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Industry Top Trends 2021 
EMEA Utilities 
Emerging Stronger To Embrace The Investment Supercycle 

What’s Changed 
EMEA utilities have shown resilience to the fallout from COVID-19. Since the start 
of the pandemic, we’ve lowered ratings on only 3% of the portfolio and more than 
75% of ratings carry a stable outlook.  

Policy support for the energy transition has accelerated. European governments’ 
policy response to the pandemic has resulted in increased energy infrastructure 
spending to achieve a European net-zero carbon economy by 2050. 

Environmental, social, and governance (ESG) factors are gaining importance. 
Utilities are increasingly taking ESG factors into consideration when defining 
strategies. Decarbonization of the sector is a must, while affordability remains key. 

Our Key Assumptions For 2021 
An investment supercycle is approaching. We anticipate utilities will upsize their 
capital expenditure (capex) programs in regulated networks and long-term 
contracted renewables. The low cost of debt also supports spending. 

Recent regulatory outcomes will pressure regulated earnings, reflecting the lower 
cost of capital. But the energy transition’s faster pace is not aligned with networks’ 
allowed investments, which could but utilities in a difficult position.  

Power prices will increase. After a sharp drop in energy demand in 2020, we expect 
a pick-up of the European economies in 2021 and a better power price 
environment, further supported by shutdowns of fossil fuel and nuclear plants.  

Key Risks Around The Baseline 
Decarbonization uncertainties. While there is clear political willingness to achieve 
a net-zero economy, policy implementation remains uncertain. Significant 
technology improvements are also needed to achieve this target.  

Rising bad debt. COVID-19 has weakened the financial health of utilities’ 
customers, increasing unpaid bills. A more fragile supply chain is another risk. 

Tighter balance sheets. Lower earnings and increased investments reduce 
financial flexibility. We believe that utilities can generally activate remedy 
measures (disposals, hybrids, capital increase, etc.), but we nevertheless see lower 
rating headroom in the coming years.  
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Ratings trends and outlook 
Utilities – EMEA 
Chart 1 

Ratings distribution 

 
Chart 2 

Ratings outlooks 

 
Chart 3 

Ratings outlook net bias 

 
Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2020 is end October, 2020 
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Industry credit metrics 
Utilities – EMEA Utilities Top 25 Rated Utilities 
Chart 4 Chart 5 

EBITDA (adjusted) – Largest 25 EMEA Utilities Total Debt (adjusted) – Largest 25 EMEA Utilities 
  

  
Chart 6 Chart 7 

Capex – Largest 25 EMEA Utilities Dividends – Largest 25 EMEA Utilities 

  
Source: S&P Global Ratings 
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The shape of recovery 
Table 1 

Sector Outlook Heatmap 

 Sensitivities and Structural Factors  Shape Of Recovery 

 COVID-19 
Sensitivity 

Impact If No 
Vaccine in 

2021  

Long-Term 
Impact On 

Business 
Risk Profile 

  

Revenue 
Decline – 

2021 vs 
2019 

EBITDA 
Decline – 

2021 vs 
2019 

Revenue 
Recovery 

To 2019 
Levels 

Credit 
Metric 

Recovery 
To 2019 

Levels 

Utilities         

Asia-Pacific Low Low Neutral  >=2019 >=2019 2021 2021 

Europe Low Low Neutral  >=2019 >=2019 2021 2022 

Latin America Moderate Moderate Neutral  >=2019 >=2019 2021 2021 

North America Low Low Neutral  >=2019 >=2019 2021 2022 

Source: S&P Global Ratings. 

 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus 
pandemic. Reports that at least one experimental vaccine is highly effective and might gain initial approval by 
the end of the year are promising, but this is merely the first step toward a return to social and economic 
normality; equally critical is the widespread availability of effective immunization, which could come by the 
middle of next year. We use this assumption in assessing the economic and credit implications associated 
with the pandemic (see our research here: www.spglobal.com/ratings). As the situation evolves, we will 
update our assumptions and estimates accordingly.  
 
This report does not constitute a rating action. 

