
 

 

 

 

29 March 2022  

 

 

Andy Burgess 

Head of Energy, Airports, and Dairy Regulation  

Commerce Commission 

 

Email: regulation.branch@comcom.govt.nz   

 

Dear Andy 

Re: Cross submission for GPB DPP3 

Nova Energy (“Nova”) is pleased that other industry parties1 are aligned with Nova in their opposition 

to allowing the gas pipeline businesses (GPBs) to apply an accelerated depreciation rate on their fixed 

assets from 1 October 2022 (DPP3). There also appears to be broad acknowledgement that the gas 

sector is not facing a rapid drop-off in production and distribution over DPP3, and that there is no solid 

foundation in fact or in Government policy settings that there will be a complete phase out of gas from 

production and use by 2050. It is also surprising that the Commission has not taken into consideration 

that natural gas pipeline infrastructure could also be used for biogas or hydrogen given that pipeline 

companies have been actively promoting and pursuing investigation of such alternative future uses for 

their pipelines. 

Specific cross submission comments: 

1) Munro Duignan 

Nova fully supports the case put forward by Munro Duignan, in opposition to the proposed price 

increases, and notes that he makes the same point as Nova that the Commission’s primary concern 

with the justification for network maintenance and investment can be ameliorated by allowing an 

increased depreciation rate on new capital expenditure only2.  

Nova also agrees with Munro Duignan3 that the terms of the Commerce Act are not well aligned with 

the circumstances of an industry that the Commission has determined is in decline. As such the issues 

the Commission is attempting to address should be part of an input methodologies (IM) review4, rather 

than disadvantaging producers and consumers of gas by increasing transport costs at this time. 

The DPP3 consultation process has moved outside the usual bounds of a price review with the proposal 

to bring forward the cash returns for the GPBs. Nova accepts that the Commission is aiming at a NPV 

neutral price path for the GPBs, but that does not hold true for producers and consumers that have a 

much higher cost of capital, i.e. the discounted present value of paying higher prices now will not be 

adequately compensated by the discounted value of lower prices in the future for parties with higher 

risks, and subsequently higher costs of capital.  

 
1 Major Gas Users Group, Major Electricity Users Group, Fonterra, Munro Duignan, Greymouth Gas 
2 Munro Duignan, third paragraph 
3 Quote ‘the GPB IM Amendments Reasons Paper proposes a major change in one of the  fundamental IMs 

outside of the overall review of IMs that is already been underway.’ 
4 Major Electricity Users Group (para 4.) 
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Given the materiality of the change in transmission prices and costs and the change in the default price 

path setting process, Nova supports Munro Duignan’s and MEUG’s suggestion that parties should be 

given further opportunity to present their views and supporting evidence to the Commission before a 

final decision is made.  

 

2) Powerco 

Nova’s proposal for accelerated depreciation on new expenditure only is consistent with Powerco’s call 

for “A pragmatic approach to demand and expenditure allowances which supports gas pipeline 

businesses considering future stranding risk in their investment decisions.5” Nova agrees with Powerco 

that “Ultimately the regulatory framework should support capex investment where it is an efficient 

solution to maintain a safe and reliable network for DPP3 and beyond (6.60).”  

Nova is not aware of the GPB’s having considered the option of accelerated depreciation on new 

investments only.  This option allows them to meet their obligation to shareholders to preserve and 

maximise the value of their existing assets, as well as enabling them to invest in their networks.   

3) Vector 

Vector argues6, that the DPBs are not adequately compensated for the stranding risk in the equity beta 

and WACC applied by the Commission. Yet the stranding risk is still by no means a certainty. That risk 

also needs to be considered in the context that remaining gas reserves have only ever been assessed 

on a probability basis (Pohokura production being a case in point). There is no certainty that gas 

consumption will be restricted or won’t be replaced by low carbon alternatives, i.e. the risk of stranding, 

or reduced volumes, has always been present in gas transmission and distribution activities. 

It was determined in 2003 that the economically recoverable reserves from the Maui gas field at the 

Maui contract price was 370PJ. The Maui Contract expired in 2009. The life of the gas transmission 

assets has already extended well beyond the original expectations of the life of the primary gas fields 

that underwrote their development (Maui and Kapuni). 

Climate change policy is just another extraneous risk to gas transmission volumes that is reflected in 

the WACC, and as such, no specific provision for the climate change risk is necessary in determining 

the GPBs returns. 

Nova agrees with Powerco that it is reasonable to continue with price control rather than changing to 

revenue control. Vector calls for a change in the form of control to a revenue cap. Vector refers to falling 

gas volumes as a problem (which is likely covid-19 related rather than any other underlying factors). 

Much of Vector’s revenue however comes from residential connections, for which gas volumes7 are not 

particularly significant. 

The merits of price versus revenue caps should be reserved for the next IM review. Vector 

acknowledges that price control provides an incentive to grow the number of connections. Price control 

also provides an incentive to maintain existing network connections. 

 

 
5 Similarly Vector, para 66. 
6 Paras 76 – 81. 
7 Major Gas Users Group para 84 



4) Major Gas Users Group 

The Major Gas Users Group raises several valid concerns, including the risk that providing for price 

increases exacerbates the risk of parties disconnecting from the distribution networks prematurely8, 

thereby aggravating rather that mitigating the risk of reducing gas connection numbers. The point is 

also well made that gas transmission and distribution costs are a function of the number of connections 

and their capacity rather than gas volumes, albeit that a volume component is applied to most charges. 

The point here is that while consumers may take actions to reduce their gas consumption over time, in 

a conscious effort to reduce their carbon emissions; this does not necessarily result in a significant 

reduction in revenues for the GDBs. However, increasing fixed connection charges by the amounts 

proposed will likely result in continuing gas consumption becoming an ‘all or nothing’ decision for many 

residential consumers.  

 

Yours sincerely 

  

Paul Baker 

Commercial and Regulatory Manager 

Email:  pbaker@novaenergy.co.nz  

 
8 Major Gas Users Group paras 101 - 104 


