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From the editor’s desk…

Welcome to Pipes & Wires #224 … I hope the New Year finds you fit and well. This issue starts with a look at 3 electricity, gas and telco regulatory decisions in New Zealand, and then examines two merger decisions from Australia and the United States. We then examine a proposed mechanism for funding new generation in the United States, and a possible gas shortage in Western Australia. This issue concludes by examining a proposal that would limit the role that batteries could play in providing ancillary services. 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… 

	Decarbonisation and energy transition

· Identifying key features of demand management in the Australian NEM for a large US electric company.

· Identifying best practices in grid-scale and community-scale batteries for an Australian distributor.

· Identifying best Australian practices in EV charging for a large US electric company.
· 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.

· Identifying best practices in EV charging on behalf of an Australian distributor.

Regulatory analysis
· Reviewing the AER’s recent treatment of network transformation expenditure.

· Advising on the regulatory implications of an aging timber transmission pole fleet.

· Identifying learnings from the RIIO – ED1 reset on behalf of an Australian distributor.
	Climate governance and resilience

· Identifying the governance, strategy and risk programs required to align with TCFD.

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

Global trend and pattern analysis

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

Asset strategy and asset management practices
· Assessing the strength of an EDB’s organizational culture, work process and asset management practices.

· Compiling a road map to guide an EDB on its asset management improvement journey.

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

· Identifying best customer engagement practices on behalf of an Australian distributor.

· Providing an independent assessment of network condition and spend adequacy.

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







Cool multimedia stuff

Gas turbine electric locomotive

This 90 second video clip examines a less well-known use for gas turbines … powering electric locomotives. These locomotives built in the 1950’s used gas turbines instead of diesel engines, and achieved official power outputs of about 8,500 horsepower but anecdotally achieved 10,000 horsepower. Interestingly enough, their demise came from the same shifts in relative fuel costs that saw the shift from oil-fired power stations back to coal-fired.

Network regulatory decisions

NZ – the final Input Methodologies decision

Introduction

Continued investment in regulated infrastructure requires certainty for operators and owners, and a large part of that certainty stems from consistent and predictable revenue decisions. Following on from examining the review of the Input Methodologies that the Commerce Commission must apply when setting revenue decisions for electricity networks, gas pipelines and airports, this article summarises the Final Decision. As always, effected parties should read the published documents in full.

Regulatory framework

The regulatory framework for the Input Methodologies (IM’s) is set out in Subpart 3 of Part 4 of the Commerce Act 1986, with s52Y requiring the IM’s to be reviewed at intervals not exceeding 7 years.

The process to date

The IM review began in February 2022 with the publication of a Notice Of Intention, and has since covered a lot of work on both general IM components such as cost of capital, and specific components such as cost of debt wash-ups for gas pipelines.
 
Final decision

Key features of the final decision for electricity distribution, electricity transmission and gas pipelines include…

	Feature
	Electricity distribution
	Electricity transmission
	Gas pipelines

	Major CapEx project proposals
	
	Allows a more flexible approach to major projects.

	

	RAB indexation
	Retain RAB indexation.
	Introduce RAB indexation.
	Retain RAB indexation.

	IRIS baseline
	
	Remove adjustment term, introduce stronger incentives for efficiency and reduce uncertainty.

	

	Resilience spend
	
	Allows approved resilience spend to be included in scope of mid-term Base CapEx re-opener.

	

	OpEx alternatives to CapEx
	
	Allow OpEx solutions to be included in the CapEx re-opener.

	

	Asset stranding risk
	
	
	Retain current approach.


	Form of price control
	Revenue cap
	
	Retain weighted average price cap for distribution, allow revenue cap for transmission.


	Innovation
	Expended definition of innovation project allowance to include non-traditional solutions.

	
	

	Large connection adjustments
	Introduce specific mechanism rather allow re-opener.

	
	

	Risk events
	Introduce a risk event re-opener.

	
	

	Asset beta
	0.36
	0.36
	0.41

	Equity beta
	0.61
	0.61
	0.69

	Leverage
	41%
	41%
	41%

	WACC percentile
	65th
	65th
	50th



This concludes Pipes & Wires coverage of the IM Review.

