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Asia-Pacific Utilities 
Capital spending to pick up amid rate rises, cost increases 
February 2, 2023 
This report does not constitute a rating action 

What's changed? 
Economic outlook. Economic growth in most countries is recovering to pre-pandemic levels with 
the normalization of economic activities and mobility; China's trend growth is moderating. 

Fuel costs. A sharp rise in thermal coal prices and volatile natural gas prices create cash flow 
risks for utilities.  

Interest rates. Interest rates in the region (barring China) have jumped between 100 basis points 
(bps) and 400 bps in 2022, after years of low rates. Interest burden will rise.  

What are the key assumptions for 2023? 
Demand. We expect power-unit demand growth of around 5%-7% in growing markets such as 
China, India, and Indonesia. Power demand growth will be flat in mature Pacific markets. 

Margins. Regulatory frameworks will allow better cost pass-through in 2023. Price caps on 
regulated utilities and market risk for unregulated players may lead to margin pressures.  

Leverage. Rising interest rates, growth, and capital expenditure (capex) will keep leverage 
elevated. Utilities in the region will operate at around 5x-6x debt/EBITDA.  

What are the key risks around the baseline? 
Capex, acquisitions. We expect elevated capex for growth, energy security and renewables. 
Aggressive debt-funded growth and acquisitions could weaken credits. 

Energy transition. Energy security considerations in China and India will lead to more coal plants 
in those countries, though renewables will outpace these additions. Evolving government 
policies, carbon taxes will determine the pace of energy transition. 

Exogenous shocks. These would likely encompass economic slowdown, higher interest rates, 
and volatile currency rates.  
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Ratings Trends: Asia-Pacific Utilities 
Chart 1  Chart 2 

Ratings distribution  Ratings distribution by region 

 

 

 
Chart 3  Chart 4 

Ratings outlooks  Ratings outlooks by region 

 

 

 
Chart 5  Chart 6 

Ratings outlook net bias  Ratings net outlook bias by region 

 

 

 
Source: S&P Global Ratings. Ratings data measured at quarter-end. 
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Industry Credit Metrics: Asia-Pacific Utilities 
Chart 7  Chart 8 

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

 

 

 

Chart 9  Chart 10 

Cash flow and primary uses  Return on capital employed 

 

 

 

Source: S&P Global Ratings, S&P Capital IQ.  
Revenue growth shows local currency growth weighted by prior-year common-currency revenue share. All other 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. Most recent (2022) figures for cash flow and primary uses 
and return on capital employed use the last 12 months’ data. 
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Industry Outlook: Australia and New Zealand 

Ratings trends and outlook 
The credit outlook is mixed for Australian utilities. Regulated utilities across Australia and New 
Zealand should benefit from high inflation and have a stable profile over the next two-three 
years. We expect regulation to remain supportive as the industry navigates its way through the 
energy transition phase, particularly the gas sector. In contrast, the outlook for Australia's 
unregulated segment is negative for the next couple of years, primarily due to asset-reliability 
issues and margin pressure. Such constraints may contribute to uncertainties about supply. The 
New Zealand-based generators and retailers are relatively secure, given the wide buffers in their 
financials. Nonetheless, the increasing intensity to move away from fossil fuel and associated 
capital investments, the funding approach and pace of this change remain key risks to the sector 
over the next three-five years.  

Main assumptions about 2023 and beyond 

Regulated utilities will derive a net benefit from higher inflation offsets, alongside some increase 
in costs. Electricity networks are insulated from volume risk, while the gas network could see a 
plateauing of demand due to higher prices and some shift toward electricity. Midstream entities 
are likely to see short- to medium-term contract tenors and/or pricing pressures. Australian 
electricity network owners will increasing pursue transmission network investments as the states 
attract several large renewable projects. While most rated regulated entities have existing 
balance-sheet capacity to accommodate smaller capex for such connections, large projects will 
require shareholder support or a funding structure of some kind. 

The Australian market has seen rapid and significant developments since mid-2022 to secure 
energy supplies at reasonable cost over the foreseeable future. It is a story of "better late than 
never" given the repeatedly poor reliability of coal plants and their accelerated closures. 
Recently, the federal government instituted a one-year coal/gas price caps for generators for 
new/spot fuel contracts to limit the impact of runaway thermal and gas prices on consumers. 

