10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

151
Cont act Energy

PRESENTATI ON ON BEHALF OF CONTACT ENERGY

CHAI R: |'d like to reconvene this session, and we will now

proceed with subm ssions from Contact, and 1'd like to
first welcome you hear today and ask you to introduce
yourselves for the record and please present your
subm ssi on when you're ready. Thank you.

MR COATES: Thank you very much for this opportunity, my nane

is Sinmon Coates from Contact Energy; I'min the Regul atory

Depart nment .

MR LOVE: And | am Alex Love from Contact Energy, and | am a

MR

menber of the Fuels Tradi ng Team

COATES: The subject of our submssion and this
presentation, | think, is slightly different to a |lot of
the other subm ssions and presentations. W are minly

concerned with the scope of the Commission's inquiry. W
believe that the assessnent of the benefits of control
that you are looking at are too narrow, and there are
other factors that should be taken into account in
determ ning whether control is in the interest of
acquirers.

Firstly, the focus on gas supply throughout the whole
delivery chain, we believe, blurs the ability to | ook at
transmission and distribution issues in particular. Ve
al so believe that limting the exam nation to pricing also
i gnores sonme issues relating to quality, and particularly
the terns of access which can have significant benefits to
acquirers. The presunption that there will be open access
on all pipelines, we don't necessarily think, is going to
be the case.

So, we're saying that there should be consi deration of
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the terns of access, whether pipelines should be required
to offer open access and consideration of the unbundling
of services, and throughout this presentation we'll be
goi ng through those issues.

Before we do, there's just one point we'd like to
make, that we agree with your views on the inclusion of
foreign ownership in deciding whether control should be
consi der ed.

Moving on to the main part of our submssion, we
believe that a focus on price ignores sone significant
aspects of access to pipelines, specifically the terns of
access, and in particular we believe that there should be
a focus on the nature of the access regine vis-a-vis
conmon carriage versus contract carriage. W can envisage
a situation where two pipelines wth the sanme kind of
pricing and revenue requirenents but with different access
regimes could have very different benefits to acquirers.
Accordingly, we think that, when you are considering
whether to control, you should also consider these terns
of access.

We just highlight some of our concerns, particularly
with the comobn carriage regine in contrast wth a
contract carriage; the tradability of rights, whether it
fosters a healthy investnent climte, the certainty of
access, its consistency both with local practice and with
overseas in ternms of |ocal practice. NGC has a contract
carriage reginme, for exanple, in transmssion; at the
nonment the partners are proposing a conmpn carriage. e
believe common carriage has poor characteristics in
relation to econom c efficiency, and we are al so concerned
that it could lead to an increasing dom nance of parties
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who are vertically integrated in both the upstream gas
mar ket and the transm ssion of gas.

Looking at econom c efficiency, which is one of the
key drivers that the Conm ssion's |ooking for determ ning
whet her control is desirable, we believe that |ooking at
al l ocative efficiency, conmon carriage falls down conpared
wWith contract carriage; it doesn't provide a mechanismto
ensure that capacity goes to the highest value use.
Rationing is purely via volunme rather than price, and it
doesn't enabl e custonmer preferences to be reflected.

O greater concern though is its potential inpacts on
dynamc efficiency in that we believe it doesn't create
the right environment to facilitate investnent in the
upstream and downstream gas sector. There is uncertainty
over users' access to the gas pipeline, both arising from
uncertainty regarding future gas finds and future gas
flows and/or future downstream gas devel opnents, which may
call on the use of the pipeline. Plus, with a comon
carriage reginme, there is no contractual conmtnent on a
pi peline owner to deliver any given |evel of capacity as
it's a day by day service, and we think this is a real
concern for New Zeal and.

Wil st at the nonment the Maui pipeline, which is our
mai n area of concern, is unlikely to be constrained, it is
entirely conceivable that it could becone constrained
within 5 to 10 years, but we've got a situation where
maj or decisions on long-lived assets such as new power
stations, LNG term nal, upstream production facilities are
required within the next 2 years, and this uncertainty
could detrinentally affect those investnent decisions.

We'd also like to highlight that there are other terns
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of the access to the pipeline which inpact on acquirers of

that access. The bal ancing arrangenents: D fferent
bal ancing arrangenents wll have different consequences
for pipeline users. Any penalty reginmes relating to

exceeding or not deviating from nom nated quantities, the
managenent of gas flows and information flows are
critical, the managenent of gas quality if off-spec gas
gets into the pipeline, and the access of users to invest
in the pipeline itself to develop its capacity through
investing in the |ikes of conpression equipnment, access to
creating a new connection on the pipeline. There's a
whol e host of issues here which inmpact on acquirers and
the value to acquirers of using a pipeline.

