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Holzschuh: Broadly speaking, how would you describe the 
strength of companies’ balance sheets in this sector? How 
have they fared since the onset of the fi nancial crisis?

Camilotti: In the space of the past 18 months, utility companies 
have found themselves in a very different world, with a series of 
momentous events, such as the collapse of giants of the banking 
system, the credit and wider fi nancial crisis, the reversal in demand 
and price growth, and the worst recession since the Second World 
War. Recession and the fi nancial crisis have heightened the risks 
that utility companies must manage. A major area of risk for 
utility companies comes from balancing short-term and long-term 
supply and demand. In turn, that means judging the pace of invest-
ment programmes to respond to a complex mix of future demand, 
energy security and climate change drivers. Governments in ad-
vanced economies, through their central banks, have responded 
forcefully to the fi nancial crisis with extraordinary measures. In 
addition, government action to support investment through addi-
tional public spending stimulus packages will help to strengthen 
the soundness of companies in this sector. These moves are a posi-
tive step in the right direction.

Oppel: Energy sector companies in the US fared relatively well in 
comparison to other sectors. Many energy companies experienced 
cutbacks in the form of streamlining their operations – such as 
layoffs and the sale of non-core competencies – as well as mini-
mising their discretionary spending in an effort to maintain the 
strength of their balance sheets.

Sirleshtov: Various parts of the power industry have been affect-
ed differently by the fi nancial crisis. We have seen some large 
and mid-sized oil and gas companies’ balance sheets being sig-
nifi cantly affected, both by the lack of consumption and decrease 
of offtake prices. Companies in the renewable sector are probably 
the ones least affected, partly due to the growing market for photo-
voltaic projects. Investments into new wind projects were frozen 
in the beginning of 2009, but continued throughout the second 
half of the year. The producers of power equipment suffered with 
decline of the sales in their traditional Asian and Middle East 
markets, but showed fl exibility by participating actively on the 
European scene. Compared to other sectors, the power sector has 
managed to survive the crisis, and still has huge potential.

Grieve: Australia hasn’t been as badly affected by the fi nancial 
crisis as other places – so generally, the balance sheets of compa-
nies that were producing before the crisis are still pretty strong, 
and as such, they have been able to raise capital in recent months. 
Some exploration companies have found it tough, but balance 
sheets are strong overall.

Barron: Many energy E&P companies have been severely im-
pacted by the fi nancial crisis, as cash fl ow has been greatly 
reduced, and costs of operations have not been reduced on a com-
parable basis. Various companies had signifi cant cash reserves 
built up during the realm of high product prices but at some com-
panies, these reserves have been reduced as recovery drags on. As 
such, balance sheets have weakened and project plans have been 

delayed during the past year. Many of the majors, major inde-
pendent and NOCs have not been impacted to the same extent as 
other companies due to their size of operations and previously re-
ported cash holdings. However, a drawn-out recovery may cause 
similar downward pressure on balance sheets and stock price re-
covery.

Papamichalopoulos: We understand that balance sheets in the 
public energy utilities sector are burdened with signifi cant debt, 
and the conditions of the new fi nancial credit environment do not 
support decisions to take on more debt, or to refi nance a signifi -
cant portion of it. Financing terms, in cases where funds are avail-
able are, commercially speaking, not attractive compared with 
offers made before the fi nancial crisis. This shortage of economi-
cally viable fi nancing tools has resulted in a signifi cant delay in 
the implementation of business plans which require third party 
equity, as it is also sought by other fi nanciers, including private 
equity and venture capital funds.

Daboo: Many energy companies have come through the credit 
crunch with strong balance sheets and the ability to invest strong-
ly, should they choose to do so. For instance, China’s CNPC has 
recently raised a $30bn loan for acquisitions. Nevertheless, the 
global recession has signifi cantly reduced demand – electricity 
consumption may fall in 2009 for the fi rst time since the Second 
World War – resulting in reduced profi ts, and this together with a 
shortage of credit has unmasked structural problems. As a result, 
many companies have been forced into looking seriously at their 
cost base and investment levels have plunged. This is against a 
background where the amount of investment needed to meet pro-
jected energy demands in the medium term, even taking account of 
the impact of the recession on global growth projections, remains 
extraordinary. The deferral of projects has signifi cant ramifi ca-
tions not only for energy poverty but also for climate change and 
potentially energy security.

Flaherty: Today, most utility balance sheets are reasonably bal-
anced, with suffi cient liquidity. The issue is really not about 
current strength as much as it is about future fl exibility – most 
utilities were very aggressive about securing lines of credit and 
borrowing sources to preserve liquidity when the markets looked 
as if they could be disrupted. Further, some companies were able 
to issue equity even when conventional wisdom thought that 
to be unlikely. Thus, in the short-term, adequate fl exibility was 
achieved and balance sheet strength was preserved for the near-
term. The challenge now relates to the need for a continual fl ow 
of borrowing and equity to fund the extended capex programs of 
companies. From this perspective, two outcomes need to happen 
to assure adequate strength: the debt and equity markets need to 
be effi ciently accessible, and; regulators need to avoid decisions 
that impede utility access to capital at reasonable costs.

Holzschuh: How has limited fi nancing availability affected 
key strategies, such as large capital expenditure programs?

Grieve: There have been some big projects that have not gone 
forward, but in general, companies have been able to move 8
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projects on – particularly in the areas of LNG and coal seam 
methane, which are two of the happening areas at the moment. 
There has also been considerable government expenditure, par-
ticularly in the renewable energy and carbon sequestration areas. 
As such, the limited access to fi nance has not had as signifi cant an 
effect as one might have thought. Indeed, China is still investing 
in Australia, and equity raisings are still possible.

Papamichalopoulos: There has certainly been a response in the 
strategies players follow, given the current market limitations. It 
is not a unique feature of the energy and utilities sector that capital 
has been hard to come by. While we have seen that there is an in-
terest in project development and acquisition, and that there are a 
number of players with the ability to invest, we have also seen that 
an unease to secure other fi nancing proves to be a major obstacle 
for the completion of such transactions. This can of course be at-
tributed to the uncertainty the players feel in terms of not knowing 
if and when the capital they have on hand will be needed, so that 
large capital-intensive programs do not move forward.