1. Flat demand; higher energy prices 

Mature market, volatile prices, and increasing rooftop solar capacity will restrain demand for 
electricity and gas. High inflation flowing to unit tariff adjustment and asset indexation will 
benefit regulated utilities. High fuel costs (coal and gas) and the poor reliability of coal plants 
remain a cashflow risk for the Australian integrated generators/retailers.  

2. Operating expenses and margins 

Higher inflation will raise labor and supplier costs. Regulated utilities will see lower out-
performance of their allowances. High fuel costs will crimp the margins of Australian 
integrated utilities despite the recently implemented coal/gas price caps for generators,  
and increases in consumer tariffs.  

3. High capital investments and long-term strategy on energy transition 

Several renewable projects underway in both Australia and New Zealand by rated entities 
should reach completion by end of 2024. Decarbonization efforts will encourage project 
developers to scope large new projects, both regulated and unregulated. that will drive their 
capex profile over the next 5-10 years. Funding and project structures will affect the credit 
quality of rated incumbents.  
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There is also a mechanism to support existing coal contracts of fossil fuel generators in the 
states of Victoria and Queensland. This is expected to add incentives to fossil-fuel plants to add 
output. However, high inflation and interest rates, cost pressures, capital investments to 
maintain plant reliability and regulated retail tariffs will restrain the profitability of the integrated 
players over the next few years. The federal and state legislation for the prices are in place.  

Only known and committed capital expenditure are included in our assessments, Australia is 
facing an elevated level of capital investments to support decarbonization by the states and the 
federal government. The states' pursuit of renewable projects at designated sites encompass 
network development. The Australian Energy Market Operator  is also scoping several large 
interstate network projects to support these developments over the next decade. The size of 
some of these projects means incumbents will need shareholder support to fund them; 
otherwise, the market could see new players. Attractive returns and regulatory support will also 
be a key ingredient for the successful completion of these large network investments.  

In contrast, the New Zealand energy market remains stable and is likely to see measured growth. 
Interest in large-scale solar seems to be gaining interest, although wind and geothermal projects 
remain the frontrunners. Prudent risk management and balance-sheet buffer should keep the 
sector stable.  
Chart 11 

Size of Coal Generation Exits Create Urgency Around Generation Capacity In NEM 
Expected closure of coal power stations 

 
*reflects remaining capacity. §approximate closure. Source: AEMO, S&P Global Ratings. 
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Key risks or opportunities around the baseline 

The effects of high inflation will flow to the industry in several ways and inflation effects are not 
likely to abate in the next two years at least.  Besides labor costs, time delays/disruption due to 
supply chain issues is a risk outside the control of the entities. Even if order lead times are 
managed, manufacturing and shipping delays can occur. Fixed-price time contracts are 
becoming less common due to inherent risks to contractors, bringing some risks back to entities. 
Some rated entities undertaking new projects have seen some time delays (Contact Energy, 
Mercury) but they have a portfolio of assets and the financial buffer to withstand these delays.  

Contractor fallout, such as Clough in Australia, is another risk to the industry. This is particularly 
relevant given the large, planned investments in the sector over the next two-eight years. Project 
costs could escalate, impacting developers and consumers in the long run. Where state 
governments are accelerating tenders for renewable developments, the quality of project 
proponents (their credit strengths, experience, and ability to execute) will become increasingly 
important to achieve completion.  

As alluded to above, the energy sector in Australia will see high levels of investment for many 
years. Chart 1 shows the scheduled retirement of coal fired capacity in the NEM over the next 10 
years by state and it is sizable. Conservative estimates indicate 8 GW of coal fired retiring by 2030 
of the total 25 GW currently in the market and we expect this will accelerate further.   

We will assess this in the context of balance sheet strength of the sector and ownership support.  

• Expansion of regulated utilities into contracted or unregulated business could see their 
business profile change.  

• Unregulated cash flows exceeding 20% of total cash flows may prompt a reassessment 
of the business risk. We do not see this as an immediate risk among the rated entities.  
Shareholder support remains positive in this sector. 

• Investment in the unregulated renewable sector remains fragmented and this sector will 
likely see an evolutionary change in the next two-three years.  

• The three main incumbent integrated generators/retailers holding a large proportion of 
fossil-fuel generation assets face a strategic shift that may prove existential. 

