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Main economic indicators

Crude Oil ($/bbl) Crude prices bounced back over the first quarter 2015. Brent price went up by 10 $/
bbl to 58 $/bbl or a 20% increase against January low. The Brent-WTI spread built up 
again to 10 $/bbl in line with previous 2013-2014 levels, with ICE Brent rising more than 
NYMEX WTI which was weighed down by swelling US stockpiles.

End March 2015, oil demand has gone down to 92.6 mb/d compared to 93.7 
mb/d in December 2014, but up 1 mb/d compared to March 2014. 

The global oil supply stands at an estimated 94 mb/d in February, up by 1.3 mb/d year-
on-year led by a 1.4 mb/d gain in non-OPEC. OPEC crude output was little changed in 
March compared to Q4 2014 to 30.22 mb/d, as losses in Libya and Iraq offset higher 
supply from Saudi Arabia, Iran and Angola. 

Fundamentally, the oil market is still over-supplied by some 1.5 mb/d globally. 
Declines in the US rig count, which is an indicator of the drilling activity in the oil service 
industry, has yet to translate into North American liquids output. The fall in oil prices has 
already eroded the US drilling activity for shale oil. However, several oil service companies 
point out that the 50 - 60 $/bbl price range corresponds to the short term marginal 
costs of US shale producers, who therefore could become marginal suppliers, and 
eventually price-setters, in the global oil pricing game over the years to come.

OECD commercial stocks have risen to their highest level in 3 years at 60.3 mb, with 
US crude stocks rising to a record 72 mb surplus. 

In this context of production surplus and high level of stocks, one might expect OPEC 
to cut its supply. But, as the global oil demand remains robust – unlike in 2008 when 
oil prices dropped in the face of a falling demand –, Saudi Arabia is unlikely to cut its 
production programme and reduce its market share, just to let someone else fill the 
gap.

As the global oil demand remains robust – unlike 
in 2008 when oil prices dropped in the face of a 
falling demand –, Saudi Arabia is unlikely to cut 
its production programme and reduce its market 
share.
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Both TTF and NBP day-ahead gas contracts have gone up to their levels achieved 
March last year.

The Continental Gas price spread versus UK’s NBP market for day-ahead gas has 
narrowed continuously over the past six month while imports to Belgium from the 
UK surged. The outright day-ahead contract was assessed at 47.30 pence/therm, or 
21.8 €/MWh, based on a 1.36 €/£ exchange rate with Spot NBP moving over TTF by 
the end of March 2015. Imports to Belgium from Norway have also been reported to 
be stronger. 

Generally, the European gas supply/demand picture remains healthy in context of 
relative uncertainty as some progress are made in the pricing dispute between Russia 
and Ukraine.

European and UK gas stocks have been comfortably higher year on year in spite 
of a colder winter compared to winter 2013-2014. Storage withdrawals are being 
higher than last year due to a combination of below-average temperatures, unplanned 
outages on the Norwegian continental shelf, and the recent fall in Dutch gas imports 
because of the introduction of the 16.5 Bcm Groningen production cap for the first 
half of 2015. Medium-range storages in the UK including Holford, Aldbrough and 
Hornsea, as well as the long-range Rough facility, are all withdrawing during the day, as 
well as both LNG terminals storage facilities at Dragon and South Hook in Wales.

In a context of stronger exports, UK NBP prices are moving back to their long term 
level for this time of the year, as expressed in €/MWh however, the value of the € 
having eroded against the £ from 1.15 to 1.36 in just a few months. 

The price for Continental gas day-ahead contract (TTF) are still 10 to 20% below the 
levels achieved the previous years 2013 and 2012. Forward TTF gas prices for Q3 
and Q4 2015 are even hitting their lowest level for the past three years.

Gas (€/MWh) 

The Continental Gas price spread versus UK’s 
NBP market for day-ahead gas has narrowed 
continuously over the past six month while 
imports to Belgium from the UK surged. 
Forward TTF gas prices for Q3 and Q4 2015 are 
even hitting their lowest level for the past three 
years.

Abundant coal stocks in Europe and the euro’s 
fall to a new record low against the dollar makes 
US coal export to Europe less competitive and 
builds up US coal stocks.

The European-delivered CIF ARA physical thermal coal spot contract (CIF ARA thermal 
coal basis 6,000 kcal/kg and for delivery within the next 15-60 days) has been sliding 
from February 2015 after a short-lived and relatively weak “bull-run” in January, slipping 
just below 60 $/mt in March.

The South African FOB Richards Bay coal contract, one of the reference coal contracts for 
the Atlantic market, has followed the bearishness of Europe as well.

The causes for this bear-run coal market include low natural gas prices in the US 
(and on the Asian LNG spot market), abundant coal stocks in Europe (Coal stocks in 
the Amsterdam-Rotterdam-Antwerp region are around 15% higher than last year), and 
the euro’s fall to a new record low against the dollar which makes US coal export 
to Europe less competitive and builds up US coal stocks.

The situation is relatively surprising as coal producers are cutting their production 
dramatically. Glencore, in particular, has already cut 15 million tonnes for this year, 
just after it decided to scale back some open pit mining, make revisions to its portfolio 
and delay projects. These announcements have been widely seen as intended for the 
Japanese market, where negotiations for Japanese financial year contracts are due to 
start in April: Japanese buyers are expected to seek a floating market price for their 
supply contracts, possibly linked to a price index, as opposed to a fixed price for the 
whole year on a FOB Newcastle 6,000 kcal/kg basis (Australian contract price) today. As 
a consequence of this price uncertainty in Asia which could impact the Atlantic market, a 
number of buyers are waiting for the outcome of the Japanese negotiations.

Coal ($/metric ton)

Source Capital IQ

Source Capital IQ
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Prices went up to €7.39/mt in February after the 
EU Parliament’s industry and energy committee 
(ITRE) agreed on a 2019 start date for the 
proposed MSR.

EU CO2 Allowances price is down again to €6.79/mt. In addition, Italy, Spain, Poland 
and Portugal still have to allocate their free EUAs for 2015.

The slight drop in value came as the market took stock of recent debates in two 
of the EU Parliament’s committees tasked with shaping legislation proposed by the 
European Commission in January to curb surplus EUAs using a reserve. 

The average cleared price in auctions in 2014 was €5.91/mt, while the low and high 
stood at €4.17/mt and €7.10/mt, respectively according to market sources.

EU national governments are split on when to start a carbon Market Stability 
Reserve (MSR) and what to do with 900 million backloaded EUAs. Prices went up 
to €7.39/mt in February after the EU Parliament’s industry and energy committee (ITRE) 
agreed on a 2019 start date for the proposed MSR. The Commission’s original proposal 
was for a 2021 start date, while several MEPs, political groups and member states are 
pushing for a start in 2017.

A 2021 start would leave the market in surplus until well into the next decade, 
leaving carbon prices unable to drive meaningful change in Europe’s economy. 
Under the European Commission’s January proposal, the MSR would remove 12% 
of the overall surplus of allowances starting in 2021, if the surplus rose above 
833 million mt, and hold them in a reserve. That would equate to 100 million mt 
removed from the market each year, while the surplus remains above the 833 
million mt threshold.

Source Capital IQ

Source Capital IQ

Carbon 
CO2 (€/ton)

Electricity 
Baseload Spot Day Ahead (€/MWh)

German Baseload power for day-ahead delivery has been trading in the  
€33 - 37/MWh range end of March 2015. German day-ahead power prices have 
been falling over Q1 2015 as wind and solar supply increased. At the end of 
2014, Germany added a record 5 GW of wind capacity lifting its installed wind 
power capacity above 39 GW, in addition to 38 GW of solar PV capacity after 
new solar installations were commissioned in 2014. Always on the supply side in 
Germany, nuclear availability has been at a 12 GW high, with lignite at 18.5 GW 
and hard coal plant availability at 13.4 GW. However, a falling euro is due to push 
German power price up as a dollar-priced coal is becoming more expensive for 
eurozone buyers.

In France, spot prices for baseload day-ahead power were down to around 
€46.20/MWh on stable fundamentals, strong wind production and temperatures 
close to seasonal norms coupled with lower spot gas prices (end March). 

However the outlook for power prices could be significantly altered in France due 
to the French ARENH sales dropping after buyers cancelled a number of contracts. 
The ARENH mechanism gives power market participants access to EDF’s nuclear 
power fleet at a regulated price of 42 €/MWh reflective of French long-term 
wholesale power trading. But the continuing drop in wholesale power market 
prices in France and Germany as a result of the rapid expansion of renewable 
power capacity amid moderate energy demand makes the access to French 
nuclear power less attractive. The French Government recently decided to freeze 
the ARENH price at Eur42/MWh until at least July 2015 but at the same time the 
new EDF CEO says the ARENH price level does not cover EDF’s nuclear production 
costs and calls for a 13 €/MWh increase to Eur55/MWh. A review of the ARENH 
mechanism will be likely to change the power price formation on the continent.

In the UK, gas plants contributed 16.9 GW of power to the grid, accounting for 
37% of the total fuel mix. At the same time, coal-fired power plants generated 
16.3 GW of electricity, representing another 37% of the supply mix, while 
electricity produced from nuclear power stations stayed stable at 7.3 GW, or 
16% of the power supply. UK spot prices have been mixed over Q1 2015 as the 
influence of falling power demand was offset by fading wind power output and 
gains on the spot gas market.

Germany

UK

Italy

France

The continuing drop in wholesale power market 
prices in France and Germany as a result of the 
rapid expansion of renewable power capacity 
amid moderate energy demand makes the access 
to French nuclear power less attractive.
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UK clean dark and spark spreads 
(£/MWh)

German clean dark and spark 
spreads (€/MWh)

The UK Clean Dark Spread, which is the indicator of the theoretical profitability 
of UK coal-fired power plants operating at 35% efficiency, allowing for the cost 
of coal and emissions and incorporating the cost of the UK government’s Carbon 
Price Support (CPS) levy, has gone markedly during Q1 2015, reflecting the newly 
applicable UK CPS formula kicking in March 31, 2015, at £18.08/mt and due to 
apply until March 31, 2016. Burning coal for power generation has therefore 
become less profitable than previously.

The UK Clean Spark Spread has also gone down on higher gas price on the 
NBP.

Interestingly, both Clean Dark and Clean Spark Spreads are converging, 
which means that the Carbon Price Support is getting close to the gas-coal 
switching point.

Over the past 12 months, a 27% drop in dollar-nominated European coal prices 
has been more than offset by the euro’s 24% decline against the dollar, 
which has dropped below $1.06 for the first time since 2003. As a consequence, there 
is very little change to the value in absolute terms of the German Clean Dark Spread: 
the coal price is down but the dollar being more expensive makes the change 
neutral to German Coal Fired power plants. However, a (slightly) more expensive 
spot gas contract makes the German Clean Spark Spread show a 6-month 
loss for gas-fired power plants in Germany in the absence of a meaningful 
carbon price signal.

Source Bloomberg

Both Clean Dark and Clean Spark Spreads are 
converging, which means that the Carbon Price 
Support is getting close to the gas-coal switching 
point.

