAC) 

mechanism? 

If a connection asset was funded by a first mover customer under an investment agreement, and 

subsequent customers then connect to the same asset, then the FAC mechanism comes into effect.  

It works by collecting, via connection charges, a financial contribution from subsequent movers to 

the capital cost of a connection asset and paying a rebate to the first mover. 

Under the TPM (Part C) connection charges are calculated for each pricing year and per customer, 

connection asset and connection location.  A customer’s annual connection charge1 is calculated 

as:   

 

This Information Sheet is concerned with the components coloured light blue: the funded asset 

component and the funded asset rebate, which are referred to collectively as the FAC mechanism.2  

2 What is Type 1 FMD? 

The FAC mechanism is a new feature of connection charges that is designed to address Type 1 first 

mover disadvantage (FMD) for connection assets.  

Type 1 FMD arises if the first connecting customer (the ‘first mover’) pays for a connection asset 

under an investment agreement (referred to in the new TPM as a “funded asset”) and continues to 

bear the full capital cost under that agreement even after other customers connect to the asset.  It 

is a type of free-rider problem, which may cause customers to delay their connection to avoid 

being the first mover, potentially slowing investment in new renewable generation or the 

electrification of load. 

3 The FAC mechanism 

The FAC mechanism uses connection charges to simulate a commercial outcome that might 

reasonably have been agreed between the first connecting customer to a connection asset that 

 

 

1  Clause 24 sets out the calculation of a customer’s annual connection charge for a connection asset, connection location and pricing 

year.  
2  See also the TPM’s definition of ‘funded asset’.  

Customer's 
annual 

connection 
charge

=
Asset 

component
(clause 26)

Customer's 
funded asset 
component 
(clause 28)

Maintenance 
component 
(clause 30)

Operating 
component 
(clause 31)

x
Customer's 
allocation 
(clause 32)

-
Customer's 

funded asset 
rebate 

(clause 29)
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customer originally funded under an investment agreement, and the subsequent connecting 

customers, had they been able to do so.  

3.1 Capital cost of funded asset 

A funded asset is a connection asset:  

 commissioned at or after the start of the first pricing year to which the TPM applies (so on or 

after 1 April 2023); and 

 for which all or part of the capital cost is funded by a customer under an investment 

agreement.3  

A connection asset is a grid asset that connects one customer or a specific group of customers to 

the interconnected grid, including circuits and equipment at connection locations such as 

transformers.   

Connection assets are associated with: 

 the connection location(s) they are at or directly or indirectly connect to; and 

 the customer(s) at those connection location(s), who are described as being “connected to” the 

connection assets.   

The term of the first mover’s investment agreement is typically shorter than the life of the 

connection asset, which might span several decades.  

The part of the connection asset’s capital cost recovered through the investment agreement is not 

recovered through the asset component of connection charges. 

3.2 The funded asset component   

When a subsequent customer connects, a funded asset component (referred to as an FA 

component)4 is calculated in relation to the funded asset and subsequent customer.  The FAC 

component is based on:  

 the first connecting customer (the first mover)’s contribution to the capital cost of the asset 

under the investment agreement, and  

 the remaining economic life of the asset (as a proportion of the asset’s total economic life) at 

the time the subsequent connecting customer connects to it.  

A separate FA component is calculated every time a subsequent customer connects to any 

connection asset that was funded under an investment agreement.  Each FA component applies 

from the pricing year after the one during which the new customer connected and lasts for ten 

years.  Each FA component’s annual value is calculated once – it is not recalculated for each pricing 

year.   

 

 

3  Investment agreements are sometimes called new investment contracts (NICs) or customer investment contracts (CICs). 
4  The term used in the TPM is the ‘connecting customer’s funded asset component’. 
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The share of the FA component payable by the new subsequent customer(s) is the FA component’s 

annual value scaled down by that customer’s allocation for the relevant connection asset, 

connection location and pricing year.   

