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Under increasing pressure to remain compliant with changing regulations and address 
environmental concerns, energy and utilities companies face a challenging global 
market. Executives are addressing the shift towards greener energy and exploring new 
sources and technologies to meet energy demand. While the financial wellbeing of 
firms looks more positive than it has in recent years, the tale is one of regional disparity, 
impacted largely by government policy. The rise of emerging markets remains a 
growing influence on the sector.
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FW: What are the major challenges occupying the minds of 
senior executives at energy and utilities companies in today’s 
market?

Vince: Today’s utility executives are focusing efforts on how to 
meet future demand for electricity, given a myriad of necessary 
considerations including current and future fuel prices, capital 
costs, regulatory challenges, and a suite of innovative technol-
ogy mechanisms available to help executives manage customer 
demand. With today’s low gas prices expected to stay at current 
levels for at least the next decade as a result of the shale gas boom, 
executives are looking at Combined Cycle Gas Turbines (CCGT) 
as the primary source of new generation. Executives are deploy-
ing renewables only where needed to meet state or local renew-
able energy requirements such as state renewable portfolio stan-
dards and continue to veer away from coal and nuclear new builds 
due to regulatory challenges and cost issues.

Wardlaw: From our clients, we are hearing a consistent message 
that liquidity is increasing, but that the days of easy credit have 
long gone. The result is that we find our clients looking to re-
ally focus their energy portfolios. This can mean simultaneously 
buying and selling properties in the same jurisdiction, as clients 
decide that they want less greenfield risk, or that their new focus 
is predominantly enhanced recovery. Clients are being more op-
portunistic in sales than before, as the ‘buy and hold’ strategy be-
comes less easy in a financially-constrained environment.

McKellar: The challenges facing energy and utility executives 
are quite different, depending on whether their main focus is in oil, 
gas, power, or water, and whether they are at the helm of vertically 
integrated or unbundled organisations. For the CEOs of vertically 
integrated oil and gas companies for example, a key challenge 
will be to drive a strategy down through their organisations which 
increases profitability, in privately owned enterprises, and effi-
ciency, in government owned enterprises, against a background of 
shortage in natural resources, be they human or geological. These 
desired increases must also be achieved whilst addressing a seri-
ous, growing agenda of corporate and social responsibility.

Lyall: Three words apply here: ‘sustainable profitable growth’. 
Of course, it depends on where you are in the supply chain – the 
challenges for upstream E&P players are very different from 
downstream utility providers but the global impact of price and 
its drivers of security of supply, increasing regulation, and costs 
of production remain the same. The balance of power has shifted 
down the value chain to the service companies who are dealing 
with unprecedented demand and this will continue for the foresee-
able future, not least because of the fragmentation in the small to 
mid-sized E&P segment. This will be a key factor in continuing 
programmes of cost reduction and a repositioning of portfolios 
around core markets and competencies. ‘Exploit before explore’ 
will be the key mantra.

Eliaschev: Many of the problems and obstacles that energy and 
utilities companies face are of a global nature and common to dif-
ferent countries and locations. Globally speaking we perceive that 
cost control is always on senior executive’s minds. Additionally, 
several global concerns top the agenda: the impact of government 
regulation and policy in the energy business; the general envi-
ronmentally geared trend; and increasing competition with new 
strong global players such as China and India. The way challeng-
es are approached and the priorities that govern the agenda vary 

across the board. The energy industry comprises a very diverse 
range of companies, including equipment manufacturers and sup-
pliers, builders, developers, service providers, frontline operating 
companies, financers and utilities. Therefore the impact of global 
challenges not only varies across countries but also across the 
industry’s sectors.

Langridge: In many countries overall energy demand is down 
from previous peaks and senior executives are coming under sig-
nificant pressure from boards and shareholders to control costs. 
While energy concerns generally generate plenty of cash, many 
are significantly – or over – leveraged. Dislocations resulting 
from the Arab Spring and the Eurozone crisis, compounded with 
increasingly severe safety and environmental standards and the 
PR risk of getting things wrong – BP’s handling of Deepwater 
Horizon being a case in point – are leaving energy and utility ex-
ecutives feeling increasingly exposed.

FW: Broadly speaking, how would you describe the financial 
well-being of energy and utilities companies, in terms of their 
balance sheets, cash flow and access to capital?

Wardlaw: In general, there is a marked improvement. Howev-
er, it is not really possible to speak broadly – a lot of an energy 
company’s ongoing financial well-being depends on market senti-
ment, which can depend on the geographic areas the company is 
in, as well as how its mistakes are punished. There is still a funda-
mental difference in how IOCs have access to capital as compared 
to NOCs, where access to cheap capital is allowing the smarter 
NOCs to take larger and larger positions in world markets.

