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	Welcome to Pipes & Wires #50. This month we start off with a quick look at the recently released requirements for asset management plans in the New Zealand electricity lines sector.
We then examine a couple of deals in Australia, New Zealand and Spain, and then take a quick look at Unison’s price control woes which seem to be drawing to a close.

We complete this issue with an editorial piece on market efficiency versus market effectiveness, which includes a reader poll. So … happy reading until next month.


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.
A specialty of Utility Consultants is preparing submissions in response to regulators discussion papers on issues such as asset valuation, information disclosure, grid pricing and market structures. Pick here to get help with your next submission or call Phil on +64-7-8546541.

NZ – asset management plans

Introduction
Late last month the Commerce Commission released a series of documents as part of the on-going best practice review of electricity line company asset management plans (AMP’s). This article briefly examines the process to date and summarises the key points of the latest documents.

Background

As part of the on-going refinement of the Information Disclosure regime the Commerce Commission engaged PB Associates to undertake an assessment of all electricity line AMP’s that were submitted in June 2004. The PB Associates report was released in April 2005 whereupon the Commission called for submissions from industry participants. The documents released last month contain the Commission’s final decisions after considering these submissions
Summary of key points

· AMP’s must adopt a 10 year planning horizon, although it is recognised that years 6 to 10 can be presented in less detail (the revised Handbook addresses this matter further).
· Board approval of AMP’s will be required. To allow for the additional time involved, AMP’s will need to be submitted by 31 August for 2006 and subsequent years (not 30 June). This will also assist in aligning the spend forecasts in the AMP with the Information Disclosure.
· Asset justification will remain centered on the “justification” inherent in the asset valuation process, and is described in more detail in Section 4.5.3 of the Handbook amended to 31 March 2006.

· Review of AMP’s and publication of a report identifying best practice and areas for improvement will be an annual event.

· Disclosure of forecast expenditure and variances. The Commission indicated in its Review of the Information Disclosure Regime Decision Paper of 13 October 2005 that because forecast expenditure and variances were so intimately linked to AMP’s, these would need to be disclosed within the AMP. The Commission takes the additional view that AMP’s should include a minimum of a 5 year CapEx forecast disaggregated by renewals, maintenance and reliability-led expenditure along with a requirement to explain any actual variances from forecast of more than 3%. The Commission expects to consult further on this issue as this proposed requirement was not part of the PB Associates recommendations.
· The Commission recognises that the disclosure of target and actual reliability might be better done through the AMP rather than through the Information Disclosure. The Commission will assess the usefulness and practicality of this as part of reviewing the 2005 AMP’s.
· The Commission is considering an auditor sign-off requirement, although if this is implemented it would only apply for the 31 August 2007 AMP disclosure. The document doesn’t describe exactly what this sign-off requirement could be, but presumably it will be an independent opinion that if an ELB does everything in the AMP the lights will stay on.
Important notice
Industry participants should also note the requirements of the Commerce Act (Electricity Distribution Thresholds) Amendment Notice 2006 dated 31 March 2006.
Next step

For help on interpreting the revised requirements or preparing your 2006 AMP, pick here or call Phil on (07) 854-6541.
Aus/NZ – Contact & Origin propose a merger
Introduction
Amidst the flurry of deals in the Australasian, and indeed global, energy sector, Contact Energy recently announced its intention to merge with majority shareholder Origin Energy to create “Australasia’s biggest integrated energy group with a market cap of about $8b”. This article briefly examines the strategic issues surrounding the proposed merger and what the merged entity could look like. 
The strategic issues
Several strategic issues loom on Contact’s radar screen…

· A significant exposure to wholesale gas prices hence the option of backward integration into exploration and production has an obvious attraction. It is this expertise that Origin can directly contribute to the enlarged company.

· The need to strengthen the overall balance sheet should the decision to import LNG be made.