Now, | acknow edge many of these are probably outside
the scope of the Comerce Conm ssion and woul d probably
fall within the scope of another regulatory body, and we
note the proposals that the current co-regul atory
initiative for a gas industry body to undertake a |ot of
the regul ation, but nonetheless, we are asking that there
is a consistent approach between these different
regul atory bodies to ensure that any regine both for price
and access and other terns are consistent.

Just briefly, there appears to be a presunption within

the Comm ssion's docunment that there will be open access
on all pipelines; we don't believe that this is
necessarily true on all pipelines, particularly bypass
pi pel i nes. W believe it would be beneficial for all

pi pelines, including bypass, pipelines to be required to
offer third party access, and we note that in nost
overseas markets now there is that requirenent on pipeline
owners to offer third party access whilst at the sane tine
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respecting the contractual rights of people who may have
invested in the pipeline and have contracted for capacity.

A note that, we believe that the very evidence of the
exi stence of bypass pipelines, we believe, justifies
control. The fact that it has got to the situation where
it has proved economic for people to invest in what is
essentially a duplication in many cases of pipeline
capacity, we believe, is evidence of pricing by the
ori gi nal pipeline ower which is not economic.

W note that in your assessnent of the benefits of
control, there's sonmething you overlooked in that nmany
parties expend considerable effort, Contact not the |east,
in having to threaten bypass or even undertake bypass, and
that in itself can be a fairly costly and ultinmately
wast eful activity.

Wth regards to unbundling, this relates to whether
t he Comm ssion should consider gas supply as an integrated
whole, both in terns of whether to decide upon contro
and, nore inportantly in this case, when it actually cones
to control, and we would strongly urge that all aspects of
gas delivery are unbundled to as great an extent as
possi bl e. Unbundl ing enables conpetition in those
services where conpetition is possible, and we note
netering and reconciliation in particular in this area,
and we believe it delivers nore efficient outcones in the
| ong run.

W also note that there is also another aspect of
unbundl i ng, nanely ownership unbundling between upstream
and transm ssion owners, and that nbst overseas reginmes
have required |egal separation at the very |east between
energy supply and pipeline services, and that requirenent
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is largely driven on the basis that integrated suppliers
of gas and pipeline services have information advantages
over other players which they can exploit and potentially

al so cross-subsidi se the supply of gas.
In summary, Contact is not generally a supporter of
regul ation, and we believe it should only be a | ast resort
if it can be shown that conpetition is ineffective and

there is evidence of excess profits or poor service

quality. However, in this instance we agree with the
Conmmi ssion's general findings that control wll deliver
benefits in that the pipeline services do not

exhibit conpetition, and there has been evidence based on
the Commi ssion's anal ysis of excessive profits.

W think there is an elenment of understating sonme of
the benefits of control that we've been through regarding
service quality, principally the terms of access, and al so
servi ce unbundli ng. We believe control should cover al
the gas pipelines, and that control should be consistent
across the assets, both in ternms of between different
pi pelines, there should be consistent reginmes, and al so we
think there is benefit in having a consistent control
approach between gas pipelines and electricity Iines,
especially where the sanme conpany owns both assets.

Finally, again reiterating, control shouldn't just
cover pricing but should also cover the provision of
access, the quality of the access and unbundling of
services, and we do note that in that respect the
Commerce Conmission will need to coordinate, be m ndful

of, the other regulatory regi nes. Thank you.

CHAIR  Thank you very much for that.

I just wanted to cone back to your comrent about
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1 underestimating the benefits of control, because we
2 haven't | ooked at the issue of service quality and terns
3 of access, and | believe you nentioned the bundling of
4 servi ces.

5 | understand the point and |'m synpathetic to it, but
6 I"m not sure how we could have gone about taking it into
7 account, and | wondered if you had any thoughts on that?

8 MR COATES: As | understand it, the Conm ssion does have an
9 ability to consider price revenue and quality of service.

10 CHAIR That's right.
11 MR COATES: And, | suppose, we would argue that the quality of

12 a service enconpasses nore than just physical quality.
13 The quality of the service also covers the terns of being
14 of fered that service

15 If you had two identical products physically, the
16 ternms of -- and were priced identically, but if they had
17 different terns of use for that product, we would regard
18 that as a different quality and you would choose the one
19 which had the higher quality terns of access to that
20 servi ce.