McKellar: The financial well-being of energy and utilities com-
panies, in terms of their balance sheets, cash flow and access to 
capital, has traditionally been healthy. For the time being, the les-
sons of Enron from 2002, which demonstrated the dangers of ex-
cessive financial leverage, have been learned. However the Enron 
saga also evidenced the increasing convergence of financial insti-
tutions engaged in energy and utilities activities, with energy and 
utilities companies adopting sophisticated financial instruments. 
This increasing convergence will make it more difficult to judge 
the financial health of the industry in the future.

Lyall: From our perspective, this is all about the potential to de-
liver sustainable profitable growth and meet shareholder expecta-
tions. The pressures on banks to build up their capital reserves had 
a temporary impact on the availability of credit and investment, 
but the fundamentals in the market remain attractive and competi-
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tion for syndications and infrastructure finance remains strong. 
The financial well-being across the sector remains positive and 
will continue to benefit from the price of energy. So the biggest 
challenge to the financial strength of the sector is the potential 
for windfall taxes from cash-strapped governments which show 
no signs of abating given the economic downturn in many of the 
developed economies.

Eliaschev: These variables are largely dependent not only on a 
healthy market but specifically on government policy and regula-
tions. On one hand, companies dependent on government regula-
tions for the establishment of rates and prices such as utilities have 
both strengths and weaknesses as regulated prices often provide 
stable cash flows which are very appealing to investors but of-
ten are also negatively impacted by governmental interventions. 
On the other hand, suppliers, developers, and builders are more 
dependent on the general outlook of the economy and their finan-
cial well-being mirrors the ups and downs of the world’s main 
economies.

Langridge: Generally speaking energy companies and utilities 
have healthy balance sheets and continue to produce significant 
cash flow. However, there is no doubt that over the past few years 
reduced demand for production and services due to the global 
downturn, combined with regulatory and policy change – such 
as the decision of the German government to bring forward the 
closure of its nuclear fleet – have had a negative impact. Our view 
is that relatively strong credit ratings in the current global market 
should generally mean that access to capital remains possible for 
the right projects, but given that many parts of the global financial 
sector remain under stress we see the recent trend for seeking out 
new sources of available capital continuing. 

Vince: The US merchant generation sector is currently going 
through a new round of distress. In the clearing price energy mar-
kets of New England, New York, the Mid-Atlantic, Mid-West, 
California, and Texas, merchant generators that had relatively 
low production costs were making much larger margins on energy 
sales when inefficient units were on the margin and setting clear-
ing prices based on natural gas prices of $10/dth. As a result of the 
abundance of shale gas and a dip in demand, natural gas prices 
are now around $4.50/dth. This results in lower electric clearing 
prices when gas is on the margin. The lower electricity prices have 
squeezed merchant generator margins on energy sales. Many of 
these generators were leveraged at a time when margins were 
much higher. Flat demand and the mid- to long-term abundance 
of shale gas will likely keep margins tight for quite a while.

FW: In your opinion, how well is the energy industry coping 
with the supply and demand requirements of the global mar-
ket? To what extent will energy security dominate power plays 
in the years ahead?

Wardlaw: Energy security will continue to remain a major issue. 
Before the financial crisis, countries were worried about cheap 
capital driving up the cost of assets, and therefore production. 
Now the question is whether oil companies will have resources 
to develop assets at reasonable prices. Also, looking further out, it 
may be interesting to see if a glut of shale gas outside the US will 
result in the second wave of ‘fuel-rich and fuel-poor’ nations.

Lyall: The industry can do little to influence requirements – it has 
to react to the financial, political, economic, and societal variables 
that together influence the extent and pace of change. The high 
prospective dependency on foreign oil means Europe is fully ex-
posed to the risks associated with trading with politically unstable 
regions, of which the Middle East is a prime example, and the use 
of gas as a means of political leverage is another. This is not going 
to change in the foreseeable future. Barriers to investment also 
provide a problem to supply; in Saudi Arabia, Kuwait and Mexico 
for example, national oil companies retain a complete monopoly 
and foreign investment in the upstream oil sector is completely 
restricted. While increased investment in domestic exploration 
and production projects would ease European concerns, there is 
doubt as to whether there are sufficient drivers in place to create 
a production boost.

