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	Welcome to Pipes & Wires #41. In this issue we start with a global look at security of electricity supply.
We then move on to three articles with “wait & see” endings – the possible sale of the electricity retail businesses in New South Wales, Warren Buffett’s bid for PacifiCorp and the possible float of PowerNet in Victoria. We finish this issue with an examination of the final water pipes price determination in Victoria.
Finally, just a quick reminder about the Resilient Infrastructure conference in Rotorua in early August. So until next month … happy reading.


Global – power under pressure
Background

Many of us in both New Zealand and around the world are increasingly preoccupied with juggling the conflict inherent in investing in new capacity under tough regulatory regimes, perhaps more so as many utilities start to climb the “bow wave” of renewals over the next decade. This article examines the real reasons for power failures and takes a quick look at the recently released “Under Pressure” report from PricewaterhouseCoopers.

Uncovering the real reason for power failures
I think it would be fair to say that infrastructure failures rapidly become heavily politicised, usually by the opponents of deregulation and privatisation who are quick to blame lack of investment on excessive profits. Whilst the lack of investment is undeniable, the more apparent reason for this lack of investment may well be tough regulatory regimes that have both limited the funds available and reduced the certainty of future return on any investments made.

The “Under Pressure” report

The “Under Pressure” report from the global energy, utilities & mining team at PricewaterhouseCoopers reiterates the security of supply concerns of last years’ interviewees and emphasises that this concern remains amongst this years interviewees as energy demand rises. The report also includes investors’ perspectives, and the two features they have identified as making the power industry more attractive are greater regulatory certainty and regulatory incentives for investment. I guess it can’t get much clearer than that.

The views expressed in this article are entirely my own and do not reflect the views of PricewaterhouseCoopers in any way.

Aus – selling the NSW electricity retail businesses

Background

As New South Wales energy demand continues to increase, the issue of the state government having to fund new investment in generation becomes very real. The practical out workings of encouraging private sector investment are obviously politically sensitive, so its’ no surprise that the possibility of selling the electricity retail businesses whipped up a frenzy.

Reasons for the proposed sale

As outlined above, a key motivation for selling the retail businesses would be to improve the certainty of investment in generation through the natural hedging process. It would also be hoped that the private sectors’ interest in investing in new generation will ease the rising prices.
Pipes & Wires will make further comment as this issue proceeds.

US – MidAmerican acquires PacifiCorp
Introduction
Most of us are probably vaguely aware that a couple of big acquisitions are happening in the US. What many may not be aware is that Warren Buffett’s immensely successful Berkshire Hathaway investment company is behind one of the biggest of these deals. 

Background

PacifiCorp was originally acquired by ScottishPower in 1999 as part of its growth strategy. However recent generation failures and lower than expected summer temperatures have dragged on both PacifiCorp’s earnings and ScottishPower’s stock price leading ScottishPower to abandon its US growth plans.
Proposed deal
In a deal still subject to regulatory approval, MidAmerican Energy Holdings will acquire PacifiCorp from ScottishPower for a total consideration of ₤5.1b. ScottishPower in turn expects to return about ₤2.4b to its shareholders (the announcement of which pushed their stock price up 8.5%).
Regulatory issues
Many readers have probably already guessed that the Public Utility Holding Companies Act 1935 (“PUHCA”) would prohibit the deal at a federal level. The Act says any newly combined utility must be a "single integrated public utility system", and was prompted by the failures of the late 1920’s and early 1930’s as Sam Insull’s holding companies eventually went bankrupt. This deal will quite clearly not form the required “single integrated public utility system” and will therefore depend on the planned repeal of the PUHCA proceeding to completion.
The deal is also subject to regulatory approval in all six states that PacifiCorp operates in, and as each state regulator and the Securities & Exchange Commission reaches its decision Pipes & Wires will make further comment.
Aus – SingPower considers floating PowerNet
Background

Readers will be familiar with Singapore Power’s acquisition of TXU’s Australian electricity & gas businesses last year. This acquisition sparked off a further round of transactions in which SingPower sold its merchant assets to CLP Power. This article discusses SingPower’s possible float of its Victorian grid business PowerNet, which readers might remember was thought likely to be a necessary regulatory concession for the original TXU acquisition.

