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	Welcome to Pipes & Wires #39. In this issue we mention a couple of impending consultations by the Electricity Commission and the Ministry of Economic Development. On the regulatory front we examine the draft electricity lines price control in Queensland, the final lines price control in South Australia and the ACCC’s determination that CLP Power can proceed with acquiring Singapore Power’s merchant assets.

We also examine some gas industry market, structural and governance issues in New Zealand, the UK and the wider EU. Finally we discuss some of the issues surrounding the controversial Vector float. So until next month … happy reading.


NZ - Electricity Commission consultations
The Electricity Commission expects to release the following documents for consultation over the next “wee while” or so…

· A draft Statement of Opportunities which enables interested parties to examine potential opportunities for efficient management of the grid including investment in upgrades and transmission alternatives.
· An options paper outlining the default transmission agreement between Transpower and designated customers for connection to or use of the grid.
As usual the consultation period will be 20 working days. For advice on preparing your submission, pick here or call Phil on (07) 854-6541.
Aus – electricity lines price control in Queensland
Background
This article examines the recent draft electricity distribution price controls covering the two Queensland distributors Energex and Ergon Energy for the 5 year period from 1 July 2005 to 30 June 2010. For those new-comers to Pipes & Wires, we have been following recent electricity and water price determinations in both Australia and the UK.
Legal basis for regulation

The Queensland Competition Authority’s responsibilities are defined as follows…
· The Queensland Competition Authority Act 1997 which provides for the QCA’s functions to include the regulation of market conduct of electricity entities.

· The Electricity Act 1994 provides for the QCA to prepare and enforce conduct rules.
· The Electricity – National Scheme (Queensland) Act 1997 which gives effect to the National Electricity Code in Queensland.

Recent events in Queensland

A series of unusually severe storms in early 2004 left many customers in south-east Queensland without power for extended periods. This prompted an independent review by the state government of the condition of both Energex and Ergon’s networks which broadly concluded inter alia…

· That extended periods of under-investment by both companies had led to an excessively high utilisation factor on Energex’ network in particular.

· That this high utilisation factor had reduced its ability to absorb the impact of storms and high temperatures.

· Whilst Ergon had made some progress in correcting the problems in the legacy networks, it had not acted fast enough.
It is particularly appropriate in the global context of price control that the chairman’s foreword explicitly mentioned the three intertwined issues of increasing load, the bow-wave of impending replacement, and the development of the 2nd price control.
The draft price controls

Many of the determinations examined to date have generally expressed the aggregate annual revenue requirement over the control period in terms of a P0 and an X which has much to do with smoothing the cashflows for both the utilities and their customers. The draft Queensland determination, however, has not included any smoothing and is (quoting from the draft determination)…

· Energex – increases only slightly in year 1 of the next regulatory period but increases around 6.5% per year on average.

· Ergon – steps up by nearly 19% in year 1 then grows by around 6% per year for the remainder of the period.

Further comment will be made as the final determination is released.
UK – finalising the Transco sale

Background

Pipes & Wires #33 discussed the sale of National Grid Transco’s Northern England, Wales & Western England, Scotland and Southern England distribution networks to a range of utilities and institutional investors that feature regularly in Pipes & Wires. With the sale proceeds of ₤5.8b, NGT planned to return ₤2b to shareholders, retire ₤2.3b of debt, boost dividends over the next few years and make further investments in the US.
Regulatory issues
The sale process raised the following regulatory issues …

· Working through the required regulatory assessments.

· Defining a governance structure for the re-shaped industry.
· Re-examining the price controls.

· Re-visiting the off-take arrangements.

· Modification of the gas transportation licenses.

OFGEM in particular are working steadily on these issues, and if anything significant emerges Pipes & Wires will comment on it.
Europe – gas expands westwards
Background

Long-time readers might recall our examination of the issues facing the global gas industry in Pipes & Wires #21, in particular the emerging need to obtain transmission corridors through politically unstable or potentially hostile territories. Not surprisingly the major transmission corridors from the Middle East to Western Europe through the unstable Balkan states represent a major supply security issue.
Recent developments

Gazprom’s planned North – European Pipeline will provide a major breakthrough in both avoiding the Balkan states and in opening up new gas reserves in northern Russia. The pipeline will include a 1,189km undersea section from near Leningrad to the northern coast of Germany that is expected to be commissioned in 2007 and ramp up to an annual capacity of between 20 and 30 BCM by 2009.

Strategic implications

The strategic implications are…

· Further integration of major gas transmission pipelines in western Europe.
· A shift in production from the Middle East to northern Russia.

· The need to develop a pan-EU governance structure.

As these issues are addressed Pipes & Wires will provide further comment.
NZ – will Vector float ??

Introduction

The much talked about float of Vector would’ve been a high point for New Zealand’s capital markets, but recent events at the Auckland Energy Consumers Trust make this increasingly unlikely despite Vector’s commitment to a float.

Background

The possibility of floating at least part of Vector goes right back to Mercury Energy’s establishment plan in 1993. Since then the idea of floating up to 24.9% of Vector’s equity has continually tested the unity of the Trust.

Recent events

As readers will well know, Vector acquired AGL’s 66.05% stake in NGC last year. This was funded by $526m of senior debt and $354m of pre-IPO equity securities (PIPES) which are currently held by Vector’s investment advisor ABN Amro. The PIPES will convert into ordinary shares in Vector if the $354m is not repaid by 13 December 2005.

Recent media events indicate that the Trust is now torn between the chairman’s commitment of 3 November 2004 (that a public offering will take place within the next 12 months) and a possible private equity placement possibly with DUET. No doubt other investors will also be actively seeking a piece of Vector.
Aus – electricity lines price control in SA
Background

Pipes & Wires #38 examined the draft electricity lines price control that will apply to ETSA Utilities in South Australia for the period 1 July 2005 to 30 June 2010. This article follows up with an examination of the recently announced final price control.

