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23 September 2004 
 
Mr Paul Melville 
Chief Advisor 
Network Performance Group 
Commerce Commission 
P O Box 2351 
WELLINGTON 
 

PUBLIC VERSION 
 
Dear Paul 
 
EMAIL OF 8 SEPTEMBER 2004 RELATING TO TREATMENT OF TAX IN THE 
COST BENEFIT ANALYSIS 
 
Thank you for your emails of 8 September 2004 and 14 September 2004 providing various 
documents associated with the analysis of tax in the Commerce Commission’s 
(Commission) cost benefit model used as part of the Commission’s Gas Inquiry. 
 
WGL acknowledges receipt of: 
 
i) a document entitled “Tax Treatment in the Commerce Commission’s Cost Benefit 

Analysis - Wanganui Gas Version - 8 September 2004.  This is referred to by the 
Commission at paragraph 4 as a note  

ii) a paper entitled “The Treatment of Gains on the Sale of Assets” - 2 September 2004 
iii) a paper entitled “The Interest Tax Deduction and the Calculation of Excess 

Earnings” - 6 September 2004 
iv) a single sheet spreadsheet headed with “WGL” 
 
1. General Comment 
 
As stated previously, WGL in an accounting sense operates as one entity, thus production of 
information pertaining to the network function within the business is neither straight 
forward, without assumption nor costless.  Essentially network information required by 
regulation is created solely for this purpose and is thus an extraction of data from the total 
entity’s information systems. 
 
 
 
 
 
 
 



WGL has based it’s Inquiry, Notice and Clarification responses principally on published 
information found in the New Zealand Gazette.  This audited information is consistent with 
present information disclosure requirements under the Gas (Information Disclosure) 
Regulations 1997.  Additional information is derived from the Company’s Annual Reports 
and associated working papers relating to the operation of the business and asset valuation. 
 
As the Gas (Information Disclosure) Regulations 1997 do not contemplate separation of 
“contestable” and “non-contestable” asset groups and hence reporting on “non-contestable” 
asset groups per se, WGL has consistently reported based on total assets (infrastructure and 
non-infrastructure) pursuant to a gas distribution activity as defined in the regulations. 
 
WGL identified in it’s 2 July 2004 submission on the Draft Report at paragraph 29, page 9 
that it considered that it had provided post-financing tax data and notes that the Commission 
has substantiated this position as discussed in it’s note (item i) above). 
 
WGL has considered the documents provided and concludes that the calculation provided 
by the Commission (item iv) above) is both consistent with the method recommended in the 
asset paper (item ii) above and assumed in item iii) above) and also the data previously 
provided by WGL.  WGL, cognisant of its comments below, considers that the revised 
treatment of its taxation calculation further validates WGL’s view that it operates a 
productively efficient network business and is deserving of its comparative benchmarking 
performance outcomes.  It also reinforces the Commission’s draft recommendation in 
regard to WGL as underpinned by return of negative Net Acquirers Benefit and Net Public 
Benefit test results. 
 
2. Specific Observations 
 
Forecast Data 
 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxx 
 
As previously indicated, WGL has attempted to provide robust information and data.  
However given the type of information sought by the Commission, WGL accepts 
responsibility only for the data as presented.  The Commission uses this data or parts 
thereof in other contexts knowing the data is provided with the caveats and limitations 
discussed above. 
 
Commission’s Note of 8 September 2004 
 
a) Principles - paragraph 8 
 
The Commission assumes that a network company can “pass on any benefits of lower tax 
payable (relative to prima facie tax) to customers and recover the costs of higher tax  
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payable as these arise”, that is, immediately.  While this may be possible over time, WGL 
considers that the mismatch of tariff/contract year and financial year, constraints of actual  
business conditions found (including competitive elements) and the Company’s efforts to 
avoid pricing shocks etc. all conspire to make such actions in practice other than immediate. 
 
b) Reference 1, page 2 
 
WGL believes the Commission is referring to a paper of 2 September 2004 rather than 23 
August 2004? 
 
c) Permanent Differences - paragraph 12 
 
The Commission states “… On the income side, ‘capital contributions’ may be recorded as 
income under accounting rules, but are not assessable as income for tax purposes.  These 
differences do not reverse over time.”  WGL advise that it has been its practice to treat such 
contributions as assessable income for tax purposes; however WGL has recently sought 
further advice on this point. 
 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx
xxxxxxxxxxxxxxxxxxxxxxxxxxx. 
 
In light of this, WGL will be reviewing its practice for future periods. 
 
d) Wanganui Gas - paragraph 51 
 
As currently stated WGL’s total tax in nominal terms has xxxxxxxxxxxxxxxxxxxxxxxxxx 
xxxxxxxxxxxxxxxxxxxxxxx as shown. 
 
 
3. Confidential Information 
 
WGL requests that any comment or aspects of the information contained in this letter which 
is not currently disclosed by the Company (and hence public information) is considered as 
being covered by the existing section 100 Order.  Should the Commission view this matter 
differently, WGL requests the opportunity to consider the Commission’s position prior to 
public release of any information currently deemed confidential by WGL. 
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For Assistance 
 
WGL is pleased to be able to assist the Commerce Commission’s Gas Pipeline Inquiry 
through provision of this information.  If there is a need to provide further clarification or 
any general queries please contact Mr Geoff Evans, Network Manager - GasNet, the 
independent trading division of WGL on 06 349 0131 or by email at 
Geoff.Evans@gasnet.co.nz. 
 
 
Yours sincerely 
 
 

 
 
 
 
Trevor J Goodwin 
Chief Executive 
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