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From the editor’s desk…

Welcome to Pipes & Wires #215. This issue starts by examining regulatory decisions in NZ, the UK and Brazil, and then examines the plans to keep existing coal-fired power stations open in the Australian state of Queensland. We then look at Chicago’s plans to form a municipal, and at recent changes to nett metering in Florida, Nevada and California. 
We conclude with a look at the recent suspension of Australia’s wholesale market, and the European gas shortages. So … until next time, happy reading…
Subscribe to Pipes & Wires

If you’re receiving this second-hand, pick this link to subscribe.

Recent client projects

Recent client projects include… 

· Independently reviewing the condition and investment levels of an electricity distribution network.

· Preparing an independent advisors report to assist an energy trust with their ownership review.

· Compiling a climate resilience framework for an electric distribution company.

· Developing an asset lifecycle risk strategy for an electric distribution company.

· Identifying a range of structural and service delivery models for an electric company.

· Identifying the global and regional trends facing transmission grid operators for a US client.

· Providing an independent review of asset condition and spend forecasts for a distribution company investor.

· Estimating the costs of DERMS (distributed energy resource management system) penetration for distribution feeders for a large US electric company.

· Identifying leading practices in behind-the-meter activities (eg. batteries, solar, smart data, VPP’s etc) for a large US electric company.

Cool multimedia stuff
Cool video clip – the origins of electricity in France
This cool 3½ minute video clip examines the birth of electricity in France. Even more interesting if you speak French.
Becca Caffyn releases second single

Becca has released her second single, Replacement Blond. Pick here to listen on Spotify.

Network regulatory decisions
NZ – transitioning Powerco back to the DPP
Introduction
Powerco’s electricity lines business is currently subject to a Customised Price-Quality Path (CPP) which expires on 31st March 2023. This article quickly examines the CPP, and then notes the Commerce Commission’s proposed process to set a Default Price-Quality Path for Powerco for the two years ending 31st March 2025. 
A bit about Powerco’s CPP

Powerco’s CPP allowed it to spend $1.27b over the 5 year period from 1st April 2018 to 31st March 2023. Powerco had proposed to spend $1.32b over that 5 year period, which was a significant step-up from the $937m spent over the previous 5 year period from 1st April 2013 to 31st March 2018.
Regulatory framework

The regulatory framework for CPP’s is set out in Sub-Part 6 of Part 4 of the Commerce Act 1986.
The Commission’s process

The Commerce Commission recently released a Process And Issues Paper setting out its proposed process for transitioning Powerco back to the DPP3. Key issues include…
· What amendments might need to be made to the operative DPP3 to ensure that it is workable for Powerco.

· Consideration of the starting prices, including consideration of how Orion and Wellington Electricity transitioned back to the DPP.

Pipes & Wires will comment as the Commission’s work progresses.

Further reading

· NZ – the final decision for Powerco’s CPP (Pipes & Wires #174).

· NZ - Wellington Electricity’s customised price path (Pipes & Wires #172).
· NZ – the final decision on Orion’s return to the DPP (Pipes & Wires #158).
UK – the RIIO – ED2 draft determinations

Introduction

The UK electricity and gas regulator Ofgem is currently setting the RIIO – ED2 revenue controls that will apply to Britain’s 14 electricity distribution licenses for the 5 year control period starting on 1st April 2023. This article examines Ofgem’s draft decisions.

The adoption of a 5 year control period

Readers might note that the RIIO – ED1 revenue control was set for 8 years, but that Ofgem has chosen to revert back to a 5 year period for RIIO – ED2 to avoid locking in allowable revenues and performance standards for an 8 year period during which unprecedented change is expected. This is similar to the adoption of a shorter 4 year period for the third gas price control in New Zealand.
Key features of the draft decision

Key features of the draft decision include….

· Allowing an overall (national) revenue of £20.9b to operate, maintain and enhance.

· Allowing a baseline of £2.7b specifically to support decarbonisation of transport and heating.

· Uncertainty mechanisms to allow additional network investment if demand for new connections increases.
· A framework for measuring outcomes that is ambivalent between DSO and DNO activities.

· An incentive mechanism to encourage DNO’s to adopt non-network alternatives in preference to traditional network reinforcement.

· Funding for improved instrumentation, telemetry and data analytics.

· A requirement to annually report flexibility requirements and the outcome of flexibility procurements to Ofgem.

· Tougher criteria for being rewarded for delivering customer outcomes.

