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Executive Summary 

First Gas Limited (Firstgas) welcomes the opportunity to submit on the Commerce Commission’s draft decision 

for the Default Price-Quality Path (DPP) for gas pipeline businesses (GPBs) from 1 October 2022 to 

30 September 2026 (DPP3). 

Firstgas generally supports the Commission’s draft DPP decision for our gas transmission business (GTB) and 

gas distribution business (GDB).  The Commission has set out a balanced and pragmatic approach to address 

the uncertainty facing gas pipelines businesses (GPBs), while also preserving opportunities to review 

regulatory settings at the upcoming Input Methodologies (IMs) review and at future price-quality path resets. 

Summary of recommended changes and outcomes from the final DPP3 decision 

We encourage the Commission to carefully consider the following three elements of the draft DPP decision 

when reaching its final DPP decision: 

• Using the starting price adjustment (Year 1 revenue) to reflect changes in the estimated 

revenue requirement, while capping annual price changes within the regulatory period at 10%. 

The draft decision caps both the starting price adjustment and annual rates of change at 10% in real 

terms. We believe that capping starting price adjustments is unnecessary and results in different GPBs 

facing different levels of capital recovery risk. A better regulatory approach is to use starting price 

adjustments to increase (or decrease) revenues to levels that reflect underlying costs and risks, while 

smoothing revenue profiles within the regulatory period based on a maximum 10% real annual rate of 

change. Leaving other decision elements unchanged, this would result in starting price adjustments of 

around 14% for our GTB and 20% for our GDB. This is less than adjustments at past DPP resets, such 

as the 23% reduction in GTB prices made at the 2013 DPP reset and the 20% reductions for Vector 

and Firstgas GDBs at the 2017 DPP reset. 

• Maintaining the overall balance between recovering capital in this regulatory period and future 

periods. The draft DPP decision accelerates capital recovery when compared to existing regulatory 

settings, but also reflects a series of judgements that limit capital recovery over DPP3 and result in 

suppliers bearing risk that is not reflected in the regulatory WACC. We accept that there is no precise 

formula for determining the right balance between higher prices now and higher prices later, and there 

is uncertainty around many of the parameters chosen in the draft DPP decision. In our view, the overall 

balance struck in the draft DPP decision should be maintained to support continued investment in gas 

pipelines, while preserving future opportunities to revisit depreciation allowances as new information 

emerges and capital recovery risks change. 

• Refining expenditure allowances by incorporating FY2021 information. The Commission 

signalled in the draft decision that it would review the latest set of information disclosures for FY2021 

and use this information as appropriate. Our view is that FY20211 disclosed costs provide a better 

basis for the DPP reset than FY2020 since they provide the most recent cost information and are less 

impacted by COVID-19 disruptions (at least for non-Auckland GPBs). 

We support the introduction of accelerated depreciation at this DPP reset 

Firstgas agrees with the proposed introduction of accelerated depreciation for DPP3 and with the approach to 

determining appropriate depreciation allowances. As discussed in our prior submission,Error! Bookmark not defined. 

we see capital recovery risk and potential longer term price escalation as the major issue to be addressed at 

this reset.  The Commission’s draft decision engages with this issue and introduces a regulatory mechanism 

that reflects its materiality and is tailored to the circumstances of individual GPBs.  We endorse the 

Commission’s statements about the importance of financial capital maintenance (FCM) to the regulatory 

 

1 We provided the Commission with our FY2021 Information Disclosures on 21 February 2022 (ahead of the required publication date) 

to assist with the DPP3 reset process (as per Request for Information no. FG-ID1). 
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framework and the need to act now to ensure that FCM is achieved for GPBs.2  These statements support not 

only ongoing investment in gas pipelines, but also give confidence to other regulated infrastructure businesses 

in New Zealand that the framework can adapt to changing circumstances.   

We strongly support the Commission introducing accelerated depreciation now, rather than waiting until later 

regulatory control periods (as suggested by some submitters).3 Work by Frontier Economics shows that 

accelerating depreciation now is expected to reduce the maximum price rises facing consumers by almost half 

(see Figure 2 of this submission).  We have evaluated whether affordability concerns warrant a different 

approach to this DPP and conclude that recent trends in energy prices support accelerated capital recovery 

risk in DPP3. Delivered gas prices have fallen in real terms in recent years and are remain competitive with 

other energy options. Furthermore, shippers / retailers have incentives to manage consumer impacts to 

maintain their competitiveness and GPBs retain flexibility in pricing methodologies to address affordability 

impacts.  

The Commission has made several regulatory judgements in formulating the draft DPP decision that limit the 

speed of capital recovery to suppliers. These include assuming ongoing supplier revenue after 2050, setting a 

relatively long period for prices to increase of six years, and applying a 10% cap on annual revenue increases. 

We estimate that the judgements made by the Commission to moderate accelerated depreciation have 

reduced the rate of change in our transmission revenue from around 24% per year to 10% per year. This 

reflects a difficult trade-off between providing GPBs with assurance of capital recovery while managing near-

term impacts on consumers. Overall, we think that the Commission has got the balance about right.  

Pragmatic approach to changes for DPP3 

Firstgas believes that the Commission has taken a pragmatic approach to other changes introduced for DPP3, 

generally drawing on approaches adopted at the DPP1 and DPP2 resets.4   

We support the Commission adopting a four, rather than five-year, period for DPP3.  As outlined in our 

submission on the process and issues paper,5 we believe this is a pragmatic option that will provide time for 

the Commission to complete the 2023 IMs review process,6 for greater policy direction to emerge from the 

Government’s first Emissions Reduction Plan (ERP), and for the National Energy Strategy to be completed 

(expected June 2024). These work programmes and milestones will provide greater clarity of direction for the 

next regulatory period for GPBs. We also endorse the reasons the Commission has stated in Table X5 of the 

reasons paper on why the shortest possible length of regulatory period is in the best interest of consumers.7 

We also support the approach that the Commission has used to scrutinise the operating and capital 

expenditure of GPBs. The approach is consistent with the intent of a low-cost DPP model, with focus at this 

reset primarily given to addressing capital recovery risks. We endorse the Commission’s draft decision to 

continue with the existing quality standards for DPP3. There is no evidence to suggest a change is required 

 

2 For example, paragraph X19.1 and paragraph 2.45, Default price-quality paths for gas pipelines for 1 October 2022, Commission’s 

draft reasons paper, 10 February 2022, https://comcom.govt.nz/__data/assets/pdf_file/0027/276543/Gas-DPP3-draft-DPPs-for-gas-
pipeline-businesses-from-1-October-2022-Draft-reasons-paper-10-February-2022.pdf 
3 Re: GPB DPP3 Reset –Process and Issues Paper- Cross Submission, MGUG cross-submission to the Commerce Commission, 

13 September 2021, https://comcom.govt.nz/__data/assets/pdf_file/0031/266179/MGUG-cross-submission-Gas-DPP-2022-process-
and-issues-paper-13-September-2021.pdf    
4 DPP 2, 1 October 2017 to 30 September 2022. 
5 Resetting DPPs for gas pipeline businesses from 1 October 2022: Process and issues paper, Firstgas submission to the Commerce 

Commission, 30 August 2021, https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_DPP-reset-issues-_-process-paper_Aug-
2021.pdf  
6 As outlined by the Commission in its Notice of Intention – Input Methodologies Review 2023, 23 February 2022, 

https://comcom.govt.nz/__data/assets/pdf_file/0034/277387/IM-review-notice-of-intention-to-commence-IM-review-23-February.pdf  
7 See page 19, Default price-quality paths for gas pipelines for 1 October 2022, Commission’s draft reasons paper, 10 February 2022, 

https://comcom.govt.nz/__data/assets/pdf_file/0027/276543/Gas-DPP3-draft-DPPs-for-gas-pipeline-businesses-from-1-October-2022-
Draft-reasons-paper-10-February-2022.pdf  

https://comcom.govt.nz/__data/assets/pdf_file/0027/276543/Gas-DPP3-draft-DPPs-for-gas-pipeline-businesses-from-1-October-2022-Draft-reasons-paper-10-February-2022.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0027/276543/Gas-DPP3-draft-DPPs-for-gas-pipeline-businesses-from-1-October-2022-Draft-reasons-paper-10-February-2022.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0031/266179/MGUG-cross-submission-Gas-DPP-2022-process-and-issues-paper-13-September-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0031/266179/MGUG-cross-submission-Gas-DPP-2022-process-and-issues-paper-13-September-2021.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_DPP-reset-issues-_-process-paper_Aug-2021.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_DPP-reset-issues-_-process-paper_Aug-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0034/277387/IM-review-notice-of-intention-to-commence-IM-review-23-February.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0027/276543/Gas-DPP3-draft-DPPs-for-gas-pipeline-businesses-from-1-October-2022-Draft-reasons-paper-10-February-2022.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0027/276543/Gas-DPP3-draft-DPPs-for-gas-pipeline-businesses-from-1-October-2022-Draft-reasons-paper-10-February-2022.pdf
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here, nor were changes to the quality standards raised as an issue by stakeholders submitting on the 

Commission’s process and issues paper.8 

While we have not suggested any changes in regulatory approach, we have identified some areas where 

expenditure allowances in the draft DPP decision could be improved to better reflect underlying costs. This 

includes ensuring that base year expenditure reflects all efficient costs (which for Firstgas includes a Term 

Credit Spread Different (TCSD) and Software as a Service (SaaS) Opex costs) and correcting the growth rate 

for the Firstgas GDB to better account for the 15 months of data presented in our 2017 IDs. We also provide 

evidence to support an increase in Asset Replacement and Renewal (ARRC) Capex for our GDB above historic 

levels.  This uplift in costs reflects the work that we believe is needed to address increasing reliability risks and 

maintain a safe and reliable distribution network.   

In this submission we also provide additional evidence on future fuels (alternative gases) expenditure. We 

accept the definition that the Commission has applied to the regulated service, with “natural gas” being capable 

of incorporating blends of other gases that do not require consumer changes. We believe that our existing 

work programme meets this definition. Regardless of legal interpretation or allowed expenditure, our main 

concern is to ensure that pipeline businesses have incentives to invest in preparing networks for a future that 

makes a positive contribution to New Zealand’s net zero target. We believe the draft DPP decision achieves 

this outcome. 