Daboo: Leverage is a feature of many projects in the industry 
– many energy companies have survived the credit crunch in good 
shape, but fi nance is still in short supply, particularly for smaller 
companies. Whilst fi nance is needed for new projects, we should 
not overlook the very signifi cant requirement to refi nance existing 
leverage, especially in power generation and power transmission. 
The impact on new projects is signifi cant. In oil and gas alone 
it is estimated that investment will be $100bn less than in 2008. 
Whilst some national oil companies indicated earlier this year that 
investment would not be curtailed, experience now shows that to 
have been an optimistic prediction. Investment in coal has also 
declined by as much as 40 percent on a year-on-year basis, albeit 
from all-time highs. Power sector investment has been severe-
ly affected by fi nancing diffi culties, as well as by weak demand. 
Investment in renewables projects has varied, but has overall 
fallen more than for other types of generation.

Sirleshtov: Limited fi nancing and the fi nancial crisis affects key 
strategies and key projects in Bulgaria and in the region. The 

Bulgarian second nuclear project for Belene power plant has 
effectively been put on hold, with RWE pulling out of its joint 
venture with the Bulgarian national electricity company. Similarly, 
Romania is suffering with the project fi nancing of Unit 3 of their 
nuclear project and could not complete the fi nancing on schedule. 
Bulgaria’s national energy strategy until 2020 has been in discus-
sion since 2008, but, mainly due to the debate about the huge in-
vestments in environmental technologies, it remains in draft form.

Flaherty: At this time last year, most companies were restrain-
ing their growth strategies – whether organic or inorganic. By 
the time fourth quarter earnings had been released, we had ex-
perienced a sharp reduction in capex on the order of around 15 
percent for the US utility industry. This reduction was generally 
focused on 2010, but has also affected the plans of companies for 
2011. Today, the level of planned capex still remains constrained 
for 2011, but by a smaller amount than occurred for 2010. In part, 
this refl ects a loosening in the market for well-capitalised com-
panies with constructive regulation and attractive projects for the 
core business. Nonetheless, the fi nancial markets remain very dis-
cerning with respect to the availability and placement of funds in 
the sector. For companies that are not well-capitalised, or where 
projects are too signifi cant as a proportion of their business, fi -
nancing has continued to be constrained.

Barron: In response to the restricted access to fi nancing, many 
projects were placed on hold, or development was delayed where 
the option was available. Near term projects in the one to three 
year timeframe requiring signifi cant capital have been delayed. 
Mid term and long term strategic developments have been re-
evaluated within the concept of an altered market for costs of op-
erations and forecasted product prices. M&A opportunities, as 
well as joint venture participation may become a part of the de-
velopment of the energy sector moving forward as capital rich 
companies seek opportunities to leverage their cash holdings into 
stagnant projects placed on hold.

Camilotti: Reliable data on recent trends in capital spending and 
demand is still coming in, but there is clear evidence that energy in-
vestments in most regions and sectors could drop sharply in 2009. 
The fi nancial turmoil severely affected the interbank market, in-
creasing credit spreads as well as the overall cost of funding. This 
notwithstanding, some positive factors should be considered. In 
the second half of the year, some major companies successfully 
launched jumbo bond issuance, attracting a good response in the 
fi nancial markets. For example, in September, ENEL successfully 
conducted a bond issue for an aggregate amount of €6.5bn. The 
demand exceeded €28bn, showing a continued access to capital 
markets. In addition, project fi nancing still remains appealing, 
representing one of the more interesting options. Growth pros-
pects, especially in the renewable energy market, appear solid in 
most parts of the world. However, the lessons learned and persist-
ent market constraints infl uenced deal structures in terms of their 
tight fi nancial ratio and sponsor support.

Oppel: Limited fi nancing availability and uncertainty of cost 
recovery has caused the cancellation or delay of several major 

While there is an interest in project 
development and acquisition, and that 

there are a number of players with the 
ability to invest, we have also seen that 

an unease to secure other financing 
proves to be a major obstacle for the 

completion of such transactions.

GUS J. PAPAMICHALOPOULOS
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transmission projects. Further, environmental and political pres-
sures have caused the cancellations of numerous coal-fi red plants. 
Finally, the global economy, regulatory uncertainty, perceived 
design and construction risk, lack of clarity in recovery of in-
curred costs and lack of loan guarantees caused some nuclear gen-
eration development plans to be placed on hold. In many cases 
the deferral of new projects was matched with a decline in system 
loads. One possible concern is whether an economic rebound will 
catch utilities behind in their system additions or simply pick up 
the pace with a year or two of delay in load growth.

Holzschuh: Can you describe some of the major legal and 
regulatory developments impacting energy & utilities compa-
nies? How will these changes infl uence board-level decisions?

Barron: Global warming, carbon emissions, access to new territo-
ry for exploration, timely permitting of utility facilities, certainty 
of market, contract terms and more will impact the industry. Many 
legal and political infl uences are not new, but the uncertainty of 
their implementation means that companies often schedule their 
future projects with numerous considerations either ill-defi ned or 
left to future analysis. Board decisions will have to be made with 
access to the latest information available and the realisation that 
contingency planning is a part of the initial decision in order to be 
in a position to adapt to changes that are certain to occur.

Oppel: A number of legal regulatory factors are likely to have an 
effect on energy and utilities companies in the near term, includ-
ing continued carbon legislation uncertainty, transmission siting 
and jurisdiction, cost allocation and recovery for transmission 
projects based on economic need, cost recovery for new nuclear 
generation projects, smart grid deployment and recovery of costs 
for those investments, plug-in hybrid electric vehicle (PHEV) de-
ployment, and increased demand side programs and correspond-
ing rate designs to support them. All of the above matters will 
infl uence where investments are focused, as well as the structure 
and direction of the upcoming rate cases.

