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Executive Summary

Managing Through Adversity and Uncertainty
With the meltdown of the credit markets and the deepening of worldwide recession, energy and utility companies are tightening 
their belts and contemplating how to position for future opportunities.  The drumbeat of sustainable management, energy 
efficiency, and carbon constraint continues to exert force on the energy and utilities sectors, requiring the development of new
strategies and measures, even in uncertain economic times.  In this update, we look at these developments.

With the imminent commencement of the Obama Administration, many are now looking carefully at the President-elect’s 
proposed energy and environmental initiatives and emphasis on energy efficiency and independence.  However, while Mr. 
Obama has made important policy statements—e.g., in support of natural gas and nuclear development—program specifics 
must still be articulated.
Most contentious of these federal energy policy issues are mandatory carbon constraints.  This is top of mind for industry 
strategists.  However, based upon various pronouncements by Sen. Bingaman and Rep. Waxman, leaders of the relevant 
Senate and Congressional committees, respectively, it remains unclear how quickly any regime could be enacted.

A New Policy 
Agenda Coming to 
the Fore, But 
Specificity Is 
Needed

Cleaner Is Better, 
But Requires 
Economic and 
Policy Enablers

Tight Financial 
Markets and a Soft 
Economy Present 
Challenges and 
Opportunities

Despite the near-term economic challenges, growth in the cleantech sector continues, although a supportive federal policy 
environment will be required to sustain it.
Smart grid technologies also have been achieving a sort of critical mass, emerging in both policy and popular discourse.  The 
current push toward standards and a defined set of capabilities and expectations from enhanced grid technologies should 
provide a common language for both regulators and energy utilities to discuss costs and benefits.
Ironically, the recent fall in fuel prices and easing of power demand could pose a key challenge to the urgency to implement 
cleantech and smart grid.

Energy stocks have fared better than the broader markets during recent declines in the stock market.  Capital has been 
available for utilities, in large part because of the perceived security of rate recovery.
Utilities are impacted by these events, however, and face some peculiar risks.  In response to potential demand slowdown and 
regulatory lag, utilities are undertaking a number of pre-emptive actions to preserve cash, including trimming both operating 
and capital expenditures.  But utilities should evaluate their long-term human capital needs before making large workforce 
reductions.
Many investment analysts point to energy and utility companies as good destinations for equity investment in the near term, 
having shored up their balance sheets over the past several years.  This investor interest should help the sector weather the 
worst of the recession. 
Indeed, many companies are forging ahead with strategies that will help grow the business, including nuclear development and 
mergers & acquisitions.  Tight times for tax-strapped states wanting to advance sustainability and clean energy strategies may 
also present opportunities for private firms through public-private partnerships.
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Energy Industry Stock Prices

5-Year Sector Performance
Normalized Daily Index Values (Jan. 2003–Nov. 2008)

18-Month Sector Performance
Normalized Daily Index Values (July 2007–Nov. 2008)

76%89%121%Selected companies with power & gas 
sales with market cap <$4 billion

SNL Energy Small 
Diversified*

15 large utilities spread across the U.S.

Natural resource-related MLPs with 
market cap >$300 million

30 leading U.S. industrial companies 

Publicly traded IPPs and merchants

U.S. electric companies in the S&P 500

U.S. gas companies in the S&P 500

Selected companies with power & gas 
sales and market cap >$4 billion

Sector Member Description

Index Value as of Mid-November 2008 vs. Initial Index Value (= 100%)

72%94%167%DJ Utility Index*

82%

85%

100%

87%

90%

3-Year*

57%Citigroup MLP*†

63%99%DJ Industrial Avg.

39%207%SNL Merchant Generator

75%159%S&P Electric Utilities

60%106%S&P Gas Utilities

72%149%SNL Energy Large 
Diversified

18-Month5-YearIndex
The energy and utilities sectors have been 
largely outperforming the broader Dow 
Jones Industrial Average over the past 1½-, 
3-, and 5-year periods.

Electric utilities have been fairly resilient 
over each of those time periods.

Since mid-2007, a combination of high fuel 
prices, recent recessionary forces, and the 
credit crisis appears to have hit gas utilities, 
merchant generators, and natural resource 
(including gas) master limited partnerships 
harder than other energy sector groups.

Some expect that utilities will profit from a 
“flight to quality” as the broader stock 
market whipsaws but may not gain traction.

Notes:  *means not depicted; †MLP is master limited partnership, a legal structure frequently used for the upstream gas sector
Sources:  SNL Financial; Dow Jones & Co.; Standard & Poors; Citigroup; ScottMadden analysis
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“Low-risk electric and natural gas distribution 
businesses should continue to provide 
relatively stable earnings and cash flows.”

“Positive attributes include strong regulated 
EPS growth prospects driven by substantial 
investment needs and favorable regulation.”

“Transmission and distribution investments 
are on the rise, as well as capital spending 
related to environmental upgrade.”

Stable Growth Fueled by 
Infrastructure Investment Needs

Energy Delivery Utilities

Downward Stock Trend 
Despite Adequate Liquidity

Earnings Pressure from Financing Costs 
and Capex (Rate Base) Cutbacks

“Some of the largely electric distribution 
utilities [are] benefiting from anticipated rate 
increases and/or a full year of rate increases 
implemented in 2007.”

“They generally have adequate cash flow and 
liquidity to weather current market 
conditions until access to the capital markets 
improves.”

“It is too early to estimate long-term 
electricity consumption deceleration, 
particularly based on volatile short-term 
electricity demand fluctuations. However, the 
downward trend is becoming evident in our 
view.”

“The market for power [sector] stocks has 
been painful in the recent sell-off, taking a 
disproportionate hit relative to the market on 
a combination of concerns…”

“The utility sector is well positioned to 
provide above-average total returns both in 
the near term and long term.”

