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Executive summary

Purpose of the report

X1. Thisreport providesa summaly and analyssof gaspipelinebusinesse§erformance
The informatiorwill help stakeholders gain a better understandinggafs pipeline
busines$ Zp€rformancetheir relative performance, and any changes in performance
over time Gas pipeline business@scludegas distributiorbusinesseghereafter
referred to as locagas pipeline businesseand gas transmission businesses

X2. The energy sector is in a period of change and uncertainty, and the pace of change
may accelerate. This will have implications for the infrastructure ownegilsy
pipeline businesseand the regulatory regime they operate undétowever, ve note
that this report is backwards looking, with the intention of tracking change over time
and allowing trends i@ I & LJA LIS f A peBSorntadesaidyinSestinéhtitdbe
observed.

The analysis in this report will be of interest to stakeholders and
we welcome your feedback

X3. We expect that this analysis will be of interest to all stakeholders in the gas industry. It
is intended to aid customers in determining whether the priaed services afjas
pipeline businesse®flect an industry that works efficientlyeliably and to the long
term benefitof customers.

X4. We intend to update this report and the accompanying fact sheet and interactive
online dashboard regularly, with relevant analysis and insights when new data
becomes available. This is ttierd iteration ofthis report; the previous version was
published in February 2028Ve welcome feedback to help improve the depth and
quality of our insights in future analysis.

Key trends

X5.  This Trends Report covers a rang@efformanceinformation between2014and
2023 with updateddata from the 2023 information disclosuré#/e have identified
a series of specific trends that are relevant and most useful to readers.

L We can be contacted by emaiifrastructure.requlation@comcom.govt.nz
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X6.  The ley trendsin the last two yearsince the last report arthe decrease in the
volume of energy delivered, increase in customer connections, changes in revenue,
higher levels of regulatory profiandgenerally improving levels of reliability.

Volume of energy delivered

Obs ¥r

35K

34K
33K

32K

Energy delivered (TJ) *

31K

30K
2014 2015 2016 201/ 2018 2019 2020 2021 2022 2023

X7.  The volume of energy deliveregdrough local gas pipelindsas been relatively
stable with a slight increase from 2016 to 20Ihere has been a noticeable fall in
the volume of energy delivered since 2021

X8. The decrease in energy delivered was attributed to large industrial esérmsg the
industry.The main driver in the decrease wdise to industrial users disconnecting
from the gas pipeline systerdriven by higher gas costs and the switsiay from
gasto electricity. This decrease was in line with our prediction under the third
default pricequality path rese{DPP3for gas pipeline businessealthough the pace
of decline was quicker than anticipated.
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Customer connections
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X9.  The number of customers connected to logak pipeline businesséss increased
by 1.3% per year since 2014 to 310,308 connections in 2023, with growth largely
from residential and small business connections. However, there was a small decline
of customer connections from industrial and nretandard businesses duringish
period.

Revenuebreakdown

X10. Revenue per customer for local gas pipelnsinesses was relatively stable
between 2014 and 2023. On average, customers paid $4 more per year in 2023 than
they did in 2014. Cash profit decreased but depreciation increased in 2023 because
of the shortened asset lives allowed in DPP3.
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X11. However, once inflation is accounted for, logal & LJA LISt A sé\@nuépza A y Sa a S
customer decreased by $130, or.2% in real terms since 2014.

X12.DIFa GNIyaYAadaaAirzy o0dzaAySaasSaQ NBGSydzS Ay ONI
2014 and 2023. In 2023, cash profit decreased noticeably but depreciation increased
due to the shortened asset lives allowed in the Gas DPP3. Once inflation is accounted
for real revenue decreased by $23.8 million or 14.0% between 2014 and 2023
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Profitability

20Ff 3JlFra LALISEAYS DIFa GNIyaYAaarzy od
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X13.

X14.

X15.

X16.

Localgas pipelindousinessefiave generally not made excessive profictween
2014and2023. We draw this conclusion by comparing these businesses' return on
investment to the weighted average cost of capiifACG, which is thecost to
investfor businessesTheinflation adjusted WACC has ranged from 4.97% to 11%
during this periodFor gas transmission businesses, the return on investment has
generally been in line witinflation adjusted WACC.

The return on investmentRO) for each local gas pipeline and gas transmission
business is consistent with th’ACGhat we estimate when we set their default
price-quality paths DPP%.

Higher profits in the most recent three yeakgre driven by higher levels of asset

revaluationg(inflation), and higher levels of depreciation duegtbortened assets
livesunder DPP3.

The profit referred to here is regulatory pragfiwhich includes cash profit and asset
revaluationsand excludes tax.
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X17. Between 2014 and 2023 ¢ reliability of locayas pipeline businessésas generally
improved with fewer interruptions over timeThe number of interruptions generally
decreased between 2014 and 2023, by 46% over this pafedrefer to reliability at
an industry levelrather than specifigas pipeline businessdsor some individual
gas pipeline businessgaeliability may have deteriorated in specific years.

X18. The number of emergencies local gas business aldecreased between 2014 and

2023,

X19.D I a

year.

by 54.9% during this period.

0 NI y & YA a eellagliyy has diso AnprévidioSed the 202023 period
The numberof interruptions over theperiod hadallen from over 60 to around0 per

X20. We have listed the key performance datagafs pipeline businessésthe table

below.

Local gas pipeline Gas transmission
businesses businesses

Revenue $150 millionin 2023(increase | $146 million in 2023 (increaseg
of $19.9 million since 2014) | of $13.6 milliorsince 2014)

Cash profit Decrease of $26.9 million or | Decrease of $35.5 million or
7.1% per year on average, 12.4% per year on average,
between 2014 and 2023 between 2014 and 2023

Trends in gas pipeline busin&sgp&formance 2014 to 2023



Depreciation as a percentage
of revenue

41% in 2023

39.9% in 2023

Opex as a percentage of
revenue

33% in 2023

40.4% in 2023

Value of regulated asset base

$1.2 billion in 2023 (increase
of $384 million or 45.7% sinceg
2014)

$983 million in 2023 (increase
of 24% since 2014)

Interruptions

1817 interruptions in 2023
(decrease of 46% since 2014

19 (decrease of 43 since 201§

Emergencies experience by
customers

47.2 emergencies in 2023
(decrease of 54.9% since 201

339 (increase of 17 since 201

The structure of this report

X21. Following this executive summary, the report is structured as follows:

X21.1Chapter I an introduction to the report, including an overview of our role in
regulatinggas pipeline businesses;

X21.2Chapter X local3 I a

overview of locabas pipeline businesses;

LIA LIS f A yeBorntaned, begitningivBtiad LJ

X21.3Chapter X gas transmissiod dza A Y Sedointdice) beginning with an
overview ofgas transmissiobusinessesand

X21.4Appendix A a glossary of abbreviated terms used withinstteport.

X22. A summary of our analysis of the performance of Igza pipeline businesses
detailed within chapter 2, is provided below. This is followed by a summary of our
analysis of the performance ghs transmission businesseketailed in chapter 3.
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Chapter 1¢ Introduction

Purpose of thereport

1. The purpose of this report is to help people understandpeeformance of
regulatedgas distributiorand gas transmission businesses (collectively, gas pipeline
businessegbetween 2014 and 2@ In particular, the price and quality of services
delivered by these businesséis is to help inform assessment of how the purpose
of the regulatory regime under Part 4 of the Commerce Act 1986Atteis being
met.23

The gas industry features many participants with different roles in gas
production, transport and consumption

2. The production of natural gas for use hystomersbegins with exploration,
extraction, and processing. Conventional gas producers located around Taranaki
process gas for general use, then the gas is injected integrggsure transmission
pipelines(FirsGas)that stretch throughout the North Island. Large gastomers
(e.g, Methanex, Huntly power station) may connect to the transmission system
directly, while locabas pipeline businessése., GasNet, FirstGas, Poweiaad
Vector) transport gas frorthe highpressure transmission systetm homes and
businesses.

3. Wholesalers buy gas from gas producers, andg@hto gas retailers or directly to
customersin NewZealanda significant proportion afhe natural gas consumed is
by large industrial customergho buy gas directly from gas producer$iese large
industrial customers buy gas undengterm contractual arrangements. Gas
retailers contract directly with the gas transmission busiresslocalgaspipeline
businessego arrange for transport of the gas through to smaller commercial
customers, small businesses and households.

2Commerce Act 1986, s 52A.

3 For this analysis, we use data from 2014 to 20@3sNet and Vector provide their information disclosures

for years ending 30 June, while Powerco and FirstGas provide information disclosures for years ending 30
{SLIISYOSNID hdNJ GNBIFGYSyd 2F (GKS GAYS REMFBMBYOSa
Fyrfeara 2F 3L a LALISEAYS o0dzaAySaasSaQ LI LISN gKAOK
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Figurel: Various elements of the natural gas supply chain

(local gas pipelines)

L
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4, FirstGas acquired two transmission pipeline systems in 2016: the pipeline between

Taranaki and Huntly from Maui Development LimitetDQ), and the remainingas
transmissiorpipelines from Vector. For the purpose of this analysis, we do not

NBLIZ2NI 2y SFOK 3IIFad ONIyavYAdarzy LALISEAYS
OGN} yaYAaaArzy odzaAySaasSaéd Yreé NBTFSN (2 SAd
to all three busineses.

5. FirstGasiot onlyowns thetransmission pipeline systenigit also a local gas pipeline
ca?2 WCA NA DI andWirdNGay Bistfibusiciaie Daft@f the same
company although each businedgmsseparateinformationdisclosures. The
informationdisclosedliffers between locabas pipeline businessesdgas
transmissiorbusinessesFigure 2 showa map ofthe locations of the various local

gas networks in the North Island, as well as the location of the gas transmission
system?

4 This report covers the natural gas pipelines in the Nésthnd anddoes not cover LPG distribution systems in
the South IslandasLPG distribution networks are not regulated under Part 4 of the Commerce Act.

Trends in gas pipeline busin&sgp&formance 2014 to 2023
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Figure 2: Location of the various local gas networks and gas transmission system in
the North Island
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Theregulatory framework that governs the gas market includes several
regulators, including the Commerce Commission
6. Under Part 4 of the Act, we are responsible for regulating the gas pipeline services

provided by four lockgas pipeline business@gector, Powerco, GasNeind
FirstGas) and the gas transmission business, FirStGas.

5 Not all local nor transmission gas pipelines are regulated Nova Energy, a subsidiary of the Todd
Corporation, owns noiopen access local networks and gas transmission pipelivtesh are not subject to
regulation under Part 4f the Commerce Act.

Trends in gas pipeline busin&sgp&formance 2014 to 2023
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7. The intent of Part 4 of the Act, in the context of the gas industry, is to ensure
regulatedgas pipeline businesséave incentives to invest and innovate in their
networks, improve efficiency, and provide services at a quality that refeetomer
demands, while preventingas pipeline business&®m making excessive profits.
We apply two types of regulation to theggs pipeline businesses:

7.1  pricequality PQ path regulation, where we set the revenaeprice capghat
each business carollect fromgas cstomers and the minimum quality
standards they must maintain; and

7.2 information disclosurelD) regulation, which requiregas pipeline businesses
to publish informatiorneach year detailing their performance, including
pricing, future expenditure forecasts, interruptions, and financial statements.
These information disclosures are publitormation once publishedGas
pipeline businessedsave been subject to the current ID regime under Part 4
of the Act since 2012, with slight variations in the ID schedule requirements
over time®

8. Under Part 4, we are required to summarise and analyse any informatiomgy#sat
pipeline businessedisclose undethe ID requirementsThis idor the purpose of
promoting greater understanding of the performance of individual businesses, how
they are performing compared to each othand any changes over tinfe.

9. Further information on our responsibilities under the Act is provided in the
WI LILINR F OK (2 OGNBYR |yl f & ag\pprogchPaper & LJIA LISTE A
which accompanies this report.

10.  Other regulatory agencies also have responsibilities in the gas industry. The Gas
Industry CompanyGI@® A a (0 KS -régyldibdzastaigh€ainde ghe Gas Act
1992 (theGas Ac}. It is responsible for administering governance arrangements for
the downstream gas industifrom processing through teetail). The Ministry of
Business, Innovation and EmploymeMtBIE has a central role in governing,
monitoring and advising on the wider gas market, and assessing recommendations
for regulationsmade by the GIC. At an operational level, WorkSafe is responsible for
monitoring and enforcing safety standards set out in the Gas Act (or within
regulations made under the Gas Act).

6 Gas pipeline businesses were subject to an ID regime under the Gas (Information Disclosure) Regulations
1997 until it was replaced by the introduction of Part 4 ID regulation througlCiramerceAmendment Act
2008. The previous ID regime was substantially different and focused primarily on financial stataMents.

use data from 2014 onwards due to the lack of granularity in data in 2012 and 2013.