Draft decision achieves most of the outcomes proposed for the DPP reset 

In our submission on the Commission’s open letter that kicked off the DPP reset process, we proposed the 

following three outcomes that the Commission should seek to achieve:9  

1. Reducing the risk of future price escalation and economic asset stranding 

2. Continuing to provide sufficient incentives to invest to maintain reliable gas infrastructure 

3. Preserving the option of using gas infrastructure for zero carbon gases in the future 

We believe that these three outcomes remain valid in ensuring that the regulatory framework remains “fit for 

purpose” for DPP3.  Table 1 below evaluates the extent to which we consider that the draft DPP decision has 

achieved these three outcomes. 

 

8 Re: GPB DPP3 Reset – Process and Issues Paper, MGUG submission to the Commerce Commission, 30 August 2021, 

https://comcom.govt.nz/__data/assets/pdf_file/0024/264390/Major-Gas-Users-Group-Submission-on-Gas-DPP-2022-process-and-
issues-paper-August-2021.pdf   
9 Firstgas response to open letter on fit for purpose regulation, Firstgas submission to the Commerce Commission, 28 May 2021, 

https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf  

https://comcom.govt.nz/__data/assets/pdf_file/0024/264390/Major-Gas-Users-Group-Submission-on-Gas-DPP-2022-process-and-issues-paper-August-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0024/264390/Major-Gas-Users-Group-Submission-on-Gas-DPP-2022-process-and-issues-paper-August-2021.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf
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Table 1:  Assessment of decision against outcomes sought from DPP3  

Outcome sought Impact of draft DPP decision 

a) Reducing the 
risk of future 
price escalation 
and economic 
asset stranding 

 • The draft decision recognises the need to make changes to maintain FCM, 
while leaving some risk with asset owners 

• Tailored accelerated depreciation allowances for each GPB recognise 
different network age / composition of networks 

• The parameters used to determine acceleration factors could be specified 
differently to better address long-term risks, but we recognise the desire to 
balance long-term capital recovery with near-term consumer impacts. 

b) Continuing to 
provide 
sufficient 
incentives to 
invest to 
maintain reliable 
gas 
infrastructure 

 • Commitment to FCM improves prospects for recovering ongoing capital 
investment, without completely removing supplier risk and incentives 

• Approach to setting expenditure allowances for DPP3 restricts cost inflation 
(e.g., by not allowing any margin over historical spend), while remaining 
broadly consistent with Asset Management Plan (AMP) forecasts 

• Some improvements to expenditure allowances are possible and are 
suggested in this submission, together with supporting information.  

c) Preserving the 
option of using 
gas 
infrastructure for 
zero carbon 
gases in the 
future 

 • Legal interpretation of regulated service appears to constrain Commission’s 
mandate. This may be the subject of future legislative reform 

• Within the Commission’s definition of the regulated service, we believe 
further activities should be recognised and funded (such as the hydrogen 
trial programme). These will not have material impacts on consumer prices 
in DPP3 but fall within the definition adopted by the Commission 

• Pipelines retain strong incentives to position infrastructure for a repurposing 
scenario and higher depreciation allowances help to position industry better 
for required changes. 
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1. Introduction 

First Gas Limited (Firstgas) welcomes the opportunity to submit on the Commerce Commission’s 

(Commission) draft reasons paper “Default price-quality paths for gas pipelines for 1 October 2022” and the 

supporting draft reasons paper “Proposed amendments to input methodologies for gas pipeline businesses 

related to the 2022 default price-quality paths” released on 10 February 2022.   

We are making this submission on behalf of our gas transmission business (GTB) and gas distribution business 

(GDB). Nothing in this submission is confidential. 

1.1 Structure of this submission 

This submission discusses the following key points and our recommendations to inform the Commission’s final 

DPP decision: 

• Section 2 explains why we support accelerating depreciation now and our view that the approach in 

the draft decision appropriately balances near-term and longer-term considerations  

• Section 3 describes the impact this draft decision will have on customers’ pricing and why we consider 

that affordability is best managed by accelerating depreciation now 

• Section 4 sets out our comments and recommendations on the DPP3 mechanisms and proposed 

expenditure allowances for our GTB and GDB  

• Section 5 outlines our support for the new capital expenditure (Capex) re-openers and treatment of 

operating leases, and suggests an improvement for DPP compliance reporting 

• Section 6 considers the issues around future fuels (alternative gases) and explains why our planned 

expenditure in this area meets the definition of the regulated service proposed by the Commission 

(see additional information on our hydrogen trial programme in Attachment 2) 

• Section 7 concludes with some brief observations on the upcoming 2023 IMs review and the need to 

coordinate with broader government policies addressing the gas transition pathway. 

1.2 Supporting material  

Together with Vector and Powerco, Firstgas commissioned Frontier Economics to review the Commission’s 

asset stranding model that plays an important role in the draft DPP decision. Firstgas, Vector and Powerco 

have collectively submitted a slide pack from Frontier Economics that steps through two issues that it identified 

in its review of the Commission’s asset stranding model. We comment on this work in Section 2 of this 

submission. 

The Gas Infrastructure Futures Working Group, of which Firstgas is a member, has also submitted its Initial 

Analysis paper to the Commission as part of this consultation process.  The Initial Analysis Paper reports on 

work that started in October 2021 to provide more detailed quantitative and qualitative analysis to inform policy, 

regulatory, business, and consumer decisions on the future of gas infrastructure. The work involved developing 

a financial model and model inputs – including demand, pricing, and expenditure assumptions – to enable 

analysis of the potential impacts on gas consumers, gas infrastructure businesses, and Government over a 

35-year horizon. 

We reference these reports where relevant in this submission. 



 

© First Gas Limited     8 

1.3 Contact details 

For any questions regarding our submission, please contact: 

Ben Gerritsen 

General Manager, Customer and Regulation 

Ben.Gerritsen@firstgas.co.nz 

021 911 946 

. 

mailto:Ben.Gerritsen@firstgas.co.nz
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2. Capital Recovery 

Section 3 of the draft DPP decision provides a useful summary of the context in which the gas pipeline DPP is 

being reset. The New Zealand Government has set a legislative target to achieve net zero carbon emissions 

by 2050, which creates significant uncertainty for future natural gas demand. In this context, we welcome the 

allowances provided in DPP3 to accelerate depreciation, since this helps to address the concerns that capital 

providers would otherwise have about investing in gas pipeline services at this time. 

In this section we evaluate the draft DPP decision against the principles applied by the Commission for its 

regulatory decisions. We explain why we see the draft decision as a genuine balance between accelerating 

capital recovery and managing other considerations, including consumer impacts. We discuss the findings of 

an external review of the Commission’s modelling for accelerated depreciation completed by 

Frontier Economics, and we conclude by commenting on implementation issues. 

2.1 The Commission’s regulatory principles support accelerated depreciation 

We have reflected on the economic principles discussed in paragraphs 2.45 – 2.49 of the draft DPP decision 

and our view is that they are achieved through the proposed approach to capital recovery proposed for DPP3: 

• Real financial capital maintenance (FCM). Accelerating depreciation is critical to achieving FCM at 

this DPP reset. The Commission’s modelling for the draft DPP decision broadly aligns with consultant 

reports into this issue that we have commissioned10 and the work of the Gas Infrastructure Futures 

Working Group. Each piece of analysis finds that under current regulatory settings and assumed asset 

lives, gas pipelines face a real risk of not earning back their invested capital from future revenues. 

• Allocation of risk. The risk of future declines in natural gas usage are driven to a large extent by 

policy decisions and the resulting decisions of energy consumers. GPBs have very little control over 

that risk. However, we believe that there are ways to allocate network utilisation risk that provide GPBs 

with “skin in the game” to actively promote solutions that will enable the infrastructure to be used. As 

explained in this submission (Section 6), we believe that GPBs have strong incentives to explore 

alternative gases such as hydrogen and biogas, and we intend to continue exploring options that will 

see our assets used in a net carbon zero energy system. 

• Asymmetric consequences of over- and under-investment. The asymmetric consequences of 

over- and under-investment in gas pipelines support measures to ensure that investors continue to 

allocate capital to maintaining pipeline infrastructure. A clear example of asymmetric consequences in 

gas pipeline investment comes from contrasting the 2011 Maui pipeline outage with the recent Pariroa 

investment project. In the first case, pipeline investment did not occur ahead of an integrity failure 

because the threat to the pipeline was not known. The economic cost of the pipeline outage was 

estimated to be around $200 million.11 More recently, early detection of pipeline integrity risks at 

Pariroa ensured that investment could be made ahead of failure at a cost of around $8 million. While 

the underlying facts in both situations were similar, not identifying the risk and investing accordingly in 

2011 led to economic costs that were over 20x higher than investing ahead of time to prevent the 

outage. We continue to invest in technology to identify these risks even earlier (for example through 

the use of LIDAR for very early identification of geotechnical risks), therefore reducing both risk and 

cost.   

 

 

10 The case for a nominal returns framework for regulated gas networks in New Zealand, Frontier Economics, 27 August 2021, 

https://comcom.govt.nz/__data/assets/pdf_file/0030/264396/Powerco-Vector-and-Firstgas-Frontier-Economics-Target-return-for-NZ-
GPBs-report-Submission-on-Gas-DPP-2022-process-and-issues-paper-27-August-2021.pdf  
11 Review of the Maui Pipeline Outage of October 2011, October 2012, Ministry of Business, Innovation and Employment, 

https://www.mbie.govt.nz/assets/52fe4c4bd3/review-maui-pipeline-outage-october-2011.pdf  

https://comcom.govt.nz/__data/assets/pdf_file/0030/264396/Powerco-Vector-and-Firstgas-Frontier-Economics-Target-return-for-NZ-GPBs-report-Submission-on-Gas-DPP-2022-process-and-issues-paper-27-August-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0030/264396/Powerco-Vector-and-Firstgas-Frontier-Economics-Target-return-for-NZ-GPBs-report-Submission-on-Gas-DPP-2022-process-and-issues-paper-27-August-2021.pdf
https://www.mbie.govt.nz/assets/52fe4c4bd3/review-maui-pipeline-outage-october-2011.pdf
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2.2 Draft DPP decision does not address all capital recovery risk facing GPBs 

In the draft DPP decision, the Commission has made several judgements to derive the inputs and parameters 

specified in its models. This is not unusual for regulatory decisions, although the change in depreciation 

allowances at this reset means that it is appropriate for those judgements to be transparent and evaluated by 

stakeholders.  