“Given the economic uncertainty, we believe 
investors sought the relative stability of the 
industry's earnings and cash flow and a 
generally constructive and balanced 
regulatory environment.”

“Costs of new debt issuance have increased 
markedly this year and spiked in the past 
month—potentially putting pressure on 
earnings until these higher capital costs can 
be recovered in future rate cases.”

“Rapid growth of renewables…could limit 
both the volume and price increases enjoyed 
by conventional generators, curtailing the 
growth of earnings in the power industry.”

“If we see regulated utilities cutting back on 
capital expenditures because they can't get 
the financing for that, that will have a huge 
impact on future earnings growth.”

Electric-Predominant 
Integrated Utilities

Diversified (E&G) Integrated 
Utilities

Sources: Robert W. Baird & Co.; BMO Capital Markets Corp.; Sanford C. Bernstein & Co. LLC; Morningstar Inc.; Standard & Poor’s Stock 
Reports; Citigroup Global Markets; J.P. Morgan Securities Inc.; Credit Suisse; Brean Murray Carret & Co.; Banc of America Securities; 
Wachovia Capital Markets; BMO Capital Markets Corp.; Morgan Keegan & Co.; SNL Financial (anonymous investment banker)

The Investment Community’s View
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“…Positive sector bias at this time, with a 
specific focus on gas utilities with a business 
mix of faster growing gas distribution with 
rate stabilization and pending rate relief and 
development of midstream assets”

“As the baby boomer generation nears the age 
of retirement, we expect investors to shift 
investments toward slower growth, higher-
yielding conservative investments that may 
include utility stocks. We believe gas utilities 
stock will benefit from this shift.”

“We expect higher production-related costs to 
restrict earnings gains at gas utilities with 
E&P operations.”

“Over the near term, we expect that the 
recessionary economic environment, 
declining interest rates, and supportive 
regulatory climate should continue to attract 
skittish investors seeking “safe haven” total 
returns.”

Conservative Play During Turbulent 
Economic Times

Gas Utilities

“Fundamentally, we still see attractive values 
in the generators.”

“The most likely area for M&A to occur 
would be in the less-regulated generation and 
IPP realm. The latter has been particularly 
hard-hit…”

“For trading shops, it [financial sector 
turmoil] also likely poses at least a near term 
earnings challenge as volume and velocity 
slow down. Fewer players means a smaller 
market.”

“We are optimistic about a continued 
recovery in the energy merchant group.”

“For much of the year, we have been warning 
about the merchant outlook softening due to 
widening reserve margins. The abrupt 
impairment of the credit markets however, 
means additional caution is warranted for the 
group near term.”

“Declining dark spreads [and] the shrinking of 
the spark spreads in the near term will put 
pressure on the IPPs.”

“Small IPPs…probably would be worth more 
if they were larger and more diversified and 
were involved in more regions.”

Challenges of Credit Crunch and Market 
Softness Pave the Way for M&A

Independent Power Producers, 
Energy Traders, and Energy 
Merchants

Large Pipeline and Storage-Based 
Players Are Well Positioned

“The sector has been pummeled…over 
concerns that MLPs will not be able to 
obtain capital to support their expansion 
projects.”

“We…believe that the overall fundamental 
picture remains solid. Drilling activity is 
robust, commodity prices are still strong, 
interest rates are low, etc.”

“…Fee-based pipeline and terminal operators 
to continue to expand earnings well in excess 
of anticipated real U.S. GDP growth in 
2008”

“…Adequate liquidity to fund near-term 
capex, but some will need capital in 2009”

“We have noticed a 'flight to quality' 
phenomenon within the MLP space. Large-
cap sector leaders…have held up much 
better than the sector in general.”

“A wave of consolidation is coming.”

“Investors are stating their preferences loudly 
and clearly. Large-cap, investment grade, 
pipeline, and storage fee-based businesses are 
in.  Commodity-sensitive, more volatile and 
lesser credit MLPs such as gathering and 
processing, upstream, and others are out.”

Midstream, Gas Storage, 
and Gas Transportation

The Investment Community’s View (Cont’d)

Sources: Robert W. Baird & Co.; BMO Capital Markets Corp.; Sanford C. Bernstein & Co. LLC; Morningstar Inc.; Standard & Poor’s Stock 
Reports; Citigroup Global Markets; J.P. Morgan Securities Inc.; Credit Suisse; Brean Murray Carret & Co.; Banc of America Securities; 
Wachovia Capital Markets; BMO Capital Markets Corp.; Morgan Keegan & Co.; SNL Financial (anonymous investment banker)
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Leading Industry Strategists Speak
Top Issues (Ranked by Relative Importance and Area of Concern) as Identified by Attendees of EEI’s October 2008 Strategic Issues Conference

Implications: Competing priorities and issues will vie for executive and regulatory attention.  Robust planning approaches such as scenario 
planning and “real options” analysis will be needed to evaluate possible future outcomes.
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Impacts of the Market Crisis and Economic 
Downturn on Energy and Utility Companies

Yields Have Fallen, While Credit Spreads Have Risen There are mixed opinions on how significantly the current credit crisis 
and economic downturn will affect the outlook for energy and utility 
companies.  However, some trends are emerging:

Capital cost increase: Cost of credit is increasing, approaching 
the low end of allowed equity return range (about 10%).  This may 
require increased equity returns needed to attract new capital to the 
industry.
Adequate liquidity + cash preservation: Companies are 
focused on liquidity and cash preservation until credit markets 
equilibrate.
Pension funding issues: With the fall in most asset values, some 
companies must increase pension funding during 2009 to make up 
for the loss.
Revenue doldrums: Top-line revenue softness is expected for 
the near future, although those with a growing customer base can
somewhat offset per customer sales with new customers.  Utilities 
that implemented revenue decoupling are advantaged in this 
environment.
Deferred capex: Many utilities are deferring capital expenditures, 
especially in the non-regulated business where projects (esp. 
generation) are not recovered in rates and can more readily be re-
initiated.
Regulatory backstop: For companies in jurisdictions with 
supportive regulatory frameworks and using debt proceeds for 
regulated capex (especially with the security of a mortgage bond
indenture), more financial flexibility is available.
But...regulatory lag potential: The potential for regulatory lag is 
of concern, especially given the continued need to invest and 
higher expected debt costs.