" Commerce Act 1986, s 53B(2)(b).

Trends in gas pipeline busin&sgp&formance 2014 to 2023
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The analysin this report will be of interest to stakeholders including gas
customers

11. 2SS dzaS GKS (GSN)Y WwWOdzad 2 YSNA Qlocélgas pipsling/ G KS
businesswhich can be households or businessesndustrial eistomersthat are
connected directly to the transmission network. We do not consider gas shippers
(including gas retailers) to be customers for the purpose of this report.

12.  In general, most customers do not have a direct relationship with their tpasal
pipeline businesor the gas transmission business. Instead, they engage with a gas
retailer (to which they pay their bill The retailer passes through a portion of this bill
(historically this has been roughly %#215%) to pay for théransportservices of the
localgas pipeline businesand thegas pipeline business.

13.  We expect this analysis will be of interest to all stakeholders in the gas industry. It is
intended to aid customers in determining whethtiye prices and quality of service
from gas pipeline businessese reflective of an industry that works efficientgnd
to the longterm benefitof customers® This analysis also an important input into
our assessments of the performancegafs pipeline businesseand the
effectiveness of our regulatory regime.

The operating environment of the gas industry is changing amdertain

14.  The gas sector is in a state of change and uncertdibgmand for natural gas is
decreasing due to the overall decarbonisation of the econamstomersswitching
to low or zero emissions fueland the closure of several large industrial users in
recent years® However, the pace of changguncertain!! Future demand for
natural gas is forecasted to decrease by between 10% and 25% bya2@B3&p to
73% in the longeterm.!2

15.  Onthesupply side, there are challenges in bringing new natural gas supply to the
market. There has been a significant reduction in upstream exploration activity.
Drilling activity between 2015 and 2023 averaged 9.5 wells per, gearpared with
34 wells per year between 2002 and 20®&nce 2014 te number ofpermits
grantedfor drilling has decreas), on averageat a rate of 9.7%er year3 Supply

8We do not assess specific prices to particular custélyr@ups butassess prices on average.

9/ 2 YYSNDS / Dyev fetied dnfuying Gur energy and airports regulation is fit for purgio@9 April
2021), page 2

09 Ny aild 9oGasl@ddgyfyTondpany Gas Supply and DemangSidecembef023) GIC Supphand
Demand Study, page 1.

U9 Ny aid oGIC Sapdryamd emand Stédpage 1.

29 Ny ail oGIC Sapdryamd emand Stédpage 42.

BONYyal oGCBAAAEAl VR S5gagelly R { (dzRe ¢
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https://comcom.govt.nz/__data/assets/pdf_file/0022/253561/Open-letter-Ensuring-our-energy-and-airports-regulation-is-fit-for-purpose-29-April-2021.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0022/253561/Open-letter-Ensuring-our-energy-and-airports-regulation-is-fit-for-purpose-29-April-2021.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf

from the larger gas fieldsuch asvlaui andPohukurawhich havesupplied New
Zealandior many yearshave decreased in the ladecadeor so!4

16.  Overall, forecast modelling show that the supply of natural gas will be insufficient to
meet the demand in future years (as early as 2025 or as late as @&@dnding o
the specificscenarioforecasting.!® This will contribute to likely future increases in
natural gas pricesand potentially further decreases in dematfd

17. Inits advice to the New Zealand Government on its first three emisbiothgetson
the pathway to net zere@missiondy 2050the Climate Change Commissi@Q(X2 a
report highlightedthat the role and nature ofhe gasnetwork infrastructure will
need to be considereds the natural gas supply reducés

18. ltis possible that gas infrastructure could be repurposed, depending ofuthee
development of blended or fully renewable gases. The pace of development of any
alternative gases, and the extent to which they will be viable substitutes, will affect
future demand for natural gas. In addition, uncertainty about the rate of dedatine
natural gas creates corresponding uncertainty about when demand for electricity will
increase'®

19.  We note that this report igo a large extentbackwards looking, with the intention
of tracking changéetween 2014 and 2023 his report provideobservatiors of the
trendsin the usage and investment gas pipeline businessebherefore, the trends
analysis of data from 2014 to 2023 will not reflect the more recgnificant
changes in the operating environmeoitthe gas sector.

We havepublished other summary materials alongside this report

20.  This is tle third iteration of the report,the previous reportvaspublished in
February 2023This current version of the report has been updated with data from
the 2023 information disclosures. We welcome feedback to help improve the depth
and quality of our insights in futureports.

21.  This report is supported by materials that highlight our key findings and allow
stakeholders tainderstandthe data. The range of materigprovidestakeholders
with easy access to the information at various levels of intei@st. materials
include:

“9 Ny ald 9GIC Sepdryadd Demand Stddpage6l.

BNy ail 96/, FdyAIXEGE | VR,pagésvi2. y R { (i dzRe& ¢

169 N)y a i 9GIC Sepdry=a8 &Y | V R , pagedtR & ¢

YIEAYEGS / KIFy A8 n/A2Y YiAa/Edk 2/VSSA YA | f 2 ¢ (R May2621)gageR77F dzii dzNB
B/ 2 YYSNDS / L£yhekt and duthyiaryéof Final decisiofart 4 Input Methodologies Review 2323

(13 December 2023), para 2.10.
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https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://www.gasindustry.co.nz/assets/CoverDocument/Gas-Supply-and-Demand-Study-December-2023.pdf
https://ccc-production-media.s3.ap-southeast-2.amazonaws.com/public/Inaia-tonu-nei-a-low-emissions-future-for-Aotearoa/Inaia-tonu-nei-a-low-emissions-future-for-Aotearoa.pdf
https://comcom.govt.nz/__data/assets/pdf_file/0033/337677/Part-4-IM-Review-2023-Final-decision-Context-26-summary-paper-13-December-2023.pdf

21.1 anApproachPaperwhich describes the technical aspects of the analytical
approaches we have used, and the legislative context in which we undertook
this analysis;

21.2 afact sheet highlighting the key findings of our analysis; and

21.3 an interactive online dashboard that describes the key findings of our analysis
and allows users tdiscover further detaiif they wish.

Other relevant informationpublished

22.  In May 2022we published the default pricquality path DPB for gas pipeline
businesseseffective from 1 October 2022 to 30 September 2026.

23, CdzNIKSNJ 61 O1INRdzyR 62dzi bSg ®%SIflyRQa 3l
$6S0aAiSQa L APDREQ WDHARS B Gl GAAGAO LI 3ISQ |2
bS6 w%SIEFIYRQa 3l & AYFNFa®NHzOGdzNBE | yR AYyRd

19 Seehttps://www.gasindustry.co.nz/about/abouthe-industry/.
20 Seehttps://www.mbie.govt.nz/buildingand-energy/energyand-naturatresources/energsstatisticsand-
modelling/energystatistics/gasstatisticsi/.
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Chapter 2¢ Performance of local gas
pipeline businessesgas distribution)

Purpose ofthis chapter

24.

25.

26.

27.

The purpose of this chapter is to provide an overview of Igealpipeline businesses
and the results of our analysis of their performan@ar analysigicludesthe trends
Ay 0dza Ay S achsian thald@iy gt tzsregulated services they provide.
The aim is to give insight into issues that have affected fpasbipeline businesses
in recent years, and the underlying drivers of the trends or anomaliesre

possible.

Trends are first examined from a hitgvel industry view, in most cases followed by
detailed examination at the individughs pipeline businadevel. The key findings
are based on industrwide or company averageanddo not describe differences in
the experiences ohdividualcustomers, as the averages cover all customers (from
small residential customers to large industrial customers) across all regional
networks.

Our analysis refers to the growth implied by the trend, as explained il\pproach
paper about our use of trends analysis. There are cases where we refiegteyear
figures or state a figure which is an absolute increase in dollars or dollars per
customer.

Further, unless otherwise stated, the charts and figures for monetary data are given
in nominal terms.e., they have not been adjusted to exclude the impact of inflation.

Key findings

28.

29.

The annual revenue that locgas pipeline businesséave collected through
providing regulated services has increased bg.8million since 2014, to $50

million in 2023 On averaggecustomerspay $83per year, which is4more (in

nominal termg than they did in 2014. Once general price inflation is accounted for,
locala I & LJA LISt A ge\@nuésdmivéalieribon averageby $54 per customer

(in real termg since 2014%r by 11.3%

Figure 3 shows thbreakdown of the average revenue per customer between 2014
and 203.

Trends in gas pipeline busin&sgp&formance 2014 to 2023
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Figure 3: Breakdown of loc@as pipeline business€sevenue per customer, 2014
2023
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30. There are five components of revenue for logas pipeline businessegpassthrough
and recoverable costs, tax, depreciatiaperating expenditure (also known as opex,
and referred to in Figure 3 as local network costs), and prafiese components of
revenue are explained in greater detail under Figure 12.

31. Between 2014 and 2023, the components of revenue that have increasexpaxe
anddepreciation Opex accounted for 30% oévenue per customer for locghs
pipeline businesseduring this periodOpex increased by 3% per year on average
between 2014 and 2023, resultingénstomerspaying $161 for this category of
expenditure in 2023an increase of $38 from 2014).

32.  There has been a gradual increase@preciation(in nominal terms)however,
there was a marked increase in 2023 duestortened asset lives under DPHBe
annual capital expenditurec@pey of localgas pipeline businessass 24% higher in
2023 than in 2014. The increase in the regulated asset B3&B,(as a result of
network and nornetwork capexhas led to steady increases in depreciation
between 2014 and 202Depreciation accounted for 25% of revenue per customer
for localgas pipeline business&®m 2014 to 2023Depreciation increased by 8%
per year on averagbetween 2014 and 2023. This resulted in customers paying $200
for this expenditure category in 2023 (an increase of $109 from 2014).

Trends in gas pipeline busin&sgp&formance 2014 to 2023
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33. The RAB (upon which the total return on assets is based) of alglasalipeline
businessesvascollectivelyvalued at over $.2billion in 2023, an increase of 384
million (45.7%) since 2014.

34. Investment in local gas pipeline networks has focussedupporting growth on
networks and maintaining assets. Investment in new connections and system growth
has increased by8s3 million since 2014, while investment in maintaining assets has
been consistent over time.

35.  Network relocation and capitalised financing costs form a comparatively small
portion of capexHowevernetwork relocation capex has a high degree wtomer
visibility as these costs are often offset partially by capital contributions from the
customerswho seek relocation. dtomersalso make contributions toward the
capital cost of new connections. On a pew customer basis since 2014, capital
contributions have increased from $818%$2,384 by $1,572in nominal terms oby
194%.

36. Between 2014 and 2023 ¢ cost of running all localas pipeline businessésgpex)
hasincreased by15.3 millionto $52.1 million This is amcrease of$1.6 million or
4.1% per year on averagkiring this periodBusiness support costs have grown by
$5.8million or 30.3% since 2014. Albeit a relatively small component of opex, the
cost of responding to interruptions and emergencs®ws an increasing trend
between 2014 and 2023.

37.  Cash profit is defined within this report as the total regulatory prfiter taX) and
excludegevaluations Cash profit has declined following the 2017 DPP reset. In
2023, the average cash profit per customer was $8&tich is$110 less than the
average cash profit per customer in 2014.

38. Localga® 2 Y LJI séliislity Bas generally improved since 20T4e number of
emergencies experienced by customers, and the number of complaints made by
customers have decreased significantly. The average duration and frequency of
interruptionsexperienced by customers of logs pipeline businessasve
generally decreasesince 2014.

Overview of localgas pipeline businesses

39. Localgas pipeline businessease responsible for the transport of natural gas from
gas gates on the highressure gas transmission systdghrough to households and
businesses across the North Island.
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40. Localgas pipeline businesseégliver gas to a range ofistomers from households to
some large industrial customet§Households and businesse&sd, greenhouses,
hospitalsandrestaurants) use gas primarily for cooking and heating, while some
larger industrial processes may use gas as a feedstock. Table 1 shows the number of
customers connected to locghs pipeline businessgepresented by installation
control points (CP$, and the average gas volume consumed in gigajo@gdf
each customer type in the 2@2isclosure period.

Table 1: number of customers and average gas volume consumed by customer
type in 2023 (most recent disclosure period)

Customer type Number of Average volume
customers consumed
(GJkustomeryear)

Residential and small 300,950 25.4
business
Business and small 6,921 3381
commercial
Medium and large 1,914 1,96
commercial
Industrial and Nosstandard 525 34,657
Total 310,310 40,019.4

41. Residential and small businessstomersfar outhumber other gasustomers but on
averageeach residential and small business customer consumes a relatively small
amount of gas. In contrast, very few industriabtomersare connected to local gas
pipelines but consume ovdr,300times more than residential and small business
customergon averagée

42.  The locabas pipeline businessésat we regulate are Vector, Powerco, FirstGas and
GasNet. Each locgas pipeline businesyperates in different regiondithin this
OKI LJG SNE & CA N&A U DI distributicB Fu§ineds @.jndtthéga$S CA NE (G DI
transmission business).