Grieve: Australia had a change in government recently, which 
changed the focus of things – we signed Kyoto, and there is a push 
to do things in a more renewable way. We have not got through 
all the legislation that the government hoped they would, but the 
renewable energy target scheme has been set up, and that will 
have an effect on how investors are going to use their funds. The 
Foreign Investment Review Board (FIRB) has also changed its 
outlook somewhat under the new government, by taking a strong-
er stance on decisions regarding foreign investment – take, for 
example, the problems Chinalco had when trying to acquire Rio 
Tinto. Companies at board level now have to think more about 
carbon costs and renewable energy targets, and there is a plethora 
of state legislation dealing with all sorts of green issues that are 
affecting directors’ duties.

Sirleshtov: The Bulgarian Parliament introduced an extension 
of the 12-year offtake period for renewable energy producers 
in November 2008. Currently, the offtake period varies from 15 
years for wind power plants to 25 years for photovoltaic systems. 

The State Energy and Water Regulatory Commission approved 
higher offtake prices for renewable energy in March 2009, and 
passed some key decisions on licensing of new projects and diver-
sifi cation of the offtake prices for various hydro power technolo-
gies. Energy packages were approved in the summer of 2009 at 
the EU level, thus leading to further drafts of changes to national 
legislation.

Flaherty: For the most part, current policy at Federal and state 
levels is focused on creating programs that require signifi cant 
and sustained capital commitment such as transmission build, ef-
fi ciency investment, renewables proliferation and environmental 
compliance. However, these programs will have the unintentional 
effect of exposing companies to fi nancial market risk as regula-
tors may later determine that while the capital should be expend-
ed, it doesn’t mean it will always be recoverable. In addition, 
these policy directives require long lead-times to benefi t invest-
ments and will place intermediate term pressure on both corpo-
rate balance sheets and customer rates before benefi ts are realised. 
Thus, the risk of prudent costs not being fully recognised by regu-
lators for recovery because of the cumulative affect on escalating 
prices to customers looms in the future. Boards have to assess the 
potential risk of non-recovery in evaluating the merits of growth, 
modernisation and compliance programs. 

Papamichalopoulos: The European Union’s 20/20/20 climate 
change plan – 20 percent greenhouse gas emissions reductions, 
and 20 percent increase in the share for renewables by 2020 – has 
had wide-ranging effects on the decision making of companies 
in a number of areas. These include multinational and intercon-
tinental natural gas agreements, waste management policies and 
goals, the lowering of feed-in tariffs and subsidies available to 
renewable energy developers. However, decisions based on these 
framework changes often have inconsistent effects: whereas an 
EU directive may promote government and private commitment 
to further development, other national rules and policies, based 
on other criteria like foreign policy and economic concerns, may 
actually hinder such developments on infrastructure.

Daboo: The big issue is how energy policy and regulation will 
develop to deal with climate change. Governments are yet to really 

Many legal and political influences are 
not new, but the uncertainty of their 
implementation means that companies 
often schedule their future projects 
with numerous considerations either 
ill-defined or left to future analysis.

ALLEN C. BARRON 
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grip this issue, and whilst talk of the actions needed to achieve 
2020 targets is of some interest, the scope and scale of the change 
needed will only be seen by modelling the longer term outlook to 
say 2050. Indeed, the implications are far reaching – for instance, 
to make a meaningful impact, electricity generation capacity will 
need to be refocused and economics will drive a signifi cant in-
crease in nuclear generation – the relative cost of alternative tech-
nologies be they CCS or renewables just do not add up at the 
moment. However, other impacts, such as the need to move logis-
tics off the road and onto rail, may play a signifi cant role. Finally, 
recent regulation of the energy sector has been primarily focused 
on managing the short term cost to the consumer. In future, it will 
need to also deal much more clearly with the long term sustain-
ability of the power generation business – a shift that, for instance, 
the railway regulator in the UK has successfully made.

Holzschuh: In your opinion, what are the core principles of 
government energy policies in your region?

Flaherty: Unfortunately, it is the lack of core principles that ham-
strings intelligent policy design in the US. While it sounds politi-
cally correct to advocate a green future, addressing this issue in 
the absence of others simply makes any consideration incomplete. 
The US needs to step back from single issue policy design and 
think about a truly integrated national energy policy that would 
align supply, demand, technology, pricing, the environment and 
risk tolerance. Piecemeal policy creation runs the risk of over-
looking the cumulative impacts of change, as well as the natural 
need for integration of interests and outcomes. An unnatural out-
growth of the lack of clear energy policy principles is that man-
dates are now competing for the ‘fi rst call’ on corporate capital 
investment, which substitutes governmental decision-making for 
that of management.

Barron: The US energy policy has always seemed to be ‘cheap 
energy at whatever cost it takes to keep it cheap’. Whichever gov-
ernment is in offi ce wants a voting populace that has an abundant 
supply of inexpensive energy that is readily available at the push 
of a button. Direct taxes to the consumer are kept low, with the 

industry itself carrying the burden through various taxes placed 
upon development and distribution. Social and economic costs 
are hidden under political agendas. As with all taxes and obli-
gations, ultimately the consumer bears the burden. Alternative 
energy sources are supported by the government not only through 
the conception and development stage, but into distribution in 
lieu of practical market driven economics determining the best 
energy mix for the country. A comprehensive energy policy is 
often debated but never concluded in a practical manner.

Daboo: In Europe, energy regulation may well be at an infl ec-
tion point. As energy integration increases, regulation will in-
evitably become more integrated. Energy security remains a big 
issue, and this is driving a push for greater connectivity within 
the EU. Affordability and energy poverty, particularly in Eastern 
Europe, are also high priority. So too is climate change. The reg-
ulators can contribute signifi cantly to tackling climate change, 
notably through providing the regulatory and legal stability which 
is needed to attract appropriate large-scale and long-term invest-
ment in networks, through providing adequate incentives to meet 
the EU’s sustainability and security of supply objectives, and 
through market monitoring and transparency. It is questionable as 
to whether the approach to regulation in Europe has focused suf-
fi ciently on these objectives to date.

