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	Welcome to Pipes & Wires #46 … we start off this issue with a reminder to New Zealand readers about customer consultations and asset management plans. We then look briefly at two regulatory matters – one in Victoria, Australia and the other in New Zealand.

However the substance of this issue is deals, deals and more deals. We examine the sale of Southern Hydro to AGL along with AGL’s plans to demerge, the planned partial IPO of Electricite de France and the partial IPO’s of SingPower and Cheung Kong’s Australian pipes & wires businesses.

This issue finishes with a short reader survey on standard asset costs and disclosed information.


About Utility Consultants
Utility Consultants Ltd is a management consultancy specialising in the following aspects of energy networks…
	· Mergers & acquisitions

	· Asset management

	· Strategic studies

	· Financial analysis

	· Economic regulation
	· Risk management


For a detailed profile of recent projects, pick this link.
NZ – Customer Consultation and AMP’s
It’s time to start thinking about next years’ Customer Consultation and Asset Management Plans. In the decision papers released on 13 October 2005, the Commerce Commission signaled likely changes to the requirements for both aspects which are outlined below.
Customer Consultation

The requirement to consult with customers on the issue of supply quality and price is embodied in paragraph 6(1)(c) of the Commerce Act (Electricity Distribution Thresholds) Notice 2004. The PB Associates report from April 2005 contained a number of recommendations that may be incorporated into a revised Notice.
Asset management plans

The requirement to disclose an asset management plan is embodied in Section 24 and Schedule 2 of the Electricity (Information Disclosure) Requirements 2004. Possible changes to these requirements were signaled in paragraphs 480 to 483 in the Commission’s 13 October decision paper entitled Review of Information Disclosure Regime Decision Paper,

Next steps
As outlined above changes to the current requirements are likely, and will occur through the Commission’s usual consultation process over the next 2 months or so. We will be continuing to liaise with the Commission to ensure that we stay on top of the current requirements, so to discuss the likely changes or to get help with your Customer Consultation or AMP pick here or call Phil on (07) 854-6541.
Aus – final wires determination in Victoria
Introduction
Last month the Essential Services Commission (ESC) released its final price determination for the five electricity distributors in the Australian state of Victoria for the five year control period beginning on 1 January 2006. This article follows on from an examination of the draft determination in Pipes & Wires #42.

A curly issue – the wall of wire approaches
Readers may recall that the distributors had out performed their regulatory targets during the current control period whilst under spending both OpEx and CapEx. The fact that further increases in both CapEx and OpEx were sought for this control period is understood to have posed a significant dilemma to the ESC, however it was pleasing to note the ESC’s opening remark in the Final Decision Overview that “the adequacy of revenue, return and incentive is critical to the necessary investment in, and maintenance of, reliable networks”. 
The final determinations
The draft and final price determinations are as follows…

	Distributor
	Draft determination
	Final determination

	
	P0 (%)
	X for years 2 to 5 (%)
	P0 (%)
	X for years 2 to 5 (%)

	AGL Electricity
	14.0
	2.1
	3.1
	1.2

	CitiPower
	22.3
	1.6
	7.7
	1.5

	Powercor
	25.5
	1.3
	16.4
	1.1

	SP AusNet
	16.5
	0.8
	7.8
	0.8

	United Energy
	23.4
	1.4
	15.6
	1.4


The easing of both the initial resets and some of the year-on-year reductions between the draft and final determinations have been based on further supporting information provided to the ESC.

NZ – Vector reduces gas pipeline tariffs

Introduction

Pipes & Wires #43 noted the Minister’s announcement that he had accepted the Commerce Commission’s recommendations that both Vector and Powerco’s gas distribution networks should be subject to control pursuant to s53 of the Commerce Act 1986. This article examines the recent sequence of events over Vector’s pricing.

Recent events

This chapter of the story begins in late August 2005 when the Commerce Commission ordered Vector to reduce its average gas distribution tariff by 9.5% and Powerco to reduce its average gas distribution tariff by 9%. In Vector’s case this would have amounted to about $6.9m per year.

In September 2005 the Commerce Commission rejected a proposal by Vector to increase the average residential tariff by 5% whilst reducing small business tariffs by 5% and medium and large business tariffs by varying amounts that created a nett reduction of 9.5% across the entire market. The Commissions’ rejection was based on a desire to see all customers receive the benefits of price control, and the Commission indicated it would intervene to ensure this if necessary.