43.  FirstGas began operating as a lagas$ pipelindusinessn 2016. Trends shown at
the localgas pipeline businedsvel therefore do not include any data for FirstGas

21| arge industrial customers with higher volume or pressure needs will generally connect directly to gas
transmission pipelines.
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44.

45.

LINA2NJ 62 Hamc® ! RRAGAZ2YIFfftex +SOG2NDa
much smaller after 2018ue tothe sale of its network outside of Auckland.

Table 2 shows the length of each gas pipeline system and the average number of
connections per kilometregt the end of the 203 disclosure period.

Table 2: Table ofocal A & LJA LISt A ycBaracteriizsh iy 2@ (ddStareQent
disclosure period)

Gas pipeline business System length at year end Gascustomerdensity
(km) (customergkm)

(Average number of
customersin disclosure
year per system length)

FirstGas Distribution 4,980 14
GasNet 696 14
Powerco 6,227 18
Vector 7,001 17

Vector and Powerchave the largest and most customéense networks. Given

NE ¢

GKSANI aAl Sazxz +SOG2NRN& yR t 2geeMBURE Ay dSa

not always) drive the trends observed across the Igeal pipeline businesses

collectively. FirstGas also has a local gas pipeline system of considerable length, but

its network covers some regions with lower population densities, resulting in fewer
customers per kilometre.

46.

Local gas pipeline network assets fall broadly into three categories:

46.1 mains pipes, which are underground and operate at different pressureg
move gas to service points on the street;

46.2 service pipes, which branch off main pipes and deliver gas to individua,
customers; and

46.3 additional equipment for:
46.3.1 pressure regulatione., District Regulation StationBRS

46.3.2isolation ie., line and service valves;
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46.3.3 special crossings (above or below ground sections of pipe to
traverse natural or constructed environmental features);

46.3.4 corrosion protection.e., cathodic protection systems;
46.3.5 safety and protection; and

46.3.6 communication of datae., supervisory control and data acquisitig
(SCADAsystems.

47.  Local gas pipelines and transmission pipelines transport gas at different pressures.
Figure 4 shows the range of pressures applicabtiifferent classes of pipes.

Figure 4: Pipe pressure classifications for local gas pipelines and transmission

pipelines
Local gas pipelines Transmissiopipelines
Low Medium Intermediate High
pressure pressure pressure pressure
| | | |
7 I|<Pa 700 ZCJOO 86!20
kPa kPa kPa

(Maximumallowable
operating pressure)
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Localgas pipeline businessesre subject to a weighted average price cap under their
default price-quality path

48.

49.

50.

At least every five yearswe undertake a review of the DPP that applies to local
gas pipeline businessé%23 The first DPP applied from October 2013 to
September 2017The second DPP appli#dm October 20170 September 2022
The most recenDPPreset wascompleted inMay 2022 and applie from 1
October 2022.

The starting price folocal gas pipeline businessssspecified in terms of an initia
maximum allowable revenudMAR) value. This is net of paisrough costs and
recoverable costs. The MAR reflects several elements, including:

49.1 whatthe expectedeturn on the regulated assets of tlgas pipeline
businessess, asrepresented by our estimate of the weighted average c(
of capital WACG;

49.2 our forecast of how the RAB will change (through the commissioning o
new assets and depreciation); and

49.3 how we forecast the operational expenditure of the logak pipeline
businessesluring the regulatory period.

The average price charged across the customer base is then capped, rather t
the total amount of the revenue; this is known as a weighted average price ca
(WAPQ. We do not cap individual prices for specific custogreups butset a
maximum average price. The allowable revenue over time determined using t
MAR can changéepending on the actual demand of customers, compared to
demand that is forecast when the DPP is set. A WAPC indirectly incentivises
gas pipeline businessés grow their customer base as they are rewarded with
increase in total revenue.

Localgas pipeline businesseare collectively earning $9.9million more revenuein
2023 thanthey did in 2014

51.

Localgas pipeline businessescover the cost of providing regulated gas distribution
network services by collecting revenue from the gas customers they serve (passed
through via a retail bill). The prices they are allowed to charge are determined by

22 Commerce Act 1986, s 53M(4).
23 Section 53M(5) of the Commerce Act allows us to set a shorter regulatory period than five years if we
consider that it better meetthe purpose of Part 4 of the Act (but not shorter than four years).
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price-quality regulation, which we resedt leastevery five years. Figure 5 shows the
total revenue collected by all locghs pipelindousinesse$rom 2014 to 203 in
nominal terms.

Figure 5: Total revenue for all locghs pipeline businesse20142023

150M

145M

140M

135M

130M

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

52.  The total revenue from local gas pipeline services has increasetid§rillion (or
by 15.3%) from $130million since 2014. Followinipe previouspeak of $140million
in 2017, total revenue dropped to $12iillion in 2018 but has been steadily
increasing sincthen, with a sharp increase 8fL.2.3million of total revenue
between 2022 to 202 Shortened asset livgsdayed a large role in the increase of
depreciation leading to an increase oévenue in 2023

Customer connections continue to increase, with growth from residential and small
businesses

53.  Figures 6 and 7 show the total number of ICPs connectéattd gas pipelines, and
the volumes of gas delivered through these pipelines between 2014 arigl 202
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54.

Figure 6: Total number afustomers connected to local gas pipelines, 262023

Obs Yr

310K

300K

290K

Number of ICPs

280K

270K
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

The total number of ICPs connected to local gas pipeline;besased by8,633
since 2014to 310308connections in 2023Theincrease has been from residential
and small business connectioi$ere was amalldecline of customer connections
from industrial and nosstandard businesses, decreasingdfyconnections between
2014 and 2023This increase in the number of connectipespecially from
residential and small businessteslocal gas pipelingss in line with our expectations
when we set the third default pricguality path DPP3 in 20222

Figure 7: Total energy delivered through local gas pipelines, 22023

Obs Yr

35K

34K

33K

32K

Energy delivered (TJ) *

31K

30K
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

2] 2YYSNDS / Dyrack gridedusliyf paths for gas pipeline businesses from 1 October 2028al
reasons papd.k31 May2022 (DPP3 Reasons papgpage 46.
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55.

56.

The overallvolume of energy delivered through local gas pipelinesdezseasedy
572.2terajoules TJ?° or 1.8% between 2014 and 2023vith the decrease

attributable toindustrial and norstandard businesse3hisdecreasdsvery
noticeablefrom 2021 to 2023vith volume decreasing b3024.8 TJ 08.1%in these

two years aloneWhen we set DPP3 in 2022, we expected gas usage to decline in the
longer term with relatively flat demand for residential, commerc¢ehd agricultural

users and a fairly slow decline by larger industrial us€ridowever, the decline in

the volume ofenergy delivered has happened at a faster rate and sooner than we
expected when setting DPP&specially for large industrial users.

Figure 8A shows the total energy delivered and growth of customer connections
(broken down by customer type) for all logals pipeline businessegtween 2014

and 2023. Figure 8B shows the total energy delivered and customer connections in
2022 and 2023.

Figure &\: Change in mergy delivered anctustomer connections for all locaas
pipeline businessex20142023

Residential and small ~ Business and small Medium and large Industrial &
business commercial commercial Non-standard
Delivered energy (TJ) 300
Connections (ICPs) 37,779

Figure 8B: Change in energy delivered and customer connections for all ¢asal
pipeline businessex20222023

Residential and small  Business and small Medium and large Industrial &
business commercial commercial Non-standard
Delivered energy (TJ) -379
Connections (ICPs) 6,557

250ne TJ is equivalent to 1000 GJ.
%/ 2YYSNDS | DVPBReasohsDaffepmge 46.

Trends in gas pipeline busin&sgp&formance 2014 to 2023

26


https://comcom.govt.nz/__data/assets/pdf_file/0025/284524/DPPs-for-gas-pipeline-businesses-from-1-October-2022-Final-Reasons-Paper-31-May-2022.pdf

57.

58.

59.

60.

Between2014 to 2023, the overall energy delivered decreased, with most of this
being attributable to industrial and nestandard users, while other categories
(residential and small business, business and small commercial, medium and large
commercial) have seemoderate levels of increase.

During the past two years (202023), the decrease in the energy delivefreas

been more pronouncedenergy delivered has fallen across most custotyees
(residential and small business, business and small commercial, and industrial and
non-standard. Of note is the fairly significanlecrease in the energy delivered for
industrial and norstandard businesses.

The number of customer connections has increaseerallin the past decade or so
(2014 to 2023), with most of this increase attributable to residential and small
business users. Business and small commeegidl medium and large commercial

users have experienced moderate increases in the number of connections. However,
there was a minor decline in the number of industrial and 1standard users being
connected to the local gas pipeline network.

The number of customer connections increased during 2022 and, 20@8most of
this increase attributable to residential and small businesses. During this period,
there was a minor decline of customer connections from industrial andstandard
businesses.

Customers of locajjas pipeline businessesmre paying 8 more on averagean
2023than they did in 2014

61.

62.

Overall, revenues have increased in nominal terms between 2014 and 2023.
However, once the impact of inflation has been factored in, revenue has decreased
in real terms.The evenue of locafjas pipeline businesséas been impacted by
factors such as the prigeath resets.

Figure 9 shows the average revenue per customer across alpasgipeline
businessesrom 2014 to 203.
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Figure 9: Average revenue pa@&ustomeracross all locabas pipeline businesses
20142023

63. Revenue per customer in 2023 was $4B8venues haviecreasedvy $ per
customer in nominal terms between 2014 and 20@r by0.8%

64. The total revenue increase described above reflects the general price pressures, or
inflation, that impact the wider economy. Figure 10 shows the change in the
consumer price indexdP) used to represent inflation since 2014.

Figure 10: Annual rate of inflation, years ending September, 22023
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65. CPI has increased by approximat2% per year on average92% in total)from
2014 to 2023 with the sharpest increase 2022 Figure 11 shows change in revenue
LISNJ Odza 12 YSN) I R2dzZaGSR F2NJAYyFE L GA2y O6AYy U

Figure 11: Revenue per customer for all logals pipeline businesseadjusted for

inflation (in real terms),2014-2023
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66. Using CPI to adjust for inflation, revenues have falleni30$er customer in real
terms, o0r21.3% between 204 and 203. Real revenue per custombaasan overall

decreasing trend over time, between 2014 and 2023.

67.  Similar downward trends in real revenue per connection can be observed for each of
the localgas pipeline businesseghese are shown in Figure 12, which shows the
total revenue percustomerfor each locagjas pipeline businesseadjusted for
inflation, between 2016 and 2@2Note that the data is limited to this range as 2016

gl a GKS FTANRG RAa&aOf 2adzNB

LISNA2R F2NJ GKS 4

CANRGDI aQ LildzNdoakghspigelings Butsitd Aldkariid fransmission

gas pipelines
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Figure 12: Total revenue paustomerfor each localas pipeline businesses
adjusted for inflation (in real terms), 2012023
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68.  Over the laseightyears, all locajas pipeline businesséave seen their revenue
per customerdecrease in real terms, by betweéfo (Powerco) ang% (Vector) on
average per year.

Localgas pipeline businessevenue recovers five primary components, with
operating expenditure and depreciation comprising 33% ait¥o
respectively in 203

69. The revenue of locaas pipeline businessedlows them to recover five higlevel
components:

69.1 Opex, comprised of costs borne by the pipeline busiress relate to the
services the business provides using its assets;

69.2 Depreciation, which represents the recovery of capital invested in the local
LIALISE AYyS o0dzaAySaa 2¢0SNJ GKS aasSaiQa AT

69.3 A component they retain as cash profit. Cash profit is defined within this
report as the total regulatory profit after tax excluding revaluations;
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69.4 Tax, which is primarily driven by profit; and

69.5 Passthrough or recoverable costs, which are the costs of services provided by
other parties e.g, rates, levies under the Act and industry leviéZhe local
gas pipeline business&sLJHIKNE dzZ3 KQ 2 NJ NBEO2FSNJ 1KS&S
them into network charges and passing on the funds they receive from
customers (via retailers) to the parties that provide the service, without any
mark-up. Transmission charges are billed separately rathan being passed
through (further detail is provided below).

