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	Welcome to Pipes & Wires #49 – the theme of this issue is deals, deals and more deals, a theme that seems likely to stretch into next month as well, but firstly this issue reports back on a recent survey of NZ power companies.
We examines bids of ranging from big to very big in Europe, Scotland and Australia, and we also examine the planned privatisation of Australia’s Snowy Hydro.

We also examine the break-up of Western Power in Australia, the recent change in strategy at ScottishPower, and make a final analysis of the Victorian wires determination. This issue then closes with a link to a cool video clip.


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 – survey results
Readers will recall my request for data to compile a survey on actual costs relative to ODV standard costs, and how many people have obtained Information Disclosures and AMP’s. I’ve had 21 replies from 28 lines companies and the results are as follows…

[image: image2.emf]Comparison of actual costs with ODV standard costs

0

5

10

(a) Significantly

less

(b) A bit less (c) About the

same

(d) A bit more (e) Significantly

more


[image: image3.emf]How many members of the public have ever inquired about your 

AMP

0

5

10

15

(a) None (b) One or two (c) Several (d) Lots


[image: image4.emf]How many members of the public have ever inquired about your 

information disclosure

0

5

10

15

20

(a) None (b) One or two (c) Several (d) Lots


Europe – E.On makes surprise bid for Endesa
Introduction
Recent issues of Pipes & Wires have examined E.On’s strategy and its planned assault on ScottishPower plc. This article discusses their “surprising but not so surprising” bid for Spanish utility Endesa.
Background

E.On has clearly articulated its “On Top” growth strategy which we have discussed in Pipes & Wires #23 and #48. Apart from creeping acquisitions across south-eastern Europe, probably the most visible aspect of On Top was the recent bid for ScottishPower that was ultimately unsuccessful. Until late last month that was when E.On unveiled its €29.1b cash offer for 100% of Endesa. Readers will recall from Pipes & Wires #48 that Endesa is already the subject of a €21b takeover bid from rival Spanish energy group Gas Natural SDG.
The proposed deal – comparisons with the ScottishPower bid
E.On’s proposed deal is to acquire 100% of Endesa’s share capital for €27.50 per share. What might seem odd to those who observed E.On’s highly disciplined (ie. low premium) pursuit of ScottishPower is the apparent high premium implicit in E.On’s offer for Endesa – a 48% premium to Endesa’s closing price on their last trading day before Gas Natural’s unsolicited bid. Further analysis, however, reveals that E.On’s bid represents only an 8% premium to Endesa’s closing price in mid-February 2006 (and after all Endesa represents a good chunk of several high-growth markets).
The “On Top” strategy

So how does this bid stack up with the On Top strategy?? One of the five prongs of On Top is to consolidate the central European electricity and gas markets using the E.On Energie business as a growth platform. 
A statement by E.On indicated that a successful deal would “position E.On as the market leader in the high-growth Iberian power generation and retail energy market and, in a single step, allow E.On to gain strong market positions across a number of key Latin American countries, one of the world’s fastest growing energy markets”. Further statements indicate that E.On would create a separate business unit based in Madrid to oversee its Iberian, Italian and Latin American operations.
E.On expects that this group will be its second largest by revenue and its largest contributor to EBITDA.

Aus – privatising Snowy Hydro
Background

Pipes & Wires #48 sneaked in a quick comment about the possible privatisation of the Snowy Hydro scheme in Australia. This article examines the likely privatisation in a bit more detail and ponders who might bid for it, especially amongst the turmoil between Alinta and AGL.

What is Snowy all about

For those that don’t know, the Snowy Mountains scheme is a chain of hydro stations and tunnels in the Southern Alps that diverts water westwards to the Murray and Murrimbidgee Rivers. This scheme annually generates about 4,500GWh.

Snowy also owns the 300MW Valley Power Peaker gas turbine power station and the Red Energy retail brand, and is also currently building a 320MW gas-fired station at Laverton in Victoria. So Snowy’s market niche is very much peak MW.

Ownership of Snowy is as follows…

· NSW government – 58%.

· Federal government – 13%.

· Victorian government – 29%.

Likely shape of the privatisation
Until the Victorian government confirmed their involvement in the privatisation, the most likely option seemed to be the formation of holding company in which the Victorian government would own 29% and the remainder would be offered as a trade sale. The Victorian governments’ confirmation of its intent to privatise its 29% stake opens the possibility for a listing on the ASX and an IPO. It is expected that a full prospectus will be released in May 2006.

Likely bidders for Snowy
The recent sales of Southern Hydro (Pipes & Wires #43, #44 and #46) and Pacific Hydro have attracted significant bids as key players such AGL seek to match their retail exposure with low cost generation. It is likely that the Snowy privatisation will continue this trend.

So who might bid for Snowy?? Depending on how well Southern has covered AGL’s retail exposure, they might bid however that would require intense cooperation from Alinta. It’s also possible that Babcock & Brown, CLP Power and Origin Energy might also be interested.