Comparing the draft and final controls

The Essential Services Commission of South Australia has imposed the following controls on ETSA Utilities. 
	
	Draft control
	Final control

	P0 (initial reset
	7% (reduction)
	4% (reduction)

	X (annual adjustment)
	1.3% (reduction)
	0%


Unlike many other jurisdictions in which utilities seek a tariff base and the regulator responds with a draft and then with a final determination, the SA regime provides for the regulator to formulate the draft control independently. Probably the most obvious comment about the draft and final controls is a P0 greater than zero (ie. a reduction) which seems to be against the trend in most other jurisdictions we have examined.

NZ – new rules for DG

The new rules for distributed generation are currently being drafted by the Parliamentary Counsel Office, and will then be passed to the Ministry of Economic Development for checking and amendment. An exposure draft will then be circulated to interested parties for comment on the technical feasibility of the rules. It is stressed that this will not be an opportunity to either re-litigate the purpose of the rules or to challenge the underlying policy.

It is hoped that the exposure draft will be circulated in early May. Notwithstanding any technical complexities arising from the exposure draft it is hoped that the new rules will take effect on 1 July 2005.

For assistance in commenting on the exposure draft pick here or call Phil on (07) 854-6541. 
Aus – CLP gets ACCC approval

Background

Pipes & Wires #38 indicated that CLP Power had entered into a deal to acquire Singapore Power’s merchant assets that was conditional only upon the ACCC’s approval in regard to two regulatory issues (outlined below). Readers will be aware that this follows on from SingPower’s acquisition of TXU’s Australian business.
Regulatory issues

The unconditional sale to CLP raised the following further regulatory issues…

· Because CLP already owns Yallourn Energy, operational control of large chunks of generation in both Victoria (particularly peak generation) and SA may be unacceptable to the ACCC.

· The reintegration of generation and a large retail customer base which may also be unacceptable to the ACCC.

The outcome

In reaching its decision the ACCC concluded that the acquisition would be unlikely to substantially lessen competition in breach of Section 50 of the Trade Practices Act 1974. In making this decision the ACCC recognised the high likelihood that additional peak generating capacity in Victoria would constrain any anticompetitive behavior.

NZ – Todd plans a new power station

Introduction

Todd Energy recently waded into the already-heated LNG debate by announcing it might build a 200MW gas-fired power station if Contact Energy and Genesis Power proceed with their plans to import LNG.

The strategic issues

The strategic issues involved are…

· Exactly how much indigenous gas is commercially accessible.

· Imported LNG would very likely distort the gas market and set a backstop price that remains the subject of much debate but could possibly be as high as $8.70/GJ.

· A shortage of generation capacity makes electricity a more lucrative way to sell gas.

· Whether a higher-than-present backstop price (possibly set by imported LNG) will actually encourage new exploration.

As these issues become clearer Pipes & Wires will make further comment.

Any old books in your library ??
I’m looking for old books and magazine articles on electricity industry and borough council history, especially books like jubilee celebrations of utilities or back copies of the old “Live Lines”. If you’ve got any old books like this that you don’t wish to keep please send them to me.

Recent publications by Utility Consultants
· “Catching the pendulum’s swing – establishing a managed market in New Zealand” – published in Metering International issue 4, 2004. A joint publication with Christopher Hayes from Phillips Fox.
· ”Two thousand and five : a year of energy ??” – published in New Zealand Lawyer, 18 February 2005.
Tell me how good this issue was…

Please pick one of the links below to tell me what you think of this issue of Pipes & Wires…

· Excellent
· Very good
· Good
· Average
· Poor
If you get this is a hard-copy, your comments can be emailed to issue#39@utilityconsultants.co.nz If you receive this second-hand by email, you can receive Pipes & Wires directly by picking here. 

Conferences & events
· Metering, Billing & South African Prepayment Week – Cape Town (16 – 19 May)
SPIntelligent will again be hosting the hugely successful 6th Annual Metering, Billing, CRM / CIS Africa 2004 which will be co-located with the 4th annual South African Prepayment Week (SAPW) conference and exhibition in Cape Town.
This event has been supported by utilities, government bodies and vendors throughout Africa for the last six years and is a calendar highlight for companies involved in metering, billing and CRM / CIS. The event provides a forum for electricity, water and gas stakeholders to discuss pertinent issues on the value of metering, billing systems and CRM / CIS in the revenue cycle chain in utilities.
Co-located is the South African Prepayment Week conference and exhibition, which provides an opportunity for electricity, water and telecommunications prepayment experts to discuss the latest developments affecting the industry in South Africa, while at the same time providing a forum to showcase the vast experience of the industry to an international audience.

· Land pipeline engineering – Auckland (23 – 24 June), Wellington (29 – 30 June)
Conferenz announce their two-day, Land Pipeline Engineering seminar. To achieve the fundamental objectives of a land pipeline, it is vital to have knowledge of hydraulic design, process engineering, mechanical design, environmental impact, construction practices, risk analysis methods and financial evaluation and control. This seminar will equip you with best practice techniques in all aspects of pipeline construction and successful operation.

The seminar trainer is Graham Gilkison, Director Mechanical Engineering, Independent Technology Ltd. 

Links to cool stuff
· Centre for Advanced Engineering – subscribe to Energy21 News (distributed generation & demand response).

· Centre for Advanced Engineering – download the report on “Energy supply in the post-Maui era” (file size is about 780k).

Disclaimer

These articles are of a general nature and are not intended as specific legal or consulting advice. They are correct at the time of writing. 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.
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