· A downward adjustment of 17% of the baseline funding sought by the business plans.

· An expectation of 1.2% efficiency gains per year.

· Reducing the allowable cost of equity from the 6% in RIIO – ED1 to 4.75%.

Next steps

Ofgem is currently consulting on these draft decisions. Pipes & Wires will pick up the RIIO – ED2 story as Ofgem releases its final determinations. 

Further reading

· NZ – the final gas DPP3 (Pipes & Wires #214).

· Britain – challenging the RIIO – ED2 business plans (Pipes & Wires #213).

· UK – setting the framework for RIIO – ED2 (Pipes & Wires #196)

· Britain – setting he context for RIIO – ED2 (Pipes & Wires #192).

Brazil – proposed suspension of tariff increases
Introduction

Most of us understand that correctly setting infrastructure tariffs is critical to not simply ensuring adequate funding, but also to providing investor certainty. This article examines possible government intervention in an electricity tariff in Brazil.

A bit about the Brazilian electricity sector

The Brazilian electricity sector includes 49 distribution companies that supply about 253,000 GWh per year to about 50,000,000 connected customers. About 65% of those companies are privately owned (including by such large electric companies as AES and EDF).

Brazil also has about 150,000 MW of installed generation capacity, of which about 65% is hydro. 

Key events

Key events include…

· The electricity regulator (ANEEL) approved tariff increases for the 2022 year of around 24%, to allow recovery of a range of costs including general inflation, foreign exchange rates, low hydro inflows and the effects of Covid.

· The government proposes to suspend the tariff increase applicable to Energetica Distribuição Ceará, and could extend that suspension to other distribution companies.
Some wider observations
Some wider observations include…
· Governments’ understandably need to balance wider issues such as general inflation, cost of living, political popularity and civil order against the risk of undermining the confidence of investors and rating agencies.
· Long-time readers might remember that a key concern of the UK water regulator OFWAT was that regulated suppliers remain bankable.

Energy mix and grid security

Aus – no plans to close coal-fired generation in Queensland

Introduction

Closing coal-fired generation has become BAU for most if not all generation businesses, hence the recent announcement by the Queensland Energy Minister Mick de Brenni that none of Queensland’s 8 coal-fired stations will close as part of the 10 year energy transition was very surprising. This article examines de Brenni’s statement in the context of the energy trilemma. This article was written before the NEM was suspended, and arguably takes on a heightened significance.
The Minister’s statements
Key features of the Minister’s statements include…

· Our vision for the future, it does not include closing down any of our coal-fired power station.

· They will continue to play a significant role in our electricity system going forward.

· Those power stations serve as great opportunities for us to modernise the electricity system to invest into those communities.

It is understandably difficult to reconcile these bold statements with Queensland’s previously stated goals of reducing emissions by 30% by 2030 and achieving NettZero by 2050.

Queensland’s coal fired generation fleet
Queensland’s coal-fired generation fleet includes…

	Station
	Owner
	Rating
	Configuration
	Commissioning date

	Gladstone
	Rio Tinto, NRG Energy
	1,680 MW
	6 x 280 MW
	1976

	Tarong
	Stanwell Corporation
	1,400 MW
	4 x 350 MW
	1986

	Callide B
	CS Energy
	700 MW
	2 x 350 MW
	1988

	Stanwell
	Stanwell Corporation
	1,460 MW
	4 x 350 MW
	1996

	Callide C
	CS Energy, InterGen
	825 MW
	2 x 405 MW
	2001

	Millmerran
	InterGen
	850 MW
	2 x 425 MW
	2002

	Tarong North
	Stanwell Corporation
	443 MW
	1 x 443 MW
	2003

	Kogan Creek
	CS Energy
	750 MW
	1 x 750 MW
	2007


Total installed capacity is about 8,100 MW.

Implications for the energy trilemma

The implications for the energy trilemma include…

	Security
	Coal-fired generation will undoubtedly ensure security of supply.



	Emissions
	Emissions will certainly remain higher than a scenario of coal closures and substitution by renewables. It is noted that several of the coal-fired units have modern, high-efficiency boilers.



	Price
	Prices could remain low (based on the sunk capital costs) depending on the marginal price of coal. However declining renewable costs could overtake the marginal cost of coal.




Pipes & Wires will comment further as Queensland energy policy works itself out in practice.

