Power & Utilities
July 2015

Newsletter
Power & Utilities in Europe

NEWSLETTER
July, 2015

Main economic indicators
COMMODITIES

Crude oil

Crude Oil ($/bbl)
Crude oil ($/bbl)

130
120
110
100
90
80
70
60
50
40

A stronger demand for finished products and rising tension throughout the
Middle East supported global crude oil prices through Q2 2015. ICE Brent today
trades at around 66 $/bbl, against 55 $/bbl in April. The Brent – WTI spread narrowed
significantly at 5 $/bbl against 10 $/bbl the previous quarter.
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A stronger demand for finished products and
rising tension throughout the Middle East
supported global crude oil prices through
Q2 2015. The Brent – WTI spread narrowed
significantly at 5 $/bbl against 10 $/bbl the
previous quarter.

The IEA estimate of global demand growth has been revised up 1.4 mb/d for 2015 as
a whole at nearly 95 mb/d. Demand has now been going up over the past 3 years (on
year-on-year basis) with Q2 2015 being 1.5 mb/d, 2.5 and 3.5 mb/d up against Q2 on
the previous years respectively. The IEA expects the momentum to ease somewhat given
the recent partial recovery in oil prices.
Global oil supplies fell to 96 mb/d on lower non-OPEC output, but remain 3.0 mb/d
above last year. Annual growth slowed marginally and was evenly split between
non-OPEC and OPEC countries. Lower oil prices and a drop in capital spending are taking
time to curb non-OPEC supply which the IEA says has now dropped to 58 mb/d. OPEC
supply edged up to 31.33 mb/d, the highest since August 2012. Saudi Arabia, Iraq
and the UAE pumped at record monthly rates to keep output over 1 mb/d above OPEC's
official supply target for a third month running, offsetting losses from Libya, Nigeria,
Kuwait and Iran. OPEC oil ministers are not expected to review this level of production
any time soon.
As was our analysis on the previous quarter, the oil market remains abundantly
supplied, with an excess in the region of 1.5 mb/d still. OECD industry oil stocks, in
excess of 2 820 mb in May stand around 150 mb above any superior average levels since
2010.
The forward curve therefore goes only slightly up into Q3 and Q4 amidst considerable
geopolitical tensions.
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NBP and TTF spot prices have converged on a downward trend to the 20 €/MWh
level over the past trimester with a relatively flat outlook for Q3 and Q4 2015 for both
markets. Most other European gas markets, including French PEG and EEX German
Spot NBP
NetConnect
gas prices, have followed the same trend in a mild spring.
Spot TTF
Future NBP
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NBP and TTF spot prices have converged on
a downward trend to the 20 €/MWh with a
relatively flat outlook for Q3 and Q4 2015. Most
other European gas markets, have followed the
same trend in a mild spring.

Future TTF
The market
has been bearish over Q2 2015. Market participants mention that gas
trade has been low, and gas prices have been pulled down, as a result of an increased
activity in electricity trade, with lower electricity prices. Increased cross-border power flow
following the introduction of flow based market coupling (FBMC) is weighing on the
price of electricity, putting new pressure on gas-fired power plants, especially on Dutch
gas plants as imports of cheaper electricity from Germany surge under the new system.

Storage injections have been strong in an over-supplied market, especially from LNG
supplies.
Gas trade is facing a context of global oversupply, both in the US (where the natural
gas futures contract is around 2.8 US$/MMBtu in June) and in Asia. A recent report from
WoodMcKenzie cast a new light on China’s oversupply of gas by about 18 bcm/year from
2015 to 2017. With strong growth in contracted LNG and low LNG prices, it is expected
that large volumes of LNG will be re-sold back into the broader market in the Pacific,
but also to the European market in the months and years to come, pushing spot prices
potentially lower.

will be re-sold back into the broader market in the Pacific, but also to the European market in
the months and years to come, pushing spot prices potentially lower.
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The global coal market remains largely oversupplied.

140
130
120
110
100
90
80
70
60
50

The European ARA Coal market is easing slightly over the period amidst mild
weather conditions. Weather outlook in Europe points out that the 2015 summer could
be significantly hotter with a significant heat wave probability in many areas following the
latest assessment on El Nino. Coal traders are therefore anticipating that coal-fired
power generation could have a higher than average contribution to the electricity
production in case of a heat wave on continental and western Europe. The forward
looking curve of the coal price does not reflect any of this market sentiment yet.
Spot ARA

Future ARA

Source Capital IQ

The global coal market remains largely
oversupplied. The European ARA Coal market
is easing slightly over the period amidst mild
weather conditions.
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Traders blame the UK Carbon Price Support mechanism introduced in April for cutting
premiums on coal trade, making the prices more depressed. The UK Carbon Price
Support mechanism came into effect April 1, increasing the tax on carbon emissions to
£18.08/mt in 2015-2016 from £9.55/mt in 2014-2015.
In the US, with gas prices dropping to around 3 US$/MMBtu and the carbon trading
mechanisms starting to hit coal plants, coal prices are coming under renewed pressure.
US coal stockpiles totalled an estimated 168 million tonnes end of May, up 24%
from a year ago.

Carbon

Carbon
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For well over a year now, the EUA price between 6 and 7 €/t has been flat and showing
next to sign of recovery in a sluggish market where major decisions on the Market
Stability Reserve still have to be made.
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Spot ETS are also affected by a weaker euro and bearish sentiment in related
commodity
markets.
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The supply of the EUAs to the market is still gradually increasing as a result of new
allocations, including free allocations, so that the excess supply of EUA quotas, which
was in the range of under a year supply about a year ago, now stands at 1.5 year of EU
ETS emissions. According to a study from the French Carbon research entity and carbon
market watch, CDC Climat, the EUAs oversupply could reach the equivalent of 2
years of EU ETS allocations in the next months, therefore calling into question the
efficiency of the Market Stability Reserve, which is not expected until 2018.

EU Allowances are also affected by a weaker
euro and bearish sentiment in related commodity
markets. The supply of the EUAs to the market
is still gradually increasing as a result of new
allocations.

Electricity
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German and French power prices continued sliding over Q2 landing at levels as
low as 28 €/MWh, but in line with the previous years (2014, 2013) at the same period,
in a weather context of mild temperatures on the European continent. French liquidity
is also affected by a low activity on the ARENH market – the trade of the French nuclear
power contract at a fixed price of 42 €/MWh – as the French market price is sliding
significantly below the level of the nuclear contract. In addition, the implementation of
flow-based market coupling has increased cross border flows and applied pressure
to the spot power market in the CWE countries as supply increased while demand
is easing as the summer months approach.
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French nuclear availability has been high through spring 2015 and is expected to
remain high to very high through the summer. Hydro levels are broadly up in Europe and
wind power is on the increase.
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German and French power prices continued
sliding over Q2 landing at levels as low as
28 €/MWh in a weather context of mild
temperatures on the European continent.
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All conditions are met therefore for the electricity prices to remain weak, unless
electricity consumption is eventually boosted by a potential heat wave, which national
weather offices in France and the UK are saying could happen this year.
The UK-French power price spread – also reflected in the UK-German price spread – is
hitting very high levels around 25 to 27 €/MWh as the wind production in the UK,
contrary to the continent, has remained poor. The price spread is also supported
by the UK Carbon Price Support mechanism as high as £18.08/mt equivalent to a
carbon price in excess of 25 €/t, or a 23 €/MWh extra penalty for a coal-fired power
station in the UK. Coal-fired power generators in the UK are scaling back their production
programme or shutting down for maintenance, including the large Fiddlers Ferry and
Ferrybridge coal-fired units which are not due to restart until September.

€/t, or a 23 €/MWh extra penalty for a coal-fired power station in the UK. Coal-fired
power generators in the UK are scaling back their production programme or shutting
down for maintenance, including the large Fiddlers Ferry and Ferrybridge coal-fired units

which are not due to restart until September.
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The UK Clean Dark Spread has continued to slide to the Clean Spark Spread level,
being squeezed by the UK Carbon Price Support mechanism mentioned above which is
equivalent to some 23 €/MWh penalty on a typical coal-fired power plant in the UK at
today’s €/£ exchange rate. The UK Carbon Price Support mechanism is aimed at helping
the UK’s transition to a low carbon economy by phasing out the most polluting power
generation equipment, including the old coal-fired power stations.
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The UK Clean Dark Spread has continued to slide
to the Clean Spark Spread level.

