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From the editor’s desk…

Welcome to Pipes & Wires #228 …. I will be at the EEA Conference in Christchurch next week, so hopefully will be able to meet up with you there.

This issue starts with some regulatory decisions in NZ, Australia and the UK and then looks at some industry reshuffling in the UK. This issue concludes by examining some grid security and energy mix issues in the UK, the US and Australia. 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… 

	Transaction advisory

· Forecasting AugEx, RepEx and OpEx, advising on likely revenue cap implications.
· Forecasting AugEx, RepEx and OpEx, identifying strategic, commercial and regulatory red-flags.

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.
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 the learnings from the RIIO – ED1 reset on behalf of an Australian distributor.

	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.

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.



Cool multimedia stuff
Power To The People (CEGB 1985)

This 24 minute video examines the evolution of Britain’s national grid from the 1920’s. Some readers might recognise the names…
Network regulatory decisions
NZ – recent cost of capital decisions

Introduction

The Commerce Commission recently released the cost of capital determination that will apply to electricity distribution businesses (EDB’s) for the Disclosure Year 2025. This article examines the key features of that decision.

Regulatory frameworks

The regulatory framework is set out in the Electricity Distribution Services Input Methodologies Determination 2012 (consolidated to 23rd April 2024).
Key features of the WACC decision
Key features of the WACC’s include…

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

	Vanilla WACC
	6.22%
	6.90%
	7.34%
	7.58%

	Post-tax WACC
	5.50%
	6.18%
	6.62%
	6.86%


Aus – the Waratah Super Battery final revenue determination

Introduction

The Australian Energy Regulator (AER) recently published its Final Determination for Transgrid’s non-contestable component of the Waratah Super Battery Project for the 5 year period starting on 1st July 2024. This article examines that final decision.

A bit about the Waratah Super Battery Project

The WSBP is based around an 850 MW / 1,680 MWh battery at Munmorah (the site of the former coal-fired power station). The battery will be installed by Akaysha Energy, and will be operated by Transgrid.

Regulatory framework

Transmission revenue determinations are usually made under Chapter 6A of the National Electricity Rules. This determination includes consideration of the Electricity Infrastructure Investment Amendment (Non-Contestable Revenue Determinations) Regulation 2022 which in turn requires the AER to apply a Transmission Efficiency Test. 

Key features of the determination

Key features of the non-contestable component of the determination include…

	Parameter
	Proposal
	Draft decision
	Revised proposal
	Final decision

	Return on capital
	$73.7m
	$77.3m
	Not stated
	$79.9m

	Depreciation
	$31.6m
	-$0.3m
	Not stated
	-0.4m

	OpEx
	$27.2m
	$24.2m
	$24.7m
	$23.7m

	CapEx
	$254.7m
	$248.5m
	$248.5m
	$250.7m

	Opening RAB
	$108.1m
	$105.2m
	$105.2m
	$105.5m

	Vanilla WACC
	6.80%
	6.80%
	6.80%
	7.01%

	Revenue adjustment
	$3.5m
	$3.5m
	Not stated
	$3.6m

	Income tax
	$1.7m
	$0.03m
	Not stated
	$0.05m

	MARR
	$137.7m
	$104.1m
	$104.3m
	$106.8m


This concludes Pipes & Wires coverage of the WSBP.
UK – the draft PR24 water revenue decisions
Introduction
It’s been a while since Pipes & Wires #207 examined the planning framework for the PR24 water and sewage revenue controls. This article examines Ofwat’s recently published draft decisions to set some context for examining the final decisions.

The regulated water and sewage companies

The UK’s 12 water companies supply about 50,000,000 customers with water, drainage and sewage services (note that there are also smaller companies that only supply water), with their supply areas generally aligned to major river catchments. Ownership models range from publically listed through to pension funds.
Regulatory framework

The water industry is subject to several regulators, however the regulator in this context is Ofwat, the economic regulator. Like many economic regulators, Ofwat uses a propose-respond approach in which regulated suppliers submit a business plan (in this case 5 years), and Ofwat then publishes draft and final decisions using a building block model incorporating features such as OpEx, CapEx, RAB, WACC, depreciation and tax.
Key features of the PR24 draft decisions

Key features of the PR24 draft decisions include…

	Parameter
	Draft decision
	Final decision

	PR24 industry-wide revenue with respect to proposals.
	-£16b
	

	Companies proposed spend over PR24 period.
	£105b
	

	Draft decision spend over PR24 period.
	£88b
	

	Increase in PR24 resilience investment from PR19.
	£24b
	

	Average annual bill increase from PR19.
	£19
	

	Average annual bill increase over PR24 period.
	£94
	

	Investment per customer over PR24 period.
	£1,100
	

	Mains replacement over PR24 period.
	8,000km
	

	Proposed WACC.
	3.72%
	


Investor responses to the draft decision

Investor responses to the draft decision include…

	Company
	Investor response

	Severn-Trent Water
	Stock price rose 3.8%.