Eliaschev: The energy industry generally did well in coping with 
the consistent demand increase during the upward economic cycle 
experienced between 2003 and 2007. The decrease in economic 
output and consumption brought by the 2008 crisis reduced de-
mand pressure over what otherwise would have been tight sup-
ply conditions. Large offshore and non-conventional oil and gas 
discoveries during recent years have provided more proven re-
serves although it remains to be seen when these new reserves will 
be able to be viably supplied to the world energy markets. Eco-
nomic recovery after the 2008 downturn has not been significant, 
which has resulted in a surplus of energy production capacity and 
a lowering of prices. However, several significant infrastructure 
challenges, such as updating power transmission networks and re-
placing aging generation facilities, remain and solving them may 
become an acute concern should economic growth pick up.

Langridge: The energy sector continues to show remarkable in-
genuity in developing and exploiting the planet’s hydrocarbon 
resources. As primary energy demand increases and prices rise, 
energy companies will need to continue to take full advantage of 
technological advances to develop increasingly difficult to get 
at sources of energy. Utilities are also rising to the challenge of 
developing and deploying new technologies to meet increasing 
demand for renewable and low carbon energy, but this has been 
largely driven by generous government or consumer-funded sub-
sidies or other tax breaks or support mechanisms. It remains to be 
seen how long such incentives and subsidies remain at previous 
levels.

Vince: In the global market, much of the growth in energy con-
sumption is coming from developing countries such as China, 
India, and Brazil, with Western countries experiencing relative-
ly flat load growth stemming from recessed economies. In the 
years ahead, as resources become more constrained and global 8
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fuel costs rise, energy security will become paramount for mature 
economies. Look for countries, especially in the West, to increas-
ingly favour domestic energy resources over imported fuels due 
to concerns over rising fuel costs and price volatility precipitated 
by the increasing energy demands of China and other BRIC coun-
tries.

McKellar: Despite the geopolitical upheavals of the past 50 
years, the energy industry has never failed to meet energy de-
mand around the globe, although prices at times of peak demand 
have been significant. In response to sustained fears over energy 
security during the past decade, consuming countries, some of 
whom are also producers, have devised strategies to lessen their 
dependence on imported energy. These strategies have included 
increasing the geographical diversification of energy sources, for 
example natural gas into the UK, as well as increasing exploration 
for and production of domestic sources, such as shale oil and gas 
in the US. As a result, energy security issues in the future may 
well dominate geopolitics to a lesser degree than in the past.

FW: In what ways will the continued rise of emerging mar-
kets, especially the BRIC countries, influence global energy 
issues?

Lyall: The rise of emerging markets is set to influence global en-
ergy issues in several different ways. First, the energy demands 
in those countries are continually increasing, which will result in 
higher prices and increasing competition for diminishing resourc-
es. China especially is active around the world, seeking resources 
to fuel its economic boom and, due to its political system, is able 
to exploit opportunities in countries that Western companies can-
not enter. Furthermore, international exploration companies face 
increasing competition from national oil companies; they have to 
contend with strong local content or ownership provisions. For 
example, in Brazil companies must partner with a local organisa-
tion. Therefore, the global energy market is set to change over the 
coming decades, with nationalistic resource policies playing ever 
larger roles. 

Eliaschev: The continued rise of emerging markets, especially the 
BRIC countries, is impacting both the supply and the demand end 
of global energy issues. On the supply side China has now become 
a large player when it comes to equipment supply and production 
such as wind turbines and PV solar panels. This has strengthened 
competition and lowered prices but is also creating trade disputes 
with the US and Europe. On the demand side, the continued 
growth of the emerging economies has somehow contributed to 
offset the weaker level of expansion in the US or Europe, keeping 
demand for products such as LNG and coal at high levels.

Langridge: The continued rise in emerging markets will put 
pressure on resources and will affect all aspects of the energy 
industry for generations to come. We are already witnessing 
global competition for dwindling oil stocks pushing up demand 
for shale oil, as well as driving the need to develop alternative en-
ergy sources. The extent to which this additional demand will be 
offset by increased production from BRIC countries remains to 
be seen. In the emerging MENA region, those countries without 
access to energy resources will struggle to put their economies 
and societies right, while those with resources – such as the Gulf 
States – will continue to use up their own natural resources at an 
accelerated pace reducing the amount of product to sell in the 
global market.

Vince: The rise of BRIC countries, particularly China, is the big 
story in energy today. The rapid industrialisation and urbanisa-
tion of these countries has resulted in dramatic increases in their 
energy consumption. As an example, China’s energy consumption 
was half that of the US in 2000, and in 2009 China overtook the 
US as the world’s number one consumer of energy. China will add 
generation equivalent to the entirety of current US capacity in the 
next 15 years and, by 2035, China’s overall electricity demand is 
expected to triple from current levels.