An October survey of electric utility strategists revealed the following:
Despite what were regarded as generally tight credit conditions, no 
one reported that it is impossible to issue debt. 
Nearly 80% of respondents report that capex plans have been 
affected by capital market conditions.
The large majority report conservative, or very conservative, capex 
philosophies.

One Bright Spot: Fuel Prices Are Declining
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The Power Supply Outlook Improves 
Due to Near-Term Demand Reduction—Will It Last?

NERC’s recent long-term forecast suggests that the 
overall outlook for generation reserve margins seems to 
have improved (estimated at 13% by 2017).

Energy efficiency impacts are more bullish than 
last year’s projections, forecast to shave off 
almost another percentage point of peak demand 
by 2016 (versus last year’s 2016 forecast).
Demand response as a percentage of peak 
demand also appears to be on the rise.

However, significant regional resources are still 
required, particularly to back-stop renewables’ supply 
intermittency and deal with transmission complexities.

Many areas still face near-term resource adequacy 
challenges, particularly:

— The Desert Southwest
— Western Canada
— The Central sub-region of SERC (TN and 

parts of AL, GA, KY, and MS)
Improved planning visibility and more 
transparent forward capacity markets in the 
northeastern U.S. have improved that region’s 
outlook from its usual “dire” status.

Some concerns are emerging, however, including:
Environmental regulations (water, air) which 
could force derates or retirements—cooling water 
retrofits alone could reduce 2015 capacity margins 
by more than 4%, from 14.7% to 10.4%
Increasing number of peak wind resources—145 
GWs of additional on-peak wind resources over 
the next 10 years—which could create significant 
reliability and integration issues

Demand Response and Energy Efficiency Ease Long-Term Supply Shortfall  

Projected U.S. Net Internal Demand and Demand Response for 2016

Sources: NERC; SNL Financial; ScottMadden analysis

Projected U.S. Net Internal Demand and Demand Response in 2016 
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Implied Heat Rates Decline

Recently, with softening demand due to a slowing economy, 
more efficient (lower heat rate) generators are clearing some 
markets.

However, with new coal plant approvals slowed or halted in 
most regions, gas-fired generation is expected to make a near-
term comeback as a “bridging fuel,” pending new low- or 
zero-carbon emissions baseload generation.

Once world economies recover from the current economic 
turmoil and world fossil fuel supplies again tighten, this rush 
to gas risks reintroducing the price volatility experienced in 
North American power as recently as the early 2000s.

NERC has suggested that the rush to gas may also have 
reliability implications.
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New Power Generation Costs Continue to Rise

Power generation installed costs continue to escalate, 
driven by construction cost increases of 15% to 20%, 
which continued through early 2008.

Financing costs appear ready to rise, with significant 
risk premiums potentially priced into debt for new 
technologies in the current tight credit environment.

Installed costs for advanced nuclear units keep rising.  
Recent estimates from Duke Energy and SCANA, for 
example, estimate construction costs for advanced 
nuclear at well over $4,000—and approaching 
$5,000—per kilowatt.

Greenhouse gas (GHG) emissions costs are still 
uncertain, especially with mixed outlooks for GHG 
legislation, but most agree that early estimates of $10 
per ton were optimistic.

Using simplified assumptions, high natural gas prices 
($10+ per MMBTU) make coal with carbon capture 
and sequestration (CCS) more competitive with 
combined cycle with CCS.  But enhanced gas supply, 
given the incoming Obama Administration’s support 
for domestic gas recovery, could keep gas prices much 
lower in the near to intermediate term.
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2008); World Nuclear Association, The Economics of Nuclear Power (Aug. 2008); Nuclear Energy Institute, The Cost of New Generating Capacity in Perspective (Aug. 2008); SNL Financial; ScottMadden analysis

Energy executives’ top-of-mind concerns
are two-fold: responding to potential climate
change constraints and securing sources of 
funding for capital expenditures.

Both come into focus when examining the costs of
new baseload power supply.
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Carbon Markets Get Real
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Regional Greenhouse Gas Initiative (RGGI) Auctions Begin

The first auction of RGGI GHG allowances occurred in September. 
The first RGGI compliance period begins on Jan. 1, 2009. Total 
RGGI allowances for 2009 are 188 million tons CO2e.
Prices for allowances were higher than expected—$3.07 per ton 
versus an auction reserve price of $1.86/ton.  Most had expected 
lower prices because of over-allocation as well as reduced economic 
activity (yielding lower expected emissions levels).
Some RGGI states were unable to participate pending finalization of 
their respective rules on allowance and GHG compliance programs.
Most states plan to use a substantial portion (70% to 100%) of 
auction proceeds for energy efficiency, but some have indicated a 
willingness to pass back receipts beyond some threshold dollar per 
ton to consumers in rate relief, which environmentalists oppose.