	United Utilities
	Stock price rose 2.6%.

	Pennon
	Stock price rose 9.7%.


Overall, listed water companies stock values increased by £652m, suggesting that the draft decisions were not as tough as investors expected. 

Further reading
Readers may be interested in the following articles…

· Pipes & Wires #207 – UK planning the PR24 water price control.
· Pipes & Wires #207 – UK Pennon acquires Bristol Water.

· Pipes & Wires #195 UK final water decisions.

· Pipes & Wires #166 Aus implementing PREMO for the Victorian water price controls.

Industry reshuffling and capital allocation
UK – Thames Water under pressure
Introduction

Pipes & Wires #226 examined Thames Water’s financial woes, and noted nationalization as a possible option but which was considered unlikely prior to a general election. This article re-examines Thames Water’s predicament in the context of the recently elected Labour Government that in the minds of some might be more inclined to nationalise a privatised company.

Recapping Thames Water

Thames Water is thinly capitalized, with only £1.58b of equity on a balance sheet of £22.88b. When Pipes & Wires examined this story in June 2024, Thames Water said its cash reserves were declining and it had asked lenders for more time to explore all options.
Recent events

The following significant events have occurred since June 2024…

· Thames Water’s cash reserves have continued to decline, but it has returned a small profit. Although it remains hopeful that additional equity will be received by 31st March 2025, that should not be included in banking covenant forecasts.
· A Labour Government was elected with a 174 seat majority in the Commons. The critical aspect of this is that newly elected Prime Minister Keir Starmer inter alia promised to renationalize water and energy companies, a position that he appears to have retreated from with claims that it is not the best use of public funds but is now under pressure from his MP’s to make good on this promise.
· At the time Ofwat published its draft PR24 decisions (refer companion article), Thames water announced that it had about £1.5b in cash and a further £296m in bank facilities.
· As of mid-July, it seems clear that the newly-elected Labour administration will need to seriously intervene but financial sector comments suggest that may not extend as far as full nationalization.

· In late July Thames Water’s bonds were downgraded, potentially losing their investment-grade status.
Possible ways forward
Of the options identified in Pipes & Wires #226, it would seem that the options of further debt or equity injections will depend on the final decisions of the PR24 revenue reset. Should those final decisions prove unpalatable to the banking community, the option of nationalization might float to the top … Pipes & Wires will revisit this story as progress occurs.
UK – establishing Great British Energy
Introduction

Back in 2022, the now Prime Minister Keir Starmer stated that public services should be in public hands, not making profits for shareholders. This led to a pledge to create a nationalized energy system within the first year of government. This article examines how that pledge seems to have shifted, and what a nationalized energy system might look like.
Changing policy positions
It seems that the pledge had a short life, as by July 2022 Labour had abandoned plans to nationalise water and energy and softened its stance on nationalising rail. It appears that this reflects an underlying fiscal prudence to control public spending, and that other public spending such as health and education were bigger priorities.
Starmer has subsequently clarified that policy needs to be pragmatic and not ideologically attached to any particular ownership models.

So what might Labour’s plans for the energy sector look like ?

It seems very unlikely that it will extend to direct nationalization of existing energy companies, but rather comprise a suite of initiatives under the broad strategy of Make Britain A Clean Energy Superpower. Great British Energy is 1 of Keir Starmer’s 6 first steps, and includes the bold headline goal of reducing the average annual household energy bill by £1,400 by 2030. Wider goals include…
· Creating jobs, good jobs that aim to rebuild Britain’s hollowed out industrial heartlands and coastal communities.

· Improving energy security, particularly by reducing dependence on Russian gas.

· Publically champion home-grown clean energy.

· Establish a national wealth fund to complement private sector investment in energy storage, clean steel production and green hydrogen.

· Insulate millions of homes.

Further reading
Readers may be interested in the following further reading…
· Pipes & Wires #218 – Aus renationalizing the Victorian power industry.

Energy mix and grid security

Britain – planning the third nuclear station
Introduction
Britain is currently building its first new nuclear power station at Hinkley Point in Somerset, and is in the preliminary stages of planning a second new nuclear station at Sizewell in Suffolk (designated as Sizewell C, after the first two existing stations). This brief article notes the earmarking of Wylfa in North Wales as the preferred site for the third new nuclear station.
The proposed third station

Against a backdrop of Hitachi withdrawing from plans to build a two-reactor station in 2019 the UK government recently announced Wylfa as the preferred site for a nuclear station of similar size to Hinkley Point C (about 3,200MW), and is buying the site from Hitachi. Specific vendor options include the European Power Reactor (which EDF has the most experience with), a Westinghouse AP1000 and KEPCO’s APR1400. 
These 3 stations are part of Britain’s plan to build 24,000MW of new nuclear generation by 2050.
Existing site infrastructure

The proposed site is next to the existing (currently being defueled) 2 x 490MW Magnox station, which include a connection to National Grid’s transmission grid.
Further reading

Readers may be interested in the following…

· Pipes & Wires #220 – Germany closing the last three nuclear stations

· Pipes & Wires #213 – France proposed new nuclear stations.
· Pipes & Wires #194 – UK progress slows on Hinkley Point C.