The coal price is down but the dollar being more 
expensive makes the change neutral to German 
Coal Fired power plants.

Clean dark spreadClean spark spread

Source Capital IQ

Source Capital IQ
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Spotlight on Power and Utilities market

Capital market overview

Deloitte 
Index (1)

GDF 
Suez

EDF EON Iberdrola RWE
Gas 

Natural
Enel SSE Centrica

Market cap. ratios           

Currency  EUR EUR EUR EUR EUR EUR EUR GBP GBP

Market cap. (March 31, 2015)  44 870 42 494 26 977 38 077 14 811 21 242 39 348 14 993 12 397

3m stock price performance 1% -3% 0% 0% 7% -5% 2% 15% -5% -7%

YoY stock price performance -2% -6% -23% -2% 18% -18% 4% 3% 3% -22%

Market multiples           

EV/EBITDA 2014 8,7x 7,7x 7,4x 7,4x 9,6x 10,4x 9,0x 5,9x 10,1x 7,6x

EV/EBITDA 2015 8,3x 7,3x 7,2x 8,1x 9,2x 8,6x 7,8x 7,3x 8,6x 7,3x

P/E 2014 9,3x 18,4x 11,5x n.m. 16,2x 8,2x 14,5x n.m. n.m. n.m.

P/E 2015 14,3x 14,8x 10,5x 16,9x 16,1x 12,5x 14,1x 13,0x 12,7x 13,9x

Price/book value 2014 1,5x 0,9x 1,2x 1,1x 1,1x 1,5x 1,5x 1,2x 3,1x n.m.

Profitability ratios           

ROE forward 12m 12% 6% 12% 6% 7% 12% 11% 10% 23% 33%

ROCE forward 12m 8% 5% 6% 7% 4% 10% 7% 8% 13% 14%

EBITDA margin 2014 19% 15% 23% 7% 23% 11% 18% 25% 7% 9%

EBITDA margin 2015 19% 15% 23% 7% 22% 13% 20% 20% 8% 10%

EBIT margin 2014 11% 9% 12% 4% 14% 6% 12% 9% 5% 5%

EBIT margin 2015 12% 9% 12% 4% 13% 7% 12% 12% 6% 6%

(1): Deloitte Index is composed of GDF Suez, EDF, EON, Iberdrola, RWE, Gas Natural, Enel, SSE, Centrica

n.m.: not meaningful

Key messages from brokers and analysts

European utilities outlook

UBS – January 5, 2015
“Following 5 years of ‘crisis management’ – c€150 billion 
deleveraging, 1/3 capex cuts, 1/3 drop in EPS – growth will 
soon return to be part of the ‘Utilities investments debate’”

Commodities collapse trumps self help 
Morgan Stanley – January 12, 2015  
“Weaker commodity prices impact many areas of the utility 
value chain, and likely, outweigh the positive effects of 
restructuring, cost cutting and capex discipline”

CO2 vote... it's a start 
HSBC – February 25, 2015
“CO2 market reserve proposal: a start… and a compromise. 
Surpluses risk remains substantial” 

The customer revolution 
Morgan Stanley – January 23, 2015 
“Independent suppliers don’t have especially sticky customers – 
the Big Six might fight back“

(1) : Deloitte Index is composed of GDF Suez, EDF, EON, Iberdrola, RWE, Gas Natural, Enel, SSE, Centrica
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M&A Trends 

Transactions in the power sector
•  Russian billionaire Mikhail Fridman purchase German RWE AG’s oil 

and gas business for €5.1 bn. However the UK government recently 
announced that it could force the sale of the UK based assets 
representing 20% of the transaction. (The Wall Street Journal – March 3, 
2015)

•  Areva and EDF will present concrete proposals in the coming weeks 
about possible tie-ups following a request for closer cooperation 
by the government. The head of Areva said that the government was 
considering the possibility that EDF take control of Areva’s nuclear 
reactors business. (Reuters – April 2, 2015)

•  ScottishPower renewables has announced the acquisition of 
Vattenfall AB’s 50% in the East Anglia 1 offshore wind project being 
now the sole owner. The project represents a capacity of 714 MW 
and a £2.0 bn investment. (GlobalData – February 27, 2015)

•  Poland is considering merging its four major state-controlled 
power producers, representing a $16 bn combined valuation, into 
two companies strong enough to compete with larger European rivals. 
The expected plan is to merge PGE with Energa and Tauron with Enea. 
(Reuters – February 18, 2015)

•  ERG, an Italy based power generation company, is planning to acquire 
the 531 MW Terni hydro power plant from E.ON SE for at least 
€1.0 bn. (MarketLine – February 2, 2015)

•  After European Commission approval, Czech energy company EPH 
completed the acquisition of the 2,000 MW Eggborough coal 
fired plant from EggboroughPower Limited. EPH also agreed to buy 
E.ON’s Italian gas and coal fired plants representing 4,500 MW for 
an enterprise value comprised between €500 m and €600 m with a 
finalization date expected in the second quarter 2015 (Reuters – January 
16, 2015)

Transaction involving equity funds
•  The Kuwait Investments Authority (KIA) acquired for €550 m a 

25% stake in Global Power Generation, a subsidiary of Gas Natural 
Fenosa owning, notably in South America, 2,852 MW of generating 
capacity in operation, 284 MW under construction, and 850 MW 
project pipeline. (GlobalData – March 31, 2015)

•  Italy’s antitrust authority approved the full takeover of Sorgenia, Italian 
largest private gas and power company, by its creditor Banks through 

a €400 m capital increase and a €200 m conversion of bonds 
into share capital. Sorgenia was previously owned by Gruppo Cir and 
Verbund (Platts – March 23, 2015) 

•  Glennmont Partners, a clean energy investment fund, announced 
the acquisition of the Margam Green Energy Project from ECO2, 
a renewable energy developer, in a deal worth £160 m. The company 
would construct a new biomass power generation plant on the site 
to generate 40 MW of renewable energy for the UK market. (Capital – 
February 9, 2015)

•  The Australian group Macquarie acquired from EnBW a 49,9% stake 
in the German Baltic 2 offshore wind farm representing 288 MW for 
€720 m. (GlobalData – January 9, 2015)

Transaction in energy infrastructures sector
•  Enagas and Fluxys Belgium have jointly agreed to acquire Swedegas, 

a Swedish owner and operator of a high pressure gas transmission 
network, from EQT, a UK based private equity firm, for €100 m each. 
(MarketLine – March 23, 2015)

•  Swiss energy group Alpiq closed for CHF288 million the sale of 
Swissgrid, a Swiss electricity grid operator, to local IST3 Investment 
Foundation. (SeeNews Switzerland – March 18, 2015)

•  Iberdrola agreed to acquire the U.S. power and gas distributor 
UIL Holdings Corporation for $3 bn in cash and stock as it seeks to 
expand in the United States. The company said it expected to invest 
$6.9bn namely in electric and gas infrastructure over the next five years. 
(The New York Times – February 27, 2015)

•  Balfour Beatty, the international infrastructure group, completed 
the acquisition for £352 million of the Gwynt y Môr offshore 
transmission project (OFTO) in the UK. Balfour Beatty will jointly own 
Gwynt y Môr OFTO with Equitix. (MarketLine – February 18, 2015)

Overview 

•  FY14 performances were significantly affected by persistent low 
prices on the wholesale market and the unusually mild weather. 
-  Ebitda and recurring net income of Utilities included in our panel 

declined year-on-year, except EDF which shows a growth driven by 
good performances of nuclear fleet.

•  FY14 results showed significant impairment charges mainly on 
European power generation  activities, after a record high in FY13.
-  Enel (€6.4 bn), E.on ( €5.4 bn), Centrica (€2.4 bn), EDF (€1.2 bn), GDF 

SUEZ (€1 bn) (all pre-tax and at 100%).

 

• Other key messages include :
-  Cost savings, deleveraging efforts and portfolio optimization : 

programs on track and in some cases exceed the target;
-  Groups continue to deleverage: RWE, E.ON, ENEL target potential 

disposals;
-  Capital allocation : premium for regulation or long term contracted 

activities;
-  Transformation of organization announced to address market 

structural change in Europe : E.ON, GDF SUEZ.

•  2015 : another challenging year : no significant improvement 
expected. 

European Power and Utilities companies wrap-up
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Share 
Price Perf.

March 2014        
March 2015

Key 
Reported 
Financials

2014 
Highlights

•  2014 Financial targets delivered or exceeded: good 
operational performance in low carbon energies and 
despite mild weather in France. 

•  An Ebidta growth of 7.3% driven mainly by France. 
French Ebitda benefitted from good performance of nuclear 
fleet (+ 3% in nuclear output) and tariffs increase (€1.4 bn, 
including a catch up of €0.7 bn), while mild weather reduced 
consumption. Non recurring impacts of gas renegociation and 
arbitration were greater in 2013 (Algeria and Qatar) than in 
2014 (Russia). 

•  Finance costs were reduced by 14% compared to 
2013, thanks to capital gains on dedicated assets and 
diversification of financing source (hybrid bond).

•  Net income Group shares is negatively impacted in 2014 by 
non recurring items (greater impairment charges in 2014 and 
positive impact in 2013 of the pension reform).

•  Net debt stands at €34.2 bn up € 0.8 bn compared to 
December 2013, and was reduced by the issuance of a €4 bn 
hybrid bonds (classified as equity) in 2014. Hybrid bonds issued 
by EDF and classified as equity reachs €10 bn, the largest 
amount among EUropean Utilities. 

•  All targets achieved, 2014 results affected by exceptional 
adverse conditions: warmest year in France since 1900, 
unexpected nuclear outages in Belgium, worst hydrology 
in Brazil over the last 50 years. 
-  Ebitda and recurring net income show a decrease of 7% 

and 9%, respectively compared to 2013.   
Excluding the impact of mild weather in France and one-off 
gas tariff adjustment in 2013 (totaling together €815 ml), 
Ebitda was up by 2.4% on an organic basis and net recurring 
Group share is increasing by 6%. 
Results were affected by decrease in market power price 
in Europe and by very unfavorable hydrological conditions 
in Brazil but benefitted from the performance plan, the 
commissioning of new asset and lower financial expenses.

-  2013 Operating income and net income Group Share were 
negatively impacted by impairment losses of €-15 bn.

•  Continuous decrease in net debt: down by €1.3 bn 
compared to decembre 2013.
-  New hybrid bond issue for €2bn in 2014;
-  Negative change in working capital of €-1.2 bn, penalized by 

margin call driven by evolution of commodity prices.

2015 
Outlook

•  Ebitda growth: 0 to 3% (excluding scope, forex effect and 
the impacts on 2014 Ebitda of catch up in regulated tariffs).

•  Net financial debt/EBITDA: between 2X and 2,5X.
•  Dividend: 55-65% pay out ratio, (net income excluding non 

recurring items).