In late September Vector indicated that it would comply with the Commission’s wishes whilst reiterating that retail customers were getting a “good deal” and that some sort of long-term tariff rebalancing might still need to be considered.
Aus – Meridian sells Southern Hydro

Introduction

Pipes & Wires #43 and #44 outlined Meridian Energy’s plans to sell its Australian subsidiary Southern Hydro. This article examines the recent sale of Southern to Australian Gas Light (AGL). AGL’s plans to demerge its infrastructure and merchant businesses and separately list them are discussed in a companion article in this issue.

Background

After observing the premiums paid for both Pacific Hydro and the Valley Power peaker, Meridian decided to test the market for Southern. This represented an advancement of its plans to off-load Southern around 2008. About 100 expressions of interest were received world-wide and a short-list of bidders was compiled. 
The sale process

Late last month it was announced that AGL was the successful bidder for Southern, paying A$1.425b which was towards the top end of analyst’s predictions of A$1b to A$1.5b. It is thought that this was significantly higher than both Origin Energy’s and Babcock & Brown’s bids, suggesting that this chunk of generation is indeed very significant to AGL’s strategy.

Implementing the core strategy

Expanding on our above comment about the significance of Southern to AGL’s strategy, an interview with AGL managing director Greg Martin reinforced just how significant Southern is to AGL’s upstream portfolio. The key points of Greg’s comments are…
· Broadly, Southern improves the match of generation to retail customers.

· The location of Southern’s generation plant is a solid fit with AGL’s retail customers bases.

· The quick-start capability of Southern’s hydro generation is an important peak price risk mitigation tool.

AGL’s concurrently announced demerger is examined below in a companion article.
Europe – EdF edges toward privatisation
Introduction

Last month saw the long-awaited announcement of Electricite de France’s partial IPO in which EdF will sell down 15% of its equity, thought to be worth about €7b. This article briefly examines EdF and the planned partial IPO in the wider context of the pan-European electricity market.
Background

EdF (and the French government) have been the target of much criticism for entering liberalised energy markets across Europe whilst making little if any progress on liberalising the French energy sector as required by EU Directive 96/92. As the 2007 deadline for full European liberalisation draws near, legislation was finally passed in 2004 providing for the partial privatisation of EdF and companion utility Gaz de France (GdF).  
The planned partial IPO
One of the key components of a successful IPO is obviously a strong earnings forecast. Unfortunately for EdF high debt levels (both from the nuclear program and from a spree of pan-European acquisitions), a commitment to reinvest about €40b over the next 5 years and almost certain strong trade union opposition are likely to severely erode earnings.
It is therefore expected that, similar to GdF, the stock price will spike on day one and then settle to a more modest level. As the partial IPO progresses (hopefully later this month), Pipes & Wires will make further comment.

Aus – AGL plans to demerge
Introduction

Concurrent with its purchase of Southern Hydro, Australian Gas Light (AGL) announced plans to demerge and separately list its infrastructure and merchant businesses. This article examines the increasing trend of demerging significantly difference activities and then examines the planned AGL demerger in a bit more detail.
Background

Demerging of merchant activities (generation, trading and retail) from infrastructure (pipes & wires) is rapidly gaining prominence as utilities seek to unlock shareholder value.

Alinta’s recent demerger and listing went smashingly well (Pipes & Wires #45) whilst the rumors that Singapore Power and Cheung Kong Infrastructure are planning some sort of partial float seem to be growing stronger each day (and actually came true earlier this week – refer article below). However if we cast our minds back, probably one of the first demergers in the Australasian energy sector was the spinning off of the Australian Pipeline Trust from AGL.

The planned AGL demerger

AGL has clearly recognised that it is rapidly becoming two very different businesses within a consolidated entity. It is proposing to demerge the merchant energy business into a separately listed entity leaving a residual infrastructure business that will include the new PNG pipeline.
An interview with AGL chairman Mark Johnson revealed the following benefits of the demerger…

· It will enable the two separate management teams to focus on two increasingly different strategies.

· It will enable greater transparency of operations.

· It will enable capital structure and dividend policy to be optimised to suit the two different business activities – merchant focused on growing EPS and TSR and infrastructure focused on dividend yields.
As the demerger process proceeds Pipes & Wires will make further comment.
Aus – SingPower plans to float SP AusNet
Introduction
News emerged earlier this week that Singapore Power’s long-rumored float of the SP Aus Net (formerly TXU) pipes & wires business was all go. This article examines the float in the broader context of Singapore Power’s entry into the Australian energy sector.