· Pipes & wires #172 – Sweden progress on the return to nuclear.

US – planned new generation in the Lone Star State
Introduction

Strong and consistent investment signals are important for all capitally-intensive sectors with long-life assets, especially electricity generation. This article examines the recent industry interest in investing in new generation in Texas following the introduction of the Texas Energy Fund.

Recapping the Texas Energy Fund

The Texas Energy Fund was created in November 2023 to provide both grants and loans to finance generation projects in Texas both within and outside of the ERCOT market. Key criteria include…

· Loans within the ERCOT market can only be applied to dispatchable generation of at least 100 MW capacity for up to 60% of the estimated cost (excludes storage, own-use generation and gas pipelines), up to a total of 10,000 MW and $7.2b total cost.

· Loans outside of the ERCOT market may be applied to modernisation, some weatherisation projects, reliability or resilience improvements, and vegetation management.

· Acceptance of applications begins on 1st June 2024, with funding of approved applications by 31st December 2025.

· To receive the completion bonus, the generation must be interconnected to the ERCOT market by 1st June 2029.

· The loan program expires on 1st September 2050.
The regulatory framework for the TEF is set out in Senate Bill 2627 (also known as the Powering Texas Forward Act), an Act to support the construction, maintenance, modernisation and operation of electric generating facilities.

Recent interest in generation investment

Interest in funding from the TEF has been strong, with over 150 expressions of interest including 41,000MW of gas-fired generation being submitted by 31st May 2024. These include…

· Phase 1 (1,100MW) of a 3,300MW combined-cycle station in Cherokee County.

· A 1,350MW station at Basin Ranch.

· The first of two 478MW combined-cycle stations in Pecos.

· A 483MW gas-fired peaking station at Spenser.

· An 860MW open-cycle gas-fired peaking station in West Texas.

These proposals represent a significant step-up from ERCOT’s current 346,000MW pipeline of generation interconnection applications that includes only 15,000MW of gas-fired generation. 
Further reading

Readers may be interested in the following…

· Pipes & Wires #224 – US funding new generation in the Lone Star State.

· 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 – the updated Integrated System Plan
Introduction
The Australian Energy Market Operator (AEMO) recently published its Final 2024 Integrated System Plan (ISP), the road map for the National Electricity Market (NEM). This article examines the key features of that Final ISP.

Regulatory framework

The ISP provides a whole-of-system plan for the efficient development of the NEM for the next 20 years, seeking to optimise investment in generation, storage and transmission. Section 49(2) of the National Electricity Law sets out the AEMO’s specific obligations in regard to long-term transmission grid planning.

Key features of the Final 2024 ISP

A comparison of the Draft and Final ISP’s are as follows…

	Key features of the Draft ISP
	Key features of the Final ISP

	· The requirement to balance four inherent tensions…

· Balancing safe and reliable operation today with development for the future.

· Keeping the whole grid stable whilst new technologies are integrated piece by piece.

· Prices must be affordable.

· Addressing the concerns of those who will host new infrastructure and technologies.


	· The requirement to carefully balance these four inherent tensions remains, noting that faster-than-expected withdrawal of coal-fired generation will increase the challenge of keeping the grid stable.

	· Consideration of 3 scenarios…

· Step Change (meeting both economic growth targets and ambitious emission reduction targets).

· Progressive Change (reflecting slower economic growth and energy investment).

· Green Energy Exports (export of low-emission energy backed by strong industrial decarbonisation).

AEMO’s analysis indicates a 43% probability of the Step Change scenario occurring, a 42% probability of the Progressive Change scenario occurring, and a 15% probability of the Green Energy Export scenario occurring. 


	· The Step Change scenario is considered the most likely to emerge (which is acknowledged as being similar to the Progressive Change scenario in the near-term).

	· A view that coal-fired generation will close 2x to 3x faster than owners have announced, including the view that under the Step Change scenario only about 2,100 MW of coal-fired generation will still be operating by 2034/35 and would all be retired by about 2037/38.


	· A view that coal-fired generation will close even faster than the 2x to 3x faster expressed in the Draft ISP as coal-fired generation faces higher operating costs, reduced coal supply security, increasing maintenance costs of aging plant, and increased competition from renewables.
 


This concludes Pipes & Wires coverage of the 2024 ISP.
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 for my library, 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.

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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