Pipes & Wires will make further comment probably towards the middle of 2006.

UK - ScottishPower rethinks strategy
Introduction
Readers will probably recall that ScottishPower plc is in the process of selling one of its US operations, Pacificorp to Warren Buffet’s MidAmerican Energy Holdings. This article examines ScottishPower’s very recent decision to review the future of its other US operation, PPM Energy, and possibly focus its attentions on North Sea gas. 
Global strategy – a summary
Global reshuffling of investment portfolios is certainly nothing new, in fact there have been four reasonably distinct waves of investment (pick here to receive a research report). The fourth wave was characterised by the following three activities…

· Withdrawal of (some) US utilities from the UK, Australia and New Zealand.

· Investment in the US by UK utilities (such as Powergen and ScottishPower).

· Investment in the UK by European utilities (such as E.On, RWE and EdF).
It seems that a fifth wave is now emerging as increasing numbers of UK and European utilities are withdrawing from the US to focus on consolidating their own regional markets (which is now broadly defined as the EU) and giving serious attention to backward integration to achieve security of gas supply. 
ScottishPower’s strategy
Three issues appear to be reshaping ScottishPower’s strategy…

· The fact that PPM will become somewhat of an ”orphan” once the Pacificorp sale is completed – there would appear to be few if any synergies available from the US operations.

· A heightened focus on security of domestic UK gas supply. The recent stand-off between Russia and the Ukraine has particularly emphasised this (Readers may also recall that the issue of security of gas supply was a key reason for the German government wanting Ruhrgas to be acquired by E.On).

·  Steadily rising UK gas prices. This suggests that migrating capital into low cost sources of gas under domestic control (or even any sources of gas under domestic control) would be smart.
Pipes & Wires will make further comment as ScottishPower’s movements become clearer (which comes sooner than I though in terms of a possible defensive merger with Scottish & Southern Energy which is discussed further down this issue of Pipes & Wires).

Aus – carving up Western Power
Introduction

Western Power Corporation is probably about the last remaining vertically-integrated utility in the western world. This article examines its disaggregation into a retail business, a wires business, a generation business and a business to take on everything outside of the South-West Interconnected System (SWIS).
The legislation

Readers may recall from Pipes & Wires #42 that the Electricity Corporations Bill successfully passed through the state parliament in June 2005 paving the way for Western Power to be disaggregated into four components. Readers may also recall that this Bill’s passage through the parliamentary process was somewhat rocky to say the least, with several guarantees in regard to tariffs being extracted by the Opposition.
The new look industry

From April 2006, Western Power will exist as four state-owned businesses…

· Verve Energy will include all Western Power’s generation capacity.

· Synergy will retail electricity to end-use consumers.

· Western Power will own and operate to transmission and distribution business.

· Horizon Power will own and operate all generation outside of the SWIS.

There will also be a wholesale market established in which Verve Energy will compete with other generators. The state government will also limit Verve’s new capacity to prevent market dominance.
The classical theory

So how does the disaggregation of Western Power stack up with the “classical” reform theory of the 1980’s ?? It would appear that the following aspects of the classical theory have been adhered to in almost text-book fashion…
· Split energy and wires into separate entities.

· Further split energy into separate generation and retail entities.

· Encourage new entrants into generation.

· Limit the incumbent’s new capacity.

The Economic Regulation Authority will have jurisdiction over Western Power’s wires business (note that the AER’s jurisdiction does not include Western Australia). Pipes & Wires will make further comment in a few months time on how the market kicked off.

UK – SP and S&SE may merge
Introduction

ScottishPower and Scottish & Southern Energy are no strangers to recent issues of Pipes & Wires, so rumors in the City of a possible £20b merger were not really that surprising. Given that SP has been recently stalked by E.On and Gazprom (and rumors abounded that S&SE was also stalking SP), such a highly defensive move would seem sensible. This article examines what a merged SP and S&SE might look like.
Background

Readers will recall from Pipes & Wires #45, #47 and #48 that SP has been the focus of several acquisition bids to gain inter alia one of the last remaining independent chunks of the UK retail gas market. After successfully rejecting E.On’s unsolicited £5.75 per share bid, S&SE’s rumored £6.00 and £6.50 per share bid seemingly coming to nothing, and Gazprom’s approach also seemingly coming to nothing, the opportunity for a friendly merger to create the UK’s largest energy utility emerges.
Possible shape of the merger

As indicated above, a merged company would have a market cap of about £20b, about 11,000,000 retail customers and about 16,000MW of generation capacity. It is thought by sources close to both companies management that S&SE chief executive Ian Marchant would run any merged entity whilst recently-appointed SP chief executive Philip Bowman could be appointed chairman (it is thought that Bowman was bought in by SP’s board to do a deal rather than run a utility after successfully pulling off the £7.6b sale of Allied Domecq to Pernod Ricard last year).
Possible shape of the wires industry
The original 14 distributors in England, Wales and Scotland have been consolidated into 7 companies (although they are still treated as 14 separate entities for regulatory purposes). The following table indicates the current state of consolidation and how a possible merger of SP and S&SE would further consolidate the industry…

