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1. Introduction

1.1 Rule 65 of the Gas (Downstream Reconciliation) Rules 2008 (‘the Rules’) requires Gas Industry Co to commission performance audits of the allocation agent and allocation participants at regular intervals
. The purpose of a performance audit is to review the performance of an allocation participant, and its associated systems and processes, in terms of compliance with the Rules. 

1.2 Rule 66 of the Rules provides that Gas Industry Co may commission event audits, either on its own initiative or in response to a request from an allocation participant. The purpose of an event audit is to ascertain the cause or causes of any particular issue or event that has arisen in relation to the allocation of gas under the Rules. 
1.3 There is no requirement in the Rules for Gas Industry Co to determine or publish the processes and criteria it intends to use for dealing with audits. However, this guideline note has been issued to assist the allocation participants in understanding the processes that will be adopted by Gas Industry Co in applying these provisions in the Rules. Once the audit framework has been in operation for a period of time, Gas Industry Co also intends to issue further guidance material to allocation participants on other aspects of the audit process in light of any experience gained. This guideline note addresses the following matters:

(a) General provisions, such as the appointment of auditors, setting up of audits, and costs and payment;

(b) Specific issues applying to performance audits, including a regular programme for such audits; and

(c) Specific issues applying to event audits including what may constitute an event, the triggering of event audits, and the carrying out of event audits for gas gates for which the cap of 1.035 or the floor of 0.985 apply, under rule 80.

1.4 This note is explanatory in nature and is not legally binding. It needs to be read in conjunction with the Rules and the general approach set out for participants in no way reduces the requirement upon participants to know and comply with their obligations under the Rules.

2. General provisions for both performance and event audits
2.1 Audits are carried out in relation to allocation participants. Where an allocation participant is a single entity which carries out more than one allocation participant function (eg retailer and transmission system owner or retailer and meter owner) and is the subject of an audit, the audit will generally only relate to allocation participant function or issue being audited.
.

Appointment of auditor

2.2 Rule 68 sets out the provisions governing who may be appointed as an auditor. In summary, the auditors must be independent, have no conflict of interests and cannot be part of Gas Industry Co. The allocation participants being audited are entitled to recommend one or more auditors for appointment by Gas Industry Co.
2.3 In the longer term, Gas Industry Co intends to establish a register of approved persons who can act as auditors, but in the short term appointments will be made on an ad hoc/per audit basis. The appointment of an auditor will generally occur in conjunction with developing and confirming the terms of reference for the audit. 
2.4 Subject to the requirements of the Rules, the process (ie contestable, tendered or by direct negotiation) to be used for appointing an auditor will be at the discretion of Gas Industry Co. Factors influencing this decision include the size of the audit (a major and relatively costly audit may be subject to a contestable process), the degree of specialisation of skills and background knowledge involved, the availability of the auditor and the urgency of the audit. The appointment of an auditor has been delegated to the Chief Executive by the Board of Gas Industry Co.
2.5 It is recognised that locating auditors with no conflict of interest may be difficult given the specialised nature of the gas industry and the possibility that many potential auditors may already be conflicted in some way through their involvement with allocation participants. If this proves to be a difficulty in any given case, Gas Industry Co may appoint an auditor outside its register of approved persons and which involves the appointment of person with audit experience but no particular knowledge of the New Zealand gas industry.
2.6 In general terms, Gas Industry Co intends to adopt the following steps when appointing an auditor:

(a) Step 1: Confirmation of the allocation participant that is to be audited, and of the proposed terms of reference for the audit. Decision on whether the selection of the auditor will be contestable or not.
(b) Step 2: Invitation to the allocation participant being audited to nominate possible auditors.

(c) Step 3: If applicable, initiation of contestable process through the issuing of a request for proposal. Otherwise, Gas Industry Co indentifies, contacts and obtains any relevant information from potential appointees 
(d) Step 4: Review of potential appointees or proposals.

(e) Step 5: Gas Industry Co appoints auditor and notifies the allocation participant being audited.

2.7 Gas Industry Co will have the following expectations of auditors:

(a) Auditors must ensure that they have sufficient resources to enable them to perform their auditing obligations as set out in the Rules in relation to any audits they agree to carry out;

(b) Approved auditors may use suitably qualified employees or subcontractors to assist them in carrying out parts of the audit tasks. However, they will be responsible for the accuracy and quality of the final audit; and

(c) If they are relying on the work of an internal auditor of the allocation participant being audited, they must comply with NZICA Auditing Standard AS-604, or the requirements of the relevant Institute of Internal Auditors Guidance (Practice Advisory 1210.A1).
(d) Auditors will be expected to protect the confidentiality of information where information is provided on a confidential basis.
2.8 The quality of auditors’ audit documents may be evaluated and Gas Industry Co may remove auditors from the list of approved auditors in accordance with its auditor approval policy as amended or replaced from time to time.

