


 

Incremental Cost Methodology 
8. TEL agrees that the distribution generation pricing principles (DGPPs) are no longer fit for purpose 

and the current outcomes are inefficient and not in the best interest of consumers. 
 
9. TEL agrees with other submitter to the DGPP issues paper – February 2025, including the ENA, that 

there should be consistent pricing principles for injection and offtake connections.  
 
10. Fundamentally, networks provide capacity to be used for transportation of electricity, regardless of 

whether the flow of electrons is to or from the grid. Therefore, DGPP and load pricing principles should 
be treated equally. This creates an unfair playing field and potential unintended consequences, as 
outlined in the ENA submission to this consultation.  

 
11. TEL recommends that the incremental cost principle be replaced with a ‘usage of network’ principle, 

where prices are set based on that connection's use of the network (regardless of if the connection 
generates and/or consumes electricity). This will not result in doubling up of charging, as suggest in 
E.4, as consumers would only be charged based on the higher of injection or offtake on the network. 

 
12. A key issue with the incremental approach, if it remains, is the appropriateness of it should generation 

become the primary driver of a network’s activity and constraints. This is the position that TEL is starting 
to experience as outlined in points 4 to 6.   

 
13. Section 2.7 states The ‘incremental cost rule’ is the core component of the DGPPs. It prevents 

distributors from recovering more than the incremental cost of connecting a generator to the 
network. Residual costs are therefore recovered from other network customers  

 
14.  Where Residual costs – “costs remaining to be allocated after the primary allocation method(s). For 

distribution injection pricing, this refers to remaining costs after incremental costs are allocated”  
 
15. These residual costs, as defined above, are based on existing assets at the time of the DG connection. 

Overtime these assets will need replacing, primarily due to end of life. At the time of replacement, it is 
our view that these are no longer a residual cost as the DG now is an existing customer.  

 
16. Therefore, they should contribute to that asset from that point, however under the proposed 

incremental cost rule the cost would fall on consumers. This could be the case even if generation is the 
primary driver of network activities. The provision to charge for accelerated asset wear does not 
address this. 

 
17. Maintaining the incremental rule could also have unforeseen consequences for DG providers. For 

example, as assets require replacement, they may only be designed to meet the needs of consumers 
given DG have not contributed to the provision of these assets. At that point DGs would be required to 
pay a capital contribution for the extra capacity and future lines costs. If they were charged as proposed 
in 11 on network usage from the time of connection, then they maintain their current supply at no 
cost.   

 
18. If the Authority does proceed with the incremental cost principal TEL does support the concept of 

recovering all the additional costs associated with DG.  
 