70.  Figure 13 shows the breakdown of revenue per customer in nominal terms between
2014 and 2032.

Figure 13: Breakdown of locaglas pipeline business€kevenue per customer,
20142023
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71. At a percustomer leveln 2023 depreciation was the largest component of revenue
at 41%, followed by opex costs at 33%d cash profit at 17%.ax and pasghrough
and recoverable costsere comparatively smaltomponents of revenue per

2T Recoverable costs may also include costs such as certain fees payable in relatoistinssedprice-
quality path CPR, urgent project allowances allowed under a CPP, or catastrophic event allowances.
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customer The reason for the significant increase in depreciation in 2023 was
becauseof shortenedasset lives that we imposed under DPP3.

Depreciation and operating costs have increasgdnificantlybetween 2014 and 2023
while cashprofit has declined

72.  Figures 14 to 21 show theends in the totalopex, depreciation, cash profit, and
passthrough and recoverable cosbmponents for all locajas pipeline businesses
between 2014 and 2, and for each localas pipeline businessdividually
between 2016 and 2(2

Figure 14: Opex trend across all loggls pipeline businesse20142023

Figure 15: Opex trend for each loogds pipeline busines20162023
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73.

Opex has increased consisteriigtween 2014 and 2023y $.6 million or 49.3%

The trend is similar at a per customer level, but growth in the numbeustomers
has tempered the increase in opex prstomer, increasing from $123 per customer
to $160 per customeby $38 per customef31%)during this period.

74.

All localgas pipeline businessésve seen increases of betwe&d% (Powerco) to

56% GasNel in their annual opeketween 2016 to 2023Increases in opex have
been greatest for Vectaand FirstGaswith increases of 8 million (53%) and $.2
million (43%) in nominal terms respectively since 2016.

Figure 16: Depreciation trend across all logas pipeline businesse20142023
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Figure 17: Depreciation trend for each loagads pipeline busines0162023
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75.

76.

77.

78.

79.

Depreciationhas increasety $37.2 milliorbetween 2014 to 2023r 150% At a
customer level, depreciation has increadsd$109 (119%)etween 2014 and 2023.

The increase in depreciation seen at an industry level between 2017 and 2021 is

FGGNROdziF ot S G2 I YIN]J SR AYyONBlLFLaS Ay t26S
Between 2016 and 2@Powec2 Q&4 RSLINBOAI GA 2y AYONBIF aSR ¢
F2f{f26SR o0& +SOG2NNa&a AYyONBIaAS 2F bmndn YA
DFabSiQa RSLINBOALIFGAZ2Y KFa NBYFAYSR NBfFGA

In DPP3we shortened the asset lives g@és pipeline businessesie to the expected
decline in demand for gas in the longierm. Prior to DPP3, we assumed tlyais

pipeline businesS Zaskets would have economic lives that approximated with their
physical lives. Due to the expected decline in demand for gas and the potential for
network closure, gas pipeline assets will have shorter economic lives than previously
assumed.

Under DPP3, we shortened the regulatory asset lives of the network to better match
the timeframe during which the network is expected to convey gas. This resulted in a
shorter period for recoveringas pipeline busine&saasset investmentand an

increased allowance for depreciation under DPP3.

In 2023, depreciation increased significaritly Vector, Powerco and FirstGdse to
shortened asset livelseing applied undeDbPB, effective from October 2022.

Figure 18: Cash profit trend across all logals pipeline businesse20142023
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Figure 19: Cash profit trend for each loggs pipeline busines20162023
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80. Between 2014 to 2023, cash profits have decreased by $26.9 million or 7.1% per year
on average. Cash profits have fallen for each of the lgaslpipeline businesséy
at least 47% since 2018/henwe set the DPPwe estimatethe WACGvhich
determines our expectations of profit for each busingbsough the allowed rate of
return on their regulated assef8.Profit and return on investment for locghs
pipeline businesseis coveredin more detail at the end of this chapter.

28 As our estimate of WACC includes a forecast of inflation, the actual allowed rate of return may differ once
the difference in forecast and epost inflation is accounted for. Epost return on investment is discussed in
further detail at the end of thistapter.
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Figure 20: Pasthrough and recoverable costs trend across all logak pipeline
businesses20142023

Figure 21: Pasthrough and recoverable costs trend for each loggls pipeline
business 20162023

81. The pasghrough component of local I & LJA LIS A gsv@nué dmdshof Sa 4S5S4 Q
include the costs associated with gas transmission pipelarasthus forms a
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comparatively small component of locall & LJA LISt A gevenue?t@ass y SaaSaQ
transmission costs are not passed through to customers via d@sapipeline

businessbut by the gas retailer. Paisrough and recoverable charges increased

from $4.4million to $5.7million between 2014 and 2017, before falling back to $4.3

million in 2018 remaining fairly steadipetween 2018 and 2020, and increasing up to

$5.8 million in 20230n average, @assthrough and recoverable costs were

approximately $9 per customerin nominal terms ir2023

82. Passthrough and recoverable costs have decreased for Vectdr. Bpbetween
2016t0 2023p DI & b ShioQgh aridlreéodierable costs have remained, flat
whilstt 2 6 SNO2 Qa KI @S Ay ONBI| @SRE d Bthréugkahd2 S NJ
recoverable costs have risen b§0% over the same period, owing to an increase in
their rates up from $285,000 in 2016 to $563,000 in 2021.

Localgas pipeline businesepex increased at a greater rate than capex
between 2014 and 2023

83.  Both capex and opex across logak pipeline businesséavegenerallybeen
increasing over time, as shown in Figure 22.

Figure 22: Total capex vs opex for all logals pipeline businesse20142023

2014 I 2014 I
2016 I 2016 I
2018 I 2018 I
2020 I 2020 I
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22We also regulate local electricity lines businesses under Part 4 of the Act, and thetinqmaggh and
recoverable costs are a proportionally larger revenue component as they do include electricity transmission
charges.
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84.  As a proportion of total expenditure, locghs pipeline businessesllectively spend
more on capex projects than opekotal industry opex increased at a greater rate
than capex between 2014 and 2Q28ith opex increamg by $15.3 million (46%),
while capex increased by $10 million (24%).

85.  Local gas pipeline businessegest in assets to support the growth and health of the
networks they operate. Capex is reported by lagas$ pipeline businessesross a
range ofassetcategories, which fall under four broad descriptions. These categories
and the purpose of the capeare described in Table 3.

86. [ 20! f JF & LI Lc@éxkagﬁ ermaizs'pm Mtésis&és@:iated with
network and nonnetwork assets:

86.1 Network assetsire directly involved in distributing gas from the high
LINBaadz2NE GNIyaYAaaizy vySe.d pipeinesilige |
valves, protection and control systems.

86.2 Nonnetwork assetsupport local gas pipeline services but are not part of the
network itself e.g, vehiclesand office equipment.

87. The capex categories in Table 3 that relate to network assets are described as
networkcapex, and those relating to naretwork assets ason-networkcapex.

Table 3: Mapping of categories and purpose of capex

Category used Capital Capex type Purpose of capex
expenditure
category in ID

Maintaining Asset replacement Network To mitigate deterioration of
assets and renewal assets or their surroundings, o
address obsolescence of asse
Reliability, safety =~ Network To improve the quality or
and environment safety of the network for

customes, meet regulatory
requirements or achieve
enhancements related to the
environment

Supporting Customer Network To establish new connection

growth connections points forcustomes on the
network, or alter existing
connection points

Trends in gas pipeline busin&sgp&formance 2014 to 2023
38

O dza



System growth Network Tomeeta change in demand
on the network assets (and
includes expenditure that is no
recoverable from the source of
the change in demand)

Office and Non-network Non- On general assets not directly
support routine network related to the networkused in
the supply of gas distribution
services
Non-network Non Special projects not directly
atypical network related to thenetwork, used in
the supply of gas distribution
services
Other ancillary Network relocation Network Expenditure to relocate assets
investment with service potential not being

materially different from the
original location
Financing Non Costs associated with
network borrowing for capex
projects/programmes

The regulated asset base of all loggs pipeline businessesas valuedat over $1.2 billion
in 2023, an increase of $84million since 2014

88.  Capex contributes to the growth of the loclF & LJA LIS A RAB (tidedssdtsy S& & S 3
used by the locajas pipeline businessés deliver the regulatedgervicesandthe
basis upon which local I & LJA LIS f A V@it istestndtey $heditiieDOP i$.J
set), once assets are commissioned. Figure 23 shows the drivers of changes to the
AYRdzAaGNE Q& G201 f w! .30Ftdz2S 6SG6SSy wnmn |
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Figure 23: Waterfalthart of changes for RAB across all logals pipeline

businesses20142023
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89. Newlycommissioned assets are the most significant contributor to the change in
value of the RAB, with an addition o453.6million since 2014. Depreciation has
decreased the RAB bg39.2million over the same period, while revaluation has
lifted the RAB value by267million. In total, locabas pipeline businessésave a RAB
valued at over $.2billion in 202.

90. The RAB is composed primarily of network assets, reflecting that historical capex has
been dedicated largely to network investment. Figure 24 shows the split of capex
between network and nometwork investment across all loagés pipeline
businessesfrom 2014 to 203.
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Figure 24: Split of network vs nenetwork capex for all locayas pipeline
businesses20142023

91. Network capex hamcreased by 6.7 million or 17% between 2014 and 2@but has
been fairly consisteribetween2017and 2022 Investment in nometwork assets
has increased by352 million or 107 since 2014and has increased most between
2017 and 2019, with spend levelling off to just ovemdilion in 2020 and 2021
before increasing up to $6.2 million in 2023

Depreciation hadeen relatively stableover time until 2022 with a sharp
spike in 2023

Figure 25: Total depreciation and as a percentage of RAB for all a=mpipeline
businesses20142023
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92.  Total depreciation across all logas pipeline businessésas increased from $25
million (2.99) of the industry RAB in 2014, to $62 millim1%) of the industry RAB
in 2023. An increase in commissioned capex ultimately flows through to the prices
customers pay for the services of the logak pipeline businessgsa increases in
the value of the RAB and thus depreciatiSincreasing levels of capéxcross
network and nornetwork assetshave led to a steady increase in depreciation
between 2014 and 2022sshown in Figure 25

93.  The significant rise in depreciation in 2023 was dushortened asset liveeunder
DPP3DPP3 was effective from October 20Zhis waslue to theexpected decline
in demand for gas in the loAgrm. Hence, there is a noticeable increase in the level
of accelerated depreciation in 2023 aftePP3 came into effect.

94.  Higher rates of inflation also drove up the value of the BA8to revaluations of
locala I & LJA LISt A sedblatedozssat faSahasiSsho@n above in Figure 23.

95.  Consistent with network investment being a greater proportion of overall capex,
network depreciation far outweighs the amount of noetwork depreciation. Figure
26 shows the proportion of network to nemetwork depreciation for all locajas
pipeline businessedsetween 2014 and 2 while Figure 27 shows the proportion
of network to nonnetwork depreciation for each locghs pipeline business
between 2016 and 22

Figure 26: Split of network vs nenetwork depreciation for all locagjas pipeline
businesses20142023
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30The RAB value, depreciation and opex allowances factors into the setting of the maximum allowable revenue
of local gas pipeline businesses.
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96.

97.

98.

99.

Network depreciation across all logds pipeline businessésis increased by38
million or 150% since 2014. Increases in Aoetwork capex have led to an increase
in nonnetwork depreciation of .8 million or 140% since 2014. However, non
network depreciation remains a comparatively small portion of total depreciation

Figure 27: Split of network vs nenetwork depreciation for each locajas pipeline
business 20162023
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The network depreciation of Vector, Powerco and First@a risen by $13.7
million (161%), $13.4 million (143%) and $6.6 million (140%), respectively, between

2016 and 202D ab S Qa ySioe2N] RSLINBOAFGAZ2Y KI &

the same periodincreasing by $0.1 million (13%).

In 2023, be significant increase in the network depie@n of Vector, Powewo, and
FirstGas can be attributed &hortened asset lives which led &ccelerated
depreciation under DPR8ffective from October 2022.

The increase in nenetwork depreciation seen at an industry level has also been
driven by Powerco, which has seen its amtwork depreciation increase by2®
million since 2016. Changes in raptwork depreciation have been lekw Vector,
at $0.7 million, whileFirstGas an® | & b ®i-r@tvork depreciation hafiuctuated
to a lesser extent than Powerco and Vector.

Customers are each payind@9more on average for depreciation in 232
compared to 2014

100. All depreciation is ultimately reflected in the line charges paidustomers andhas

generallypeen growing on a peconnection basifrom 2014 to 2023where there
was alargeincrease($30 per customer) from 202. Figure 28 shows the trend in
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depreciation percustomeracross all locajas pipeline businességtween 2014 and
2023.