German clean dark & spark spread

German clean dark and spark
spreads (€/MWh)

German Clean dark and spark spreads (€/MWh)

15

The German Clean Spark Spread, at -15 €/MWh, reflects the fact that gas prices should
be at least 7.5 €/MWh cheaper in order for the gross margin of a gas-fired power plant
to break-even (for a plant with a 50% thermal efficiency). At 20 €/MWh, gas prices make
gas-fired generators uncompetitive. Coal-fired power plants are the only thermal
generation facilities that can operate at a profit, albeit low (4 €/MWh). The carbon
switch price in Germany today – which would make a generator indifferent between
using coal or gas as a fuel for power generation – is reported to be in the range of 40 €/t,
against a carbon market price of 7 €/t.
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Coal-fired power plants are the only thermal
generation facilities that can operate at a profit.
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Spotlight on Power and Utilities market
Capital market overview
Deloitte
Index (1)

Engie

EDF

EON

Iberdrola

RWE

Gas
Natural

Enel

SSE

Centrica

EUR

EUR

EUR

EUR

EUR

EUR

EUR

GBP

GBP

Market cap. ratios
Currency
Market cap. (June 22, 2015)

41 602

39 020

24 596

38 907

12 451

21 492

39 908

15 888

13 261

3m stock price performance
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YoY stock price performance

-5%
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-3%
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Market multiples
EV/EBITDA 2014

8.8x

7.2x

7.2x

6.9x

9.6x

10.1x

9.5x

7.3x

9.5x

8.0x

EV/EBITDA 2015

8.2x

6.9x

7.0x

7.5x
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7.7x

P/E 2014

11.0x
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10.5x

n.m.

16.6x
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14.7x

n.m.

23.9x

n.m.

P/E 2015

13.7x
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n.m.

13%
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11%
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7%

12%
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19%

33%

Price/book value 2014
Profitability ratios
ROE forward 12m
ROCE forward 12m
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EBITDA margin 2014

19%

15%

24%

8%

23%

11%

18%

20%

7%

9%

EBITDA margin 2015

19%

16%

24%

7%

23%

12%

20%

20%

8%

9%

EBIT margin 2014

12%

9%

12%

4%

14%

6%

12%

13%

5%

5%

EBIT margin 2015

12%

9%

12%

4%

13%

7%

12%

12%

6%

5%

: Deloitte Index is composed of Engie, EDF, EON, Iberdrola, RWE, Gas Natural, Enel, SSE and Centrica

(1)

n.m.: not meaningful

Key messages from brokers and analysts
UBS – April 21, 2015
“Thermal profits have largely bottomed; half of the fleet is
already FCF negative … About 4% of thermal fleet should close
every year to keep stables profit … Without subsidies one plant
in two would close.”

UBS – March 23, 2015
“EU’s EnergyDate
Union is likely
to play central
role in EU’sDTT
energy
STOXX600
SXX UTI
100,0
100,0
100,0
strategy.” 01/07/2014
02/07/2014
100,2
100,4
100,5

125

03/07/2014
04/07/2014

120
115
110
105
100
95
90
85

Stoxx Europe 600

(1)

5

101,2
100,0
100,0
100,9
99,5
99,7
100,0
98,6
98,9
08/07/2014
98,6
97,6
98,1
“Power & Utilities
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major discount;
moderate
optimism.”
11/07/2014
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14/07/2014
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15/07/2014
98,1
96,8
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16/07/2014
99,4
98,3
98,8
17/07/2014
98,5
96,8
97,4
18/07/2014
98,5
97,3
98,0
21/07/2014
98,0
97,3
98,1
22/07/2014
99,3
99,2
99,6
23/07/2014
99,4
98,8
99,1
24/07/2014
99,8
100,1
100,0
25/07/2014
99,1
99,2
99,2
28/07/2014
99,0
99,1
99,4
29/07/2014
99,2
99,8
100,0
30/07/2014
98,7
98,8
99,0
31/07/2014
97,4
97,6
98,4
01/08/2014
96,2
95,4
96,7
04/08/2014
96,0
95,6
97,1
05/08/2014
96,3
94,9
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06/08/2014
95,4
93,3
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07/08/2014
94,8
91,7
94,6
08/08/2014
94,2
91,4
94,5
11/08/2014
95,5
92,6
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12/08/2014
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92,2
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13/08/2014
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93,7
95,9
14/08/2014
96,0
94,0
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15/08/2014
95,6
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UBS – March
31, 2015
07/07/2014

EURO STOXX Utilities

Deloitte index*

: Deloitte Index is composed of Engie, EDF, EON, Iberdrola, RWE, Gas Natural, Enel, SSE and Centrica
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M&A Trends
Transactions in the power sector

Transaction involving equity funds

•	Engie announced the acquisition of 95% of Solairedirect for slightly
less than €200m. This acquisition enable Engie to become the first actor
in solar electricity production in France for with 383 MW installed
capacity. (Reuters – July 1st, 2015)

•	BP has agreed to sell its stake in the Central Area Transmission
Sytem in the North Sea to Antin Infrastructure Partners, a French
private equity firm, for £324m. (Reuters – June 26, 2015)

•	Gas Natural Fenosa, an integrated gas and electric company, has
agreed to acquire Gecal Renovables, SA, a renewable energy company,
for €260m. Gecal Renovables operates 10 wind farms and photovoltaic
plant in Spain with a total net installed capacity of 201 MW. (Global
Data – June 23, 2015)
•	Vattenfall is actively looking for potential buyers of its German
brown coal activities. Vattenfall expects a a transaction in the range of
€2.1bn-€2.4bn. (Reuters – June 11, 2015)
•	EnBW has proposed to pay €550m for insolent wind farm operator
Prokon. Prokoin represents a combined capacity of 537 MW plus a
170 MW pipeline of projects in Germany, Poland and Finland. Prokon
creditors selected the German utility as “the preferred bidder”. (Reuters –
May 22, 2015)
•	EDF Luminus, the Belgian unit of EDF, plans to list on the Brussels
stock exchange by the end of the year. EDF Luminus is 63.5%
owned by EDF and a listing would give it greater flexibility to minority
Shareholders. EDF Luminus represents in Belgium a 20% market share
and a production capacity of 2GW. (Reuters – May 15, 2015)

6

Newsletter - Power and Utilities in Europe

•	State-owned energy group Oman Oil sold on the stock market its 5%
stake in the capital of Enagas, the Spanish natural gas distributor, for
€314m. (Reuters – May 20, 2015)
•	The UK Green Investment Bank Plc has today announced the
acquisition of a £236m stake in the 400MW Rampion Offshore
windfarm developed by E.ON which will continue to own the remaining
shares in the joint ventures. The whole investment £1,3bn. (The Herald
– April 24, 2015)

Transaction in energy infrastructures sector
•	The Norway-based unit of Chinese-owned Bluestar Elkem Investment
Co.has wrapped up the acquisition of solar equipment maker
REC Solar ASA’s business for roughly €512m. Elkem seeks to form
a leading integrated photovoltaic player in a highly fragmented solar
market. (Reuters – May 13, 2015)

European Power and Utilities companies wrap-up

Q1 2015
Highlights

• Q1 2015 sales went up by 7.8% compared to last year.
This sales figure includes:
- a 1.8% sales increase at constant scope and exchange rates
driven by good operational performance and return to
normal weather conditions;
- a scope effect of 894 million euros resulting mainly from the
acquisition of Dalkia’s operations in France.

• Selective developments in energy and renewable energy (ATS
Key events
SA, Cesbron group and Chile/Brazil).
in the period

• Q1 2015 in line with full year expected trajectory:
- t he outage of Doel 3 and Tihange 2 nuclear plants has been
extended until November 2105;
- s trong impact of commodity prices;
-p
 rogressive ramp up of quick reaction plan.
• Q1 2015 EBITDA went down by 10.4% compared to last
year impacted by the above elements.
• GDF SUEZ is now ENGIE.
• Introduction of a new organization with 10 geographical BUs to
speed up implementation of its growth strategy.
• On March 2015, a four-tranche €2.5 billion bond was
issued with an average coupon of 0.75% and an average
maturity of 9.8 years.

FY 2015
Outlook

• 2015 and 2015-2018 roadmap confirmed.

Q1 2015
Highlights

• Sales in the Q1 went down by 2% compared to last year
principally due to lower sales in Generation, Exploration &
Production and Non-EU Countries.

• As expected, the continued drop in margins in conventional
electricity generation resulted in earnings shortfalls. EBITDA
declined by 3%.

• EBITDA declined by 9% year on year. Positive weather effect
more than offset by lower earnings in power business and
lower commodity prices at Exploration & Production

• The operating result fell by 5%. By contrast, recurrent
net income improved by 10% due to one-off items from
the sale of securities and recognition of interest on the
purchase price for DEA transaction.

• Decision on EDF bid for Areva’s reactors and services division
expected in seconf half.