Carrying out of audits

2.9 Rule 69 covers the provision of information to the auditor. Provided such a request is reasonable and for the purposes of the audit, an auditor may request:
(a) any information from any allocation participant; and
(b) to examine any processes, systems and data directly relevant to an allocation participant’s compliance with the Rules.
2.10 Allocation participants must comply with any request from an auditor made in accordance with paragraph 2.5, but may indicate certain information to be confidential (ie commercially sensitive) so that such information is not made public when the reports on the audit are published under rules 71 and 72.

2.11 The auditor is restricted to considering actions, circumstances, events or inactions that occurred in the 30 months prior to Gas Industry Co requesting the audit. Under rule 67, actions, circumstances, events or inactions that occurred outside that period cannot form part of the audit.

2.12 Rules 70 and 71 cover the preparation of draft and final audit reports. Draft audit reports are provided to the allocation participants being audited, the allocation agent, Gas Industry Co and any other allocation participant the auditor considers has an interest in the report. Those persons have 10 business days to provide their comments on the draft report, which the auditor must take into account before preparing the final audit report. The final audit report is provided to those same persons and, under rule 72, Gas Industry Co must also publish the final audit report, subject to any exclusions on the grounds of confidentiality.

2.13 Gas Industry Co requires auditors to ensure that the audit report includes the following information:

(a) The allocation participant being audited;

(b) The auditor responsible for the audit;

(c) All persons used to perform the audit;

(d) The tasks performed by the allocation participant;

(e) A summary of the performance of the allocation participant in terms of compliance with the Rules;

(f) A summary of the systems, processes and procedures of the allocation participant that have been put in place to enable compliance with the Rules;

(g) A list of all persons or entities the allocation participant uses to perform its information gathering and processing tasks with respect to the allocation process;

(h) Comments on the extent to which information was made available to the auditor;

(i) Comments on the extent to which the allocation participant complies with the Rules with clear identification of any alleged rule breaches; and

(j) Any other matters that the auditor considers relevant to the allocation process.

2.14 The audit report should be arranged in the order presented in the Rules, under the appropriate headings.

2.15 Rule 74 sets out provisions governing the use of final audit reports. Final audit reports may be used for the purposes of any compliance matter under the Gas Governance (Compliance) Regulations 2008 or for considering any amendments to the Rules. In addition, Gas Industry Co may use a final audit report for considering special allocations under rule 51, reviewing the performance of the allocation agent or an auditor or any other purpose it considers necessary.

2.16 All details of an audit report that are not published will remain confidential unless otherwise agreed between the allocation participant and Gas Industry Co. The auditor will keep all information relating to participants obtained in the course of carrying out audits confidential unless;

(a) the disclosure of the information is required by the Rules, Gas Governance (Compliance) Regulations 2008 or other law; or

(b) the information is or becomes publicly available.

Audit costs and payment

2.17 Rule 75.1 provides for the costs of performance audits to be paid for by the allocation participant being audited.

2.18 Rule 75.2 provides different regimes for the payment of event audit costs depending on whether the auditor concludes that a material issue has been raised in relation to compliance with the Rules. The auditor’s determination in this regard is final, ie not subject to appeal to Gas Industry Co. Where the auditor determines a material issue has been raised, the allocation participant must pay the costs (or where the issue relates to more than one allocation participant, the proportion of that cost determined by the auditor). Where no material issue is raised, the costs will be apportioned to allocation participants as determined by Gas Industry Co.
2.19 Rule 75.3 provides for the costs of the audit to be agreed between Gas Industry Co and the auditor. Gas Industry Co intends that these costs will be:

(a) At the time that audit costs are agreed (generally expected to be before the audit commences) the expected costs will be advised to those allocation participants who will or might have to pay some or all of the costs;

(b) As soon as possible after the completion of the audit but prior to the issue of formal invoices, the total costs and the allocation of costs to allocation participants, will be advised; and

(c) Payment is to be made by the 20th of the month following the month of issue of the invoice.