21 CHAIR  What |I'm not sure of is how you build it into a cost-
22 benefit analysis of the type that we wll do for this
23 inquiry. | nmean, in a control reginme you struggle with it
24 as well, but just focussing on the Inquiry, how do we take
25 account of --

26 MR LOVE: Maybe | could add something to what Sinon's said
27 that in Victoria where VENcorp has recently | ooked at the
28 way that the market there runs, they have recogni sed that
29 maybe the issues that they should be |ooking at are just
30 not ones which they can quantify; maybe there are issues
31 that you can only qualitatively assess, and | think that's
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1 probably true of sone of the issues that we are raising.
2 Perhaps you can't quantify the benefits, but you can say
3 that -- look at it in a qualitative kind of way.

4 CHAIR Right. | can accept that.

5 I wanted to cone back to a comrent that you nmake about
6 the way you mght think about control, and in doing the
7 Inquiry in the draft we recomended control where we
8 t hought the net benefits of that particular conpany were
9 positive, and you've suggested that, if one of the
10 conpanies should be controlled, they all should be
11 controll ed.

12 I'"'m not sure what our jurisdiction is for considering
13 t hat . I nmean, there's cross-over effects, spill-over
14 effects, | suggest, to what you' re saying. W had a
15 conpany that, it may be the case -- hard to conme up wth
16 t he exanple here, but undoubtedly the nunbers are going to
17 nmove around a bit between now and the final; no doubt
18 about that.

19 Say we had a case where a conpany showed no excess
20 returns. I'"'m not sure that you're suggesting we would
21 have the jurisdiction to -- and negative benefits from
22 control overall -- I'm not sure we have the jurisdiction
23 to reconmend control because two or three other conpanies
24 m ght show the opposite, and I would lIike you to comment
25 on that.

26 MR COATES: Well, with regards to the Wanganui exanple, we
27 believe that your analysis did show that there were
28 benefits.

29 CHAIR Sure, which is why |I'm using a hypothetical now.
30 Because, | nean, it may stay the way it is, but it may
31 actually shift the other way as well.
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MR COATES: And also, with a threshold regine, as | understand

it you're not -- you're just setting an upper limt, and
if you believe a pipeline is denonstrating efficient
pricing, then that shouldn't affect that conpany. You may
al so get perverse inpacts where a conpany prices up to
that limt.

CHAI R But, | nean, it's right to say in a threshold regine
you could -- at least to sone extent you could mnimse
t he negati ve i npact on conpani es t hat wer en' t
denmonstrating any probl ens, but you still i npose

conpliance costs on them and the Conmission's very
m ndful of that given our experience in the electricity
i nes area. Even though there are a nunber of conpanies
that, not only did we say they weren't earning excess
returns, we said their returns were very low and we
provided -- in fact, nore conpanies were in that group
than in the other, and there are at |east a handful of
conpanies that aren't causing us any concerns on both
price and quality, yet we're inposing regulatory costs on
them that are quite significant by being part of the
t hreshol d regi ne.

So, first of all, I"'m not sure we have the
jurisdiction to recommend control where the test isn't
net . Second of all, even if we did, there seens to be
some valid questions to be asked about whether that's
appropriate, and | wonder about where the benefits cone
from having all conpanies subject to a regine.

"Il put to you a question that sone of the benefits
that | think you're after, wouldn't they be achieved
through other steps that are probably being considered
such as inproved information disclosure and sone of the
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1 governance issues around the other stream of work?

2 MR LOVE | think that may be right. | think, when we were
3 t hi nki ng about control, we were thinking of the w der
4 aspects of the control as well, that there should be open
5 access and the quality of that access should be
6 controlled, so we weren't just thinking about price.

7 We're aware that there are a nunber of pipelines that
8 currently don't offer open access, and we think that they
9 should, and that the quality of that access should be
10 controll ed. But, as you suggest, the regine that
11 Governnent's proposing, the co-regulatory regime, may have
12 some i npact on that.

13 | guess part of what we're saying, we don't know yet
14 what that inpact will be and how that relates to the work
15 that the Conm ssion is doing.