Figure 28: Depreciation per customer for all logms pipeline businesse2014
2023

101. Depreciation increaseby $L09per customer in nominal terms since 20large
proportion of that increase wathe $81 per customerincreasein the last yean(2022
2023)

102. Trends in depreciation differ noticeably between logak pipeline businesseBigure
29 shows depreciation per customer for each individual Igealpipeline business
between 2016 and 2(&
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Figure 29: Depreciation per customer for each logat pipeline busines20162023
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103. Depreciation per customer has rissignificantlyfor FirstGas, Powercand Vector
since 2016Depreciation per customer increased at a much lesser rate for GasNet
than the other three locadas pipeline businessece 2016.

Local gas pipeline investment has be@tusedon supporting growth on

networks and maintaining assets

104. LocalA I & LJA LISt A gafex prap@mmnyes ave $oduSsed mainly on the
WEAdzLILR2 NIIAY3 INBGGKQ YR WYFAYGFAYAY3
capex by highevel investment category across all logabk pipeline businesses
between 2014 and 22

Figure 30: Capex by highvel investment category for all localas pipeline
businesses20142023
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105. 9 ELISYRA G dzNB (2 & dzLJLJ2 NistorgefR g/3/ NSO (3K R/ a0 1S EALISG
60KS RANBOUO 02a0Ga 2F O2yySOGAy3a ySg Odzaiz

expenditure (costs associated with growing use of the network, typically relating to
step-changes in capacity). Capex to support growth has tot&B83# million over
the lastten years and increased by $l million since 2014.

106. We limit the revenue of locajaspipeline businessesut the WAPC allows them to
earn more (or less) revenue depending on the extent to which actual demand is
more (or less) than forecasti when the DPP is set. This has provided an indirect
incentive for locabas pipeline businessés grow the number of customer
connections on their networks, allowing logas pipeline businessés thereby
increase their total revenues and profitsThis is consistent with the growth in

WustomerO2 Yy SO A2y Q YR WwaedaidsSYy 3INRsiGKQ OF LISE

107. Expenditure to maintain assets is focussed on replacing or improving existing assets
to ensure they remaimeliable,safe and fitfor-purpose.Capex for mintaining assets

Ay Oft dzRS& SELISYRAGIZNE F2NJ WFaasSi NBLX | OSYS

SY@ANRYYSy i Q:3130mklianOver thie asténiyearS and decreased by
$1.3 million since 2014.

108. Figure 31 shows the capex by investment type for each individualdasalipeline
businesssince 2016.

31The MAR may grow with inflation and forecast growth in quantities; the latter includes the relative growth in
demand for each demand group (broadtyistomertypes).

Trends in gas pipeline busin&sgp&formance 2014 to 2023
46



Figure 31: Capex by highvel investment category for each locghs pipeline
business 20162023
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110. Vector spends most on supporting growth in its network, averagir@3tillion per
year since 2016. Vector also spent the most ofrellocalgas pipeline businesse
other ancillary investment since 201Bowerco invests more than any other in
maintaining assetsand office and support, investing an average ®2#nillion and
$2.6million per year respectively between 2016 and 302

Investment in new connections and system growth hlasen the main
contributor of capitalexpenditurefor localgas pipeline businessesnce 2014

111. Demand growth and new customer connections can cause a need to reinforce parts
of the network, which may require occasional periods of greater investiwbetre
assets are used kg/large number of customers, ckifedas system growth capex.
As a result, both new connection capex and system growth capex are in the
WEdzLILI2 NI AYy 3 INRBGOUGKQ OFGSI2NRBP® CATdzNE oH &
system growthcapex across all locghs pipeline businességtween 2014 and 2(&,
while Figure 33 shows a breakslo of the investment in system growth across local
gas pipeline business&®m 2014 to 203.
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Figure 32: Supporting growth capex for all logads pipeline businesse20142023

Figure 33: Breakdown of investment in system growth by all logas pipeline
businesses20142023
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112. Investment in customer connections and system growth has growrt®niillion
and $.4 million respectively since 2014. Both customer connection capex and
system growth capex saw marked increases in 2017, and customer connection capex
appears to have plateaued fro@022 onwards.

113. Inthe case of system growth, capex occurred across a range of asset types. The
majority of system growth capex has been in mediprassure pipelines, averaging
$0.32million per year since 2014vith a large portion occuimgbetween 2017 and
2023.

114. On anindividual company basis, differences in capex programmes to support growth
and ensure system capacity become more apparent. Figures 34 and 35 show capex
for supporting growth and a breakdown of system growth investment for each local
gas pipeline business.

Figure 34System growth and new connectiorsapex for each locajas pipeline
business 20162023
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115. Of the four locabas pipeline business, FirstGas Distributiomvests the most in
systemgrowth capexspending $19.9 million in total between 20tt62023.
CANRGDIFAQ Ay@SadyYSyd A yhigha $38&MonIhR®1e G K OF L
then decreasd between 2020 and 2023.

116. Interms of investment in new connections, Vector invested the most, spending
$123.6 millionin total between 2016 and 2023/ector spehbetweerfs15 million to
$20 million each year during this period on new connections.

Trends in gas pipeline busin&sgp&formance 2014 to 2023
49



117.

118.

Powerco spent the second highest amount of money on supporting system growth
and new connectiongotalling $13.1 milliorand $54.4 million respectivelpetween
2016 and 2023.

Figure 35: Breakdown of investment in system growth by each lagzd pipeline
business 20162023
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For investment in system growthkpecifically Powerco, FirstGasd Vector have

been investing consistently in medidpnessure pipeline assets. FirstGas has also had

some notable intermediatgressure pipeline investment in 2017, 2019 and 2021.
CANRGDIFAQ Ay@SadGyYSyd Ay aeabicBWasaNRBgiK &L
associated with a restart of pipeline integrity upgrades, following a halt in 2018 to
FaaSaa LINA2NAGEe | NBlFrao £+SO02NRa AyYy@SadySy
attributable to medium pressure pipe capdowec2 Qa4 Ay @3SaldYSyd Ay &
spiked in 2022 due tthe volume of customer connections exceedaxpectations

creating a 74.6% increase in this category in the 2022 disclosurecpeapared to

the 2021 disclosure year.

Investment in maintaining assets hagenerallybeen consistent over time

119.

Collectively, locajas pipeline businesshave invested approximately $Xfillion to
$15million each year on maintaining their assets. Figure 36 shows the trend of
expenditure in maintaining assets for all logak pipeline businessom 2014 to
2023.
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Figure 36: Maintaining assets capex for all logak pipeline businesse20142023
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120. The total investment in maintaining assets dropped slightly between 2016 and 2018,
before rising i2019 andreaching a high of $17.7 million in 2Q28en dropping off
to $13.4 millionin 2023 Between 2020 and 2023, asset replacement and renewal
capex accounted for a larger proportion of asset maintenance cdlpax capex on
reliability, safety and environmenfsset replacement and renewal capex has
increased by$1.8 million or 18.7%etween 2014 and 202%eliability, safety and
environment capex hadecreasedy $3.1 million or64.4%over the same periodAs
with system growth capex, the asset replacement and renewal capex occurred
across a range of asset types, which can be seen in Figure 37.
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Figure 37: Breakdown of investment in asset replacement and renewal capex by all
localgas pipeline business, 20142023
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121. Asset replacement and renewal capex is mostly on meghoessure pipeline assets,
but the amount has fluctuated over time. Sin2@14, between $2.2nillion and $9.9
million has been invested in mediupressure pipeline asset replacement and
renewal per year. Intermediatpressure pipelines is the neldrgest component, with
$0.5million to $3.5million invested per year over the same period.

122. Figures 38 and 39 show the trend in capex in maintaining gesedsa breakdown of
asset replacement and renewal investment for each individual paslpipeline

business
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Figure 38: Maintaining assets capex for each lagas pipeline busines0162023
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123. Figure 38 shows that Powerco is spending the most of all the dasapipeline
businesse$o maintain assets, at an average of $fillion per year between 2016
and 203, followed by FirstGas which averagedZh3illion per year between 2016
and 203. Capex on maintaining assets has been incredstgeen2016and2023
for FirstGady $0.5 million(2.4% per yedr Vector by $3.1 million (13.9% per year)
andGasNet by $0.1 million (2.3% per year). Assaintenancecapex has decreased
for Powerco by $0.9 milliorZ.0% per year).

Figure 39: Asset replacement and renewal capex for each local gas pipeline
business, 2012023
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124. The gradual increases of meditpressure asset renewal and replacement capex
seen at the industry level in recent yeaase attributable to FirstGas, Powerand
+SO02NY +SOG2NNa aasSid NBySért FyR NBLX I C
mediumpressureand intermediate pressurpipelines since 2016, with an increasing
focus on intermediatepressure pipelinesince 201® DI ab S Qa FaaSid NBL
and renewal expenditure has beeamainlytargeted at lowpressure pipelines, as
these form the majority ofts pipeline systemCA NE G DI aQ OF LISE 2y I aa
and renewal increasesignificantlyin 2022when compared with 202Wwith delays
due to worldwide logistical and supply chain issues at that tirmeverc2 apex for
asset replacement and renewal in 2022 increased significantly by 28.2% compared to
the previous yearThis increased spending was largely due to increased costs
pressuresdue to inflation and construction costs, and reclassifying the financial
treatment of riser replacement from opex to capexS OG 2 ND&a | aaSd NBLIX |
renewal capex increasesignificantlyas well in 2022 and 2023, with Cyclone
Gabrielle pushing costg in this area by 24%.

Network relocation and financing costs form a comparatively small portion of capital
expenditure

125. Changes to other ancillary investment have been driven primarily by network
relocation. Figure 40 shows the trend in other ancillary investment, between 2014
and 203.

Figure 40: Other ancillary investment across all logak pipeline businesse2014
2023

6M

5M
4AM
“r 3M
2M

M

oM
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Factor
Financing
Network relocations

Trends in gas pipeline busin&sgp&formance 2014 to 2023
54



126. Network relocation capeglecreasedy $.3 million between2014and 2023 having
peaked in 2018and decreamg sincethen. Capitalised financing costs is thmallest
of all capex categories, averaging2$000per year between 2014 and 282

Customers have been contributing more capital toward new connectioms
local gas pipelines over time

127. While network relocation is a relatively small portion of overall capex spend, it is a
component of capex with a high degree ofstomervisibility, as relocation costs are
often offset to a degree by capital contributions from tbgstomes whosought the
relocation. Each locagas pipeline businedss its own capital contribution policy
that determines the contributions they require from customers. Figures 41 and 42
display how capital contributions have been allocated to the different capex
categories, and the average capital contribution per restomer between 2014
and 203.

Figure 41: Purpose of capital contributions across all lagas pipeline
businesses20142023
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128.

Figure 42: Capital contributions per new customer for all logak pipeline
businesses20142023
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Capital contributions over the lagtn years have been made primarily for new
connections and network relocations. Omper new customer basis, capital
contributions have increaseay $1572 (in nominal termsyr by 194%Capital
contributions pemew customer increased significantly in 2022d 2023 compared
with previous yeas. Figures 43 and 44 show the proportion of new connection and
relocation capex that has been funded through capital contributions between 2014
and 203. Investment in new connectiorere shown in the narrow red bars @ach
graph, while the widerteal-colouredbars show tle customercontributions to new
connections.

Figure 43: Proportion of new connection capex funded by capital contributions
across all locafjas pipeline businesse20142023
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129.

130.

Figure 44: Proportion of network relocation capex funded by capital contributions
across all locagjas pipeline businesse20142023

7™M

6M

5M

82% capcons

aM

89% capcons

S¥
85% capcons

92% capcon

3M

M

6296 capcons

1M

»
c
[=}
3
a
8
S
£
wn
o«

M Capital contributions to relocations

Network relocation capex

(9% capcons

E I O /06 capcons
C — 50 capcons
C — 010 capcons

B
™~

oM
2018 2019 2020 2021 2022 2023

]
wu
N
[=))
]
o
=
~

While the majority of network relocation expenditure is recovered through capital
contributions bycustomes, the capital cost of new connections is mostly borne
across the customer base of logas pipeline businesses., by newandexisting
customers. This is because the new connection and relocation capepaid for by
capital contributionsis recovered over time through the depreciation component of
the localgas pipeline businees) NB @Sy dzS ®

The extent to which newustomers contribute to connections or relocations varies
across locafjas pipeline businestepending on their capital contribution policies.
Since 2017, Vectpwhich has the highest investment in new connectibas
changed its capital contribution polity recoverincreasing amounts of new
connection capex cosfsom its customersThe proportion of capital contributions to
new connections has increasgdaduallyfrom 2018 onwardswith sharp increases in
2022 and 2023 compared to previous yedfsomJuly 2021, Vectanade further
changes tats capital contribution policy to require a 100% contributfoom
connecting customerfr new connections.