•  2015 financial targets (1) : 
-  Net recurring Income Group share: €3 bn - 3.3 bn.
-  Indicative Ebitda of €11.7 to 12.3 bn / current operating 

income of €6.8 to 7.4 bn.
(1) Targets assume average weather conditions in France, full pass through of supply 
costs in French regulated gas tariffs, restart of the 2 belgium nuclear plants in July, 
1rst 2015, no significant regulatory and macro-economics changes, commodity 
price assumptions based on market conditions as of December 31rst 2014.

Medium 
Term

• 2014-2018
-  Ebitda growth : maximisation of the gross margin, ongoing 
efforts to control opex

-  Balance in the CSPE mechanism;
-  WCR improvement plan;
- Control over net investment; 
-  Positive cash flow after dividend in 2018. 

•  EDF Goup major challenges : 
-  Making the new nuclear stategy successful (Commissioning of 
Flamanville and Taishan, finalising negociations on Hinckley Point C, 
reinforcing the AREVA-EDF partnership);

-  Preserving the Group Financial Balance;
-  Retaining customers;
-  Playing a major role in the energy transition;
- Laying out a consistent and ambitious international strategy.

•  Net recurring income group share to increase 2016 
onwards: Resilient medium term growth outlook despite 
drop in O&G Price.

•  Financial Targets 2014-2016
-  Net Capex : €6-7 bn yearly average;
-  Net debt/ebitda : < 2.5 x and "A  category rating;
-  Dividend: 65-75% pay out with a minimum of 1€/share.

•  The Group annonced a new organisation to be effective 
from the start of 2016: a more decentralised organisation 
based on regional approach with 24 Business Units. 

In billion of € 2014  2013 Var.
Sales 72.9 71.9 1%
EBITDA 17.3 16.1 7%
Impairment losses -1.2 -0.6
Operating Income 8 8.3 -4%
Recurring net income Gr 4.9 4.1 20%
Net Income Gr Share 3.7 3.5 6%
Operating CF 10.6 10.9 -3%
Gross Capex -13.7 -13 5%
Net Capex -12.1 -12 1%
Net debt -34.2 -33.4
Hybrid financial inst * 10.1 6.1

In billion of € 2014  2013 Var.
Sales 75 80 -6%
EBITDA 12.1 13 -7%
Impairment losses -1 -15
Operating Income 6.6 -7.1
Recurring net income Gr 3.1 3.4 -9%
Net Income Gr Share 2.4 -9.6
Operating CF 8.8 11.3 -22%
Gross Capex -6.8 -7.1 -4%
Net Capex -3.9 -4.4 -11%
Net debt -27.5 -28.8 -5%
Hybrid financial inst * 3.7 1.7

*Classified as Equity *Classified as Equity
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Share 
Price Perf.

March 2014        
March 2015

Key 
Reported 
Financials

2014 
Highlights 

•  Financial performance in line with Group expectation. 
Ebitda and recurring net income fell respectively by 9% 
and 24% compared to 2013.  

-  Ebitda decline is almost entirely attributable to the effect of 
assets sales and foreign exchange rates. Improved earnings 
of generation and renewables units and higher production 
of E&P units, as well as cost savings program had a positivite 
impact, which were offset mainly by lower earnings in the 
power and gas trading business.

-  2014 net income group share was impacted by 
impairment charges of € 3.2 bn (€5.4 bn pre-tax at 
100%) in UK, Sweden and Italy generation business; €0.5 bn 
relates to a brazilian equity investment. 2013 benefitted from 
gains on disposals totaling €2 bn compared to  € 0.6 bn in  
2014.

-  Operating cash flow are stable at prior year level.

•  Significant reduction in net debt (€2.5 bn over the 
semester)

• Earnings targets for 2014 achieved. 
-  Ebitda and operating result were 10% and 25% lower 

than in 2013, respectively.  
Results for 2013 included substantial one-off income resulting 
from the arbitral ruling in the price revision proceedings with 
Gazprom. 2014 Impairment losses for power stations in 
Germany and in the UK were recognised in operating result 
instead of non operating result in 2013.  
Excluding this impact, Ebidta and operating results decline in 
2014 reflect : 
-  Deterioration in margins in conventional power generation 

and wearher induced revenue shortfalls in gas supply,
-  Deconsolidation of gas network operator NET4GAS sold 

in 2013 and absence of positive effect from FX derivatives 
which occured in 2013.

-  In 2013, net income group share was negatively impacted 
by non operating losses totalling €5.5 bn largely driven by 
impairment charges, whereas 2014 non-operating results 
shows a gain of €0.1 bn thanks to capital gains. 

 -  Operating cash flows improved by 16% driven by a reduction 
in working capital requirements due to one off items or 
consequences of mild weather.

2015
Outlook

•  2015 Outlook reflects recent exchange rates and Oil&Gas 
prices and assumes mid-year Italy disposals :
-  Ebitda of €7 to €7.6 bn;
-  Net recurring income Group share of €1.4 to €1.8 bn;
-  Divestment of Spanish activities agreed to; divestment of 

Italian activities in progress; E&P North Sea under review.

•  For 2015, RWE expects a further decline in earnings, 
despite continuing efficiency improvements :
-  Ebitda in a range of €6.1 to €6.4 bn;
-  Operating result in a range of €3.6 to 3.9 bn;
-  Recurring net income : in the range of €1.1 to 1.3 bn;
-  Dividend: not specified;
-  Financial position will improve largely due to the 

divestment of RWE Dea as disposal has been completed.

Medium 
Term

• Eon spin off to be effective in January 1rst 2016 :
-  Eon will focus entirely on renewables, energy networks and 

customer solutions.
-  Other businesses will be combined into a new, independant 

company with a new name; Newco will include conventional 
power generation including hydro and its operations in Russia, 
global energy trading and O&G production.

-  Intention to divest remaining stake in the newco over the 
medium term post spin-off.

•  Strenghtening the balance sheet and improve the leverage 
situation :
-  Sale of Urenco participation.
-  Reduction of discretionary investments and optimisation of 

maintenance capex.
-  Earnings improvement through efficiency enhancement 

measures: at least €1.5 bn in 2015 and €2 bn in 2017.
•  Targetted growth: Supply, Distribution Networks and 

Renewables.

In billion of € 2014  2013 Var.
Sales 111.6 120 -7%
EBITDA 8.3 9.2 -10%
Impairment losses -5.4 -1.6
Operating Income -0.6 5.1 -112%
Recurring net income Gr 1.6 2.1 -24%
Net Income Gr Share -3.1 2.5
Operating CF 6.3 6.3 0%
Gross Capex -4.6 -8 -43%
Net Capex -2.1 -0.9
Net debt -8.8 -10.5 -16%
Hybrid financial inst * 0 0

In billion of € 2014  2013 Var.
Sales 48.5 52.4 -7%
EBITDA 7.1 7.9 -10%
Impairment losses -0.8 -4.8
Operating Income 4 5.4 -25%
Recurring net income Gr 1.3 2.3 -43%
Net Income Gr Share 1.7 -2.8
Operating CF 5.6 4.8 17%
Gross Capex -3.3 -3.9
Net Capex -2.3 -1.9 21%
Net debt -8.5 -10.3 -17%
Hybrid financial inst * 2.6 2.6 0%

*Classified as Equity *Classified as Equity
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Share Price 
Performance

March 2014        
March 2015

Key 
Reported 
Financials

2014 
Highlights

• 2014 Financial targets delivered. 

-  Ebitda declined by 5.7% to €15.8 bn.  
Excluding non-recurring items (mainly capital gains and 
losses), recurring Ebitda is down by 2%. It was impacted by 
(1) the deterioration in the performance of the Iberia and 
Latin America and Renewable Energy divisions due to adverse 
effect of regulatory changes in Spain, (2) negative forex effect 
mainly in Latam. 

-  Net income was €0.5 bn in 2014 and recurring net income 
€3 bn, stable compared to 2013. 2014 was negatively 
impacted by impairment losses of €4.1 bn net of taxes (mainly 
East Europe and generation Italy) and benefitted from taxes 
exceptional items of €1.4 bn. 

•  Net debt on continuing operation decreased by €2.3 bn.

•  2014 was a very difficult year:  
Recurring net result down by 30%, reflecting a challenging 
market environment, extreme weather patterns in UK and 
in US and failing oil & gas prices.

•  Excluding exceptional item, operating profit decline by 38% 
and reflects challenging market conditions across the Group :
-  British gas operating profit down by 20%, with lower 

consumption due to warmer weather in UK and lower 
margin;

-  Direct Energy Op. profit down by 46% reflecting a narrowing 
of energy sypply margin in the US;

-  Centrica energy Op profit  down by 44% in the context of 
lower UK wholesale commodity prices;

•  Exceptional items had a pre-tax negative impact of €2bn (-€1.2 
bn in 2013) mainly driven by impairment losses for €2.4 bn in 
E&P and in UK power activities.

•  Net Debt
-  Non core asset disposal expected to realize around €1.25 bn : 

sale of three larger UK CCGT and Ontario home service 
business, potential release of capital from some assets;

-  Engaging with Moody's and S&P with a view to maintaining 
existing A3/A- credit rating;

-  Scrip dividend alternative to the 2014 final cash dividend. 

2015 
Outlook

•  2015 outlook included in the 2015-2019 Stategic plan:
- Recurring Ebitda : approx. €15 bn
- Recurring net income : approx €3 bn
- Minimum DPS : €0.16 per share
- Pay out : 50%
- FFO/Net debt : 21%

•  2015 earnings expected to be lower than 2014: 
Growth in customer facing businesses are more than offset by 
the impact of lower commodity prices upstream.
-  Remedial action to be taken: 40% reduction in E&P capex 

by 2016, Group wide performance improvement plan, with 
strong cost focus.

-  Dividend rebased by 30%.

Medium 
Term

•  2015-2019 strategic plan presented in March :
-  8% cash cost reduction in nominal terms over the plan : 

optimising maintenance capex and opex.
-  €18 bn of growth capex over the plan with a focus on 

networks, renewables and non merchant generation and retail.
-  Active portfolio management : cash neutral €5 bn program of 

capital recycling over the period.
-  New dividend policy: payout ratio of 50% in 2015, growing by 

5% each year to 65% in 2018. 
-  CAGR from 2015 to 2019 : 

. Recurring Ebitda : 3% 

. Net recurring income : 10% 

. FFO/net debt: 9%.

•  Strategic review launched to be concluded in July 2015 
covering : 
-  Outlook and sources of growth, 
-  Portfolio mix and capital intensity,
-  Operating capability and efficiency,
-  Group financial framework.