· The possible amalgamation of AGL and Alinta to form a $12b entity, so it’s probably useful for Origin to maintain a degree of proportionality with its peers. 
Proposed company structure
The proposed company structure will see an enlarged entity called Contact Origin formed, which will be 75.7% owned by Origin’s current shareholders and 24.3% owned by Contact’s other (non-Origin) existing shareholders. There is considerable debate over whether such an allocation undervalues Contact shares which no doubt will be played out in the coming weeks.
What will be rather unique is the plan for the single entity to have dual listings. This structure will enable the duplication of governance and management to be reduced whilst retaining the advantages of the existing shareholder arrangements and avoiding any need to go down a buy-out approach which has proved unsuccessful in the past.
As the proposed merger unfolds Pipes & Wires will make further comment.

Spain – Gas Natural’s bid for Endesa trips over
Introduction

Pipes & Wires #48 discussed Gas Natural’s offer for Endesa, which got a bit more complicated last month as E.On made a surprise cash offer for 100% of Endesa. On top of this, various public policy and competition issues have exerted significant influence on the whole matter and seem to have finally gazzumped Gas Natural’s offer. This article briefly re-caps both offers and examines the issues that have influenced the deals. 
Re-cap of the offers
The offers for 100% of Endesa were as follows…

· A €21b offer by Gas Natural.

· A €29.1b cash offer by E.On.

Public policy and competition issues
The following public policy and competition issues have … well …. influenced the progress of the offers…

· EU competition. The EU competition regulator concluded late last year that the proposed merger did not have sufficient trans-national dimensions to fall under the EU’s jurisdiction, and referred the matter back to the Spanish competition tribunal for approval.

· National energy security. It is thought that the Spanish government was keen to have an enlarged energy utility with significant Spanish ownership to strengthen Spain’s security of energy supply. Readers will recall that the German government was similarly keen for Ruhr Gas to be acquired by a German utility.
Is it all over ??
News emerged last month that Gas Natural may have agreed with Iberdrola to on-sell between €7b and €9b worth of components of an enlarged Gas Natural to Iberdrola both to raise cash and to avoid anti-trust breaches. A subsequent court ruling indicated that this manoevering may well have violated EU rules (which Gas natural and Iberdrola contend don’t apply in this instance) and that the bid should be suspended until the alleged manoevering can be more fully investigated.
Pipes & Wires will make further comment as various parties stick their heads up and have a say.

Aus – Pipeline Trust buys the Murraylink
Introduction

In amongst the big boys slugging it out, a quiet little deal was finalised last month that saw the Australian Pipeline Trust (ASX:APA) pay $153m for the 220MW Murraylink Interconnector between Mildura and Berri in the Australian states of Victoria and South Australia. This article examines the Murraylink’s history and considers why a gas company might have bought it.

Background

The Murraylink’s business model was based on exploiting the difference between spot energy prices in Victoria and SA which were exacerbated by the shortfall of generation capacity in SA during hot weather.
This model was undermined when AGL built a gas-fired peaking plant north of Adelaide, so the original owners of the Murraylink, TransEnergie, successfully sought to have the Murraylink declared a regulated asset. This shifted the business model from an arbitrage basis to a simple “clip the ticket” model (Pipes & Wires #18).
Pipeline Trust’s strategy
We now ponder why a gas company might buy a power line.

Well for a start, the Pipeline Trust is no ordinary gas company. Readers may recall that AGL’s original purpose in establishing the Trust was to spin-off heavily regulated transmission assets into a separate entity that could attract shareholders who preferred the steady cash dividends and low capital growth of regulated stocks (the planned demerger of AGL and the recent formation of Alinta Infrastructure Holdings are predicated on the same principles). That established the Pipeline Trust as a specialist owner and operator of regulated energy transmission assets. 

Readers may also recall that regulated revenues from the Moomba – Sydney Pipeline (MSP) represent about 30% of the Pipeline Trust’s revenue. Addition of the Murraylink to the asset portfolio will reduce this to about 28% as well as providing long-term future certainty of revenue.
NZ – Unison’s price control woes nears the end

Introduction
Readers will be well aware of the Commerce Commission’s extensive action against Unison in regard to line charges which the Commission believed were leading to “excessive profits” in the Taupo and Rotorua network areas. Last month Unison agreed to reverse its most recent price increases from 1 April 2006 as a first step in making an administrative settlement with the Commission.

