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■ Largest deals during Q2 2016 have targeted US companies, with relevant 

vertical-integration movements in the Oil&Gas sector. 

■ Main transactions have included:

– The acquisition of US Cameron International Corporation by 

Schlumberger Limited (€11953m).

– The sale of US Columbia Pipeline Group to TransCanada Corporation 

(€10684m).

– The acquisition of US AGL Resources Inc by Southern Company 

(€10486m)

Overview last quarter evolution in EUR P&U sector
Prices and margins1 Regulatory news2

Capital markets M&A3 4

■ Baseload prices have shown an upward trend in all the markets analyzed, with 

Spain registering the largest increase (from 31 to 45 €/MWh).

■ Brent prices continued increasing, ending the quarter at $50 per barrel.

■ HH and NBP have rebounded, reaching 3 USD/MMBTU and 34 GBP/MWh

respectively, while EU border prices have remained stable around 4 

USD/MMBTU.

■ Coal prices have slightly accentuated the upward trend initiated in the 

previous quarter, surpassing 50 USD/mt levels.

■ Carbon prices peaked at 6€/T in April and have then declined ending Q2 2016 

below 5 €/T. 

■ Gas margins (spark spreads) have softly narrowed in Italy and remained 

stable in the UK, with positive values in both cases, whereas in Germany and 

France margins have maintained negative levels.

■ European Commission adopted the Network Code on Requirements for Grid 

Connection of Generators (regulation 2016/631). 

■ The amendment of the German Renewable Energies Act drives important 

changes to the regulatory framework for renewables.

■ UK: Brexit impacts on energy regulation remains still unclear.

■ Italy defined procedure for power system charges determination: tariff 

components for non domestic users

■ The Spanish Ministry of Industry, Energy and Tourism approved two 

Ministerial Orders that fixed the allowed revenues for transmission and 

distribution activities at € 6,872.6 million for 2016, an improvement of about €

250 million for companies.

■ US Department of Energy (DOE) has allocated US$25 million to finance the 

development of tools to accelerate the integration of solar power under the 

ENERGISE initiative.

■ Turkey's energy regulator has published updated regulation governing the 

country's so-called unlicensed PV market (< 1 MW).

■ Eurostoxx Utilities index slightly increased during Q2 2016, but still 

cumulates significant losses in the last 12 months (-13,87%).

■ CEZ as, RWE AG and SSE plc registered the best performance in Q2 2016 in 

terms of share price.

■ Valuation levels in the sector averaged at x7,8 EV/EBITDA in Q2 2016, down 

from x7,9 in the previous quarter. 

■ Net debt levels remained stable at 3,2 x EBITDA in Q2 2016.

■ Some credit ratings have been revised, with an upgrade for Iberdrola and 

downgrades for ENGIE SA,  Electricite de France, RWE AG and CEZ.
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■ Baseload prices have shown an upward trend in all the markets analyzed, with Spain registering the largest increase (from 31 

to 45 €/MWh).

■ Baseload / peakload differentials have narrowed in Germany (returning to positive differentials), the UK and Spain during Q2 

2016; whereas in France differentials have slightly widened.

■ Brent prices continued increasing, ending the quarter at $50 per barrel. 

■ HH and NBP have rebounded, reaching 3 USD/MMBTU and 34 GBP/MWh respectively, while EU border prices have 

remained stable around 4 USD/MMBTU.

■ Coal prices have slightly accentuated the upward trend initiated in the previous quarter, surpassing 50 USD/mt levels.

■ Carbon prices peaked at 6€/T in April and have then declined ending Q2 2016 below 5 €/T. 

■ Gas margins (spark spreads) have softly narrowed in Italy and remained stable in the UK, with positive values in both cases, 

whereas in Germany and France margins have maintained negative levels.

■ Coal-fired average margins (dark spreads) have decreased  in Germany, France and Italy over the previous quarter, with 

average values in Q2 2016 of 3€/MWh, 4 €/MWh and 15€/MWh respectively. In  the UK dark spreads have remained stable.

1. Prices and Margins

Prices and Margins: Overview
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Crude oil Coal

Carbon price – EU ETS Gas prices: US (H.Hub), EU (border prices) and NBP

$/bbl

Source: World Bank / Bloomberg; 2016.

Fuel price evolution
1. Prices and Margins
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Germany United Kingdom

ItalyFrance

Clean dark spread Clean spark spread

Source: Bloomberg; 2016.

Clean dark and spark spreads
1. Prices and Margins
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■ European Commission adopted the Network Code on Requirements for Grid Connection of Generators (regulation 2016/631). 

■ ENTSOe has published the Ten Year Network Development Plan (TYNDP) and the interim report on capacity payments.

■ The amendment of the German Renewable Energies Act drives important changes to the regulatory framework for 

renewables.

■ UK: Brexit impacts on energy regulation remains still unclear.

■ Italy defined procedure for power system charges determination: tariff components for non domestic users

■ The Spanish Ministry of Industry, Energy and Tourism approved two Ministerial Orders that fixed the allowed revenues for 

transmission and distribution activities at € 6,872.6 million for 2016, an improvement of about € 250 million for companies.

■ US Department of Energy (DOE) has allocated US$25 million to finance the development of tools to accelerate the integration 

of solar power under the ENERGISE initiative.

■ Turkey's energy regulator has published updated regulation governing the country's so-called unlicensed PV market, which 

regards PV installations less than 1 MW.

2. Regulatory News

Regulatory News: Overview
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■ EC adopted the Network Code on Requirements for Grid 

Connection of Generators (regulation 2016/631). 

■ The European Court of Justice declared as null the 

volume of free emission allowances determined by the EC 

for the period 2013-2020. 

■ ENTSOe has published the Ten Year Network 

Development Plan (TYNDP). 

■ EC approved the Spanish plan to grant € 2,130 million to 

alleviate the social and environmental impact of closing 26 

uncompetitive coal mines before 2018.

■ EC published the Interim Report of the Sector Inquiry on 

Capacity Mechanisms.

■ EC approves the German plans to grant €1,600 million to 

reduce the profit losses of 8 coal power plants that are 

being mothballed and moved into the so called Climate 

Reserve between 2016-2019.

■ EC approved the Italian Renewable Energy Support 

Scheme for being in line with EU state aid guidelines.

EU

Spain

Italy

■ Allowed revenues for transmission and distribution 

activities have been set at € 6,872.6 million for 2016. 

■ The Supreme Court has ordered the Government to 

compensate PV investors due to the RDL 1/2012.

■ The Supreme Court has supported a 2014 Royal Decree 

and a Ministerial Order that established a reduction of €

1,700 million in the yearly revenue of renewables 

producers .

■ The Constitutional Court has annulled two Catalonian 

laws on fracking and energy poverty.

■ A Supreme Court’ sentence has obliged the Ministry to 

prepared a proposal for recalculating the retail margin of 

the PVPC (Spanish last resort tariff). 

■ Publication of the Resolution of 1st June 2016, which 

modifies the operating procedure 14.1 about the 

settlement process of REE and approves the  14.3 about 

imbalance payment guarantees so as to prevent and 

detect  fraud of retailers.

■ Unbundling regulation for integrated water service has 

been enacted.

■ Procedure for power system charges determination has 

been defined. 

■ Pilot project for market coupling intraday between Italy 

and Slovenia: agreement verification issued.

■ Defined procedure for modification of service markets in 

gas sector.

