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From the editor’s desk…

Welcome to Pipes & Wires #230 ….

 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
This issues’ cool multimedia stuff considers print media … over summer I read Leslie Hannah’s 1979 book entitled Electricity before Nationalisation: A Study of the Development of the Electricity Supply Industry in Britain to 1948.
Starting right back in the 1880’s when early legislation shaped the fragmented distribution sector, Hannah examines the industry’s history in great detail with a key stand-out being the establishment of the Central Electricity Board in 1926 that led to the construction of an inter-connected 132kV grid between the most generating efficient stations. Interestingly enough that led to the apparently modern concepts of a generation capacity market and the system operator role.
Sadly, consolidation of the 500 or so distribution entities took another 22 years before the Electricity Act 1947 both consolidated the entities into the 14 area electricity boards that we are familiar with, and nationalised them into public bodies.
Industry reshuffling and capital allocation

US – Iberdrola completes Avangrid acquisition

Introduction

Spanish electric company Iberdrola recently acquired the 18.4% of Avangrid that it didn’t already own. Following on from Ibredrola’s acquisition of Electricity North West in Pipes & Wires #229, this article examines the Avangrid acquisition and looks at Iberdrola’s strategy.
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 Avangrid

Avangrid supplies about 3,300,000 electric customers throughout the New York, Pennsylvania and New England states of the US along with 8,700 MW of on-shore wind, solar and biomass generation. Key components of Avangrid’s strategy include…

· Successfully obtaining an off-shore wind area near North Carolina following an auction process in 2017.

· Contributing to a rebate scheme promoting electric and hydrogen cars.

· Selling some of its various gas distribution businesses (whilst retaining others).  

The deal

Iberdrola acquired the outstanding 18.4% stake for $35.75 per share, valuing that stake at $2.6b and valuing Avangrid at about $14b.

Iberdrola’s strategy

Iberdrola has a clear strategy of investing to accelerate the energy transition in markets with solid credit ratings, which includes investing €41b over the 2024 – 2026 period, of which €21.5b will be into networks. 
UK – Thames Water under pressure 

Introduction

Pipes & Wires has previously examined Thames Water’s recent financial difficulties up to September 2024. This article catches up on more recent events.

Recapping Thames Water up to September 2024
Thames Water was 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 was declining and it had asked lenders for more time to explore all options.

Recent events

The following significant events have occurred since September 2024…

· Court approval has been obtained to secure £3b of funding through a debt restructuring. This was voted upon by creditors in January 2025 with a view to obtaining final Court approval in February 2025. Outcome.
· Ofwat’s PR24 Final Decision (refer to the companion article in this issue) provides Thames Water with a spend allowance of £20.5b for the 5 year control period starting on 1st April 2025. This is £4b less than Thames Water sought in its response to Ofwat’s Draft Decision.
Looking forward

In addition to trying to obtain 3b of emergency funding, Thames Water is also seeking £3.25b in equity investment.

Further reading
Readers may be interested in the following…

· Pipes & wires #228 UK – the draft PR24 water revenue decisions.

· Pipes & Wires #228 UK – Thames Water under pressure.

· Pipes & Wires #226 UK – Thames Water under pressure.

Network regulatory decisions
Aus – the South Australia electricity distribution revenue reset

Introduction

SA Power Networks has recently submitted its Revised Proposal as part of the 5 yearly revenue reset process. This article follows on from Pipes & Wires #225 by examining that Revised Proposal to set further context for the AER’s Final Decision.
Regulatory framework

The regulatory framework is based on the National Electricity (South Australia) Act 1996, which provides for the making of the National Electricity Rules (version 200 at the time of writing). Electricity distribution determinations are principally made pursuant to Chapter 6 of the Rules.