[bookmark: _GoBack]NZ – setting the cost of capital for copper and fiber

Introduction

In a slight detour from Pipes & Wires core content of electricity and gas, this article examines the Commerce Commission’s recently released the cost of capital determination that will apply to Chorus, which owns and operates the legacy copper phone network and fast broadband.

Regulatory frameworks

The regulatory framework is set out in Subpart 5 of Part 3 of the Fiber Input Methodologies Amendment Determination 2023.

Key features of the WACC decision

Key features of the WACC’s include…

	Parameter
	Mid-point

	Vanilla WACC
	8.32%

	Post-tax WACC
	7.77%



NZ – gas under pressure

Introduction

The Commerce Commission recently released its cost of capital decisions for the disclosure year ending 30th September 2024 for First Gas and for Powerco’s gas pipeline business. This article examines the key features of those decisions.

Regulatory frameworks

The regulatory frameworks are set out in…

· Clauses 2.4.1 to 2.4.9 of the Gas Distribution Services Input Methodologies Determination 2012 (consolidated to 9th September 2022).

· Clauses 2.4.1 to 2.4.9 of the Gas Transmission Services Input Methodologies Determination 2012 (consolidated to 9th September 2022).

Key features of WACC’s

Key features of the WACC’s include…

	Parameter
	25th percentile
	Mid-point
	67th percentile
	75th percentile

	Vanilla WACC
	7.21%
	7.91%
	8.38%
	8.62%

	Post-tax WACC
	6.42%
	7.13%
	7.59%
	7.84%



Comparison to December 2022 (Pipes & Wires #217)

A quick comparison with the gas pipeline WACC decisions from December 2022 below indicates an upward movement of about 1.1% for the Vanilla WACC and about 0.95% for the Post-tax WACC over 12 months.

	Parameter
	25th percentile
	Mid-point
	67th percentile
	75th percentile

	Vanilla WACC
	6.11%
	6.82%
	7.28%
	7.53%

	Post-tax WACC
	5.48%
	6.19%
	6.65%
	6.90%



Industry reshuffling

Aus – Origin proposes demerger

Introduction

Following closely from Brookfield and IEG’s unsuccessful acquisition bid for Origin, some Origin shareholders have asked for a demerger of the company. This article examines the proposed demerger, and then examines the planned demerger of AGL from June 2022 (that didn’t proceed) to provide some wider insights. 

The proposed demerger

Following the unsuccessful bid by Brookfield and IEG, some Origin shareholders have suggested separating the energy markets business from the LNG business (which is largely what Brookfield and IEG intended to do). Other investors have suggested a pause to reflect, and noted that buying electricity to replace the lost generation from the proposed closure of Eraring could cost Origin about $8b per year.

The planned AGL demerger

The proposed demerger of AGL back in 2022 firstly proposed a name change to Accel Energy, followed by the separation of the energy retailing business which will retain the AGL Energy Australia Ltd name. The businesses separations was to include…

· Accel Energy would retain the coal-fired generation, some gas storage, some wind generation and some batteries.

· AGL Energy would retain gas-fired generation, hydro generation, solar generation, some gas storage, some wind generation and some batteries.

A key strategy of Accel Energy was to migrate away from coal-fired generation, which is a now a well-established global strategy.

Possible strategies behind energy demergers 

Possible strategies behind energy demergers might include…

· A divergence of the regulated cash returns from lines businesses and the growth prospects of energy businesses. This was very clear in Germany as electric companies like E.On and RWE divested their transmission grids (stable, regulated earnings) to focus on generation and retail (unregulated growth opportunities).

· A divergence between thermal and renewables within energy businesses, as generators sought to distance themselves from perceived dirty energy and sought the emerging high returns of renewables.

· A further divergence within renewables, between hydro and wind / solar eg. the Trustpower demerger in 2016.

· A possible re-converging of lines and wind / solar, combining the regulated cash returns (attractive to pension funds) and the emerging high returns of solar.

· The inclusion of gas-fired generation within AGL suggesting (i) the importance of gas as a transition fuel, and (ii) acknowledging the need for buffering of wind and solar.