RGGI Auction Schedule

2009, 201220092009Allocation year

NoneNoneNY, NJ, 
DE, NH

States 
“missing”
(not offering)

? of 18831.512.6Offered
(in millions)*

Mar. 18, 2009Dec. 17, 2008Sept. 25, 2008Auction

EU Carbon Prices Ranged from €15-30 (roughly $US 20-45), Softened in 
Phase II (2008), and the Allowance-Offset Spread is Narrowing

CER = Certified Emissions Reductions
EUA = EU Allowances

Note: GHG means greenhouse gas; CO2e means CO2 equivalent. *Volume is in tons of CO2e
Sources: Regional Greenhouse Gas Initiative; European Climate Exchange; Evolution Markets; Platts; SNL Financial; The Economic Times (London); 

The European Union; The Wall Street Journal; BusinessGreen.com; World Resources Institute; The Climate Registry

Source: European Climate Exchange

EU 2008 CO2e transactions through late 
October: 2 billion tons (equivalent of 

over 100% of total EU Phase II 
allowances

European Carbon Markets Enter a New Phase

At the beginning of this year, the European Union entered Phase II 
(2008-2012) of its GHG Emissions Trading Scheme (EU-ETS). 
Only 7% of credits are auctioned over Phase II; the balance is 
allocated to emitters as deemed appropriate by individual countries 
(which was problematic in Phase I).
Despite ratcheting down the number of allowances, prices have 
been relatively low, as emissions decreased due to a softer economy 
and more gas-fired generation driven by lower oil and gas prices.
A key development has been a link between the worldwide Kyoto 
Protocol trading scheme and the EU-ETS, which will facilitate 
transactions involving Certified Emissions Reductions (CERs) 
from carbon offset projects.  One trend to watch: Emerging 
distinctions between the “quality” of different offsets and their 
CER values.
The key achievement of EU-ETS Phase I was setting up markets 
and methods; it is difficult to make the case that EU-ETS has 
materially reduced GHG emissions...yet.
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A Note on Carbon Registries

Jurisdictions with greenhouse gas (GHG) emissions laws such as 
California and the EU have established mandatory GHG 
reporting at the facility level.

The EPA is tasked with development of a mandatory U.S. GHG 
emissions database by mid-2009.

Several GHG registries have emerged in recent years as GHG 
caps are being implemented in various regions.  Registries collect, 
document, and track verified emissions and reductions at the 
facility and corporate level.  Most have links to The Climate 
Registry (see right).

These registries are useful for entity GHG oversight and 
aggregate carbon emissions management, since mandatory 
reporting is typically only at the facility level.

Characteristics of successful registries:
Cross-jurisdictional harmonization of verification 
and reporting standards
Transparency
Facilitation of GHG baseline development

There is some expectation that these registries may become 
obsolete once emissions markets and reporting schemes are fully 
functioning and integrated, but for now they remain a useful tool 
in GHG management.

Footprint of The Climate Registry:
A Key, Voluntary North American GHG Registry

Sources: BusinessGreen.com; World Resources Institute; The Climate Registry
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Cleantech: One Bright Spot for Energy, 
But Will the Recent Financial Turmoil Derail It?
Cleantech 
defined

Cleantech is defined broadly as “knowledge-based products and services that improve operational performance, productivity or 
efficiency while reducing costs, resource and energy consumption, waste or pollution.”
Cleantech “encompasses a broad range of products and services, from alternative energy generation to waste water treatment to more 
resource-efficient industrial processes.” Each shares a common thread: “optimized use of natural resources.”

A promising 
sector for 
investors... 
until recently

Support for cleantech (and underpinnings of demand) has come from climate change, renewable, and other energy and environmental 
policy commitments at multiple levels: international, federal, state, and municipal.
Stock prices of publicly traded cleantech firms have been performing well until the recent financial crisis.  Resulting capital constraints 
and lower oil prices appear to be affecting funding for some capital-intensive technologies, such as ethanol and wind power.

Some 
headwinds 
remain

With limited M&A activity, a moribund IPO market, investors’ flight to safety, and some utilities reducing their investments in 
alternative energy, some cleantech firms will be stressed without a near-term monetization or funding event.
Stability and long-lived federal renewable tax credits, which have been extended only through 2009, are also critical to cleantech.

Enhanced 
policy 
support

Progress on climate change programs must be monitored as well as how the policymakers’ priorities shifted and adapted.  Most 
expect that the Obama Administration will aggressively facilitate cleantech development as a new U.S. industrial policy unfolds, with 
infrastructure stimulus tied directly to climate-sensitive sectors such as power grids, water, buildings, and public transport.

At the ground 
floor

Contrarian energy companies will use this time of market turmoil to examine and fund technologies (and related intellectual property) 
that will support their long-term strategies and enhance economic development opportunities, especially as governments increasingly 
co-fund cleantech technologies.

Growth in Cleantech 
Venture Capital

Until the Recent Financial Market Turmoil, 
Cleantech Firms Were Outperforming Broader Indices

Sources: Cleantech Indices LLC; NYSE Euronext; SNL Financial

Sources: Cleantech Group LLC; NYSE Euronext; SNL Financial; National Venture Capital 
Association (NVCA); industry reports; MoneyTree™ Reports from  PriceWaterhouseCoopers 
and NVCA (data from Thomson Reuters); Seattle Post-Intelligencer (accessed at 
http://seattlepi.nwsource/opinion/387330_techonline12.html); Ernst & Young
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funding by technology
• Solar energy: 28%
• Other alternative energy: 13%
• Power supply: 13%
• Pollution and recycling: 9%
• Wind energy: 5%
• Other cleantech: 31%
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Measurement and Verification: 
Ensuring Energy Efficiency Success

Efficiency is certain to be a focus of both the energy industry and policymakers for the next several years.  Regulators and state and federal 
agencies will not, however, give a blank check to efficiency projects.  Their approach will be “trust but verify.”
The manner in which efficiency gains are measured and verified will be a key factor in deciding the nature, timing, technology, and scope of 
energy efficiency projects.
Energy efficiency programs should be results- and measurement-focused, with a detailed plan to move from opportunity identification to 
program/pilot to ongoing assessment.  Establishing a pre-installation “baseline” measurement is essential to verifying actual post-
installation performance and valuing energy savings, efficiency credits, and potentially, carbon offsets.