Camilotti: The core principles underlying the Italian govern-
ment’s energy policies were aimed at ensuring that competition 
and effi ciency will be promoted in the sphere of public utility 
services, in addition to adequate levels of quality in these serv-
ices under economically viable and profi table conditions. The 
government further wished to guarantee their uniform avail-
ability and distribution throughout the country by establishing 
an unequivocal system of tariffs based on set criteria, as well as 
promoting the interests of users and consumers in light of EU 
regulations on the matter and general policies laid down by the 
government. The system of tariffs should reconcile the economic 
and fi nancial objectives of the parties providing the service with 
general objectives of a social nature, including resources.

Papamichalopoulos: The energy policies of past Greek govern-
ments have been made keeping in mind a balancing act between 
several important, if divergent factors. These include certain stra-
tegic partnership interests, European law and mandates, environ-
mental concerns as well as the economic reality. Unfortunately, 
burdened by a cumbersome bureaucratic process, these have 
proven uneasy partners, to the detriment of newer and cleaner 
energy policies. However, there is an indication by the newly 
elected government that, to the largest possible extent allowed 
by the current economic situation, there will be a serious com-
mitment towards green energy, clean energy, and alignment with 
the goals set forth by the European Union. The core principles 
may not change themselves, but the focus from one to another is 
likely to shift.

Sirleshtov: The core principles of the governmental energy policy 
in Bulgaria are security of supply for the imported energy resourc-
es, energy effi ciency and the development of local energy sources. 

Piecemeal policy creation runs the 
risk of overlooking the cumulative 
impacts of change, as well as the 

natural need for integration of 
interests and outcomes.

THOMAS J. FLAHERTY
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The security of energy supply relates to the mix of nuclear, thermal 
and renewable electrical energy that Bulgaria enjoys and plans to 
develop further. Energy effi ciency has been supported by both 
local and international fi nancial sources, and with the approval of 
the amendments to the Energy Effi ciency Act, these issues have 
been elevated to national importance. The development of local 
energy sources has been supported by amendments to the renew-
able energy legislation and the support given to exploration ac-
tivities, which are currently under way.

Grieve: The government is looking at a variety of areas – for 
example, nuclear is a live issue almost all the time. We have huge 
nuclear resources in Australia, but at the moment, we’re not pre-
pared to allow that resource to be properly utilised. LNG is also a 
big issue in Australia, and the government is fast-tracking a lot of 
development approvals for LNG, in the hope that we will become 
one of the world’s largest producers and exporters of LNG in the 
next decade or so. Further, there are a lot of British companies 
out here involved in that area – notably British Gas. Ultimately, 
anything that looks like it will allow the government to hit its 
renewable energy and carbon minimisation requirements will 
become a core principle of government energy policy.

Oppel: The core principles centre on encouraging changes in end 
user behaviour regarding the use of electricity and decisions con-
cerning the fuel source for the electricity. This is primarily the 
result of the energy effi ciency target, renewable portfolio stand-
ards, demand response participation in capacity markets, and 
emissions legislation – all of which are focused on achieving a 
low carbon future.

Holzschuh: To what extent are environmental issues domi-
nating management thinking? Is this a positive development 
for the energy & utilities sector?

Grieve: To a great extent – we have a government that got into 
power on the back of its green credentials, supported by the 
Green Party, so I think management is aware that their compa-
nies are going to have to comply with the new regulations. It is 
expected that there will be a cap and trade policy, but no one is 
quite sure what form it will take – it is currently being negotiated 
by the Opposition and the government. So it is at the forefront of 
everyone’s thinking, that there will need to be some compliance, 
and what the costs will be, and there is a huge amount of lobby-
ing from industry to government to try and ameliorate what is 
seen to be some of the downsides to such regulation.

Sirleshtov: Environmental issues have been traditionally con-
sidered as a burden to the industry, and did not preoccupy man-
agement thinking as the sanctions were of limited nature. This 
is changing, and it is safe to say that management thinking is 
considering environmental issues as one of the key matters in 
the power sector. As part of the EU accession process Bulgaria 
negotiated the closure of some units of its existing nuclear and 
thermal power projects and these commitments were duly ful-
fi lled. Nowadays energy and environment are closely linked and 
in my opinion this is a positive development.

Camilotti: Environmental compliance is no longer the target, but 
the fl oor from which economic value can be created. Awareness in 
the overall community of the crucial role played by environmen-
tal issues is probably one of the most important goals achieved by 
the EU. The mandatory targets imposed by the EU, inserted in a 
legislative rather than a voluntary domestic context, are inevitably 
infl uencing medium to long-term business strategies and policies. 
Developing environmentally conscious products utilising energy 
effi cient technologies has become a must, no longer an option. A 
sound environmental management approach seeks to make com-
panies simultaneously more competitive and environmentally 
responsible and offers new opportunities for growth. This new 
scenario represents, at the same time, an important challenge and 
a potential opportunity for the energy and utilities sector.

Oppel: Environmental issues and pending carbon legislation is 
at the forefront of energy companies’ management minds. This is 
driving their power supply investment decisions and their portfo-
lio valuations. An obsession on the reduced carbon future without 
due consideration of reliability impacts on the grid and system 
operations is not viewed as a positive development for the energy 
and utility sectors. A comprehensive energy policy recognising 
the use of natural gas as a bridge fuel to the low carbon future, 
as well as the reliability needs of the grid, will be required. Some 
utilities may view carbon regulations as creating a potential new 
source of corporate wealth and competitive advantage.

Papamichalopoulos: There is an increase in the extent to which 
environmental factors play a part in management thinking today, 
both private and public. The public part is especially important in 
Greece, where private initiative has often been thwarted by insuf-
fi cient government regulations, frameworks and fi nancial support. 
A top-to-bottom approach in the protection of the environment in 
all areas, but especially in the energy and utilities sector, where 
the government should actively support such protection, can only 
have a positive development in a sector that was due for moderni-
sation a long time ago. It will take some time for the necessary 
changes to come into effect, but increasingly management think-
ing is forward looking and more of a support rather than an obsta-
cle to modernisation.