Further reading

· Pipes & Wires #214 – Aus AGL abandons planned demerger.

· Pipes & Wires #209 – Aus AGL Energy proposes demerger.

US – Avangrid terminates PNM bid

Introduction

Pipes & Wires has been following Avangrid’s acquisition bid for PNM (the former Public Service of New Mexico) for a few years. This brief article examines Avangrid’s recent decision to terminate the merger.

Summary of the bid

In October 2020, Avangrid offered to buy all of PNM’s common stock for $4.3b, valuing the total deal at about $8.3b. Completion of the merger would’ve made PNM part of the world’s third largest electric company. Key events to date include…

· Rejection of Avangrid’s offer in December 2021 for what appears primarily to be Avangrid’s alleged poor record of supply reliability in the north-eastern states.

· Altering the appointment process for the PRC Commissioners, from a traditional election of all 5 to allowing the Governor to appoint 3 of the 5 Commissioners.

· Approval by the Federal Energy Regulatory Commission and the Texas Public Utilities Commission.

· Talk that the appointment of 3 new Commissioners will view the merger more favorably.

· A further extension of the previously agreed merger deadline of 20th July 2023 until 31st December 2023 (with provision for a further 3 months extension after that).

· A request by Avangrid, PNM and the NMPRC that the appeal of the merger rejection to the NM Supreme Court be dismissed, and be returned to the NMPRC for re-consideration.

· The Supreme Court’s denial of that request (meaning that the Supreme Court would hear the appeal).

· Further Supreme Court hearings, including arguments that the merger could benefit New Mexico as a whole whilst also disadvantaging PNM’s customers.

Avangrid’s decision to terminate the bid

After years of hard work, Avangrid announced its decision to terminate its bid for PNM in early January 2024, due to the lack of clear timing for the New Mexico Supreme Court’s decision on Avangrid’s appeal of the New Mexico Public Regulation Commission’s (PRC) rejection of Avangrid’s bid. Avangrid said it remains committed to the development of wind and solar in New Mexico.

Further reading

Readers may be interested in the following articles…

· Pipes & Wires #222 – revisiting the Avangrid – PNM merger.

· Pipes & Wires #218 – revisiting the Avangrid – PNM merger

· Pipes & Wires #211 – New Mexico rejects Avangrid’s bid for PNM.

Energy mix and grid security

US – funding new generation in the Lone Star State

Introduction

Pipes & Wires has previously examined the perilous decline in Texas’ grid reserve capacity margin. This article quickly recaps that decline, and then examines recent moves to encourage investment in new gas-fired generation which builds on the previously examined Performance Credit Mechanism.

Recapping Texas’ declining reserve capacity margin

Previous issues of Pipes & Wires examined the decline in Texas’ reserve capacity margin over the last few years as summer maximum demand increased and fossil-fired generation exited the market. The summer of 2022 saw the market operator ERCOT requesting customers to reduce demand to the point where a reserve capacity margin of about 1.4% was maintained (about 1,150 MW reserve capacity on a maximum demand of 79,000 MW).

Recapping the ERCOT market reforms

In January 2023 the Texas Public Utilities Commission unanimously voted to adopt an energy market overhaul that will include the Performance Credit Mechanism (which was expected to be controversial). The core principle of the 
Performance Credit Mechanism would require every electric company selling electricity to guarantee that they in turn are buying that electricity from reliable sources.

The Texas Energy Fund

The passage of Senate Bill 6 approved a $10b package aiming to provide about 10,000 MW of new gas-fired generation in Texas, as follows…

· The Texas Energy Fund that will provide a $7.2b fund to support any construction or upgrade that results in at least 100 MW of dispatchable generation entering the ERCOT market before 1st June 2029. This fund will be overseen by the Texas Public Utilities Commission.

· A $1.8b fund for microgrids and backup power for critical infrastructure.

· A $1b fund to support grid modernisation and weather strengthening.

The overall package has received some criticism, not the least being that the TEF is a give-away to the fossil-fuel generation companies.

Further reading

Readers may find the following associated articles interesting…

· Pipes & Wires #220 – US securing generation in the Lone Star State.