The cost of running all locajas pipeline businessdsas reached close to $50
million in 2023

131.

Around42% of locabas pipeline busineSs&eRenue between 2014 and 282
averaging 39.5million per year, was usefibr operating expenditurgto operate
their networks on a dayo-day basis. In 2@ the cost of running locaas pipeline
businesssincreasedcollectively by $5.3million since 2014, to 48.6million.
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132. As with capex, opex occurs over a range of different categories. Table 4 describes the
different opex categoriesand the broad purpose of the expenditure that falls within

it.

Table 4: Mapping of categories and purpose of opex

Operational expenditure Opex type Purpose of opex

category in ID

Asset replacement and Network
renewal (ARR)

Service interruptions, Network
incidents and emergencies
(interruptions)

Routine and corrective Network
maintenance and

inspection (routine

maintenance)

System operations and Non
network support (SONS)  network

Business support Non-
network

Term credit spread Other

differential (TCSD)

allowance

To replacerefurbish or renew items that are
asset components to ensure quality of supply
Remedial work responding to an unplanned
instantaneous event that impairs the normal
operation of network assets

Planned work to rectify faults (beyond initial fau
response), routine inspections and testing

Managing and operating the networg,g,

control centre and network planning activities
Administration or opexhat is not directly
incurred in the physical operation and
maintenance of the networle.g, corporate
activities

An allowance to cover the notional additional
costs of raising long term debt (to the extent the
firm has issued such debt)

Network and nonnetwork operating costs have both been increasing since 2014

133. In general, nometwork operating costs exceeds network ompend. Figure 45
shows the split of network and nemetwork opex across all locgas pipeline
businesssbetween 2014 and 2R
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Figure 45: Split of network vs nenetwork opex for all locabas pipeline
businesses20142023
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134. Network opexhas increased by approximately 6@million or 4.2% on average per
year since 201#b 2023 Nonnetwork opex has grown by closer to 8@million or
3.6% on average per yeavver the same period. The rate of growth in network and
non-network opex exceeded the rate of input cost inflation for electricity and gas
supply over the same period, which averaget’2 per year between 2014 and
2023.32

135. Nony SG62N)] 2LISE Aa O2YLIZaSR 2F waeadsSy 2LIS
ALISYRAY3AZT YR Wodza Ay Sa i2%andrBadoNdiaDoped2 3 1 &> ¢
respectively between 2014 and 2BZ-igures 46 and 47 show opex by expenditure
category and the trend of each between 2014 and 202

32 Stats NZ Infoshar&PI Level 3 Classes aw Zealand(viewed onl November 2024
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Figure 46: Opex by expenditure Figure 47: Trends in opex categories fc

category for all locabas pipeline all localgas pipeline businesse2014
businesses20142023 2023
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136. At an industry level, the largest components of ope& business support, system
operations and network suppgrand routine maintenance spend, which have been
fairly stable over time. While all opex components have been trending upward since
2014, business suppomputine maintenanceandsystem operations and network
support, and interruptions opexkave been increasing the most each year, at $0.6
million (3.9%per year on average $056 million (6.6%per year on averageand $0.3
million (3.0%per year oraverage) since nmn ® ¢ KS WodzaAy Saa & dzLILJ
2LISNY 0A2ya YR ySig2N] adzJL2 NI Qf o2 RlySy i
in that they do not immediately relate to local gas pipeline assets.

137. In the case of opex, trends in each of the components for individual dasapipeline
businesesshow differences in spending behavipas well as the impacts of
network-specific events. Figure 48 displays the opex by component across each of
the localgas pipeline businessbetween2016 and 203.
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138.

Figure 48: Opex by expenditure category for each lagas$ pipeline busines2016
2023

First Gas Distribution GasNet Powerco Vector Distribution

20M
18M

16M
14amM

12M

»
v 10M
8M
6M
am
2M
oM
B
(=}
o~

Item

2018 I —

2019 I

2020 I

2021 I

2022 N E——

2016 | —
2017 I ——

2018 I ——

2019 | e —
2020 | 0 —
2021 | —
2022 I e —
2023 I e —
2016 I —

2017 I —

2018 I

2019 I ——

2020 I

2021 I ——

2022 I

2023 | —

2016 I
2017 I

2013
2019 mmm|
2020 mEEN
2021
2022 mmmm
2023 mEm—

2016 mm
2017 mmm

Financing
I ARR
M Interruptions
[ Routine maintenance
M SONS
M Business support

Powerco spemthe most of all locafjas pipeline businesson its dayto-day
operations, averaging ¥lmillion per year between 2016 and 282This opexs

mostly on nonnetwork activitiesbusiness suppoyand system operations and
network support, which have averaged $6.5 million and $4 million per, pear
averageover this period.FirstGas anbasNehave seen the most growth in opex
since 2016, increasing By2% per year and 6.1% per year on averaggpectively
Powerco is the only locghas pipeline businegbat spends on asset replacement and
renewal opex activities, likely due to how each Iaggad pipeline busineshooses to
categorise the opex within the disclosures themselves.

Localgas pipeline businessallectively have spent $.8 million or 30.5%
more on business support activities since 2014

139. Business support costs are the largest component of opex across athdscaipeline

businesses Figure 49 show business support opexoss all locajas pipeline
businesesbetween 2014 and 2@ Figure 50 show business support ofp@xeach
localgas pipeline businessetween 2016 and 2(&
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Figure 49: Business support opex for all logak pipeline businesse20142023
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140. Business support costs across lagas pipeline businegshave grown by $.8
million, or 30.5% since 2014. At an industry level, business support opex
demonstrates an increasing trend over time from 2014 to 2023.

Figure 50: Business support opex for each logas pipeline busines20162023
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141. Vectorand FirstGabear the largesincrease irbusiness support opeand both
businessedave seen increases 02 8 million and $L.7 million respectively since
2016. Vector and GasNet have seen steady rises, but FirstGas and Powerco have
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noticeably differentand fluctuatingtrends. Business support opex is made up of
costs that are not directly attributable to specific activities, so drivers of change from
year to year for individuajas pipeline businessare not always clear.

The cost ofesponding tointerruptions and emergencies on local gas

pipelines havegenerallyincreased since 2014

142. Interruptions opex has been trending upward steadily since 2014. Interruptions opex
is the cost associated with reactive works, in response to an unplanned event that
impairs the normal operation of the network. It does not include expenditure on
work to prevent or mitigate the impact of such events. Figures 51 and 52 show
interruptions opex across all loogés pipeline businessbetween 2014 and 22
and for each locajas pipeline businessbetween 2016 and 2®respectively

Figure 51: Service interruptions, incidents and emergencies opex for all lpasl
pipeline businesses20142023
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143. Interruptions opex across all loagés pipeline businesshas increased by($28
million in absolute terms 06.8% since 20133

33|n part, this is related to changes in the way that individual local gas pipeline businesses have allocated costs
across categories.
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Figure 52: Service interruptions, incidents and emergencies opex for each ¢zsa
pipeline business20162023
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144. Vectorhas seen the largest increase in interruptions ofiexabsolute terms)of
$0.55 million or 27.8% since 2018n percentage terms, Powerco had the largest
increase in interruptions opex of 78.5% or $0.29 million since 2026NE& (1 DI & Q
interruptions opex decreased by 43.7% or $0.96 mildue to a sharp drop in 2023
in the number of interruption286) compared with 340 interruptions in 202Zhe
HAHn aLWA1S Ay DI albduireasha rgsilSonNaNdredleak2 y & 2 LISE
interrupting customer supply in early 2020, but overall GasNet has the lowest
increase in their interruptions since 2014 dt,$0Q

[ 20F f 3 FuallylolLdénfickhgs§endpally been improving

145. We collect a range of metrics to help describe the quality of the service provided to
customes by locabas pipeline business. Analysing quality is a critical aspect of
ensuring that the services provided memtstomerexpectations of services,
including reliability, consistent with what we would expect of competitive market
conditions. Three key statistics we collect are:

145.1 the total number ofinterruptionsoccurred;

145.2 the average number ahterruptionsexperienced across all customers,
represented by the System Average Interruption Frequency Irfslak; and
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146.

147.

148.

145.3 the average length ahterruptionstime across all customers, represented by
the System Average Interruption Duration Ind&A(D).

In general, the total number ofterruptions, and the average number and duration
of interruptionsexperienced by customerbBasdecreasedsince 2014. Historically,
the source of mosinterruptions has been the localas pipeline businestself,
followed by thirdparty interruptions.

We also collect information relating to the numberashergencies experienced on
local gas pipeline networkthe number of customer complaints associated with
emergencies, as well as network condition and integrity meassresh as the
number of publicly reported gas escapes, sefforted leaksand third-party

damage events. These metriepart from gaseaks haveall been generally trending
downward since 2014.

While our analysis suggests overall industry quality outcomes are not worsening, we
have noticed somécalgas pipeline busineSsan€work integrity and reliability
outcomes may need to be looked at more closely. In the future, we will investigat
whether new quality metrics or enhanced reporting is approprigigen gas

network investment strategies may change, due to opex and asset renewals
solutions being preferred over asset replacements. Our goal is to ensure gas
networks remain safe and reliable.

Localgas pipeline businessdsave been the predominant source of their
planned and unplannednterruptions

149.

Interruptions on local gapipeline networks can be broken down by source. Figures
53 and 54 show the breakdown ioiterruptionsby origin across all locghs pipeline
businessedetween 2014 and 2 and the breakdown ahterruptionsby origin

for each locagias pipeline businedgetween 2016 and 22
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Figure 53: Breakdown ahterruptions by origin across all locajas pipeline
businesses20142023

Figure 54: Breakdown ahterruptions by origin for each locafjas pipeline
business 20162023

150. Localgas pipelindusinesssare the predominant source dfiterruptions(true for
all years and all locglas pipeline business, except for GasNet in 202@ocalgas
pipeline businesssaccounted for around threguarters ofinterruptions between
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2014 and 2023, while third parties accounted for the remaining-guarter of
interruptions duringthis period.Interruptionscaused by the transmission network
have not occurred at all since 20Xaverall, the number ohterruptionshas
generally trended down over time since 2014.

151. Powerco had the most interruptions over the l@sghtyearst 2 ¢ S NP2 Q &
increasewasdue to plannednterruptionsfor replacement works of pr&985 pipes
in the Hutt Valley and Porirua region.

The number of emergencies experienced by customers, and the number of customer
complaints has decreased since 2014

152. Localgas pipeline businessreport the number of emergencies on their networks,
asshown in Figures 55 and 56.

Figure 55Average mmber of emergencies across loaghs pipeline businesses
20142023
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Figure 56 Average mmber of emergencies for each locghs pipeline business
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153. The number of emergencies across lagas pipeline businessfell by55% between
2014 and 203. Between 2016 and 2021KtS y dzYo SNJ 2F SYSNHSYy OA S5
network hasgenerallybeen trending upspiking in 202 1before tapering ofin 2022
and 2023 Emergencies relate to active involvement of emergency servicgsfire
service, ambulanceyith the interruption to more than five customers, or
evacuation of premised herefore network emergencies are generally more likely to
200dzNJ 2y +=SO02NRAa vy S dustéridddense f@lk thizdoSajad 0 A a
pipeline businesss Thenumber of emergenciesf FirstGashasalso been trending
up between 2016 and 202Beforedecreasingn 2023.Powerco’'s number of
emergencies hagended down from2016to 2020, followed by a moderate spike in
2021, before dropping ofin 2022 and 20235asNet's number of emergencies have
been relatively flabetween 2016 and 2023.

154. Localgas pipeline businessalso disclose the average number of complaints per
customeron their networks. Figure 57 shows the trend over time across all ¢asa
pipeline businesssbetween 2014 and 2@ while Figure 58 shows the trend over
time for each locafjas pipeline businessetween 2016 and 2@ As the frequency
of complaints pecustomeris small, this metric is given in terms of complaints per
1,000customers
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Figure 57: Average number of complaints pefQ0 customels across all locajas pipeline
businesses20142023

Figure 58: Average number of complaints pe®Q0customers for each locajas
pipeline business20162023

Trends in gas pipeline busin&sgp€formance 2014 to 2023

69



155. The average number of complaints @000 customers has decreased over time
between 2014 and 2023 and has fluctuated during this peNGsttor receivd the
most complaints pet,000customers onts network.The average number of
complaints per 1,000 customers of Powerco, First@ad GasNet has fluctuated
over time during this period.