  

http://www.spglobal.com/ratings
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Industry outlook 
Ratings trends and outlook 
Credit ratings remain resilient. Our ratings on EMEA utilities have been largely 
unchanged this year, despite massive economic disruption from the pandemic. We have 
only downgraded 3% of our rated universe since March 2020 and the first wave of 
lockdowns—and not all of these actions were related to COVID-19. This primarily reflects 
the sector’s general resilience to economic downturns, notably supported by the 
regulatory frameworks governing network operations, as well as the contracted nature of 
a large part of the utilities’ generation portfolio. With an accelerated strategic shift 
toward more networks and more renewables since 2016, utilities have moved away from 
merchant power and gas activities, and built a more defensive business portfolio. Credit 
resilience also stems from EMEA utilities entering the pandemic with improved balance 
sheets and some financial headroom. This came from an increased level of project 
commissioning now yielding additional cash flows, proceeds from asset disposals 
allowing for reduced debt, and overall more favorable market conditions, with a lower 
cost of debt. 

Stable outlooks dominate the sector. The large share of stable outlooks within the 
portfolio reflects our belief that EMEA utilities will retain these strengths. We believe 
business fundamentals for utilities are even stronger today than before the pandemic. 
Europe’s target of achieving a net-zero carbon economy by 2050 and the emergence of 
the Green Deal as a pillar of European economic recovery support our more positive 
stance that utilities are well positioned to grasp a decade of growth opportunities. To 
seize opportunities of the investment supercycle though, utilities will need to stretch 
their balance sheets. The stable outlooks therefore balance our expectations of a lack of 
improvement in credit metrics in coming years with our forecast of gradually improving 
business fundamentals. 

Negative outlooks are the result of affordability issues. About 17% of our rated portfolio 
carries a negative outlook. While these are spread across geographies, and situations 
vary, one key theme emerges: rating pressure also comes from affordability concerns for 
end users, with regulators and politicians willing to contain energy bills at the cost of 
operators. This is the case in the U.K., where the regulators OFGEM and OFWAT trimmed 
regulated earnings, passing on the overall lower cost of capital to customers. The inability 
of the system to fully or timely repay costs incurred by utilities also leads to negative 
outlooks in Eastern Europe. Ambitious energy transition policies and infrastructure 
investments are costly. The challenge for the sector is to make these environmental 
targets happen at the lowest cost and most acceptable way for their customers. 
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Main assumptions about 2021 and beyond 

1. Utilities are entering an investment supercycle. 

We anticipate utilities will upsize their already high capex programs in regulated 
networks and long-term contracted renewables to accompany the energy transition’s 
growth opportunities. Investments to decarbonize economies are massive and varied, 
and utilities are well positioned to seize their share. Recent capital market updates from 
utilities already reflect this acceleration in investments.  

2. Regulatory frameworks are not yet aligned with a rapid energy transition. 

Recent regulatory outcomes are putting pressure on networks’ regulated earnings, in 
light of the lower cost of capital and European regulators’ focus on cutting customer bills. 
Meanwhile, new energy policies aim to incentivize higher investments to accompany an 
accelerated energy transition. This combination will make it difficult for network 
operators to make the necessary investments to deliver on ambitious policy goals, which 
in turn may increase their operating risks.  

3. Power prices will increase over 2021-2022. 

After a sharp drop in energy demand in 2020, we expect a pick-up in Europe in 2021 
accompanied by higher power prices. We expect market fundamentals will also support 
the price improvement, with still-significant capacity shutdowns, including coal and 
nuclear, particularly in Germany. We believe the rapid rise in renewables will not be able 
to make up for the capacity lost to shutdowns in the short term.  

European net-zero carbon ambitions spur support for the energy transition. Europe’s 
latest major step in the energy transition dates from just before the pandemic, with the 
European Commission announcing the European Green Deal in December 2019. The deal 
lays out a strategy for achieving a more sustainable, carbon-neutral economy by 2050. 
This would notably stem from a gradual exit from coal, oil, and natural gas; a significant 
increase in renewables; and a comprehensive restructuring of sectors like construction, 
transport, and agriculture. It also implies a redirection of funds, with investment in 
renewables being limited to €7.5 billion. The EU’s COVID-19 policy response has added 
teeth to the energy transition, with €225 billion of the €750 billion recovery fund (about 
one-third) flagged for green investments. This will prove positive for European utilities, 
although we recognize implementation of support mechanisms will take time to 
materialize (see: “The Energy Transition: COVID-19 Could Make 2020 Crucial For 
Renewables,” published Sept. 24). 