The mandatory targets imposed by the 
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Barron: Environmental concerns dictate many boardroom deci-
sions. Projects have died because of the environmental concerns 
associated with a project and its potential impact on a corpora-
tion’s balance sheet. Since a negative environmental occurrence 
can have a life of its own, even beyond the practical life of the 
project or the company that had ownership at the time, a manage-
ment group must examine the risk of operations and assess the 
reward potential associated with the project. A well thought out 
business strategy dealing with the possible occurrence of an envi-
ronmental concern is a necessity for businesses in today’s market. 
The energy and utility sectors are often burdened with being in 
the public eye so that negative situations are more pronounced. 
Usually the preparation for these potential outcomes results in 
companies being better prepared when dealing with the situation.

Daboo: In many ways tactical priorities are dominating manage-
ment’s thinking at the moment. The day to day issues of reduc-
ing costs, managing the workforce and suppliers and accurately 
forecasting demand are taking up time. However, energy policy 
is a key topic in strategic decision making and inevitably envi-
ronmental issues are a signifi cant piece of that jigsaw. To invest, 
in particular in less carbon intensive energy sources, requires the 
right regulatory regime and the belief that this will be maintained 
over the long term. In many parts of the world governments have 
started to encourage this shift and this can be seen in some of 
the elements of the various economic stimulus packages that have 
been put in place. But the consensus is that there is a very long 
way to go. A good example would be wind farm development in 
the US where the tax incentives appear attractive but investment 
is still very slow.

Flaherty: The pendulum has swung too far back from the value 
of diversity to the penalty of non-compliance. Environmentalism 
has become omnipresent in both policy development and the sur-
rounding rhetoric. Unfortunately, the depiction of environmen-
tal stewardship is biased. It will be impossible to achieve desired 
emissions targets without the consideration of the most necessary 
element of a generation portfolio – nuclear. Yet, in their zeal for 
reform, environmentalists are dismissive toward the most mean-

ingful contribution to large-scale emissions avoidance. Too often, 
management thus fi nd itself responding to the passion, rather than 
the logic, of the evangelists, and this invites incrementalism in 
policy development and adherence, rather than optimisation of 
choices and outcomes.

Holzschuh: What trends are you seeing in the push for renew-
able energy throughout the sector? In what ways is this re-
shaping the future of the industry?

Daboo: There is no doubt that fossil fuels will remain a key 
– indeed the dominant – source of energy for the near term. At 
present low carbon technology on a large scale remains prohibi-
tively expensive and only government incentives are allowing its 
introduction. Companies are reluctant to investment whilst policy 
remains uncertain. However there is a real prospect that renew-
able energy production will grow signifi cantly in the context of 
reducing cost (as technology matures), high fossil fuel prices and 
continuing government policy support. However these sources 
are unlikely to exceed fi ve percent of energy generation in 20 
years time, so they are not a signifi cant factor in the sector as 
a whole. However, if energy policy is reshaped by the growing 
imperative of managing climate change then the picture will be 
very different.

Flaherty: While many companies are chasing alternative energy 
as a matter of sound corporate citizenship or conformance to ex-
isting mandates, others are asking whether this is simply ‘fools 
gold’. In one sense, the renewables model is reminiscent of 
PURPA – expensive, subsidy dependent and non-scale – all non-
virtues for effi cient portfolio composition and operation. For large 
companies, the impact of adding renewables may well be inconse-
quential as they barely move the needle from a portfolio or earn-
ings perspective. Thus, these investments become nothing more 
than an expensive distraction to management. I would expect that 
the level of ‘dabbling’ declines and companies rethink the wisdom 
of over-reaching in this sector.

Barron: Renewable energy is the buzzword of political and envi-
ronmental directives, and that should result in a cleaner, greener 
landscape. The push is on for more of everything, as long as it’s 
green. The general words of wisdom, even from the energy and 
utilities sectors, are that the drive to renewable energy is a good 
intention, but the drive must recognise the cost and time nec-
essary to redirect the consuming public. That there will be still 
be trade-offs and compromises necessary to effect the change is 
the often overlooked corollary. In the mean time, non-renewable 
energy will carry the energy consumption burden and it will need 
a defi ned playing fi eld with proper economic incentives in order 
to continue. Many traditional energy companies are addressing 
the push to non-traditional sources of energy since they are in the 
business of supplying basic energy.

Grieve: Australia is highly dependent on coal, not only for its 
own use, but for exporting too. One would think that that’s not 
going to change drastically in the near future, but ultimately, re-
newable energies will have to be part of the energy mix. As such, 
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clean coal and carbon sequestration technologies are being looked 
at very carefully, and a lot of money is being put into those areas. 
There is also wind power, biomass, biofuels, solar, and some geo-
thermal. However, we expect that hydro will be phased out – it 
used to be a big part of the renewable energy mix in Australia, but 
it’s very costly and water is at a premium. Coal seam gas, whilst 
it’s not renewable, is seen as being a lot greener than other fuels, 
so there is an enormous amount of investment going on in coal 
seam gas, particularly in Queensland.

Sirleshtov: Bulgaria has made some good progress towards 
changes in renewables legislation, in order to further promote 
investment in this sector. The trend is to potentially introduce a 
fl oor for the feed-in tariff of renewables until 2015 and keep the 
diversifi ed off take periods. The energy mix is very much needed 
in order to keep the wholesale prices affordable for the end cus-
tomer. The future of the power industry is closely related to the 
renewable sector and governmental support mechanisms are pro-
viding further incentives for this positive trend.

Camilotti: The Directive on the promotion of use of energy from 
renewable energy sources sets out the contribution expected from 
each member state – so-called ‘burden sharing’ – in order to 
meet the mandatory targets to be achieved by 2020. These targets 
include a 20 percent reduction of greenhouse gases, production 
of at least 20 percent of the total EU energy bill from renewa-
ble energy sources, increasing energy effi ciency and savings by 
200 percent, as well as reducing greenhouse gases by having at 
least 10 percent of transport fuel produced from renewable energy 
sources. This, coupled with the US’s ‘Green New Deal’ and the 
recent opening up of the BRIC countries, leads us to conclude that 
renewable energy is not just a new passing trend or mere specu-
lation but a solid choice of an alternative way, although limited 
in magnitude, of producing energy compliant with environmental 
requirements. 