• E.ON spin off to be effective in January 1rst 2016:
Key events
in the period
- E.ON’s conventional power generation, trading and E&P
spin-off will be named Uniper;
- The rump E.ON business will focus on renewables, energy
networks and customer solution.
• On May 2015 creditors of Eneva agreed to a debt
restructuring plan by means of debt-to-equity swap. E.ON’s
equity stake will then be diluted.
• The disposal of the Italian portfolio makes good progress
with ant-trust approval received.

FY 2015
Outlook
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• 2015 outlook confirmed with stronger performance
expected in H2 2015.

• Sales of RWE Dea completed on March 2015 for 5.3 billion
including the interest on the sale price.
• New political risks in conventional power generation:
Government intention in terms of country’s climate protection
targets
• While contested by RWE and E.On the European Court of
Justice ruled that the duty imposed by the German government
on nuclear fuel for electricty production was compatible with
European Union law.

• 2015 outlook confirmed.

Q1 2015
Highlights

• Q1 2015 sales went up by 9.8% compared to last year
because of a rise in fuels sales and environmental certificates
in Italy as a result of greater volume handled.
• This development was accompanied by a rise in revenues in
Latin America, mainly owing to rising prices and volumes.
• EBITDA increased by 0.8% year on year. Increase in in Latin
America and Iberian Peninsula partly offset by a reduction in
generation and trading margin in Italy.

• Sales programs of a (i) 49% stake in EGPNA Renewable
Key events
Energy Partners in the US ($440m) and (ii) 40% interest in
in the period
SE Hydropower Srl (€345m).
• Simplification of the organization in Latin America: split
between “Chile” and “Rest of LatAm”, with Chile separated in
“Generation” and “Distribution”.

•U
 pstream gas and power businesses both continue to be
impacted by the low commodity price environment.
• Average British Gas year-on-year residential gas consumption
was 10% higher and average year-on-year electricity
consumption was 2% higher in Q1 2015 reflecting colder
than normal temperatures in the UK compared to a warm
2014.
• Direct Energy gas consumption in the first quarter was
1% higher than the same period last year due to weather
condition.
• On April 2015, issue of €750 million and £450 million hybrid
securities, helping underpin the Group’s financial metrics.
• Disposal of the portion of the Lincs wind farm project
financing debt. The transaction will result in a cash inflow
of £176m.

FY 2015
Outlook

• 2015 and 2015-2019 strategic plan confirmed.

• S trategic review to be concluded in July 2015.

Q1 2015
Highlights

• EBITDA increased by 8.8% year on year driven by
international businesses, strong operating performance and
positive exchange rate effects.

• EBITDA went up by 11.8% year on year thanks to:
- t he contribution of the Chilean energy company (€125m
EBITDA in Q1 2015) which is fully integrated since 30th
November 2014;
- t he good performance of businesses outside Spain.

• Bonds issuance for €600m (maturity 2023, coupon of
Key events
1.125%).
in the period
• Iberdrola merged its US assets with UIL, a US Energy
Company, in a $17,9bn transaction to create an Energy
publicly-traded Company. Iberdrola will own 81.5% of the
resulting company and UIL will receive 18.5% plus $597m in
cash.

• Bond issuance of €500m (matuirity 2025, coupon of
1.375%).
• On April 2015, additional issuance of a €500m 9-year
hybrid with a 3.375% coupon.
• Capital increase of Kuwait Investment Authority (KIA) for
$550m in Global Power Generation (GPG). KIA will own
25% of the company.

• New investments in networks for €3.4bn.

FY 2015
Outlook
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• 2015 outlook confirmed.

• 2015 outlook confirmed.

• Integration between UIL Holdings and Iberdrola USA
contemplated in the last quarter of 2015.

• Targets set in the 2013-2015 strategic plan confirmed. Targets
which now include the Chilean acquisition CGE competed in Q4
2014.
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Talking points
1 – The Mid-Term Evaluation of the Renewable Energy Directive – April 2015
The Renewable Energy Directive (RED) came into
force at the end of 2009, setting a binding overall
20% renewable energy goal to the European Union
and a 10% target for energy from renewable
sources in transport for each Member State.
The RED further sets individual targets for each
Member State regarding their share of energy from
renewable sources in gross final consumption of
energy by 2020, those targets ranging from 11%
for Luxembourg to 49% for Sweden, including 15%
for the UK or Poland and 23% for France and 34%
for Austria, both being like Sweden largely CO2-free
electricity system already…
The April 2015 Mid-Term Evaluation of the
Renewable Energy Directive aims to evaluate the
RED under the requirements of the regulatory fitness
programme (REFIT) of the European Commission.
The Mid-Term Evaluation examines the RED with
respect to:
(i) 	Its relevance : does the RED meet any EU need?
(ii)	Its effectiveness: has it been properly
implemented by each Member State?
(iii)	Its efficiency: has it increased the share of
renewable energy sources (“RES”) in a costeffective manner?, and
(iv)	Its value-added: could the same results have
been achieved without the RED?
Each of the provisions of the RED is assessed in view
of the above criteria, including inter alia:
(i) Targets
(ii) Cooperation mechanisms
(iii) RES Administrative procedures
(iv) Certification
(v) Guarantee of Origin
(vi) Grid Access
The Mid-Term Evaluation comes to the conclusion
that the RED sets relevant mandatory targets and
has been effectively and efficiently implemented
in most cases, with a clear contribution to
significant renewable energy developments overall,
and a reasonable extra administrative burden.
Germany stands out as the only country in the EU
which would have achieved the same objectives even
in the absence of the RED obligations. The Mid-Term
Evaluation stresses that the rules and regulations will
be more efficient and will give a stronger confidence
to investors if they are set to remain stable during
the duration of the regulation. It also points out the
fact that RES deployment in the EU has also been
diversely affected by the existence of a large set of
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various rules, including the RED, but also by a range
of other EU policies, such as the State Aid guidelines,
the European Emission Trading System (ETS), the Fuel
Quality Directive (FQD) and energy infrastructure
policies. It further recommends to decide on the
longer term framework for RES regulation in the EU
and for each Member States for well after 2020,
although RES objectives for 2030 and onwards are
limited to EU level obligations today.

Are the RED targets appropriate?
Whilst the Mid-Term Evaluation thinks that the
targets at both EU and Member State - levels have
been fair and adequately allocated, the annexes of
the report demonstrate that, according to many
Member States, RES targets are sometimes
complementary to and sometimes redundant
with other EU targets, including the EU ETS
aimed at reducing GHG emissions as well as
diversifying Europe’s energy supply, or the
Energy Efficiency provisions which contribute
to reducing the final energy consumption and
therefore the baseline for RES targets. Alternatively,
potential inconsistency between objectives is further
mentioned, including the risk that GHG emissions
savings in the RES sector are compensated by
additional emissions under the EU ETS in a
context of a weak CO2 quota price. When reading
the Mid-Term Evaluation in its fine prints, it looks like
many EU Member States and market participants
feel uncomfortable with the three leading EU
objectives (RES, GHG and EE) and that a single
EU target – namely a clearly defined GHG limit
– would have been more efficient. With regards
to the 10% binding biofuel target in the transport
sector, a number of analysts refer to this objective as
largely ineffective and difficult to monitor, partly as a
result of the fact that meeting this target is subject to
double-counting with the above 20% RES obligation.

Did the RED contribute to the development of
cooperation mechanisms?
The RED deployment has been impeded by a host
of various barriers, including national preferences,
uncertainties about longer term framework at
both EU and MS-level, insufficient interconnector
capacities, etc. Other than Norway and Sweden,
no EU Member State has established clear
cooperation mechanisms, or proposed joint
projects and joint support schemes in the RES
sector, essentially as most Member States lack
confidence in RES systems and policies beyond 2020.

It looks like
many EU
Member States
and market
participants feel
uncomfortable
with the three
leading EU
objectives (RES,
GHG and EE)
and that a single
EU target would
have been more
efficient.

The RED
deployment has
been impeded
by a host of
various barriers,
including
national
preferences,
uncertainties
about longer
term framework,
insufficient
interconnector
capacities, etc.

Did the RED establish clearly defined and
efficient administrative procedures regarding
RES permitting and development?

technical specifications that must be met by
renewable energy equipment and systems in order to
benefit from support schemes.

In the majority of Member States, administrative
procedures are found to be lengthy and cause delays
for project developers because of complex licensing
procedures, unclear administrative responsibilities,
multiple bodies involved, municipalities involved
without clear rules, lack of one-stop-shops. Only 2
out of the 27 assessed Member States seem to have
high quality administrative procedures in place. More
than half are rated low.

Here again, the existence of a variety of technical
specifications seems to be an issue: French
certification is necessary to obtain a 10-year
insurance for example. But often efficiency standards
or criteria are lacking, as is the case for efficiency
of on-shore wind turbines in the Netherlands; or
specifications are deemed to be too strict, such as
the different primary energy savings for green CHP,
or sustainability criteria in respect of biomass plants
from one country to another (The Netherlands versus
Belgium). In some countries, nationally recognised
certification bodies or schemes are completely
absent, such as the Netherlands, Greece and the
Czech Republic.