Wardlaw: In discussing this issue we need to divide up the BRIC 
into BR and IC. Russia continues to be a massive reserve, but 
interestingly Brazil’s prognosis for production is a vast expan-
sion of its offshore deepwater fields. Continued development in 
floating LNG facilities will further drive down the price for these 
developments. India and China will continue to be extremely ag-
gressive in acquiring volumes of hydrocarbons, but also buying 
stakes further up the value chain – particularly Indian state and 
private companies.

McKellar: At its most simplistic, Brazil and Russia are amongst 
the world’s largest energy producers, while India and China are 
large and increasing energy consumers. Their influence over 
global energy issues can only grow, by changing the dynamics of 
supply and demand away from more established producers and 
consumers, particularly as their own financial strength increases. 
Other, smaller emerging markets, such as a number of East Afri-
can countries, are already starting to offer up natural resources to 
a world where ‘easy’ oil and gas is now less available. The overall 
effect of rising emerging markets on global energy issues should, 
in theory, be to stabilise energy supply and demand. However, this 
assumes benevolent development of accompanying geopolitics, 
which may be optimistic.

FW: How do you see energy policy shaping up in key Western 
countries in the years ahead? Where do political agendas seem 
to be heading?

Eliaschev: There are three main issues standing out in energy 
policy coming out of key Western countries: security of supply, 
cost competitiveness, and sustainability. Diversification of the en-
ergy mix seems to be the preeminent policy goal that governments 
across the globe are pursuing as a way of addressing the three main 
issues being faced. It is perceived that diversification should in-
crease security of supply, particularly by providing alternatives for 
imported oil, a possibility that would also enable countries to con-
trol cost should global energy prices rise again. Finally, diversifi-8
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cation is also regarded as environmentally friendly as it allows dif-
ferent alternative and clean energies to gain presence in the energy 
mix. In achieving these goals, governments have been willing to 
provide tax, financial and price incentives for new technologies.

Langridge: Politicians everywhere are talking about energy – but 
in the West the issue that predominates is the need to source se-
cure supplies at reasonable prices. In the medium term for West-
ern governments the priorities will be growth and jobs – and this 
is likely to outweigh concerns for the environment. In the years 
ahead we see energy costs increasing as a proportion of household 
spend, which will increase political pressure to source cheaper en-
ergy while ensuring the lights stay on. The required investment in 
grid infrastructure in the US and Europe to enable smart meter-
ing and demand side management will be significant. In Europe, 
increasing harmonisation of energy markets could lead to conver-
gence of gas and power wholesale prices and a disconnection of 
gas from oil prices.

Vince: In the US, energy policy in the years ahead will serve to fa-
cilitate a switch from coal to natural gas and the continued devel-
opment of clean energy technologies. Recently issued regulations 
combined with low gas prices resulting from the domestic shale 
boom have already made CCGTs the generation source of choice 
for US utilities. Expect EPA regulation to continue to the detri-
ment of the coal sector, facilitating the increase of US coal exports. 
Look for the US government to support the development of com-
mercially viable renewable energy technologies with the ultimate 
goal of achieving cost equality with conventional sources. These 
emission-free technologies will be deployed on a wide scale as 
conventional sources of energy become prohibitively expensive 
due to supply constraints and environmental considerations.

Wardlaw: This issue depends on the territory – the US has re-
cently become a net exporter of LNG because of shale gas devel-
opment, whereas some countries in Western Europe will continue 
to deal bilaterally with Russia and other CIS countries in order to 
secure convenient volumes. Looking at the medium term, there is 
clearly now upward pressure on LNG prices following Fukushima 
and the decision of certain Western European countries to imme-
diately close their nuclear plants. Germany has stopped exporting 
power to neighbouring states, potentially in breach of its contrac-
tual obligations. In certain cases this may lead to a new ‘energy 
protectionism’.

McKellar: In the years ahead, key Western countries will struggle 
to address a number of competing energy policy objectives such 

as energy security versus renewable energy versus energy safety 
versus nuclear energy. Whilst energy demand in the West is not 
expected to increase as significantly as that of some emerging 
markets, per capita energy demand does need to be reduced and 
quickly, in order to reduce currently unacceptable levels of carbon 
emissions. A key Western policy challenge will be the extent to 
which this reduction can be achieved through government carrots 
and sticks, rather than by expecting market forces to accomplish 
this objective on their own. So far, neither governments nor their 
private sector counterparts have successfully promoted renewable 
energy, reduced demand, and diminished emissions on their own.