The total number ofinterruptions occurring on local gas pipeline networks has decreased
since 2014

156. Interruptions can be eithegplannedor unplannedinterruptions Figure 59 shows the
total number ofplanned and unplannethterruptionsfor all localgas pipeline
businesesbetween 2014 and 2@ Figure 60 shows theame interruption
breakdown foreach locabas pipeline businedsetween 2016 and 2

Figure 59: Number of planned and unplannederruptions for all localgas pipeline
businesses20142023
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157. The number ofnterruptionsacross all locajas pipeline businesshas generally
been trendingslightlydownward for both planned and unplanned interruptigns
between2016 and 2023 Between2014 to 2023there were aargerproportion of
unplannedinterruptions than plannednterruptions, occurring across seven out of
ten years during this period
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158.

Figure 60: Number of planned and unplannederruptions for each locagas
pipeline business20162023
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The number ofnterruptions on a network is generally proportional to network size
however, between 2016 and 2018, and again in 2021, Powelntesruptionswere
disproportionately high. In 2017 and 2021, this was driven by an increase in its
plannedinterruptions in preparation for a pressure upgrade project in Wellington. In
2021, there wereplanned interruptions for the replacement of corroded risers in the
Wellington, Hutt Valley and Porirua network region. A significant proportion of the
unplanned iterruptions resuled from leaks found on risers. FirstGas saw a

reduction in the number of planneidterruptions on its network in 2018, due to its
work programme reviewand fewer asset renewal and replacement programmes
than in the year prioB* The increased number afterruptiond 2y DI ab Sié Q&
in 2020 is consistent with its elevated interruptions opex, resulting from a water leak
flooding 9km of gas mains and service pipes.

The average duration ahterruptionshas generally decreased or remained flat on most
networks

159.

Figure 61 shows the average lengthrdgerruption time experienced across all
customers for all locajas pipeline businessbetween 2014 and 2 and Figure 62
shows the average length ofterruption time experienced across customers for
each locabas pipeline businedsetween 2016 and 2 Because the duration of

34 Asset replacement and programmes require more planimégiruptions than new subdivision works, as
they relate to existing network connections.
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interruptions on locabas pipeline businessis short, the metric is given in terms of
interruption minutes per 1000 customers.

Figure 61: Average length of planned and unplannaterruption time per 1000
customers for all locagjas pipeline businesse20142023
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160. On a percustomer basis, the duration afterruptions per 1000 customers has
overall decreased since 201#he duration of plannedhterruptions per 1000
customers has remained relatively flabm 2015 to 2023 while unplanned
interruption duration per 1000 customers has fluctuatdd a greater degreever
time. As a measure, the average lengthraérruption time across all customersd,
SAIDI) can be heavily impacted by small numbers of long duration eeeatsif the
event impacted a small number of customefhereforeit is important to consider
the statistic in the context of the events and activities that have occurred during the
reporting period.
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Figure 62: Average length of planned and unplanniederruption time per 1000
customers for each locajas pipeline busines20162023
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161. FirstGas experienced fluctuationstite number of unplannednterruptions per
1,000 customers. In 2018, FirstGas saw a reduction in the duration of unplanned
interruptions per 1000 customers on its network due to a reduced number and
duration of temporary disconnections (for safety purposes or as agreed with the
customer) However it has been trending upwards, spiking in 20R8is was largely
due to the gas main being damaged by contractor drilliegulting in the gas main
being isolated for 947 minute$. KS R dzNJ (A 2 y 2 ifiterrGokide@pérD | & Q Lt
1,000 customers has beepasonably flat since 2016.

162. DI ab S Q& indeyfuptiohslgoS3liRtuated between 2016 and 2023. In 2018,
the high duration of unplanneimterruptions was associated with water infiltrating a
low-pressure gas main, interrupting supply to 24 properties for around 20 héurs
2020,the number of unplanneéhterruption minutes increased dramatically to
209,376 minuteslue toawater leak flooding &m of gas mains and service pipes.
Plannednterruption duration was also highest 018 and 2020due to the
occurrence of more main renewal activities which tend to be longer in duration.

163. Powercoexperienced fluctuations in its planned and unplanmeterruptions
between 2016 and 2023, although to a lesser extent than FirstGas and GasNet.
Increases in unplannddterruption duration per 1000 customers in 2017 and 2018
were due to the following:
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163.1 In 2017, a thirgparty damage event in the Hutt Valley and Porirua saw the
supply to 258 customers interrupted for more than five hours.

163.2 In 2018, an operating error during planned work in the Hutt Valley resulted in
a supply interruption for 266 customers for almost six hours.

164. Plannednterruptions forPowercoincreased in 2021 due to theplacement of
corroded risers

165. + SO0 2 NXD& ydzyo SNJ 2 T intedfuptighy HafRbedn yeRtivalyystabiel vy S R
over time, with an overall decrease in both planned and unplaringzruptions
between 2016 and 2023. In 2020 and 2021, there aslghtincrease in the
duration of plannednterruptions per 1000 customers. This was due to a small
number ofinterruptions that had relatively long durations, and an increase in the
number ofinterruptions associated with riser valve replacements.

The average frequency afterruptions acrossall localgas pipeline businessdsas
decreased since 2014

166. Figures63 and 64 show the average numberimterruptions experienced across all
customersacross all locajas pipeline businessbetween 2014 and 2@ and for
each locafas pipeline busirssbetween 2016 and 2@ As with the duration of
interruptions on locabas pipeline business, thefrequency ofinterruptions per
customer is smalko this metric is given in terms miterruptions per 1000
customers.
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Figure 63: Average number of planned and unplanriaterruptions per 1000
customers for all locagjas pipeline businesse20142023

Figure 64: Average number of planned and unplanriaterruptions per 1000
customers for each locajas pipeline busines20162023
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167. The average number of planned and unplani@erruptions per 1000 customers
has generally decreased since 20i4th fluctuations throughout the year§ he
average number of plannedterruptions per 1000 customers has remained
relatively flat since 2015, while the unplannigederruption frequencyper 1,000
customerdluctuatedto a greater extent than plannedterruption frequency

168. Overall, the frequency afnplannedinterruptions per 1000 customers has fallen for
Vector and Powerco between 2016 and 202 SO 2 ND& FNBIjdzSy oe 27
interruptions per 1000 customers has been steady over time while Powerco had a
small uptick in both planned and unplannegderruptions.

169. FirstGas' frequency of plannéaterruptions has fluctuated over time, with an overall
decreasing trend between 2016 and 20FErstGas saw a reduction in the frequency
of plannedinterruptions per 1000 customers on its network in 2018, due to its work
programme review and fewer asset renewal and replacement programmes than in
the year prior. Its frequency of unplanneaerruptions per 1000 customers has
trended upwardover time

170. The higher frequency of unplannéaterruptionsperln nn Odza G2 YSNBR 2y DI
network in 2020 is consistent with increased duration of unplanimégfruptions per
1,000 customers and elevated interruptions opex, resulting from flooding of gas
mains and service pipes. In 2021d beyondji KS ¥ NB |j dzS y @planged DI &b S
and plannednterruptions dropped back down to the levels of previous years

Measures of network integrity have been improving across most logas
pipeline businessesver time

171. The number of publicly reported gas escapes;sibrted leaks found through
survey, and thirgparty damage, are indicators of network condition and integrity.
Figure 65 showthe publicly reported gas escapes, seported leaks and third
party damage events across all logak pipeline businességtween 2014 and 22
Figure 66shows the sme damage events for each loagds pipeline business
between 2016 and 2(2
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Figure 65: Publicly reported gas escapes,-sefiorted leaks and thirdparty damage
events across all locajas pipeline businesse2014-2023
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172. Publicly reported gas escapes and thparty damage events per,d0OOkm of system
length across all locglas pipeline businesshave been declining steadily since
2014, by39.9% andd1.9% respectively. The number of leaks pd0Dkm of system
length (selreported and discovered through survey) hasreased by 13.2%
between 2014 and 2023
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Figure 66: Publicly reported gas escapes,-sefiorted leaks and thirdparty damage
events for each locapas pipeline busines20162023
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173. Powerco has experienced the highest number of publicly reported gas escapes and
third-party damage events per,d00km of system length, but this has been
decreasingrom 2016to 2023 Vector and FirstGas have also seen decreases in
publicly reported gas escapes and thpdrty damage events per,d00Okm of system
length over the same period. GasNet, however, has seen an increase in reported gas
escapes in 2019 and 2B2while the number of thirgparty damage events per
1,000km of system length hakeclined werall between 2016 and 2023.

174. The trend in the number of seleported leaks per D00km of system lengthas
varied acrosgach locafjas pipeline businessnce 2016FirstGas, GasNeaind
t 2 6 S NO-2epoited d&ké Has increaseverallbetween 2016 and 2023, with
DFabSiQa GUNBYyR Tt dzOna7icasNehadrRuaaNnFeasdindelK A & LJ
NEBLZ2NISR fSF14a RdzS 2 Fy | NBIF &Adz2NBSe GKA
pressure metallic networke S O i 2 Ndpartedde8ks Fas remained fairly steady
over this period, with a slight decrease over time.

S
O

Localgas pipeline businesS &e@ulatory profit has increased significantly in
the last threeyears

175. Localgas pipeline businesscollectively made $1.8million in regulatory profit in
2023, made up of 84.7million in cash profit and &7.1million in asset revaluations.
Figure 67 shows the trend in cash profit after tax and revaluations for alldasal
pipeline businesssbetween 2014 and 2(&2
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176.

177.

178.

Figure 67: Total regulatory profit after tax across all logas pipeline businesses
20142023
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The regulatory profit after tax across all logalk pipeline businesshas increased
by 45.7% between 2014 and 20Z3is increase has been driven by revaluations
which increased by $55.7 milliar 488.6%across all locajas pipeline business
since2014.

Asset revaluations in 2021, 2022 and 2023 have made up a large proportion of the
overall regulatory profitThe increase in revaluations was driven by higher rates of
inflation between 2021 and 2023 he noncash gains from asset revaluations are

driven by changes in the underlying RAB, and changes in inflation which does not
KFEgS 'y AYYSRALI UGS A Bétie€nd021and2023)zaflatdny S NE Q
was relatively high compared to previous years, which is consistent with larger gains
in asset revaluations.

Cash profit has decreased bg659million or 52.1%since 2014with a distinct step
downfrom 2018onwards Cash profits have decreaddue to reductions in interest
rates which remained low until after the end of the 2021 period. The low interest
rate meant that the cost of capital reducethis waseflected in a change to the
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return we allowed locafjaspipeline businesssto earn on their investments for a
five-year period starting in 2018. This meantsh profit from 2018 did not need to
be as high to ensure that locghs pipeline businesswere fairly compensated for
their investments, which resulted in a decrease in profit of 7.1% perfyear2014
to 2023.

Localgas pipeline businessdtave generally not made excessive profits over
the lastten years

179.

180.

181.

182.

Total profit as a proportion of the value of assets is a measure of profitability known
4 GKS NBOdzNYy 2y Ay@SaildyYSyilio ¢KAa OFy
return, which is the level of return demanded across its investors and creditors. A

coY LI ye Qad NBIdzZANBSR NIXYGS 2F NBOGdzNYy Ara |

In determining the WACC for loggds pipeline business, we include an assessment
of the typical premium that a business with a similar risk profile would earn in a
market setting (above the rate of return on comparatively {ogk investments).
Hence, it is possible to assess whether the |geal pipeline businessare making
excessive profit @., profit beyond what they would be expected to earn).

Figure 68 shows:

181.1 the return on investment: total regulatory profit after tax expressed as a
percentage of the total value of assets across all Igaalpipeline business
between 2014 and 2 and

181.2 the required rate of return we estimated at the time of setting each DPP,
after tax and adjusted for the difference between forecast inflation
(incorporated as an input into modelling) andygast inflation.

Comparing the rate of return on investment to an adjusted WACC is intended to
represent a comparison in real terms. Comparing the return on investment and
estimated WACC in real terms is consistent with us setting-ppiedity paths by
applying the pringile of ex ante real financial capital maintenariée.