Oppel: Trends seen include: transmission development focused 
on renewables integration; increased loan guarantees, tax credits, 
and other incentives to increase rate of development; the main-
streaming of wind as a traditional generation resource; and in-
creasing revenue requirements to pay for higher cost renewable 
resources.

Papamichalopoulos: Renewable energy has faced obstacles in the 
region and globally – and the current economic downturn is just 
one of these. There is quite a divergence between countries that 
have highly developed renewable energy strategies and those that 
have not. Issues such as grid connection and capacity, subsidies 
and investment costs can prove diffi cult for certain players that 
wish to push for the development of renewable energy projects, 
and at a time when project costs for renewables have fallen, the 
abilities of States to offer the subsidies that these projects almost 
always rely on have fallen likewise, not to mention the decrease 
of feed-in tariffs. In this sense, the economic crisis has created a 
lost opportunity for the effective push of renewable energy as a 
comprehensive alternative to and replacement for current energy 
schemes. However, as more and more players in industry see that 

the use of renewable energy is a one-way street if they wish to be 
successful in the long run, the future of the industry looks green. 
All it needs is the economic pendulum to swing the other way.

Holzschuh: What have been some of the underlying drivers of 
M&A activity in the energy & utilities sector over the last 12-
18 months? Do you expect to see an increase in cross-border 
transactions going forward?

Papamichalopoulos: Over the past 12-18 months, and especial-
ly the last year, we have seen a shift in M&A activity that has 
been in keeping with the overall credit crunch. While there are 
numerous private equity funds that have the capital to invest in 
the energy and utilities sector, their hesitation to do so has been 
notable. It is defi nitely a buyers’ market, but there is also a big 
fear of buyers’ remorse on the part of investors, and this has kept 
M&A at low levels, especially when it comes to large-scale in-
vestments. This hesitation can most likely be attributed to the un-
certainty about how and when the current crisis will end. Also, the 
uncertainty created by the introduction of new regulations affect-
ing the commercial operation of the sector, is another important 
element. Therefore, there is an unwillingness to commit capital in 
any market, but more so in a market that has traditionally relied 
on debt for its investments. Once there is a light at the end of the 
tunnel, it is almost certain that cross-border transactions will pick 
up at a rapid pace.

Sirleshtov: M&A activity in the power sector was driven by the 
lack of suffi cient exploration companies to maintain research 
programs and by the growth of the number of renewable energy 
projects available on the market in various stages of development. 
We currently see many investment funds looking to invest into 
developers across Central and Eastern Europe with their main 
focus being wind and photovoltaic projects. Institutional lenders, 
such as the EBRD and JBIC, supported M&A activities in the 
region by providing fi nancing for some of the key acquisitions of 
projects from local developers, helping to get those projects to a 
fi nancial close.

Camilotti: Aggregation, in order to reach a reasonably competi-
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tive market size, was the basic driver of M&A transactions over 
the last 12-18 months in Italy. Contrary to the European trend, 
which registered growth of 26 percent in 2008, Italy had a de-
crease of about 25 percent. This was mainly due to the fact that the 
aggregation process of domestic public utilities was almost com-
pleted over the past few years; nowadays the domestic market is 
actually composed of fi ve or six leading players. Global national 
players like Eni, Enel and Edison have strengthened their pres-
ence abroad through important transactions like the acquisition 
of Endesa by Enel. At the same time, major foreign investors like 
E.ON and GdfSuez have entered the Italian market, while many 
foreign players have shifted their investments in the renewable 
sector from Germany and Spain to Italy, also due to the attractive 
incentive system in force, which is presently the most generous 
in Europe.

Daboo: Consolidation and joint ventures remain features of the 
energy and utilities sector. Smaller and highly leveraged compa-
nies fi nd themselves vulnerable, whilst national oil companies and 
sovereign wealth funds remain strong buyers of the right energy 
assets. International oil companies are seeking new reserves and 
are looking at ways to access newly opening areas, such as Iraq, 
Kurdistan and Brazil’s subsalt. However, for utilities, disruption 
to fi nancing is putting already thin returns in doubt, resulting 
in some disposal activity. Furthermore, large fi nancing require-
ments, even for high quality projects, is driving joint venturing 
and deregulation in some markets continues to drive unbundling 
of generation, transmission and supply. A desire to become ‘fuel 
independent’ is driving companies to diversify generation sources 
into ‘alternatives’ and to acquire equity gas. In addition, the re-
emergence of nuclear generation has resulted in a number of 
strategic acquisitions and tie-ups of various sorts. One area for 
speculation will be whether the push for increased connectivity 
within the European region will lead to companies seeking to 
create truly pan-European utilities companies.

Grieve: We haven’t had a huge amount of M&A, but what there 
has been has come from offshore. There has been quite a deal 
of investment from China, but much of it has been blocked by 
FIRB – for example, the merger between Rio and BHP Billiton 

failed, but they seem to be getting around that by entering into a 
joint vehicle for fi ne oil production in Australia. However, there 
has been the purchase of interests by entities like St. Austen and 
AGL, Shell has been involved in LNG and coal-bed methane in 
Queensland, as has British Gas. On a long term basis, these in-
vestments will take 20 or 30 years to really come to fruition. So 
that’s where it is at the moment – at the smaller end of the market 
there has been a few takeovers, but that’s mainly between compa-
nies that have been struggling and have been aggregating interests 
in smaller projects.

Oppel: Drivers include the realignment of M&A priorities with 
anticipated low carbon future, the impacts of climate change on 
assets, and the recession, which is impacting transactions and re-
sulting availability to a constrained and expensive credit market. 
Further, expect to see continued interest of European fi rms in ac-
quiring assets in the US.