Lyall: In the years ahead, Western countries will continue to at-
tempt to carry out a green energy shift. Pressure from the public 
and the aftermath of the nuclear meltdown in Japan will serve to 
support this shift, as well as green energy being a means to coun-
ter energy dependence. However, this will not be an overnight 
development and conventional energy resources will continue to 
play an important role. Despite certain concerns, especially for the 
environment, shale gas will be developed, in the US in particular. 
Shale gas has the advantage of being located in many Western 
countries, facilitating extraction from that point of view. In certain 
countries, energy independence also plays a large role in these 
considerations, for example in Poland.

FW: What is the future of shale gas, coal and nuclear energy 
around the world?

Langridge: Everyone says that shale gas is a ‘game changer’. 
To a certain extent, that is true. The real question is how big of a 
change and how long will its impact last? Lower natural gas prices 
in the US combined with a land rush for acreage have created an 
environment where only well diversified companies that are not 
overleveraged can expect a long term benefit from many plays. 
Many foreign companies have entered the US shale gas market 
more for the opportunity to learn specialised drilling techniques 
and obtain technology rather than for a long term investment. We 
are already seeing the impact of this interest in countries like Po-
land and China, where IOCs and independents are teaming with 
local companies and host governments to begin exploration and 
exploitation of their own resources.

Vince: To date, the shale gas boom has primarily taken hold in 
industrialised economies that have exhausted conventional gas 
resources, such as the US. Look for developing countries such 
as China and India to exhaust conventional natural gas resources 
before turning to more expensive hydraulic fracturing techniques. 
Although the coal industry is facing difficulties in the US due to 
environmental regulation, look for coal consumption to rise glob-
ally as countries such as India and China construct coal fired gen-
eration at a rapid pace to meet load growth. We expect countries 
with abundant coal resources and stringent environmental regula-
tion, such as the US, to expand their coal exports with coal new 
builds occurring primarily in developing countries. While the Fu-
kushima disaster has raised awareness of safety issues associated 
with nuclear power globally, look for developing countries to con-
tinue to embrace nuclear as an emission-free source of baseload 
generation.

Wardlaw: Shale gas is still a divisive issue. Some see it as the new 
clean future but others, particularly outside the US, see it either as 
a bad environmental move, or one that might be less acceptable in 
crowded European states. There will no doubt be increased inter-8
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est in nuclear generation based on thorium, if this technology can 
ever be commercialised. India is now investing heavily on this 
potential area, and no doubt others are watching closely.

McKellar: Although shale gas, coal, and nuclear energy are quite 
different, they do share some common ground. They have recently 
rediscovered their prominence as a result of government impera-
tives to increase energy security by promoting domestic energy 
production. They have also come under severe scrutiny from en-
vironmental groups concerned about the unfettered development 
of these rediscovered energy supply sources. The key to their fu-
ture development will be the extent to which the energy indus-
try, which has done a poor job so far, will satisfy environmental 
concerns. Will the cost of satisfying these concerns render these 
sources ultimately uneconomical?

Lyall: Recent technological advances such as horizontal drilling 
and hydraulic fracturing have lowered costs, making shale natu-
ral gas a cost effective energy source. It is now possible to earn 
profits extracting natural gas from shale formations so production 
has seen rapid growth in recent years. The current US administra-
tion prefers renewable or ‘green’ energy sources such as solar and 
wind power, overlooking the significance of the nation’s natural 
gas reserves. Large scale energy production from most alterna-
tive energy sources is too expensive to compete on the free mar-
ket. Natural gas, on the other hand, is a proven cost effective fuel 
source. The advent of new drilling techniques has led to calls for 
new regulations on recovering shale natural gas, but overregula-
tion could make this source economically unviable as an afford-
able and reliable long term energy source. 

Eliaschev: Shale gas has a huge potential in the US, and in oth-
er countries, such as Argentina, where natural gas reserves ap-
peared to have already matured, breathing new life in to what 
may previously have been regarded as a declining industry. This 
is especially true taking into account the fact that natural gas is 
becoming the preferred fuel for thermal base-load generation dis-
placing oil refined fuels for cost and efficiency reasons, and coal 
for environmental reasons. Although coal is being challenged and 
rejected due to its emissions and other environmental costs, it is 
still the most utilised fuel for thermal base-load generation. This 
generation infrastructure cannot be phased out overnight without 
compromising security of supply and, although natural gas fired 
combined cycle facilities and renewable energy infrastructure are 
replacing coal facilities, this replacement will be gradual and will 
take years to completely unfold.