Sources: U.S. DOE Federal Energy Management Program, “M&V: Measurement and 
Verification for Federal Energy Projects” (Sept. 2000); ScottMadden analysis

Options for Measurement and Verification of Energy Efficiency Results

Option A B C D

Basis of 
measurement

Measured equipment 
performance
Measured or stipulated 
operational factors (including 
usage)
Stipulations based upon 
transparent, objective standards 
(e.g., manufacturer, ANSI data)
Annual verification of 
“potential to perform”

Periodic or continuous 
measurements during contract 
term (potentially via remote 
monitoring)
Measured at device or system 
level

Whole building or facility level 
meter or sub-meter data
Adjusted for weather and 
other factors
Annual assessments

Computer simulation of 
building or process
Simulation calibrated with 
measured data
Annual inspections

Savings 
calculations by...

Engineering 
calculations

Engineering calculations 
using measured data

Analysis of
utility meter data

Comparing 
model runs

Degree of 
precision

Moderate High Moderate Moderate

Complexity/
level of effort

Simple/relatively low More difficult/moderate
(to collect data)

More difficult/moderate
(to get historical data, 

make baseline adjustments; 
time to evaluate)

Significant 
(specialized computer 

modeling required)

Cost Initial and annual M&V cost: 3% to 15% of savings
“Rule of thumb”: <10% of savings for M&V

Suitable projects Where performance is constant, 
usage can be readily characterized, 
and there is limited uncertainty, 
e.g., lighting, motors, rate changes, 
and O&M

Where accurate savings 
estimation of long-term 
performance is needed, 
e.g., variable-speed motors

Where total savings, rather than 
savings from specific equipment, 
is important, and savings 
expectations are significant 
(>20%)

New or significantly changed 
uses that are difficult to baseline, 
e.g., new construction, building 
envelope modifications, pervasive 
energy management systems



Policy and Regulatory Activity
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Nuclear Loan Guarantees: A Diminishing Resource
Congress approved $18.5 billion of federal loan guarantees for new nuclear 
facilities. DOE is authorized to provide loan guarantees for up to 80% of the 
project costs (up to 90% of loans for a project) for new energy technologies that 
emit little or no greenhouse gases.

As of early October, the Department of Energy had received requests from 17 
companies for $122 billion in guarantees for construction of nuclear facilities, with 
$4 billion of that for “front-end” nuclear facility projects, such as uranium 
enrichment, double the $2 billion available for those projects.

The 14 projects total 28.8 gigawatts of capacity and have an estimated installed cost 
of $188 billion, covering all five reactor designs that have been either pre-approved 
or are pending approval.

President-elect Obama’s lukewarm endorsement of nuclear energy and federal 
budget constraints may constrain further federal support.

Implications:  

Getting federal loan backing is going to 
be more and more difficult.

Focusing on project risks and risk 
management is going to be particularly 
important as those with aspirations to 
develop nuclear plants will rely 
increasingly upon non-government 
guaranteed financing.

Other guarantee sources and more 
creative financing structures may be 
required to effect the industry’s hoped-
for nuclear renaissance.

Creditworthiness, 
50%

Construction 
Factors, 15%

Legal & 
Regulatory Issues, 

15%

Technical 
Relevance & 

Merit, 5%

Technical 
Approach / Work 

Plan, 10%

Environmental & 
Energy Security 

Benefits, 5%

New Nuclear Units with NRC License Applications PendingDOE Loan Guarantee Criteria and Weighting

Sources: U.S. Dept. of Energy Loan Guarantee Program Office; U.S. Nuclear Regulatory Commission

Source: DOE

Source: NRC
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Policy Opportunities and Challenges 
Under the Obama Administration

Sets aggressive annual energy demand reduction 
targets
Increases opportunity for programmatic energy 
efficiency and partnerships with government and with 
retail customers
Increases potential for enhanced marketing of 
retrofit, performance contracting, and improvement 
financing
Signals coming dialogues with regulators on rate 
structures, like decoupling, as well as recovery of 
weatherization and efficiency investments
Attempts to expand federal influence; will increase 
tensions as state-federal jurisdictional conflicts over 
energy delivery and efficiency emerge
Maintains continued interest in the smart grid; 
however, the need for significant new power 
transmission is not highlighted and will need to be 
addressed

Reduce energy demand growth 15% from projected 
levels by 2020
Improve new building efficiency by 50% and existing 
building efficiency by 25% over the next 10 years
Reduce federal energy consumption by 15% by 2015
Require all new buildings to be carbon-neutral by 
2030; new federal buildings: zero emissions by 2025
Require states to conduct proceedings to implement 
changes to foster energy efficiency (e.g., revenue 
decoupling)
Invest in smart grid development, implementing a 
Smart Grid Investment Matching Grant Program to 
reimburse 25% of qualifying investments
Weatherize one million homes per year over 10 years

Energy efficiency

Maintains much of DOE’s current technology R&D
Creates potential to partner or ally with government 
to fill the pipeline for the workforce of the future
Facilitates both government and private sector 
cleantech economic development programs
Sustains CCS as a viable R&D pursuit

Tracks targets outlined in Sanders-Boxer
With all allowances auctioned, creates immediate 
winners and losers among carbon-light and carbon-
heavy energy producers and imposes near-term costs 
upon utilities that will be reflected in rates
Makes UNFCC and other organization meetings 
bellwether events that signal and more closely 
influence and reflect U.S. policy direction

Implications

Institute economy-wide cap-and-trade system to 
reduce GHG emissions 80% below 1990 levels by 
2050
Polluter-pays allowance auction revenues (estimated 
at $15 billion per year) invested in clean energy 
development, energy efficiency, and biofuel and clean 
energy vehicle technologies
Make U.S. the leader in climate-change response 
through increased international engagement

