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Jemena Pipeline Reclassification – Submission on NCC Draft Decision 
 
 
Jemena Gas Networks (NSW) Limited (JGN) welcomes the National Competition 
Council’s (NCC) release of their Draft Decision and Statement of Reasons (Draft 
Decision) on 1 June 2009 and the opportunity to provide comments. 
 
JGN supports the Draft Decision and welcomes the NCC’s proposal to reclassify the 
northern and southern trunk pipelines as distribution pipelines as requested by JGN.  
This submission focuses on areas where JGN believes there is scope for clarifying or 
refining points raised by the NCC in its Draft Decision. 
 
Assumptions within the Swier expert report 
 
JGN concurs with the NCC’s view that the emergence of the STTM means the 
primary function of the northern and southern trunk pipelines is to reticulate gas 
within a market and that therefore the trunks should be classified as distribution 
pipelines1. 
 
In its Draft Decision, the NCC bases this view, in part, on the three assumptions 
contained in the Swier expert report submitted as part of JGN’s application for 
reclassification. JGN supports and reiterates these three assumptions below: 
 

                                                 
1 NCC, Jemena Pipeline Reclassification Draft Decision and Statement for Reasons, 1 June 2009, page 
10, paragraph 3.10. 



1. No material pipeline constraints 
 
In his expert report submitted with JGN’s application for reclassification, Mr Swier 
assumed that there were no material pipeline constraints2. 
 
JGN supports this assumption. JGN’s current asset management plan explains 
that: 
 

• there are no constraints which effect current capacity entitlements on 
either the northern or the southern trunk 

• future increases in capacity entitlement for organic growth in the 
residential and commercial markets are not expected to create any 
constraint in the trunks before 2020 at the earliest. 

 
Capacity planning for industrial customers is carried out in response to requests 
for increased capacity entitlements for existing and new end customer delivery 
points.  No constraints in the trunks are foreshadowed to arise from current 
reference service requests for the industrial market.   
 
Augmentation of trunk capacity may be required to provide the large tranches of 
additional capacity that would likely be required for new gas fired electricity 
generation located on the network. The pressure and demand characteristics of 
large gas fired generators are such that they would seek to connect directly to the 
trunks. JGN’s current access framework has satisfactorily dealt with such 
requests as negotiated service requests in the past. 
 
Under current capacity management practices, if a bona fide request requires 
augmentation of the network (whether the trunk or the local network), JGN 
determines the share of augmentation costs directly attributable to the request 
and then assesses the prudence of that additional investment against the 
revenue arising from the requested service. This is consistent with the conforming 
capital test in the National Gas Rules (NGR).  Augmentation required to meet a 
request for a gas-fired power station would be treated in exactly the same 
manner. 
 
Reclassification of the northern and southern trunks to distribution pipelines 
would have no bearing on this process or the outcome of such a request. 

 
2. Design of STTM ensures that all users can access the hub price 
 

In his expert report submitted with JGN’s application for reclassification, Mr Swier 
assumed that the design of the STTM ensures that all users can access the hub 
price3. 
 
JGN’s understanding of STTM design supports this assumption. Notwithstanding 
the final hub design of the STTM, it will improve the administrative simplicity of 
the STTM design if all parties can access JGN services at the one hub price. A 
single hub price will also better facilitate the introduction of additional receipt 
points into the hub at a future date. 
 
 

                                                 
2 Independent Expert Report prepared by Geoffrey Swier included as Appendix E of JGN Application for 
Reclassification. 
3 Ibid. 



 
3. No competition for trunk pipelines 
 

In his expert report submitted with JGN’s application for reclassification, Mr Swier 
assumed that there is no competitive market for the services provided by the 
trunk pipelines4. 
 
JGN supports this assumption. The JGN trunks do not have an exclusive license 
barring competitors from building pipelines offering similar services. However, the 
cost of replicating the trunks as well as the fact that third party access is 
regulated by JGN’s access arrangement, means that it would be uneconomic for 
a competitive pipeline to be built by a third party. 

 
Other matters 
 
Jemena notes that the NCC considers that the single market hub encompassing 
Sydney, Wollongong, Central Coast and Newcastle will only arise with the 
emergence of the STTM5. As outlined in our original application, JGN currently 
balances its network and the NSW retail market to end use customers across the 
whole of the Sydney, Central, Newcastle and Wollongong networks (including the 
northern and southern trunks). This establishes the JGN network assets as a single 
balanced network for operational and fiscal purposes6. 
 
JGN agrees with the NCC that the differences in regulatory outcomes for the 
northern and southern trunk pipelines do not appear to be significant regardless of 
whether they are classified as transmission or distribution pipelines7.  
 
JGN further agrees with the NCC that there will be no significant impact on third party 
rights caused by reclassification of the northern and southern trunk pipelines in 
respect of the two areas where the National Gas Law (NGL) and NGR impose 
additional obligations on transmission pipelines: namely queuing policies and 
maintenance of a capacity register8. As discussed in JGN’s application for 
reclassification the AER has the power under the NGR to notify a distribution pipeline 
service provider of these requirements if they perceive that third party rights could be 
adversely affected by reclassification of the JGN trunks to distribution pipelines. 
 
In its draft decision, the NCC noted that: 
 

It is not apparent that regulatory outcomes will be better or worse for any party 
as a result of the classification given to these pipelines. No party has suggested 
to the Council that a priori Jemena will be permitted higher prices, revenues or 
other returns if these pipelines are reclassified9. 

 
In respect to the above comment, JGN believes that while there are different pricing 
rules under the NGR for transmission and distribution pipelines, these rules are not 
determinative of higher or lower prices. Instead, JGN notes that the cost of service 
and building block components that could give rise to higher or lower prices are the 
same for both distribution and transmission pipelines. 
 
                                                 
4 Ibid. 
5 Supra n1 at page 10, paragraph 3.7 
6 JGN Application for Reclassification, 22 April 2009, p21 
7 Supra n1 at page 11, paragraph 3.15 
8 Ibid at page 11, paragraph 3.16 
9 Ibid at page 11, paragraph 3.17 



If you wish to discuss this submission please contact Sandra Gamble, Group 
Manager Regulatory, on (02) 9270 4512 or by email at 
Sandra.Gamble@jemena.com.au.  
 
We look forward to the NCC Final Decision in July. 
 
Yours Sincerely, 
 
 
 
 
Sandra Gamble 
Group Manager Regulatory 
Jemena Limited 
 
 


