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From the editor’s desk…

Welcome to Pipes & Wires #226 …. a lot of regulatory decisions have been published, so this issue begins by examining 4 decisions in Australia, France and New Zealand. We then take a look at Thames Water’s recent difficulties, and then examine a New Zealand court decision upholding accelerated depreciation. 
We then examine the curtailing of solar generation in Poland and conclude with a quick look at the World Energy Council Trilemma rankings. 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… 

	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.
	Decarbonisation and energy transition

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

· 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 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.


Cool multimedia stuff
This issue takes a break from cool electrical stuff to feature my beautiful daughter’s two latest singles…
· Gas Money (which is about the old family Toyota Corolla).

· Hallways (which is about leaving school).

Her other singles are on Spotify and YouTube under Becca Caffyn. Enjoy…

Network regulatory decisions
NZ – the DPP4 Draft Decision

Introduction

The Commerce Commission recently released its Draft Decision for the fourth electricity default price-quality path (DPP4) that will apply to the 15 non-exempt electricity distribution businesses (EDB’s) for the 5 year period starting on 1st April 2025. This article examines the key features of the DPP4 Draft Decision to set some context for the Final Decision in November 2024. 
Regulatory framework

Part 4 of the Commerce Act 1986 sets out the broad regulatory framework, with the following sub-parts being directly relevant…

· Sub-part 3 specifies the Input Methodologies (IM’s), which defines how key parameters such as the WACC are to be set. Clause 52Y requires the IM’s to be regularly reviewed, which is discussed in a separate article in this issue.

· Sub-part 6 sets out the requirements of the Default Price-Quality Path (DPP).

· Sub-part 9 describes specifically how electricity lines businesses may be regulated.

Key features of the Draft Decision 

Key features of the Draft Decision include…
· Adopting a revenue cap with wash-ups as the form of control.

· A total CapEx allowance (for the 16 EDB’s) of $6.3b.
· A total OpEx allowance of $3.93b.

· Ensuring that incentives are indifferent between CapEx and OpEx.

· A WACC of 7.37%
· Revenue recovery has been spread over a longer period to ease the price burden on customers.

· Inclusion of various flexibility mechanisms.

· Introduction of an innovation and non-traditional solutions allowance, capped at 0.6% of an EDB’s allowable DPP4 revenue.

· Not including any additional SAIDI or SAIFI measures.

These can be summarised as…

	Parameter
	AMP forecasts
	Draft Decision
	Final Decision

	Total spend
	$11.9b
	$10.2b
	

	CapEx
	$7.6b
	$6.3b
	

	OpEx
	$4.2b
	$3.93b
	

	WACC
	
	7.37%
	

	X-factor
	
	Range from -16.4% to 0%
	

	Average bill increase
	
	Average $15 per month
	


As always, effected parties should read the decision papers in full.
Further reading

Readers may be interested in the following…
· Pipes & Wires #223 – NZ setting the DPP4 electricity revenue control.
· Pipes & Wires #218 – Britain the RIIO – ED2 final determinations.

· Pipes & Wires #217 – NZ final decision on returning Powerco to the DPP

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

France – gas under pressure
Introduction

The Commission de Régulation de l’Énergie (CRE) recently released the ATRT8 tariff that will apply inter alia to gas transmission company GRTgaz for the 4 year period from 1st April 2024. This article examines GRTgaz and the issues it faces, the regulatory framework and some of the key features of the ATRT8 tariff.
A bit about GRTgaz

GRTgaz owns and operates 32,000km of transmission pipelines across most of France, operating at pressures from 16 bar (regional) to 95 bar (national). Annual revenue is about €2b, and nett income is about €340m. GRTgaz is a subsidiary of ENGIE.
Challenges facing GRTgaz

The main challenges facing GRTgaz include (which seem common to gas transmission companies everywhere)…

· Managing fixed costs in the face of declining gas volumes.

· Transitioning to bio-methane.

· Ensuring that the wholesale gas market continues to work efficiently.
· Managing potentially significant changes to gas flows.

Regulatory framework

The regulatory framework for gas transmission pipelines is set out in Title V of the Code de l’Énergie under the following headings…
· Chapter 1 – access to networks.