1. Inflationary pressure on capital projects  

Labor shortage and costs, supply chain issues, or contractor failures can escalate budgeted 
costs. While regulated utilities could recover some of these added costs over time, integrated 
utilities are more exposed based on the size and duration of their projects and contracting 
approaches.  

2. Balance sheet management versus growth 

High debt levels in the sector and current high funding costs are inherent risks. Regulated 
utilities with ambition to pursue large, contracted networks may have to watch their balance 
sheet capacity. The pace of growth or project structure adopted by integrated utilities as they 
grow their renewable portfolio can present risks.  

3. Pace of energy transition and rules 

This is an external risk factor not necessarily within the control of the industry players. 
Included here are the government policies, and possible changes to market rules, regulation, 
and technology. While this is difficult to quantify and factor into our base case assumptions, 
we believe these are unlikely to be abrupt. 
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• An estimated 10,000 km of transmission lines to be built to reenforce the national grid to 
support the transition by 2030. The task is massive and dollars yet to be estimated.   

Growth in the New Zealand market will likely be measured and disciplined. Energy transition in 
the electricity sector is subdued compared with Australia, as New Zealand entities already derive 
85% of their electricity from renewable sources. Still, the market expects to see growth in wind, 
solar, battery or integrated developments to reach their target of 100% renewable energy by 
2030. 

There is more to come from a policy angle. Government policies incentivizing electrification 
remain uncertain. The measures may pose a transition risk to regulated gas distribution 
businesses. In July 2022, the Victorian Government outlined Its "Gas Substitution Roadmap" and, 
in December 2022, the Australian Commonwealth Government signaled that an electrification 
package will be included in its May 2023 budget. The size, scope, and impact of these packages 
remains unclear as do any compensatory legislative or regulatory changes. We will continue to 
monitor and evaluate developments as they occur. 
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Industry Credit Metrics: Australia and New Zealand 
Chart 12  Chart 13 

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

 

 

 

Chart 14  Chart 15 

Cash flow and primary uses  Return on capital employed 

 

 

 

Source: S&P Global Ratings, S&P Capital IQ.  
Revenue growth shows local currency growth weighted by prior-year common-currency revenue share. All other 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. Most recent (2022) figures for cash flow and primary uses 
and return on capital employed use the last 12 months’ data. 
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Industry Outlook: China and Hong Kong 

Ratings trends and outlook 
We have a stable outlook for the sector, mainly due to utilities' distinct business resilience and 
improving cost pass-through. Entities' solid financing capacity will support elevated capital 
expenditure (capex). 

Main assumptions about 2023 and beyond 

Chart 16 

China Is Accelerating Grid Investment 

 
e--Estimate. Bil.--Billion. RMB--Chinese renminbi. Source: Wind, National Energy Administration, S&P Global Ratings. 
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1. Revenue growth will rebound and stabilize, tracking China's economic momentum 

Alongside China's slowing trend growth, power consumption growth will stabilize at 5%-6%, 
after a likely recovery of around 6% in 2023, in our view. This assumes real GDP growth of 
4.8% in 2023, from 3% in 2022. We estimate the growth of natural gas consumption will 
moderate to around 5% in 2023, bouncing back from shrinkage of -1% to -2% in 2022 (mainly 
due to price surges and muted demand). Still, disruptions to industrial and commercial 
activities, due to waves of COVID infections after the recent removal of restrictions, could 
encumber recovery in early 2023.  

2. Profitability is returning and stabilizing, as cost pass-throughs improve  

Deepening market reforms in China should facilitate a greater transparency about energy 
supply and demand. The cost pass-through for coal-fired independent power producers (IPPs) 
is improving for these entities, even though it may not be sufficient in some cases to offset 
losses. A growing use of market-based trading, more flexible on-grid tariff setting, ramped up 
domestic thermal coal production, regulatory caps on coal prices, and city-gas distributors' 
cost controls will be the key industry dynamics over the next few years.  