Industry reshuffling

US – the Windy City seeks alternatives to ComEd

Introduction

Pipes & Wires has previously examined Chicago’s proposed establishment of a muni to take over the city’s electricity delivery from Exelon subsidiary Commonwealth Edison. This article examines the Windy City’s efforts to identify alternative management and deliver models.

Recapping Chicago’s objectives

Chicago’s initial objectives of establishing a muni includes…

· Decarbonisation of the electricity supply.

· More progressive prices.

Pipes & Wires noted these two objectives in the context of the energy trilemma and queried how a simple change of ownership of an existing business model might achieve these objectives.

Key features of the RFI

Key features of the RFI released in late April 2021 include…

· Setting out the City’s proposal for electricity delivery, which could include negotiating a new franchise with ComEd.

· The setting of wider goals such as social equity and sustainability.

· Emphasising that the electric grid is fundamentally important to electrified transport and buildings.

· An expectation that the successful franchisee will empower citizens through greater engagement with the electric grid.

· An expectation of 100% renewable electricity within the City limits by 2035.

· An expectation that DER’s and microgrids will be explored.

· An expectation of a significantly shorter franchise term (noting that the current ComEd franchise was established in 1947 and has only been reviewed once, in 1992).

The RFI specifically encouraged ComEd to respond, to which ComEd publically replied that it intended to participate and was confident that it would be successful.

Next steps
Pipes & Wires will comment further as the City decides which option to take.

Further reading

· Pipes & Wires #201 – the price of becoming a muni.

· Pipes & Wires #199 – Memphis considers exiting TVA supply.

· Pipes & Wires #198 – Pueblo rejects muni proposal.

· Pipes & Wires #195 – the Boulder municipalisation saga continues.

· Pipes & Wires #194 – Jacksonville rejects bid for electric and water business.

· Pipes & Wires #192 - Chicago considers municipalising Commonwealth Edison.

Regulating emerging technologies
US – changes to nett metering
Introduction

Recent months have seen some significant changes to nett metering frameworks across the US. This article summaries some of those changes in three states that seem to lead the thinking (probably because they are the sunniest).
Florida

A key feature of House Bill 741 would’ve allowed the Florida Public Service Commission to change nett metering requirements to inter alia require roof top solar customers to pay higher monthly fixed charges (arguably reducing the subsidy from non-solar customers), and credit solar exports at a price lower than retail prices.

This Bill then passed to the Senate as Senate Bill 1024, where it was passed 24-5 in early March 2022. Governor DeSantis subsequently withheld approval of the Bill, arguing that electric customers are already facing many other cost-of-living increases without facing higher electric prices.
Nevada

The Nevada Public Utilities Commission passed a set of rules pursuant to Assembly Bill 465 that will inter alia…
· Require electric companies to submit an expanded solar access program plan to the PUC every 3 years.

· Defining the information to be included in the solar access plan.

· Define how an eligible customer may participate in the expanded solar access program.

· Set out the method for calculating the prices charges for participating in the expanded solar access program.

· Ensure that low-income customers receive a lower price.

· Define the process for an electric company to recover the costs of implementing an expanded solar access program.

California
In late 2021 the California Public Utilities Commission proposed to revise its existing nett metering framework to include inter alia…

· Export payments based on the avoided cost provided by behind-the-meter devices.

· Import payments that will encourage electrification and solar-plus-batteries.

The existing (as of late 2021) nett metering price was the same as the retail price, however the CPUC’s analysis concluded that the nett metering price extracted a subsidy from non-solar customers and placed a disproportionate burden on low-income customers. Solar advocates and installers were understandably concerned about this proposed revision.
In early 2022 the proposal was sent back to the CPUC for more work, which occurred during May and June 2022. 

Energy markets and pricing
Aus – suspending wholesale market
Introduction

The Australian Energy Market Operator (AEMO) recently suspended the spot market in all regions of the National Electricity Market (NEM). This article examines the NEM, and why the AEMO has suspended it.

A bit about the NEM

The NEM is based on 5 regions corresponding to Queensland, New South Wales (including the Australian Capital Territory), Victoria, South Australia and Tasmania which are connected by about 40,000 km of transmission lines which transmit about 200,000 GWh of electricity to about 9,000,000 customers each year. The NEM daily operations are overseen by the Australian Energy Market Operator (AEMO).
The core of the NEM is a spot market in which forecast demand is used to send signals to competing generators every 5 minutes telling them how many MWh should be generated. Matching that generation with demand sets the wholesale prices.