UK ■ The exact impacts of Brexit on regulation remains unclear.

■ The Competition and Markets Authority’s (CMA)concluded 

its 18 month energy market investigation into competition 

in retail energy, concluding that competition was not 

working as well as it should for consumers.

Germany ■ The amendment of the German Renewable Energies Act 

drives important changes to the regulatory framework for 

renewables.

■ The new Wind-at-Sea-Act will integrate the entire 

regulatory framework for offshore wind in the future.

■ The law for the development of the electricity market has 

been adopted. 

■ The Law for the digitalization of the energy turn around

provides for the roll-out of smart metering.

■ A revision on the ordinance for the calculation of grid

access fees has been adopted.

Regulatory news per region / European Union
2. Regulatory News
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Regulatory news per region / Other markets
2. Regulatory News

Turkey ■ Amending regulation on the Unlicensed Electricity 

Generation in the Electricity Market has entered into force.

■ Turkey's energy regulator has published updated 

regulation governing the country's so-called unlicensed 

PV market, which regards PV installations less than 1 MW 

each. The amendment, prepared by Turkey’s Energy 

Market Regulatory Authority (EMRA), was published in the 

official gazette on March 23rd.

 Firstly, a given company can install only one project up 

to 1 MW. The updated regulation also requires the 

applicants to present information as per their direct 

and/or indirect shareholding in the course of their 

system connection application, which hints that the 

government aims to apply the rule strictly

 Secondly, whatever entity receives the call letter must 

also finish the project and connect it to the grid. In 

other words, project developers cannot sell a license 

before they develop and electrify the project. After a 

solar power plant is connected to the grid, the owner 

can freely sell the company to another investor. 

 Finally, the amendment on the unlicensed market 

regulation applies restrictions on the self-consumption 

front. Therefore, the meter of the investor applying for 

a new license must be rated at least 30 kW in order to 

install a 1MW project (the ratio is 1:30).

US ■ FERC rejected a PJM’s independent market monitor 

(IMM) complaint asking for a comparable treatment to 

demand response providers to that given to generation 

resources. Henceforth, the federal regulator upholds PJM 

capacity market treatment to this resources.

■ US Department of Energy (DOE) has allocated US$25 

million to finance the development of tools to accelerate 

the integration of solar power under the ENERGISE 

initiative.

■ FERC requires market operators to comment on different 

areas regarding energy storage. The main outcome 

sought with this consultation is to set a compensation to 

these resources at rate that reflects their positive impact 

of its participation in competitive wholesale markets. 

■ Utilities and solar companies of New York have proposed 

an alternative policy regarding net metering that intends to 

better compensate electricity fed into the grid.

■ FERC has approved a New York ISO’s proposal for 

revising tariffs regulation so as to encourage behind-the-

meter generation resources to participate in wholesale 

markets.
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EU News Link

The European Commission adopted the Network Code on Requirements for Grid Connection of

Generators (NC-RfG) on 14 April 2016 and entered into force on 17 May 2016 (a). This NC

establishes detailed rules relating to the connection of, principally, new power generating

installations to national electricity networks.

According to ENTSOe, this NC will allow more renewables to connect to the grid without

compromising the stability of the electricity transmission grid (b).

Link I (a)

Link I (b)

The European Court of Justice declared as null the volume of free emission allowances determined

by the EC for the period 2013-2020. It backed this decision alleging that the volume was calculated

based on not uniform emission values provided by Member States and thus, the EC calculation was

distorted. The Commission has 10 month to recalculate this maximum volume.

Link II

ENTSOe has published the Ten Year Network Development Plan (TYNDP). It includes investments

plans to support 200 transmission and storage projects of up to € 150,000 million (a).

The draft TYNDP 2016 package document is open to public consultation from 23 June to 9

September 2016. All interested parties can submit their comments via the consultation page on its

website (b). With a view to improving the plan, ENTSO-E will carefully consider and give its response

to every comment received.

Link III (a)

Link III (b)

EC approved the Spanish plan to grant € 2,130 million to alleviate the social and environmental

impact of closing 26 uncompetitive coal mines before 2018. It has considered that it is in line with EU

state aid rules.

This public support will cover the production losses of the closure, it will provide financial support to

affected workers and it will finance safety and remediation works necessary after the mine closures.

Link IV

Links to new key regulation
2. Regulatory News

http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R0631&from=EN
https://www.entsoe.eu/news-events/announcements/announcements-archive/Pages/News/2016-04-27-rfg-published.aspx
http://curia.europa.eu/jcms/upload/docs/application/pdf/2016-04/cp160047en.pdf
https://www.entsoe.eu/news-events/announcements/announcements-archive/Pages/News/Mapping-the-Energy-Union-new-ENTSO-E-10-year-network-development-plan.aspx
http://tyndp.entsoe.eu/
http://europa.eu/rapid/press-release_IP-16-1910_en.htm
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EU News Link

The European Commission published the Interim Report of the Sector Inquiry on Capacity

Mechanisms with results of the investigation of 11 member states that have in place or plan to

implement this kind of measure to assure security of supply of their systems in medium and long

term (a).

EC is concerned about the impact of these mechanisms on competition and trade of the IEM,

therefore it intends to assess whether this regulatory intervention are in line with EC State Aid

rules. The report affirms that Member states must evaluate whether the intervention in actually

needed and that its design ensures they are targeted and cost-effective (b).

Link V (a)

Link V (b)

After considering its alignment with EU state aid rules, EC approved German plans to grant

€1,600 million to compensate the forgone profits of the operators of 8 lignite-fired power plants,

which are being mothballed and moved into the so called Climate Reserve between 2016-2019.

Subsequently, the closure of these reserves will help to meet the national emission target by

reducing CO2-emissions 11 - 12.5 million tons per year as of the year 2020.

Link VI

EC approved the Italian Renewable Energy Support Scheme for being in line with EU state aid

guidelines.

The scheme aims at reaching the EU renewable energy target by inducing the entry of 1.3 GW of

RES capacity till the end of 2016. Solar power cannot benefit from this aid due to it is considered

already competitive without aid.

Link VII

Links to new key regulation
2. Regulatory News

http://ec.europa.eu/competition/sectors/energy/state_aid_to_secure_electricity_supply_en.html
http://europa.eu/rapid/press-release_IP-16-1372_en.htm
http://europa.eu/rapid/press-release_IP-16-1911_en.htm
http://europa.eu/rapid/press-release_IP-16-1605_en.htm
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Germany

Links to new key regulation
2. Regulatory News

News Link

On 8th July 2016 the amendment of the German Renewable Energies Act (Erneuerbare-Energien-

Gesetz/EEG) has been adopted by the parliament with important changes to the regulatory

framework for renewable energies. With some exceptions during a transitional phase the financial

support for on- and offshore wind, photovoltaics and biogas will be determined by way of auctions

from 2017 onwards. Subject of the auction is a fixed tariff per kilowatthour. The produced power

has to be sold in the electricity market and the difference between the average monthly price at

the stock-exchange will be reimbursed by the grid operator with the so-called market-premium. In

general, auctions will be technology specific. However, joint auctions of onshore wind and

photovoltaics shall be tested within a pilot phase between 2018 and 2020. The growth of

renewable energy production will be controlled in accordance with the predetermined expansion

path (wind onshore: 2800/2900 MW annually; wind offshore: 6.5 GW by 2020 and 15 GW by 2030;

Photovoltaics: 2500 MW annually). The federal grid agency can determine further congestion

areas with a regional restriction on the growth of onshore wind. The new EEG will come into force

and effect on 1st January 2017. Paramount driver for the amendment is the intention to reduce the

costs of financial support and to harmonize the growth of renewable energies production with the

development of the electricity grid.