The energy transition comes with massive investment requirements. As such, we 
believe that utilities are entering an investment supercycle that may stretch beyond the 
coming decade. Investments would likely first be directed at continued decarbonization 
of the energy mix. European ambitions are to increase renewables capacity by about 160 
GW (gigawatts) by 2025, spread between wind (onshore and offshore) and solar (see chart 
8). This is close to 50% more than total installed capacity at year-end 2018. Networks will 
need to adapt to connect and integrate this additional capacity. Intermittency and 
security of supply require significant upgrades. For some power transmission networks, 
this requires building new lines to connect large, new, and eventually remote power-
production sites to consumption areas. While this is not a new trend, an acceleration of 
renewables also implies an acceleration for networks. Recent capital market updates 
already reflect this investment upsizing (see chart 9). Iberdrola announced it will double 
its annual capex spending by 2025, with an aim to commission 3x more renewables than 
today, or 5GW per year. Italian power-transmission operator Terna may almost double its 

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45991185&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45991185&From=SNP_CRS
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investments by 2024. Dutch Tennet is already undertaking a massive investment plan to 
build the North-South transmission line across Germany.  

Chart 8 Chart 9 

Wind and solar European additional capacity Capex trend from the top 25 utilities 

  
GW—Gigawatt. Source: S&P Global Platts. f—Forecast. A—Actual. Source: S&P Global Ratings. Data as of Nov. 5, 

2020. Note: Top 25 rated utilities include Centrica, CEZ, E.ON, EDP, EDF, 
Elia, Enagas, EnBW, Enel, ENGIE, EPIF, Fortum, Iberdrola, Gasunie, 
National Grid, Naturgy, Orsted, Red Electrica, RTE, Snam, SSE, TenneT, 
Terna, United Utilities, Vattenfall. 

The emergence of a green hydrogen strategy is likely to benefit utilities. Clean 
hydrogen is becoming an increasingly important element in Europe’s energy transition 
and economic recovery, with a targeted increase in electrolyzer capacity of 40GW by 2030 
(see chart 10). We think European utilities will ultimately benefit from a rise in clean 
hydrogen industries, because it would significantly increase demand for electricity to 
produce hydrogen. It would also create a new role for existing gas infrastructure assets, if 
they are adapted to store and transport hydrogen (see “Clean Hydrogen Investment Is 
Still A Leap Of Faith For European Utilities,” published Nov. 16). Finally, while the 
decarbonization trend is currently most obvious in Europe, this is a global trend. We 
believe European utilities will further benefit from their presence in the U.S. and Latin 
America. 

Chart 10 

Global cumulative planned electrolytic H2 capacity 

 
Source: S&P Global Platts. 

Network operators may face difficulties making investments to fulfill ambitious policy 
goals, given the regulatory frameworks that govern them. This is because recent 
regulatory outcomes put pressure on networks’ regulated earnings, given the lower cost 
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of capital and European regulators’ focus on cutting customer bills. In some markets, 
much lower remuneration could result in subdued investments—as may be the case in 
the U.K. and Sweden (see “Various Rating Actions Taken On U.K. Gas Networks Amid 
Upcoming Regulatory Review And Tougher Operating Conditions,” published April 30). 
Similarly, the newly approved European hydrogen strategy has not really been factored 
into capex allowance for gas network operators. As such, the rapid ramp-up for hydrogen 
may also face a lack of infrastructure investment in the coming two-to-three years. 
Regulations may allow for some flexibility on capex, including the possibility to review 
some regulatory aspects depending on certain market evolutions during the period, but 
we believe it creates an additional degree of uncertainty for networks (see chart 11). 
Network operators may feel pressured to invest nevertheless not to be a hurdle to energy 
transition but also to make sure networks can effectively manage this transformation of 
the energy mix. For example, some network operators have flagged an increased risk of 
power deficits in the systems and tighter capacity margins, which together increase the 
risk of blackouts or power cuts. Eventually regulations will adapt to these new energy 
transition ambitions, but it may take time and increase operating risks for operators in 
the meantime. 

Chart 11 

Upcoming gas regulatory reviews in Europe 

 
Source: S&P Global Ratings. 