In billion of € 2014  2013 Var.
Sales 78.7 75.8 4%
EBITDA 15.8 16.7 -5%
Impairment losses -6.4 -0.7
Operating Income 3.1 9.7 -68%
Recurring net income Gr 3.0 3.1 -3%
Net Income Gr Share 0.5 3.2
Operating CF 9.9
Gross Capex -6.7
Net Capex -6
Net debt -37.4 -39.7 -6%
Hybrid financial inst * 4.5 2.9

In billion of € 2014  2013 Var.
Sales 36.8 33.3 11%
EBITDA na na
Impairment losses -2.4 -1.2
Operating Income -1.4 2.4
Recurring net income Gr 1.1 1.6 -31%
Net Income Gr Share -1.3 1.2
Operating CF 1.4 3.7 -63%
Gross Capex -2.0 -3.4 -42%
Net Capex -1.1 -3.2 -65%
Net debt -6.5 -6.2 5%
Hybrid financial inst * 0 0

*Classified as Equity *Classified as Equity
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In billion of € 2014  2013 Var.
Sales 30 31 -3%
EBITDA 7 6.8 3%
Impairment losses -0.1 -1.8
Operating Income 3.9 2.2
Recurring net income Gr 2.1 2.2 -5%
Net Income Gr Share 2.3 2.6 -10%
Operating CF 6.8 5.8 17%
Gross Capex -3.7 -3.4
Net Capex -2.7 -2.7 0%
Net debt -25.3 -26.8 -6%
Hybrid financial inst * 0.5 0.6

In billion of € 2014  2013 Var.
Sales 24.7 24.3 2%
EBITDA 4.8 4.8 0%
Impairment losses -0.5
Operating Income 3.2 3.0 7%
Recurring net income Gr
Net Income Gr Share 1.5 1.4 1%
Operating CF 2.8 3.3 -15%
Gross Capex -3.7 -2.4 54%
Net Capex -2.6 -1.2
Net debt -16.8 -14.3 17%
Hybrid financial inst * 0 0

Share Price 
Performance

March 2014        
March 2015

Key 
Reported 
Financials

2014 
Highlights

•  FY 2014 results above outlook: a rise of 3.1% in Ebitda 
while net profit was 9.5% lower.

-  Ebitda was €7 bn in 2014, 3.1 % higher than in 2013, 
thanks to performance in the UK, US, Brazil and Mexico 
compensating a 7.4% drop in Spain due to the impact of 
regulatory and fiscal measures.  

-  2013 operating income was negatively impacted by write-off 
of assets totalling €-1.8 bn (pre tax) (Gas USA and Canada as 
well as renewables USA).  

-  2014 Net income Group share was 10% lower at  
€2.3 bn. This decline reflects non recurring income in 2013 
benefitted from fiscal savings of the revaluation of certain 
spanishassets leading to a tax gain of €1.5 bn.

•  Net debt dropped by €1.5bn in 2014, as a result of 
divestment of non strategic assets (stakes in EDP and 
BBE) and containment in investments allocated mainly to 
international networks and renewables businesses.

•  Net profit increased by 1.2% in 2014 to €1.5 bn while 
Ebitda was stable at €4.8 bn.
-  Ebitda was negatively impacted by regulatory measures 

in Spain affected the electricity and generation activities 
(€-141ml compared to LY) and foreign currency depreciation 
against Euro, this was offset by performance of International 
business.  
Excluding these two impacts, Ebitda in 2014 would have 
shown a 5.2% increase compared to previous year thanks to 
good performance of Gas supply and trading result.

-  2014 net income was impacted by significant one off items: 
impairment losses totalling €0,5 bn, capital gains on the sale 
of GNF telecomunicaciones for €252 ml oond beneffited from 
the reduction in income tax rate (€0.3 bn). Adjusting for those 
effects, net profit declined by 2.8%. 

•  Gas Natural successfully completed the acquisition of 
Chilean company CGE through a take over bid acquiring 
96.7% of its capital for €2.5 bn.

•  The Group net debt increased by €2.7 bn, of which €3.6 
bn derives from the acquisition of CGE.

2015 
Outlook

•  FY15 expected results in line with outlook 2014-2016. 
2014 is a floor, after which diversification will provide 
sustainable growth: 

-  Ebidta & net profit: CAGR around 4% from 2014;

-  Financial strength: net debt target of € 25 bn, improved 
financial ratio;

-  2014-2016 Investments: € 9.6 bn, focused in regulated 
businesses, comprising 50% in growth opportunities;

-  Minimum shareholder remuneration: €0.27 per share.

• No specific outlook for 2015. 
-  Targets set in the 2013-2015 strategic plan confirmed. 

Medium 
Termt

• Boost growth beyond 2016:
-  Projects undertaken in 2014-2016 will provide higher 

contribution to results;
-  International diversification;
-  Balanced business model profile with focus in regulated 

activities: Networks, Renewables, regulated generation.

*Classified as Equity *Classified as Equity



11    Newsletter - Power and Utilities in Europe

Talking points

In May 2014, the European Commission proposed 
to extend the current 10% electricity interconnection 
target by 2020 to 15% by 2030 in order for the EU 
to overcome its fragmentation of national energy 
markets. The expectation is that an adequately 
interconnected European energy grid will reduce 
the need for investment in peak generation 
capacity and storage, as well as avoid more 
balancing services and fuel costs. Interconnecting 
Europe will then translate into more competitive 
electricity prices and deliver benefits to European 
citizens which are anticipated to be in the range of 
EUR 12-40 billion annually by 2030 (**).

Interconnection levels for electricity are already at 
or well above 10% of the generation capacity for 
a number of EU Member States, including France 
(10%) or Germany (10%), or even Austria (29%) 
and Luxembourg (245%), the latter being a country 
which in theory could only rely on foreign electricity 
supply.

However, a number of EU Member States of 
significant size are well below 10%. These are 
facing a significant risk of electricity supply disruption 
in case of a capacity shortfall. This is the case of 
Italy with 7% interconnection capacity, or the UK 
with 6%, but even more so Spain with only 3% 
interconnection level with France and Portugal 
together, or Poland with only 2% (*).

Under a 2009 Regulation of the European Parliament 
and of the Council, the Community-wide Ten-Year 
Network Development Plan (TYNDP) is responsible, 
within the jurisdiction of the ENTSO-E, for ensuring 
a sufficient level of cross-border interconnection, 
ultimately contributing to non-discriminatory, 
effective competition and the efficient functioning of 
the EU energy market. The TYNDP is established by 
the ENTSO-E every two years and builds on national 
as well as regional investment plans.

Under the TYNDP 2014, interconnection 
capacity is to double on average throughout 
Europe by 2030 in order to meet the global 
15% target.

The TYNDP 2014 primarily focusses on the 
implementation of the so-called Projects of Common 
Interest (PCIs), a list of 248 projects, of which 137 
are electricity infrastructures, including 52 electricity 
interconnections.

In addition to PCIs, the Projects of Pan-European 
significance and Regional Plans are also meant to 

contribute to the EU-wide interconnection level and 
to be financed through a mix of EU schemes, such as 
the Connecting Europe Facility (CEF), the European 
Structural and Investment Funds (ESIF) and the 
European Fund for Strategic Investment (EFSI).

The large majority of the projects are promoted 
by transmission system operators, with regulators 
approving or setting the tariffs. There are also 
projects, including some PCIs, which are promoted 
by private parties, so called merchant lines. These 
tend to recoup their costs from price differences 
between the two ends of a line. Most of these 
projects are proposed to be funded by the European 
Energy Programme for Recovery (EEPR). 

Under the TYNDP 2014, the aggregated 
amount of capital expenditures for PCI, which 
includes electricity interconnections having 
Net Transfer Capacity over 500 MW,  
is assumed to be €150 billion by 2030.

This capital expenditure only represents about  
1.5-2 €/MWh of power consumption in Europe, 
i.e. about 2% of the wholesale power prices or 
approximately 1% of the total electricity bill. If we 
include the expected outcome of the projects of 
pan-European significance, the increased market 
integration leads to an overall levelling of electricity 
prices in Europe, mitigating electricity prices on 
average from 2 to 5 €/MWh according to the various 
scenarii of the ENTSO-E.

The most critical area of concern is the market 
integration to mainland Europe of the four main 
“electric peninsulas” in Europe: the Baltic States, 
Spain, Italy and Ireland. The Baltic States which are 
only connected to the Russian Federation today 
have a specific security of supply issue, requiring a 
stronger interconnection with other EU countries. 
Spain linkage with Portugal and France, Ireland 
with Great Britain, and Italy with France are of 
similar importance.  They further require increasing 
interconnection capacity to enable the development 
of wind or solar generation.

In particular, capacity between the Iberian Peninsula 
and mainland Europe should increase from 1 GW to 
more than 10 GW compared to the 2013 situation 
in the face of a current “theoretical congestion 
rent” (i.e. the average price differential between the 
two bidding zones) of around 24 €/MWh in 2012. 
Between Ireland, Great Britain and the continent, the 
present 3 GW capacity is also expected to increase, 

The expectation 
is that an 
adequately 
interconnected 
European energy 
grid will reduce 
the need for 
investment in 
peak generation 
capacity and 
storage, as well 
as avoid more 
balancing services 
and fuel costs.

The aggregated 
amount of capital 
expenditures 
for PCI, which 
includes 
electricity 
interconnections 
having Net 
Transfer Capacity 
over 500 MW, is 
assumed to be 
€150 billion by 
2030.

1 – Where are we on European Power Interconnection projects? 

(*) Source: ENTSO-E, Scenario Outlook and Adequacy Forecast 2014

(**) Source: Energy Union Package, EC, 25 February 2015 
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at least doubling and possibly multiplying by more than three for 
higher RES integration. At the same time, the congestion rent at the 
Italian-French interconnection has been as high as 148 €/MWh in 
2012. 

Ireland's interconnection level was 3% in 2011; it increased to 7% 
in 2013 thanks to an EEPR funded project connecting Ireland with 
the United Kingdom, and its interconnectivity would even exceed 
15% in 2020 when the planned PCIs connecting further with the 
United Kingdom (Northern Ireland and Great Britain) and possibly 
France will be constructed. The interconnection capacity between 
the three Baltic States and their EU neighbours is predicted to be 
multiplied by three in all scenarii of the ENTSO-E.

The bottlenecks hampering a fluid electricity market 
in the ENTSO-E perimeter include: a lack of domestic 
transmission capacity (light blue) or generation connection 
(green), a lack of interconnection capacity (dark blue), 
supply shortages (red). 

The TYNDP 2014 intention is to pave the way for the 
implementation of the 2050 European energy goals. However, as 
shown on the map above, where boundaries are orange or red, the 
Plan still require additional development. 

Whilst all of these highly capital-intensive projects are essential to 
ensure sufficient interconnection capacity between EU Member 
States, the major breakthrough might in actual fact come from 
the recently announced decision to move to a “flow-based” 
market-coupling system of power exchange across the EU, as 
opposed to a market design currently based on a “Net Transfer 
Capacity”. 