Link I

Along with the EEG the new Wind-at-Sea-Act (Wind-auf-See-Gesetz) has passed the parliament.

Besides the details on tariff auctions for offshore wind the Wind-at-Sea-act integrates the entire

regulatory framework for offshore wind in the future, namely the zone development for wind farms

and grid connections, the permit procedure, and the allocation of grid capacity. In 2017 two large

tenders will be held for existing projects that are to be installed between 2021 and 2024. Further

tenders shall be conducted annually from 2020 onwards. The annual installation of offshore wind

will differ between 700 and 900 MW and is limited to a capacity of 840 MW in the average.

Link II

http://www.bmwi.de/EN/Topics/Energy/renewable-energy.html
http://www.bmwi.de/EN/Topics/Energy/renewable-energy.html
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Germany

Links to new key regulation
2. Regulatory News

News Link

On 3rd June 2016 the law for the development of the electricity market has been adopted.

Regulations on grid stability and the safety of energy supply under the German Energy Act

(Energiewirtschaftsgesetz/EnWG) have undergone relevant changes. Germany has clearly

committed to an energy-only market. A capacity market is off the table. However, the TSOs are

obliged to maintain a capacity reserve that must be remunerated outside the electricity market.

Further obligations of the TSOs to ensure a grid reserve and standby obligations have been

implemented. The law establishes a phase-out for lignite-fired power plants which shall serve as

a safety reserve during a transitional period and will finally be closed down. Safety of the grid and

the energy supply can be identified as paramount principals of the new regulations.

Link III

The Law for the digitalization of the energy turn around (Gesetz-zur-Digitalisierung-der

Energiewende) provides for the roll-out of smart metering. End consumers and power producers

will be obliged to install smart meters from 2017 on. The law imposes also price limits on the

installation and operation of metering devices and comprehensive data protection requirements.

Link IV

A revision on the ordinance for the calculation of grid access fees has been adopted. The

amendment shall strenghten incentives for a more cost efficient grid operation.
Link V

http://www.bmwi.de/EN/Topics/Energy/Electricity-Market-of-the-Future/electricity-market-2-0.html
http://www.bmwi.de/DE/Themen/Energie/Netze-und-Netzausbau/digitalisierung-der-energiewende.html
http://www.bmwi.de/BMWi/Redaktion/PDF/XYZ/zweite-verordnung-aenderung-anreizregulierung-bundesregierungsverordnung,property=pdf,bereich=bmwi2012,sprache=de,rwb=true.pdf
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UK

Links to new key regulation
2. Regulatory News

News Link

Brexit

– On 23 June, the UK held a referendum to decide whether it should leave or remain in the 

European Union – the UK voted to leave the EU with 52% of the vote

– This caused a series of major events, including the resignation of the Prime Minister, David 

Cameron, and the pound falling around 10% to the US dollar 

– Theresa May has become the Head of the Conservative Party and Prime Minister

– The exact impacts of Brexit on regulation remain unclear but now a new PM has been 

announced, the Government can start working out what these implications are

– For more information, please find our Brexit Briefing attached

Conclusion to the Competition and Markets Authority’s (CMA) Energy Market Review

– On 24 June, the CMA concluded its 18 month energy market investigation into competition in 

retail energy. The report concluded that competition was not working as well as it should for 

consumers, but stopped short of radical reforms which would have indicated deeply anti-

competitive behaviour

– The CMA set out a a wide range of reforms (over 30 separate measures) to modernise the 

market for the benefit of customers aimed at driving down costs by increasing competition 

between suppliers and helping more customers switch to better deals, whilst protecting those 

less able to benefit from competition

– Some areas of industry have argued that the uncertainty caused by the investigation outweigh 

the benefits of the proposed reforms

– Both the Government and regulator Ofgem have told the energy companies to start 

implementing the CMA recommendations 

Link I

https://www.gov.uk/government/news/cma-publishes-final-energy-market-reforms
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Italy News Link

Unbundling regulation for integrated water service is enacted Link I

Procedure for power system charges determination is defined: tariff components for non domestic

users
Link II

Pilot project for market coupling intraday between Italy and Slovenia: agreement verification

issued
Link III

Procedure for modification of service markets in gas sector is defined Link IV

Links to new key regulation
2. Regulatory News

http://www.autorita.energia.it/it/docs/16/137-16.htm
http://www.autorita.energia.it/it/docs/16/138-16.htm
http://www.autorita.energia.it/it/docs/16/297-16.htm
http://www.autorita.energia.it/it/docs/16/337-16.htm
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Spain News Link

The Spanish Ministry of Industry, Energy and Tourism approved two Ministerial Orders that 

fixed the allowed revenues for transmission and distribution activities at € 6,872.6 million for 

2016, an improvement of about € 250 million for companies. This remuneration has been 

calculated with a new methodology, which has required companies to elaborate a detailed 

inventory of all their equipment that compose the networks.

Link I

For the first time, The Supreme Court has ordered the Government to compensate certain PV

investors due to the enter into force of RDL 1/2012, which cancelled already approved

economic investment incentives to this an other RES installations. These investors had claimed

before for an indemnification to the Government, however they were dismissed by the Council.

Link II

The Supreme Court has endorsed Royal Decree 413/2014 and the Ministerial Order

1045/2014, which implied a reduction of € 1,700 million in the yearly revenue of renewables

producers. These producers had claimed that the remuneration scheme was retroactive,

however, the Court has backed its decision by stating that it complies with the Constitution and

the European law. Also the Constitutional Court had previously backed these regulations.

Link III

Links to new key regulation
2. Regulatory News

http://cincodias.com/cincodias/2016/06/17/empresas/1466179656_512576.html
http://www.energynews.es/tribunal-supremo-condena-al-estado-indemnizar-promotores-fotovoltaicos/
http://www.abc.es/economia/abci-supremo-valida-recorte-1700-millones-renovables-201606011806_noticia.html
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Spain News Link

The Constitutional Court has annulled an article of a 2014 Catalonian law that prohibited fracking

technics to extract oil and gas in the autonomous community alleging that the matter is jurisdiction

of the central Government (a).

For the same reason, it annulled the so called Energy Poverty Decree, approved by the Catalonian

Government in 2013, which protected vulnerable customers from being disconnected when not

paying (b).

Link IV (a)

Link IV (b)

A Supreme Court’s sentence has obliged the Ministry to prepared a proposal for recalculating the

retail margin of the PVPC (the Spanish regulated tariff). This sentence comes after that electricity

companies recurred the retail margin alleging that it only covered the 60 % of their costs. The

outcome of the Court decision will lead to the recalculation and resent of the last 27 months bills for

13 million electricity customers and 1.7 million gas customers (a).

The CNMC published a report that recognized that the current margin do not allow companies to

recover their costs. For doing so, it suggests that the annual PVPC margin should be upraised from

4.00 to 5.84 €/kW of contracted capacity.

Link V (a)

Link V (b)

Resolution of 1st June 2016 has been published, which modifies the operating procedure (OP) 14.1

about the settlement process of REE and approves the OP 14.3 about imbalance payment

guarantees (a). This regulation aims at preventing and detecting fraud of small retailers that do not

comply with their settlement obligations. These activities has led to a gap of € 54 million in March,

which could reached € 70 million this year.