Reasons for suspending the NEM

The overall reason for suspending the NEM was the removal of generation capacity from the NEM, with specific reasons including…

· A large of generators on planned outages (which is common during shoulder load periods).

· Planned transmission outages (restricting generation access to the NEM).

· Periods of low wind and solar generation.

· Winter coming a bit early.

· About 3,000 MW of coal-fired generation on unplanned outages.
The AEMO stated that a pre-determined pricing schedule would apply for each of the NEM regions, which involved directly instructing about 5,000 MW of generation.
Implications of suspending the NEM

The Australian Government’s website notes that spot price provides important investment signals. These investment signals occur in two separate and important dimensions…
· They provide a visible value for generated MWh from a business case can be compiled.
· They provides generation investors with confidence that their investment can be recovered. 

Intervening in markets (which can include inter alia introducing a price cap going forward, or recalculating all trades during a specified period on an ex-post basis) can erode investor confidence.
Moving towards capacity payments
It has long been recognised that conventional MWh markets don’t generally include mechanisms to pay generators for making MW capacity available (only to pay for MWh actually generated), which has led many jurisdictions including Australia to think hard about capacity markets.
As part of its work on proposed capacity mechanisms for the Post 2025 Market Design, the Energy Security Board released a High-Level Design Paper in June 2022 setting out the key features of a capacity market, including the degree of centralisation and exactly what a generator would have to provide in return for a capacity payment. The paper’s opening narrative specifically notes that a rational investors “wait and see” approach for market openings could result in insufficient generation.
Pipes & Wires will comment further as the ESB’s work progresses.

Further reading

· US – reforming the Texas market to prevent future blackouts (Pipes & Wires #213).

· UK – addressing the declining reserve capacity market (Pipes & Wires #143).

· Germany - paying for renewable support (Pipes & Wires #123)
Europe – gas under pressure
Introduction

Tightening gas supply from Russia into Europe is certainly a topical theme, one that is causing difficulty and hardship to energy companies and customers alike. This article briefly examines Europe’s gas supply, and notes some key volume, price and energy mix changes.
Europe’s historical gas supply arrangements

Key features of Europe’s gas supply include…

· Annual consumption is about 16,000 PJ, of which about 80% is imported. Of that 80% that is imported, about 50% of imported gas comes from Russia. So Russia supplies about 40% of Europe’s gas.
· Frighteningly, gas production within Europe has halved over the last decade (which might leave many wondering why Europe chose to become more dependent on Russia rather than less).
· Germany is by far the biggest nett importer (ie. deducting exports), importing about 3,000 PJ.

· About 40% of that annual consumption is domestic.

· Industrial consumption has declined by about 20% since 2000, whilst electricity generation consumption has increased by about 15%.

Recent events and trends

The overall trend has been significant reductions in gas exports from Russia to Europe. Key events include…

· The prompt refusal by several countries to pay in roubles, resulting in their gas supplies being reduced.
· Russia unilaterally reducing gas supply into the major pipelines to about 40% of pre-war levels, apparently due to technical issues with the Nord Stream Pipeline. Russian gas now represents about 31% of Europe’s total imports (down from 45% in April 2021).

· A reluctant return to coal-fired electricity by some countries, even while the price of coal increases.
· Benchmark electricity prices were about 7x the June 2021 prices.

· Gas prices were almost 6x the March 2021 price.

· Diesel prices increased almost 60% over the past few months.

· Talk about delaying the phase-out of nuclear.

· Increased imports of LNG.

General stuff

Guide to NZ electricity laws

I’ve compiled a “wall chart” setting out the relationship between various past and present electricity Acts, Regulations, Codes etc in sort of a chronological progression. To request your free copy, pick here. It looks really cool printed in color as an A2 or A1 size.

A bit of light-hearted humor

What if price control had been around in the 1920’s and 1930’s ? A collection of classic historical photo’s with humorous captions looks at some of the salient features of price control. Pick here to download.

Extending the above, a second collection of classic historical photo’s with humorous captions looks at some topical issues of regulating emerging technologies. Pick here to download.

A potted history of electricity transmission

I’ve recently compiled a potted history of electricity transmission. Pick here to download.
Wanted – old electricity history books

Now that I seem to have scrounged pretty much every book on the history of electricity in New Zealand, I’m keen to obtain historical book, journals and pamphlets from other countries. So if anyone has any unwanted documents, please email me.
House-keeping stuff 
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