FW: How are environmental issues changing the energy and 
utilities industry? Does the future lie in renewable energy and 
green projects, and if so, are companies adapting quickly?

Vince: Environmental considerations, now more than ever be-
fore, are impacting the energy and utilities industries. Presently, 
these considerations have resulted in stringent regulation of the 
coal sector in the US, serving to facilitate a switch from coal to 
natural gas fired generation on a national level. Broadly speak-
ing, there should be a future for renewables. As research, devel-
opment, and scale continues to drive down the cost per kWh of 
renewables, air quality considerations gain importance, and con-
ventional fuel prices rise as a result of increased global energy 
demand, the widespread deployment of renewables will begin to 
increase globally although fossil fuels will play a dominant role 
for years to come.

Wardlaw: There will be a slowing of progress in the development 
of renewable and green generation, as those additional costs take 
a lower priority in this unstable financial environment. We are 
seeing cuts in funding throughout Europe, particularly in the UK 
cutting the solar subsidies that may have given impetus to an ac-
tive grid system in the UK.

McKellar: Environmental issues are changing the energy and 
utilities industry as never before, and their influence can only 
increase. The need to reduce demand, increase supply diversity, 
promote energy efficiency and reduce carbon emissions is both 
desirable and necessary. We will see a combination of various 
policy initiatives, mainly government-led, which are designed to 
achieve these objectives, rather than a single focus on renewable 
energy and green projects. If anything, governments are adapting 
more quickly to this new and necessary landscape than compa-
nies, forced as they are to respond to the aspirational demands of 
youthful populations concerned about the type of world they will 
inherit. By contrast, although a number of companies may already 
have the technical expertise to lead the charge on environmental 
issues, their business case is not yet compelling enough for them 
to do so.

Eliaschev: Consumers have become aware and concerned about 
the carbon footprint of the energy they consume. Governments 
have set out ambitious targets that they are pursuing with a vast 
array of policy tools ranging from market friendly price incentives 
to strict compulsory regulations. Renewable energy and green 
projects have a big part to play in the current context. However, 
these projects should not be regarded as excluding other technol-
ogies or energy sources. In the context where diversification is 
seen as a key goal that caters simultaneously to security of sup-
ply, cost and environmental concerns, renewable energy projects 
are best regarded as complementing conventional projects rather 
than replacing them within a diversified energy mix where every 
technology and energy source may have its opportunity to expand. 
Many leading companies have grasped this approach as they are 
developing both conventional and alternative energy equipment 
and projects.

Langridge: Environmental issues, in particular the climate change 
agenda, continue to have a profound effect on the energy and utili-
ties industry. Concern over the environmental impact of burning 
fossil fuels has provided much of the impetus for emissions trad-
ing mechanisms like the EU’s Emissions Trading Scheme and 
Australia’s recently introduced carbon tax. In Europe, the Indus-
trial Emissions Directive will start to apply from 2014 and impose 
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more stringent emissions standards on power stations, meaning 
that some will simply have to cease operation. Similar regulatory 
restrictions are in place in the US. Those companies that do not 
proactively adapt to the changing environmental-driven energy 
landscape will end up being forced to close or seriously constrain 
their output.

FW: What developments in energy efficiency are we likely to 
see in 2012?

McKellar: There is likely to be an increasing focus in three spe-
cific areas, with the overall objective of promoting energy effi-
ciency: policy initiatives aimed at making consumers pay more 
towards the real cost of energy; major capital expenditure to create 
or modify buildings and facilities that are more energy-efficient; 
and minor capital expenditure aimed at consumers to improve 
measurement of energy usage, in turn enabling policy initiatives 
to be tuned more finely. 

Lyall: Argentina, Russia and Canada will follow a host of coun-
tries when they begin to phase out incandescent light bulbs. Inter-
national bodies will lead the way with the European Commission 
issuing an €81m budget for projects such as renewable electricity 
generation, renewable fuel production, carbon capture and stor-
age, and the development of sustainable smart cities/communi-
ties. In the UK the 2012 Olympic Games will be used to highlight 
a drive for energy efficient solutions in terms of energy and water 
resource management, infrastructure development, transport, lo-
cal food production, and carbon offsetting. Certainly key players 
in the industry are investing in new technologies and innovation 
continues, but the commitment of governments is critical if ideas 
are to take off. Given the financial and economic pressures many 
governments will have to contend with in 2012 – while the ideas 
will continue to flow, the conditions to bring these to market will 
come under pressure. 