· Pipes & Wires #219 – US building a new plant.

· Pipes & Wires #218 – US securing generation in the Lone Star State.

· Pipes & Wires #216 – US the Lone Star State survives the heat.

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

Aus – gas under pressure in the West

Introduction

Pipes & Wires has previously examined the possibility of gas shortages in Australia’s south-eastern states as soon as 2024. This short article examines the Australian Energy Market Operator’s (AEMO) recently released Western Australia Gas Statement Of Opportunities (Gas SOO). 

Key features of the Gas SOO

In summary, the December 2023 WA Gas SOO forecasts supply to be even tighter than what the 2022 WA Gas SOO forecasted. The WA Gas SOO considers three periods out to 2033…

	Period
	Features

	2023 – 2026
	· Supply shortfalls of about 1% of demand.
· Minimal flexibility as supply infrastructure is near capacity.
 

	2027 – 2029
	· Expected supply increase as new gas fields enter production.
· Declining demand until 2027.
· Demand increases in 2028 as the Perdaman Karratha Urea plant is forecast to begin production.


	2030 - 2033
	· Supply shortfall increases, with shortfalls of about 25% by 2033.




Strategic drivers of the forecast shortage

The strategic drivers of the forecast shortages include…

· Constrained supply capacity.

· Retirement of coal-fired electricity generation from the market, requiring additional gas-fired generation.

· Increased industrial consumption (the urea plant).

· Various risks (legal, geological, and project development) associated with the South Erregulla, Scarborough, Lockyer Deep and Waitsia gas fields included in the AEMO’s base forecast.

Further reading

· Pipes & Wires #221 – NZ are gas reserves dwindling ?

· Pipes & Wires #215 – Europe gas under pressure.

· Pipes & Wires #211 – Aus regulating gas in a transforming energy system.

· Pipes & Wires #205 Aus gas under pressure on the East Coast.

Regulatory policy

US – limiting batteries ability to provide ancillary services ?

Introduction

Grid-scale batteries have proved their worth in the Australian NEM over the last few years. This short article examines the recently proposed Nodal Protocol Revision Request 1186 in the ERCOT market in Texas that might limit the ability of batteries to provide ancillary services.

What the NPRR 1186 is all about

Essentially NPRR 1186 would require battery owners to disclose the State of Charge (SOC) of their batteries to ERCOT so that ERCOT can confidently estimate the available battery storage available. One of the key features of NPRR 1186 is a requirement for batteries to maintain a specified charge depending on what ancillary services they are contracted to provide, along with penalties for not complying.

Possible implications of the NPRR 1186 – what the critics are saying

NPRR 1186 has drawn criticisms along the following lines…

· The penalties for not maintaining the specified levels of charge do not equivalently apply to fossil-fired plants.

· That it may discourage investment in new batteries.

· That it may exclude some batteries precisely when they are needed.

· It tries to make batteries look and act like coal plants.

· It devalues the flexibility provided by batteries.

Next steps

ERCOT’s Board unanimously adopted NPRR 1186, however the Public Utilities Commission of Texas delayed a vote as several Commissioners expressing concerns (refer above) about the incentives provided by NPRR 1186.

Further reading

Readers may find the following associated articles interesting…

· Pipes & Wires #220 – US securing generation in the Lone Star State.

· Pipes & Wires #218 – US securing generation in the Lone Star State.

· Pipes & Wires #216 – US the Lone Star State survives the heat.

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

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 (particularly the UK). So if anyone has any unwanted documents, please email me.
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Disclaimer

These articles are of a general nature, they do not constitute specific legal, consulting or investment advice, and are correct at the time of writing. In particular Pipes & Wires may make forward looking or speculative statements, projections or estimates of such matters as industry structural changes, merger outcomes or regulatory determinations. These articles also summarise lengthy documents, and it is important that readers refer to those documents in forming opinions or taking action.

Utility Consultants Ltd accepts no liability for action or inaction based on the contents of Pipes & Wires including any loss, damage or exposure to offensive material from linking to any websites contained herein, or from any republishing by a third-party whether authorised or not, nor from any comments posted on Linked In, Face Book or similar by other parties.
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