Our assessment is that the Commission has reached a balanced outcome in its approach to accelerated 

depreciation (primarily reflected through the “asset stranding model”). While we do not agree with all of the 

regulatory choices made to estimate depreciation allowances that are consistent with achieving FCM, we 

accept that the choices each fall within a plausible range of likely values given the uncertainty involved. 

As an initial point, the Commission has removed non-depreciating assets from its asset stranding model. This 

is around $67 million of RAB for our GTB. While this is appropriate (since non-depreciating assets don’t require 

accelerated depreciation), it does leave the risk of recovering the value of those assets with the GTB. While it 

is possible that some of these assets may have value in alternative uses, it is also possible that the value is 

much lower than currently reflected in our regulatory accounts.  

To illustrate the balanced nature of the outcome in the draft DPP decision, we have reviewed the regulatory 

choices made in the asset stranding model against a set of choices that would provide greater confidence on 

capital recovery. Table 2 shows the impact that each of these choices would have on the rate of change 

required for our GTB. The simplest example is removing the cap on the annual rate of change in revenue, 

which would enable full recovery of the costs estimated in the Commission’s modelling and result in an annual 

real price increase over the DPP3 period of 11.49%. As we note in Section 4 of this submission, we believe 

that the Commission can better address this issue through the starting price adjustment. Another example is 

that the modelling assumes linear declines in Opex and Capex out to 2050. Adjusting these profiles to reflect 

higher long-term cost levels would result in higher required revenues.  

Table 2:  Impact of regulatory choices to balance capital recovery and affordability (GTB) 

Regulatory choice Issue Impact on annual 
real price changes 

Annual real price change (draft DPP decision) 10.00% 

Remove cap on annual rate of 
change 

Capping the rate of change at 10% increases long-term 
capital recovery risks  

1.49% 

Increase long-term Opex by 
50% in stranding year 

Limited information available on long-term Opex – fixed 
operating costs may be higher than modelled 

0.58% 

Increase long-term Capex by 
25% from 2027 

Limited information available on long-term Capex – safety 
and reliability investment may be higher than modelled 

0.89% 

Bring stranding year forward to 
2040 

Decline in gas usage and pipeline demand may occur faster 
than modelled 

3.56% 

Remove post-2050 revenue  Ability to continue to earn revenue post 2050 is highly 
uncertain 

1.36% 

Shorten ramp-up period to 
4 years 

Longer ramp-up period increases long-term capital recovery 
risks  

3.80% 

Impact of interaction between regulatory choices 2.00% 

Annual real price change (adjusted for regulatory choices shown) 23.68% 

 

The combined effect of the regulatory choices made in the draft DPP decision is to reduce annual real price 

changes from around 24% to just 10%. To be clear, we are not submitting that the Commission should have 

made regulatory choices that result in annual transmission revenue increases of 24% at this reset – rather, 

this analysis shows the effect of consciously balancing capital recovery requirements with affordability. These 

choices result in suppliers bearing risk that is not reflected in the regulatory WACC. 
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The fact that suppliers still retain some risk of asset stranding is consistent with the recent work of the 

Gas Infrastructure Futures Working Group, which looked at the likely impact of accelerated depreciation. The 

Group’s Initial Analysis paper tests a sensitivity of accelerating depreciation by 50% and finds that even with 

that faster capital recovery, supplier RABs would still be worth $582 million in present value terms.12 While 

there are differences between the two models (for example the Group’s sensitivity analysis models cash flows 

to 2045), the outcome is consistent – accelerated depreciation does not insulate suppliers completely from 

asset stranding risks.  

Perhaps the most significant risk that remains is that suppliers ultimately face the risk of recovering the MAR 

from prices charged to customers. As we discuss in the next section of this submission, affordability is 

important to us when setting prices and we will carefully consider how best to reflect higher revenue allowances 

in the prices we charge to different customer groups. Again, the Gas Infrastructure Futures Working Group 

analysis sheds some light on the materiality of this risk and shows that the financial impacts on not being able 

to recover MAR could be substantial.13 

2.3 External review of Commission’s accelerated depreciation model 

Vector, Powerco and Firstgas jointly commissioned Frontier Economics to review the modelling that underpins 

the Commission’s calculations of accelerated depreciation. The Frontier Economics work has been submitted 

separately under a joint cover letter from the three GPBs. 

In the presentation of its results, Frontier Economics summarises two problems that it has identified with the 

Commission’s modelling:  

• Issue 1: The MAR profile in the financial model differs from the MAR profile in the asset stranding 

model. Our understanding is that this issue arises from the choice to equate depreciation within DPP3 

across the two models, rather than equating the MAR. The Commission’s approach seems reasonable 

to us given the purpose of the asset stranding model to inform acceleration factors and total 

depreciation allowances for DPP3. Nevertheless, the Commission should consider this issue in its final 

DPP decision. 

• Issue 2: The forecast RAB in the asset stranding model does not reflect the depreciation needed to 

achieve FCM. Our understanding is that this is a modelling error that should be corrected in the model 

used for the final DPP decision. Frontier concludes that this does not result in over- or under-recovery 

over the long-term but does affect the timing of revenue. 

The review did not identify any other issues with the asset stranding model, which provides confidence that 

the model is fit for purpose for DPP3. Nevertheless, we encourage the Commission to consider the two distinct 

issues identified by Frontier Economics and make any changes required. 

2.4 Flexible approach to implementation appears useful 

The Commission has not been prescriptive in how overall depreciation allowances will be recovered via 

specific asset classes – proposing instead for suppliers to have flexibility in their approach to determine 

whether particular assets should be depreciated more quickly. While this will require some additional analysis 

(and therefore possibly compliance costs), we believe that it is consistent with the low-cost regulatory approach 

to DPPs and that it aligns with the flexibility that suppliers have when determining pricing methodologies (within 

the guidance provided by the Commission’s pricing principles). 

We see some benefit in being able to have non-standard depreciation across different elements of our asset 

base. For example, if an integrity issue requires some capital to reach the end of life of a network / system or 

 

12 Page 20, NZ Gas Infrastructure Future: Initial Analysis Paper, Gas Infrastructure Future Working Group, March 2022. 
13 See revenue recovery graphs in Figure 4.1 on page 17 of the Group’s Initial Analysis Paper. 
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a short-term transition growth investment is required, then we could assess capital allocation based on the 

individual returns provided by specific investments.  

The Commission has also not proposed that pipelines be required to apply for accelerated depreciation (a 

process that is required for EDBs). This makes sense given that the long-term capital recovery risk created by 

New Zealand’s net zero legislation creates broadly similar risks for all GPBs. Applications only make sense 

when individual supplier circumstances dictate the need for accelerated depreciation, which is the case for 

EDB accelerated depreciation and CPPs. 

We understand that the Commission will have the opportunity to look at the parameters for adjusting the rate 

of accelerated depreciation for each GPB as part of the upcoming IMs review. We believe this could be 

valuable in refining the approach based on early experience.  
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3. Consumer pricing and affordability 

We acknowledge that this draft DPP decision (if finalised) will have a material impact on the cost of gas 

transmission and distribution services charged to shippers and energy retailers, and that this may be passed 

on to end consumers. 

The reasons paper estimates an increase of “an increase of about 4.5% per annum on average for each of the 

four years of DPP3. For a typical annual household gas bill of about $1,275 this will be an increase of around 

$55 per year for each of the four years.”14  This contrasts with the last DPP reset for GPBs (DPP2) where the 

Commission estimated an approximately 6% reduction in average household consumers bills.15   

3.1 Role of shippers / retailers in the gas supply chain 

When considering price impacts, it is often assumed that all of the estimated increase in pipeline charges is 

passed through by shippers / retailers to end users. In fact, gas shippers / retailers have the task of managing 

and aggregating a range of different input costs, including wholesale gas, carbon, pipelines charges, metering, 

and their own costs to serve. Increases in pipeline charges may be offset by decreases in other cost 

components and to the extent that gas retailers currently earn favourable margins on gas, they may also be 

prepared accept lower margins to maintain the competitiveness of the fuel.16  Energy retailers can also recover 

the charges through a variety of different tariffs across different customers groups, leading to the price 

increases not being consistently applied across all groups.  

These pricing dynamics combine to make assessments of affordability complex and potentially incorrect. This 

is therefore another area where regulatory consistency has value. The Commission’s previous decisions have 

not set requirements for energy retailers to pass-through changes in regulated tariffs when they fall – and the 

Commission would clearly be reluctant to do so when they rise. This can frustrate regulated suppliers when 

regulated prices fall,17 but is beneficial when regulated prices rise. We submit that just as infrastructure cost 

decreases may not find their way into lower bills for consumers, higher gas pipeline tariffs may also not be 

passed through. The rate of pass-through will depend on the overall cost structure facing shippers / retailers 

and the risk to shipper / retailer margins in maintaining the overall competitiveness of gas. 

3.2 Recent trends in the delivered price of gas and electricity  

Delivered gas prices appear well-placed, relative to other energy options, to accommodate increases without 

demand destruction. Figure 1 plots real gas and electricity prices over the past 20 years using data from the 

Ministry of Business, Innovation and Employment (MBIE). This shows that after a period of increase in the 

early 2000s, delivered energy prices have been relatively stable over the past 10 years. The overall impact of 

these changes is that gas prices have decreased in real terms, while electricity prices have increased. This is 

particularly striking for industrial users, where gas prices have fallen by around 20% since 2010 while electricity 

prices have increased by 40%. 