Langridge: We expect to see an increasing use of energy services 
companies, further drives to commercialise existing energy effi-
ciency technologies, and more deployment in new build homes 
and commercial property. Levels of smart metering will increase 
and pilot projects on smart grids will begin to take shape. We 
could also see more policy coordination at a regional level, for ex-
ample from the EU. Financing mechanisms, like the UK’s Green 
Deal, could become a blueprint for other similar schemes around 
the world. 

Vince: In 2012 we will see growth in innovative financing struc-

tures to facilitate energy efficiency projects on a large scale, es-
pecially in urban areas. We expect that cities will increasingly use 
mechanisms such as Property Assessed Clean Energy Financing 
(PACE) to facilitate energy efficiency retrofits on a large scale. 
PACE financing allows cities to offer loans for energy efficiency 
upgrades which are paid back through increases in property tax 
bills. Large scale energy efficiency programs such as the recently 
formed PACE Commercial Consortium backed by the Carbon 
War Room, Barclays Capital, and Lockheed Martin are already 
underway in major US cities.

FW: Have there been any notable legal and regulatory devel-
opments in recent months which will impact energy and utili-
ties companies going forward?

Lyall: We can comment from a security perspective and the in-
creasing trend towards legislation focusing on the governance 
responsibilities of the industry is expected to continue. This is 
not only in the area of corporate manslaughter, but also bribery 
where companies can be fined for not having the processes and 
procedures in place to prevent an act of bribery anywhere in its 
business.

Eliaschev: Recent months have seen several heated discussions 
regarding subsidies and other financial incentives provided by 
governments to renewable energy project developers. The way 
this argument unfolds will shape the future of renewable energies. 
Germany has issued regulations limiting and attempting to reduce, 
and ultimately eliminate, nuclear energy. This will affect the nu-
clear industry but may open other opportunities. Many countries 
have drafted or adopted regulations enabling power consumers to 
interact with power suppliers by being allowed to sell back power 
to the grid by several net metering mechanisms. Governments are 
passing regulations to allow for much more demand involvement 
providing incentives for large consumers to generate their own 
power supply.  

Langridge: In the US, the most significant legal and regulatory 
development was the regulation of offshore oil and gas devel-
opment, which was the outcome of the Obama administration’s 
shakeup of the regulator in the wake of the BP/Macondo disaster 
in the Gulf of Mexico. This resulted in the restructuring of the 
former Minerals Management Service (MMS) into the Bureau of 
Offshore Energy Management, Regulation and Enforcement (BO-
EMRE) and the creation of a new agency, the Bureau of Safety 
and Environmental Enforcement (BSSE), and the Office of Natu-
ral Resources Revenue (ONRR). While these changes look good 
on paper, they continue to cause quite a bit of confusion in the 
industry and delay the already stalled permit process for offshore 
operations in the Gulf of Mexico.

Vince: The EPA has issued, or is about to issue, a number of regu-
lations that may significantly impact the power sector. If these 
rules are all implemented, they will help spur the switch from coal 
to natural gas as a fuel for electric generation. These regulations 
include the Cross State Air Pollution Rule which is designed to 
reduce emissions from upwind states that cause downwind states 
to fail to meet air quality standards for ozone and particulate mat-
ter, rules to limit allowable mercury and air toxics emissions from 
fossil fired plants through directing operators to install technology 
to control emissions, and rules to regulate coal ash as a hazardous 
waste. These regulations, along with soon to be proposed rules 
for greenhouse gas emissions from fossil-fired power plants, will 
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continue the retirement of older, uncontrolled coal-fired plants, a 
process already underway as gas prices remain low.

Wardlaw: In Russia, one disincentive for investment by foreign 
ownership of major oil and gas assets has been a law prohibiting, 
without government consent, material ownership by non-Russian 
companies. A particular issue has been the absolute prohibition 
on any non-Russian state-owned company owning more than 10 
percent of any strategic oil and gas asset. We expect this to be 
lifted in the coming months as a reflection of both the increased 
power of national oil companies, and Russia’s increasing need 
for capital.

FW: Have you seen an increase in restructuring initiatives un-
dertaken by energy and utilities companies? If so, what are 
some of the main reasons leading to operational and financial 
restructurings in today’s market?

McKellar: There have been some notable demergers, divesti-
tures, and unbundling of energy and utilities companies, many 
with the objective of increasing shareholder value, and these are 
set to continue. For example, the demerger of ConocoPhillips’ 
upstream and downstream operations bravely acknowledged pri-
vately-held beliefs of many senior executives in the industry that 
some of the largest energy companies had grown too big to man-
age fundamentally different operations – exploration versus refin-
ing – within a single vertically integrated structure. The move was 
greeted enthusiastically by the market, and similar demergers, di-
vestitures, and unbundling are likely to increase as the quest for 
sustainable increases in profits and dividends intensifies against 
the background of energy sources that are more challenging to 
exploit.