· Chapter 2 – tariffs for the use of natural gas transmission and distribution networks

· Chapter 3 – connection to networks.

Key features of the ATRT8 tariff decision

Key features of the ATRT8 tariff decision include…

· An increase in average prices of 19% from the previous ATRT7 regulatory period.

· A nominal post-tax WACC of 5.4%.

· An average CapEx of €1.07b per year.

· An average OpEx of €928m per year. 

Further reading
· Pipes & Wires #206 – France the sixth electricity price control.

· Pipes & Wires #162 – France increasing the WACC.

· Pipes & Wires #152 – France gas under pressure

· Pipes & Wires #121 - France amending the electricity transmission tariff methodology

· Pipes & Wires #118 - France compiling the 5th gas transmission tariff.
NZ – setting the WACC for Wellington Airport

Introduction

The Commerce Commission recently released its’ cost of capital decision for the 1st January 2024 for Wellington Airport as part of the fifth Price Setting Event (PSE5) covering the period 1st April 2024 to 31st March 2029. This article examines the key features of that decision.

Regulatory frameworks

The regulatory framework is set out in Part 5 of the Airport Services Input Methodologies (IM Review) Amendment Determination 2023.
Key features of WACC’s

Key features of the WACC’s include (with previous figures for comparison)…

	Parameter
	Mid-point (January 2024)
	Mid-point (September 2021)

	Vanilla WACC
	8.95%
	5.06%

	Post-tax WACC
	8.54%
	4.94%


Further readings

Readers may be interested in the following articles…

· Pipes & Wires #207 – NZ setting the WACC for electricity and Wellington Airport.

· Pipes & Wires #200 – NZ setting the WACC for electricity and airports.

Aus - the final Tasmanian electricity determinations
Introduction

The Australian Energy Regulator (AER) recently released its’ Final Decisions for TasNetworks transmission and distribution businesses for the five year period beginning 1st July 2024. This article examines the key features of those Decisions.

Regulatory framework

The regulatory frameworks are based on the National Electricity (South Australia) Act 1996, which provides for the making of the National Electricity Rules (version 204 at the time of writing). Electricity distribution determinations are principally made pursuant to Chapter 6 of the Rules, whilst transmission determinations are made pursuant to Chapter 6a of the Rules.
The determination process to date

The distribution determination process to date includes the following…

	Parameter
	Proposal
	Draft determination
	Revised proposal
	Final determination

	CapEx
	$729m
	$729m
	$729m
	$729m

	OpEx
	$541m
	$541m
	$541m
	$541m

	Opening RAB
	$2,223m
	$2,242m
	$2,223m
	$2,222m

	WACC
	5.71%
	5.80%
	5.80%
	5.87%

	Regulatory depreciation
	$327m
	$440m
	$451m
	$505m

	Total smoothed revenue
	$1,549m
	$1,826
	$1,676m
	$1,850m


The transmission determination process to date includes the following…

	Parameter
	Proposal
	Draft determination
	Revised proposal
	Final determination

	CapEx
	$290m
	$290m
	$288m
	$290m

	OpEx
	$209m
	$209m
	$209m
	$209m

	Opening RAB
	$1,758m
	$1,665m
	$1,670m
	$1,667m

	WACC
	5.68%
	5.77%
	5.77%
	5.84%

	Regulatory depreciation
	$71m
	$104m
	$101m
	$120m

	Total smoothed revenue
	$784m
	$810m
	$801m
	$886m


This concludes Pipes & Wires of the Tasmanian electricity transmission and distribution revenue reset.

Industry reshuffling

UK – Thames Water under pressure
Introduction

The UK’s largest water and sewage company, Thames Water, has been having some financial difficulties. This article examines those difficulties not so much in the context of an industry reshuffling but in the context of a possible financial reshuffling.
A bit about Thames Water
Thames Water supplies water and sewage services to about 16,000,000 customers in the London and Thames Valley areas, and can trace its history back to the New River Company in the early 1600’s. Annual revenue is about £2.2b.
Thames Water is owned by Kemble Water Holdings, which in turn has many shareholders including the Ontario Municipal Employees Retirement System (31.8%), and the Universities Superannuation Scheme (19.7%).