So far, the market coupling across the EU was based on a capacity 
allocation system under the responsibility of the TSOs. For instance, 
until now, when the French TSO, RTE, has a net transfer capacity of 

1000 MW to both Belgium and Germany, the export capacity was 
shared equally, with 500 MW transmission capacity being allocated 
to each of the two countries. In case Belgium required 1000 MW 
from France, and Germany did not need any, Belgium would still 
receive 500 MW (of electricity) only, whilst the other tranche of 
500 MW export capacity to Germany would remain unused and 
wasted. Since the recent announcement made by the EU regulators 
on March 31st, 2015, the market coupling mechanisms between the 
17 coupled countries are to become “flow-based”: in other words, 
in the above example, no specific capacity will be pre-allocated 
between Belgium and Germany and, based on a complex algorithm 
measuring the sole electricity needs and flows, Belgium will receive 
the power it needs, i.e. 1000 MW, whilst Germany will not receive 
any.
The “flow-based” market system might therefore be the real 
“game-changer”, and the effective solution to achieve a fluid 
electricity market in the EU. It will however require a unique 
Network Code of regulations and specifications across the EU. A 
harmonised European Network Code will include a common set 
of rules, which today vary significantly between Member States, in 
particular regarding capacity allocation & congestion management, 
electricity balancing, operational security, operational planning & 
scheduling, load frequency control & reserves etc…This may take 
some time.

The major breakthrough might in actual fact 
come from the recently announced decision to 
move to a “flow-based” market-coupling system 
of power exchange across the EU, as opposed 
to a market design currently based on a “Net 
Transfer Capacity”.

(*) source: TYNDP 2014

(*) source: TYNDP 2014

Transmission adequacy by 2030 according to most 
ENTSO-E scenarii, should the current interconnection 
projects be implemented by 2030.

Legend

Legend

Market integration - between price zones

Adequate in no visions

Market integration - within price zones

Adequate in some visions

Generation connection

Adequate in all visions

Security of Supply
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The year 2008 can be viewed as the start of a real 
gas hub development in Continental Europe, leading 
to radical changes in the market structure and prices 
determination.

From Long Term Contracts to hubs

From 2009 to 2013, gas demand went down 
in Europe by 66 Bcm/y, or 11%, as a result of a 
sluggish European economy in the aftermath of the 
financial crisis. During the same period, the global 
gas supply increased with new LNG capacities 
coming on-stream, and the US market reduced its 
gas imports as domestic shale gas production was 
expanding rapidly. Against this backdrop of global 
oversupply, the price for gas quantities which had 
been contracted under Long Term Contracts (LTC) 
was still following the upward trend of the oil price 
(to more than 100$/boe, or 14 - 15 US$/MBtu) as 
a result of the oil index under the contract pricing 
formula. But at the same time, gas quantities  
on the European hubs were traded at around  
8 to 9 US$/MBtu.

In this context, the rationale for pricing gas in 
relation to oil became increasingly questionable: 
why should gas reflect the oil price whilst the oil 
demand historically reflects the road traffic, and gas 
demand is normally driven by weather conditions? 
The situation was no better for gas suppliers, in 
particular Gazprom, who until 2011 refused to adapt 
prices in its long term contracts to hub levels and had 
to face a dramatic reduction in Russian exports to 
Europe.

Where the long term contracts pass the 
tipping point: flexible versus inflexible 
contracted quantities

The sources of gas for Europe are made up of 
domestic production and imports. The European 
domestic production, accounted for by the UK and 
the Netherlands primarily, represents around 150 
bcm/y, essentially priced on the European gas hubs.

European gas imports come from different sources, 
essentially via pipelines: in 2013, 99 bcm came from 
Norway, 100 bcm from Russia, 17 bcm from North 
Africa. In addition, Europe received some 27 bcm 
by way of LNG imports. Except for North African 
import contracts into Italy or Spain which are still 
oil-indexed, gas quantities purchased from Norway 
or Russia under LTC contain two different tranches, 
one for inflexible volumes which are subject to the 
old Take-or-Pay clause and are historically based on 
an oil-index formula; and another one for flexible 
volumes, swing or additional supply, which are based 
on spot market signals and normally hub-indexed. 

In the 2009 – 2012 European context of a 
contracting economy and falling gas demand, 
the European gas utilities still had to purchase 
the inflexible volumes at oil price as a result of 
the Take-or-Pay clause. But these gas quantities 
had to be considered by the utilities as “sunk cost” 
and had to be sold on the hubs at a very low price 
although they might have been paid for at the oil 
price, therefore generating a loss. Most of the “low 
cost portion” of the merit order of the European gas 
supply was therefore “taken up” by the Take-or-Pay 
quantities which had to be disposed of as distressed 
volumes. However, the flexible or “uncontracted” 

2 -  The new European gas pricing game: hub prices and impact on Long 
Term contracts

The global gas 
supply increased 
with new LNG 
capacities and 
expanding shale 
gas production  
in the US.

Most of the “low 
cost portion” of 
the merit order 
of the European 
gas supply was 
therefore “taken 
up” by the Take-
or-Pay quantities.
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swing volumes from Russia ended up on the far end 
of the merit order curve and became the marginal 
cost volumes serving the marginal demand. Therefore 
they became price-setters. As those volumes were to 
be priced in relation to hub price under the contract, 
then hub-pricing gradually became the reference 
of the European gas trade. And the holders of long 
term gas export contracts were forced to renegotiate 
their contract or alternatively watch their sales fall. 
Gazprom decided to take a midway position: 
instead of renegotiating the old oil-price formula, 
the Russian giant decided to keep the contracts 
as they are and to grant a rebate, or several 
rebates, to its customers, thereby aligning the 
oil-price contract with the European hub price 
level.

The new global game

Today, hub pricing in Europe has become 
the new reference at the expense of the old 
oil-linkage: according to the International Gas Union 
as quoted by the Oxford Institute for Energy Studies, 
nearly 80% of the gas sales in Europe were priced 
in relation to oil in 2005, and only around 15% in 
relation to gas on gas competition, or market prices 
at hubs. By 2013, gas priced in relation to oil had 
fallen to just over 40% and more than 50% of gas 
was market priced. Still, different price formation 
mechanisms operate across Europe: the North West 
is dominated by hub-pricing, whereas only 15% 
of gas sales are at hub prices in the Mediterranean 
region and none in the South-East of Europe. Central 
European gas is priced for 50% of the quantities at 
hubs, 35% still in relation to oil.

In the meantime, growing LNG supplies, including 
Qatari LNG contracts to Asia, have entered into 
the game, and more LNG volumes are expected 
to arrive at the European beach from US shale gas 
development in 2018. These new LNG contracts 
generally contain two different pricing formulae: 
either oil-indexed but with a provision for re-routing 
to a higher priced market, or European hub-indexed. 

The European gas pricing game in the future will 
be increasingly linked to the global gas market. 
The price for gas in Europe will result from a few 
arbitrage decisions: Asia-bound Qatari LNG may be 
re-routed to Europe, should Japan’s gas demand fall 
but also in case Qatar is keen to protect the price 
level achieved on the Asian LNG spot market; Asia-
bound US LNG may also be re-routed to Europe, 
should US LNG buyers consider the US LNG Tolling 
Fee as a sunk cost and decide to cash in the US-EU 
spread quickly; in most cases, the Russian pipeline 
gas contracts will adjust to European demand and to 
LNG spot sales in Europe. 

Gazprom can still fight competition with its 
“rebate” policy. Its intention today seems to 
“push” the Russian export contracts into Europe 
so that they come first in the merit order of 
European gas imports and be a “price-taker”. The 
strategy makes sense: should Russia reduce its supply 
to Europe, this would only free up a space on the 
market for a new supplier to take. This situation will 
be until Russia finds an alternative outlet, which will 
be Asia at some point.

On February 25th, 2015, the European Commission 
issued a fresh Energy Union Package which marks a 
renewed momentum in EU energy and climate policy 
action and calls for an ambitious overhaul of the EU 
energy sector. 

Based on the 2014 Progress towards completing 
the Internal Energy Market, 2014 Impact 
Assessment and Guidelines on State aid for 
environmental protection and energy for 2014-
2020, the Framework Strategy for a Resilient 
Energy Union with a Forward-Looking Climate 
Change Policy takes stocks of the currently 
observed energy market failures in Europe (market 
fragmentation, uncompetitive energy prices, 
difficulty to integrate variable renewable energy 
into the system, difficulty to meet carbon emissions 
reduction, Europe’s dependence on foreign fossil 
and nuclear fuel imports). The Energy Union Package 
further proposes a number of remedies.

What is the Energy Union Package proposing 
to change?

1. Achieving a fully interconnected European 
Energy System, making Europe a full-fledge 
internal market, becomes the overarching 
priority of EU energy policies: 

The massive, EU-financed, TYNDP 2014 infrastructure 
investment programme, as developed by the 
ENTSO-E (electricity) and ENTSO-G (gas), becomes 
the basis for a unified integrated EU market: the 
programme which primarily includes the Projects of 
Common Interest (248 projects covering electricity, 
gas, oil and carbon dioxide, of which 137 are 
electricity infrastructures, including 52 electricity 
cross-border interconnections) is expected to connect 
Europeans together, help reducing peak demand 
and peak prices. Geographically the plan comprises 
12 priority corridors: the Southern Gas Corridor to 
deliver gas directly from the Caspian Sea to Europe, 

3 –  The 2015 Energy Union Package: a new step in European energy 
market history
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the North-South electricity interconnections in 
Central and South Eastern Europe (North-South 
East), an offshore grid in the Northern Seas to 
transport offshore wind to Northern and Central 
European consumers, a number of transmission 
lines in South Western Europe such as the Spain-
France interconnection, or integration of the Baltic 
electricity market with the rest of the EU (as opposed 
to Russia only today). The estimation from EU 
of investments for the transition towards a 
more secure and sustainable energy system in 
generation, networks and energy efficiency is 
assumed to be €200 billion annually in the next 
decade, as specified in the Energy Union Package 
paper from the EU. This estimation is consistent 
with the € 2.2 trillion amount, which represents the 
IEA assumption for investments in the Power sector 
by 2035 as specified in the 2014 World Energy 
Investmlent Oulook paper from IEA. 

Achieving a fully interconnected Europe, in addition 
to extracting most from energy efficiency and 
demand response, is to take precedence over the 
implementation of the capacity mechanisms which 
are only to be limited to addressing security of supply 
should a regional system adequacy be deemed to be 
weak but should not lead to unnecessary fossil-fuel 
capacities’ being supported by state budgets.

The financing of this huge infrastructure 
development programme is to come from a mix 
of EU financial institutions but the Energy Union 
Package insists that much of it will be assumed and 
supported by private investors. However, most of 
the EU TSOs today have become, or are held by, 
private investors.

Interestingly, the EC proposal, on the one hand, 
contemplates this massively EU-supported investment 
programme, and on the other hand includes the 
phasing out of all regulated tariffs (some of which 
to be replaced by social tariffs or to be passed to 
the Member States welfare system), wants to ban 
state-subsidy as well as any form of market distortion 
and further wants to bring the energy prices down 
for end-users. The combination of these objectives 
might become a serious challenge in the years to 
come. The impact of financing these huge energy 
infrastructures on the electricity and gas bills needs 
to be clearly established.