Eliaschev: In emerging markets such as Argentina, some restruc-
turing initiatives have taken place. Such restructurings have been 
mainly financial and have been adopted due to the necessity to 
match debt commitments with cash flow levels.

Langridge: The German utilities EON and RWE are both in-
volved in significant international restructuring programmes 
which have been prompted in large part by the decision of the 
German government to bring forward the closure of its nuclear 
fleet following the Japan tsunami. Other utilities are in the middle 
of significant asset disposal programmes which aim to trim over-
leveraged balance sheets and/or remove exposure to non-core sec-
tors or geographic regions. For example, Vattenfall is currently 
exiting from its Finnish and Danish generation businesses to en-
able it to concentrate on its core geographic markets of Sweden, 
Germany and the Netherlands.

Vince: The restructuring wave among electric utilities in the US 
stalled after the California energy crisis 10 years ago. Those that 
vertically disaggregated are not likely to return to the traditional 
vertically integrated monopoly model.

Wardlaw: Despite the financial crisis, of course most energy com-
panies still have a portfolio of valuable energy assets. What we are 
seeing is greater consideration by those companies of which as-
sets suit their new, streamlined strategies, resulting in operational 
restructurings along these lines. We are also seeing sales of assets 
for the purpose or raising cash to fund, for example, exploration 
obligations related to other assets. This may result in two more 
distinct types of energy companies – ones that take exploration 

risks with the hope of lower capital investment compared with 
eventual return if successful, and less aggressive energy compa-
nies – perhaps national oil companies – that have access to capital 
but who want to buy into existing production assets that have a 
lower risk.

FW: In terms of mergers and acquisitions in the energy and 
utilities sector, what trends do you expect to see over the next 
12 months? Will consolidation be a primary driver?

Eliaschev: Consolidation has been a primary driver of merger and 
acquisition activity in the energy sector in the past. However, both 
cross-ownership restrictions enacted in the vertically disintegrated 
power and natural gas sectors, and antitrust laws, stand in the way 
of this consolidation going too far.

Langridge: In oil and gas, the 2010 Macondo spill was a driver for 
consolidation as many smaller players were gobbled up in 2011. 
We continue to see acquisitions of acreage and joint venture activ-
ity as well as in the oilfield services segment, particularly acquisi-
tions in the US market by foreign companies. These range from 
oilfield equipment and tooling manufacturers to drilling compa-
nies to software and specialty technology firms. In the upstream 
sector, joint venture activity was high in 2011 and we expect to 
see that continue into 2012 as many companies have shifted their 
investments and more and more independents look abroad for op-
portunities. In Europe there has been a significant amount of joint 
venture and M&A activity in all sectors, but particularly renew-
ables. We expect to see continued interest from infrastructure and 
pension funds in acquiring substantial equity positions in offshore 
generation and power transmission projects through 2012.

Vince: Over the next 12 months, expect further consolidation in 
the energy and utilities sector. This consolidation will be driven 
by utilities’ need for increased capital and desire to diversify fuel 
sources, achieve critical mass and scale in nuclear operations, and 
hedge against regulatory risk. With respect to fuel source diversi-
fication, this issue will be increasingly important for utilities with 
coal heavy portfolios, slated to incur significant costs due to up-
coming EPA regulation.

Wardlaw: There may be more mergers and acquisitions this year 
in lieu of finding money for strategic acquisitions. However, I 
think that many companies are seeing what the next year or two 
will bring before deciding on such a significant strategy.

McKellar: There will be a combination of continued consolida-
tion and demergers with one following the other. The key driver 
behind both of these trends will be diversification, both geograph-
ically and technologically, to spread portfolio risk as well as se-
curing customers, resources, and markets. We live in an uncertain 
world, and energy and utilities companies are more accustomed 
than most industries to managing uncertainty.

Lyall: Our view on this is that the Asian companies, including 
those from China, will continue to drive any M&A activity over 
the coming 12 months. While targeted acquisitions are always on 
the agenda for any key player, many dealing with increased regu-
lation post-Macondo and economic uncertainties at home will be 
seeking to reduce risk in their portfolio and focus on core markets 
and competencies. This will involve divestments and investments 
that achieve this. As we said before ‘exploit before explore’ will 
be the key mantra. 