 

14 Paragraph X46, Commission’s reasons paper. 
15 Slide 9, Stakeholder briefing for gas DPP decision, 31 May 2017, Commerce Commission, 

https://comcom.govt.nz/__data/assets/pdf_file/0016/62251/Stakeholder-briefing-for-Gas-DPP-decision-31-May-2017.pdf  
16 Our understanding is that natural gas sales to residential customers are higher than electricity sales. For example, in 2017 

Genesis Energy estimated its residential gas sales margin at 21% compared to 9% for electricity: see slide 8 Presentation title Here 
(windows.net) 
17 See for example Lines charge reductions don't make their way to consumers' pockets | ENA  

https://comcom.govt.nz/__data/assets/pdf_file/0016/62251/Stakeholder-briefing-for-Gas-DPP-decision-31-May-2017.pdf
https://gesakentico.blob.core.windows.net/sitecontent/genesis/media/new-library-(dec-2017)/about_us/investor/reports%20and%20presentations/pdfs/presentations/acquisition-of-nova-energy-retail-lpg-business-presentation.pdf
https://gesakentico.blob.core.windows.net/sitecontent/genesis/media/new-library-(dec-2017)/about_us/investor/reports%20and%20presentations/pdfs/presentations/acquisition-of-nova-energy-retail-lpg-business-presentation.pdf
https://www.ena.org.nz/news-and-events/news/lines-charge-reductions-dont-make-their-way-into-consumers-pockets/
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Figure 1:  Delivered gas and electricity prices (2001-2020)18 

 

3.3 Approach to future pricing  

Given the estimated price increases from this reset, Firstgas will look to manage the customer impacts through 

our approach to future pricing methodologies. We can review how future allowed revenues should be allocated 

to different services and consumer groups and recovered by different tariffs (fixed, variable, demand based). 

We expect that some consumer groups will have a higher willingness to pay (WTP) than is currently being 

reflected through prices and this may well change over time, as different industries change and evolve. 

We remained committed to running an open dialogue and consultation approach with both transmission and 

distribution customers as we set future prices. This involves providing shippers and customers, who in turn 

represent the interests of end-consumers, with continued opportunities to provide feedback on pricing 

methodologies and any future changes to our pricing structures.  Our pricing methodologies will remain aligned 

with the Commerce Commission’s pricing principles,19 with importance being placed on avoiding price shock 

over the transition to DPP3.   

3.5 Benefits of the revenue wash-up and a smoothing mechanism  

We support the Commission’s decision to retain a revenue cap with a wash-up mechanism for our transmission 

business.  We also endorse the Commission’s decision to amend the DPP3 determination to enable revenue 

wash-ups from DPP2.  It is important that any over- or under-recovery of revenue from prior periods can be 

incorporated into pricing for future periods (a 2-year lag). 

With the continuation of the revenue wash-up mechanism, it is important to consider the pricing volatility that 

may arise from the “overs and unders” approach and the impact this has on customers. For example, the loss 

of a major customer or failure of a major gas field could lead to a large wash-up that could equate to a pricing 

increase of more than 10%. It is questionable why the wash-up needs to be recovered in a single year, rather 

 

18 Source: Real annual average fuel prices – 2020 prices, Annual NZD per GJ (real), Ministry of Business, Innovation & Employment, 

https://www.mbie.govt.nz/building-and-energy/energy-and-natural-resources/energy-statistics-and-modelling/energy-statistics/energy-
prices/  
19 Page 66, Gas transmission services input methodologies determination 2012, consolidating all amendments as of 3 April 2018, 

Commerce Commission, 3 April 2018 and page 69, Gas distribution services input methodologies determination 2012, consolidating all 
amendments as of 3 April 2018, Commerce Commission, 3 April 2018  

https://www.mbie.govt.nz/building-and-energy/energy-and-natural-resources/energy-statistics-and-modelling/energy-statistics/energy-prices/
https://www.mbie.govt.nz/building-and-energy/energy-and-natural-resources/energy-statistics-and-modelling/energy-statistics/energy-prices/
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than recovered over multiple years.  These concerns were echoed in the Major Gas Users Group (MGUG) 

submission,20 where they outlined the inter-period price volatility that arises from this form of control. 

In prior submissions, 2122 we have raised the idea of introducing an EV account for our GTB, using similar rules 

to those in place for Transpower.  We consider that this would promote greater price stability within a regulatory 

period, and it would be manageable to introduce as part of DPP3. Firstgas intend to raise this option as part 

of the Commission’s 2023 IMs review, as we believe this mechanism still has merit. 

 

 

20 Re: GPB DPP3 Reset – Process and Issues Paper, Major Gas Users Group submission to the Commerce Commission, 30 August 

2021,https://comcom.govt.nz/__data/assets/pdf_file/0024/264390/Major-Gas-Users-Group-Submission-on-Gas-DPP-2022-process-and-
issues-paper-August-2021.pdf  
21 Page 17, Firstgas response to open letter on fit for purpose regulation, Firstgas submission to the Commerce Commission, 28 May 

2021, https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf  
22 See page 17, Resetting DPPs for gas pipeline businesses from 1 October 2022:Process and issues paper, Firstgas submission to the 

Commerce Commission, 30 August 2021, https://comcom.govt.nz/__data/assets/pdf_file/0029/264395/Firstgas-Submission-on-Gas-
DPP-2022-process-and-issues-paper-30-August-2021.pdf  

https://comcom.govt.nz/__data/assets/pdf_file/0024/264390/Major-Gas-Users-Group-Submission-on-Gas-DPP-2022-process-and-issues-paper-August-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0024/264390/Major-Gas-Users-Group-Submission-on-Gas-DPP-2022-process-and-issues-paper-August-2021.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0029/264395/Firstgas-Submission-on-Gas-DPP-2022-process-and-issues-paper-30-August-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0029/264395/Firstgas-Submission-on-Gas-DPP-2022-process-and-issues-paper-30-August-2021.pdf
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4. DPP3 mechanics and expenditure allowances 

Firstgas generally supports the allowances that the Commission have proposed for our gas transmission and 

distribution businesses for the next four years. The draft decision enables sufficient expenditure for most (but 

not all) cost categories, ensuring that we can continue to provide a reliable and safe services for our customers 

and meet our quality standards for both networks. However, we do see an important distinction between 

starting price adjustments and rates of change that we believe should be reflected in the final DPP decision. 

We provide comments and recommendations on specific issues below that we believe should be incorporated 

into the Commission’s analysis as it determines its final revenue decisions and expenditure allowances for 

Firstgas.   

4.1 Distinguishing between starting price adjustments and rates of change 

We understand that imposing maximum annual rates of change helps to manage the affordability impacts of 

regulatory decisions. The 10% real price increase applied by the Commission through the draft decision has 

been used by the Commission before and therefore adds some level of predictability to the decision. 

However, we believe that starting price adjustments (which occur every 4- or 5 years) are different and should 

not be subject to cap of 10%. The reason that starting prices are reset periodically is to ensure that prices 

remained aligned with market conditions and efficient costs – and stakeholders generally understand that the 

factors driving underlying costs can change more than 10% over a 4 – 5-year period. As a result, a starting 

price adjustment of more than 10% may be required to reflect market conditions and efficient costs, even if 

revenue impacts are smoothed out over the regulatory period. 

We have assessed resulting starting price adjustments if the starting price adjustment is not capped at 10% 

for our GDB and GTB (which are the only GPBs capped in the draft decision). The results are shown in the 

table below with a starting price adjustment of around +20% for our GDB and +14% for our GTB. 

Table 3:  Revised starting price adjustments removing the 10% cap 

DISTRIBUTION      

Real MAR increases 2022 2023 2024 2025 2026 

Nominal MAR – SPA 24,646 30,883 35,022 39,098 43,543 

Nominal MAR increases %  25.3% 13.4% 11.6% 11.4% 

CPI  4.9% 3.8% 2.2% 2.0% 

CPRG  (0.7%) (0.7%) (0.7%) (0.8%) 

Real MAR increases SPA  20.252% 10.000% 10.000% 10.000% 

TRANSMISSION      

Real MAR increases 2022 2023 2024 2025 2026 

Nominal MAR – SPA 131,623 153,999 172,914 194,009 217,678 

Nominal MAR increases %  17.0% 12.3% 12.2% 12.2% 

CPI  2.7% 2.1% 2.0% 2.0% 

CPRG  - - - - 

Real MAR increases SPA  13.873% 10.000% 10.000% 10.000% 

 

We believe that this results in a fairer outcome across GPBs – since the starting price adjustment puts each 

supplier in the same position with respect to its capital recovery risk. Without these starting price adjustments 

some suppliers are more insulated from capital recovery risk than others, with the 10% effectively leaving 

Firstgas with more risk than other GPBs. 
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There is regulatory precedent for starting price adjustments of more than 10%. At the 2013 gas pipeline DPP 

reset, the Commission decreased gas transmission prices by 23%.23 At the 2017 gas pipelines DPP reset, the 

Commission decreased gas transmission prices by 10% and decreased Vector and Firstgas prices by around 

20%.24 If the regulatory framework caps starting price adjustments at 10%, then suppliers would reasonably 

expect this to have also acted as a collar on price decreases at previous resets.  

We therefore ask the Commission to revisit its approach to adjusting starting prices for our GTB and GDB to 

reflect revenue requirements that exceed the proposed cap of 10%. In our view, starting prices should enable 

full revenue recovery over the regulatory period (concentrating the change in the first year following the reset) 

with revenues then subject to a cap on the annual rate of change of 10%. 

4.2 Recommend FY2021 as base year for final DPP decision 

We recommend that the Commission uses FY2021 as the base year for the final DPP decision.  We raised 

this recommendation in recent submissions25 and have discussed this recommendation with Commission staff.  