2.  Energy Efficiency becomes a leading 
objective. 

Whilst the Energy Efficiency targets under the 3 x 20 
policy were left as indicative objectives to be decided 
upon at national level and to be reported on in 
whatever way Member States elected, the aim of at 
least 27% energy savings to be increased to 30% 
by 2030 is now put at the heart of EU energy 
policy. The policy package will include (i) new pieces 
of legislation, in particular a comprehensive road 
package including standards for clean vehicles and 
alternative fuels in transport, or the promotion of 
low-carbon transportation systems (rail, rivers…); 
(ii) “creative” financing scheme proposals such as 
the Smart Financing for Smart Buildings initiative 
(but little details are given on this creative package) 
and (iii) new industry development, including a new 
“waste-to-energy” industry programme. 

3.  National legislations will be examined 
and reviewed where necessary in order to 
achieve convergence and harmonisation at 
EU level. 

This will be the case for renewables across Member 
States with a new Renewable Energy Package to be 
produced in 2016-2017 and to bring together the 
various, hugely diverging today, renewable objectives 
and financing mechanisms in the EU. 

4.  A new gas package will be proposed which 
may require transferring more national 
powers to the EU

The whole gas sector in Europe, first and foremost, 
will be overhauled with a view to diversifying gas 
supplies, gas suppliers and gas routes. Here again, 
new legislation will be issued:  a new gas package, 
including gas storage legislation, to be issued 2015-
2016; a new LNG regulation with LNG pricing 
mechanisms in relation to European hub prices. 

The estimation 
from EU of 
investments for 
the transition 
towards a 
more secure 
and sustainable 
energy system 
in generation, 
networks and 
energy efficiency 
is assumed to 
be €200 billion 
annually in the 
next decade.

A standard EU 
contract for gas 
import will be 
produced, to 
comply with EU 
legislation and to 
take precedence 
over national 
jurisdictions. 
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More importantly, a standard EU contract for 
gas import will be produced, to comply with EU 
legislation and to take precedence over national 
jurisdictions. The current intergovernmental gas 
agreements (i.e. essentially the Eastern European long 
term contracts with Russia) will be made compatible 
with EU legislation: the EC paper does not give 
much details but one can think of the “destination 
clauses” or the restriction on some Eastern European 
countries to re-route Gazprom’s gas. This could prove 
difficult for two main reasons: (i) these contracts 
are still government-to-government contracts with 
confidential clauses and the EC will need to interfere 
into a few Member States’ sovereign jurisdiction, and 
(ii) the EC will have to push for a renegotiation with 
Gazprom. 

In order to further increase the EU’s market and 
political power globally as well as vis-à-vis producing 
countries, the EU wants to consider demand 
aggregation mechanisms leading to a collective 
purchase of gas at EU level. The intention, as is 
the case with the EU standard gas import contract, 
is to undermine the National Oil Companies, or 
gas producing countries, efforts to sow disunity 
amongst European buyers.

This may result in the EU taking commercial and 
financial positions on the behalf of the Member 
States and prove to be difficult, as many other 
proposals under the Energy Union Package would, 
under the current Treaties. Today, Energy is a shared 
competence between the EC and EU Member 
States according to the EU Treaties. Unlike Trade 
and Budgetary policy, or monetary issues across the 
Eurozone, Energy is not an area where Brussels has 
exclusive supranational powers. 

On gas issues, much of the Energy Union Package 
released on February 25th, 2015 can also be seen 
as a political posture, just one day before the EU 
decided to launch its biggest anti-trust battle with its 
case against Gazprom’s anti-competitive behaviour in 
Eastern Europe. 

5. One EU Regulator 

No internal EU energy market can be achieved 
without a single regulatory body, as opposed to 28 
different national energy regulators with significantly 
different powers. The Agency for Cooperation of 
Energy Regulators (ACER) which was established 
by the 3rd Internal Energy Market Package to 
assist national regulators, in particular on cross-
border issues is now expected to become the 
EU Regulator. Today, ACER acts primarily through 
recommendations at the request of the national 
regulators and has very limited decision-making 
powers. The current EC proposal would give ACER 
an EU-wide regulatory role with the responsibility to 
effectively oversee the development and functioning 
of the internal energy market as well as to deal with 
all cross-border issues. In addition to these powers, 
ACER would have several responsibilities regarding 
the development of the critical PCIs above, including 
assessment, monitoring, setting-up of tariffs and 
even investment decision making. 

This is definitely where the Energy Union Package 
is a new start in the European energy market 
development. But the advent of a single EU 
regulator with the power to impose investment 
or financial decisions on Member States will 
require transferring more authority to Brussels 
and reviewing the Treaties. Is the Energy Union 
Package opening Pandora’s box?

In a December 2014 working paper, the Economic 
Minister of Germany addresses his country’s 
anticipated failure to meet the national objective 
of reducing CO2 emissions by 40% versus 1990 by 
2020. Germany needs to cut a further 22 million 
tonnes of CO2 per year at that date, equivalent 
to shutting down some eight coal plants. Under 
the new measures, the German government plans 
to limit the number of operating hours of coal and 
lignite-fired power plants up to a level of 7 million 
tons of CO2 per GW of installed capacity. Up to this 
limit, operators will only need to acquire carbon 
permits at a price traded under the European Union's 
emissions trading scheme (ETS). Carbon emissions 
above this threshold, however, would be subject to 
a fine of 18 - 20 €/tonne. The government targets 
to pass this law in 2015 with effect in 2017. 

German analysts are however pointing out that this 
new measure may not be enough. In fact, a 7 million 
tonne of CO2 threshold per GW, equivalent to 7.7 
Twh of coal-fired electricity produced, corresponds 
more or less to the normal operational regime of a 
coal plant. The 18 to 20 €/MWh fine would then 
only penalise the coal or lignite plants operating at 
peak times.

According to a March 2015 Deutsche Bank study, 
the German government objective can be met 
through a 1.6 €/MWh increase of power prices 
on a yearly basis, which can be achieved by making 
the gas-fired power plants become price-setters for 
an extra 10% of the time only.

4 – German coal regulation: saving or killing coal?

The advent 
of a single EU 
regulator with 
the power 
to impose 
investment 
or financial 
decisions on 
Member States 
will require 
transferring 
more authority 
to Brussels and 
reviewing the 
Treaties. Is the 
Energy Union 
Package opening 
Pandora’s box?

Germany needs 
to cut a further 
22 million tonnes 
of CO2 per year 
at that date, 
equivalent to 
shutting down 
some eight coal 
plants.
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The rationale is the following: 22 million tonnes 
of carbon have to be abated by the German 
electricity generation system. One way of doing it 
is that coal or lignite producers switch to gas for a 
generation period necessary to meet this abatement. 
Considering that the carbon emission differential 
by switching from coal to gas is equivalent to 0.52 
tonne of avoided CO2, then as much as 42.3 TWh 
of coal fired power will have to be displaced by gas 
yearly in order to meet the 22 mt/y abatement. In 
profit terms, based on an assumed gross profit of 10 
€/MWh on average for coal-fired generators (which 
is a very high assumption from Deutsche Bank, given 
the fact that the German Clean Dark Spread has 
been more around 5 €/MWh for years), this means 
that 423 m€ of profits need to be generated to 
compensate the loss supported by those coal-fired 
and lignite-plants which will be required to back 
down.

The reasoning of the study suggests that this 
could be achieved by way of a simple market 
mechanism, just by increasing the time when 
gas is the marginal electricity supplier, i.e. the 
electricity price setter. Assuming that the German 
non-renewable electricity market is equivalent to 
400 TWh, then a power price increase of at least 
1.06 €/MWh (all year), or 10.6 €/MWh an extra 10% 
of the time, is necessary to generate the expected 
423 m€ compensation to be paid to the coal plant 
owners for them to stop producing. This electricity 
price increase can therefore be obtained through 
gas plants becoming the price setters (as opposed to 
coal) for an extra 10% of the time:  the marginal cost 
differential “gas minus coal” being in the region of 
16 €/MWh, if gas is the price setter for 10% of the 
hours, then a price increase of 1.6 €/MWh will be 
generated, more than enough to collect the 423 m€ 
amount. 

How do you make gas become the marginal unit 
of power generation instead of coal? By penalising 
coal through a UK-style Carbon Price Floor. This is 
what the German Government is mulling over 
by preparing a specific penalty applying to coal 
plants that will run over a certain number of 
hours. A fine around 18 to 20 €/t of extra CO2, 
equivalent to some 16 €/MWh of coal-fired electricity 
based on 0.89 tCO2eq/Mwh, will be more or less 
equal to the marginal cost differential between 
coal and gas and will therefore make gas become 
“competitive against coal” with a 1.06 to 1.6 €/
MWh wholesale power price increase on the German 
market.

Deutsche Bank assumes a CO2 price of 7 €/t in its 
study, more or less equivalent to today’s market 
price. For power generators running in excess of 
the limit, the real “all-in” carbon tax would be 
equivalent to 25 to 27 €/tonne of CO2. However, 
the coal-to-gas “switch” price is today reported 
to be 37 to 38 €/tonne of CO2 on the German 
market (Source: CDC Climat, March 2015). The 
analysts in Germany are right therefore to 
believe that the German government’s measure 
to penalise coal (in order to save it!) will not be 
sufficient, certainly not to meet the 22 million 
tonnes of CO2 extra reduction, and certainly not 
above 7 million tonnes of CO2 yearly per GW of 
capacity.

The German 
government’s 
measure to 
penalise coal  will 
not be sufficient, 
certainly not 
to meet the 22 
million tonnes 
of CO2 extra 
reduction.
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Policy and Regulation Radar
This section summarizes the key changes respectively in the EU or in the country regulation that may significantly affect the power and utilities 
companies.

What is changing in the EU regulation?

Framework Strategy for a Resilient Energy Union

Key features Insights

On February 25th, the European Commission (EC) adopted a strategy 
to complete the European Energy Union. 

This framework is a strategy aims at ensuring and securing a 
sustainable, affordable and competitive energy for all citizens. 

The EC focused this overall strategy on 5 dimensions:

•  Energy security, solidarity and trust. This means exploring new 
supply regions and new technologies, further developing indigenous 
resources and improving infrastructures. The energy security also 
depends on more transparency as well as on more solidarity and trust 
between the Member States.

•  Internal energy market: Energy should flow freely across the EU. 
Only then can energy providers freely compete and provide the best 
energy prices. The EU has to increase interconnection infrastructures 
and ensure an effective regulatory framework.

•  Energy efficiency contributing to moderation of demand: 
Consuming less energy means less pollution and reducing our need 
for energy imports. 

•  Decarbonisation of the economy: Bearing in mind the target of 
at least 40% reduction greenhouse gases by 2030, the EU has to 
renew the European emissions trading scheme and invest more in the 
development of renewable energy sources.

•  Research, innovation and competitiveness: Having the 
technological lead in alternative energy and reducing energy 
consumption will create huge export and industrial opportunities. 

This framework strategy has been translated into 15 action points.

At this stage this policy does not represent an enforceable regulation. 
It should be noted that the path to achieve the strategic orientations 
may be more than difficult considering the existing gaps among EU 
countries and the very ambitious aspect of the text.

In this respect the agenda of the European Council (EC) spring session 
on March 19-20 included a discussion about the Energy Union 
focusing on some key aspects. Bearing in mind the 21st session of 
the Conference of the Parties in Paris 2015, the EC indicated that is 
necessary to intensify work on solutions on financing, technology 
transfer and capacity-building, which are key issues.