	Legacy business
	Existing business
	SP and S&SE merger

	ScottishPower
	ScottishPower
	Merged SP and S&SE

	MANWEB
	
	

	Scottish Hydro
	Scottish & Southern Energy
	

	Southern Electric
	
	

	Midlands Electricity
	Central Networks (E.On)
	Central Networks

	East Midlands Electricity
	
	

	SWEB
	Western Power Distribution
	Western Power Distribution

	SWALEC
	
	

	London Electricity
	EDF Energy (Electricite de France)
	EDF Energy

	SEEBoard
	
	

	Eastern Electricity
	
	

	NORWEB
	United Utilities
	United Utilities

	Northern Electric
	CE Electric (MidAmerican Energy)
	CE Electric

	Yorkshire Electricity
	
	


Pipes & wires will make further comment if the proposed merger proceeds.
Aus – more on the Victorian wires appeals
Introduction

Pipes & Wires #42, #46 and #47 examined the draft and final wires determination in the Australian state of Victoria, and the subsequent appeals by four of the five distributors. This article examines the outcome of that appeals process.

Outcome of the appeal process

Of the appeals made to the ESC Appeals Panel, only two were referred back to the ESC for further consideration as follows…

· The MAIFI targets for SP AusNet. The ESC was directed by the Panel to make a number of changes to the way in which the MAIFI target is to be calculated. Whilst this will not alter AusNet’s price path profile per se, the easing of the MAIFI target could result in additional rewards under the Service Incentive Scheme.
· The peak demand forecasts for Powercor. This has been referred back to the ESC for further work and may result in some variation in the allowable revenues for the four years ending 31 December 2007, 2008, 2009 and 2010.
All the other appeals were either upheld by the Panel or withdrawn by the appellants. That puts the Victorian wires determination to rest for about another 4 years – Pipes & Wires will make further comments as other determinations progress.
Aus – Alinta takes on AGL
Introduction
Pipes & Wires #48 noted Alinta’s unsolicited (and unsuccessful) approach to AGL around September last year. This article pulls together several threads of thought from recent articles and examines Alinta’s lightning raid on AGL that seems to have gazzumped AGL’s planned demerger.
Recent events

Key recent events are as follows…

· Alinta’s unsolicited approach to AGL (which they seemed to have very quiet).
· Alinta spins off its power station and gas pipelines into a separate business trust called Alinta Infrastructure Holdings (Pipes & Wires #45).
· AGL announced plans to demerge into a merchant business and an infrastructure business (Pipes & Wires #46).
· Alinta snares 10% of AGL in a late afternoon raid and announces an $8.9b takeover offer. AGL directors advise shareholders to sit tight until after the detail of Alinta’s offer can be examined.
· Alinta and AGL enter into a confidentiality agreement and discuss Alinta’s proposal in detail.
· AGL launches its own counter-bid for Alinta which Alinta’s directors recommend should be rejected.
· Alinta indicates it could make a hostile bid for AGL shares if AGL declines to merge.

Examining the strategy

Alinta’s originally stated intention was to firstly amalgamate with AGL to create a $12b energy giant and then demerge the enlarged entity. My take is that Alinta’s overall demerger process would probably be different from AGL’s in that Alinta would probably spin off the enlarged infrastructure operation into AIH rather than demerge the infrastructure and merchant businesses as AGL planned to do. Whether the process even gets this far could depend on who wins.
The proposed deals
Alinta’s original plan was to offer AGL shareholders 1.773 Alinta shares for every 1 AGL share its doesn’t already own, however Alinta has now indicated it is prepared to pay cash for AGL shares. AGL’s counter-bid comprised 0.564 AGL shares for each Alinta share.
The banking fraternity, however, believes that AGL is about $2 over-valued and Alinta is about $2 under-valued.
Status of the deals

Earlier this week Alinta shareholders were advised to reject AGL’s scrip offer on the basis that it severely undervalues Alinta’s shares. As one of the biggest takeovers in Australia’s history unfolds Pipes & Wires will make further comment.

And finally … for the bright sparks…
Earlier this month I was sent this video clip by a mate. For those with broad-band it is certainly worth a look at … a 500kV isolator in the Nevada Desert that appears to be opened under load. Even if it has been staged it is still worth a look.
Conferences & events
8th Annual New Zealand Energy Summit – Wellington (17 – 18 July)
Conferenz is pleased to announce the 8th Annual New Zealand Energy Summit.  Scheduled at speaker and delegate request to ensure the best timed industry gathering, we promise a significant conference experience. The summit covers current issues in power & generation and will discuss achieving medium & long-term energy security solutions for New Zealand.

Plus – a separately bookable workshop (full day on the 19 July) - confronting climate change and emissions reduction in the energy 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#49@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
· Free 6 Week trial of Dr Penny Burns weekly “Strategic Asset Management”.
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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