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From the editor’s desk…

Welcome to Pipes & Wires #229 …. this issue is slightly delayed so that coverage of two major New Zealand regulatory decisions could be included (the non-exempt electricity distributors, and Transpower). This issue starts with a look at New Zealand’s declining gas reserves, and then examines several regulatory decisions including the two major New Zealand decisions. We then look at some industry reshuffling and capital reallocation in New Zealand, the USA and the UK.

I’d take this opportunity to wish you and yours a Merry Christmas, and  we’ll see you again next time (probably February 2025)…
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
Battersea Power Station

This 15 minute video clip narrated by Sir Tony Robinson (aka Baldrick from Black Adder) explores Battersea Power Station.
Energy mix and grid security

NZ – gas under pressure

Introduction

A few months ago the Ministry of Business, Innovation & Employment (MBIE) announced that gas supply would be under pressure. This article examines the details of that announcement, reconciles that to previous known reserves to show the trend, and examines the proposed changes to the Crown Minerals Act.
MBIE’s statements

MBIE’s announcement included the following specific statements…

· For at least the next three years, data shows that NZ’s natural gas reserves will produce 10 petajoules (PJ) less than recent demand levels.

· NZ has used around 150 PJ’s of natural gas per year for the last two years.

· While NZ holds 8.7 years of natural gas in useable reserves, field operators only expect to extract up to 140 PJ’s each year for the next three years.

· The amount of natural gas in NZ’s reserves has decreased by 335 PJ’s or 20% between 1st January 2023 and 1st January 2024 to 1,300 PJ’s.

MBIE further commented that the downward revision of 335 PJ’s includes the following…

· Consumption (about 147 PJ’s).

· Reassessment of extraction difficulty (about 100 PJ’s).

· Less gas than previously thought (about 88 PJ’s).

Quantifying the gas reserves

The following table updates the table from Pipes & Wires #221…
	Reporting date
	2P Reserves (PJ)
	Consumption during reporting year (PJ)
	Years’ reserve

	1 January 2024
	1,300
	Not yet available
	8½

	1 January 2023
	1,635
	147
	11

	1 January 2022
	1,967
	145
	13½ 

	1 January 2021
	2,074
	155
	13¼ 

	1 January 2020
	2,021
	183
	11¼


Securing NZ’s gas supplies
Prior to the announcement of the above reserve downgrades the NZ Government announced a suite of proposed amendments to the Crown Minerals Act to address the energy security challenges posed by these declining reserves, which includes inter alia…
· Reversing the 2018 ban on new petroleum exploration outside of on-shore Taranaki.
· Changes from the current competitive tender allocation of exploration permits.

· Changes to signal that NZ is now “open for business”.

Changing the Crown Minerals Act and rebuilding the confidence of gas exploration companies will be critical to gas being the transition fuel. Pipes & Wires will comment further as legislative changes occue.
Further reading

Readers may be interested in the following back issues…

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

· Pipes & Wires #201 – NZ gas under pressure.
· Pipes & Wires #199 – Aus re-examining the gas exploration moratoria.
Network regulatory decisions
NZ – the DPP4 Final electricity revenue decisions
Introduction

The Commerce Commission recently released its Final 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 compares the key features of the Final Decision against the Draft Decision. 

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.

Comparing the Final Decision to the Draft Decision 

The qualitative parameters are as follows…

	Feature
	Draft Decision
	Final Decision

	Form of control
	Revenue cap with wash-ups.


	Revenue cap with wash-ups.

	Preference for OpEx / CapEx
	Ensuring that incentives are indifferent.


	Ensuring that incentives are indifferent.

	Cost recovery period
	Spread over a longer period to ease the price burden on customers.


	Skewing full recovery towards the final years of DDP4 to reduce initial price increases.

	innovation and non-traditional solutions allowance
	Capped at 0.6% of an EDB’s allowable DPP4 revenue.


	Capped at 0.8% of an EDB’s allowable DPP4 MAR.

	SAIDI and SAIFI measures
	Not including any further measures.


	No new measures included.


The quantitative parameters are as follows…

	Parameter
	AMP forecasts
	Draft Decision
	Final Decision

	Total spend
	$11.9b
	$10.2b
	$10.4b

	CapEx
	$7.6b
	$6.3b
	$6.4b

	OpEx
	$4.2b
	$3.93b
	$4.1b

	WACC
	
	7.37%
	7.10%

	X-factor
	
	Range from -16.4% to 0%
	Range from -13.5% to 0%

	Average bill increase
	
	Average $15 per month
	Average $10 per month for Year 1


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

Further reading

Readers may be interested in the following…

· Pipes & Wires #226 – NZ the DPP4 Draft Decision.

· 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.