Recent events

Readers will recall that late last year this matter got as far as the Commission notifying its intention to declare control, and then holding a series of public conferences in Hawkes Bay, Rotorua and Taupo to gather representative views. Unison’s decision to reverse the latest price increase seems to have struck a sympathetic chord with the Commission which has publicly recorded its’ preference to a settlement process rather than proceeding to a declaration of control.
What could a settlement mean ??

It is expected that a settlement will involve Unison and the Commission agreeing on average prices for Rotorua and Taupo for a number of years. If agreement cannot be reached, control of Unison’s network by the Commission remains a distinct possibility. The Commission hopes to have the settlement finalised by the end of May, so hopefully Pipes & Wires will be able to make comment in June.
Disclosure of interest
Utility Consultants Ltd has advised Unison Networks Ltd on some aspects of its price control woes.
Aus – possible caps on the Snowy privatisation
Introduction

Pipes & Wires #49 discussed the planned privatisation of Snowy Hydro and indicated that further comment would be made once the prospectus was released and bids were gathered. This article examines the recent mumblings and grumblings over whether ownership caps should be placed on individual stakes, and why caps should be considered.

Possible reasons for the cap
The core of the matter is whether individual ownership stakes should be capped at 15%. Possible reasons for the cap include…

· Ensuring that Snowy doesn’t simply get amalgamated into a larger group leaving the NSW and Victorian governments open to accusations of “selling out to big business”.
· Limiting the ability of a generator to manipulate the peak power market.
· Limiting the ability of a retailer to manipulate the retail hedge market.

· Limiting the ability of any new owner to alter irrigation flows.

Exploring the market manipulation in detail
Snowy is a … probably the … major player in both the peak power and retail hedges markets. Hence control of Snowy by a single utility could result in spot price manipulation by operating or withholding generation at critical times, and similarly retail hedges could be withheld from the market or only sold at inflated prices.
Ownership caps would therefore seem to be a more certain means of restraining such dominance rather than through complex controls overseen by a regulator.

Global markets – efficiency versus effectiveness
Introduction

A common catch phrase in competition law seems to be “efficient operation of markets” which on the face of it seems a very noble and worthy goal. Accordingly most jurisdictions have at least one government agency (possibly even one dedicated to the utilities sector) that aims to uphold efficient operation of energy markets and ruthlessly eliminate any hint of market dominance or anti-competitive behavior. This article examines a couple of issues that have emerged in recent Pipes & Wires articles that would seem to strike right at the heart of this “efficient” operation … or do they.
What are these issue ??
· Attempts by individual member states of the EU to strengthen their own security of supply by easing the way for mergers that might otherwise have breached member-state competition law.
· Possibly adjusting the valuation of various components along the energy value chain to make contestable components more sustainable (or simply ring-fencing their unsustainable debt into a government –owned corporation).
· Entities that are prohibited from gaining further market share being the only entities willing to invest in new capacity.

Would it be so bad if markets were inefficient ??

Closer examination of the above issues that would seem to undermine such efficient operation reveals that these issues relate to the “effective operation of markets”. Most of us would agree that there is little point in being efficient if we are not being effective, and indeed it is pleasing to see some government agencies acknowledging this over-arching requirement to be effective by reaffirming security of supply as an important public policy outcome even to the point of embodying this in regulatory determinations.
So lets’ have a quick reader poll … please pick one of the following links to submit your view.
· We should maintain a focus on market efficiency.
· Maybe we need to refocus on market effectiveness.
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 the vital issues in energy…
· Current issues in power & generation

· 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
· African Utility Week – Cape Town (8 – 12 May). 

Utilities from all over Africa will meet at African Utility Week in Cape Town for an entire week from 8-12 May 2006 for the largest utility event in Africa. The City of Cape Town is pleased to be the host utility for the international event. In 2005, the conference and exhibition which look at issues from generation capacity all the way to metering, customer service and service delivery attracted 890 delegates from the electricity, water and gas sectors.  

The are 4 program components which include -  the 7th annual Metering, Billing and CRM Africa 2006; the 5th annual South African Prepayment Week; and the 8th annual Southern African Power Industry Convention and as a new imperative dimension, ESCO Africa, which looks at DSM and energy efficiency programs to assist cities in times of energy shortage.
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#50@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”.

· This link connects to the (time-delayed) Australian energy market 

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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