We also provided the Commission with our FY2021 Information Disclosures (ID) ahead of the required 

publication date to assist with the DPP3 reset process.26  

We consider that using the most recent data set for our GTB and GDB is sensible as it provides the best 

reflection of our business as usual (BAU) costs.  Over DPP2, we have seen several changes to our cost base, 

driven by factors such as accounting rule changes (e.g., treatment of leases and software as a service costs) 

and our maturing approach to risk management (e.g., a new corrective maintenance process for distribution, 

increased monitoring of the distribution network, and leak surveys as part of our risk management of pre-1985 

polyethene pipe). These changes may be muted or excluded if FY21 is not used as the base year. 

FY2021 is also the first year that Firstgas has included the Term Credit Spread Differential (TCSD) allowance 

for both our transmission and distribution businesses in our IDs.  Firstgas issued long term debt during the last 

regulatory period, and regulatory allowances for DPP3 should provide for these additional efficient debt costs. 

4.3 Scrutiny of Asset Replacement and Renewal (ARR) Capex for our GDB 

As outlined in the draft decision, most Capex for our GDB is capped at average historic levels. While we are 

generally comfortable with this approach, we do not support this approach where cost changes are clear and 

justified. The Commission appears to agree, for example, by increasing compressor fuel costs in the draft 

decision to align with market expectations of the price of gas. We believe that a similar logic applies to asset 

replacement and renewal (ARRC) Capex for our GDB – where increases in ARR expenditure are driven by 

increasing reliability risk and projects costs that do not relate to historic averages. 

ARR Capex for our GDB is centred around the replacement of the pre-1985 polyethylene (PE) pipes on our 

network. In short, PE pipe manufactured before 1985 was made with a polymer structure that over time is 

susceptible to cracking and significant deformation, leading to the risk of pipe failure and potential gas leaks. 

Since purchasing the assets in 2016, Firstgas has undertaken further investigations and developed a 

risk-based strategy for replacing these pre-1985 PE pipes. With at least 30 years of life remaining for the 

assets, we must continue with our programme of replacement if we are to maintain a safe and reliable network 

for our customers.   

 

23 Setting Default Price-Quality Paths for Suppliers of Gas Pipeline Services, Commerce Commission, 28 February 2013, 

https://comcom.govt.nz/__data/assets/pdf_file/0023/88052/Reasons-for-setting-default-price-quality-paths-for-suppliers-of-gas-pipeline-
services-28-February-2013.PDF  
24 Default price-quality paths for gas pipeline businesses from 1 October 2017 Final Reasons Paper, 31 May 2017, Commerce 

Commissionhttps://comcom.govt.nz/__data/assets/pdf_file/0015/62250/Gas-DPP-2017-Reasons-Paper-31-May-2017-.pdf 
25 Page 17, Firstgas response to open letter on fit for purpose regulation, Firstgas submission to the Commerce Commission, 

28 May 2021, https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf.  
26 RfI no. FG-ID1: First Gas DY21 Information Disclosure data Schedules 1-10.  

https://comcom.govt.nz/__data/assets/pdf_file/0023/88052/Reasons-for-setting-default-price-quality-paths-for-suppliers-of-gas-pipeline-services-28-February-2013.PDF
https://comcom.govt.nz/__data/assets/pdf_file/0023/88052/Reasons-for-setting-default-price-quality-paths-for-suppliers-of-gas-pipeline-services-28-February-2013.PDF
https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf
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In FY2018, Firstgas took a step back from the programme of work to develop a replacement strategy for 

pre--1985 PE pipes. This revised strategy has seen us focus first on the replacement of pre-1975 PE pipeline 

across our network, which present a higher risk.  This revised strategy guided our work in DPP2, with the level 

of ARR projects and associated Capex subsequently increasing across 2019 / 2020.  Our Capex spend only 

reduced in 2021 due to the impact of COVID-19. We had to defer two projects as COVID lockdowns caused 

delays. However, the deferral of these projects by a few months into FY2022 does not affect the risk profile.  

These issues with the older PE pipe have been well documented and our revised strategy is explained in our 

recent AMPs27. 

Our revised strategy continues to be the basis for the planned expenditure over the DPP3 period, with a strong 

focus on ARR to ensure we address this known risk and meet our quality, reliability, and health and safety 

requirements.  Figure 2 sets out the actual and forecast spend for ARR across DPP2 and DPP3. As can be 

seen, our programme of pre-1985 asset replacements had been ramping up prior to the disruptions caused by 

COVID-19 and we expect that programme to maintain high levels of activity to address known risks throughout 

DPP3.  

Figure 2: ARR Capex is centred around pre-1985 PE replacement 

 

We recommend that the Commission review the ARR spend associated with pre-1985 pipelines and reflect 

these expenditure requirements in our GDB’s DDP3 allowances. This expenditure level is required to maintain 

a safe and reliable service for consumers and from our assessment, the draft allowances are insufficient to 

meet this requirement. While the draft decision includes a reopener for risk events28, our interpretation is that 

this reopener would not apply for the pre-1985 PE replacement work, as the risk is known when the DPP is 

set.   

4.4 Time period for capping GTB capital expenditure allowances  

While we are generally comfortable with the approach that the Commission has taken to capping total network 

Capex, we question whether an annual reference point for Capex is appropriate for our GTB. 

As outlined in the prior reset and discussions with Commission, the Capex profile for our gas transmission 

business can be “lumpy” in profile, with the timing of work increasing forecast expenditure in some years, while 

dropping expenditure in others.  For our GTB, a major project can therefore lift us above historic average for a 

 

27 See page 58, Appendix E: Asset Fleets, Gas Distribution Asset Management Plan 2020 – Appendices, https://firstgas.co.nz/wp-

content/uploads/Firstgas-Distribution-Appendices-FINAL-1.pdf and page 29 of Gas Distribution Asset Management Plan Update 2021, 
https://firstgas.co.nz/wp-content/uploads/Firstgas-2021-Distribution-AMP-Update.pdf  
28 Paragraph B19, Commission’s reasons paper. 

https://firstgas.co.nz/wp-content/uploads/Firstgas-Distribution-Appendices-FINAL-1.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-Distribution-Appendices-FINAL-1.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-2021-Distribution-AMP-Update.pdf
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single year. This is shown in the graph below, which presents the Capex profile from our most recent 

AMP Update.29 In FY2023, we are forecasting increased expenditure due to our programme of work to replace 

two of our compressor units. The programme of work began in FY2020 and is scheduled to continue through 

DPP3, with much of the expenditure incurred in FY2023 (and FY2022). This results in variation in annual 

Capex over the regulatory period of around $20 million per year. In contrast, the annual variation in our forecast 

GDB Capex over the regulatory period is much smaller at around $2 million per year. 

Figure 3:  GTB Capex profile (2021 AMP Update)29 

 

In these circumstances, it would seem more appropriate to scrutinise our total GTB Capex across the 

regulatory period against the historic average (i.e., historic average x 4 years for DPP3).  This approach retains 

the historic average approach with no margin, while recognising the lumpy nature of transmission Capex 

profiles.  

4.5 Impact of Software as a Service (SaaS) accounting change  

In FY2021, a clarification in accounting standards meant that SaaS (software as a service) costs were no 

longer considered Capex and are instead treated as Opex. For Firstgas, this means that our Opex has 

increased by $3.5 million for our GTB and $0.7 million for our GDB in FY2021.30 While these costs may 

fluctuate, we expect SaaS costs to be no less than those incurred in FY2021 for the DPP3 period.31 The SaaS 

costs are not new costs but are a reduction in Capex (which is included in the Commission's modelling) to 

Opex (which is not included). 

If the Commission elect to use a different base year than FY2021 then we believe SaaS costs should be 

included as a step change for Firstgas’ GTB and GDB when setting Opex allowances for DPP3. The addition 

of SaaS costs presents a material and verifiable adjustment to our non-network Opex costs, 7% for our GTB 

and 13% for our GDB.  SaaS costs incurred in FY2021 have been audited as part of our annual information 

disclosure process and align with the treatment under GAAP in our financial accounts.  

 

29 Gas Transmission Asset Management Plan Update 2021, First Gas Limited, September 2021, https://firstgas.co.nz/about-

us/regulatory/transmission/  
30 Further information on SaaS costs is available in our FY2021 information disclosures available on Firstgas’ website: 

https://firstgas.co.nz/wp-content/uploads/GDB_FY2021-disclosures-for-internet.pdf and https://firstgas.co.nz/wp-
content/uploads/GTB_FY2021-disclosures-for-internet.pdf.  
31 Note that actual SaaS spend is not known with complete certainty into the future.  It depends on each individual project and whether 

the software is based around a SaaS delivery versus owning the software. 

https://firstgas.co.nz/about-us/regulatory/transmission/
https://firstgas.co.nz/about-us/regulatory/transmission/
https://firstgas.co.nz/wp-content/uploads/GDB_FY2021-disclosures-for-internet.pdf
https://firstgas.co.nz/wp-content/uploads/GTB_FY2021-disclosures-for-internet.pdf
https://firstgas.co.nz/wp-content/uploads/GTB_FY2021-disclosures-for-internet.pdf
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4.6 Amendments to the CPRG and growth forecast for our GDB 

We recommend that the Commission amends its demand forecast for Firstgas’ GDB to correct an error we 

discovered as part of our review.  We have analysed the underlying data informing the growth forecasts in the 

draft DPP decision and have identified that the Commission has incorrectly included a 15 -month period for 

2017 which has skewed the data.   

For DY2017, the Commission have pro-rated the quantities by simply dividing by 15 (months) and multiplying 

by 12 (months). We do not believe that this approach is sufficiently accurate, as in the 15 months the data 

picks up two winters (when higher quantities of gas is consumed).  Therefore, quantities will be overstated with 

the approach the Commission has taken.32  We have provided the correct quantities for our GDB in 

Attachment 1.  

The impact of addressing this error increases CPRG for our GDB.  We have set this out in Table 4 below, 

which we recommend the Commission uses in the final DPP decision.  