Carbon emissions/ 
climate change

Spend $150 billion over 10 years in government-
directed R&D in alternative energy technologies
Institute cleantech workforce training programs
Invest $1 billion per year in modernizing 
manufacturing to support cleantech production
Develop five first-of-a-kind commercial scale clean 
coal plants with carbon capture and storage (CCS)

Key Obama Policy Proposal

Clean technology 
investment and 
research

Sources: Obama-Biden campaign web site; The Brookings Institution; 
American Enterprise Institute; SNL Financial; ScottMadden analysis
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Policy Opportunities and Challenges 
Under the Obama Administration (Cont’d)

While not “drill, baby, drill,” provides some support 
for increased gas production
Continues pressure to secure key factors of natural 
gas production—labor and rigs
Potentially enhances gas supply in the intermediate 
(two to five years) term, just in time for a potential 
ramp-up in gas-fired power generation

Apply “use it or lose it” to existing leases
Invest in technology to help recover more from 
existing gas and oil fields
Streamline federal permitting for drilling in Barnett, 
Fayetteville Shale
Prioritize construction of Alaska Natural Gas 
Pipeline

Domestic natural gas 
production

Creates minor headwinds for new nuclear 
development and some uncertainty regarding DOE 
guarantees
Points to an increased need for education and 
advocacy on advantages of nuclear power 

Reject Yucca Mountain as a suitable site for spent 
waste storage
Does not propose specific policy or subsidy 
supporting nuclear development, although 
acknowledges that nuclear power will be important to 
achieve carbon reduction goals so long as it is “clean 
and safe”

Nuclear power

Increases likelihood that, after being rejected in 2007, 
Congress will again pursue a national RPS.  Strong 
advocacy both for and against a federal RPS will 
begin immediately
Provides tax certainty for financing of renewables, 
increasing development activity

Implications

Implement federal renewable portfolio standard 
(RPS) of 25% by 2025 (10% by 2012)
Extend the federal renewable production tax credit 
for five years

Renewables

Key Obama Policy Proposal

Sources: Obama-Biden campaign web site; The Brookings Institution; American Enterprise Institute; SNL Financial; ScottMadden analysis



22 Copyright © 2008 by ScottMadden, Inc.  All rights reserved.

This year will be the first full year of implementation of mandatory 
NERC reliability standards, with enforcement actions involving 105 
separate violations identified through late October 2008.

The days of “no violations” are over.  Since the standards were 
implemented in 2007, FERC has issued $255,000 in fines, levied 
against two investor-owned utilities.  Those utilities had the 
following in common:

Self-reporting, although the violations resulted in outages
Vegetation management violations, a key failure that caused the 
2003 Blackout and is deemed a high-risk factor by NERC

NERC and FERC are taking a low-tolerance stance on vegetation 
management violations, making little allowance for inadvertent error 
or oversight.  NERC is expressly concerned about the frequency of 
transmission line outages caused by grow-ins, which was a problem 
during 2007 even when line loading was low.

Utilities bear the burden of proof of compliance, encouraging third-
party pre-audits and a greater amount of documentation.

FERC, however, has indicated that it would exercise forbearance or 
forgiveness on monetary penalties if an entity demonstrates effective 
compliance practices.

Our view is that a compliance program requires strong leadership to 
push and change culture within an organization.  The program 
should be a comprehensive risk management program that requires 
the participation of key corporate organizations, not merely 
transmission.

Central elements of a good program:
A compliance plan with clear accountabilities, a clear picture of 
what compliance looks like, and a timetable to achieve it
An audit readiness process to prepare for self-certification, self-
reporting, compliance audits, spot checks, and readiness 
evaluations
An annual compliance documentation review and update 
process
A method to ensure clear alignment among documentation 
compliance and training, operational proficiency, and results

Sources: NERC Compliance Monitoring and Enforcement Program: 2007 Annual Report (June 2008); FERC Compliance Summit 2008; NERC web site (accessed Oct. 27, 2008 at www.nerc.com/filez/enforcement/index.html); 
ScottMadden analysis; C. Lyons, J. Jacobi & R. Starkweather, “NERC Standards and Standards Compliance: Still a Work in Progress?,” The Electricity Journal 21(3) (Apr. 2008): 29-39

NERC Compliance: Benefits of Planning

Reliability Standards Violated in 
NERC Enforcement Actions (as of Oct. 27, 2008)

Most NERC Violations Have Related to Infrastructure Security

Source:  NERC; ScottMadden analysis

 

0 10 20 30 40 50 60

Interchange Scheduling & Coordination

Transmission Operations

Voltage & Reactive

Emergency Preparedness & Operations

Interconnection Reliability Operations & Coordination

Personnel Performance 

Transmission Planning

Facilities Design, Connections & Maintenance

Protection & Control

Critical Infrastructure Protection

No. of Violations
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FERC’s View of Important 
Features of Compliance Programs

Remediation of misconduct
Robust compliance culture
Independence from operations
Clear understanding of 
requirements at operating level
Clear points of contact
Close working relationships with 
regional reliability organizations

Active engagement and 
leadership by senior 
management
Preventive measures appropriate 
to the circumstances of the 
company that are effective in 
practice
Prompt detection of problems, 
cessation of misconduct, and 
self-reporting of violations

More than ¾ of these 
are related to generation 

and transmission 
protection system 

maintenance and testing

All of these were the 
sabotage reporting 

standard
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Recession and the Aging Workforce: 
A Unique Opportunity

Economic travails are dominating current headlines and causing concern among businesses, including utilities.  However, an aging
workforce and a thin pipeline of skilled replacement workers to step into the breach remain a top concern for energy and utility executives.
A silver lining in current economic conditions and stock market performance is that workers might defer retirement, making them an 
ongoing and leveragable resource for knowledge transfer.  This will provide energy and utility companies some breathing room.
However, to deal with near-term earnings threats, utilities will feel pressure to reduce labor costs in across-the-board reductions.  Such 
moves pose a risk that the best contributors will be swept out hastily without the following:

Adequate technology leverage
Fair consideration of costs as consultant vs. employee
Distinction between general vs. technical skills
Understanding the limits of staff reduction (vs. firm contraction)

Some companies are already announcing hiring freezes due to the current economic downturn.  This provides firms the opportunity to look 
internally at how to manage work better with the staff they have.