35 Under real financial capital maintenance, a regulated supplier can earn profits that compensate for its cost
of capital over time (considering its exposure to rigk) to earn a 'normal return'. Allowing a regulated

supplier the opportunity (but not guarantee) to earn normal returns over the lifetime of an investment
provides it with a chance to maintain the financial capital it has invested, thus maintaining insaitiverest.
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Figure 68: Return on investment vs pastx WACC adjusted for epost
inflation across all locafjas pipeline businesse20142023

183. Atthe industry level, the adjusted return on investment has been broadly consistent
with the estimated cost to invest. The return on investment for each Igasl
pipeline businessaries depending on their revenue, operating expenditure,
changes to their RAB and inflation (via revaluations). Figure 69 shows the return on
investment, as compared to the estimated required rate of return adjusted for ex
post inflation for each locajas pipeline businessetween 2016 and 2R
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Figure 69: Return on investment vs pestx WACC adjusted for epost inflation
for each localyas pipeline busines£0162023
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184. The return onnvestment for each locaas pipeline businessas generally been in
linewiththeexLJ2 4G SadGAYIGS 2F GKSANI 0240 G2 Ayd
on investment is high in 20168ue to reduced capex during the acquisition of Vector
pipelines, and high in 201due to an extended disclosure period of 15 months
which includes two wintersand thus slightly increased line charge revenues.
CANRGDIFAQ NBOGdzNY 2y Ay@SadaySyid sl a t26 Ay
support opexIn 2021to 2023 higher inflation drove the increase in adjusted WACC
compared to returns in prior years.

185. Our estimate of the WACC that we used to set pfoeality paths for the locajas
pipeline businessswas 6.77% after tax for the 2013 to 2017 disclosure yé&a@s%
for the 2018 to 2022 disclosure yeasnd 5.67% for the 2023 to 2026 disclosure
years Expost inflation was lower for every quarter than the forecast inflation used
in setting the 20122017 DPRDPP1)resulting in adjusted WACC figures between
4.97% and 6.67%. ¥post inflationwasgenerally higher prior to March 2020 than
the inflation used in setting the 2012022 DPRDPP2)resulting in adjusted WACC
figures between 5.25% and 8.76Wbthe 2023 to 2026 DPP (DPR&)justed WACC
figures werebetween % and 11%n the last three years, despite high rates of
inflation, the return on investment has been less than the inflatmijusted WACC,
suggesting that locajas pipeline businesswere not making excessive returns.

186. Overall, returns across industry and for each lgza pipeline businesgere
generally in line with the estimates of WACC adjusted fepast inflation,
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suggesting that locajas pipeline businesshave generally not made excessive
returns over the lasten years.
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Chapter 3¢ Performance of gas
transmission businesses

Purpose of this chapter

187. The purpose of this chapter is to provide an overview of gas transmission businesses
YR GKS NBadzZ §a 2F 2daNJ Fylféara 2F GKSAN
revenue and costsand the quality of the regulated services they provide. The aim is
to provide insight into issues that have affected gas transmission businesses in
recent years, andwhere possiblethe underlying drivers of the trends or anomalies
observed.

188. Trends are examined from an industry view, as the gas transmission assets of
+SOG2NDa 3ALA GNIyavYAaarzy o dz0ieywloaly ' yR ab
one gas transmission business (FirstGas) existing sinceMioea.detail on the gas
OGNl yavyraarzy |aasSid GNryalrOQilAz2y Aa LINRPOBARS
the Approach paper.

189. Except where we refer to singleear figures, or state that a figure is an absolute
increase in dollars or dollayger-customer, our analysis refers to the growth implied
by the trend for the reasons explained in the Approach paper regarding our use of
trend analysis.

190. The charts and figures for monetary data are given in nominal terms unless
otherwise stated,.e., they have not been adjusted to exclude the impact of inflation.

Key findings
191. DIFa GNYXyavYAaaArzy odzaaAySaasSaQ NB3IdzZ F G§SR NFB
around $46million in 2023, anincrea® of $13.6million in nominal terms since

2014. After accounting for general price inflation, gas transmission revenues have
fallen byl4.7%since 2014.

192. Figure 70 shows theomponents ofevenuewhich wererecovered between 2014
and 203.
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193.

194.

Figure 70: Breakdown of gas transmission business revenue, 2003
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Opex and depreciation comprise the largest components of gas transmission
revenues in 202, at 40.6% and39.9% respectively. Opex has increased bg.8
million in nominal terms, 0B.9% per year on average since 2014, with the large
increase in 2021 primarily due to tli@as Transmission Access Cdd€Agproject
discontinuation. Depreciation has increased B2 fillion in nominal terms 08.3%
on average between 2014 and ZDMost of this increase occurred the 2023 year.

Between 2014 and 2@ cash profit earned by gas transmission businesses
decreasedy $35.5million, from $48.3million in 2014to $12.8million in 2023 or
12.4% per year on averagd.he rate of return of gas transmission businesses is
mostlyin line withour estimates of a reasonable rate of retuninen adjusted for
inflation. Thissuggessthat gas transmissiobusinesse$iave generally not made
excessive profits over the lain years.
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195.

196.

197.

198.

199.

200.

201.

IN20B= I+ & GNIYyaYAaaaz2yl3midmwni7y.Behigkeattani®l LISE 4
2014.The regulated asset base of FirstGas (upon which their total return on assets is
based) was valued aB83million in 2023, an increase of 80.5million (21.8%)

since 2014.

During the 2021 year, the decision was made to discontinu€XhAC projectGTAC
was initially implemented to combine the support of a new gas transmission access
code applicable to botlransmissiorpipelines, used for managing commercial
operations across both pipeline systems.

The GTAC project began in 2016 in a context of relatively plentiful gas supply and
high gas demand. During 2021, the project was discontinued due to challenges
experienced with the projectind changes in the external environment facing the
gas sector. To account for this discontinuation of the project, a negative capex
adjustment was made of $12r8illion, with the historical project amounts written

off to business support opex. The eo# adjustment resulted in increased business
support opex, and decresad capexandflows onto the reduction in the cash profit
for the year as well as a reducegturn on investmentRO), compared to if the
adjustment was not made.

Investment in gas transmission pipelines has focussed on maintaining network
 84SGaz BupfoitiygrdviRQ 6@ WSED® ¢KS WYL AYGdlAyAy3
capex has increased b3 1 million in nominal terms since 2014.

Supporting growth capeand other ancillary investment have been sporaditd
generally declined over time between 2014 and 2023. Most of supporting growth
capex in the last three years (2021 to 20B3@sbeen dedicatedo system growth,
moving away from new connection capehich took up the majority of expenditure
in the years prior to 2021.

The cost of operating gas transmission businesses averagedithén per year
between 2014 and 2@ increasindoy $17.5 million since 2014, to $3.1million.
Non-network opex costs made uf0% of opex between 2014 and Z&)2n increase
of 6.1%per year on average during that time.

The number of planned interruptiorfer gas transmission businesdegsremained
low between 2018 and 2023vhile the number of unplanneihiterruptionshas
fluctuatedover this period The number of incidentsasfluctuated over this period

as well, with a slightly higher number of incidents in 2023 compared to 2018.
Average compressor utilisation across all unitsdexsreased in 2022 and 2023, after
a relatively stable period beforehandhe number of failed starts hatecreasedver
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time. Thetrend of thenumber of instances of compressors being unavailable when
requiredhas slightlyncreasedver time.

Overview of gas transmission

202. The gas transmission business, FirstGas, is responsible for transporting natural gas
from processing facilities through to directly connected customers or gas delivery
points across the North Island. Directly connected customers include petrochemical
producers, electricity generatorandlarge greenhouses

203. As FirstGaswns the entire gas transmission netwoRkior to 2016pwnership of
the gas transmission was sgdetweenMDL and Vector

2031!ye NBFSNBYyOS G2 a3alra GNryavyiAaaArzy odz
Vector, FirstGas Transmission alone, or all three busingd#sn this
OKI LJASNE AGCANBGDF&A¢ NBFSNE daottieKS CANR
localgas pipeline busineks

203.2 We describe the treatment of the ID data, including the transitionary ID data
reported in the periods following the sale, in the Approach paper published
alongside this report.

204. Gas transmission network assets fall broadly into five categories:

204.1 high pressure pipes, to transport gas from producers to local gas pipeli
networks and large users;

204.2 main line valves, to isolate the flow of gas in an emergency;

204.3 compressors, to increase pressure and improve gas flow over longer
distances to the ends of the system;

204.4 stations for intake, offtake, metering systems and pressure inspection;
204.5 other station components:

1 heating systems (to prevent operating issues arising from the
temperature decreases associated with pressure reduction for local
pipeline networks);

9 odorisation plants (for leak detection);
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1 coalescers (to filter out solids and liquids);
1 communications (e., SCADA systems);
1 corrosion protection (g., cathodic protection systems); and

1 gas chromatographs (to detect and analyse chemical composition).

205. Gas transmission pipelines transport gas at pressures betw@8® XPa and 8620
1t 6G4KS tFr0GSNIo6SAYy3a GKS YFEAYdzY ft2611 0
pipelines). Figure 71 shows a diagram of the ranges of pressures applicable to
different classes of pipes.

Figure 71: Pipe pressure classifications for local gas pipelines and transmission

pipelines
Local gas pipelines Transmissiompipelines
Low Medium Intermediate High
pressure pressure pressure

| | | |

| | I |

7 700 2000 8620
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206. Thelength of the gas transmission pipeline system at the end of the 2@
disclosure periogwas 2519km. Table 5 shows the length of gas transmission
pipelines in each regigand the volume of gas conveyed through them in the202
disclosure period.

¢rofS pY [SYy3adkK yR 3la O02y@SeSR GKNRdIzAK
2023 (most recent disclosure period)

Transmission pipeline regior System length at year Total gas conveyed

end (km) during the year (TJ)
South- Kapuni- Frankley Road 1,035 32,183
Bay of Plenty 608 9,152
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Gastransmission businesses are subject to a revenue cap with a wgsimechanism
under their DPP

207.

208.

2009.

At least every five years we review the DPP that applies to gas transmission
businesses. The previous reset ia#/ay 2022and became applicable from 1
October 2022.

The starting price for the gas transmission businesses is specified in terms of
initial MAR value. This is net of paksough costs and recoverable costs. The M
reflects several elements, including:

208.1 an appropriate return on the regulated assets of the gas transmission
business, represented by our estimate of the WACC

208.2 our forecast of how the RAB will change (through the commissioning o
new assets and depreciatigrgnd

208.3 our forecast of the opex of the gas transmission business during the
regulatory period.

In contrast to locafjas pipeline business, the gas transmission business is
subject to a revenue cap, with a wagp mechanism for over or undeecovery of
revenue between years. The forecast allowable revenue of the gas transmiss
business is set at the start of the regulatory period and dusschange depending
on the number of customers served through the period. There may be differer
between the actual allowable revenue achieved versus the forecast allowable
revenue, depending on how the gasmsmission business sets prices each yea
and the actual quantities that are delivered.

DI a

(NI yAYA&ZAA2Y 0dzaAY SneraaSer @ theJAsH werf yealisS R NB & S

with a large increase between 2021 to 2023

210.

As with locabas pipeline business, gas transmission businesses recover the cost of

providing regulated gas transmission network servibgscollecting revenue from

the gas customers (passed through via a retail bill).rélienuethey are allowed to
collectisset by the DPHANost recentlyresetin October 2022Figure 72 shows the

total revenue collected by gas transmission businesses from 2014 & 202
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211. GasiN} yaYAaaAizy o0dzaAySaasSaomNB@mdzéensl a NB
decreasedn 2018 and 2019. Since 2019, revenue of gas transmission businesses has
generally increased, apart from 2021 which lzesimall decrease. In 2023, gas
OGNl YaYAaaarzy o0 dzasias.8nilkos daeaship@iblyeaulonin I &
nominal termsor 10.2%since 2014

After accounting for general price inflation, gas transmission business revenues have
fallen by 14.7%since 2014

212. Figures 73 and 74 show the change in CPI between 2014 aBd&@Pthe change in
revenue adjusted for inflation.@., in real terms) since 2014.
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Figure 73: Annual rate of inflation, years ending September, 2@D23

Figure 74: Change in total gas transmission business revenue, adjusted for inflation
(i.e., in real terms), 2014023
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213. CPI has increased by approximately 2.6% per yeaverage (29.4% in total)
between 2014 and 2023. Between 2014 and 2020, the CPI has been relatively steady
ranging from 0.5% to 2.0%. However, in 2021, CPI increased to neadn®%
increased further in 2022 to 7.2%efore declining slightlin 2023to 5.6%. Using CPI
to adjust for inflation, revenues have fallen by $23.8 millimn14.0%between 2014
and 2023.

The volume of gas delivered via transmission pipelines has decreased since
2014

214. The volume of gas delivered via gas transmission pipelines is far higher than the
volume carried through local gas pipeline netwoblecausemostgas consumed in
New Zealand is by large industrial use@nnecteddirectlyto gas transmission
pipeline systems. Compared to locgs pipeline businegs growth in the number
of customers connected directly to transmission pipelines is a less relevant driver of
their growth and investment activitietherefore customer numbers are not used to
represent growth in this chapter.

Figure 75 shows the gas delivered via gas transmission pipelines between 2014 and
2023.

Figure 75: Total energy delivered through gas transmission pipelines, 2023
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