A bit about Thames Water’ capital structure

A few numbers to illustrate Thames Water’s capital structure include…
· Total assets of £22.88b (including £18.7b of property, plant and equipment).

· Total liabilities £21.29b.

· Total equity £1.58b.
Thames Water’s recent difficulties

A timeline of Thames Water’s difficulties is approximately as follows…

· March 2021 – Thames water announces a plan to recover from its high debt levels (much of which is index linked). Raising new debt was not an option.

· July 2023 – bonds began to mature, starting with £500m in 2023, and a further £1.6b maturing in 2024 and 2025. Shareholders agreed to inject £750m of new equity, with the first injection due by 31st March 2024.
· December 2023 – auditors warn that Thames Water could run out of cash if shareholders did not inject further equity.
· March 2024 – shareholders decide not to proceed with the planed £500m equity injection.
· April 2024 - Kemble advised that it had missed an interest payment, but had asked lenders not to take any action so all options could be explored. Thames Water announced that it has £2.4b in cash, sufficient to last until July 2025.
Options going forward
Publically stated options for Thames Water include…
· Persuading existing and new shareholders to make further equity injections.

· A debt-for-equity swap

· Placing Thames Water into administration (which would be unhelpful prior to a general election).

· Nationalising Thames Water (which would be even less helpful prior to a general election).

Pipes & Wires will pick up this story again as progress is made.
Regulatory policy

NZ – upholding the accelerated depreciation decision

Introduction

The High Court recently upheld the Commerce Commission’s decision to allow accelerated depreciation of gas networks as part of the Input Methodologies Review and the setting of the third Gas Default Price-Quality Path (Gas DPP3). This article examines the issue of accelerated depreciation, and the High Court’s decision.

The key issue

The key issue is the inclusion of asset life adjustment factor in the Gas DPP3, effectively enabling gas pipeline owners to earn an increased return of capital (depreciation). This understandably results in higher prices to customers, and prompted the Major Gas Users’ Group to appeal invoking s91 of the Commerce Act 1986, seeking the reversal of certain parts of the Gas DPP3 determination.

Regulatory framework

The regulatory framework is set out in Part 4 of the Commerce Act 1986, and includes…

· Subpart 3, which sets out how the Input Methodologies (IM’s) are to be compiled.

· Subpart 6, which sets out the generic default and customised price-quality regulation.

· Subpart 10, which includes regulatory issues specific to gas pipelines.

The Commission’s decision

The Commission notes the following in its Final Reasons Paper for the Gas DPP3…

· In previous DPP’s it was assumed that gas networks would be providing connection services for decades to come, so the economic life (recovery of costs through regulated revenue) would approximate the physical life.

· The transition away from natural gas consumption is expected to reduce the economic life (duration of cost recovery) to less than the physical life. This asset stranding could reduce the incentive for pipeline owners to invest for the remaining life, which the Commission considered would not promote the long-term interest of consumers (s52A of the Commerce Act 1986).

The High Court’s ruling

The High Court’s ruling…

· Dismissed the appeals to both the IM amendments and the Gas DPP3.

· Was not satisfied the Major Gas Users’ Group’s alternatives to the Commission’s IM amendments would be materially better in meeting the Part 4 Purpose Statement.

· Found that the Commission did not err in law. 

Further reading

Readers may be interested in the following articles…

· Pipes & Wires #224 – NZ the final Input Methodologies decision.

· Pipes & Wires #223 – NZ update on the Input Methodologies review.

· Pipes & Wires #221 – NZ progress on the Input Methodologies review.

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

Energy mix and grid security

Poland – curtailing solar generation

Introduction

Pipes & Wires has previously examined curtailment of solar generation, primarily in Australia. This article examines recent wind and solar curtailments in Poland to segue into a bit of general interest examination of Poland’s electricity industry structure and regulatory framework. 

Recent curtailments
During March 2024 the Polish transmission grid operator Polskie Sieci Elektoenergetyczne (PSE) ordered the curtailment of between 1,200MW and 1,900MW of solar generation during three one-hour periods. This follows similar previous curtailments during 2023 of up to 2,200MW of either wind or solar. Critics claim that PSE’s capacity investment is not keeping up with installed capacity, whilst PSE notes that it needs to invest about $115b in new grid and distribution capacity by 2040. 

