


Energy’s total generation capacity beyond the 50 MW threshold set out in the Electricity Industry Act 2010
{Act), which triggers the requirement for there to be compliance with the “Arm’s-Length Rules”, as
detailed in the Act.

The basis for this requirement, as the Committee members will know, is that an electricity distributor
cannot have an involvement in a connected generator if its generation capacity exceeds 50 MW, without
complying with the Arm’s-Length Rules. Top Energy is able to, and is indeed very happy to, comply with all
of these rules, except two which prohibit common management of the network assets and the generation
assets.

Section F: Improving the regulatory system

Problem Definition

Under the Act, the Electricity Authority has the power to exempt compliance with such rules and Top
Energy initiated discussions with the Authority in relation to an exemption. Some two years later, in
October 2018, an exemption was granted by the Authority from the requirement to comply with the
prohibition on common management. In the Authority’s view, there was little or no substantive adverse
impact from a competition perspective in allowing common management of Top Energy’s network and
generation assets.

However, the conditions on which the exemption was granted are such that it is unworkable from an
economic perspective and unrealistic from a commercial perspective. The exemption will only apply
(effectively) for a period of seven years from commissioning of the new plant. The resource consents
relating to the plant are available for 35 years and the generation plant will have a life cycle of 30 to 35
years. There is no certainty that a further exemption will be granted at the expiry of the current term.
Should the exemption not be extended, consumers will then have to meet the additional costs either of
separating the management of the two activities {estimated to be at least $1m per year, year on year)
or constructing a new grid connection (assuming property rights can be obtained) and writing off the
previously built connection into Top Energy’s network (together estimated to be approximately $15m).
Additionally, there is a prohibition on Top Energy retailing electricity which precludes it from providing
microgrid generation solutions for uneconomic lines.

These conditions have left Top Energy with little choice but to abandon embedding the new geothermal
plant in its network and instead is looking to connect it to the national grid. The direct result of a
connection of that plant to the national grid will be a cost penalty to consumers, payable to
Transpower, which are “passed through” to consumers. This means the consumers of the Far North
District will face approximately $4m higher costs that would otherwise be the case, per year, year on
year.

This, in Top Energy’s view, is unfairly burdensome on consumers, but they are costs which will be
unavoidable under the current regulatory regime relating to the involvement in generation exceeding 50
MWs. If the new plant was embedded in Top Energy’s network and operated by Top Energy management,
these additional transmission charges will not be payable. It should be noted that, in this specific case, the
difference between embedding and grid connecting is a minor piece of engineering and the movement of
the grid interconnecting point (approximately $3m investment saved if embedded).

The Far North District Council believes that this is a matter on which it should intervene and seek to
provide a solution on behalf of the people of the Far North. It is promoting a local act which will have
the effect of removing the exemption power relating to common management from the Electricity
Authority in relation to electricity distributors in the Far North District. This will empower the Far North
Council to grant exemptions where consumers will receive an economic benefit from it doing so
and where there are no adverse competition outcomes. This local bill has been notified within the