Link VI (a)

Link VI (b)

Links to new key regulation
2. Regulatory News

http://www.tribunalconstitucional.es/es/salaPrensa/Documents/NP_2016_034/Nota Informativa n%C2%BA 34-2016.pdf
http://www.tribunalconstitucional.es/es/salaPrensa/Documents/NP_2016_028/Nota Informativa n%C2%BA 28-2016p.pdf
http://cincodias.com/cincodias/2016/06/16/empresas/1466107146_802270.html
https://www.cnmc.es/Portals/0/Notas de prensa/20160617_NP_Margen_Comercialización___.pdf
http://www.boe.es/boe/dias/2016/06/13/pdfs/BOE-A-2016-5739.pdf
http://cincodias.com/cincodias/2016/06/10/empresas/1465583177_333324.html
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■ After plunging in Q1 2016, the Eurostoxx Utilities index slightly increased during Q2 2016, but still cumulates 

significant losses in the last 12 months (-13,87%).

■ CEZ as, RWE AG and SSE plc registered the best performance in Q2 2016 in terms of share price, in a 

quarter where almost all other European players have experienced a positive QoQ price evolution. Only EDP, 

Iberdrola and ENGIE SA share prices have decreased.

■ Valuation levels in the sector averaged at x7,8 EV/EBITDA in Q2 2016, down from x7,9 in the previous quarter. 

■ Wide differences persist in EBITDA multiples, with National Grid, Enagas and Snam reaching highest values, 

trading above x11 EV/EBITDA.

■ Net debt levels remained stable at 3,2 x EBITDA in Q2 2016, very close to the figure registered in Q1 2016.

■ Some credit ratings have been revised, with an upgrade for Iberdrola by S&P and downgrades for ENGIE SA,  

Electricite de France, RWE AG and CEZ by different agencies. 

Capital Markets Overview
3. Capital Markets
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Source: Bloomberg; 2016.

Share price evolution: overview



3. Capital Markets

Company
Q1

2013

Q2

2013

Q3 

2013

Q4

2013

Q1

2014

Q2

2014

Q3

2014

Q4

2014

Q1

2015

Q2

2015

Q3

2015

Q4

2015

Q1

2016

Q2

2016

Last

Quarter

Q2 2016/

Q1 2016

Last

Year

Q2 2016/

Q2 2015

CEZ as
(*CZK)

618,45 549,76 469,76 526,93 528,02 585,88 607,16 606,78 600,33 624,53 557,01 467,82 391,38 428,52 9,49% -31,39%

RWE AG 28,76 27,21 22,7 26,91 27,87 28,8 30,53 27,62 23,97 22,1 15,78 11,81 11,28 12,21 8,25% -44,75%

SSE Plc
(*GBP) 

14,4 15,46 15,7 13,91 13,88 15,34 15,06 15,79 15,5 16 15,08 14,98 14,26 15,10 5,92% -5,60%

Enel SpA 2,94 2,77 2,59 3,18 3,62 4,15 4,12 3,8 3,96 4,28 4,12 4,06 3,72 3,93 5,66% -8,16%

REE1 41,14 40,35 41,31 45,78 54,66 61,55 63,83 69,69 74,06 75,75 72,12 78,82 73,94 77,88 5,33% 2,81%

Endesa SA 17,41 17,03 17,75 21,17 23,29 27,61 28,51 19,76 17,29 17,56 18,57 19,45 17,05 17,76 4,15% 1,13%

Snam SpA 3,61 3,65 3,57 3,82 4,09 4,32 4,38 4,12 4,32 4,56 4,45 4,71 5,02 5,21 3,75% 14,22%

National Grid plc
(*GBP)

7,12 7,89 7,53 7,68 8,08 8,45 8,75 9,09 8,99 8,84 8,54 9,23 9,58 9,90 3,38% 12,03%

EDF 14,51 17,19 21,08 25,7 26,96 27,28 24,23 22,06 23,12 22,11 19,52 15,19 10,94 11,29 3,19% -48,94%

Enagás SA 17,86 19,3 18,1 19,06 20,77 22,05 24,7 25,94 26,78 26,66 25,16 27,1 25,88 26,70 3,17% 0,15%

Gas Natural SDG 

SA
14,72 15,61 15,07 17,58 18,87 21,18 22,92 22,06 20,7 21,84 19,11 19,46 17 17,49 2,87% -19,92%

Centrica plc
(*GBP)

3,48 3,75 3,85 3,49 3,23 3,29 3,15 2,9 2,65 2,69 2,54 2,21 2,11 2,16 2,38% -19,70%

Fortum Oyj 14,59 14,67 15,27 16,57 16,68 17,46 19,27 18,57 19,4 17,61 15,24 13,79 12,88 13,14 2,04% -25,37%

E.ON SE 13,36 13,3 12,57 13,6 13,62 14 14,25 13,77 13,61 13,58 10,6 9 8,62 8,65 0,35% -36,30%

EDP Renováveis 4,04 3,89 3,85 3,93 4,47 5,02 5,35 5,26 5,95 6,48 6,3 6,46 6,72 6,72 0,07% 3,78%

EDP 2,36 2,5 2,62 2,67 2,99 3,48 3,46 3,29 3,39 3,54 3,3 3,27 3,01 2,97 -1,29% -16,07%

Iberdrola SA 3,92 4,07 4,12 4,56 4,72 5,2 5,51 5,59 5,91 6,14 6,13 6,43 6,13 5,99 -2,31% -2,47%

ENGIE SA
(GDF SUEZ S.A.) 

15 15,86 16,69 17,85 17,8 19,93 19,37 18,95 18,9 18,25 16,36 15,85 14,19 13,79 -2,85% -24,46%

Eurostoxx Utilities 222,87 226,15 224,04 249,48 262,29 284,87 288,6 280,3 292,9 291,9 269,1 264 249,28 251,42 0,86% -13,87%



1 On July 11 REE executed a 4-to-1 stock split. Values in this chart do not reflect that split.
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Source: Bloomberg; 2016.

Share price evolution: individual stocks (1)

3. Capital Markets
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3. Capital Markets

Share price evolution: individual stocks (2)
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TEV (as of June 30)

/ EBITDA (LTM)

TEV (EUR mill.) 

(as of June 30)

Market Capitalization (EUR mill.) 

(as of June 30)

National Grid plc 12,4 81.686 49.069

Enagás, S.A. 11,9 10.774 6.519

Snam S.p.A. 11,7 32.301 18.757

Red Eléctrica Corporación S A. 10,9 15.973 10.810

Electricite de France SA 10,9 64.205 22.060

Iberdrola, S.A. 10,1 69.596 38.275

EDP-Energias de Portugal, S.A. 9,9 31.688 10.011

Fortum Oyj 9,7 10.842 12.775

SSE plc 9,6 27.205 18.575

EDP Renováveis 9,2 10.459 5.914

Gas Natural SDG SA 7,9 37.454 17.677

Centrica plc 7,7 21.587 14.703

Endesa SA 7,6 23.338 19.089

ENGIE SA (GDF SUEZ S.A.) 6,4 69.989 34.764

Enel SpA 6 92.350 40.463

CEZ, a.s. 4,7 11.841 8.188

E.ON SE 4 28.385 17.706

RWE AG 3,9 21.770 8.662

Weighted average: 7,8 661.446 354.018

Source: Capital IIQ; 2016.