16 CHAIR We've had a nunber of subm ssions from parties that

17 suggested to us that, if the net benefits from control
18 were of a certain nmagnitude below a certain threshold,
19 other than sinply saying if there's positive benefits the
20 Conmmi ssion should not recomend control, it should
21 exercise wder discretion and alnost say, just for
22 exanple -- and | don't want to suggest soneone actually
23 said this, because | don't -- but | can't renmenber the
24 nunbers and where people put the particular benchmark, but
25 they mght say, well, $5 nmillion net benefit wth
26 controlling one particular conmpany is just not worth it
27 given all the risk and the uncertainty around it.

28 Do you have a view on some of those subm ssions about
29 t hat ?

30 MR COATES: It's not sonething we focused on in our subni ssion
31 to a great extent, but if you ve done a test and shown
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1 there are benefits, and I know that in your assessnent you
2 did use fairly conservative assunptions, so you've already
3 given part of the elenment of doubt to the suppliers of
4 pi peline services, then to take things to an extrene, a $1
5 benefit is still a benefit to New Zeal and.

6 I think there are benefits of consi stency.

7 CHAIR One of the other issues that cones up and, you know,

8 the Commission itself has talked about this is, in the
9 event that -- and you conmented yourself that we' ve | ooked
10 naturally at these distribution and transm ssion networks,
11 we haven't |ooked upstream and downstream there is the
12 possibility that we mght find net benefits but those net
13 benefits being achieved are prem sed on the notion that
14 they' Il actually get to end consuners if sone constraint
15 is put on the distribution in transm ssion conpani es.

16 There seens to be at |east a reasonable argunent that
17 there my be reasons why those -- even if those
18 constraints were put on, that those benefits wouldn't flow
19 t hrough to end consuners; sone of it mght flow through to
20 retailers, but may not flow through to end consuners, and
21 so, if we don't have the required degree of satisfaction
22 that they would, should we think again about recomendi ng
23 control ?

24 I"d just like to invite your comment on that. W did
25 have a submi ssion from Vector, for instance, about sone
26 experience they have had about price reductions that
27 weren't passed on to end consuners.

28 So, do you have any comrents on that?

29 MR COATES: | think, for prices not to be passed on would
30 indicate that there isn't sufficiently conpetitive forces
31 in the retail market. However, we do believe that there
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is healthy conpetition in retail, and inproving, and also
to make a decision in one market based on an expectation
of the success of another market is -- | don't know to the
extent to which you have that discretion in terns of the

definition of acquirers. | nean, ultimtely the acquirers
are clearly consuners, but New Zeal and does have
conpetitive -- or an open retail market, and one assunes
that, if a retailer was charging excessively, it creates

opportunities for other retailers to cone in, and...

CHAI R But would you accept that it mght be valid for the

Conmission to satisfy itself that we're not just setting
up a transfer from one player in the chain to the other
and that, at the end of the day, the end-consuner's no
better off?

Do we need to satisfy ourselves of that?

MR COATES: | suppose, if you thought that there was a risk

and that was going to continue in perpetuity, then | think
that would be a valid thing to consider. That's, given
t hat New Zeal and does have a conpetitive retail market. |

personally don't believe that that would be the case.

CHAI R: What about the potential for the first leg in the

chain to capture any reductions that occur further down?
So, at the production end is there scope for rents to
possibly be increased at the production |evel i f
transm ssion and distribution are controlled, and again,
not even get to the retail |ayer?

MR COATES: Here we think the biggest issue is regarding the

terms of access and the ability of vertically integrated
upstream and, wth pipeline conpanies, being able to
benefit from the informational advantages they have over
all the other parties. For exanple, they have upstream
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1 gas which, through the ternms of access, for exanple, wth
2 common carriage they can access the pipeline at wll.

3 We are also concerned about the ability of other new
4 entrants in the upstream gas narket to invest in the
5 upstream production facilities w thout having security of
6 access to the main nmeans of getting that gas to the
7 market. So, it's there that we see the bi ggest concerns.

8 MR LOVE: I was just going back to whether users gain the
9 benefit. | think certainly for |larger users who have the
10 ability to contract their own transportation services --
11 SO, I"'m talking about [larger industrial sorts of
12 customers; wusually if we're contracting those services on
13 their behalf it is a direct pass-through to them o
14 course, it nmay be not down at the level of smaller
15 custoners where they sinply can't contract for their
16 transportation arrangenments, but | guess that's a fairly
17 smal | part of the overall gas market but, of course, there
18 are significant nunbers of people involved in that.