Key features of the process to date

Key features of the process to date include…

	Parameter
	Draft Plan
	Proposal
	Draft Determination
	Revised Proposal
	Final Determination

	CapEx
	$2,452m
	$2,446m
	$2,135m
	$2,338m
	

	OpEx
	$1,943m
	$2,044m
	$1,984m
	$2,023m
	

	Nominal WACC
	5.83%
	6.18%
	6.02%
	6.11%
	

	Depreciation
	$1,186m
	$1,293m
	$1,201m
	$1,237m
	

	Smoothed revenue
	$4,695m
	$5,164m
	$5,144m
	$5,168m
	


Pipes & Wires will comment further when the AER publishes its Final Determination.

South Africa – Eskom seeks tariff increase

Introduction

Readers will be well aware that South Africa’s government-owned electric company Eskom faces many difficulties, including obtaining funding. This article examines Eskom’s MYPD6 tariff request, and the National Energy Regulator’s (NERSA) response.

Regulatory framework

Eskom’s regulatory framework is based on the Electricity Regulation Act 4 of 2006, and inter alia requires a revenue application to comply with a building block methodology that has been previously consulted upon and approved by NERSA, and which remains in place until replaced by an approved alternative methodology.

Eskom’s tariff request

Eskom’s MYPD6 tariff request is summarised as follows…

	
	MYPD6
	Post application

	Year
	FY26
	FY27
	FY28
	FY29
	FY30

	Allowable revenue
	R445.6m
	R495.4m
	R536.8m
	R585.7m
	$641.5m

	Percent increase
	36%
	12%
	9%
	
	


Not surprisingly, opposition is expected to be fierce.

NERSA’s response

Further reading

Readers may be interested in some wider reading…

· Pipes & Wires #225 – breaking Eskom’s monopoly.

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

· Pipes & Wires #210 – regulator rejects Eskom’s MYPD5.

· Pipes & Wires #198 – Eskom recovers additional revenue.

Britain – the final PR24 water revenue decisions

Introduction

Pipes & Wires #228 examined the PR24 water revenue Draft Decisions that will apply to Britain’s water and sewage businesses for the 5 year control period starting on 1st April 2025. This article examines Ofwat’s recently published 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 Final Decisions

Key features of the PR24 Final Decisions include…

	Parameter
	Draft decision
	Final decision

	PR24 industry-wide revenue with respect to proposals.
	-£16b
	-£11b

	Companies proposed spend over PR24 period.
	£105b
	£104b

	Average annual bill increase from PR19.
	£19
	£31

	Average annual bill increase over PR24 period.
	£94
	£157

	Mains replacement over PR24 period.
	8,000km
	8,000km

	Proposed WACC.
	3.72%
	4.03%


This concludes Pipes & Wires coverage of the PR24 water review.
Further reading
Readers may be interested in the following articles…

· Pipes & Wires #228 – Britain the draft PR24 water revenue decisions.

· 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.

Energy mix and grid security

US – expanding the nuclear fleet
Introduction

A week after the presidential election, the Biden Administration released a framework to build 200,000 MW of new generation by 2050. This is expected to receive bi-partisan support, as well as the support of president-elect Trump. This article examines the key features of the framework to set some context for future analysis. 
Key features of the Biden Administration’s plan

Key features of the framework include…
· It is clearly famed in the dual context of reducing CO2 emissions and the need for reliable electricity.

· The headline target is to deploy 200,000 MW of nett new nuclear generation by 2050, with a near-term target of 35,000 MW of new generation by 2035.
· The adjunct target is to accelerate the nuclear industry’s build capability to a sustained 15,000 MW per year by 2040.

· The emerging nuclear fleet is expected to be a mix of GW-scale reactors, small modular reactors, micro-reactors and life extension or rehabilitation of existing reactors.

Some comments and observations along the way
A few comments and observations along the way include…
· The build targets seem ambitious, but the framework notes that the US did successfully build about 100,000 MW of nuclear generation during the 1970’s and 1980’s including 10,000 MW in the 1974 year. 
· It is expected that standardization, modularization and repetition will be key to the deployment, noting that the US’s 94 currently operating reactors are built to 50 different designs. In comparison, France has something like 80 reactors built to 3 different designs.