Relative valuation per company



3. Capital Markets
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LTM Net Debt/ 

EBITDA

Rating 

S&P 

S&P Financial

Update

Rating Moody’s

Date

Rating 

Fitch Date 

EDP-Energias de Portugal, S.A. 5,58 BB+ May 18-2016 Baa3 Feb 13-16 BBB- Mar 07-16

Enagás, S.A. 4,99 A- May 03-2016 Baa2 Feb 28-14 A- Dec 23-15

National Grid plc. 4,99 A- Jun 08-2016 Baa1 Dec 13-14 BBB Mar 07-16

Snam S.p.A.* 4,91 BBB May 14-2016 Baa1 Jun 29-16 BBB+ Jun 29-16

Iberdrola, S.A. 4,09 BBB+ Apr 28-2016 Baa1 Apr 25-16 BBB+ Jul 08-16

EDP Renováveis S.A. 3,71 - Apr 07-2016 - - - -

Red Eléctrica Corporación S A. 3,53 A- Apr 28-2016 - - A May 27-16

SSE plc. 3,33 A- Jun 22-2016 A3 Feb 13-16 BBB+ Mar 07-16

Gas Natural SDG SA 3,28 BBB May 13-2016 Baa2 Feb 13-16 BBB+ Aug 07-15

ENGIE SA (GDF SUEZ S.A.) 2,82 A- Apr 29-2016 A2 Apr 27-16 - -

Centrica plc. 2,69 BBB+ Mar 17-2016 Baa1 May 13-16 A- Dec 16-15

Electricite de France SA 2,39 A May 13-2016 A2 May 12-16 A- Jun 07-16

Enel SpA 2,23 BBB May 15-2016 Baa2 Feb 13-16 BBB+ Jun 10-16

RWE AG 2,08 BBB- May 13-2016 Baa3 May 13-16 BBB Mar 22-16

CEZ, a.s. 1,38 A- May 13-2016 Baa1 Apr 06-16 A- Mar 07-16

Endesa SA 1,38 BBB May 11-2016 Baa2 Feb 13-16 BBB+  Jun 10-16

E.ON SE 1,17 BBB+ May 12-2016 (P) Baa1 May 13-16 BBB+ Sep 02-15

Fortum Oyj -1.85 BBB+ Apr 30-2016 Baa1 Feb 13-16 BBB+ Nov 17-15

3,2 BBB Baa1 BBB+

Source: Capital IQ / S&P / Moody’s / Fitch; 2016.

Leverage and credit ratings

Upgrade DowngradeUnchangedQuarterly rating variation:



Mode:Average:

3. Capital Markets
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■ Largest deals during Q2 2016 have targeted US companies, with relevant vertical-integration movements in the Oil&Gas

sector. 

■ Main transactions have included:

– The acquisition of US Cameron International Corporation by Schlumberger Limited (€11953m)

– The sale of US Columbia Pipeline Group to TransCanada Corporation (€10684m)

– The acquisition of US AGL Resources Inc by Southern Company (€10486m)

– The purchase of US TECO Energy by Canadian Emera (€9263m)

– The acquisition of Pepco Holdings by Exelon Corporation (€8784m)

4. M&A

M&A Overview



25© 2016 KPMG, S.A., a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International 

Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Announced

Date
Target Company Target Description

Target 

Country
Bidder Company Bidder Country

Seller

Company

Deal Value

EUR(m)

08/26/2015 Cameron International 

Corporation

US-based provider of flow equipment 

products, systems and services to 

global oil, gas and process industries

USA Schlumberger

Limited

France,Netherlan

ds,USA

11953

03/17/2016 Columbia Pipeline 

Group, Inc.

US-based operator, developer and 

owner of a portfolio of pipelines, 

storage, and related midstream assets

USA TransCanada

Corporation

Canada 10684

08/24/2015 AGL Resources Inc. US-based energy services company USA Southern

Company

USA 10486

09/04/2015 TECO Energy Inc. US-based energy holding company for 

regulated utilities and other businesses

USA Emera Inc. Canada 9263

04/30/2014 Pepco Holdings Inc US-based holding company that 

supplies, distributes, and transmits 

electricity

USA Exelon 

Corporation

USA 8784

Source: Mergermarket; 2016.

Top-10 M&A operations in Q2 2016 by deal value (1)

4. M&A
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Announced

Date
Target Company Target Description

Target 

Country
Bidder Company Bidder Country

Seller

Company

Deal Value

EUR(m)

12/19/2015 Enersis Chile S.A. Chile-based company engaged in the 

electricity generation, transmission and 

distribution business

Chile Enel S.p.A. 

(Shareholders)

Italy Enel S.p.A. 4918

10/05/2015 Canadian Oil Sands

Limited

Candian income trust with oil sands 

investment in the Syncrude Joint 

Venture (Syncrude).

Canada Suncor Energy 

Inc.

Canada 4107

10/20/2014 Cleco Corporation US-based public utility holding 

company engaged in the generation, 

transmission and distribution of 

electricity

USA Macquarie

consortium

USA 3698

11/18/2015 Enel Green Power 

S.p.A. (30.83% Stake)

Italy-based company engaged in 

development and management of 

electricity generation from renewable 

resources

Italy Enel S.p.A. Italy 3154

11/23/2015 Edra Global Energy

Berhad

Malaysia-based energy unit of 

1Malaysia Development

Malaysia China General 

Nuclear Power 

Corporation, Ltd.

China 1Malaysia 

Development 

Berhad

2151

Source: Mergermarket; 2016.

Top-10 M&A operations in Q2 2016 by deal value (1)

4. M&A
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Contact
KPMG Global Energy Institute EMA

Rue du Trone 60

1050 Brussels, Belgium

T +32 2 708 4349

energyema@kpmg.com 

www.kpmg.com/energyema

Michael Salcher 

Chair

T +49 89 9282-1239

msalcher@kpmg.com

Sebastian Heinisch

Director

T +49 69 9587-1873

sheinisch@kpmg.com

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor 

to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be 

accurate in the future. No one should act on such information without appropriate professional advice after a thorough examination of the particular situation

Report main contacts

Alberto Martin Rivals

albertomartin1@kpmg.es

Antonio Hernandez

ahernandezg@kpmg.es

Carlos Sole

csole@kpmg.es

Wilfrid Lauriano Do Rego

wlaurianodorego@kpmg.fr

Michael Salcher

msalcher@kpmg.com

Massimo Maffeis

mmaffeis@kpmg.it

Rudolf Stegink

Stegink.Rudolf@kpmg.nl

Morten Mønster

mmoenster@kpmg.com

Alberto Martin Rivals

albertomartin1@kpmg.es

Simon Virley

Simon.Virley@KPMG.co.uk

France

Germany

Italy

Netherlands

Nordics

Spain

United

Kingdom

Country contacts

http://www.kpmg.com/energyema
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Overview
• EU legislation has a very significant impact on the Power and Utilities (P&U) sector.  


The GB energy market is also increasingly integrated with the Single Energy Market in 
Europe.


• The impact of Brexit on the P&U sector will depend on:


• the new relationship the UK has with the EU, and


• the make up of the new Government, whether there are changes to the direction 
of energy and climate policy; and whether policy decisions get delayed as 
resources in Government are diverted to the EU negotiations.