Key regulatory issues

It was initially thought that the ACCC would decline SingPower’s application to purchase TXU’s businesses because the transaction would result in SingPower holding a prohibited interest under Section 68 of the Electricity Industry Act 2000 (Victoria), namely a controlling interest in both an electricity distribution business and an electricity transmission business. Some might recall that this prohibition prompted GPU (now part of First Energy) to sell its stake in Solaris Power (now part of AGL) in order to acquire PowerNet.

The proposed float would certainly appear to address any remaining concerns of the ACCC in regard to dominating the electricity value chain in Victoria. 

The proposed float 

Things seem to have gone a bit quiet lately, although it is understood that several investment banks have made presentations to PowerNet. As progress emerges Pipes & wires will provide comment and analysis.
Aus – the final water pipes determination in Victoria

Introduction

Pipes & Wires #35 discussed the draft water price determination in Victoria, Australia for the three year control period beginning 1 July 2005. This article examines the Essential Services Commission’s recently published final determination.

Reshuffling the industry structure
As the draft determination was being put together, the industry structure outlined in Pipes & Wires #35 of 5 Rural Water Authorities, 15 Urban Regional Water Authorities and the 4 entities in the metropolitan Melbourne area reshuffled slightly as follows...

· Sunraysia (rural) and Lower Murray (urban regional) merged to form the Lower Murray Urban and Rural Water Authority.
· Wimmera Mallee (rural) merged with Grampians Water to create Grampians-Wimmera Mallee Water.
The final determination
In its draft determination the ESC declined most of the prices or the pricing methodologies proposed by the applicants in September 1994. The X factor sought by the applicants, the ESC’s draft pricing determinations and the ESC’s final pricing determinations for the metropolitan and the urban regional authorities are summarised in the following table…
	Authority
	Sought by the applicant
	Draft determination
	Final determination

	Melbourne
	4.4
	1.0
	2.1

	City West
	1.5
	1.0
	2.2

	South East
	2.3
	0.6
	2.0

	Yarra Valley
	2.4
	1.2
	1.8

	Barwon
	2.0
	3.6
	5.3

	Central Highlands
	8.0
	5.9
	4.8

	Coliban
	6.2
	4.0
	4.4

	East Gippsland
	4.0
	4.4
	5.1

	Gippsland
	12.7
	5.1
	4.7

	Glenelg
	7.7
	1.8
	3.6

	Goulburn Valley
	3.0
	3.4
	4.7

	North East
	4.3
	1.9
	2.6

	Portland Coast
	10.2
	3.7
	8.4

	South Gippsland
	11.3
	4.6
	7.8

	South West
	14.8
	4.0
	5.2

	Western
	1.8
	0.0
	0.5

	Western Port
	5.7
	3.1
	3.6


The First Mildura Irrigation Trust, Goulburn Murray, Southern Rural, Grampians Wimmera Mallee and Lower Murray were not required to submit water plans to the ESC for approval as part of this price control. 
Conferences & events
Resilient Infrastructure 2005 – Rotorua, New Zealand (8 -9 August)

New Zealand’s vulnerability to infrastructure network failures will go under the microscope at an international forum in August, in a move aimed to protect livelihoods and avoid social impacts associated with a network disruption. Resilient Infrastructure 2005 is a CAE (Centre for Advanced Engineering) initiative that will assemble a multidisciplinary team of specialists and investigate the increasing interdependencies between the complex systems that deliver essential services. Early-bird registration is available until July 18 2005.

This two-day event has been designed for the owners and managers of major infrastructure systems across a range of sectors, including telecommunications, ports, local and central government, airports, insurance companies and the financial sector.

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.

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#41@utilityconsultants.co.nz If you receive this second-hand by email, you can receive Pipes & Wires directly by picking here. 

Hot 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, consulting or investment 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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