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Industry Top Trends 2021 
North America Regulated Utilities 
An Industry With A Negative Outlook Despite Its Predictable Cash Flows 

What’s changed? 
Governance risks. Uncharacteristically, in 2020 the industry experienced a number 
of high profile governance-related issues stemming from bribery allegations.  

COVID. Despite the many potential COVID-19-related risks, the industry was able to 
offset many of the risks and generally performed well throughout the pandemic. 

Key transitions are accelerating. Strategic M&A deals will drive further 
consolidation, while capital spending will be fueled by transitioning to a lower 
carbon footprint and asset hardening. 

What are the key assumptions for 2021? 
Negative discretionary cash flow. The industry’s high capital spending and 
dividends account for about $180 billion, necessitating consistent access to the 
capital markets at a reasonable price. 

No change to the corporate tax rate. While not in our base case, should Democrats 
take hold of a majority of the U.S. Senate, a higher corporate tax rate is likely, 
improving the industry’s funds from operations to debt by about 100 basis points. 

Greenhouse gas (GHG) emissions will further decline. Although the industry 
reduced its GHG emissions by about 25% over the past decade, given the renewable 
investments, we expect a subsequent 40% reduction over the next decade. 

What are the key risks around the baseline? 
Environmental risks. Despite its significant carbon emission reductions, the 
industry is still the number two GHG emitter and further progress is necessary. This 
necessitates managing regulatory risk while managing the customer bill. 

Financial Cushion. Many companies in the industry continue to strategically 
operate with very minimal financial cushion, maintaining financial measures that 
are just above their downgrade threshold. 

Regulatory risks. During 2019, regulatory lag increased highlighted by rate case 
filing postponements, delayed rate case orders, and lower than expected rate case 
outcomes because of COVID and the economic recession. 
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Ratings trends and outlook 
North America Regulated Utilities 
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 
North America Regulated Utilities 
Chart 4 Chart 5 

Debt / EBITDA (median, adjusted) FFO / Debt (median, adjusted) 

  
Chart 6 Chart 7 

Cash flow and primary uses Return on capital employed 

  
Source: S&P Global Ratings, S&P Global Market Intelligence. Most recent (2020) cash flow and ROCE figures are using last twelve months (LTM) data. 
All non-forecast figures are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. 
FFO—Funds from operations. 
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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 ratings action. 
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Industry outlook 
Ratings trends and outlook 
The industry’s rating trends and outlook are negative. About 30% of North American 
regulated utilities either have a negative outlook or are on CreditWatch with negative 
implications. For the first time in a decade we expect downgrades will outpace upgrades 
by about 7 to 1 (see chart 8). The high percentage of negative outlooks reflect relatively 
weak financial measures driven by high capital spending and the effects of various 
Environmental, Social, and Governance (ESG) factors. 

Chart 8 

North America regulated utilities upgrades and downgrades 

 
Source: S&P Global Ratings 

Main assumptions about 2021 and beyond 

1. Robust capital spending 

The industry’s capital spending has been steadily growing over the past decade. We 
expect 2021 capital spending at about $150 billion for critical infrastructure projects 
including system hardening and upgrades, technology, renewable energy, batteries, and 
other carbon-emission reductions. We expect that over the next decade renewables in 
the U.S. will triple, displacing much of the remaining coal-fired generation. 

2. COVID-19 will subdue electric deliveries to commercial customers 

Over the past decade, because of conservation, the industry has experienced flat to 
negative electric deliveries. Accordingly, the industry has worked with regulators to 
mitigate the potential negative financial effects of conservation. This includes 
implementing formula rates, forward-looking test years, and decoupling. Another risk 
regarding the lack of volumetric growth is the effect COVID-19 has had on commercial 
customers. During 2020, electricity sales to commercial customers decreased by about 
8% and this decrease could continue through much of 2021. We expect the industry will 
work with regulators to offset at least some of the financial effects of these lower electric 
deliveries. Absent regulatory recovery, financial measures would modestly weaken. 

3. Strategic focus on a simpler business model 

The industry has recently seen companies either announce or complete a sale, 
separation, or evaluate strategic alternatives for their non-utility businesses. Because of 
our generally favorable assessment of the low-risk regulated utility industry, we tend to 
assess these decisions as improving business risk. However, in many instances credit 
quality does not improve because the new stand-alone utility is more leveraged, 
weakening financial measures, and thereby offsetting the improved business risk. 
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The industry has managed most of its coronavirus-related risks. It offset some of its 
lower commercial and industrial deliveries as a result of COIVID with higher residential 
deliveries. It worked with regulators to defer much of the COVID-related costs for future 
recovery. These actions, in conjunction with the industry’s generally consistent access to 
the capital markets, offset much of the potential risks stemming from the pandemic. 

One of the enduring effects of COVID-19 was regulatory lag. The industry experienced 
delayed rate case filings, delayed rate case orders, and weaker-than-expected rate case 
outcomes. As the pandemic ends (which could happen in mid-2021) and the economy 
improves, we expect the industry’s management of regulatory risk will improve. This 
includes timely rate case filings and rate case orders, decreasing the regulatory lag. 

For 2021, we expect volumetric growth will continue to be constrained, reflecting 
conservation and lower commercial electricity use related to COVID-19. Under our base 
case, the industry will continue to work with regulators to offset these potential risks.  

We expect that over the next decade U.S. utility investments in renewable energy will 
triple to about 30% from approximately 10% today. In the U.S., one of the newer areas of 
renewable energy is offshore wind. We believe utility investments in U.S. offshore wind 
will significantly grow and may lead to the installation of as much as 14 gigawatts of 
offshore wind capacity by 2030. This would equate to more than three quarters of all the 
offshore capacity installed in Europe, which has been developing and installing offshore 
wind projects for the past three-decades. The potential growth is primarily driven by 
regulatory policies in states along the East Coast looking to meet renewable and clean 
energy targets. 