As a result, lead times for RES developments
(from inception of the project to completion of
the infrastructure, through obtaining planning
permission) differ significantly across Europe:
less than 50 weeks in Denmark, up to 6 years
in France. Some EU countries have a single permit
system for all projects including Denmark, Italy and
the Netherlands. In others, several permits have to be
obtained.
The existence of a ‘one-stop-shop’ for authorisation
does not seem to give more guarantee of a quicker
process: although Austria has one single agency
responsible for authorisations, certification and
licensing procedures associated with renewable
energy projects, lengthy procedures have still been
flagged by stakeholders as an issue; and in Italy,
a single authorization procedure exists in theory
but in actual fact, the central agency must obtain
authorisations from up to 50 different administrative
bodies, therefore leaving the investor with little
confidence that his project is eventually going to be
permitted.

The lack of skilled personnel has also been named as
a considerable hurdle for the roll out of renewable
energy technologies, especially when it comes to
small-scale installations. The installation of the RES
technologies is a complex task but only few Member
States had certification or equivalent qualification
schemes or even a proper certification agency in
place before the introduction of the RED. Poor
installations cause higher maintenance costs and
energy losses, which turns out to be a deterrent to
investors.

Guarantees of origin (GOs): what are they?
Do we make the most of them?
Guarantees of Origin are used for three main
purposes:

Is the RED clear on RES specifications and
certification?

(i)	fuel mix disclosure i.e. to prove how the energy
was produced and ensure transparency;

The investment in and development of new, often
immature, technologies requires a strong regulatory
framework with a clear definition of renewable

(ii)	to determine eligibility for national support
schemes ;
(iii) as a traded commodity between MS.
A clear advantage of GOs could be to allocate the
geographic development of RES more efficiently and
more cost-effectively, by setting up a merit-order
curve of RES sources on a geographic basis and
helping RES to be eventually better geographically
distributed: it is more cost-efficient to develop PV in
Italy than in the Netherlands…However, although,
a number of GOs have been issued and trade has
increased steadily since the launch of the Directive,
the main barriers to the transfer of GOs include the
fact that not all Member States are members of the
Association of Issuing Bodies (AIB) and use a system
compliant with the European Energy Certificate
System (EECS). As a result, the effectiveness of GOs
as a tradable commodity is limited. So is the use
of GOs for the purpose of making RES projects
bankable.
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In the majority of
Member States,
administrative
procedures are
found to be
lengthy and
cause delays
for project
developers.

A clear
advantage of
Guarantees of
origin could
be to allocate
the geographic
development
of RES more
efficiently and
more costeffectively, by
setting up a
merit-order curve
of RES sources
on a geographic
basis.

Has Grid access been adapted?
The sustainable integration of renewable energy
requires sufficient grid capacity to transfer and deliver
the power to all customers. In order to support the
growth of renewable energy, each Member State
has recognised the need for further infrastructure
investments.
Another key provision to RES development is
whether renewable electricity is given priority
access to the grid. The obligation for a transparent
and non-discriminatory access to monopolistic
infrastructures is essential and therefore represents
the base for increasing the participation of any grid
users.
At Member State level, a public national investment
schedule is therefore required to give investors in
RES enough visibility, which in many cases is not
available yet. In most EU Member States, little
detailed public information is available to consider
and quantify the investment needs on a national
level, except in Germany where the Federal Ministry
of Economics and Energy estimated investment
requirements to be between €23bn and €49bn,
depending on the renewable energy development
scenario until 2032, and in France. In France the
network development plans are developed for
each region, with reserve capacities for RES on the
substations in locations where a high renewable
energy potential has been identified. The costs to
develop the necessary capacities are shared among
the different regions. Grid access conditions (i.e. the
costs) are shared between the generator and the
network operator. In Spain, grid connection imposes
delays and is hampered by a lack of transparency on
responsibilities with regard to construction and/or
reinforcement of the network.
As a conclusion, the Mid-Term Evaluation in
many respect demonstrates that the RES in the
EU has only done half of the way, giving each
Member State a clear obligation to kick-start a
new industry. But it is not clear if we have done
the right “half of the way” first. The report clearly
suggests that the RES development could have been
better schemed, starting with a clear market vision,
including which technology was to be supported,
where and at what cost.
The Mid-Term Evaluation of the Renewable Energy
Directive goes back to the fundamental principle
of the RED. The scope of the RED in 2009 was to
establish a target and a framework for renewables
in the European energy mix. But key bottlenecks
or obstacles to the development of renewables
in Europe can be identified in retrospect today,
including inter alia:
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(i) 	Renewable development policies have
remained at Member State level and next to
no cooperation mechanism has been put in place
which could have integrated renewable capacity
deployment in the broader context of the EU
market as a whole;
(ii) 	Other than the Ten-Year Network
Development Plan 2014, no global or national
investment plans in respect of grid upgrade
and renewable integration has been made
public before the development of renewable
capacities was already underway; the real cost
of renewables therefore became clearer as the
renewables were already being developed;
(iii) 	The development of renewables has been
hampered by a variety of different national
administrative procedures which have caused
delays in RES deployment and have deterred
investors;

As a conclusion,
the Mid-Term
Evaluation in
many respect
demonstrates
that the RES in
the EU has only
done half of the
way, giving each
Member State a
clear obligation
to kick-start a
new industry.

(iv) T
 he EU still lacks an EU-wide certification
system in respect of renewables. Instead the
definition and standards of renewable energy still
varies across EU Member States.

The RED, as it reads today, still lacks the necessary
building blocks of a new industry development,
including:
(i) 	Clear EU objectives regarding renewable targets,
avoiding today’s confusion about transport
objectives and double-counting of biofuels;
(ii) 	EU renewables objectives that are based on
a market approach, taking interconnection
capacities into account;
(iii) 	Clearly identified network investment plans, both
EU-wide and nationally, with a view to integrating
the renewable capacities.
(iv) 	Financing and regulatory mechanisms that are
necessary to support the most efficient renewable
technologies, rather than supporting the existing
old ones.
These are only a few of the steps that are
necessary to restore investors’ confidence and
make RES bankable and profitable. This is an
approach which the German Ministry has initiated
in a Study which our January 2015 Newsletter
referred to (“The Kombikraftwerke 2 Study, or
the feasibility study of running the fourth-largest
economy in the world on 100% renewable
electricity”) and which is aimed at quantifying the
impact of the Energy Transition. This is perhaps
where the EU climate policies as a whole should have
started.

These are only
a few steps that
are necessary to
restore investors'
confidence and
and make RES
bankable and
profitable.

2 – The renewable power soon to be the largest source of electricity Two Decades of change: 2004 – 2014, 2015 – 2025
The IEA’s Special Report on Energy and Climate
Change, June 2015, has attracted considerable market
attention recently, casting a new light on the recent
and future evolution of the global electricity mix.
It took only 10 years for renewable electricity
generation capacities to account for over 28% of
the global mix and catch up with coal (32%), the
technology with the largest share today. According
to the central scenario of the IEA, in another 10 years
from now, renewable electricity will have taken over
any other source of electricity with over 37% share
in the generation mix, well ahead of coal, still the
second largest technology for power in the world
with a 27% share.
Over the past 10 years, 760 GW of renewable
capacities have been added (38% hydro and 36%
wind). Over the next decade, the world will add
twice as many renewable capacities, with an
extra 1433 GW (30% hydro, 35% wind and 26%
solar PV). An almost equivalent thermal capacity
mix of coal, gas and fuel-oil (1462 GW) will
be added in the same period but 653 GW will
be retired, thereby the net increase of thermal
capacities will be of only 809 GW, or 36% only
of the net global capacity increase (excepting
nuclear). Most of the balance will come from new
renewable sources.
When looking at the share of renewables in the
global electricity production - as opposed to the
global capacity mix - the picture looks quite different.
Today renewables account for a little more than
21% of the electricity generation, which sounds
like a good news until you realise that this figure
was already 20% in 1990, long before any climate
objective was put in place. Conversely, coal-fired
production, with 9 200 TWh of electricity today,
accounts for 40% of the total electricity produced in
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the world. By 2025, coal generation will still generate
10 000 TWh globally, or a 35 % share of the total.
By then, however, the amount of electricity
generated by renewable sources will almost
reach 9 000 TWh or 28% of the total, catching
up with coal and moving to the second place
well ahead of gas: 57% of this amount will come
from hydro, 21% from wind and only 8% from solar
facilities. The non-hydro renewable production
– at 3 700 TWh – increases three-fold by 2025
compared to 2015 but still represents a modest
12% of the total electricity produced.
Where will the change be the most dramatic over the
2015 - 2025 decade? Which country will undergo
the most radical change? In 2013 record renewable
capacity additions in China overtook those of
coal. Over the next decade, China will commission
an extra capacity of 467 GW of renewables, and
another 314 GW of net thermal capacity additions
(net capacity being equal to capacity additions minus
retirements). The US will add 155 GW of renewable
and retire a net capacity of fossil fuel of 19 GW.
With a net retirement of 17 GW of thermal plants
from their mix and an addition of nearly 230 GW
of renewable capacity in just under 10 years, the
EU 28 seems to be the economy which is going
through the most radical change.
Will all of this deployment of renewable at global
level be enough to put the world on a track
consistent with meeting the 2° Celsius challenge?
By 2025 the total renewable-based electricity
production of around 9 000 TWh will be equivalent
to 6.7 billion tonnes of avoided CO2 - had the
same amount of electricity to be generated by
the thermal generation mix. By then, the energyrelated carbon emissions are anticipated to be at
35 billion tonnes of CO2 - equivalent (GtCO2eq)
under the New Policies Scenario of the IEA. The sole
electricity-related emissions will be limited to 14.2
billion tonnes globally, thanks to the contribution
of the renewables energy sources in particular, a
number which is consistent with limiting the global
temperature increase to 3.6°C by the end of the
century compared to pre-industrial average. The
renewable electricity generation will therefore
account for 33% of the electricity-related CO2
reduction effort and some 16% of the total
energy-related CO2 emission reduction as early as
2025. However, the 450 ppm Scenario of the IEA,
which is the trajectory towards limiting the global
temperature increase to 2°C above pre-industrial
average, requires that the electricity-related emissions
do not exceed 7 billion tonnes per year by 2025 –
2030 (or about half of the emission level achieved in
the New Policies Scenario). In order for this objective
to be met, another 7 billion tonnes of yearly CO2
emissions, equivalent to 9 000 TWh of CO2- free
electricity, will have to be abated by then.