• The market fundamentals for P&U in the UK remain largely unchanged – the need for 
significant investment in the energy and water sectors, and the need (over the longer 
term) to decarbonise the economy, remain in place.


• The impact on regulated networks, or existing assets, will be less marked than the 
possible impacts on new investments. Much will depend on the confidence of 
international investors. 


• KPMG has tools available to help your business think through and address the impacts 
(at: kpmg.com/uk/euref, in the ‘EU Referendum Forum’).
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Timetable and 
UK/EU models 
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Post the 23 June 2016 referendum, a possible timeline is shown below:


2016


2018


‘Article 50’: Earliest date 
for UK to be removed 
from EU membership


On 23rd June 2016 the UK voted to leave the European Union


2017 2018


Nov / Dec
Autumn Statement


Possible period for invoking ‘Article 50’?


15-16 December
European Council Meeting


9 September
New PM and leader of 
Conservative Party


23 June
Referendum


Ratification of  ‘principles’ on the 
deal to leave by UK Parliament?


10 October
UK Parliament returns


2-5 October
Conservative Party Conference


UK Presidency of EU? 


French Presidential Election (May) German Elections (Oct)
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National sovereignty


If leaving, what path will the UK follow?
There is likely to be a trade-off between access to the EU Single Market and UK sovereignty (e.g. freedom of 
movement)


EU Membership


EEA 
Membership


EFTA 
Membership


Customs 
Union


Bilateral
Agreement


WTO
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Existing models the UK could follow…


• Accept freedom of 
movement of people, in 
exchange for access to 
the Single Market


• Have to adopt EU rules 
without being able to 
vote on them


• Don’t have access to 53 
Free Trade Agreements 
with non-EU countries


• Customs checks do still 
exist


• Pays a substantial 
contribution to the EU 
budget 


• Supervision by EFTA 
Surveillance Authority


• Partial access to the 
Single Market, for some 
goods only, and not for 
services


• Participation in the EU 
Customs Union (must 
offer non-EU countries 
same trade terms as 
agreed with the EU)


• Required to enforce rules 
equivalent to those in the 
EU (competition, State 
Aid)


• No role in EU decision 
making and no 
contribution to the EU 
budget 


Note: Turkey is being 
considered for EU membership


• Partial access to the 
Single Market; only 
limited access in services


• Bespoke agreements 
with EU for different 
sectors, each individually 
negotiated over many 
years


• Accepts free movement 
of people (in the case of 
Switzerland)


• Participate in EFTA free 
trade agreements


• Some contribution to the 
EU budget


• Supervision by EFTA 
Surveillance Authority


• Free Trade Agreement, 
phasing out tariffs on 
industrial and most 
agricultural goods


• Intention to extend to 
services


• Trade bound by Rules of 
Origin; acceptance of EU 
rules when exporting to 
the EU


• No free movement of 
people; no contributions 
to EU spending


Note: Taken 7 years to 
negotiate, still not in force


Membership
of EEA 
e.g. Norway


• Default outcome if no 
other model is 
successfully negotiated


• UK would be forced 
apply WTO tariffs on 
imports and exports 
from/to the EU, and 
likewise for EU members


• Don’t have access to 53 
free trade agreements 
with non-EU countries


• No budgetary 
contributions or freedom 
of movement of people


• UK nationals lose right to 
live and work in the EU


Market access and integration with EU
National Sovereignty


Membership 


of EFTA but 


not EEA e.g. Switzerland


Customs 


Union e.g. 


Turkey


Bilateral


Agreement


e.g. Canada 


WTO
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…and possible alternatives?


EU moves on ‘freedom of movement of people’


• If pro-’Remain’ parties form the next Government on a 
clear mandate to remain in the EU, Article 50 would not be 
invoked.*


OR


Pro-remain parties win a general election


• The new Prime Minister will be expected to set out clear 
principles for negotiating the UK’s exit from the EU, and 
can be expected to want a clear mandate from Parliament 
to negotiate on that basis.


• If defeated in Parliament, this could result in a vote of no-
confidence resulting in a general election later this year, 
following procedure in the Fixed-term Parliaments Act 
2011.


• If pro-’Remain’ parties form the next Government on a 
clear mandate to remain in the EU, Article 50 would not be 
invoked.


Could the UK negotiate a bespoke model that in 


some way maintains freedom of movement of 


goods and services without the freedom of 


movement of people?


Would this be acceptable to all 27 member 


states that would have to ratify the bespoke 


arrangement?


Bespoke UK Model? Remain?
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Impact on the Power 
and Utilities sector


A) Potential macroeconomic impacts
B) Decarbonisation targets and EU Directives
C) Potential impacts on the Single Energy Market in Europe
D) Regulated networks and regulated utilities, including water
E) Financial and Safety Regulation
F) Workforce implications
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EU law is very significant for the P&U Sector…
Examples of UK Legislation affecting the sector


Climate Change Act (including Carbon Budgets) – The first four carbon budgets 
leading to 2027 have been set in law. The Government has now agreed to the 5th


carbon budget which requires a 57% reduction in emissions by 2030 on 1990 levels.


COP 21 Paris Climate Agreement – The UK was party to the Paris Climate 
Agreement but has not yet ratified it.


Competition Market Authority (CMA) inquiry – UK Government has agreed to 
implement the recommendations in full.  


Competition Law – Prevents collusion and anti-competitive behaviour in the energy 
market. 


Carbon Price Floor – Sets the minimum price on the cost of carbon, currently £18 
per tonne of CO2 in the UK.


Emissions Performance Standard (EPS) – To limit carbon dioxide emissions from 
new fossil fuel power stations. EPS has been set at a level equivalent to emissions 
of 450gCO2/kWh for a plant operating at base–load.


Energy Act 2013 – Legislative base for Electricity Market Reform (Contract for 
Differences & Capacity Market) and future decarbonisation targets for power sector.


Fuel Poverty (England) Regulations 2014 – Requires subsidies to help those who are
unable to afford to keep their home adequately heated.


Health and Safety at work Act 1974 – Places a duty on all employers to ensure 
the health, safety and welfare at work of all their employees.


Sustainability reports – Makes quoted companies required to report their annual 
greenhouse gas (GHG) emissions in their directors’ report. e.g. FTSE Carbon
reporting.


UK Corporate Governance Code – Sets standards of good practice in relation to 
board leadership and effectiveness, remuneration, accountability and relations with 
shareholders.


Examples of EU Directives/policies affecting the sector*


EU Renewables Directive – Requires the EU to fulfil at least 20% of its total energy 
needs from renewables by 2020.  UK target is 15% of total energy by 2020. 


EU Network Codes – Define the way electricity and gas is traded


Environmental and Energy State Aid Guidelines (EEAG) – Prevents State Aid from 
distorting competition in the internal market.


Large Combustion Plant Directive (LCPD), Industrial Emissions Directive (IED), 
Medium Combustion Plant Directive (MCPD) – Sets emission limits to address air 
quality issues.


Single energy market: Target model – Sets out the aim for a fully functioning, 
interconnected (current EU target of 10% by 2020) and integrated internal energy 
market. This also includes proposals for 15min settlements, not 30mins as in GB.


EU Emissions Trading Scheme (EU ETS) – Sets a cap and trade mechanism for 
greenhouse gas emissions.


Energy Efficiency Directive – Establishes a set of binding measures to help the EU 
reach its 20% energy efficiency target by 2020.


Third Package – Ensures the further liberalisation of European energy markets, partly 
by enforcing that Transmission System Operators (TSOs) are unbundled (or 
independent) from generation.