Currently in the U.S. there is only one online offshore windfarm (Block Island Wind), but 
companies such as Avangrid, Eversource, Public Service Enterprise Group, and Dominion 
Energy could all have projects online by 2023. In general, we view offshore wind as having 
higher risk than traditional onshore wind projects due to generally higher costs, 
complexity to build, possible siting and permit delays, supply chain risks, and higher 
operational risks. However, the long-term contracted nature of these projects with other 
utilities could mitigate some of the aforementioned risks. 

Credit metrics and financial policy 
Over the last few years the industry’s financial measures have weakened. This reflects 
a combination of tax reform, rising capital spending, regulatory lag, and lower authorized 
return on equity. The industry’s return on capital was about 6% a decade ago and today is 
closer to 4%. More recently, we have seen instances where not only is the authorized 
return on equity (ROE) lowered but also the equity ratio is lowered. These results have 
weakened the industry’s financial measures, pressuring credit quality. 
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Key risks or opportunities around the baseline 

1. Operation and maintenance (O&M) cost reductions 

The industry is pursuing multiple paths to reduce O&M costs, incorporating technology, 
productivity gains, and reducing its real estate footprint. While the reduction of these 
costs is ultimately passed back to ratepayers, lower O&M costs reduces the customer 
bill, supporting the industry’s ability to maintain its robust capital spending programs 
while mitigating rate implications. 

2. Effective management of regulatory risk 

Managing regulatory risk is one of the most important elements for maintaining credit 
quality, which is often challenging because of regulators’ concern regarding the impact to 
the customer bill. However, this may prove even more difficult should the economy 
remain weak and the pandemic persist for longer than expected. As the industry 
continues to invest in renewable energy, recovering these investments (while often 
simultaneously recovering an earlier-than-expected retirement of a coal generating 
facility) may be difficult. Rising interest rates, higher inflation, or a higher corporate tax 
rate all of which would increase the customer bill, could make it more challenging for the 
industry to effectively manage regulatory risk. Similarly, timely recovery of other large 
environmental costs, such as coal ash, further complicates the matter. All of these 
simultaneous challenges will pressure the industry’s ability to effectively manage 
regulatory risk. 

3. Environmental, Social, and Governance (ESG) risks 

Part of the industry’s 2020 weakening of credit quality is directly attributed to ESG risks. 
The industry continues to face environmental hazards, including West Coast wildfires, 
Southeastern hurricanes, and continued exposure to carbon-based emissions. Social 
risks in the wake of COVID-19, including delayed rate case filings, delayed rate case 
orders, and lower-than-expected rate case outcomes have, in certain instances, 
contributed to somewhat weaker financial measures. Lastly, the industry faced high-
profile governance issues in 2020 based on bribery allegations. The subsequent 
investigations in Ohio and Illinois revealed a lack of sufficient internal controls, and 
violations of company policies and code of conduct. The industry regularly interacts with 
policymakers and lobbies on behalf of various laws and regulatory constructs to advance 
its interests. Should the governance issues become more widespread, confidence in the 
utility industry would likely weaken, pressuring credit quality. 

Managing the customer bill is always an important aspect of managing regulatory risk 
but today it is even more so given the pandemic and the effects it has had on the 
economy. The utility industry has benefited over the past decade from lower-cost shale 
gas and historically low interest rates. However, as capital spending continues to drive up 
the customer bill, the industry must find savings elsewhere—from fuel, technology, and 
process improvements—so as not to overburden the customer. Typically a utility that is 
increasing capital spending by $1 would have to identify costs savings of 10-20 cents to 
avoid increasing the customer bill once rate recovery is sought for the new investments.  

Environmental risks are elevated for the industry. Over the past decade it has made 
strides in reducing its reliance on coal fired generation and its associated level of carbon-
based emissions. The industry is no longer the number one North America emitter of 
carbon-based pollutants (see chart 9). Still, about 30% of electric utilities rely on coal-
fired generation that comprises at least 50% of their electricity production. Additionally, 
about two-thirds of those utilities rely on coal-fired generation for more than 70% of their 
total generation. Investors are increasingly focused on environmental issues and we 
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expect the industry will continue to decrease carbon-based emissions by using more 
renewables and batteries. 

Chart 9 

GHG emissions by U.S. economic sector  

 
Source: U.S. Environmental Protection Agency. 

Western U.S. states faced unprecedented wildfire activity in 2020. In our view, this was 
indicative of an environment that is more susceptible to frequent and more severe 
wildfires. Still, California’s investor-owned electric utilities have not caused a 
catastrophic wildfire in 2020. This, and the recent northern California rainfall, is 
supportive of credit quality. While wildfires remain operationally challenging for 
California’s utilities, we believe the benefit of the wildfire fund created through SB 1054 
adds sufficient financial credit enhancements to protect utilities’ credit quality over the 
next several years, absent near-term catastrophic wildfires. 

Higher coal ash costs may be a rising risk for a few electric utilities. Coal ash is a 
byproduct of burning coal. While the industry, in general, has managed this risk, in some 
cases this risk is escalating. 

We believe natural gas will serve as a bridge fuel and do not expect it to expand at the 
rate experienced over the past decade. As such, as coal plants continue to close, we 
expect the electricity output will primarily be replaced with renewables and batteries. 
Despite the utility industry’s already reducing its GHG emissions by about 25% over the 
past decade, we expect it will further reduce its GHG emissions by an incremental 40% 
over the next decade. 
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