19 CHAIR I just had one other question then ['Il ask ny
20 col | eagues to pursue questions they m ght have.

21 W had extensive discussion -- | don't know how mnuch
22 of it you were able to hear -- on WACC. The Commi ssion

23 as you wll be aware, decided to base draft
24 reconmendations on taking the 75th percentile in the
25 range. We had subnissions today, and it's in the papers,
26 that we should have gone maybe to 90% of the range or even
27 wide in the range quite significantly and then add a
28 margi n even on the top of the range.

29 I'"d Iike to ask whether Contact has any view on this
30 matter, because it can determne the result, basically; it
31 has a very big inmpact on whether a control reconmendation
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1 may or may not be made in any conpany's case.

2 MR COATES: I"'m afraid that we didn't ook in any detail at
3 the Comm ssion's nethodology in concluding the terns of
4 WACC, so we can't comment on that unfortunately.

5 CHAI R It is over to Contact whether it chooses to do so, but

6 it's such an inportant matter to the outcone of the
7 inquiry; it would certainly be useful to the Comm ssion to
8 have the input of one of the acquirers on this matter, and
9 so, | sinply leave that with you to consider whether you
10 wish to do that in a cross-subm ssion

11 MR COATES: W will endeavour to nmake a submni ssion.

12 M5 BATES: | just want to ask you a bit about common carri age
13 vis-a-vis contract carriage, because that seens to be a
14 maj or focus of your subm ssion, and | wanted to make sure
15 that | understand the differences legally, physically, and
16 how they inpact on your conpany, or you consider they
17 m ght inpact on your conpany.

18 So, if you just give nme a brief explanation; take
19 Maui 's current proposal as the exanple of how you think it
20 will work wunder common carriage as opposed to under
21 contract carriage?

22 MR LOVE Under a common carriage regine, you don't have any

23 contract ual rights that secure any capacity for
24 transportation; you just front-up on the day with your
25 request for the capacity you want to use on the follow ng
26 day and then -- and when a nunber of other parties who are
27 requesting capacity on the day, and the Maui -- if it was
28 Maui -- would share that out, pro rata the available
29 capacity across the capacity request. So, you don't have
30 any long-term security about the capacity you have access
31 to, so that's one of our mjor concerns; we can't nake
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downst ream i nvest ment deci sions because we don't know how
much gas we'll be able to transport on the day to those
new pl ants.
Al so, everyone --

BATES: In a contract carriage, what sort of terns are you
tal ki ng about ?

LOVE: Under contract?

BATES: Yes, so you told ne what would happen under a

comon contract.

LOVE: Yes, you would normally contract for a fixed anount
of capacity over a fixed termso you have certainty.

BATES: So, what sort of terns would you be | ooking at?
LOVE: From a power station, you mght be looking at 10 to
15 years of contractual rights to transport gas. | guess
it's the sort of investnent you're making, probably around
10 to 15 years. For example, for Oahuhu we have
contracted rights, | think, for -- | think it was about 10
years, but | would need to confirmthat w th NGC

BATES: And woul d your conpany guarantee vol unmes?

LOVE: No, we have a fixed anount of transportation
capacity, so on any day we have a right to transport gas

that uses up that capacity.

BATES: \What if you don't use the capacity on that?
LOVE: W still pay for it, and if we take -- well, if we
transfer nore gas than we have rights to, we'll pay

overrun charges.

CQOATES: Overseas there are sonetines -- one of the
concerns that people sonetimes express wth contract
carriage is that people can buy capacity and sit on it to
try and shut out other parties. That is not an inherent

probl em of contract carriage because npbst reginmes have a
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"use it or lose it" mechanism and that if you do not use
your capacity, the pipeline ower has the right to sell it
on to other parties and typically secondary markets
devel op. So, if we believe that we're not going to use
our capacity, we can sell it on to soneone el se.

It's not just the likes of investnents in gas-fired
power stations. You may or may nhot know that Contact is
| ooking into an LNG ternmi nal because we're running out of
gas and we need to get sone. The | ocation decision of
that termnal could be affected by the |Ilikelihood of
access to the Maui pipeline. W're considering Taranaki
we're al so considering north of Auckl and.

Li kew se, if a third party or a new entrant
considering investing in an upstream gas facility or gas
field, | should say, if they don't have the security of
access to the pipeline, it's going to be nuch harder for
them to consider investing that, and indeed we've got a
view froma bank regarding the finance ability of projects

with contract carriage and with conmon carri age.