Table 4:  CPRG for all GDBs for 2022 -2027, including the revised results for Firstgas 

GDB 2022 2023 2024 2025 2026 2027 Δ D 

Gasnet 0.11% 0.07% 0.05% 0.03% 0.01% -0.01% 1.0019 

Powerco 1.53% 1.49% 1.43% 1.36% 1.30% 1.23% 1.0305 

Vector 1.38% 1.57% 1.05% 1.03% 1.01% 1.00% 1.0297 

Firstgas -0.66% -0.69% -0.72% -0.74% -0.77% -0.79% 0.9865 

Revised Firstgas -0.06% -0.09% -0.11% -0.14% -0.16% -0.19% 0.9986 

 

4.7 Compressor fuel 

We support the Commission’s draft decision to accept the increase in forecast compressor fuel costs for our 

GTB.33 As we outlined to the Commission,34 our forecasts for compressor fuel have been informed by gas 

market trades. We have observed that prices on the gas market were relatively steady from 2015 through 2017 

but have tripled from 2017 to 2021.  This is illustrated in Figure 4 below.  

Figure 4:  Gas prices from 2015 – 2021   

 

 

32 The use of a 15-month period does not impact the ICP numbers used. 
33 See paragraphs A60 to A67, Commissions reasons paper. 
34 RFI response to FG-05 First Gas RFI 6 Oct 2021 provided to Commerce Commission on 12 Oct 2021. 
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These prices include carbon, which has increased from $1.20 / GJ in 2018 to $3.89 / GJ today, at the carbon 

price of $72 / tonne CO2.35 Our expectation is that carbon costs will continue to increase, with the Climate 

Change Commission (CCC) anticipating a carbon price of $140 / tonne CO2 in 2030 to achieve the 2050 

net zero target. Figure 5 below shows the CCC forecast from its report last year (in orange); with the solid blue 

showing actual prices to date. The dotted blue projects future prices from today, using the same rates of 

increase used by the CCC. 

Figure 5: Forecasted carbon prices 

 

This data has informed our 2021 AMP forecast gas price of $19 / GJ in 2022 (carbon inclusive) and further 

escalation of 11.5% by 2028, as reported in the Commission’s draft DPP decision reasons paper. 

As part of our submission, we have reviewed these assumptions to incorporate any new data points for both 

gas trades and carbon prices. We believe our forecast compressor fuel costs remain valid. We have presented 

an updated chart in Figure 6 below showing ASX future prices as of 3 March 2021.  Based on our underlying 

calculations and assumptions,36 this equates to gas prices of between $10.70 and $26.00 per GJ, 

carbon inclusive.   

 

35 Source: https://www.commtrade.co.nz/  
36 We have used a heat rate of 7.3 for e3p and 10.6 for the Stratford peaker.  These values were used in a report by Covec for GIC and 

are consistent with the values that Enerlytica uses in its NZ Gas Daily report. 

https://www.commtrade.co.nz/
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Figure 6:   Future electricity prices and gas netback 

 

 

Future procurement of alternative gases  

Firstgas expects more green gas supplies to come on stream during DPP3 (as per our comments on our own 

investment programme in section 6 below). Where those are competitive with existing fuel sources, we will 

consider contracting these sources to meet our compressor gas requirements while helping to support the 

development of future fuels. This is consistent with international practice where gas pipeline businesses are 

now being expected to procure an increasing proportion of their own fuel requirements from renewable 

sources.37 

4.8 Technical issues with DPP modelling  

During our review of the draft DPP decision and supporting material, we have identified two technical errors in 

the Commission’s modelling.  We have outlined these in the table below, with our recommended action.  

Table 5:  Technical comments on DPP modelling  

Area Business Description  Recommended action 

Other regulated 
income 

GDB Other regulated income is forecast as equal to the 
historical average. Our historical average includes 
the atypical refund of legal fees ($650,000)  

Remove atypical refund of 
legal fees from FY2020 “other 
regulated income” then 
update analysis for updated 
historic average. 

Capex 
allowances 

GTB The formula in the draft decision accepts all years of 
forecast network Capex even when forecast is above 
historic average. This gives an uplift in the draft 
decision of $11.8 million in FY2021$ compared to if 
we dropped back to historic average in the year our 
forecast exceeds the historic average 

Correct formula 

 

 

37 See for example: California: SoCalGas Applauds Establishment of First Renewable Gas Standard in the United States 

(prnewswire.com) and South Australia: AER Final Decision AGN AA decision | Australian Gas Networks  

https://www.prnewswire.com/news-releases/socalgas-applauds-establishment-of-first-renewable-gas-standard-in-the-united-states-301490159.html
https://www.prnewswire.com/news-releases/socalgas-applauds-establishment-of-first-renewable-gas-standard-in-the-united-states-301490159.html
https://www.australiangasnetworks.com.au/our-business/about-us/media-releases/support-for-blending-renewable-gas
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5. IMs amendments for DPP3 

The Commission has made focused IMs amendments for DPP3 that we consider address the key issues facing 

gas pipeline businesses and meet the necessary criteria for amending Gas IMs outside of the statutory IMs 

review cycle.38  These amendments also seem prudent given the performance of gas pipeline businesses over 

the last two regulatory periods. The Commission’s recent report “Trends in gas pipeline business 

performance”39 looked at the performance overtime of gas distribution and transmission businesses and 

emphasised that the regulatory regime generally appears to have supported good outcomes for consumers: 

• Consumers are now paying less (on average) for gas distribution than they were in 2014 and are 

experiencing fewer outages 

• Revenue has stayed reasonably stable over the period, with revenue decreasing by 0.2% on average 

per years since 2014.   

In our view, this suggests that significant changes (outside of capital recovery) are not required for this DPP 

reset, based on outcomes achieved to date in the GPB sector.   

We provide comments below two of the IMs amendments – the introduction of new re-openers and the 

treatment of operating leases.  We also set out a recommendation around process improvements for 

compliance statements.  

5.1 Support for new Capex re-openers 

Firstgas supports the introduction of two new Capex re-openers for GPBs for this upcoming regulatory period, 

to address: 

• Projects and programmes that were unforeseen at the time of publishing supplier expenditure 

forecasts  

• Projects and programmes that were foreseen for later regulatory periods, but changes in 

circumstances mean that the project or programme is brought forward into the current regulatory 

period. 

This approach is prudent given the level of uncertainty that the sector is facing in coming years. The 

Commission can focus on setting efficient levels of baseline expenditure for GPBs for DPP3 (through the use 

of historic averages, no margins for scrutiny), while still providing a mechanism for GPBs to utilise if a project 

or programme does eventuate during the next four years.  This will ensure that GPBs are properly 

compensated for projects that do eventuate and are necessary to meet customer needs. 

We encourage the Commission to develop a simple and streamlined process for seeking a Capex re-opener, 

which balances the compliance cost of preparing an application, the additional revenue expected from a project 

or programme, against the necessary level of information the Commission require to scrutinise the application 

and meet their objectives. Feedback from EDBs on the re-opener process provides insight on how this 

mechanism can best be applied to GPBs. 

The Commission has taken a prudent approach to setting minimum and maximum expenditure thresholds for 

the Capex re-openers,40 to ensure that the cost of preparing an application don’t exceed the benefits of a 

re-opener, while ensuring greater scrutiny and customisation of a price-quality path is still available via the 

CPP mechanism. We note that the cost of the Pariroa project (approximately $8 million) on our transmission 

network would have likely triggered a risk event re-opener if this mechanism was available during DPP2.  This 

project addressed a buckle on the 400 pipeline between Frankley Road and the Mokau compressor station.  

 

38 As specified under section 52Y of the Commerce Act 1986. 
39 Trends in gas pipeline business performance, Commerce Commission, 15 December 2021, 

https://comcom.govt.nz/__data/assets/pdf_file/0020/273413/Trends-in-gas-pipeline-business-performance-15-December-2021.pdf  
40 Paragraphs 3.49 to 3.56, Proposed amendments to input methodologies for gas pipeline businesses related to the 2022 default price-

quality paths, Commerce Commission, 10 February 2022. 

https://comcom.govt.nz/__data/assets/pdf_file/0020/273413/Trends-in-gas-pipeline-business-performance-15-December-2021.pdf
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This buckle was identified through pipeline pigging on the line during April 2018, and a temporary bypass was 

urgently installed to address the immediate risk (potential loss of containment).41   

It would be helpful for the Commission to expand on when a party could apply for a risk re-opener during a 

project.  For example, with the Pariroa project, there was a clear need to start the project urgently to address 

the risk, but the costs of the temporary bypass (phase 1) and subsequent repair (phase 2) were not known at 

the onset of the project. The costs were only confirmed through detailed investigation and engineer design 

work.  

Drafting recommendation for IMs amendments  

For GTB Capex re-openers, we recommend that the IM Determination reference the “GTB”, rather than 

“First Gas”.42 Given there is only one threshold for GTBs, it is simpler to state “GTB”, which will ensure its 

applicable for any future period. 

5.2 Support for right of use / leases amendment 

Firstgas supports the Commission’s decision to better align the Information Disclosure (ID) and price-quality 

treatment of capitalised “right of use” assets with the new accounting standard NZ IFRS 16.  We also endorse 

the Commission incorporating base Opex associated with operating leases into our DPP3 allowances to 

ensure we are compensated for this change.   

We supported the amendment of regulatory rules to address the implications of NZ IFRS 16 when it was first 

introduced for electricity distribution businesses and Transpower in back 2019. As we stated in our 

2019 submission:43 

• We supported the amendments as it would keep the regulatory regime as simple as possible, and help 

keep compliance costs low for suppliers  

• We would welcome a timely introduction of the amendment into the GPB’s regulatory regime, as it is 

an equally relevant issue for our sector. 

Therefore, the introduction of this amendments is welcomed as part of DPP3. We recommend that the value 

of right of use assets, and the life of these, assets, follow the approach taken under GAAP. We have not 

considered the treatment of regulatory tax but in principle, we would support an approach that keeps the 

regulatory regime as simple as possible. 

5.3 Process improvements for reporting DPP compliance 

Firstgas recommends that the Commission align the publication date of price-quality compliance statements 

with the publication requirements for Information Disclosure (ID) schedules.  

