NOTE on Gas Pipelines Inquiry - Tax Issue, 22 June 2004

The Commission, in undertaking its analysis of the excess returns earned by gas businesses, had assumed that the line item disclosure of ‘tax’ supplied by the companies for the Commission's analysis was on a pre-financing (i.e. pre interest expense) basis.

It has been suggested that the Commission's intention that disclosure of tax paid should be on a pre-financing basis was not clearly specified and as a result some businesses have provided tax estimates based on a post financing (after interest expense) basis. However, that was not clear in the information provided by the companies.

Consequently, the ‘interest tax shield’ for these companies has effectively been 'counted twice' in the calculation of excess earnings, as it had already been accounted for in the Weighted Average Cost of Capital. This has resulted in a possible over-estimate of returns earned for some businesses.

At this stage, the Commission is aware that Vector is affected, but it is not clear by how much, until additional information has been provided by Vector. The Commission will be seeking further information from all businesses to ensure the correct tax numbers are modeled and will advise any changes to the Commission's calculations of returns.