M5 BATES: So, if we were to take your suggestion on board

then would you expect the regulatory regine to inpose on
the owners positive obligations to enter a contractual
arrangenent ?

What I'mtrying to fish out is howit would work. You
may have sonme regul atory experience elsewhere which may
assist in this, but how would it work?

MR COATES: The precise nmechanism | wouldn't know. Part of

the issue here is that there's this other regul atory body,
the co-regul atory body which is being tasked with ensuring
access terns, but we think the two cannot be separated in
that the price and terns of access both have fundanent al
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affects on acquirers and shoul d be considered as a whol e.
In terms of overseas, | note that the European Union
is requiring that contract carriage be the norm on all

pi pel i nes.

MR LOVE: As an exanple, in Australia there's a Federal
Pi pel i ne Access Code and the code sets out the kinds of

offer that operators and owners of pipelines are required

to nmake, and so, it sets out a mninum offer they're
required to make, and | guess that's how we think the
regul ation, | guess, ultimately would work in New Zeal and,

that there's some sort of code which offers have to be
made. Now, whether that cones through the co-regul atory
body or through the Conmssion, we say that's al
uncertain, but all of that needs to be considered in
assessing the benefits of control.

M5 BATES: Are you able to point to exanples here, or overseas
probably, where common carriage has actually caused the
sort of difficulties that you have referred to?

MR LOVE: Yes, | think the best exanple of that is probably in
Victoria where they've just reviewed -- carried out a
recent review of some of the issues that we're talking
about .

MR COATES: They currently have common carriage; they're about
the only overseas regine which does still have comon
carri age.

MR LOVE: And are proposing to inplenent a reginme where there
will be contractual rights to capacity which can be
traded, because there has been concerns about the ability
to nake downstream investnents in power stations and the
| i ke because of the uncertainty the regi me has created.

M5 BATES: Thank you very nuch, that's hel pful
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MR STEVENS: | just wanted to explore that issue a little bit

nore, particularly on the barrier to entry issue, because
obviously that's a concern where there is a constrained
delivery nechanism for want of a better word, and you
mentioned that use it or lose it is one nethodology for
overcom ng the barrier to entry.

In some other jurisdictions they have | ooked at other
net hodol ogi es whereby the party willing to pay the highest
price gets the access at that point in tinme, and as al so,
therefore, effectively utilising it to its best economc
capacity, and I'm thinking of the on-line auction trading
systenms for access to such networks.

What's Contact's view of that nethodol ogy?

MR COATES: |I'mnot famliar with that exanple in particular

Wth secondary trading of capacity, you do enable the
pi peline capacity to go to the highest value use, and if
you're sitting on capacity rights -- essentially, it
revol ves around property rights and neans that, to have a
proper investnent clinmate you' ve got to have, kind of,
fairly well defined property rights, and if you have this
right to capacity and the value to you is $10, if sonebody
says, well, I'Il pay you $20 for that, then it does enable
the pipeline capacity to go to the highest val ue use.

Wth the pros(?) common carriage regine, there isn't
this ability to contract. | nean, say | knew Al ex wanted
to use the pipeline and I wanted to use the pipeline, |
could say, well, Alex 1'll pay you to stop using it so
much, but all the gas capacity that he was going to use
doesn't all go to ne, it will just be pro rata' d anongst
all the remaining users; there isn't this sanme ability to
facilitate trading and ensure that the capacity does go to
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t he hi ghest val ue use.

STEVENS: Just picking up one other point on Contact's
subm ssion, that was the issue of bypass, and | think in
your subm ssion you nentioned that bypass narkets aren't
truly conpetitive, and | was just wanting to explore that
wi th you sonewhat.

You don't see the provision of a bypass network as
bringing in further conpetition?

LOVE: | think we were trying to say that, when you | ook at
the detail, maybe bypass pipelines aren't the sanme as the
original pipelines, so w're trying to argue that there
shoul d be open access on both the bypass pipeline and the
ori gi nal pipeline.

STEVENS: Not that the bypass is unconpetitive?

LOVE: That's right. W're saying that, perhaps the bypass
pipeline, if there 1isn't open access, only provides
benefit to those who have access to it; | guess, the owner

of the gas pipeline. W're saying that that also should
provi de open access as well so that you increase the scope
of potential conpetition.

STEVENS: Let's assunme that it wasn't open access to the
bypass pipeline for the nonent; do you see that as
bringing real conpetition to the market?