Background

Singapore Power originally entered the Australian energy market when it purchased the transmission grid business PowerNet from GPU in 2000.

Last year SingPower purchased TXU’s pipes & wires businesses – Pipes & Wires #30, #31 and #32 discuss this transaction in the context of vertical reintegration. Readers may recall from these back-issues that forcing SingPower to sell part or all of PowerNet was one possible option for avoiding a prohibited interest. In any event, SingPower sold the merchant assets to CLP Power and reached an agreement with the ACCC based on separating control of the former TXU generation from PowerNet.
The proposed float

The proposed float will involve SingPower selling stapled securitisations of its transmission and distribution businesses and a finance trust to raise about A$1.6b. These securities are expected to sell for between A$1.29 to A$1.57 with the final price being determined when the securities list on the ASX and the SGX next month.
As this article is being written news has also emerged that the long-rumored Cheung Kong Infrastructure plans to float will also occur over the next few days. The float of Spark Infrastructure is expected to raise between A$1.2b and A$1.3b with a further A$500m in about 18 months time.
These two floats are very similar, with perhaps a key difference being that Spark has a slightly lower dependence on regulated revenues than SingPower. Because the Spark securities will only be part-paid, the initial yield will be higher, however the SingPower securities will be offering significant tax deferrals.

Hopefully Pipes & Wires will be able to make further comment on both these floats next month.

NZ – survey on ODV costs and information disclosure
I’ve decided to do a bit of my own data gathering to support (or otherwise) the views that seem to be kicked around the New Zealand power industry. Please take a moment to pick the links below to reply to the three questions. I’d also be interested in responses from readers outside of New Zealand but please just make it clear where you’re from and what sector you’re in. Please also add comments in the body of your reply if need be.
Question 1 – On average how does your company’s actual cost of building new lines and substations compare with the ODV standard costs (or regulators standard costs)??
(a) Significantly less than ODV standard costs
(b) A bit less than ODV standard costs
(c) About the same as ODV standard costs
(d) A bit more than standard ODV costs
(e) Significantly more than ODV standard costs
Question 2 – How many members of the public (ie. not consultants, analysts, regulators or other utilities) have ever obtained or inquired about your asset management plan??
(a) None
(b) One or two
(c) Several
(d) Lots
Question 3 – How many members of the public (ie. not consultants, analysts, regulators or other utilities) have ever obtained or inquired about your information disclosure??
(a) None
(b) One or two
(c) Several
(d) Lots
All responses will be treated confidentially. Hopefully the results can be presented early next year in a way that does not reveal the identity of individual respondents.
NZ – review of the Infrastructure Summit

Last month about 160 asset management people from New Zealand, Australia, South Africa, the US and the UK gathered at the beautiful Rotorua Convention Center to enjoy a range of really interesting and entertaining speakers complemented by wonderful catering and an excellent live band.
Topics covered included correctly recognising disaggregated demographic trends, restoration of electricity in Afghanistan, an analysis of the August 2003 blackouts in the US, creating an enduring utility business and an analysis of how the best got to be the best.
Thanks to Ingenium and SOLGM for organising the event. Follow up inquiries can be addressed to Ross Vincent on (07) 868-3960.

Conferences & events
Master Class – Melbourne (8 December 2005)
This workshop will examine the current regulatory pricing framework, identifying major areas of concern and exploring alternatives that could enhance the effectiveness of the regulation and its incentives for investment.  It will:

· Review criticisms and government responses to provide framework for debate.
· Scope the problem: economics, engineering, finance & legal.
· Examine economics for networks, highlighting problems with current analysis.
· Investigate network cost structures; identify cost drivers and examine role of asset base.
· Identify key parameters for funding infrastructure investment; debt and/or equity?
· Investigate agency problems; has the regulator become the consumer?
· Discuss role of merits based appeals in balancing interests of all parties.
· Explore possible ways forward - price monitoring (New Zealand), Performance Based Rates (US), TFP vs building blocks? Innovation: contractual arrangements with network users?

Key presenters include Margaret Beardow from Benchmark Economics, Hugh Outhred from the University of NSW, Lew Evans from Victoria University, Graham Holdaway from KPMG, Simon Uthmeyer from Phillips Fox, Ian Greer from Standard & Poors and John Dick from Energy Action Group.
To register pick here or call +61-2-99235090.
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#46@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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