Power prices will recovery from the lows in 2020. On the unregulated power and gas 
generation side, the outlook is slightly more positive, notably as we see potential for 
power prices to increase from 2021 as demand recovers from the lows experienced in 
2020 during the first wave of lockdowns (see chart 12). We expect some price increases 
over 2021-2023 as demand rebounds and more coal and nuclear power plants are shut 
down. However, we now expect prices for 2021 will be about 20% below the forecast from 
a year ago. The financial impact on our rated European power generators was generally 
manageable in 2020, thanks to price hedges. The impact may be greater over 2021-2022, 
since the hedges were contracted at lower levels. We expect renewables will play a 
greater role in power price formation over the next decade, which will likely result in 
increased price volatility (see “The Energy Transition And What It Means For European 
Power Prices And Producers: Midyear 2020 Update,” and “Nordic Utilities Are Suffering 
From Low Power Prices And Structural Changes,” published June 8 and Oct. 15, 
respectively).  

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=44765018&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=44765018&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45082487&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45082487&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46161893&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46161893&From=SNP_CRS


Industry Top Trends 2021: EMEA Utilities  

S&P Global Ratings December 10, 2020     9 

Chart 12 

S&P Global Platts’ baseload power price forecast for EMEA 

 
EMEA—Europe, Middle East, and Africa. MWh—Megawatt hour. Source: S&P Global Platts. Note: The chart shows S&P Global 
Platts’ forecasted average daily spot prices. These price assumptions are different from S&P Global Ratings’ assumptions and 
we do not use them in our base-case assumptions, but they provide a good indication of future power prices. 

Credit metrics and financial policy 
High investments will result in rising debt. We anticipate that earnings in 2021 will 
remain broadly flat compared to 2020, despite more favorable growth prospects. This is 
because of the lag effect from hedged positions on power prices and the generally lower 
regulated returns on network activities. We believe these factors will not immediately be 
offset by the commissioning of new projects in networks and renewables. As such, we 
believe EBITDA will only increase from 2022, once growth projects start yielding more 
significant additional cash flows. Given our anticipation of a significant investment effort, 
we believe the sector will post negative discretionary cash flows on average at least over 
the next three years. This is despite a lower emphasize on dividends: we anticipate that 
investments will be at least 3x higher than dividend payments for the sector, while share 
buyback programs will remain in only rare cases. As a result of negative free cash flow, 
debt will increase, and we anticipate our adjusted debt will further increase as 
nonfinancial debt (such as pensions and asset retirement obligations) will likely inflate 
due to the revision of actuarial assumptions and cost revisions. Some utilities have 
recently announced increases in financial debt as part of their updated strategic plans, 
given that they are also taking advantage of the historically low cost of debt. For high 
‘BBB’ or ‘A’ rated entities, issuing senior unsecured bonds with coupons close to 0% has 
become the new normal. As a result, we expect credit metrics will slightly weaken and 
generally be positioned at the lower end of our expectations for the respective ratings. At 
this stage though, we believe utilities will be willing and able to manage the tighter 
financial headroom, thanks to their good access to capital markets, use of hybrid capital, 
and asset disposals (see chart 13). We anticipate in some cases that utilities could 
access the equity market to fund this growth, as was the case for RWE this year. 

Organic growth is currently favored over large acquisitions. According to recent 
strategic updates, and given the sector’s material growth prospects, growth may not 
need to come from large acquisitions. Utilities seem to be focusing on organic growth, 
bolstered by midsized acquisitions. There are, of course, a few exceptions, including 
Veolia’s proposed takeover of Suez, Fortum’s continued integration of Uniper, and EDF’s 
upcoming reorganization. Iberdrola’s recent announcement of its acquisition of PNM 
Resources Inc. in the U.S. for about $7.8 billion also demonstrates the sector’s appetite 
for consolidation in core regions. Conversely, we expect to see continuous portfolio 
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realignment in the form of divestments as companies refocus their strategy or protect 
their balance sheets. We saw quite a few transactions aimed at disposing large parts of 
the business like PPL Corp. putting WPD up for sale, or Centrica’s sale of its North 
American business. Finally, we see the rapidly evolving strategy of European oil majors as 
potentially changing the playfield for utilities. While we do not expect large cross-sector 
acquisitions, we anticipate an increasing number of partnerships between utilities and oil 
majors, notably for large renewables projects, for example in offshore wind. Competition 
may increase, but we see the level of investment opportunities mitigating this risk. 