COATES: | suppose it does, but it's also, as you say,
evidence that the original pipeline owner was probably
char gi ng excessively.

LOVE: | guess what we're trying to say, we can increase
the benefits of bypassed pipelines, but | think he's
probably right, that they do increase conpetition to sone
extent.

MELVI LLE: | understand Contact is a major owner of gas
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1 netres, predom nantly on the Auckl and networKk.
2 Is that correct?
3 MR COATES: Yes.
4 MR MELVILLE: And you see gas netering as a conpetitive
5 mar ket ?
6 MR COATES: [ Nods].
7 MR MELVILLE: Do you own a nunber of neters on networks other

8 than Vector, or on networks that own their own neters?
9 MR COATES: I think we're going to have to cone back on the
10 precise -- I'mnot an expert in Contact's netering.

11 MR LOVE: It's ny understanding that the ability to put netres

12 in gas networks is nore limted than the ability in the
13 electricity sector, but we perhaps can cone back and
14 clarify that if you like. W're not directly involved in
15 Contact's netering business.

16 MR MELVILLE: Wuld vyou say it's nore limted than
17 electricity; do you have any...?

18 MR LOVE: No, nore |imted than gas; the ability.
19 MR COATES: But that's not due to an inherent feature of

20 netering, it's due often to the terns inposed by the
21 di stribution owner for use of their networks, and we cite
22 t he exanple of Powerco in our submission. So, there is no
23 reason why netering couldn't be conpetitive in all parts
24 of the country; in sonme areas that terns of the pipeline
25 owner, the distribution ower, hinder the conpetition.

26 MR MELVILLE: Ckay, thanks. Just one other one for nyself.

27 You say that the Conmmssion's focus on gas supply
28 t hrough the whole delivery chain blurs the ability to | ook
29 at transm ssion distribution. | was just wondering, if
30 you've got some advice of what we should be doing
31 differently in relation, that you're saying that we're
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1 | ooking at the whole gas -- |I'm just a bit -- | can't
2 really understand the point you're trying to make there,
3 and maybe you can clarify that and have sonme expl anation

4 MR LOVE: | think that maybe we thought there were two points,
5 that in the end we thought we were | ooking at whether the
6 pi peline services, and so supply of gas, isn't really a
7 pi peline service, it's the supply of a transportation
8 service and other services associated with that.

9 We thought, if you |ooked at just the supply of
10 transportation services, it mght be rather clearer that
11 there wasn't conpetition to supply those services.
12 Wiereas, if you look at perhaps the bigger picture, |ook
13 at gas, it becones rather nore cloudy. | think we thought
14 that the other issue was that a pipeline ower who's also
15 an integrated supplier of gas is different from one who's
16 just a supplier of pipeline services, and by | ooking nore
17 at gas supply perhaps you blur the distinction and perhaps
18 don't see sone of the issues around the effects of, or the
19 potential effects you can get if you are dealing with an
20 i ntegrated gas supplier and owner of a pipeline.

21 Very often in overseas regines, as Sinon nentioned,
22 there's the requirenment to separate off the pipelines
23 service business so you avoid the potential cross-
24 subsi di sation and effects |ike that that you can get.

25 MR COATES: | suppose our nmain concern is that the -- if you
26 deci de upon control, is that the eventual control regine
27 does distinguish between these different elenents of
28 pi pel i ne services.

29 MR WYDEVELD: You spoke a bit about potentially undertaking
30 bypass yourself, and | presune that's because of a
31 conpetition reason, also because of cost.
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1 My question was how significant capital contributions
2 that you m ght nmake to an incunbent? 1Is that an issue for
3 you guys, or not?

4 MR LOVE: | don't recall that we have done that, but the kind
5 of thing we were thinking about -- you know, to pose a
6 serious threat of bypass, you really have to start to get
7 i nvol ved down to the stage of perhaps seeking consents, so
8 it neans that you have to have a design for your pipeline,
9 so there are quite significant costs in that.

10 O fhand, | don't recall any occasion where Contact has
11 made a contribution to a pipeline ower in order to
12 arrange -- | don't recall any specific instance where
13 Contact has nmade a capital contribution to a pipeline
14 owner to obtain an increase in capacity, but there may be
15 exanples of that, because | do recall that it has been
16 rai sed.

17 MR WYDEVELD: (kay, thanks.

18 MR ADAMS: Just in connection to the access to the Muu

19 pi peline; are you aware of where negotiations are now on
20 the type of access reginme that's been proposed?