Flaherty: In the US, transactions – whether assets or stock – have 
ground to a virtual standstill. This is mostly the result of the un-
certainty regarding future energy policy and the tightness in the 
markets for lending for this type of event. However, the lack of 
adequate balance sheet strength for the long-term to fund extend-
ed capex programs will drive companies toward one another in 
the desire to strengthen the enterprise and attain enhanced liquidi-
ty and fl exibility. The vulnerability to intermediate weakness in fi -
nancing capacity provides an opportunity for well-heeled entities 
like private equity, infrastructure funds, sovereign wealth funds 
and, foreign utilities to fi ll this balance sheet void. This is par-
ticularly true given the weakness in the dollar and the value that 
is recognised in quality assets. It is likely that the European and 
Asian investment and power communities will once again adorn 
the headlines in 2010 with unexpected acquisitions of companies 
and asset portfolios.

Barron: The need for companies to acquire cash to pay down 
debt during times of falling product prices has provided the 
market with certain assets for acquisition. In addition, partial sale 
of interest positions in the E&P sector has enabled companies to 
recoup investments driven by earlier decisions to become a major 
player in an emerging play, where intense competition for acreage 
positions had loaded front end costs to an almost burdensome po-
sition. A refocusing of long term goals has also meant that compa-
nies are again defi ning what comprises their core assets, a result 
of which will be signifi cant non-core properties being designated 
for disposition. Cross-border transactions should continue only 
where the move makes economic and political sense, but will 
probably not increase if the fi nancial recovery proceeds at a pre-
dictable but modest pace.

Holzschuh: What factors are affecting current valuations for 
energy & utilities companies?

Sirleshtov: The predictability of offtake prices and the lack of 
a fully introduced feed-in tariff are the two factors that are af-
fecting valuations of energy and utilities companies in Bulgaria. 
The fact that some of the generation capacities and the electricity 
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distribution network have been privatised provides further uncer-
tainty when evaluating the potential privatisation targets for the 
new government, which are mid-sized hydro power plants and 
the minority packages of the three electricity distribution com-
panies. The lack of an approved energy strategy for Bulgaria, at 
least until 2020, also contributes to the current uncertainty in the 
power sector.

Camilotti: While regulated utilities generally have more pre-
dictable cash fl ows than companies in many other industries, it 
would be a mistake to view all regulated utilities as identically 
low-risk businesses. A number of credit concerns exist for regu-
lated utilities. These include the regulatory and political environ-
ment specifi c to a given utility company, commodity price risks 
and the utility’s ability to pass on costs to consumers, operating 
risk, including the risk of a prolonged, unplanned outage, compe-
tition, obsolescence and technology risks, and industry consolida-
tion through M&A activity. The fi nancial condition of regulated 
utilities can also vary widely and is an important component of 
credit evaluations. Usually, a fi nancier’s assessment emphasises 
cash fl ow fi nancial measures rather than equity or earnings-based 
ratios. The analytical focus is on the adequacy of the utility’s cash 
fl ow relative to fi xed charges, debt obligations and capital expen-
ditures, as well as its capital structure, liquidity and profi tability.

Papamichalopoulos: Valuing energy and utilities companies is 
an inexact science, and as such there is always more than one way 
to measure a company’s value. Some ways are better than others, 
and different factors affect different means of measuring different 
companies within different fi elds. However, some generalisations 
that hold relatively true can be made: in oil and gas companies, 
valuations are mainly affected by the price of oil, the production 
levels of gas and oil, and the security of supply, while for renewa-
ble energy companies, valuations shift based on factors like feed-
in tariffs, grid capacity and the cost of technology.

Daboo: There are many drivers for individual companies, but the 
energy sector’s valuations have two key drivers: the world eco-
nomic outlook and short term commodity price trends. Other than 
this it is very diffi cult to generalise. For instance, values in the 
wind generation sector are strongly driven by the state of per-
mitting of key projects whereas values in the utility sector are 
driven by factors such as the regulatory outlook, M&A potential 
and exposure to commodity prices. The impact of currently low 
gas prices and a short term expected over supply of LNG is also 
signifi cant for some companies.

Flaherty: The lack of a clear policy and implementation timing 
in the US complicates the ability to understand market shape, dy-
namics and valuations. In many cases, the range of values is wide, 
refl ecting different views of policy direction, specifi c mandated 
target levels and assessment of the ability to respond or prosper 
under these alternative regimes. Valuations simply cannot be ac-
curately determined when the range of impacts is so dependent 
on rules and requirements that are not fully defi ned. More impor-
tantly, the interpretation and application of these mandates is also 
still unknown as there are several levels of regulatory oversight 
that need to be navigated. Given the uncertainty over the manner 
in which regulators will respond to sustained price increases, the 

earnings prospects and fi nancial integrity of utilities is far from 
well understood, or capable being accurately differentiated.

Barron: The long term outlook for energy prices has a major 
impact on the valuation of a company’s assets, along with the 
cost and availability of capital to develop those assets. Historical 
prices realised over the past year will certainly dictate what many 
public companies will use to value their assets for reporting pur-
poses, but use of these prices are not necessarily a good indica-
tion of the company’s true value. However, these reported values 
may infl uence a company’s relationship with its fi nancial backing 
and an inability to meet its covenants could well result in a lower 
value rating and forced sale of assets.

Grieve: There have been some large amounts of money paid for 
these projects, because investors are taking a long-term view of 
the asset. It may be that some deals will not go through that might 
have had the economy continued to rock along, but assets have 
not been snapped up at bargain basement prices. The strength of 
the Australian dollar has probably affected the prices, as has the 
rising interest rates. However, the perceived growth of the Asian 
markets, particularly China and India, will support the value of 
assets in Australia.

Oppel: Uncertainty about carbon regulations, renewable energy 
requirements, energy effi ciency mandated targets, fuel costs, plant 
construction costs, load growth, recovery on investment. Possible 
diminished ability to achieve cost reductions through synergies, 
given the belt tightening that many have undergone in the last 18 
months.

Holzschuh: In terms of challenges and opportunities in this 
sector, what are your predictions for the year ahead?

Papamichalopoulos: It is pretty clear that the biggest short term 
challenges for the energy and utilities sector are the credit crunch 
and lack of debt fi nancing, which has effectively frozen numer-
ous projects all over the world, and insuffi cient national regu-
latory frameworks that often stifl e development. There are also 
challenges that need to be addressed in energy infrastructure: 
expansion of the grid connection capacity, oil transport options 
to emerging markets, securing gas quantities from suppliers and 

There have been some large amounts 
of money paid for projects, because 
investors are taking a long-term view 
of the asset. But assets have not 
been snapped up at bargain basement 
prices.