The non-hydro
renewable
production - at
3.700 TWh
-increases three
fold by 2025
compared to
2015 but still
represents a
modest 12%
of the total
electricity
produced.

By 2025 the
amount of
electricity
generated by
renewable
sources will
almost reach
28% of the total,
catching up with
coal and gas.

The IEA assumes that some 1 500 TWh will come
from new nuclear capacities, another 1000 TWh
will come from new hydro capacities, and the rest
– around 6 500 TWh – will have to be split equally
between energy efficiency measures and some extra
3 000 TWh of non-hydro renewable generation:
this amount of electrical power will require having
doubled up the current non-hydro capacity by then.
Three lessons are to be learned here:
(i)	Most of the low-carbon capacity increase will
come from the non-hydro renewable technologies
as a result of constraints on hydro development
and nuclear acceptability, which means that
the technologies with the highest development
potential are also those with the most limited
availability (wind, solar);

(ii) It remains hard to see how we are ever going to
meet the 2°C challenge;
(iii) By 2025, the contribution of coal to generating
electricity will have eroded, but will have a 50%
bigger share than natural gas, although natural
gas is a 50% cleaner fuel than coal;
(iv)	As the IEA Chief Economist mentioned time and
time again, energy companies are making a
"major fatal error if they assume climate action
is not going to affect their business” because
the world is changing and we are definitely
heading towards a radically different electricity
mix, regionally and globally, a lot quicker than
anticipated.

The European
Union’s pledge
to cut GHG
emissions by
at least 40%
by 2030 would
make it one
of the world’s
least carbonintensive energy
economies.

3 - Group of seven leading high-income countries support cutting
emissions by 40 to 70 per cent by 2050
Bibliography: “Climate Shock, The Economic
Consequences of a Hotter Planet” a Study
from Harvard academics, declarations CEO
ChevronTexaco & ExxonMobil
In June 2015, the G7 Leaders (US, Japan, Germany,
France, the UK, Canada and Italy) meeting in Bavaria
said they supported cutting greenhouse gases by
40 to 70 per cent by 2050 from 2010 levels. This
declaration is meant to announce a meaningful
global agreement to cut emissions, due to be signed
by nearly 200 countries at the COP 21 conference to
be held in Paris in December this year.
On the same meeting, the Group of Seven industrial
powers further agreed the world should phase out
fossil fuel emissions this century, in a move hailed
as a historic decision in the fight against climate
change.

The United States have already pledged to cut
net greenhouse-gas emissions by 26% to 28% by
2025 (relative to 2005 levels) in a bid to move to a
low-carbon global economy as rapidly as possible,
and keep the United States on a path to achieving
80% reductions or more by 2050 according to the
US Department of Energy.
The European Union’s pledge to cut GHG emissions
by at least 40% by 2030 (relative to 1990 levels)
would see energy-related CO2 emissions decline at
nearly twice the rate achieved since 2000, making
it one of the world’s least carbon-intensive energy
economies.
Japan and Canada are the two G7 members that still
need to release their Intended Nationally Determined
Contribution (INDC), under the IEA, or COP 21,
jargon.

How significant is the G7 declaration?
In 2010, the combined emissions of the G7 countries
were equal to just over 9 GtCO2/year or 28% of
global yearly energy-related emissions. The emissions
of the US and Canada (Northern American G7
emissions) combined with just under 6 GtCO2 /year
were almost three times those of the G7 European
countries, but 80% only of the yearly amount of
China’s emissions.
A carbon emission reduction of 40% to 70% by
2050 compared to 2010 level from the G7 countries
combined would equate to abating between 3.6
GtCO2/year (equivalent to the total amount of EU 28
emissions today) and 6.3 GtCO2/year (equivalent to
the total emissions of the US emissions today). This
pledge of the G7 economies would represent
a reduction of the global CO2 emissions by
anything from 10 to 17% by 2040 -2050 under
the projections of the IEA’s New Policy Scenario.
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A carbon
emission
reduction of
40% to 70% by
2050 compared
to 2010 would
equate to
abating between
the equivalent
of the total
amount of EU
28 emissions
today and the
equivalent of the
total emissions of
the US emissions
today.

This would be an extra onus on the sole G7 countries
whose emissions will be less than 25% of the world
emissions by then. However, the G7 countries are
committing to a reduction effort which, if achieved
in 2050, would set them on a pathway equivalent
to the 450 Scenario of the IEA or an even lowercarbon objective. From 2030 onwards to 2050,
assuming that its emissions peak by then, China’s
energy-related emissions will be twice to three times
the level of the US’ and 1.5 time the level of the G7.
Once again, we are bumping into the old debate:
who should decarbonise? The developed, and today
largely decarbonising countries, or the energy-thirsty
giants like China and India who will account for over
95% of the carbon emission increase over the next
three or four decades?

However, the pledge made by the G7 group is
not as formidable as it looks. Some ten years ago,
McKinsey produced a CO2 "marginal abatement
cost curve" where it showed up to 7 GtCO2 eq of
yearly emissions – more than the carbon reduction
commitment announced by the G7 by 2050 – can
be cut not just at a zero economic cost but even
at a negative price, i.e. at a profit. These 7 GtCO2
eq emissions to be abated at a profit include more
efficient insulation systems in homes, more efficient
water heating and vehicles: these energy efficiency
measures are making their way only slowly to the top
of the political agenda. Whilst the world is mulling
over the complex, if not impossible, task of pricing
carbon globally, or the costly exercise of developing
mass scale renewable capacities, it is also evident
that a number of low-hanging fruit have not been
picked yet.
When we are thinking further of putting a global
price on carbon emissions, we should perhaps start
reflecting on the impact of fossil fuel subsidies on
the economic value of CO2 emissions. A $550bn/year
global subsidy to oil, gas and coal worldwide today is
in actual fact equivalent to an incentive to burn fossil
fuels. The value of this incentive, measured against the
global energy-related emissions, is equal to some
17 US$ per tonne of CO2 today, or a price of carbon
that is negative by the same amount. Lifting subsidies
on fossil fuels, as the IEA has recommended many
times, should perhaps be the first action to take place
before any carbon reduction commitment is being
made.
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These figures also put in perspective a recent
transatlantic divide which has been seen amongst oil
companies. Over the past few weeks, we have heard
that six of Europe’s largest oil and gas companies,
including Royal Dutch Shell and BP, wrote to the
UN in order to welcome a global carbon tax, and to
offer to let them help governments devise a global
carbon pricing plan to combat global warming.
However, their US counterparts, including Chevron
and ExxonMobil, have both declined to join efforts
with their European colleagues in order to forge a
common industry stance on climate change: the US
majors pointed out that the priority was to produce
cleaner energy, rather than taxing carbon. “If we are
serious about climate change, nuclear power would
be on the agenda. We wouldn’t be shutting down
nuclear plants around the world”, said Chevron’s
CEO.
In addition to, and perhaps before, committing
to costly carbon reduction efforts, the feasibility
of achieving short- and long-term climate change
mitigation targets seems to be in conducting
effective research and innovation in areas including
more efficient renewable systems, carbon capture
and storage, the storage of electricity, biofuels, clean
sources for energy-intensive industrial sectors, as well
as nuclear.