Poland’s electricity industry structure

Until about 2018, Poland’s electricity grid had about 40,000MW of installed generation, of which about 32,000MW was black and brown coal-fired with the remaining 8,000MW being mainly wind (so very little gas-fired, less than 1,000MW). This resulted in about 74% of Poland’s annual 164,000 GWh generation being from coal. Since about 2018 Poland has installed about 15,000MW of solar and an additional 2,000MW of wind.

Four generators generate most of the electricity, and connect to the transmission grid owned and operated by the state-owned PSE.
Regulatory framework

The regulatory framework for solar generation includes inter alia…

· EU Regulation 2019/943.
· Transmission Network Code.

· Conditions for the use, operation, exploitation and planning of the network development (IRIESP). 

These regulations collectively allow PSE to alter the mix of active and reactive power within the full range of permitted loads, including complete shutdown. Financial compensation must be paid to those generators when PSE reduces active generation in the absence of any threats to grid security.

Further reading
Readers may be interested in the following further reading…

· Pipes & Wires #222 – Aus developing flexible export rules.
· Pipes & Wires #219 – Aus introducing a solar tax.

· Pipes & wires #212 – Aus solar curtailment in the West.

· Pipes & Wires #209 – Aus introducing dynamic solar exports.

Global – the WEC trilemma
Introduction

The World Energy Council recently released its 2024 Trilemma Report. This article examines the underlying principle of the Trilemma and refreshes the 2021 trilemma results from Pipes & Wires #209.

The trilemma rating

The trilemma is basically a triangle model that depicts how well a country is balancing the trade-offs between the three important dimensions of…

· Security of energy supply.

· Accessibility and affordability of energy.

· Environmental sustainability, including both supply and demand side efficiencies and uptake of renewables.

Key features of the Index report

The WEC’s website has a cool interactive graphic which is worth having a muck about with to see which countries are ranked best in each of the indices. Picking the country names jumps to a screen detailing that country’s energy supply arrangements and also (perhaps equally important) that country’s political, societal and economic performance. Not surprisingly the top performers have a long history of stable and consistent energy policy that has encouraged investment in security of supply, and perhaps also has historically priced energy at a sustainable level that doesn’t require steep price increases to recover the full cost of energy and energy supply.

The top overall performers

The top overall performers for 2023 are…

	
	
	2023 index

	Rank
	Country
	Overall score
	Security score
	Equity score
	Sustainability score

	1=
	Denmark
	83.2
	72.2
	95.8
	83.5

	1=
	Sweden
	83.1
	73.4
	93.4
	85

	2
	Finland
	82.7
	75.9
	92.3
	80.8

	3
	Switzerland
	82.1
	64.5
	98.1
	85.7

	4
	Canada
	81
	76.6
	96.2
	72.8

	5
	Austria
	80.9
	71.8
	95.3
	78.6

	6
	France
	80.6
	69.4
	93.7
	83.2


What are the top performers of each dimension doing ??

Let’s consider what the Trilemma report has to say about the top performer in each dimension…

	Dimension
	Country
	Score
	Key features that led to the score

	Security
	Canada
	76.6
	· High level of import independence.

· Improving diversity of generation portfolio.
· Improving energy storage.


	Equity
	Bahrain
	99.6
	· Emphasis on universal access and affordability.

· Improving affordability.

· Diverse generation with high system reliability.



	Sustainability
	Switzerland
	85.7
	· Reduced overall energy intensity.

· Increase in low-carbon electricity.

· Strong energy security, supported by low dependence on imports.




A bit closer to home

The rankings a bit closer to home are…

	
	2023
	2021
	2020

	Country
	Rank
	Score
	Rank
	Score
	Rank
	Score

	New Zealand
	9
	79.6
	9
	79.1
	10
	79.5

	Australia
	22
	75.7
	18
	74.6
	25
	75.4


New Zealand’s overall ranking and score are fairly stable, and whilst Australia’s score has improved it has been overtaken by other countries since 2021.
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 

Opt out from Pipes & Wires

Pick this link to opt out from Pipes & Wires. Please ensure that you send from the email address we send Pipes & Wires to.
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