Chart 13 

We expect utilities to operate under tighter financials 

 
A—Actural. E—Estimate. P—Projection. Source: S&P Global Ratings. Data as of Nov. 5, 2020. 
Note: Top 25 rated utilities include Centrica, CEZ, E.ON, EDP, EDF, Elia, Enagas, EnBW, Enel, ENGIE, EPIF, Fortum, Iberdrola, 
Gasunie, National Grid, Naturgy, Orsted, Red Electrica, RTE, Snam, SSE, TenneT, Terna, United Utilities, Vattenfall. 
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Key risks or opportunities around the baseline 

1. Decarbonization uncertainties. 

While there is clear political willingness to achieve a carbon-neutral economy, 
implementation of policies and government support mechanisms, in the form of grants, 
administrative simplifications, or subsidies, remain uncertain. Significant technology 
improvements are also needed to achieve this target.  

2. Rising bad debt. 

The pandemic has strained the financial health of utilities’ customers, increasing the risk 
of unpaid bills. Provisions to cover for such risk increased in 2020, but not to 
stratospheric levels. Another consequence of the economic recession could be a more 
fragile supply chain, which may add execution risk to ambitious investment plans. 

3. ESG investor appetite. 

ESG factors are increasingly important in defining strategies and operating targets for 
utilities. Decarbonization of the sector is a must, while affordability will be key. But 
European utilities have generally embraced the topic and are increasingly becoming a 
safe haven for ESG investors. 

Political uncertainty could be a hurdle for achieving rapid energy transition. Setting up 
a carbon-neutral economy requires replacing established technologies that are less 
environmentally friendly, but more reliable and cheaper, with cleaner but still-immature 
ones. To achieve this, clear, consistent, and predictable frameworks are needed so that 
capital flows into projects with long lifespans of up to, and possibly exceeding, 40 years. 
We believe that despite their common ambitions, it will be a challenge for politicians and 
regulators to set up such frameworks. According to a panel that we ran at our November 
infrastructure event (see replay here), about one-third of the participants considers 
political uncertainty the main risk for the sector next year. Beyond the need for some 
regulatory adaptation for networks that we mentioned above, support schemes for 
renewables are also evolving and are not clearly defined yet, which creates delays for 
upcoming auctions. Europe’s clean hydrogen strategy faces major hurdles scaling up, 
including a lack of cost competitiveness, still-immature technology, insufficient 
regulatory support, and uncertainty about future demand development. Ultimately, 
managing the cost of this energy transition is key, since it will underpin the end 
customers’ willingness to pay for it. Achieving acceptance is paramount to lead the 
journey from political willingness to implementation, especially as economies are still 
recovering from the pandemic. And the affordability topic heavily depends on 
technological improvements across all options available to reduce costs: renewables 
performance, supply chain optimization, improvements in asset management, the scale-
up of production, etc. These factors all add another degree of uncertainty for the sector. 

Europe needs to manage the phase-out of legacy technologies that are less 
environmentally friendly. For coal and lignite, governments are trying to provide visibility 
on plant closures to allow for an orderly exit with a compensation mechanism (see chart 
14). We believe that despite anticipation of closures, the plan is generally positive for coal 
and lignite operators. We expect European utilities will be willing to shut down their fossil 
fuel assets because pressure is rising on ESG matters and the economics of European 
coal and lignite assets are getting tougher (see “The Path To Germany’s Coal Exit Has 
Diverging Credit Implications For Utilities,” published Nov. 16). For gas, which in a 
European context is viewed as a transition energy, the situation is more complex. Gas will 
remain a key European energy source for decades, but growth is likely over and a decline 
looks inevitable (see chart 15). As a result, investments in new gas-fired power plants are 

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46527977&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46527977&From=SNP_CRS
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become more difficult to come by; there are limited growth prospects for gas 
infrastructure; and alternative growth paths, like diversifying into hydrogen, carry 
technological and regulatory uncertainties. Regulatory pressures on these gas networks 
are also rising in several countries, such as Spain and the U.K. (see “As Europe’s Gas 
Markets Slowly Stall, Gas Producers’ And Utilities’ Business Risks May Rise,” published 
Nov. 16). The role of nuclear in Europe remains in limbo, with no decision taken on how to 
position this low-carbon technology, which bears other risks such as safety and waste 
management. What’s more, the sector faces a loss of expertise and know-how 
throughout the value chain, as reflected in the numerous delays and cost overruns from 
new projects (Flamanville in France, Hinkley Point C in the U.K., or OL3 in Finland). At the 
same time, France is currently negotiating with Europe a new, more protective framework 
for nuclear energy, which may provide somewhat better prospects for the industry. 

Chart 14 Chart 15 

Germany’s coal phase-out will follow a tendering 
process, lignite a predetermined schedule 

Which sectors will drive European gas demand 
changes in the next decade? 