Once again, we
are bumping into
the old debate:
who should
decarbonise?

The feasibility of
achieving shortand long-term
climate change
mitigation targets
seems to be
in conducting
effective research
and innovation.

4 - Carbon Capture and Storage: The “only hope”, or a limited scope for
mass development?
Bibliography: MIT Study (Cohen & Rothman,
Mechanisms for mechanical trapping of
geologically sequestered carbon dioxide ) (*),
UK scientists declaration, Study on 22 CCS
operations , FT, IEA (WEO 2014, Technology
Roadmap Carbon Capture and Storage 2013,
Prospects for CO2, Capture and Storage), OECD
/ IEA « CCS 2014 : What lies in store for CCS ? »,
e-on website, UN IPCC Report 2014
The latest Intergovernmental Panel on Climate
Change (IPCC) Assessment, end 2013, demonstrated
that the carbon concentration in the atmosphere
should not exceed a cap of 3 200 GtCO2eq total
cumulative emissions, if we want to limit the
temperature rise to 2°C: two-third of this cap being
energy-related, this means that the anthropogenic
energy-related concentrations (referred to as
“Carbon-Budget”) should not exceed a cumulative
total of 2 100 GtCO2eq. This figure compares to a
cumulative amount of energy-related emissions today
of around 1 300 GtCO2eq. This leaves us with a total
Carbon Budget of a little more than 800 GtCO2eq
that can be released from energy use between
2012 and 2040 globally, a Carbon Budget which
will be totally exhausted by 2040 at today’s
emission rate.
In its 2012 WEO report, the IEA calculated that the
world’s proven reserves of coal, oil, and gas would, if
combusted, release approximately 2 860 gigatonnes
of carbon dioxide (GtCO2). If our Carbon Budget is
no more than 800 gigatonnes of carbon dioxide,
then this means that we cannot use more than
roughly 30% of the currently proven reserves of
fossil fuel.
Limiting emissions from fossil fuel combustion
is therefore crucial. For some industries, such as
transport or buildings, emissions are too diffuse to be
captured. But for industries such as power generation
or some heavy industries (cement, iron and steel
etc.), the use of Carbon Capture and Storage
technology (CCS) allows to separate and capture
carbon before it is released in the atmosphere. The
executive director of the International Energy Agency
referred to CCS as "essential", and David King, the
Head of the UK scientists, called it the “only hope for
mankind”.
CCS is the only technology today which prevents
carbon emissions from being released in the
atmosphere when burning a fossil fuel, whether coal
or gas. CCS has therefore a strategic advantage of
prime importance:
(i)	It is the only technology that is able today
to extend our Carbon Budget, i.e. to push
the time limit of the hydrocarbon use whilst
protecting the environment;
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(ii)	
CCS allows to delay the retirement, or
conversion, of valuable, large-scale thermal
power generation assets in a CO2- constrained
world;
(iii)	CCS allows to keep large thermal capacities
operational at a reduced capital cost, making
the most of the existing infrastructure and
postponing the time when the large upfront
capital investments have to be made to build
renewable capacities.
CCS consists in three phases: (i) CO2 capture, (ii) CO2
transport, and (iii) CO2 storage.

If we want
to limit the
temperature
rise to 2°C, this
leaves us with
a total Carbon
Budget of a little
more than
800 GtCO2eq.

Carbon capture includes three different processes:
(i)	Under the Post-combustion process, CO2 is
separated from a mixture of gases at the end
of the production process, for instance from
combustion flue gases;
(ii)	Under the “Syngas/hydrogen capture”, or
pre-combustion process, the fossil-fuel source
(e.g coal) is turned into syngas, i.e. a mixture
of hydrogen and carbon dioxide, burning the
hydrogen to generate power and capturing the
carbon for storage;
(iii)	In the Oxy-fuel combustion process, pure (or
nearly pure) oxygen is used in place of air in the
combustion process to yield a flue gas of highconcentration CO2.
Once captured, CO2 will be transported by pipeline
(up to 6 000 kms of existing CO2 pipeline capacity in
the US) or ship, then stored.
CO2 can be stored in three different carbon storage
facilities.
(i)	Deep saline aquifers, with a global combined
capacity today of around 1 000 to 10 000 Gt, or
20 to 200 years of emissions at today’s rate;
(ii)	Depleted hydrocarbon reservoirs, representing a
global capacity of some 920 Gt worldwide;
(iii)	Unmineable coal seams, that still need
assessment.
CCS is a technology that can reduce CO2 emissions
by 85-95% from a thermal plant today.
As of today, 22 CCS projects are operational or
under construction around the world, of which 16
are located in the US, 13 being already operational,
of which 3 are power plants. More interestingly,
16 operations use CO2 for Enhanced Oil Recovery:
carbon is reinjected in an existing oil producing
field in order to increase pressure in the reservoir
and extract more liquids, the only way of making
CCS break-even today. Injection of CO2 to improve
recovery of oil has been practiced commercially since
the early 1970s in the United States.

CCS is the only
technology today
which prevents
carbon emissions
from being
released in the
atmosphere.

In 2010, CO2-EOR in the US accounted for 280 000
barrels of oil per day. The total potential of these
operations is however limited, today estimated at
around 40 Mt of CO2/year, or only 0.1% of the yearly
emissions.
In its latest report on CCS (IEA, 2014), the IEA
estimates that CCS should capture 50 Mt
in 2020, then rise to 2 000 Mt in 2030 and
7 000 Mt in 2050, with non OECD countries
accounting for 70% of the CCS capacity. By 2050,
up to a cumulative of 120 GtCO2eq will be stored,
with China becoming the permanent repository
of over 42 GtCO2eq, i.e. one year of today’s
global emissions. China is also expected to have
commissioned up to 350 GW of coal-fired power
plants equipped with CCS by 2050, becoming by far
the largest market for CCS technology deployment
according to the IEA. At the same time horizon, the
global power generation capacity equipped with CCS
is around 950 GW, and between 25% and 40% of all
production of steel, cement and chemicals are also
equipped with CCS globally.
CCS costs today remain challenging. The total cost
of CCS ranges from $50 to $100/tCO2, depending
on various parameters. Capture accounts for 50%
but costs are expected to decrease as more projects
are developed. Transportation is around $1-$5 per
100 km / tCO2 by pipeline and $15-$25 for 5 000km
for those marginal quantities that are shipped.
Storage costs are limited to a few dollars per tCO2.
For a typical coal-fired power plant with CCS, the
average increase of the Levelised Cost Of Electricity
(LCOE) is in the range of 25 to 40 US$/MWh as per
the calculations of the IEA.
There are only limited CCS investment projects
today as the competitiveness of thermal electricity
generation with CCS equipment is not established
yet.
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CCS is unfortunately short of a proper regulatory or
legal framework today, including regulation on crossborder transfer of CO2 as a gas, which neither the
European Commission Directive 2009/31/EC on the
Geological Storage of Carbon Dioxide, nor the 2007
Amendment to the Convention for the Protection of
the Marine Environment of the North-East Atlantic
(OSPAR convention), nor the 2009 Amendment to
the London Protocol today contemplate.
CCS development in the EU will further need a clearly
defined financial package, from the pre-commercial
phase (development of a first-of-its-kind project
with high capital costs) to the financial support for
operation with due consideration to carbon leakage
and international competitiveness for those industries
or facilities developing CCS technology.
Under a recent study from the MIT’s Department
of Earth, Atmospheric and Planetary Sciences (*),
the possibility for CO2 to solidify in underground
formation is proving to be very marginal, thereby
limiting the scope for CCS deployment: “Our results
suggest that only a small fraction of the injected
CO2 is converted to a solid mineral.” The advantage
of carbon’s turning into a solid is that it will remain
in the reservoirs, whereas the gaseous or liquid
form can move and return to the atmosphere. The
discovery may dampen the hopes that we may have
put in CCS as an “on the shelf” solution to mitigate
climate change.

CCS is
unfortunately
short of a proper
regulatory or
legal framework
today, including
regulation on
cross-border
transfer of CO2.

CCS development
in the EU will
further need a
clearly defined
financial
package.

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?
Energy Council: Energy Union focused on consumers and investment
Key features

Insights

Following the conclusions adopted by the European
Council on March 19th and 20th about the
framework strategy to complete the Energy
Union, on June 8th the Energy Council exchanged
views on the implementation of this strategy.