Aus – the Jemena gas distribution revenue reset

Introduction

Jemena Gas Networks recently submitted its Access Arrangement Proposal to the Australian Energy Regulator (AER) for the 5 year regulatory period commencing on 1st July 2025. This article examines that Proposal to provide context for the AER’s Draft and Final Decisions.
A bit about Jemena Gas Networks

Jemena Gas Networks distributes gas to 1,500,000 customers throughout the Sydney, Newcastle, Wollongong and regional centers through 25,000km of pipelines. Annual revenue is about $600m and EBITDA is about $370m.

The regulatory framework

Key elements of the regulatory framework include…

· The National Gas (South Australia) Act 2008.

· The National Gas Objectives.

· The National Gas Rules.

Key features of the process to date

Key features of the process to date in nominal $$$ include…

	Parameter
	Initial Proposal
	Draft Decision
	Revised Proposal
	Final Decision

	Total OpEx
	$1,155m
	
	
	

	Total nett CapEx
	$833m
	
	
	

	Opening RAB
	$3,870m
	
	
	

	Nominal vanilla WACC
	5.21%
	
	
	

	Regulatory depreciation
	$658m
	
	
	

	Total revenue
	$3,021m
	
	
	


Pipes & Wires will pick up this story when the AER publishes its Draft Decision.

NZ – recent cost of capital decisions

Introduction

The Commerce Commission recently released the cost of capital determinations that will apply to the following regulated infrastructure…
· Vector and GasNet’s distribution pipeline businesses.

· Transpower.
· Electricity Distribution Businesses’ default price paths.
· Christchurch and Auckland Airports.
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 as of 23 April 2024).

· Clauses 3.5.1 to 3.5.8 of the Transpower Input Methodologies Determination 2010 (consolidated as of 23 April 2024).
· Clauses 2.4.1 to 2.4.9 of the Electricity Distribution Services Input Methodologies Determination 2012 (consolidated to 23 April 2024).
· Clauses 5.1 to 5.7 of the Airport Services Input Methodologies Determination 2010 (consolidated as of 23 April 2024).

Key features of the Vector and GasNet distribution pipeline WACC’s

Key features of the Vector and GasNet WACC’s include…

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

	Vanilla WACC
	6.86%
	7.57%
	8.03%
	8.27%

	Post-tax WACC
	6.13%
	6.83%
	7.29%
	7.54%


Key features of the Transpower and EDB WACC’s
Key features of the Transpower and EDB WACC’s include…

	Parameter
	Mid-point
	65th percentile

	Vanilla WACC
	6.68%
	7.10%

	Post-tax WACC
	6.02%
	6.44%


Key features of the Christchurch and Auckland Airport WACC’s

Key features of the Christchurch and Auckland Airport WACC’s include…

	Parameter
	Mid-point

	Vanilla WACC
	8.63%

	Post-tax WACC
	8.24%


NZ – the final Transpower revenue decision
Introduction

The Commerce Commission recently released its Final Decision for the fourth regulatory control period (RCP4) that will apply to electricity grid owner Transpower for the 5 year period commencing on 1st April 2025. This article examines that Final Decision with reference to the Draft Decision.

A bit about Transpower

Transpower own and operates New Zealand’s electricity transmission grid, which comprises of two AC grids (one in each island) asynchronously connected by an HVDC link. Key figures include…

· Lines – 11,000km at 220kV, 110kV, 66kV, 50kV and +350kV DC. This includes 25,000 towers.

· Substations – 174.

· Annual revenue - $1.06b.

· Asset value - $5.59b.

· Ownership – 100% by the NZ government.

Regulatory framework

The core of Transpower’s regulatory framework is Part 4 of the Commerce Act 1986. Various clauses within Part 4 specify how individual components of Transpower’s revenue and pricing are to be regulated, including…

· Whether Transpower should be subject to a Default Price-Quality Path (DPP) under Subpart 6, or an Individual Price-Quality Path (IPP) under Subpart 7 (it is subject to an IPP under Subpart 7).

· Determining an Input Methodology to define how Transpower’s CapEx proposals will be treated.

· Approval of grid upgrade plans.

· Requiring Transpower to comply with Part F of the Electricity Governance Rules.

Key features of the RCP4 decision

Key features of the RCP4 decision to date includes…

	Parameter
	Proposal
	Draft Decision
	Final Decision

	CapEx
	$2,449.8m
	$2,246.5m
	$2,551m

	OpEx
	$1,961.4m
	$1,946.0m
	$2,164m

	Vanilla WACC
	7.17%
	7.37%
	7.10%

	Smoothed revenue
	$6,590m
	$5,780m
	$5,871m


In addition to the above parameters, the Commission has made $104.7m of CapEx and $56.1m of OpEx contingent on being able to recruit specified numbers of skilled staff to deliver the proposed works.

Further reading

Readers may be interested in the following articles…

· Pipe & Wires #227 – setting the Transpower revenue control.
· Pipes & Wires #221 – Aus the Transgrid final revenue decision.