· The government is very cognizant of recent GW-scale nuclear construction cost over-runs, and recognises that costs will be need to be well managed to deliver the financial benefits, with specific lessons needing to be learned from Vogtle 3 and 4.

· Analysis by the Department Of Energy indicates that 41 of the 65 existing nuclear sites (either operating or decommissioned) would be suitable for new reactors totaling about 60,000 MW.

· Over the period 2007 to 2009, 17 electric companies applied for licenses to build 28 reactors, many of which were intended for the above sites.

Pipes & Wires will pick up this story as further news emerges. 
Further reading
Readers may be interested in the following articles…
· Pipes & Wires #228 Britain – planning the third nuclear station.

· Pipes & Wires #227 Netherlands – the coalition’s nuclear policy.

· Pipes & Wires #227 Aus – restarting the nuclear debate.

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

· Pipes & Wires 213 – France proposed new nuclear stations.

Aus – a snap-shot of the gas industry
Introduction

Much has been said about the role of gas as a transition fuel, easing the path from a generation fleet dominated by coal to a fleet dominated by renewables. This article tries to provide a snap-shot of gas policy and strategy to get a sense of how Australia might progress its nett-zero journey and help readers draw their own conclusions. 
Summarising the key issues

The key issues can be summarised as…

· Western Australia is likely to face increasing gas supply shortfalls out to 2033, including to a concerning level by 2030.

· The recently released Future Gas Strategy notes that new sources of gas will be necessary to meet demand during the transition to nett-zero out to 2050.

· Fast-start generation is acknowledged as critical for electric grid stability. 

· Intervention in the Capacity Investment Scheme may be necessary as private investment appears to slow and coal-fired generation withdraws from NEM.
· Allowing individual states to decide when coal-fired generation will retire.
· Various state-based policies to either encourage or mandate substitution of electricity for gas.

· Grid security is at risk during hot periods due to insufficient generation. 

What might we make of this ?
A couple of key themes emerge from the above snap-shot…

· Gas supply – more gas supplies will be needed, especially in WA.
· Renewable investment – this seems to need encouragement.
· Coal retirement – possibly some re-thinking ?
· Electric grid security – becoming less secure.

· Gas substitution – driving up electricity demand.
All in all, Australia seems to face some very complex and interdependent decisions.

Further reading

Readers may be interested in the following articles…

· Pipes & Wires #228 – the updated Integrated System Plan.

· Pipes & Wires #227 – tightening supply in the Lone Star State.

· Pipes & Wires #224 – gas under pressure in the West.

· Pipes & Wires #223 – delaying the coal closures ?

· Pipes & Wires #220 – keeping Eraring open ?
Energy markets and pricing

Aus – reviewing the NEM wholesale market settings
Introduction

Many electricity markets have been operating for over 30 years, with the most significant feature being the displacement of a small number of large dispatchable thermal generators with a larger number of small intermittent generators. So its not surprising that in November 2024 the Australian Government announced a Review of the National Electricity Market wholesale market settings to promote investment in firmed, renewable generation and storage. This article examines the terms of reference of the Review to provide context for the Review recommendations to the Energy and Climate Change Ministerial Council b December 2025.
Terms of reference for the review

The terms of reference for the Review require the Review to consider…
· How to move beyond the energy-only spot market pricing signals to promote investment in firmed, renewable generation and storage.
· How best to enable consumers to contribute to and benefit from the market, particularly around improving capacity utilisation.

· How will east coast gas prices change and evolve with the move towards more firmed, renewable generation and storage ?

· How might the wholesale market and the derivative markets allow market participants to best respond to price fluctuations ?

·  How can the provision of system services by large thermal generators be provided at least cost as those thermal generators are withdrawn from the market ?

· How might market competition be maintained as generation migrates from a small number of large generators and a large number of small generators ?

Next steps

The following next steps are expected…

· The panel is seeking feedback on issues related to the terms of reference (but not on the terms of reference themselves) until mid-February 2025.

· The panel will further consult on specific issues through Q2 of 2025.

· The draft report is expected in Q3 of 2025, with the final report in December 2025. 
Further reading

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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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.
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