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	Welcome to Pipes & Wires #51 – this month has a mix of hot deals and regulatory issues.
We examine four deals – the proposal to sell the electricity retail businesses in the Australian state of Queensland, the agreement between Alinta & AGL, the proposal merger of Suez & Gaz de France, and the delay of the Contact – Origin merger. In between this we examine proposals to relax the hedge trading prohibition on lines companies in New Zealand, and the Electricity Commission’s draft decision to decline Transpower’s application for the 400kV line.


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


To be sent a detailed profile of recent projects, pick this link.
NZ – easing the way for lines company generation
Introduction

The Ministry of Economic Development has recently released a discussion paper entitled Investment in Electricity Generation by Line Companies which follows on from a previous Discussion Note in March 2005 and seems to emphasise the notion of “short of completely removing current ownership restrictions”. The MED is calling for submissions on this paper by 25 May 2006.

Background

In March 2005 the MED released the afore-mentioned Discussion Note regarding line company investment in generation and how it could be further facilitated short of completely removing the current ownership restrictions. The broad conclusion of this paper was that the industry should be consulted on the possibility of being able to buy energy on the spot market and trade in hedges up to the nominal output of its plant to cover occasions when the plant is unavailable.

Help with your submission

To get help with preparing your submission call Phil on (07) 854-6541 or pick here.

Aus – selling the Queensland retailers

Introduction

The Queensland government has recently announced the sale of both Energex and Ergon Energy’s retail businesses ahead of next years’ introduction of full retail contestability. After considering the background to retail contestability from a philosophical approach this article examines the structural aspects of this move and the level of buyer interest in the retail businesses.
Background - a philosophical perspective
The whole notion of introducing retail competition seems to fit well with the public policy objective of lowering electricity prices and improving service levels. From an ownership point of view, however, it devalues the utilities involved by squeezing their margins and increasing their risk exposure. In this specific instance the state government and by implication the tax-payer is also involved.

Structural aspects of the sale
The Boston Consulting Group’s recent recommendation that the entire state-wide system should be sold similar to the privatisation in Victoria was rejected in favor of splitting off and selling the two retail business. But what would the industry structure then look like – initial interest from potential buyers suggests that it probably won’t look like New Zealand or the United Kingdom where retail businesses have migrated the way of large incumbent generators.
Buyer interest

Interest by established retailers Origin Energy and AGL is already high and it is expected that China Light & Power and International Power might also be interested - a key determinant of buyer interest is likely to be the ability to hedge wholesale exposure by owning generation. The privatisation of Snowy Hydro could therefore play a significant role in the retail sale process. Conversely the enthusiasm of more asset-inclined investors such as Babcock & Brown, Macquarie Bank, Spark Infrastructure and SP AusNet is likely to be dampened by the exclusion of generation, transmission and distribution from the sale process.

Pipes & Wires will make further comment as further progress emerges.

NZ – an initial “no” to the 400kV line

Introduction

Late last month the Electricity Commission issued its draft decision declining Transpower’s application to build the much-talked about 400kV line from Whakamaru to Otahuhu. This article briefly examines the basis of that draft decision.
Background

In order to avert an expected shortfall of electricity transmission capacity into Auckland by 2010 Transpower had proposed to construct a double-circuit 400kV line from Whakamaru to Otahuhu as part of a package of grid reliability upgrades. Much of the detail of this proposed line has been discussed in Pipes & Wires #40, #45 and #47. 
Regulatory framework

The regulatory framework for approving grid investments is laid out in Section III of Part F of the Electricity Governance Rules 2003. In particular Rule 2 of Section III states the purposes of these rules which include inter alia facilitating efficient investment in generation and enabling the cost of approved investments to be recovered through the transmission pricing methodology.
Key elements of the draft decision

The first point to make – and this seems to be often overlooked – is that the Electricity Commission has approved a number of the other grid investments in the package of upgrades submitted to the Commission in September 2005 of which the 400kV line was part of. The Commission also records in its draft decision (at Page 89) that the proposed line (taken in conjunction with other proposed investments) represents good industry practice and furthermore that Transpower has followed all the required processes.
The basis for the Commission’s draft decision to reject the proposed 400kV line is “that there are alternative projects that minimise the expected nett market cost compared with the Modeled Proposal and therefore the Proposal does not meet the requirements of the Grid Investment Test as required by Rule 13.4.1.3”. The detailed analysis in regard to this Rule is set out in pp 62 to 85 of the draft decision. 

