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	US – more on consolidating transmission
A few months ago (Pipes & Wires #16) we discussed the federally-mandated consolidation of local transmission grids into Regional Transmission Organisations (RTO’s) such as PJM and Midwest ISO by the FERC. It was considered that a major benefit of RTO’s would be the shift in business model from a simple downhill path between generators and customers to a wholesale wheeling function responding to nodal prices.

To date there has been a mixed bag of responses, both within the Senate and by individual states. West Virginia has prohibited two utilities by name from joining an RTO, Iowa has hesitantly declined an application from a utility to place transmission assets into an RTO, whilst Illinois has allowed ComEd to place its transmission assets under the control of PJM.
It certainly seems that the RTO model will allow better utilisation of generation plant and better response to nodal prices, and we would be disappointed if conservative regulators unreasonably rejected adoption of the RTO model within their respective states simply because they see it solely as the FERC making a grab for power.

Germany – three bids for Gelsenwasser
One of the many concessions that E.On was required to make as part of the Ruhrgas acquisition was to dispose of its 80.5% stake in Gelsenwasser AG (refer to Pipes & Wires #15 and to “E.On’s acquisition of Ruhrgas – a study of competition issues and regulatory concessions” ). 
The following three bids were received by E.On…
· A consortium comprising MVV Energie AG and Hamburger Wasserwerke (HWW).
· A consortium of Stadtwerke Bochum and Stadtwerke Dortmund.

· Waste management company Rethmann AG.
French utility group Veolia teamed up with Stadtwerke Dusseldorf but stopped short of actually making a bid. The MVV-HWW consortium is thought to be favoring a tie-up with Stadtwerke Bochum and Stadtwerke Dortmund.
The bids received were between €600m and €700m, far short of the €1.3b market valuation of the stake.

As giants E.On and RWE increase their presence in the energy sector, small Stadtwerke may be less able to compete. Hence migrating their capital from energy to water (particularly at the bargain price Gelsenwasser is likely to be sold for) and then consolidating those stakes make good strategic sense.
As one of the regulatory concessions placed upon E.On was that divested businesses must be sold to going concerns (to ensure on-going competition to E.On’s strengthened market positions), the Economics Ministry is likely to take a keen interest in the sale of the Gelsenwasser stake. 
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US – Mirant files for bankruptcy
Earlier this month Mirant Corporation of Atlanta, Georgia filed for Chapter 11 bankruptcy protection in the Bankruptcy Court of the Northern District of Texas. A sluggish US economy and mild weather has dampened the high wholesale prices that Mirant’s business model was based on, leaving what was the US’s largest gas trader and 6th largest electricity trader struggling to restructure debt and pay its bills on time.

Similar to Enron, Mirant’s business model was built around taking future positions based on expected demand, fuel availability and weather. The down-side risks of this model were poignantly emphasised as Enron crumbled 18 months ago and the whole energy sector rethought its views on asset-less trading and highly leveraged positions.
Mirant’s almost certain demise leaves the US energy trading markets with few, if any, sources of long-term hedges.

Germany – E.On sells stake in Bayerngas
Another one of the many concessions that E.On was required to make as part of the Ruhrgas acquisition was to dispose of the 22% stake in Bayerngas it already owned along with the 22% stake owned by Ruhrgas (refer to “E.On’s acquisition of Ruhrgas – a study of competition issues and regulatory concessions”). A consortium of five utilities that already held stakes in Bayerngas and pre-emptive rights over the remaining shares will acquire this 44% stake subject to board approvals.
These five utilities are…

· Stadtwerke Munchen, which will raise its holding in Bayerngas to 50%.

· Stadtwerke Augsberg, which will raise its stake to 28%.

· Stadtwerke Ingolstadt.
· Stadtwerke Landshut.
· Rewag, the utility in Regensburg.
From a strategy point of view, we have already suggested in the preceding article on Gelsenwasser that the ability of small Stadtwerke to profitably compete in a market increasingly dominated by giants such as E.On and RWE might be limited. So why would these five Stadtwerke want to acquire such a stake ?? We believe there are several reasons…
· This 44% stake (if it is anything like the Gelsenwasser stake) may be sold below market value in order to comply with regulatory requirements, especially if the time to comply is short.
· Bayerngas is a substantial organisation with higher-than-average growth prospects.
· Bayerngas provides a number of market control functions that position it well against the giants.