In spite of hiring freezes, companies should not let their pipelines for new employees atrophy—these will be key strategic assets as the 
economy improves and companies begin hiring again.
This may be a prime opportunity to pick up skilled workers who have been made redundant at other companies in this downturn.

A key consideration:  Any staffing decisions should be made within the context of an integrated workforce strategy.

Overall Unemployment is on the Rise…
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...But the Utility Industry Still Faces a Brain Drain
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Electrical technicians

Maintenance technicians

Pipefitters & plumbers

Mechanical technicians

First-line supervisors

Power plant operators

Nuclear technicians

Reactor operators

Nuclear engineers

Electrical power linemen

% of Key Utility Workers (by Specialty) Expected to Retire by 2012

Expected Retirement (by 2012) of Key Utility Worker Specialties

Sources: Power magazine; U.S. Dept. of Labor
Sources: The Conference Board; U.S. Dept. of Labor; OECD

Sources: J. Akin, “The Aging Workforce: Panic Is Not a Strategy,” Power (Apr. 15, 2008); U.S. Dept. of Labor; The Conference Board; 
Organization for Economic Cooperation & Development; ScottMadden analysis
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Mergers and Acquisitions: Are These Bold Moves 
in a Bad Economy the Start of a Trend?

Two major acquisitions in the power sector have been proposed in the 
past several months, and others are rumored.

Some analysts project other large-scale combinations in the power sector 
in 2009.   Moody’s observed that “consolidation often occurs during 
times of constrained capital, with large market capitalized companies 
acquiring smaller ones.”

This need for larger, better-capitalized entities is especially acute given 
the significant capital expenditure requirements for the power industry 
(about $280 billion through 2013 for 48 utilities alone, by one estimate), 
not to mention potential greenhouse gas-related capex.

Regulatory interest in moving former BG&E generation assets 
back to the utility in exchange for merger approval
Regulators’ contentment with proposed $70 million in rate benefits 
(lower BG&E rate cap and delayed rate case)
Skeptical regulators

Potential change-in-control trigger of NRG debt refinancing
Rare hostile acquisition, but less risk given absence of any NRG
regulated franchise energy businesses
Degree to which a higher price might be required
Potential credit rating impacts
Extent of divestiture required (3,000 MWs expected)

Challenges

Sept. 19, 2008Oct. 19, 2008Offer date

Provides capital to support collateral obligations for commodity
trading business
Prevents potential bankruptcy filing given “run on the bank”
market mentality (One Constellation executive said, “We were 
forced, almost overnight, to reorient our priorities.”)
Involves less regulatory and political risk than higher Electricité de 
France bid

Aligns and rationalizes mutual objectives of TX nuclear expansion
Bolsters ability to finance through a combined balance sheet
Diversifies geography and fuel types with NRG’s generally lower 
carbon-emitting portfolio (a significant portion of gas and some 
nuclear assets)

Strategic 
rationales

None indicated; 
no workforce reduction at BG&E before 2012, if ever

NPV of $1.5 to $3 billion
(3% to 5% of combined company operating expenses)

Synergies 
expected

June 2009TBDExpected closing

43 U.S. power plants totaling about 9,000 MWs in the West (CA, NV, 
UT), Mid-Atlantic (MD, PA), and Northeast (NY)

Combination utility Baltimore Gas & Electric (BG&E) serving about 
1.2 million electric and 0.65 million gas customers

48 U.S. power plants totaling about 24,000 MWs in 
the West (CA, NV), Midwest (TX, OK, LA, IL), 
Mid-Atlantic (DE, PA), and Northeast (CT, NY) 

Assets/property/ 
business 
acquired

$6.2 billion (all stock)

Exelon Corp./NRG Energy

$4.7 billion (cash)Transaction value

MidAmerican Energy Holdings/Constellation Energy

Sources: Company news releases, financial presentations; industry news; analyst reports; SNL Financial; ScottMadden analysis

How These Proposed Acquisition Targets Compare

Franchised energy business as 
part of target
“Hostile” vs. friendly proposal
Single vs. multiple suitors

Generation-heavy
Large competitive business 
segment
“Carbon-efficient” (significant 
nuclear and gas-fired assets)
Multi-regional
Large capitalization

DifferencesSimilarities
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Smart Grid Gains Traction

Energy industry participants, from utilities to 
policymakers including President-elect Obama, 
are increasingly discussing the potential 
implementation of smart grid technologies.
While there remain some differences in 
interpretation, a definition of smart grid is 
emerging, based upon seven key characteristics 
(see table at right).
Smart grid is characterized by two key aspects, 
which allow for improved efficiency and 
enhanced functionality (see table at right) of 
the grid:

Two-way interactions
Digital information and automation 
control technology and processing

However, challenges to smart grid adoption 
remain, including:

Types of benefits that can be considered 
in a utility’s cost-benefit analysis—i.e., 
whether indirect societal benefits can be 
counted
Regulatory uncertainty about what smart 
grid proposals must characterize benefits 
and pitfalls
Strategic vision of full smart grid 
functionality and time to achieve it
Regulator concerns about technological 
obsolescence for early adopters
Concerns about inter-operability (among 
smart grid components) and cyber-
security

Some Functionalities Hoped For from Smart Grid Applications 

Improved deterrent, detective, and reactive tools and 
processes to respond to all hazards to the grid
Increased numbers of alternative paths of supply to any point 
on the distribution grid