In connection with the consumer-orientated Energy Union, Ministers identified certain
weaknesses in the EU’s energy system:

The Energy Council underlined that the goals of the
EU’s plans for the achievement of the Energy
Union must be:
• To provide consumers with affordable,
competitive, secure and sustainable energy: a
consumer-orientated Energy Union can be achieved
by creating a flexible European market for energy
that ensures transparent pricing and maximises
competition;
• To encourage the investment needed: Ministers
called for a stable and transparent European legal
framework, a properly functioning carbon market,
major investments in energy infrastructure, energy
efficiency and low carbon energy production and
for a level playing field between all market players.

• Lack of energy interconnections which could have an upward effect on energy
pricing;
• Need for more competition in energy retail markets;
• Need to help consumers in vulnerable situations;
• Need to ensure that consumers are fully informed on the possibility to control their
energy consumption using smart technology.
In addition, the Energy Council assessed the progress made in the implementation of
the European Energy Security Strategy. This strategy was adopted last year and it
is another key consumer requirement. The aim of the Energy Security Strategy is
to develop the EU's resilience to shocks and disruptions of energy supplies, and
over the longer term to reduce its dependency on particular fuels, energy suppliers
and routes. Ministers agreed on the importance of diverse supply routes and sources,
regional cooperation, energy market design and infrastructure development.
The path to achieve the Energy Union is difficult considering the existing gaps
among EU countries. The Energy Council stressed the need for regional co-operation
as a centre-piece of the governance of Energy Union.
Next steps
The implementation of the Commission's Strategic Framework for Energy Union will
remain as a high priority on the political agenda. In this context, the Commission
announced the adoption in mid-July of two initiatives on a new market design and a
retail market.
In connection with the Energy Security Strategy, the Commission confirmed that it
intends to present a proposal for the revision of the security of gas supply regulation
by the end of the year and a strategy on liquefied natural gas (LNG) and storage.

The country level on GHG emission targets remain to be assigned.
Link: Transport, Telecommunications and Energy Council, 08/06/2015

New gas market rules: network codes
Key features

Insights

In order to achieve a single internal market for gas, on
April 30th, the European Commission adopted new
rules for cross-border cooperation between gas
network operators. These rules have been developed
in cooperation with national energy regulators and
network operators (ACER and ENTSOG).

With increased interconnections and trade between countries in the internal energy
market, EU-wide rules have become increasingly necessary to effectively manage gas
flows. The rules, adopted on 30 April 2015, are part of a series of technical laws known
as 'network codes' that regulate the use of gas networks.

The rules cover ways in which network operators
manage gas flows across borders, deal with
differences in gas quality and exchange data between
themselves and market players. By easing the flows
of gas across the continent, this network code will
contribute to security of supply and competitive prices
for customers.

Next steps
The European Commission has invited ENTSOG to draft a Network Code on Rules
regarding Harmonized Transmission Tariff Structures for Gas. These rules would
define a set of common parameters for tariff setting and set requirements on the
publication of tariff setting data.

Link: Official Journal of the European Union: Commission Regulation (EU) 2015/703
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Changes in the Policy and Regulation framework
United Kingdom
Topic

Key features

Insights

Next Steps

Proposed plans
to remove
onshore wind
subsidies

• T he newly government has made the decision
to cut onshore wind subsidies in 2016, a
year earlier than planned.

• T he cuts could impact investment and investor
confidence in onshore wind development
and other renewable technologies, due to
uncertainty over such renewable mechanisms
and eligibility for CfD.

Department of Energy &
Climate Change

Ofgem's
Integrated
Transmission
Planning and
Regulation
(ITPR): final
conclusions

• T his will affect large and small turbines built
from April 2016, which are respectively
supported under the current Renewable
Obligations (RO) and Feed-in-Tariff (FiT)
schemes. However, up to 5.2GW of capacity,
which already have planning consent and grid
connection offer and acceptance, could be
eligible for ‘grace periods’.
•O
 nshore wind developers will need to bid
for subsidies under Contracts for Difference
(CfD), despite it not yet being clear whether
the technology is eligible under the regime.
• The UK energy regulator, Ofgem, published its
final conclusion on the ITPR.
• The project was set up in 2012 to review
the existing arrangements for planning
and delivering the national and cross-border
electricity transmission networks in Great
Britain, with the aim of ensuring that the
transmission network is "developed in an
efficient, coordinated and economic manner,
with the right investments made to protect
existing and future consumers."

• S uch cuts may also lead to increased costs
to end-customers, through the need to build
other more expensive renewables to meet EU
renewables targets by 2020.

(DECC) will look at
options to continue
support for community
energy projects as part
of the FiT Review later
in 2015.

• T he move could put at risk 30 planned wind
projects in Scotland, aimed at delivering 2GW
of renewable energy.

•G
 enerators and system operators will need
to understand the conclusions, and the
implications these have in terms of planning
the location of new generators, how
generators are connected to the grid, and the
associated risk, benefits and costs.

These are the final
conclusions of the ITPR
process.

• F urther consideration will need to be given
to the planning of a fully integrated system,
for the connection of both onshore and
offshore transmission and interconnection
with other networks.

• The review concluded that:
- The System Operator’s role will be
enhanced such that system needs are more
effectively identified and mitigating options
assessed;
- The SO will be required to undertake a new
network options assessment (NOA) process
for the appraisal of major investment
options and consideration of the potential
value of additional interconnectors.
Tidal-power
lagoon approvals
and negotiations

• Tidal-Power is a special purpose vehicle
(SPV) company established specifically for the
development and operation of large scale
of indigenous low carbon electricity
• Following the approval of plans to build the
world's first tidal-power lagoon in Swansea
Bay under a new planning system for
significant infrastructure projects, negotiation
is now needed on the CfD support for the
development to be awarded in guaranteeing
the electricity price.
• It is estimated that the cost of electricity for
the Swansea Bay lagoon will be £168/MWh,
but it is expected that the cost of subsequent
lagoons will be lower.
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• The relatively new six-step planning system
for awarding a development consent order,
aimed at restructuring the decision-making
process, has shown that it is able to consider
and deliver consent for a large, complex
and innovative project in short time frames
relative to the old system. This could aid the
progress of five other tidal lagoons through
planning.

Developers will now
need to negotiate
with the government
over support under
the contracts
for difference
(CfD) scheme. The
government has stated
that any decision to
offer a CfD will be
made based on value
for money, and will
be subject to state aid
approval.

France
Topic

Key features

Insights

Next Steps

Extension
of the
ADEME fund
dedicated
to heat
production
and
distribution

• The Energy transition law introduced an objective to
develop renewable energies up to 32% of the energy
mix consumption by 2030.
• To sustain the underlying investments, namely in heat
production, the Government decided to double the
existing subsidies of the ADEME fund dedicated
to heat production and distribution reaching now
€420m.

• Over the last 5 years this funds granted
€1.2bn and enabled roughly €4.bn of
investments representing about 1.5
million TOE savings.
• Based on its current framework the
Government expect 5.5 million TOE
saving till 2020.

The Government
identified specific
opportunities in large
solar and biomass
installations. In this
respect specific tenders,
including additional
incentive schemes,
are awaited on these
activities.

• This funds is designed to promote the production
of heat from various renewable energies (biomass,
geothermal, solar, biogas).
Germany

Topic

Key features

Insights

Next Steps

Regulation
on coal fired
plants

• In Germany 43 percent of electricity is
obtained by burning coal.

• The coal/CO2 tax or (“Klimaabgabe”) was
originally planned only for Lignite power plants
(mainly targeting RWE & Vattenfall assets).
• Share of lignite production in Germany is at
about 25%.
• The second scenario which has been chosen
is the establishment of a so called strategic
reserve until 2020 for a lignite capacity
of 2700MW. In other words, these lignite
power plants are no longer available for the
wholesale market, but Vattenfall and RWE
get compensated to operate these plants to
guarantee the security of supply. Thus, this
scenario allows Vattenfall and RWE to gather
additional subsidies instead of paying a coal/
CO2 tax.

• Germany is committed
to cut its emission by
40% until 2020 but it
remains a very long way.

• In order to establish appropriate policy
frameworks to limit global greenhouse gas
emissions Germany anticipated two scenarios:
- A tax on coal fired plant that would result
in massive plants shutdowns;
- Selected plants shutdowns.
• Considering the heavy opposition from both
politics and unions the second solution has
been chosen. It means that the principle of a
tax on coal plan is abounded.

Spain
Topic

Key features

Insights

Next Steps

Resolutions
for electricity
distribution
activity

A new regulatory framework on distribution activity
in Spain (ref. Newsletter of June 2014) has been set up
in Spain. This regulation fixes new obligation in terms
of assets inventory and audit of these information. This
law has been completed the publication of standard to
respect for:

• Distribution companies have to provide an
audit report on:
- Information about the investment made
in physical assets commissioned in 2014
(before August 1st, 2015);
- Physical assets inventory (before May 1st,
2015).