· The German government is committed to a growing and competitive gas industry. Any decline in Bayerngas’ fortunes might well be met with further regulatory constraints on the giants.
UK – the fourth electricity price control
The build up to the price control period for the 5 years starting on 1 April 2005 has the rather cryptic theme of “rewiring Britain for the low carbon economy”. In addition to the usual emphasis on protecting customers and encouraging innovation and efficient investment this next control period will also include a framework that incentivises the installation of small, renewable distributed generation that will assist the government in meeting its environmental targets.
We would see two issues emerging which we would encourage OFGEM to form a sustainable position on…

· Compensating distribution companies for any loss of variable distribution revenue.
· Relieving distribution companies of any obligation to be the supplier of last resort if customers don’t want to continue paying network connection charges.
Developing this framework will be OFGEM’s major focus for the next 18 months, and we will make further comment as details emerge.

Aus & NZ – is there room for another mobile operator ??
Recent announcements of a planned 4th mobile phone operator in Australia and of a 3rd mobile phone operator in NZ provides an opportunity to examine an industry that has grown from nothing to … well … almost saturation in living memory, an industry in which market share has a more realistic meaning than it does in the familiar fixed pipes & wires context.

TelstraClear will call for proposals from four vendors to construct NZ’s third mobile network in an effort to create a more seamless service than their current repackaging of Vodafone services is able to provide. Meanwhile, across the Tasman, plans to roll-out Australia’s fourth mobile phone network were recently aired.

Given the high degree of penetration and established shares of the current mobile voice and data markets amongst the incumbents (Telecom and Vodafone in NZ, Telstra, Optus and Vodafone in Australia) it would seem that the new entrants will have to either reshape the existing industry boundaries with some imaginative new products or else prepare for a long and bitter struggle to gain a share of the existing market.

US – back to basics for the power industry

As the power industry stumbles in the wake of the Mirant bankruptcy, the emerging wisdom of sticking close to the regulated infrastructure business is becoming more apparent. The model emerging as the dust settles is a less-diversified conglomerate with a strong pipes & wires business at its core that the financial markets are increasingly likely to reward and state regulators likely to approve of.
The demise of unregulated, asset-less, highly-geared trading probably does, however, need to be treated with at least some sadness. As a small segment of the energy market, well thought-out trading strategies with proper recognition of the down-side risks should have been very fulfilling for buyer and seller alike, but … perhaps for the better … it’s back to basics.

US – FERC squares off against ACC
One of the issues that arose from the California energy shortage was pressure on the FERC to intervene in the way gas transmission capacity is allocated to users in Arizona. In a move that seems to put the interests of California ahead of Arizona, New Mexico and Nevada the FERC has mandated that all existing “full requirement” contracts be converted to “limited right” contracts by 1 September 2003. This will limit the amount of gas that can supplied to customers of El Paso Natural Gas‘ (EPNG) pipeline despite California having multiple sources of gas.
One of the most immediate effects is likely to be increased price volatility that will almost certainly affect electricity prices. Even Alan Greenspan has waded into the issue stating that imbalance of gas supply and demand is a critical issue facing the US economy.
In addition to the state regulator for Arizona, the Corporations Commission, asking an appellate court to review this decision, other pipeline operators are queuing up to build new pipeline capacity as Arizona’s population grows rapidly and gas demand soars.
A further issue that came out of the FERC order was the affirmation that EPNG had fulfilled all its obligations to the FERC and its customers including a 1996 settlement. As this order also overturns a September 2002 proposed determination that would allow the FERC to adopt a different interpretation of EPNG’s service obligations, this order proved to be good news for EPNG.
So, funnily enough, it is actually the state regulator that is most concerned by the FERC’s latest move.

UK – RWE acquires Innogy
In a move that largely mirrors E.On’s acquisition of Powergen, RWE recently completed its acquisition of Innogy for ₤2.75 per share. Both the SEC and the EU have given their approval to the deal which sees RWE emerge as Europe’s 2nd largest generator and 3rd largest electricity supplier with about 20 million energy customers.
Probably one of the first moves will be to integrate common functions from the Innogy and Thames Water businesses such as back office activities to realise merger synergies.

Recent figures indicate that RWE is the UK’s 2nd largest electricity supplier with about 18% market share, lagging behind E.On with about 24%, but slightly ahead of EdF subsidiary LE Group with about 17%. To receive a report outlining possible shake-out scenarios for the UK industry including a possible merger between ScottishPower and Scottish & Southern Energy, pick here.

To go on the emailing list for a research report on this acquisition, pick here.
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