At present, our price-quality compliance statements must be disclosed within 50 working days after year end 

(30 September for Firstgas’ GTB and GDB).  In contrast, our ID schedules must be disclosed 6 months after 

year end (31 March for Firstgas).  We consider that by aligning the publication date (and date provided to the 

Commission) for both regulatory disclosures to 6 months post year end, this will: 

• Bring improvements to the processes followed for preparing both sets of regulatory disclosures, 

provided that many of the regulatory disclosures rely on the same sets of underlying data   

• Reduce compliance costs by aligning the audit timing for both disclosures 

 

41 See page 33,Firstgas 2021 Transmission Asset Management Plan (AMP) Update, https://firstgas.co.nz/wp-content/uploads/Firstgas-

2021-Transmission-AMP-Update.pdf and prior AMPs available here: https://firstgas.co.nz/about-us/regulatory/transmission/  
42Clauses 4.5.4A(d)(i) and 4.5.4B(c)(i) of the [Draft] Gas Transmission Input Methodologies Amendment Determination 2022, 

Commerce Commission, https://comcom.govt.nz/__data/assets/pdf_file/0036/276588/Draft-Gas-transmission-services-input-
methodologies-amendment-determination-2022-10-February-2022.pdf  
43 Treatment of operating leases, Firstgas submission to the Commerce Commission, 10 July 2019, https://firstgas.co.nz/wp-

content/uploads/First-Gas-Sub-operating-leases-issues-paper.pdf  

https://firstgas.co.nz/wp-content/uploads/Firstgas-2021-Transmission-AMP-Update.pdf
https://firstgas.co.nz/wp-content/uploads/Firstgas-2021-Transmission-AMP-Update.pdf
https://firstgas.co.nz/about-us/regulatory/transmission/
https://comcom.govt.nz/__data/assets/pdf_file/0036/276588/Draft-Gas-transmission-services-input-methodologies-amendment-determination-2022-10-February-2022.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0036/276588/Draft-Gas-transmission-services-input-methodologies-amendment-determination-2022-10-February-2022.pdf
https://firstgas.co.nz/wp-content/uploads/First-Gas-Sub-operating-leases-issues-paper.pdf
https://firstgas.co.nz/wp-content/uploads/First-Gas-Sub-operating-leases-issues-paper.pdf
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• Achieve synergies / time savings when GPB staff are working with both auditors and their Boards. The 

end of the financial year and regulatory year has historically been an extremely resource intensive 

time for the business. 

We note that making this change would align the GPB requirements with the approach adopted for EDBs at 

their last DPP reset.44  The draft DPP decision paper notes that that “benefits [of more accurate reporting of 

some parameters, reduced compliance costs] would outweigh any downside to the later reporting.”45 We have 

informally discussed this with our auditors, who would support the change, and other GPBs, who consider that 

there is merit in further considering this amendment. We encourage the Commission to consult with 

stakeholders on the merits of this option and assess this option against its evaluation criteria for DPP3.  We 

believe that it is possible to make the necessary regulatory changes to bring this in force by 1 October 2022. 

 

44 See paragraphs H138 to H143, Default price-quality paths for electricity distribution businesses from 1 April 2020 – Final decision:  

Reasons paper, Commerce Commission, 27 November 2019, https://comcom.govt.nz/__data/assets/pdf_file/0020/191810/Default-
price-quality-paths-for-electricity-distribution-businesses-from-1-April-2020-Final-decision-Reasons-paper-27-November-2019.PDF 
45 Paragraph H 141, Default price-quality paths for electricity distribution businesses from 1 April 2020 – Final decision:  Reasons paper, 

Commerce Commission 

https://comcom.govt.nz/__data/assets/pdf_file/0020/191810/Default-price-quality-paths-for-electricity-distribution-businesses-from-1-April-2020-Final-decision-Reasons-paper-27-November-2019.PDF
https://comcom.govt.nz/__data/assets/pdf_file/0020/191810/Default-price-quality-paths-for-electricity-distribution-businesses-from-1-April-2020-Final-decision-Reasons-paper-27-November-2019.PDF
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6. Treatment of Future Fuels in DPP3 

This is the first time that the Commission has considered the prospect of gases other than natural gas being 

transported by regulated pipeline infrastructure. We expect that it won’t be the last. As the Commission is 

aware, Firstgas Group has a programme of work46 to explore the potential to use our existing networks to 

transport biogas and hydrogen (which we refer to as “future fuels” and the draft DPP decision calls “alternative 

gases”).  

The main outcome we are seeking from DPP3 is to ensure that we continue to have appropriate incentives to 

explore future fuels and preserve the option of using existing gas infrastructure in a net-zero economy. The 

reality is that no-one knows exactly how the energy transition will play out and what infrastructure will be 

needed to meet future energy demand. While continuing to use the infrastructure we already have makes 

intuitive sense, other technology pathways and advancements may lead to different outcomes – this reflects 

the uncertain context discussed in section 3 of the draft DPP decision. 

Overall, we consider that the draft DPP decision sets out an approach that will work for the next four years – 

but one that will need to be revisited by policymakers through the Gas Transition Pathway work and through 

the upcoming IMs review. We agree that the regulated service should include blends of alternative gases that 

don’t materially change user requirements (e.g., by requiring appliance conversions) and we explain below 

why the work we are currently undertaking meets that definition. 

6.1 Support for definition of what covered under regulated service 

The draft DPP decision considers the prospect of alternatives to natural gas and how those alternatives interact 

with the regulatory framework.47 We agree with the Commission’s view that while biogas nor hydrogen can be 

considered natural gas, blends that do not require appliance changes would meet that definition.  

One clarification worth making is that biomethane does appear to fall within the definition of natural gas. 

Biomethane is biogas that has been upgraded to meet the requirements of the natural gas specification 

(NZS5442) and is therefore chemically indistinguishable from natural gas. Injecting this gas clearly does not 

require any changes to pipeline components or consumer appliances – but does require additional production 

facilities to upgrade biogas (primarily to remove CO2). Our project with Ecogas at Reporoa48 is an example of 

such a project and we hope that other similar projects are developed over the coming years. 

Our current expectation is that the integration of hydrogen will not require network conversion (i.e., the point 

where existing appliances can’t be used) before 2035, on an energy transition pathway consistent with net 

zero by 2050. This expectation is set out in the hydrogen pipeline report that we released last year.49 Before 

that date, we expect the vast majority of appliances in service will safely operate on blends of hydrogen and 

that new appliances capable of switching from natural gas to 100% hydrogen will become available (we note 

these are already available in the United Kingdom for similar prices to conventional gas appliances). 

 

46 See our website for further details, www.gasischanging.co.nz  
47 See paragraphs 3.24 – 3.30, Commission’s reasons paper. 
48 Firstgas and Ecogas to turn kerbside waste into renewable gas for use in homes and businesses, 8 December 2021, 

https://gasischanging.co.nz/news/firstgas-and-ecogas-to-turn-kerbside-waste-into-renewable-gas-for-use-in-homes-and-businesses/  
49 Bringing zero carbon gas to Aotearoa: Hydrogen Feasibility Study – Summary Report, March 2021, Firstgas Group, 

https://firstgas.co.nz/wp-content/uploads/Firstgas-Group_Hydrogen-Feasibility-Study_web_pages.pdf  

http://www.gasischanging.co.nz/
https://gasischanging.co.nz/news/firstgas-and-ecogas-to-turn-kerbside-waste-into-renewable-gas-for-use-in-homes-and-businesses/
https://firstgas.co.nz/wp-content/uploads/Firstgas-Group_Hydrogen-Feasibility-Study_web_pages.pdf


 

© First Gas Limited     27 

6.2 Firstgas expenditure on future fuels work should be included 

We believe that the expenditure on our future fuels work (including hydrogen trials) should be included in our 

DPP3 allowances, based on the definition of natural gas presented in the draft DPP decision.   

The draft DPP decision excluded this expenditure by removing expenditure on hydrogen trials and biogas 

investigations from our base year Opex (FY20) stating that: 

“The limiting of the scope of regulated natural gas pipeline services means that research and development 

costs for alternative gases cannot be attributed to the regulated service. For example, we cannot facilitate the 

recovery of the costs of conveying any gas other than natural gas. Firms can still carry out investigations and 

invest in the conveyance of alternative gas, but that cost would be part of establishing a new service and cannot 

be recovered through lines charges from consumers of natural gas.”50 

We disagree with this conclusion. As per the Commission’s definition, if the gas conveyed doesn’t materially 

change the way that consumers receive the service, then it should fit within the definition of natural gas. We 

confirm that all of our current work and expenditure on future fuels that is allocated to our regulated businesses 

involves blending pathways that meet the proposed definition of the regulated service.  

At paragraphs A56 – A58 of the draft decision, the Commission asked for additional evidence on the amount 

of expenditure required for investigating gas blending and how this may affect pipelines and appliances. We 

provide further evidence of what our hydrogen trial will address in DPP3 in Attachment 2. This highlights that 

through our hydrogen trial collaboration with other GDBs we expect to spend capital of $1.2 million (with the 

cost borne by the GTB) and operating costs of $400,000 (divided between participants in the trial programme). 

We then intend to undertake a Phase 2 trial programme with a capital cost of $5 million and operating costs 

that are yet to be determined (but we expect to be in the order of $1 million per year). 

The cost estimates above relate to our hydrogen trial programme only, and do not include other network 

initiatives that we believe will be prudent and valuable in preparing gas networks for the future – such as 

connecting biomethane plants to existing gas pipelines. Our 2021 AMP Updates51 provided broad estimates 

of these costs (including the hydrogen trial programme) of $400,000 per year for our GTB and $540,000 per 

year for our GDB. In our view those estimates remain appropriate based on what we now know, although the 

split between capital and operating expenditure is difficult to forecast (and will likely vary by project). 