Habitats directive – Ensures the conservation of a range of rare, threatened or 
endemic animal and plant species, impeding infrastructure development.


EU Funding – inc. Common European Facility (CEF) & European Investment Bank.


Markets in Financial Instruments Directive (MIFID) – Governs the provision of 
investment services in financial instruments by banks and investment firms.


REMIT – EU regulation on energy market integrity and transparency in energy 
trading.


*All EU Directives have to be transposed into UK law.  So, in scrapping 
any commitments, the secondary legislation would need to be 
repealed as well
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Macro impacts on the Power & Utilities sector…


A) Potential macroeconomic impacts 


• Currency: The Pound has depreciated since the result was announced.  This does make UK energy assets cheaper for 
foreign investors, potentially increasing the attractiveness of UK assets to foreign investors. A lower Pound also 
increases the price of imports and inputs priced in foreign currencies (e.g. Dollar price of oil, electricity imports), and 
increases the competitiveness for UK exports.  


• Inflation: Inflation may rise due to the increase in the price of imports. The Bank of England has a legal obligation to 
keep inflation as close to 2% as possible, so this may cause an increase in interest rates over the medium term. The 
UK’s position on monetary policy will also be impacted by GDP growth. 


• Economic growth: HM Treasury, the IMF and the Bank of England have forecast reductions in GDP growth over the 
medium term.  This is contested by those who argued for leaving the EU.  But, if growth is lower, it would have 
consequential impacts on energy demand and investment in the UK. 


• Credit rating: The UK’s credit rating being downgraded by the Ratings Agencies will affect the cost of government debt 
and may have an impact on investment.  However, in the short term, Gilts may be seen as a ‘safe haven’ leading to 
lower yields.


• Commodity prices: Over the medium term, the prices of commodities, like oil and gas, are determined by global
demand and supply, and trading with key energy suppliers like Norway and Qatar would continue even if the UK was 
outside the EU.


• Scotland: There would be major implications for the operation of the GB energy market if Scotland then voted to leave 
the UK on the back of a vote to leave. It could create prolonged uncertainty around the future of the North Sea basin, 
for renewables investment and interconnection with Europe.


• Investment: Much will depend on the impact on confidence of international investors in the UK energy market. 


Note: The impacts will be dependent on (a) the final model chosen for the UK’s new relationship with the EU and (b) the 


make-up of the new Government post-September. 
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Macro impacts on the Power & Utilities sector…
B) Decarbonisation targets and EU Directives


• UK energy and carbon policy: On 29 June, Amber Rudd reaffirmed the UK’s commitment to the Climate Change Act, 
carbon budgets, offshore wind, nuclear, closing coal-fired power stations, and the Single Energy Market; however, 
much will depend on the make-up of the new Government, potentially with a much stronger focus on security of supply 
and affordability, rather than decarbonisation.


• EU Directives, like the Industrial Emissions Directive (IED), or the 2020 Renewables Energy Directive which requires 
the UK to have 15% of its energy from renewable sources by 2020, may no longer apply.  This could enable the UK to 
pursue a lower cost path to its 2030 and 2050 decarbonisation objectives.


• Renewables: This could make support schemes like the Renewable Heat Incentive (RHI), which are funded from 
general taxation, vulnerable to cuts. Levy-based schemes funded from consumer bills, such as Contracts for 
Difference (CfDs), would be more difficult to change given their contractual nature. The UK Government would almost 
certainly want to stick to the principle of ‘grandfathering’ subsidies already allocated to avoid further investment hiatus.  
This would mean limited impacts for existing projects.  However, the new Government could cancel/delay future CfD 
allocations and change the pace of decarbonisation in the power sector.


• Carbon Budgets: The UK does have its own domestic legislation requiring decarbonisation in the form of the 2008 
Climate Change Act and carbon budgets, which are legally-binding. The Climate Change Committee has recommended, 
and the UK Government has accepted, a 57% reduction in emissions by 2030 on 1990 levels. So, unless this Act is 
repealed, the need for greater energy efficiency and more low carbon sources of energy (renewables, nuclear and in 
the longer-term CCS) would remain, though perhaps with less urgency on renewables than is required by the EU 2020 
target.  Domestic legislation is also easier to repeal than EU Directives.


• Habitats Directive: The removal of requirements from other Directives, like the Habitats Directive, could allow easier 
development of infrastructure on and offshore. This could have implications for wind farm projects, solar farms, tidal 
projects, as well as the development of shale gas and carbon capture and storage.
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Macro impacts on the Power & Utilities sector…
B) Decarbonisation targets and EU Directives (continued)


• EU State Aid requirements may no longer have to be met – allowing subsidies to be given to technologies the 
Government wanted to see developed, for example new nuclear, or new gas.  However, restrictions or tariffs may be 
expected to ensure industries are playing on a ‘level playing field’ when trading with the EU.  Countries within EFTA 
have to follow similar rules as the EU.


• International Agreements: The UK’s influence in shaping future international agreements, such as the Paris Climate 
Change Agreement, would be reduced.  The balance of opinion within the EU on energy and climate issues could also 
shift without the UK present.


• EU funding: British energy and infrastructure projects would no longer benefit from EU funding e.g. from the 
‘Connecting Europe Facility’ (CEF) or loans from the European Investment Bank (EIB). Those funds would be directed 
elsewhere in Europe.


C) Potential impacts on the Single Energy Market in Europe


• Single Energy Market will probably still exist, as this is in the interests of both the UK and the EU, so the trading of 
electricity and gas across borders would almost certainly continue along current lines, as it does between the GB 
market and the Single Energy Market in Ireland (which covers Northern Ireland too); or between the Nordpool market in 
Scandanavia and the rest of the EU.


• Network Codes: The rules determining how the EU Single Energy Market works could be changed in the future without 
any influence from Britain – e.g. a move to 15min settlements (current plan for the GB market is 30 minutes), or the 
establishment of a Single Energy Regulator across the EU, or a single Capacity Market for the EU.  The UK has been at 
the forefront of arguing for market liberalisation over many years.  


• EU Emissions Trading Scheme (ETS): If the EU ETS fails to deliver a robust carbon price, there may be increased 
pressure to reduce or remove the UK Carbon Price Floor, which would have an impact on wholesale prices in the UK. 


• VAT: The Leave campaign did commit to removing VAT on fuel and power, which is currently set at 5% (the minimum 
under EU law).  This would reduce energy bills.
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Macro impacts on the Power & Utilities sector…
D) Regulated networks and regulated utilities, including water


• Regulated utilities are likely to be less affected than other parts of the P&U sector, assuming current regulatory 
frameworks (eg RIIO) remain in place.  


• Inflation: Any increase in inflation would have a positive impact on cashflows of regulated utilities – there is an 
expectation of a rise in CPI inflation over the medium term. 


• Credit ratings are key for regulated utilities financing; however, the UK losing its AAA rating is not expected to have a 
negative impact on utilities’ ratings directly.


• EIB funding: Future availability of EIB funding may be a concern to some regulated utilities. 


• Cost of debt is expected to increase, but availability of funding for Regulated Asset Based (RAB) businesses should 
remain largely unchanged.  If interest rates rise, some highly leveraged companies might be affected because they 
already have limited financial headroom.


• Reform: The speed of introducing some regulatory market reforms in utilities may be impacted, e.g. RPI to CPI 
indexation. 