Operate resiliently against 
physical and cyber attack 
and natural disasters

New designs for electric transmission and distribution 
systems, including configuration of lines, substations, and 
power flow pathways
New monitoring systems that collect and process large 
volumes of data on the operational status of various systems, 
subsystems, and components
New analysis tools for assessing grid conditions and 
identifying alternative courses of action to address problems 
and maintain system stability and reliability
New control systems and automated processes to accelerate 
response times and reduce human error

Anticipate and respond to 
system disturbances in a 
self-healing manner

Employment of information technologies, advanced materials 
and equipment, and automated metering and monitoring to 
continually optimize capital assets while minimizing O&M 
costs

Optimize asset utilization 
and operating efficiency

Improvements in reliability and improved anticipation of 
potential incidents
Increased number of power quality measurement points
Rate structures that are based upon power quality service 
levels

Provide power quality for 
the range of needs in a 
digital economy

New, more efficient and price- or demand-responsive 
products such as lighting, HVAC, and smart appliances

Enable new products, 
services, and markets

Increased amount of controllable real-time distributed 
generation and storage
With plug-in hybrid vehicles, a potential source of distributed 
storage

Accommodate all 
generation and storage 
options

Real-time price awareness for, e.g., peak load reduction, 
demand response, and time-based pricing plans

Enable active participation 
by consumers

What It Means: Example FunctionalityCharacteristic

Sources:  U.S. DOE Office of Electricity Delivery and Energy Reliability; 
National Energy Technology Laboratory; EPRI; Smart Grid 
Implementation Workshop, Washington, DC (June 19-20, 2008); 
ScottMadden Perspectives, “Prime Time for the Smart Grid” (Fall 2008)
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Public-Private Partnerships: 
The Shape of Things to Come?

Historically, PPPs have been used for activities that are not 
core to government operations.
Energy and sustainability projects are emerging as potential 
areas of interest worldwide (see lower right).

Industries 
& Projects

PPPs emerged as a result of increasing concern about 
expanding government spending.
Tight budgets have generated a desire to levelize lumpy, up-
front capital expenditures, as private partners assume these 
obligations.

Purpose

Financing costs, while lower than that for straight corporate 
debt, still are typically higher than governmental cost of 
capital.
If demand for service or a facility declines or ends before 
the concession term, the government can remain financially 
responsible.
Liabilities are “off-balance sheet” for the sponsoring 
governmental entity, limiting some transparency.
Financing structures can be complex.

Drawbacks

A public-private partnership (PPP) is a government service 
or capital investment funded and operated through a 
partnership of government and one or more private sector 
companies.
Typically, a private sector consortium forms a company 
called a "special purpose vehicle" to develop, build, 
maintain, and/or operate the asset for the contracted 
period.  In some cases assets are transferred to the private 
entity for operation.
Projects are still subject to many of the same risks of timing, 
performance, and cost as non-PPP projects.

What 
It Is

Long-lived infrastructure projects where the private sector 
can more easily identify, scope, and manage risks are well-
suited to PPPs.
The ability to float project debt at a lower quasi-public 
premium is enhanced through a long-term (25 to 30 years) 
concession, akin to a lease or franchise.
Equity returns can be attractive; concession contracts offer 
relatively reliable income streams and support higher 
leverage.
PPPs bring private sector cost control, efficiencies, 
management skills, and innovation to public projects and 
activities.

Benefits

Example Public-Private Partnership Structure

Sources: SEB Group; Alston & Bird; www.wikipedia.org; Deloitte; SunEdison LLC; 
U.K. Office of Government Commerce (www.ogc.gov.uk); IMF Public Financial 
Management Blog, A Primer on Public-Private Partnerships (posted Feb. 22, 2008); The World Bank

Lakeland-SunEdison Partnership: A North American PPP Example

• Demand 
reduction

• Force majeure

• Refinancing
• Insurance
• Legal
• Substitution costs 

(operator, 
constructor)

• Life cycle 
maintenance

• Fuel cost/ 
heat rate

• Timing
• Cost overrun

Key Risks

• Public entity: Lakeland Electric, Lakeland, Florida 
• Private partner: SunEdison LLC
• Facility: 24 MWs of solar capacity
• Description:

– SunEdison will finance, build, own, operate, 
monitor, and maintain photovoltaic (PV) solar 
energy systems.

– Capacity will include ground-mount and rooftop 
systems throughout Lakeland Electric’s service 
area.

– Installation will be the largest utility-sponsored 
photovoltaic solar program per metered 
customer in the U.S. to date.

• Scale: Averages 214 watts per meter among 
approximately 112,000 customers

• Advantages for public entity: Deploys utility-scale 
solar with no upfront capital equipment costs
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ScottMadden, Inc., is a leading management consulting firm that 
specializes in the energy industry, shared services, outsourcing advisory, 
government services, and sustainability.  The combination of our industry 
knowledge, consulting experience, and tailored approach distinguishes 
us from other firms.  We assemble small teams of consultants who bring 
deep experience and knowledge to each challenge and combine them
with active client participation to facilitate an open exchange of ideas. 

ScottMadden has served more than 300 clients, successfully delivering 
more than 1,500 projects—a testament to our proven approach to 
corporate progress.  Our clients are located throughout the United States 
and include some of the largest names in the energy industry as well as 
many other Fortune 500 companies.  We are proud of our heritage and 
our ability to offer each client individual attention, regardless of size.

The culture we bring to clients is one of no bureaucracy, strong work 
ethic, and personal reward based on client success.  We are proud of our 
relationships cultivated by our candor, honesty, and commitment to our 
clients’ best interests.  ScottMadden prides itself in consistently delivering 
an exceptional consulting experience. 



scottmadden.com

Ten Piedmont Center, Suite 805
Atlanta, GA 30305

404.814.0020

2626 Glenwood Avenue, Suite 480
Raleigh, NC 27608

919.781.4191