The new regulatory
framework established
that the 1st regulatory
period will start after
the approval of the
ministerial order in
which the reference unit
values are defined.

•E
 xternal audit report about the investment made in
physical distribution assets (line, substations…) put
into service during 2014 and in physical distribution
assets whose retributive parameters have changed;
• S ubmission of an audited inventory detailing the
physical assets put into service before January 1st,
2015.
Environmental
responsibility

• Until now the Spanish environmental law
established operator’s responsibility to evaluate and
prevent environmental damages they are likely
to cause. Operators were compelled to provide a
financial guarantee to cover the risk.
• This new law alleviates the scope of existing
regulation:
- The verification of the environmental risk analysis
by an accredited organism has been deleted, a
responsible declaration from the operator is
enough;
- The number of activities requiring a financial
guarantee has been reduced;
- The calculation of the financial guarantee has
been simplified.
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• The remunerations will be calculated
based on the information submitted.
• Distribution companies with remuneration
lower than 2 million € are exempted of an
audit report and should simply provide a
statement for responsibility.
• T his decree, passed last April, limits the
need for a financial guarantee to the
following activities:
- Activities using dangerous substances;
- Industrial activities with combustion
plants (namely electric generation…);
-O
 ther activities focused are metal,
mineral and chemical, waste, paper
and cardboard, textile industry, leather
industry, agro-food and carbon industries.

These reference unit
values are still awaited
and should be the next
step.
The ministerial order
that fixes the date
from which the financial
guarantee is required is
in process.

Italy
Topic

Key features

Insights

Next Steps

Provisions to
protect the
environment

• A new law to strength the protection of the
environment was enacted in May. It introduces the
concept of Environmental Pollution Crime.

• T he crimes of Environmental Pollution and
Disaster may be ascribed to a company
also if committed with negligence. In
addition, a company may be inflicted more
severe sanctions if the environmental crimes
are linked to the activity of “eco-mafias”
and to criminal infiltrations in the contracts
concerning waste management.

Companies whose
activity has an
environmental
impact shall assess
the effects of the
new Law.

• This reinforce the existing regulation against:
- Environmental Pollution;
- Environmental Disaster;
- Illegal Commerce and Abandonment of highly
radioactive materials.

•A
 s a consequence, a company could be held
liable pursuant whenever an employee or
director commits the mentioned crimes in the
entity’s interest or to its advantage.
•M
 onetary sanctions range from 50.000 € to
1.500.000 €.

Snapshot on surveys and publications
Deloitte
Energy management passes the point of no return
This study suggest that a tipping point in energy management has been passed: thoughtful deliberate energy consumption has permeated the business
psyche, and companies, by and large, now consider energy management to be an essential aspect of corporate strategy.
Link to the survey
A snapshot of today’s residential electricity customers
The survey of more than 1,500 household decision makers finds consumers have largely focused on basic tactics to cut their energy use. Nonetheless,
their interest in more advanced energy management tactics persists, creating opportunities for electricity providers who can make the right offer.
Link to the survey
Power Disruption in Africa
This paper includes a snapshot view of several Sub-Saharan African (SSA) markets and share some of the developments specifically relating to the trends
that Deloitte sees as emerging ‘disruptors’ in the SSA power sector, presenting new opportunities for power companies.
Link to the survey
A market approach for valuing wind farm assets - Global results - April 2015
This paper addresses how and why multiple regression analyses of wind farm transactions are a good supplement to more comprehensive cash flow
models when valuing wind farm assets. The analysis has been performed on the basis of transactions in the wind farm industry.
Link to the survey
A market approach for valuing solar PV farm assets - Global results - April 2015
This paper addresses how and why multiple regression analyses are a good supplement to more comprehensive cash flow models when valuing solar PV
farm assets. The analysis has been performed on the basis of transactions in the solar PV farm industry.
Link to the survey
Establishing the investment case - Wind power - April 2015
This paper serves as a guide for a cash flow based valuation of wind projects. The article addresses how the main elements and considerations regarding
wind investments are built into an investment case analysis.
Link to the survey
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Agencies or research institutes
International Energy Agency
World Energy Outlook Special Report: Energy and Climate Change - 2015
The world is moving towards a crucial climate change meeting in Paris in December 2015 (COP21). The report presents a detailed first assessment of the
energy sector impact of known and signalled national climate pledges for COP21. From an energy sector perspective, the IEA recommends key pillars on
which COP21 can build success.
Link to the survey
Tracking Clean Energy Progress - 2015
The overall growth rates of clen energy technologies have slowed significantly in 2014, and existing opportunities for deployment are not being exploited,
preventing significant benefits from being realised. This publication provide specific recommendations to governments on how to scale up deployment of
these key technologies to ensure a secure, clean and competitive energy future.
Link to the survey

European Commission
Mid-term evaluation of the Renewable Energy Directive - April 2015
The main objective of this study is to provide a mid-term evaluation of the Renewable Energy Directive (Directive 2009/28/EC). The evaluation assesses
relevance, effectiveness, efficiency and added value of the RED as a whole and of the various provisions laid down in the Directive.
Link to the survey
Assessment of the CO2 Storage Potential in Europe (CO2Stop) – April 2015
This report intends to provide a first solid foundation upon which the storage capacity for CCS (Carbon capture and storage) and EOR (Enhanced Oil
Recovery) can be judged and be declared sufficiently sound to warrant widespread application in Europe. 27 countries are covered in the CO2StoP project
which started on January 2012.
Link to the survey

Eurelectric
Energy Union and 2030 Energy & Climate Governance - April 2015
Eurelectric supports the development of a holistic governance system which provides for a coherent approach both to the 2030 climate and energy
framework and to Europe’s broader “Energy Union” policy objectives. This paper focuses on Eurelectric’s views on the governance system for the Energy
Union and the 2030 Framework.
Link to the survey
A reference model for European capacity markets – March 2015
Energy markets today are evolving as Europe continues to pursue its ambitious low-carbon agenda. Eurelectric believes that the full execution of an
efficient integrated European energy market is the cornerstone on which all further market developments should rest. With this paper, Eurelectric presents
a reference model of how European capacity markets should be designed.
Link to the survey

Oxford institute for Energy
The International Relations of the Green Economy in the Gulf : Lessons from the UAE’s State-led Energy Transition - May 2015
The study examines how the resource-rich GCC countries are positioning themselves in the international relations of the green economy, focusing on the
UAE’s state-led efforts to acquire the means of implementation for a national green energy transition.
Link to the survey
Natural Gas in Canada - What are the options going forward? - May 2015
Canada is at a crossroads: from being a domestic and regional gas player to becoming an LNG exporter. This research paper looks into Canada’s energy
and natural gas market fundamentals, the alternatives for gas monetisation being currently considered, costs of supply, key risks for implementation and
political and environmental constraints.
Link to the survey
Sino-Russian Gas and Oil Cooperation : Entering into a New Era of Strategic Partnership - April 2015
In 2014, Russia and China signed two major gas deals. The ink had barely dried on the first deal before oil prices began their sudden slide. This paper aims
to explain the importance and implications of strengthened Sino-Russian oil and gas cooperation; it also tries to analyse whether this level of cooperation
could move into the strategic level.
Link to the survey
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Key Determinants for the Future of Russian Oil Production and Exports - April 2015
The production and export of crude oil and oil products in Russia is of vital importance both to the domestic economy and to the global energy market.
This paper aims to highlight the numerous dichotomies at work in the Russian oil sector at present, in an attempt to provide a foundation for a logical
conclusion on Russian oil production.
Link to the survey
Gas pricing reform in India : Implications for the Indian gas landscape - April 2015
Most discussion on the future of the market for internationally traded gas focuses on the ‘swing towards Asia’. Specifically, China and India, the world’s
two most populous nations, are frequently highlighted as major drivers of future demand. This paper analyses whether or not recent reforms to the
pricing of domestic gas could potentially change the Indian gas landscape by making price signals clearer.
Link to the survey
US Coal exports : The Long Road to Asian Markets - March 2015
Coal demand in the US power sector has decreased significantly since 2008 as competition from shale gas has developed and new environmental
regulations has made coal less attractive. To offset the loss on the domestic market, US coal mining companies have turned to the export market. This
report is dedicated to US steam (or thermal) coal exports.
Link to the survey
The US shale gas revolution and its impact on Qatar's position in gas markets - March 2015
Qatar is facing new competition from conventional and unconventional gas resources being developed around the world. This study examines how Qatar
may be impacted by these major changes to the global LNG market, what they mean for Qatar’s revenues, the options it has to respond to this new
competition, and what value chains it should focus on.
Link to the survey
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