3. Performance audits

3.1 Rule 65 requires Gas Industry Co to arrange performance audits of allocation participants at regular intervals. The carrying out of performance audits is mandatory. However, Gas Industry Co has a degree of discretion in determining the frequency of such audits, ie what constitutes a ‘regular interval’. The intention is for performance audits to occur as follows:

(a) The allocation agent will be audited at intervals not exceeding two years, with the first audit to be initiated no later than December 2009.
(b) Allocation participants will be initially audited on the basis of a rolling three to four year programme which is designed to ensure that every participant is audited at least once during the first three to four years of the Rules coming into force. The length of the initial audit cycle will depend on resource availability. The order of audits will be at Gas Industry Co’s discretion but Gas Industry Co will aim to notify the allocation participant at least two months prior to the audit being performed. 
(c) If the initial series of audits raises compliance concerns then Gas Industry Co may choose to increase the frequency of subsequent audits for that particular participant. Follow-up audits of this type will be carried out within the 30 month period set out in rule 67 to ensure that all relevant information is available.
(d) Please also note if a performance audit raises a particular issue or event that may need further immediate investigation, Gas Industry Co may also commission an event audit subsequent to the completion of the performance audit.
4. Event audits

4.1 Rule 66 allows Gas Industry Co to decide whether and when an event audit should occur. An allocation participant can request under rule 66.3 that an audit be carried out, but Gas industry Co has sole discretion to decide whether to commission the event audit. Gas Industry Co must not grant a request if it considers that request to be frivolous, vexatious or not made in good faith – see rule 66.4.
4.2 While an ‘event’ is not defined in the Rules, it may cover a broad range of circumstances related direct or indirectly to the allocation of gas under the Rules – including both long-term issues and one-off events. This approach is consistent with the purpose of an event audit, which is to ascertain the causes of a particular issue or event that has arisen in relation to the allocation of gas under the Rules. Rule 80 identifies one such particular issue or event – being the instance of a gas gate which has an annual UFG factor which exceeds 1.035 or is less than 0.985 during the initial two year transitional period
 – in which case Gas Industry Co is directed under the Rules to consider whether to commission an event audit. Particular issues or events that may result in an event audit being commissioned include, without limitation:

(a) A significant step change in the total actual level/percentage of UFG at a gas gate in a particular consumption period or series of consumption periods, which might indicate a disruption to the normal pattern of supply and/or significant meter
 or meter read errors either at the gas gate or at the consumer installation;

(b) A persistently high positive or negative level/percentage of UFG at a gas gate, including during the transitional period, regardless of whether the level of annual UFG falls outside the cap of 1.035 or the floor of 0.985;

(c) Any information or incident which indicates that the incorrect assignment of ICPs to gas gates is significantly influencing the allocation of gas at a gas gate; or
(d) Any other information or incident which indicates that inaccurate or incomplete data, whether due to meter or meter read errors, data estimation errors, allocation participant system or process errors, or otherwise, is materially influencing the accurate allocation of gas at a gas gate or may be contributing materially to a persistently high positive or negative level/percentage of UFG at a gas gate.

4.3 In relation to other issues or events that may arise but are not mentioned above, Gas Industry Co will generally not consider commissioning an event audit unless specifically requested to do so by an allocation participant under rule 66.4 and the issue or event is having a significantly adverse or unfair effect on the allocation of gas under the Rules. 

4.4 In relation to rule 80 situations where, during the transitional period, a gas gate has an annual UFG factor which exceeds 1.035 or is less than 0.985, Gas Industry Co intends to take the following approach:

(a) In consultation with allocation participants, all gas gates which fall outside the 0.985/1.035 limits will be reviewed to identify the circumstances that might have led to this outcome and, for gas gates where an event audit is considered necessary, develop an intended programme of event audits to be given effect to during the transitional period
. 
(b) These event audits will be commissioned in the gas year to which the annual UFG factors apply but the audits may continue beyond this period up until the conclusion of the transitional period.
�  For the purposes of this guideline note, any reference to ‘allocation participant’ in this guideline note also includes the allocation agent.


� Note though that the auditor may request any information from any allocation participant in respect  of an audit  - see rule 69.1


� Note that given the nature of the audit process, the actual cost of an audit may change as additional matters come to light during the audit. This is expected to be more likely for event audits, given that the work and resources required to ascertain the cause of an event may be difficult to estimate accurately prior to the commencement of the audit.


� Under rule 80.1, where the annual UFG factor at a gas gate would have been less than 1.035 or exceeded 0.985 the allocation agent must give notice to Gas Industry Co that this has occurred


� Including corrector register.


� Please note that the annual UFG factors for gas gates during the transitional period are derived from UFG levels in the gas year two years prior to the gas year in which they are being applied – see rule 79.2. For this reason, a gas gate with a UFG factor that exceeds the limits may no longer have high levels of UFG and therefore an event audit is unlikely to be necessary.
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