• EU Directives: There are some EU regulations that directly affect the regulated utilities, e.g. European Water 
Framework Directive, and more generally environmental standards.


• Valuations and RAB premia may decrease slightly due to macroeconomic and capital markets impacts rather than 
business fundamentals. 


• Future planned interconnectors may be less attractive because UK would no longer automatically be part of the EU 
regulatory framework for market coupling - to unify electricity trading and harmonise power prices across Europe.
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Macro impacts on the Power & Utilities sector…
E) Financial and Safety Regulation


• Energy Trading: The EU has various measures which impact on energy trading, including: the Market Abuse Directive, 
the European Market Infrastructure Regulation (EMIR), the Markets in Financial Instruments Directive (MIFID and 
MIFID II) and the Regulation in wholesale Energy Market Integrity and Transparency (REMIT).


• Regulatory divergence could result in an additional burden by duplicating compliance and reporting requirements. 
However, it could also remove some less favourable regulations, as the UK has typically been keen to maintain a 
competitive edge in the financial sector.


• Safety regulation: The Offshore Safety Directive Regulator oversees the implementation of the EU Directive on the 
safety of offshore operations. However this Directive largely reinforces elements that are already covered by UK 
Regulations so there is unlikely to be any significant changes in this area.


F) Workforce implications


• Free movement of labour: The potential loss of this poses risks for the sector.  It could reduce the pool of labour and 
increase the skills shortage, already being felt, especially in the more specialised parts of the sector (engineering and 
nuclear in particular) with the aging workforce. While labour could still move between markets, any restrictions or 
additional hurdles would add to costs.


• Skills shortages: On the other hand, there may be opportunities to target skills shortages required in the energy sector 
through the introduction of a points based immigration system, like that used in Australia. 


• STEM: When looking at the next generation of STEM students, which are key to the Power & Utilities industry, 
consideration needs to be given to the impact on UK universities to attract EU students if the UK were outside the EU.


• HQs: Energy companies with headquarters in mainland Europe could come under political pressure to relocate jobs and 
investment away from the UK and to those countries remaining in the EU.
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Impact on your
businesses
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Potential impacts on your business…


What is the short term 
exposure of your 
business?


What is the impact on your people, 
organisational design and processes?


How much do you depend on the European 
market? What new opportunities may arise?


Financial performance 
outcomes


Business Model Operating Model


• Markets, propositions, brands and clients • Business processes, operational and technology 
infrastructure, organisational structure, risk and 
governance, people and culture


• Financial targets, 
budgeting, cashflow
and liquidity


• Reforecasting and 
capital market guidance


• Working capital, cash 
management and 
stress testing


• Hedging and FX 
Budgeting


• Measures and 
incentives


• Cost of capital 


• Risk Management


• Changes in the UK and EU competitive 
landscape, as market access changes 


• Effect of removal of EU withholding tax 
directives may increase investor tax costs;  
Global tax developments would be implemented 


• UK law would now prevail with potential for VAT 
to diverge from EU rules (e.g. freedom to set 
lower VAT rate on fuel and power)


• Potentially increase in administration costs of 
cross border goods flow


• Changes in regulations eg environmental 
legislation


• Impact of macroeconomic conditions 


• Impact on availability of skills and resources


• The automatic right to work in EU states will no 
longer apply for UK nationals


• Some labour laws could be revised depending on 
the new Government


• Transmission of data cross borders could be 
restricted, impacting processes and technology 


• New administrative functions for administering 
trade


• Need to revisit all their contracts citing EU law


• Cross border mergers could prove difficult
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Is this you?


Yes No


79%


21%


Yes No


83%


17%


Do you have a response plan? Have you formed a response team?


Sample of 177 responses from KPMG Brexit portal registrants, post Brexit vote
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The KPMG 2 – 2 – 2 Response Plan


2 
weeks


2 
months


2 years


• Form Brexit Committee and operations Project Management Organisation (PMO)


• Determine and hedge cash position


• Communications plan – people, customers, suppliers, investors


• Contingencies in place


• Determine competitor exposure and opportunities
• Determine your own heatmap – to identify risks and opportunities


• Forensic top to bottom understanding of your business 
operations – driven by Brexit Committee and PMO


• Execute to mitigate risks


• Active capitalisation of opportunities


• Determine important negotiation factors and your 
industry position


• Develop and update strategic plan 
(markets, propositions, brands and 
clients) in line with expected 
opportunities and challenges


• Iterate to reflect developments in UK-
EU negotiations


• Restructuring and build-up of operating 
model capabilities to ‘win’ post-Brexit
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The KPMG Brexit Portal
Visit: kpmg.com/uk/euref Visit the Forum to access materials available to help



https://home.kpmg.com/uk/en/home/insights/2016/05/the-eu-referendum.html
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Contacts page for more information
Power & Utilities team


Simon Virley CB


Partner & Head, Power and Utilities 


T +44 (0)20 73115037


E simon.virley@kpmg.co.uk


James Maycock


Commodity and Energy Markets Risk and Regulatory


T +44 (0)20 7694 5560 


E james.maycock@kpmg.co.uk 


Andrew Lister


Head of Tax, Energy and Natural Resources


T +44 (0)207 694 3751


E andrew.lister@kpmg.co.uk


Economics team


Simon Trussler


Head of Fiscal and Government Affairs


T +44 (0)20 7694 5497


E simon.trussler@kpmg.co.uk


Bill Robinson


Chief Economist


T +44 (0)20 7311 3515


E bill.robinson@kpmg.co.uk


Dan Aylward


Economics and International Development


T +44 (0)7557 316 505


E dan.aylward@kpmg.co.uk
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Annex
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Annex: Europe and the Europe Union 


Euro Area 


Austria


Finland


Greece


Lithuania


Netherlands


Slovakia


Belgium


France


Italy


Luxembourg


Portugal


Spain


Estonia


Germany


Latvia


Malta


Slovenia


Schengen
border-free area


Denmark


Justice and 
Home Affairs Opt 


Outs


United Kingdom
Ireland


Cyprus


European Union


Bulgaria
Romania Croatia


Czech Republic


Hungary


Sweden


Poland


Iceland


Liechtenstein


Switzerland


Norway


Source: Alternatives to membership, HM Government, 2016
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Annex: Models of relationship to the European Union
Models of relationship to the European Union (Alternatives to membership, HM Government, 2016)


Votes on EU 
law


Access to the Single Market in
goods and services


‘Ever closer 
union’


Justice and 
Home Affairs 


(JHA)


Free 
Movement of 


People


Schengen 
border-free 


area


Contribution 
to EU 


financing
Eurozone 


membership
Tariff-free 


trade


Customs 
Union and 
external 


trade


Level playing 
field for 
business 


UK membership of the EU a) b)


Standard EU membership


Norway (non-EU EEA)


Bilateral 
Agreements


Switzerland


Canada


Turkey


WTO c) d)


Legend


Full


Partial / voluntary / special arrangement


None


a) Free movement of people: at the 2016 February European Council the Prime Minister 
secured a new settlement that will enable the UK to have a new emergency brake to limit 
full access to in-work benefits by newly arrived EU workers for up to four years when they 
enter our labour market. This will be in force for seven years. 


b) The UK receives a rebate on its contributions to the EU budget. 
c) Except where the EU has bound tariffs at zero per cent in WTO commitments. 
d) Except where the EU has made commitments under General Agreement on Trade and 


Services. 
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