6.3 GPBs have continued incentives to prepare networks for future fuels 

Independent of the Commission’s decisions on expenditure allowances, we continue to face strong incentives 

to resource our future fuels programme to position pipeline infrastructure for a repurposing scenario. We 

believe that the draft decision helps promote these outcomes in at least two important ways: 

• Firstly, by accelerating depreciation the Commissioning is providing near-term cash flows that can be 

reinvested to position networks for a zero-carbon future. While we are already doing this with 

investments like the Reporoa biomethane to pipeline project, having more cashflow will allow 

businesses that are keen to invest make the case to their shareholders. 

• Secondly, recovering capital now will mean lower pipeline tariffs (due to lower RABs) at the time when 

future fuels become economic at scale. So rather than being burdened by high pipeline tariffs in the 

2030s and 2040s (when future fuels are predicted to scale up), zero carbon gases will have a better 

opportunity to compete with other low carbon energy sources. 

 

50 Paragraph 3.31, Commission’s reasons paper.  
51 Gas Transmission Asset Management Plan Update 2021, First Gas Limited, September 2021, https://firstgas.co.nz/about-

us/regulatory/transmission/ and Gas Distribution Asset Management Plan Update 2021, First Gas Limited, September 2021, 
https://firstgas.co.nz/wp-content/uploads/Firstgas-2021-Distribution-AMP-Update.pdf  

https://firstgas.co.nz/about-us/regulatory/transmission/
https://firstgas.co.nz/about-us/regulatory/transmission/
https://firstgas.co.nz/wp-content/uploads/Firstgas-2021-Distribution-AMP-Update.pdf
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6.4 Future legislative change required as future fuel markets develop 

While the Commission’s approach to alternative gases is appropriate at this DPP reset, we believe that future 

policy and regulatory work is needed to ensure that Part 4 remains fit for purpose. Our expectation is that as 

the proportion of future fuels grows, the need to formally recognise transportation of these fuels as part of the 

regulated service will be evident.  

Given the uncertainty around the pace of developing biogas and hydrogen projects, we do not have a clear 

picture at this time as to when these changes will be required. Our broad expectation is that we could have an 

average of 5% blended gases by the end of DPP3, increasing to 10% blended gases by the end of the following 

regulatory period. This suggests that we have some time to address this issue before it becomes material—

but that it will be valuable to address early in the process to provide all parties with certainty of long-term 

regulatory treatment. 

It may be appropriate to consider this issue as part of the work the Gas Industry Company is leading through 

the Gas Transition Pathway. We understand that this work will implement the policy decisions reached in the 

Emissions Reduction Plan for gas and will include an assessment of regulatory frameworks for hydrogen and 

biogas. One option is to look at aligning the definitions of gas in the Gas Act 1992 (which explicitly adopts a 

broad definition that includes biogas and hydrogen) and the Commerce Act 1986 (which uses narrower 

wording restricted to natural gas). Any legislative changes would need to be carefully considered to ensure 

that parties conveying these other fuels are not inadvertently captured. 
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7. Moving forward with DPP3 and the 2023 IMs review 

Overall, we consider that the Commission has struck the right balance between the issues that it seeks to 

address through this DPP reset and those that can be robustly assessed through the upcoming 

2023 IMs review. 

7.1 Approaching the IMs review 

In the Notice of Intention for the 2023 IMs review,52 the Commission acknowledges that the energy industry is 

in a period of change and states that the Commission is committed to ensuring the Part 4 regime can 

accommodate change and remain “fit for purpose.”  We agree that rapid change is taking place and we 

appreciate the Commission’s effort to start the IMs review process early, providing stakeholders with time to 

consider the full suite of issues involved.  It is also positive that the Commission has allowed time for workshops 

and conferences on the IMs review.  We believe it would be beneficial to hold workshops as part of the problem 

definition consultation phase to ensure that views are captured and debated at an early stage. This approach 

will ensure that all the preferred options are selected at the onset for consideration and analysis. 

During the upcoming IMs review, we also encourage the Commission to coordinate its work with the key energy 

workstreams led by the Gas Industry Company (GIC) and the Ministry of Business, Innovation and 

Employment (MBIE). The GIC’s Gas Transition Pathway work should help to clarify direction for the sector and 

to better understand how the Part 4 regulatory regime may need to evolve alongside other industry changes.53 

In our prior submissions, we have set out several areas of improvements that we believe should be considered 

as part of the 2023 IMs review.54  We would welcome the opportunity to explore these further with the 

Commission and stakeholders.  As a result of this DPP reset, we also believe there would be benefit in looking 

at IMs amendments to address the ongoing criteria and process for setting of accelerated depreciation 

adjustment factors, the mechanisms for incentivising non-Capex solutions (Opex instead of Capex) for the gas 

sector, and how best to treat the escalation of costs such as insurance.  

7.2 Welcome further discussion with Commission and stakeholders 

Firstgas has appreciated the opportunity to engage with Commission staff, both directly and through the work 

of the Gas Infrastructure Futures Working Group.  The Request for Information (RfI) was also an efficient 

process for us to provide evidence for this DPP reset and answer queries from the Commission regarding our 

forecast expenditure. We are happy to meet with Commission staff to discuss any of the points raised in this 

submission. 

As the Commission review submissions and cross-submissions, we consider that it may be beneficial to hold 

workshops with submitters, particularly if there is a diverse range of views.  As we outlined in our submission 

on the process and issues paper,5 we believe that workshops provide parties from all sides an opportunity to 

input on the discussion and flesh out the points raised in submissions. There is still time available within the 

consultation process to run targeted workshops, that could be run virtually given the environment we currently 

face. 

 

 

52 Notice of Intention: Input Methodologies Review 2023, Commerce Commission, 23 February 2022, 

https://comcom.govt.nz/__data/assets/pdf_file/0034/277387/IM-review-notice-of-intention-to-commence-IM-review-23-February.pdf  
53 Consultation on Gas Industry Co FY2023 Work Programme and Levy, December 2021, Gas Industry Company, 

https://www.gasindustry.co.nz/work-programmes/levies/consultation-6/document/7359. 
54 Firstgas response to open letter on fit for purpose regulation, Firstgas submission to Commerce Commission, 28 May 2021, 

https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf  

https://comcom.govt.nz/__data/assets/pdf_file/0034/277387/IM-review-notice-of-intention-to-commence-IM-review-23-February.pdf
https://www.gasindustry.co.nz/work-programmes/levies/consultation-6/document/7359
https://firstgas.co.nz/wp-content/uploads/Firstgas-submission_ComCom-open-letter_28-May-2021_FINAL.pdf
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Attachment 1: Corrected quantities for Firstgas’ distribution business 

Table A:  Billed quantity by price component – Concept 

Load Group 2017 2018 2019 2020 Growth 
 

Residential 393,051,416 363,086,381 350,149,777 359,168,711 -3.02% 
 

Commercial 671,193,649 653,541,131 658,835,297 628,316,538 -1.88% 
 

Industrial 1,387,163,143 1,457,910,543 1,522,294,949 1,626,517,683 5.35% 
 

       
Table B:  Billed quantity by price component – Modified to include true 2016-17 Oct-Sep kWh 

Load Group 2017 2018 2019 2020 Growth 
 

Residential 352,218,858 363,086,381 350,149,777 359,168,711 0.22% 
 

Commercial 643,675,664 653,541,131 658,835,297 628,316,538 -0.64% 
 

Industrial 1,393,606,604 1,457,910,543 1,522,294,949 1,626,517,683 5.20% 
 

       
Table C:  Billed quantity by price component – 20 6-17 removed kWh 

Load Group 2018 2019 2020 Growth 
  

Residential 363,086,381 350,149,777 359,168,711 -0.54% 
  

Commercial 653,541,131 658,835,297 628,316,538 -1.95% 
  

Industrial 1,457,910,543 1,522,294,949 1,626,517,683 5.62% 
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Attachment 2: Overview of Firstgas’ hydrogen trial 

 

 Phase 1 Phase 2 Phase 3 

Years 2022 – 2023 2024 – 2026 2027 – 2030 

Scope Execute a blend of up to 20% hydrogen on one 
or several small distribution networks serving 
domestic customers.  

Trial expected to run for 3 – 9 months. 

Complete appliance assessment for hydrogen 
blends of all appliances currently in use in New 
Zealand. 

Complete materials assessment of transmission 
and distribution networks. 

Initial analysis of hydrogen geo-storage. 

Execute a blend of up to 20% hydrogen on a 
large distribution network that services a 
variety of end users (domestic and 
commercial).  

Trial may run for > 12 months or continue 
permanently.  

Incorporate transmission network into part of 
the trial. 

Transmission system optimisation studies. 

In-depth analysis of hydrogen geo-storage. 

Execute a blend of up to 20% hydrogen on several 
large distribution networks that service a variety of 
end users (domestic, commercial, and industrial).  

Trial likely to continue permanently.  

Incorporate transmission network into trial. 

Goal / outcomes  Complete Worksafe exemption for hydrogen in 
gas networks. 

Demonstrate hydrogen use in installed 
appliances and understand technical and 
commercial aspects of hydrogen introduction. 

Gather evidence from trial to support a 
permanent change to gas specifications to allow 
for hydrogen blends. 

Understand large-scale hydrogen storage and 
potential for dry-year mitigation. 

Demonstrate hydrogen use in a wider range 
of applications including commercial 
applications.  

Demonstrate suitability of transmission 
network for carrying hydrogen blends. 

Implement commercial aspects of hydrogen 
blending with industry stakeholders. 

Understand future operation of the 
transmission system with hydrogen. 

Demonstrate hydrogen use in industrial 
applications and potentially others outside of 
current natural gas usage (e.g., hydrogen fuel cell 
fuel, chemical feedstock). 

Understand all variables and stakeholders before 
proceeding with large-scale roll-out from 2030 
onwards. 

 

Number of connections 
on trial network 

< 50 50 – 1,000 1,000 – 5,000 

Users Domestic Domestic, commercial Domestic, commercial, industrial 

Hydrogen supply Bottles from a third-party green hydrogen 
producer 

Electrolyser Multiple electrolysers 

Forecast expenditure $1.6 million ($1.2 million from GTB + $400,00 
from GDBs) 

$5 million firm (electrolyser) + additional trial 
costs pending outcome of Phase 1 

TBC pending outcome of Phase 2 