Consequently the EC emphasize the importance of all dimensions of 
the strategy for an Energy Union but estimates that a special focus 
should be put on:

•  Accelerating infrastructure projects.

•  Implementing and enforcing existing energy legislation.

•  Reinforcing the legislative framework for the security of supply for 
electricity and gas.

•  Ensuring compliance with EU law of all agreements related 
to the buying of gas from external suppliers. Confidentiality of 
sensitive information in commercial gas supply contracts needs to be 
guaranteed.

•  Assessing options for voluntary demand aggregation mechanisms.

•  Developing a more effective, flexible market design, while ensuring 
that public intervention is compatible and that the right of Member 
States to decide on their own energy mix is respected. 

•  Reviewing and developing legislation related to emissions 
reduction, energy-efficiency and renewable.

•  Developing an energy and climate-related technology and 
innovation strategy.

•  Using all external policy instruments to establish strategic energy 
partnerships with producing and transit countries.

Next steps

In relation with the framework strategy for an Energy Union it is 
expected that the European Council will continue to give guidance in 
order to highlight the key milestones and the timing to reach in order 
to avoid sustain the application of the energy union strategy.

Link: Energy Union Package. Communication

Link: European Council meeting 19 - 20 March 2015. Conclusions

The country level on GHG emission targets remain to be assigned. 

http://eur-lex.europa.eu/resource.html?uri=cellar:1bd46c90-bdd4-11e4-bbe1-01aa75ed71a1.0001.03/DOC_1&format=PDF
http://data.consilium.europa.eu/doc/document/ST-11-2015-INIT/en/pdf
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Communication: The Paris Protocol a blueprint for tackling global climate change beyond 2020

Key features Insights

After the UN climate change conference in Lima, the European 
Commission (EC) has published a communication in order to take the 
lead in the global strategy reduction in gas emissions.

The EU encourage and support as appropriate the preparation of 
ambitious INDCs by as many Parties as possible with the view to 
ensuring that the second commitment period of the Kyoto Protocol be 
ratified before the end of 2015.

The EU has a crucial leading role in the discussion around reductions in 
gas emission that may be decisive for the final outcome on this text. In 
this respect the EU is lobbying non EU countries by: 

•  Indicating that the EU's proposed emissions target is translated in an 
Intended Nationally Determined Contribution (INDC).

•  Proposing that all UNFCCC Parties submit their INDCs well in 
advance of the Paris conference.

•  Proposing that the 2015 Agreement should be in the form of a 
Protocol. The EC proposes a transparent and dynamic legally 
binding agreement, containing fair and ambitious commitments 
from all Parties. 

•  Underlining that the International Civil Aviation Organisation, the 
International Maritime Organisation and the Montreal Protocol 
should act to effectively regulate emissions from international 
aviation and shipping and the production and consumption of 
fluorinated gases before the end of 2016.

•  Highlighting how other EU policies such as, scientific research, 
innovation and technological cooperation could reinforce the EU’s 
international climate policy.

•  Including a climate diplomacy action plan that aims at building 
alliances with ambitious international partners in the run up to the 
Paris conference.

Next steps

By mid-2015, the EC will present legislative proposals to implement 
the 2030 climate and energy framework to the European Parliament 
and the Council. 

By November 2015, the EC will organise an international conference 
to improve mutual understanding of the range of INDCs prior to the 
Paris conference.

Link: The Paris Protocol – A blueprint for tackling global climate change beyond 2020

http://eur-lex.europa.eu/resource.html?uri=cellar:e27fdb4d-bdce-11e4-bbe1-01aa75ed71a1.0003.03/DOC_1&format=PDF
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Changes in the Policy and Regulation framework

United Kingdom

Topic Key features Insights Next Steps

Capacity market 
(CM) auction

•  The first capacity market auction in the 
UK took place in December 2014 (see 
previous edition of this newsletter).

•  The CM is being introduced to ensure 
security of supply in case of future supply 
disruptions. 

•  Auction results were announced in 
January 2015, with the market clearing at 
a price of £19.40/kW/year for a bidding 
capacity of 49.3 GW to be delivered in 
2018/19.

Issues worth considering for future auctions include:
•  By creating a single market process with direct 

competition between all technology types, the 
CM auctions will highlight any distortions in the 
functioning of the market that affect the viability 
prices of those technologies.

•  Even existing generation needs to make material 
ongoing investment in plant maintenance to 
be able to continue operating and meet tightening 
environmental requirements.

•  The willingness to award new generation a 15-year 
contract with a fixed annual price for their capacity 
is a material advantage versus existing generation 
which only gets a one year fixed price.

A further auction 
is to be held in late 
2017 for 2.5 GW of 
capacity for delivery 
in 2018/19. Further 
auctions will be 
held for subsequent 
years on a rolling 
basis.

Contracts for 
Difference (CfD) 
auction

•  CFDs form a key component of the UK’s 
Electricity Market Reform (EMR), and allow 
generators to be paid the difference 
between the strike price and the 
reference price (i.e. the average market 
price for electricity) in the market (see June 
edition of this newsletter).

•  This aims to provide revenue certainty 
and stability to renewable generators 
while also ensuring that consumers are 
protected from higher support costs when 
electricity prices are high. 

•  The results of the first CfD allocation 
round were announced in February 2015. 
2.1 GW of capacity were procured by the 
Government, at a total cost of £315 m.

Key outcomes of the auction include:
•  The auction price achieved by onshore wind and 

energy from waste (EfW) combined heat and power 
(CHP) technologies was close to the strike price, whilst 
for other technologies, such as solar and offshore 
wind, the prices achieved were significantly lower.

•  27 contracts were awarded, with the majority 
awarded to the more established renewable 
technologies such as onshore wind (15 projects) and 
solar (5 projects).

•  Stakeholders with projects in earlier stages of 
development and those who were not successful in 
this allocation round should look to understand the 
outcomes of this first auction and the issues that have 
arisen.

Further allocation 
rounds are yet to be 
determined.

Competition 
and Markets 
Authority (CMA) 
energy market 
investigation

•  The CMA is conducting a competition 
investigation into the GB energy market, 
which will run until the end of 2015 (see 
previous edition of this newsletter).

•  The investigation is now in its second 
phase with recent developments being the 
publication of relevant working papers 
and issue statements in January/February 
2015, with further hearings taking place 
in February/March 2015.

•  Initial findings from the CMA suggest that there is 
concern about the level of tariff switching by 
consumers (e.g. from standard variable tariffs), and 
that the wholesale market is competitive, with no 
suggestion of negative consequences from vertical 
integration. However, these findings may change as 
the investigation is completed over the remainder of 
2015. 

•  Therefore, companies would benefit from 
understanding the initial findings, and the remaining 
process and timeline of the competition investigation 
in order to assess the impact of potential outcomes 
on their future business plan. 

The CMA 
investigation is 
expected to finish 
by the end of 
2015. Key steps 
include notification 
of provisional 
findings by May/
June 2015, and 
publication of 
a final report 
in November / 
December 2015.

Feed-in-Tariff 
(FiT) reforms for 
small-scale wind 
turbines

•  A recent report by Renewable UK on 
small- and medium-scale wind has found 
that the number of new small-scale 
wind turbines has fallen by 77%.

•  The report claims that this follows 
a reduction in FiT support for wind 
technology in 2012 through the 
introduction of a capacity-driven 
degression mechanism, and the 
amalgamation of tariff brackets for 
capacity below 100 kW.

•  Key recommendations for FiT reform include:
-  Re-instatement of the 15 kW tariff bracket.
-  A lower rate of support degression for turbines 

smaller than 500 kW.
-  Amendments to the preliminary accreditation policy 

process.
•  The results of the report highlight that current FiT 

policy is penalizing the small-scale wind market, 
with declining trends in the industry highlighting the 
unbalanced structure of the support mechanism.

•  Potential investors in small-scale power generation 
would benefit from understanding the policy 
and regulatory landscape in the UK, particularly 
with reference to incentive support for different 
technologies.

Future changes 
in policy on small-
scale wind turbines 
uncertain.
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France

Topic Key features Insights Next Steps

Capacity 
mechanism

•  Over the 10 last years the need in peak capacities 
rose by more than 25%. The capacity mechanism 
is designed to address this situation and to secure 
the electricity supply in France on the long term.

•  This regulation should ensure a better monitoring 
of electricity supply. Namely electricity suppliers 
must (i) obtain a certification on their ability to 
supply their customers during peak periods and (ii) 
take in advance commitment on the availability of 
their production plants.

•  This law should also improve the demand side 
management by (i) compelling electricity suppliers 
to provide support to their customers in order to 
reduce their consumption and (ii) to promote the 
development of demand response mechanisms.

•  This regulation should balance the deficit 
in supply expected in 2017 (comprised in a 
range of 1.0 MW - 2.0 MW) considering the 
closure of different thermal power plants.

•  RTE, the French electricity TSO, would 
assume the day to day organisation of the 
capacity mechanism including the definition 
of the need in peak capacities and the 
certification of both supply capacities and 
obligations, and demand response capacities.

•  This regulation should create new business 
opportunities by (i) allowing supplier having 
capacities exceeding the capacity obligation 
to trade their surplus and (ii) favoring the 
development of demand response offers.

A first report would 
be raised after a 6 
months observation 
period.

The mechanism 
is expected fully 
applicable by 
mid-2016.

Guarantee 
fund for 
geothermal 
exploration

•  The Energy transition law introduced an objective 
to develop renewable energies up to 32% of the 
energy mix consumption by 2030. 

•  One practical orientation is to promote the 
production of heat and power from deep 
geothermal plants in order to reach 80 MW of 
installed capacity by 2020 considering the current 
capacity of 17 MW.

•  To support these ambitions the French Energy 
Agency, Ademe, set up a Guarantee fund 
(GEODEEP) with the view of providing investor 
with a financial guarantee in case of unsuccessful 
exploration or exploitation which represents a threat 
to the development of deep geothermal plants.

•  The guarantee fund would be granted 
with €50 million that should secure the 
development of about €500 million in 
investments.

•  It is expected that these investments should 
bring 700 jobs during the exploration phase 
and about 120 jobs during the exploitation 
phase.

The modalities of 
funds are not yet 
determined.

In addition there is 
no indication how 
projects would be 
selected.

Spain

Topic Key features Insights Next Steps

Energy 
efficiency 
targets

• In July 2014, the Spanish government implemented:
-  A national system of obligations in energy 

efficiency assigning an annual quota of energy 
savings to Gas or Electricity retailers and Oil and 
LNG wholesalers.

-  A national fund to finance national initiatives in 
energy efficiency.

•  In early 2015 the Spanish government specified the 
annual quotas of energy savings to reach in 2015 
representing in aggregate a target of 3,047 GWh. 
The finance equivalence of these energy savings for 
2015 is 67,916.58 € per GWh.

•  The annual quota of energy savings for 
2015 is assigned proportionally among 
companies on the basis of their respective 
volume of energy sales in 2013.

