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MAJOR ELECTRICITY 
USERS' GROUP 

7 May 2007 

Ian Wilson 
Senior Adviser Pipelines 
Gas Industry Co 
PO Box 10-646 
Wellington 
 
By email to info@gasindustry.co.nz      

Dear Ian 

Submission on Proposed Gas Transmission Access Framework 

1. This is a submission by the Major Electricity Users’ Group (MEUG) on the Gas Industry 
Company (GIC) consultation paper, Analysis of Options for an Access Framework for 
Governance of Gas Transmission, published 28 March 2007. 

2. MEUG comments on the fifteen questions in the consultation paper are set out in the 
appendix to this submission.  In summary MEUG: 

a) Disagree with the politically influenced regulatory objective; 

b) Disagree with the evaluation criteria and their weightings; 

c) Disagree that all possible options have been considered; and 

d) Disagree with the preferred option of light regulation. 

3. Until such time as a full cost benefit analysis clearly demonstrates the need for further 
intervention, MEUG support the minimal change option. 

Yours sincerely 

 
Ralph Matthes 
Executive Director 
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Appendix: MEUG comments on GIC consultation paper on Analysis of Options for an Access Framework for Governance of Gas Transmission  

 Question Comment 

Q1 Do you agree with this regulatory objective?  If 
not, what do you think the regulatory objective 
should be? 

The regulatory objective set out in paragraph 3.8 is appropriate given the constraints of the Gas Act and the 
GPS.  Unfortunately the regulatory objective may not be the same as the best public policy objective. 

The problem the GIC have is that the constraints of the GPS in particular may lead to outcomes that achieve the 
political goals of the Minister that issued the GPS, but fail because options are selected that may not maximise 
economic welfare.  As Parliament did not consider the initial GPS or any subsequent changes, there is a very 
high risk of political bias in the GPS and hence the consideration of options by the GIC.  

With respect to the issue of access to gas transmission, the GPS presupposes that there is an access problem 
that cannot be solved using the normal competition policy framework set out in the Commerce Act.  Instead the 
GPS is leading the GIC towards a solution when the problem isn’t well defined.  For example paragraph 6.14 of 
the consultation paper states (underlined section for emphasis), 

“As the need for multilateral terms is implied by the GPS outcome, and has featured strongly in the earlier 
papers in this review, it is considered to be a required function of the access framework.” 

MEUG suggest a better description of the public policy objective is twofold: 

1. To consider if there are anti-competitive practices (ie barriers to access and monopoly rent taking) with 
respect to access to gas transmission that cannot be solved use of the existing Commerce Act and Gas 
Act? And 

2. If policy issues are identified in 1. above, to consider policy options to solve those issues.  

Q2 Do you agree with the overall approach to 
options development and analysis described in 
the road map?  If not, what changes should be 
made to it? 

MEUG comments on the aspects of the road map in section 5 of the paper are set out in comments on 
questions 3 to 8 that follow. 

There are two specific comments on the text in section 5 of the paper: 

• MEUG believe the GIC should have included a “laissez faire” framework (paragraph 5.3).  The argument 
in the paper that a laissez faire option would not achieve a multilateral agreement illustrates the dilemma 
for the GIC that the GPS requires a multilateral agreement but from an economic efficiency maximising 
viewpoint, a multilateral agreement is not necessary. 

• The paper should have used a quantitative evaluation criteria rather than rely only on a qualitative criteria 
(paragraph 5.13).  Because the paper is recommending a regulatory option, the GIC is required under 
s.43N (1) to consider “the benefits and costs of each option.”  MEUG believe this requires the GIC to 
undertake a quantitative cost benefit analysis.   



Major Electricity Users’ Group       Appendix p.2 

GIC: Submission on Proposed Gas Transmission Access Framework                7 May 2007 

 
Q3 Do you agree that the access framework should 

perform these three required functions?  Are 
there any other functions which the framework 
needs to perform? 

No. 

Rather than describe these attributes as “functions”, MEUG suggest they be termed “policy outcomes.” 

The first policy outcome is best described as an “open access regime” rather than “access rights.”  An open 
access regime is where a transmission asset owner treats all parties requesting access on equal terms, 
including related parties that it may fully or partly own. 

MEUG do not believe that “multilateral terms” is a public policy objective; rather it is one option to be considered 
in achieving good policy outcomes. 

The third function, ring-fencing, is necessary because of the propensity of transmission line monopolies to 
extract monopoly rents from parties seeking access.  A better description of this as a public policy outcome is 
“minimise monopoly rent taking.”  

Q4 Do you agree with the six best practice 
characteristics of an access framework?  If not, 
which characteristics should be omitted or 
revised and which additional characteristics 
should be included? 

No. 

The characteristics listed are useful in identifying possible differences in costs and benefits between options, but 
that is all they are useful for.   

There are other “characteristics” that should be considered in trying to identify costs and benefits as required by 
s.43N (1) of the Gas Act, eg innovation in agreeing access terms and conditions.  Regulatory solutions will tend 
to impede innovation whereas light handed options will assist innovation. 