Making a submission on the draft decision

The Commission will receive submissions on the draft decision up until 5pm on Friday 9th June 2006. To get help with your submission pick here or call Phil on (07) 854-6541. 
Aus – Alinta and AGL reach agreement

Introduction

Readers will no doubt be aware of Alinta and AGL’s tussle to create an enlarged energy group - it seemed that an amicable merger on reasonably equal terms was nowhere to be found, and AGL’s planned demerger (Pipes & Wires #46) seemed further away than ever. To the surprise of many, last month saw the signing of a binding heads of agreement that will create the ASX’s largest energy utility.
The details

The overall deal is rather complex, but the key provisions are as follows…
· AGL’s infrastructure business will be combined with Alinta’s infrastructure business, and AGL shareholders will own about 46% of this business.

· AGL’s energy business will be spun off and remain 100% owned by AGL shareholders.

· The AGL shares held by Alinta will be cancelled and AGL will assume $1.2b of Alinta debt.

· AGL will have an initial 33% stake in Alinta’s West Australian energy business along with a number of call options that will enable it to take its stake to 100% over 5 years.
Pick here to download more info from AGL’s website.
Regulatory issues

As we have seen in previous mergers such as E.On’s acquisition of Ruhrgas, some regulatory concessions are usually necessary to avoid breaching competition law. One of the most immediately obvious regulatory issues is that the formerly competing (and therefore unregulated) gas transmission pipelines into Sydney from Moomba (owned by AGL subsidiary Australian Pipeline Trust) and Gippsland would be controlled by the same entity and could therefore require either divestment or some measure of access regulation. Pipes & Wires will make further comment as this issue and the overall merger proceeds.
France – Suez & Gaz de France seek merger
Introduction
The news that Suez and Gaz de France were considering a merger is certainly not new, and neither are the regulatory and national sovereignty issues that it raised. This article examines the formation of a national energy champion in the context of the EU directive 2003/54 to liberalise energy markets
The proposed merger

Earlier this year it was announced that French utilities Suez and GdF were considering a merger that would have created one of the world’s largest utilities with a value of about €73b (in a country that already boasts one of the world’s biggest utilities). It is expected that French authorities will make application to the EU for merger clearance any week now.
The really juicy bit that is only now emerging is that this proposed merger was actually to block an unwanted takeover of Suez by Italian utility ENEL.
Regulatory, competition & sovereignty issues

The following complex raft of issues has been identified…
· Suez and GdF could be potential competitors (especially if GdF proceeds with its plans to forward-integrate into electricity) and a merger could lessen competition.

· On the other hand a merged Suez and GdF could offer bundled electricity, gas, water & sewage.

· France has been slow to liberalise its own energy market despite taking advantage of other markets liberalising (especially the UK).

· The need to secure France’s gas supply through ownership of a strong French utility (similar to the argument put forward by the German government for E.On to own Ruhr Gas).

· The fact that the French Prime Minister announced the deal has strengthened the perception of state-sanctioned protectionism.

· Similar mergers in Germany and Spain have been allowed, so why shouldn’t France be allowed to merge its utilities.

· The rights & wrongs of the French government allegedly gazzumping ENEL’s proposed takeover of Suez.

As the various regulatory authorities work through these issues Pipes & Wires will make further comment and provide further analysis.
Aus & NZ - Contact – Origin merger delayed

Introduction

Pipes & Wires #50 discussed the proposed merger of Contact Energy with majority shareholder Origin Energy. Recent news indicates that this merger will delayed a month or two whilst additional regulatory approvals are obtained – this article examines those regulatory approvals.
The proposed deal

Readers will recall that the basis of the deal is to create an enlarged entity (to be called Contact-Origin) that will be 75.7% owned by Origin’s current shareholders and 24.3% owned by Contact’s other existing shareholders. Readers may also recall criticism of the deal for undervaluing Contact and diluting minority shareholder rights.

Regulatory approvals required

The following table outlines the regulatory approvals required and their status as we go to print….

	Type of approval
	Australia
	New Zealand

	Stock exchange
	In-principle approval granted by the ASX.

	Approval by the NZX still awaited.

	Foreign investment
	In-principal approval granted by the Foreign Investment Review Board.

	Approval by Overseas Investment Office still awaited.

	Securities regulation
	In-principal approval granted by the Securities & Investment Commission.
	In-principal approval granted by the Takeovers Panel


Shareholders meetings are planned for August, so hopefully Pipes & Wires will be able to make further comment then.

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
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#51@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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