 

 
Source: S&P Global Ratings. GW—Gigawatt. Source: S&P Global Platts. LDC—Local distribution company. CCGT—

Combined cycle gas turbine. 

Industries hit hardest by the pandemic may strain utilities’ balance sheets. Weaker 
economic prospects will hit a number of industries, which in turn may result in a rise in 
payment delinquencies for European utilities. We have seen provisions for bad debt 
increasing this year for utilities, but levels have remained absorbable so far. With the end 
of government liquidity support mechanisms, we may see delinquencies rising through 
2021. The resurgence of the virus across Europe is likely to put pressure on operational 
performance across sectors and support our expectation that the hardest-hit sectors’ 
financial performance will not recover to 2019 levels until 2023 or later. Downgrade 
activity in 2020 was largely in sectors affected by changes to consumer behavior and 
restrictions on social activities. Solvency remains a rising risk for speculative-grade 
companies with unsustainable capital structures, particularly once official support 
programs taper off. As a result, we expect the European speculative-grade default rate to 
rise to 8% by September 2021. In addition to potential financial weakening of utilities’ 
customer base, another risk stems from a weakening of the supply chain, as smaller 
contractors may face difficulties, which may affect the roll-out of their large investment 
plans. 

Utilities’ increasing focus on ESG could draw investors. Another interesting sector 
development is that European utilities have generally embraced ESG factors in defining 
their strategy and are increasingly becoming a safe haven for ESG investors. This is in 
spite of the fact that environmental risks for the power industry are well above average, 
bearing in mind the sector accounts for 40% of global carbon dioxide (CO2) emissions, 
and even though it has been at the forefront of the energy transition as renewable 
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generation has developed over the past decade (see charts 16 and 17). But European 
utilities have generally been faster to decarbonize than global peers. Environmental 
targets are now part of their strategic plans, with key indicators including additional total 
renewables capacity installed and drastic reduction of net carbon emissions. This also 
supports a wider use of green financing, which enlarges their investor base and 
eventually offers improved financing conditions.  

Chart 16 

Qualitative sector listing of relative environmental exposure: regulated utility networks 

 
Source: S&P Global Ratings. 
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Chart 17 

Qualitative sector listing of relative environmental exposure: power generation 

 
Source: S&P Global Ratings. 

Cybersecurity and staff development will remain a key focus. Other key considerations 
for the sector include health and safety, with the potential for occupational injuries 
occurring during the operation of facilities and maintenance of infrastructure. A low-
probability, but high-impact safety incident could jeopardize a company’s license to 
operate. Recruiting and developing a diverse and skilled workforce is also increasingly 
important to this industry, currently characterized by an older and male-dominated 
talent pool, because shifting technologies and regulatory developments are rapidly 
reshaping the energy sector and require new skills and attributes. Finally, cybersecurity 
remains a key concern as digitalization increases across the value chain, with more 
diverse devices and network entry points. We believe utilities are generally taking actions 
to improve these factors (see “ESG Industry Report Card: Power Generation,” and “ESG 
Industry Report Card: Regulated Utilities Networks,” both published Feb.11). 

Russian utilities show resilience, but display different strengths. We expect Russian 
regulated utilities will remain resilient to COVID-19, thanks to financial headroom and 
capex flexibility. In contrast to tariff freezes imposed by the regulator during the 2015 
recession, so far, transmission and distribution tariff increases are proceeding in line 
with previous plans. Our base case assumes that the start of the new regulatory period 
for the country’s key transmission operator Federal Grid (88% subsidiary of Rosseti) in 
July 2021 will bring no negative surprises, and ongoing indexation of distribution tariffs 
will broadly cover inflation. The regulator will likely tolerate rescheduling or optimization 
of discretionary capex (such as Rosseti’s ambitious digital transformation program) to 
accommodate a temporary decline in electricity volumes and working capital outlays in 
the pandemic environment. Moreover, after the pause in 2020, the government is again 
considering a number of tariff initiatives that could boost revenue, such as network 
capacity payments. In the absence of negative regulatory surprises, we expect financial 
metrics will be back to pre-COVID levels in 2021. This, together with accumulation of a 
longer track record with no major political regulatory intervention, could support upside 
for Russian utilities’ stand-alone credit profiles, while overall ratings on the largest 
regulated utilities continue to be largely determined by our rating on Russia.  
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