GORDON GRIEVE

8



ROUNDtable

www.financierworldwide.com |  December 200December 200December 9  FW  |  REPRINT

gas pipelines enabling the supply. All these need to be tackled as 
soon as possible, even if it is not possible to achieve objectives in 
a single year. However, as the economies of almost all countries 
are in some peril, there is a huge opportunity to create and use 
multilateral and international institutions to help develop the ap-
propriate legal and regulatory framework to facilitate the proper 
fl ow of foreign direct investment for energy projects. Using the 
need for cooperation to set up the structures that support the 
maximisation of project development and fi nancing is the most 
important step that can be taken, with far reaching short and 
long-term benefi ts.

Flaherty: It is probably more likely that another targeted energy 
act emerges than any climate legislation is enacted along the 
lines of what has been suggested. Given the number and cost of 
major programs offered by the Administration, the capacity of the 
economy to absorb these impacts is reaching an infl ection point. 
With respect to industry consolidation, I expect that both an in-
frastructure fund and a foreign utility will announce transactions 
for US companies in this next year. While not jump-starting a 
new trend, it will spur renewed consideration among well-capital-
ised buyers, as the number of sub-$3bn market cap companies has 
swelled with the downturn in the utility index. Finally, it is likely 
that the EPA will seek to exercise its new-found authority and es-
tablish requirements that will be adverse to near-term utility strat-
egies, valuations and options. The effects of these requirements 
are diffi cult to judge at this time, but promise to be demanding, 
expensive and yield unintended consequences.

Grieve: While our economy is not perhaps as strong as the 
Reserve Bank thinks it is, but clearly, we’re in nowhere near the 
strife that other countries are. But the strength of the dollar is 
probably going to dampen the market a little bit. Furthermore, one 
of the things that has held us back was the infrastructure problems 
that we have – with our ports, with our railways, we need to spend 
a lot on infrastructure in this country. So in some respects, we 
are as always beholden to people from offshore investing in the 
country, and that will depend on China and India, and obviously 
Europe and the US when they recover. But that’s a timing thing 
rather than something that will not happen. There is plenty of op-
portunity to tap into the government funding in renewable energy, 
and there are opportunities in renewable energy companies, but at 
the moment it is hard to get funding in those areas because of the 
uncertainty surrounding the new regulations. 

Daboo: Short term drivers will remain strong for many compa-
nies, and particularly the imperative to cut costs, reduce debt and 
manage capital expenditures. However, the prospective of a dis-
ruptive and globally coordinated change in energy policy means 
that strategic planning is both the biggest challenge and opportuni-
ty facing the sector. In the words of the IEA “current global trends 
in energy supply and consumption are patently unsustainable – 
environmentally, economically and socially. But that can – and 
must – be altered; there’s still time to change the road we’re on”. 
Predicting and/or reacting to, as well as contributing to shaping, 
the future energy policy for the world must be a priority. World 
energy needs will continue to increase and this provides huge op-
portunity for profi table investment. But what will be affected is 
where this investment will be spent – in a world with little change 

in policy it will be a case of more of the same with a huge need 
for investment in oil production capacity over the next 20 years. 
Much of this challenge lies in the hands of the OPEC countries. In 
a world where energy policy is driven by climate considerations, 
the impact will be driven by greenhouse gas targets. Investment 
will be diverted to low carbon sources of energy generation, in-
cluding nuclear, CCS and other ‘alternatives’.

Barron: Predictions run rampant and reliability runs under-
ground. Limitation to capital will apparently continue for the 
near term until eventually the fi nancial markets feel comfortable 
with predictions of energy sector stability and growth. It will be 
a challenge for both the energy and utility sectors to convince the 
capital markets that the adjustment period is over and moderate 
predictable growth will be the future for all concerned. The cer-
tainty of this prediction will not be known until suffi cient time has 
passed, during which, changes in the marketplace may require a 
new prediction to become the norm. Industry cycles from boom to 
bust to boom have not been forecast with any apparent accuracy; 
however, their evidence occurs when viewing the past.

Oppel: I expect to see advancements in some, but not all of the 
following issues in 2010: transmission development – cost al-
location and recovery will continue to be a major issue without 
FERC-mandated changes; increased pressure on regulators to set 
clear parameters for recovery of major project costs (such as gen-
eration and major transmission lines for economic purposes); ad-
vancements in carbon capture and sequestration demonstration, 
application, and investment; and recognition that transmission in-
vestment will be critical to aligning top energy policy agendas of 
smart grid, clean/renewable energy, electric vehicles, demand re-
sponse, and energy effi ciency.

Sirleshtov: The main challenge will be the security of the natural 
gas supply, especially during the winter season. The likelihood 
of the next gas crisis, following the one in January 2009, is high. 
In response, the government’s next steps will be the second gas 
storage at Galata and facilitation of the local production of energy 
resources. The main investment opportunities are in the renew-
able sector, especially in wind, photovoltaic, biomass and hydro. 
Most likely throughout 2010 there will be many opportunities for 
some successful post-privatisation M&A deals for generation ca-
pacities and maintenance companies. If the government follows 
the advice and introduces the feed-in tariff completely, investment 
in renewable energy will increase immensely.

Camilotti: The current fi nancial crisis, coupled with the shortage 
of liquidity, renders any predictions for 2010 diffi cult. However, 
I feel that the renewable energy sector will remain bright all over 
Europe. As a matter of fact the renewable energy sector is present-
ly booming and is one of the few markets attracting both domestic 
and foreign investments. However, in order to confi rm and assure 
this trend for the years to come, European governments have to 
iron out the creases, mainly by assuring a stable and reliable leg-
islative framework. In particular, as far as Italy is concerned, it is 
my view that, should the current incentive tariffs be maintained 
and not signifi cantly reduced – also taking into account the recent 
Spanish experience – we will see an ever growing increase in the 
sector for several years.  
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