· Pipes & Wires #220 – Aus the ElectraNet revenue determination.

· Pipes & Wires #219 – South Africa pruning Eskom’s revenue proposal.

· Pipes & wires #216 – Aus the Powerlink final revenue decision.

· Pipes & wires #209 – Aus the AusNet transmission revenue determination.

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

· Pipes & Wires #193 – NZ setting the next Transpower price-quality path.

Industry reshuffling and capital allocation
NZ – Contact Energy’s bid for Manawa Energy
Introduction

News emerged recently that Contact Energy has entered into a Scheme Implementation Agreement to acquire 100% of the shares in Manawa Energy subject to various approvals. This article examines the publically announced details of the deal to provide some context for future developments. 

A bit about Manawa Energy

Manawa Energy (formerly known as Trustpower) is an NZX-listed electricity generator that owns and operates 26 electricity schemes throughout the length of New Zealand along with a development pipeline of wind and solar.
For reference, Manawa had its origins as the Tauranga Electric Power Board, remembering that it sold its networks and kept the generation and retail back in 1998, and then steadily acquired many former Power Board hydro schemes. Manawa then sold its retail business to Mercury in May 2022. 
Details of the bid

Contact will pay Manawa’s shareholders the equivalent of $5.95 for each Manawa share, comprising a mix of cash and Contact shares. Contact will also pay off about $400m of Manawa’s debt. This implies an enterprise value of $2.3b for Manawa.
The strategy behind the bid

A key strategy behind the deal is to better coordinate Contact and Manawa’s different hydro inflow seasonalities, which Contact expects to provide better dry year risk management and also strengthen its ability to compile hedges.
Pipes & Wires will comment further as the deal progresses.
Further reading

Readers may find the following of interest…
· Pipes & Wires #207 – Mercury enters binding agreement to acquire Trustpower’s retail business.
US – Entergy migrates capital from gas to electricity

Introduction

One of the latest patterns of capital allocation is migrating capital from gas pipes to electricity wires as electrification drives increased network CapEx. This article examines Entergy Corporation’s strategy to sell its Louisiana gas distribution business to private equity firm Bernhard Capital (although this pattern of capital allocation is certainly not unique to Entergy or the United States).
Entergy’s investment strategy

Like most other electric companies, Entergy faces a huge wall of electricity network Growth CapEx to supply data centers, and the electrification of vehicles, industrial process heat, domestic water heating and space heating. In some cases that CapEx will need to be funded from capital rather than revenue, which brings the challenge of sourcing that capital at the lowest cost. Entergy has concluded that the lowest cost-of-capital path is to sell assets to retire debt and re-cycle funds.
Entergy’s gas distribution business

Key features of Entergy’s gas distribution business include…
· Supplies 109,000 customers in New Orleans and a further 95,000 customers in Baton Rouge.

· Revenue of $180m, or about 1.3% of Entergy’s annual revenue of $13.7b.

· Asset value of $484m (based on the proposed deal), or about 1% of Entergy’s enterprise value of $51.7b.
The proposed deal

Entergy proposes to sell its gas distribution business to Bernhard Capital for $484m, which is about 2.7x annual revenue. Required regulatory approvals include the Louisiana Public Service Commission and the City of New Orleans (which regulates public utilities in the city).
Pipes & Wires will comment further as this deal proceeds.
UK – Iberdrola buys Electricity North West
Introduction
Long-time readers will probably recognise Iberdrola as a global renewable energy company, with 30,000,000 customers and €54b in annual revenue. This article examines Iberdrola’s recent acquisition of Electricity North West in the UK.

A bit about Iberdrola

Iberdrola was formed in 1992 from the merger of Hidroeléctrica Española and Iberduero (which itself was formed from the merger of Hidroeléctrica Ibérica and Saltos del Duero in 1944). Each of the UK and US subsidiaries have equally interesting evolutions. Iberdrola has a very clear strategy of accelerating electrification in markets with strong credit ratings.
A bit about Electricity North West 

ENW had its beginnings as the North Western Electricity Board (NORWEB) in 1948, and has gone through several private ownerships since 1990. Currently, ENW supplies about 2,400,000 customer connections from Manchester to Carlisle through 13,000km of lines, 44,000km of cables and 38,000 transformers.
ENW has a clear electrification strategy that is a good fit with Iberdrola’s strategy, and fits neatly between Iberdrola’s two other UK investments ScottishPower and SP MANWEB forming a geographically continuous area.
The deal
Iberdrola has agreed to acquire an 88% stake in ENW for €2.5b, giving ENW an enterprise value of €5b. Other investors including Kansai will retain 12% of ENW.
Further reading

Readers may be interested in the following…
· Fascinating history of NORWEB prior to nationalisation.
· Pipes & Wires #59 – Iberdrola finally captures ScottishPower.
· Pipes & Wires #15 – Gas Natural makes a bid for Iberdrola.
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.

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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