•  The companies should present a certification 
of their energy savings. 

•  Should the saving be lower than the 
assigned target then they will have to pay a 
contribution the national fund.

•  This contribution would be paid in three 
instalments in 2015. 

The details about 
the certificates and 
its conditions are still 
awaited.

Measures 
to prevent 
potential 
carbon leakage

•  Last December, a compensation mechanism has 
been created to compensate the rise in electricity 
price due to increasing cost of greenhouse gas 
(GHG).

•  This mechanism has been created in order to 
ensure the competitiveness of Spanish companies. 

•  The compensation will be provided to 
companies in the form of a grant.

The grants will be 
applicable for 2014 
and 2015.

Italy

Topic Key features Insights Next Steps

Robin Hood Tax •  The Italian tax regulation specified an income tax 
surcharge, named Robin Hood Tax, for companies 
operating in the energy sector.

•  In a decision handed down on February 11, 
2015 the Constitutional Court rules that the Robin 
Hood Tax was unconstitutional.

•  This decision would be applicable for 
periods starting January 1st, 2015. 

•  Consequently there is no option to claim 
the reimbursement of the Robin Hood taxes 
paid in past years.

•  However this decision should have a one-off 
effect in the income taxe expense since 
companies would change the tax rate used 
for the purpose of estimating deferred tax.

•   The effect should 
arise in the 
next financial 
statements.
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Snapshot on surveys and publications 
Deloitte 

Energy market reform in Europe - European energy and climate policies: achievements and challenges to 2020 and beyond – March 2015

This study aims to
•  Evaluate the current achievements of the EU and a few selected Member States in meeting the 3x20 targets on greenhouse gas emissions, renewables 

and energy efficiency;
•  Analyse why EU policies did not live up to expectations in terms of achieving a more secure, consistent, competitive and ultimately cleaner energy 

market; and
•  Identify the main challenges on the way to the post-2020 (2030 and 2050) policy targets in the context of the EU’s ultimate goal of achieving 

affordability, sustainability and security of supply.

The study is based on global analysis at the European level and on more detailed analyses for seven countries (Belgium, France, Germany, Italy, 
Netherlands, Spain and the UK). These are provided in dedicated country profiles (see below) in which Deloitte member firms present their view of where 
each country stands in achieving the 3x20 targets, the policies implemented and the remaining challenges.  
Link to the survey

The future of the global power sector : Preparing for emerging opportunities and threats - March 2015

Power companies need to modify their management models to adapt to shifting realities, including price reductions that are leading to narrower margins, 
improvements in the quality of supply, demand for new services, a sharper focus on environmental protection, new technologies that modify traditional 
business scope by focusing on the technical management of assets, and many more.
Link to the survey

Top regulatory trends for 2015 in energy – January 2015

The trends outlined in this report can serve as a starting point for the dialogue surrounding the challenges and opportunities for the upcoming 2015 year 
within the energy industry. Over the next 12 months, we expect many of these trends to continue or even accelerate. We also expect some important 
new trends to emerge.
Link to the survey

2030 EU CO2 – February 2015

In this publication produced by Deloitte Spain, the Power team  introduces the 2030 EU CO2 Allowance Market Model (and the tool that supports it) 
developed by Deloitte for one of the Europe’s largest utilities.
Link to the survey

Asset management: A risk based approach - Energy & Resources Industry - 2015

This report details the findings of a Deloitte survey that formed part of a wider Enterprise Risk Management study published in 2014. The main objective 
of the survey was to assess the overall maturity level of our clients’ risk based asset management activities, and to help to identify new challenges, critical 
issues and the risks they may be facing today.
Link to the survey

2015 Power & Utilities Accounting, Financial Reporting and Tax Update – January 2015

This publication discusses accounting, tax, and regulatory matters that P&U entities will need to consider as a result of these changes, including updates 
to SEC, FASB, IFRS, and tax guidance, and focuses on specialized industry accounting topics that frequently affect rate-regulated entities. 
Link to the survey

2015 Russian Oil & Gas Outlook Survey –2015

The purpose of this survey is to assess interim performance of the sector and the current performance of individual companies, as well as to share the 
views of executives on the short-term and long-term prospects for business development.
Link to the survey

http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www2.deloitte.com/content/dam/Deloitte/global/Documents/Energy-and-Resources/gx-er-energy-market-reform-in-europe.pdf
http://www2.deloitte.com/content/dam/Deloitte/us/Documents/regulatory/us-regulatory-trends-in-energy-112614.pdf
https://www.km.deloitteresources.com/sites/live/industries/KAM Documents/Miscellaneous/KMIP-2184500/EU CO2 Market simulation_vdt.pdf
http://www2.deloitte.com/content/dam/Deloitte/global/Documents/Energy-and-Resources/gx-power-future-global-power-sector-report.pdf
https://global.deloitteresources.com/ClientsIndustries/energy/ermsurvey/ARM2015/41187A ARM Survey Report WEB.pdf
https://www.km.deloitteresources.com/sites/live/industries/KAM Documents/KMIP-2127763/PU_AccountingFinancialReportingTax_Update.pdf
http://www2.deloitte.com/content/dam/Deloitte/ru/Documents/energy-resources/ru_2015_oil_and_gas_survey_eng.pdf
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Agencies or research institutes 

Eurelectric 

A sector in transform ation: Electricity industry Trends and Figures – January 2015

The present reports aims to introduce the readers to the new dynamics of the “energy transition” and how it impacts both energy policy/regulation and 
businesses. The report outlines the efforts carried out by the power industry in adapting to these changes with the objective of delivering continuous safe, 
affordable and cost efficient electricity supply to its customers. 
Link to the survey

Thermal Power Plants – a vital asset in a new energy world – March 2015

The report underlines the changing role of conventional thermal power generation technologies as the share of variable renewable generation 
continues to grow. Thermal generation can readily be turned on or off and can flexibly adjust power output to demand. It is therefore now increasingly 
guaranteeing security of supply by providing flexible back-up capacity and maintaining system stability.
Link to the survey

EnC Secretariat questionnaire: Options for Implementation of Proposals on the Future of the Energy Community – March 2015 

There is a need to shape strategy further by providing dedicated training for key energy decisions-makers within the Energy Community in order to 
improve competence and share knowledge and information between the EU member states and Energy Community members.
Link to the survey

European Commission 

Employment and growth effects of sustainable energies in the European Union – 2015

EmployRES-II project quantifies positive effects of renewables.  Researchers found out that further promotion of renewable energy will contribute 
significantly towards growth and employment, reduction of energy imports (in particular natural gas) and GHG emission savings.
Link to the survey

Study evaluating the national policy measures and methodologies to implement Article 7 of the Energy Efficiency DirectiveStudy evaluating 
the national policy measures and methodologies to implement Article 7 of the Energy Efficiency Directive – 2015

This paper includes an analysis of the policy measures proposed and their suitability, the calculation of the energy savings targets and an in-depth 
assessment of the monitoring, measurement and verification approaches. The report provides an overview of the proposed policy measures and their 
contribution to energy savings by 2020. It also identifies key issues around the methodologies used to calculate the energy saving targets, the proposed 
policy instruments, and the monitoring, reporting, verification and compliance regime.
Link to the survey

Oxford institute for Energy 

Decarbonizing China’s power system with wind power – the past and the future – January 2015

Wind power in China has experienced significant growth since the beginning of this century with total installed capacity increasing from 346 MW in 2000 
to 91,413 MW in 2013. However this rapid development has created new set of challenges. In particular, wind power has not been fully integrated into 
the electricity system as a whole, with a lack in transmission capacities.
Link to the survey

Electricity Supply Interruptions – Sectorial Interdependencies and he Cost of Energy Not Served for the Scottish Economy – February 2015

The power sector has a central role in modern economies and other interdependent infrastructures rely heavily upon secure electricity supplies. Due to 
interdependencies, major electricity supply interruptions result in cascading effects in other sectors of the economy. This paper investigates the economic 
effects of large power supply disruptions taking such interdependencies into account
Link to the survey

Driving Forces of China’s Energy and Emission Growths Between 2007 and 2010 – A Structural Decomposition Analysis - March 2015

In 2006, China surpassed the USA to become the world’s largest CO2 emitter, which led to widespread discussions about China’s role in climate change 
negotiations. The global financial crisis in 2008 resulted in the one and only downturn in China’s exports since 2000. To sustain the country’s economic 
growth, the government made an investment of four trillion Yuan on infrastructure construction.
Link to the survey

http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.eurelectric.org/media/169868/conventional_generation_report_final-2015-2130-0003-01-e.pdf
http://www.eurelectric.org/media/169871/enc_questionnaire_eurelectric_response_draft_final-2015-2640-0001-01-e.pdf
http://ec.europa.eu/energy/sites/ener/files/documents/EmployRES-II final report_0.pdf
https://ec.europa.eu/energy/sites/ener/files/documents/Final Report on Article 7 EED_published.pdf
http://www.oxfordenergy.org/wpcms/wp-content/uploads/2015/01/EL-11.pdf
http://www.oxfordenergy.org/wpcms/wp-content/uploads/2015/02/EL-12.pdf
http://www.eurelectric.org/media/161808/electricityindustrytrendsandfigures2015_lr-2015-030-0064-01-e.pdf
http://www.oxfordenergy.org/wpcms/wp-content/uploads/2015/03/EV-62.pdf
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A Brief Political Economy of Energy Subsidies in the Middle East and North Africa – February 2015

Energy subsidies are among the most pervasive, and most controversial fiscal policy tools in the Middle East and North Africa. Subsidized energy prices are 
an important social safety net, albeit a highly costly and inefficient one. While the past has demonstrated the political difficulty of reforming energy prices, 
recent experience also shows that a reform can be achieved, if accompanied by a set of enabling factors.
Link to the survey

International energy agency 

Technology Roadmap: Nuclear Energy – 2015 Edition

Since the last Technology Roadmap: Nuclear Energy in 2010, many events have had a huge impact on the energy sector and on the outlook for nuclear 
energy including Fukushima accident, global economic crises and fails in electricity and CO2 markets. However nuclear energy still remains a proven 
low-carbon source and many countries reaffirmed the importance of nuclear within their countries’ energy strategies.
Link to the survey

http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.deloitte.com/assets/Dcom-UnitedStates/Local Assets/Documents/Energy_us_er/us_er_2013AETrends_Sep2013.pdf
http://www.iea.org/publications/freepublications/publication/TechnologyRoadmapNuclearEnergy.pdf
http://www.accenture.com/SiteCollectionDocuments/PDF/Accenture-Global-Energy-Architecture-Performance-Index-Report-2015.pdf
http://www.pwc.com/en_GX/gx/utilities/publications/assets/pwc-power-renewables-deals-2015.pdf
http://www.pwc.com/en_GX/gx/oil-gas-energy/publications/assets/pwc-energy-services-tech.pdf
http://www.oxfordenergy.org/wpcms/wp-content/uploads/2015/02/MEP-11.pdf
http://www.mckinsey.com/insights/energy_resources_materials/powering_africa
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