21 MR LOVE: Yes, the Maui joint venture has recently requested a

22 further round of subm ssions on their proposal and, as |
23 understand it, we the industry is waiting for a response
24 to those submi ssions.

25 I just heard, in fact earlier this afternoon, that
26 they have established a website where -- |I'm not sure if
27 it's a response to the submissions, but certainly the
28 subm ssions are on the website.

29 MR ADAME: | take it, Contact will be making subm ssions on
30 t hat question?

31 MR LOVE: Yes, we've nmade a submission and we're just waiting
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for a response.

MR  ADAMS: |"m just trying to get a feel for whether the

pi pel i ne owner would have nore market power in it with a
comon carriage reginme as opposed to a contract carriage
regi ne.

I can see your argunent as to why one mght be nore
efficient than the other, but why would a pipeline owner
choose a regine which is less efficient and, therefore
place less -- give less value to its pipeline than the
ot her ?

MR COATES: Good questi on. The thrust of our concerns wth

MR

this is, we believe that if the pipeline owner was an
i ndependent pipeline owner, they would go for an access
regi me which was of greatest value to that pipeline asset.
However, they seem to be proposing this alternative
regi nme, which begs the question why.

Clearly there are a nunmber of issues with regard to
their ability to access; they have got the pipeline at
will to access the gas spot narket when the prices are
hi gh. Plus also, one of the economc efficiencies that
we're concerned about is the incentives on the upstream
gas producers, new entrant gas producers to enter the
market and invest in new gas fields. That ability, we
believe, is dimnished and that could enhance the narket
power of the upstream busi nesses.

ADAMS: But clearly, the wusers of the pipeline, 1like
Contact, would have different incentives to see different
reginmes in place.

I nean, | can clearly see that the contract regine
woul d suit Contact better than any other, but is it not
possi ble that other users mght have a different view on
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it, and is there any particular reason why the Conm ssion
shoul d choose your preferred option rather than other

users'?

VR CQOATES: | think it is possible there may be other users

who may prefer a commobn carriage regine, particularly
those who are likely to only want to access the pipeline
intermttently, although having said that, if there was a
contract carriage regine wth the ability to have
secondary trading of capacity rights, there would still be
the ability of these intermttent users to access pipeline
capacity.

W nerely note that overseas there's this increasing
presunption, particularly from regulatory authorities, to
go for contract carriage, often because of concerns
relating to investnment efficiency. Also in Victoria there
were concerns that you had Victoria with a conmon carri age
and other states with contract carriage, and that created
problens, and there has also been concerns -- | don't
specifically know whether the concerns wth conmon
carriage overseas is with market power, but certainly the
concerns over vertical integration of pipeline and
upstream producer revolve around market power, and in the
European Union there's a requirenent for |egal separation

of these two activities.

M5 SARMA: Just under threat of bypass again; what kind of

price reductions are you able to achieve?

MR LOVE: Through threatening bypass?
M5 SARMVA:  Yep.
MR LOVE: W possibly can provide an exanple of that, but I

think it probably would need to be confidenti al

CHAI R If you could provide that in your cross-subm ssion,

Gas Pipelines Inquiry: Draft Report 22 July 2004



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

175
Cont act Energy

t hat woul d be good, thank you.

MR ADANES: Could 1 ask also whether you could address the

issue of the exanple that Vector gave, where it's
suggested that 50% of -- gave an exanple in its
subm ssion, | think it's 6.86, where it suggested that
retailers passed on just 50% of the reduction it nmade in

its pipeline charges.

MR MELVILLE: If you could also tie into that cross-submn ssion

some information about netering, and particularly the
nmeters you own on networks other than Vector's, and just,
if you think netering is conpetitive, if you had any

poi nts or exanples of that.

MR LOVE: Yes.
CHAIR Okay, unless there are any other remarks you' d like to

make -- [pause]. [No comrents].

I"d like to thank Contact for the subm ssions that you
have put in and being willing to cone and allow us to ask
you questions directly. It's very inportant for the
Conmission to hear directly from acquirers, so we were
very pleased that Contact put in the subm ssion and was
avail able for the Conference. We | ook forward to seeing

your cross-subm ssions, and | thank you both very nuch.

MR COATES: Thank you for the opportunity.
CHAlI R W now will have a submission from MEUG and | wll

ask Ralph, | think you're in the back row there, we'll ask
you to cone forward please. Thank you

* k%
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