Each customer’s allocation of the FA component is determined in the same way as for the asset, 

maintenance and operating components of the connection charge, and can change from year to 

year as customers’ injection and offtake at connection locations change.5 

3.3 The funded asset rebate 

The part of a FA component paid by a subsequent connecting customer is rebated by Transpower 

to all prior existing connected customers (referred to as an FA rebate).   

All existing connected customers at the connection location receive an FA rebate as a contribution 

to their funding of the capital cost of the relevant funded asset.   

4 Worked example  

This worked example illustrates the FAC mechanism, covering the calculation of FA components, a 

customer’s FA component in its connection charge, and FA rebates.   

We assume two connecting load customers and refer to the first mover customer as C1 and the 

second mover as C2.  

The customer allocations can change from year to year (see clause 32). For simplicity, this example 

assumes the customer allocations only change when the second customer joins. 

 

 

In this worked example:  

 Investment is made in a funded asset, under a new investment contract with load customer C1. 

During period A only C1 is connected to the funded asset. 

 During year 5, load customer C2 connects to the same funded asset.  During period B (from 

year 6 to 15 inclusive) an FAC mechanism operates.  

 During period C (year 16 and on) both C1 and C2 remain connected, but the FAC mechanism 

has ended.  

The connections, and FAC mechanism (payment and rebate) is illustrated and described in Figure 1.  

  

 

 

5  See the TPM’s the definitions of AMDC (anytime maximum demand connection) and AMIC (anytime maximum injection connection) 

and clause 32’s AMDIC (the total of the customer’s AMDC and AMIC at a connection location).  
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Figure 1:  The FAC mechanism when a second customer connects  

Period A Period B Period C 

Years 1-5 Years 6-15 Year 16 on 

C1 is the only connected 

customer 

C2 has connected so C2 pays an FA component in its 

connection charge 

C1 receives a corresponding rebate 

C2 no longer pays an FA component 

in its connection charge  

C1 no longer received a 

corresponding rebate 

 

 

 

 

 
FA  

component 

Connection  

customer  

allocation 

FA component in a 

connection charge 

(paid) 

FA  

rebate  

(received) 

C1 n/a 60% n/a $36,000 

C2 $90,000 40% 
$90,000 x 40%  

= $36,000 
n/a 

 

Period A (Years 1 to 5): only C1 is connected 

 In year 1 the funded asset is commissioned and C1 connects to it.  

 C1 funds the full capital cost of the funded asset via an investment agreement with 

Transpower. The total new investment charge is $1 million and is payable by C1 according to 

the terms of the investment agreement.  

  

Period B’s FAC mechanism 
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Period B (Years 6 to 15): C2 has also connected 

 C1 remains connected and C2 connected in Year 5, so new customer allocations for each of 

C1 and C2 are calculated from each customers’ AMDC in the prior capacity measurement 

period: 6 C1 at 60% and C2 at 40%.  

 C2’s total funded asset component is calculated based on the remaining economic life of the 

funded asset when C2 connects: 

C2�s funded asset component    �    $1,000,000 �
50 � 5

50
�

1

10
     � $90,000 

 C2’s share of the FA component in its connection charge is calculated by scaling down the FA 

component by C2’s customer allocation: 

C2�s funded asset component 

in its connection charge 
�    $90,000 x 40%   � $36,000  

 C1 receives a funded asset rebate equal to the amount paid by C2 ($36,000).  

Period C (Years 16+): C2’s FA component in its connection charge has ended  

 C1 and C2 remain connected.  

 C2’s FA component in its connection charge has ended.  

5 What happens if a customer disconnects?  

If a customer who is paying an FA component in its connection charge (C2 in the worked example) 

ceases to be a customer at the connection location, they will no longer pay the FA component and 

the related FA rebate(s) will also end.  

If a customer who is receiving an FA rebate (C1 in the worked example) ceases to be a customer at 

the connection location, the FA rebate will no longer be paid to them.7    

  

 

 

6  If C2 was not connected for the full capacity management period Transpower must estimate C2’s AMDC (clause 77(3)).  
7  A disconnecting C1 will remain liable for any amounts yet to be paid under its investment agreement with Transpower. 
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