MEUG does not agree with the equal weighting given these characteristics in evaluating options.  For example it 
may be that enforceability for an option at the very heavy-handed spectrum of options may have an initial set-up 
cost (passing regulations and getting regulators appointed) of say $5m followed by ongoing combined cost for 
GIC bureaucracy and industry participant overheads of say $2 million per annum, equal to NPV of $15.7m @ 
10% over years 2 to 10 following initial establishment costs.  That cost is calculable.  But how would the GIC 
assess the costs (or benefits) of the “transparency” characteristic and what evidence has the GIC to assume 
equal weighting of “transparency” and “enforceability” in evaluating options?  MEUG suggest this illustrates why 
using these “characteristics” is only useful to understand possible benefits and costs that need to be quantified 
and why the “characteristics” should not be weighted equally. 

Q5 DO you agree that the functions and 
characteristics chosen will help to promote the 
Gas Act and GPS objectives? 

Might or might not. 

As noted in reply to question 1 above, the more relevant question is whether the Gas Act and GPS objectives 
are, from an economic welfare maximising perspective, the appropriate public policy outcomes? 
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Q6 Do you agree with the approach of using “retained elements” 

to determine which options are reasonably practicable?  Do 
you think the retained elements that have been chosen are 
appropriate?  If not, what alternative approaches or elements 
should be used? 

Agree with use of “retained elements.”   

The recognition by the GIC of the value of these industry negotiations (ie the “retained elements”) 
to achieve policy outcomes strengthens the case to allow further negotiations between industry 
participants rather than regulatory intervention. 

Q7 Do you agree that the analysis template is an appropriate tool 
for developing, describing and analysing the options?  If not, 
what alternative approach or template should be used? 

The phrase “analysis template” doesn’t seem to be the right term.  MEUG suggest the diagram in 
Figure 1 (p 25) is better described as a description of the governance layers within the industry.  
The diagram is useful because it helps explain at what layer(s) various options involve regulatory 
intervention.   

Q8 Do you agree that the four options are broadly representative 
of the range of reasonably practicable options?  If not, what 
additional options should be considered and why?  Please 
describe any additional options in terms of the analysis 
template.  

No.  A “laissez faire” option should have been included.  Refer comments to question 2 above 
also. 

While the GIC work to date have considered the minimal change option unlikely to be preferred, 
MEUG would have thought  the GIC would have kept an open mind about that option as the 
results of more detailed analysis came to light.  It’s disappointing therefore for the consultation 
paper to dismiss the minimal change option (refer paragraph 7.15). 

Q9 Is the minimal change option a well-defined and reasonably 
practicable option that is representative of a minimal change 
approach:  ie the least change to the current arrangements 
that could achieve the regulatory objective?  If not, what 
changes or clarifications are needed?  

This option is not well defined as it fails to explain: 

• The ability of parties to use the Commerce Act in relation to disputes on access; and 

• In detail how disputes are managed under existing arrangements.  

Q10 Is the industry club option a well-defined and reasonably 
practicable option that is representative of an industry-
governed approach?  If not, what changes or clarifications are 
needed? 

No comment 

Q11 Is the light regulation option a well-defined and reasonably 
practicable option that is representative of the light-handed 
end of the regulatory spectrum?  If not, what changes or 
clarifications are needed? 

This option is not well defined as it fails to explain: 

• Why in paragraph 4.10 the paper suggests only rules rather than regulations will be 
required.  MEUG believe the light regulation will require as a minimum new regulation and, 
depending on the details, may require a legislative change.  

• How current rights of parties in terms of the Commerce Act in relation to disputes on 
access might be altered; and 

• How potential conflicts of interest by individuals represented on the GIC Board who directly 
or indirectly may be part of a dispute resolution process involving their company are to be 
managed. 



Major Electricity Users’ Group       Appendix p.4 

GIC: Submission on Proposed Gas Transmission Access Framework                7 May 2007 

 
Q12 Is the full regulation option a well-defined and reasonably 

practicable option that is representative of the heavy-handed 
end of the regulatory spectrum?  If not, what changes or 
clarifications are needed? 

Same comments as those in reply to question 11 above.  

Q13 Do you agree with the ratings of the four options against the 
nine evaluation criteria?  Of not, specify where you disagree 
and why?  

Refer to comments on weighting in relation to question 4 above. 

As MEUG disagree with the evaluation approach, ie equal weighting to characteristics and 
functions that we don’t necessarily agree with, then we also disagree with the analysis in table 5 
on page 41. 

On a matter of detail in section 7 of the report, MEUG believe more explanation is required by the 
GIC to justify the comment in paragraph 7.38, second bullet point, in relation to the option of 
“strong separation and ring-fencing of pipeline owners and users to prevent pipeline owners 
favouring their user-affiliates” that, “in NZ such separation is unlikely to be practical.”  The only 
practical impediment appears to be the reluctance of gas companies to consider the idea.  MEUG 
believe this option should continue to be considered.  Because of the conflict of interest between 
some members of the GIC Board on this option, the Ministry of Economic Development might be 
better suited to consider this option.     

Q14 Do you agree that the non-regulatory options are 
unsatisfactory?  If not, which non-regulatory objective is 
satisfactory and why?  

As no case for intervention is proven, MEUG support incremental changes to the status quo, ie 
the Minimal Change option. 

If the GIC can reassess the policy issues and options taking into account the comments in this 
submission, and that showed clearly a benefit of regulation, then MEUG would reconsider its 
position. 

Q15 Do you agree that the light regulation option best achieve the 
regulatory objective?  If not, which other option better achieves 
it and why? 

No.  Refer comments to question 14 above. 

 