3. Capex will continue to increase moderately, squeezing returns on capital 

This will drive up debt. Renewables' investment will continue to rise, as China moves toward 
its decarbonization goals. In the next few years, energy security considerations will boost coal 
power installation. Spending on grid expansion, particularly ultra-high voltage, and energy 
storage facilities is accelerating. This will accommodate a higher mix of renewables 
generation and improve transmission across regions. 
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In 2023, power consumption growth could rebound significantly from the low level set in 2022, 
alongside an expected revival of economic activity later in the year. In 2022, growth almost halved 
to 3.6% (from an average of 7.1% over 2020-2021), when severe COVID lockdowns and restrictions 
hit the economy. In particular, industrial power consumption--representing two-thirds of total 
consumption--grew only 1.2%. China continues to maintain a high level of energy self-sufficiency, 
with domestic fuel sources supplying more than 80% of the country's energy consumption, 
according to the National Energy Administration (NEA).  

Despite the continued geopolitical uncertainties, coal-price regulations partially alleviate China 
IPPs' fuel cost pressure, as does power producers' ability to strike contracts for one year and 
above with suppliers and customers. Increasing imports of piped natural gas and long-term 
contracts for liquefied natural gas (LNG) will help city gas distributors reduce their exposure to 
spot price volatility over the next few years.  

China has also shown an ability to ramp up its domestic coal and gas production when import 
volumes drop. The country increased production of coal by 9% in 2022 (year on year), and of gas 
by 6.4%, amid reduced imports.  

Chart 17 

China Is Ramping Up Its Coal Production 

 
Mil.--Million. YoY--Year-on-year. Source: Wind, National Statistics Bureau, S&P Global Ratings. 

Chart 18 

China Cut Gas Imports In 2022, Amid Surging Prices 

 
Bcm--Billion cubic meter. YoY--Year-on-year. Source: Wind, National Statistics Bureau, S&P Global Ratings. 
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China ambitiously aims to boost its wind and solar power installed capacity to over 1,200 
gigawatts (GW) by 2030, when its coal use will peak. This indicates a growth of nearly 60% over 
the following eight years. In 2022, installed capacity for solar power increased 28.1% from the 
same period in 2021, handily outpacing gains to overall power generation capacity (of 7.8%). Its 
installed capacity for wind power rose 11.2% over the same period.  

Chart 19 

Renewables Will Form A Growing Part Of Power Generation Capacity 

 

YoY--year-on-year. Others--mainly Nuclear. Source: Wind, National Energy Administration. S&P Global Ratings.  

Renewable projects have been in a state of "grid-parity" since 2021. Declining construction costs 
for renewable projects have enabled renewable producers to maintain competitiveness. This 
cost drop will help entities manage an end to government subsidies on new projects. Investment 
returns will likely stay resilient, underpinned by improving utilization hours and the increasing mix 
of market-based trading. 

Major state-owned IPPs are driving China's energy transition, which in turn drives the country's 
decarbonization efforts. Firms with lower clean-energy mix are more aggressively enhancing their 
renewables-backed capacity. Approval for new coal-fired capacity is accelerating, but this 
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Capital spending by rated gas distributors may be deployed mainly to LNG terminal construction 
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For most of our rated utilities, key credit metrics are likely to improve moderately in 2023-2024. 
This is even as growing capex pushes up debt. Financing access will remain favorable and 
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drop 2%-4%, on average, in 2023-2024, following a 14% increase in 2022. The 20% on-grid power 
tariff hike above the base tariff introduced in most provinces in China has been insufficient to 
compensate for the increased coal costs prevailing since 2021. An additional 5%-10% tariff 
increment from the 2021 level would be needed to restore IPPs' profitability, in our view. 

An increasing profit contribution from renewables will help offset lost earning in the coal 
segment in 2023-2024. A very high percentage of the power generation gross profit will come 
from renewables. Guarantees on minimum utilization hours will continue to underpin earnings 
from grid-parity projects. Such projects contributed just 5%-10% of cumulative renewable 
capacity as of 2021. 

Chart 20 

Thermal Power Generation Is Dropping As A Share Of The Total 

 
Others--mainly Nuclear. Source: Wind, National Statistics Bureau, S&P Global Ratings. 
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Key risks or opportunities around the baseline 

We expect the regulatory framework will remain supportive as China's power segments adjust to 
a cleaner and more competitive energy market. Despite the recent deregulations, market-based 
rules still are not as complete as those used in developed markets. Most segments will see fading 
subsidies and more market-based pricing. For a few, regulatory scrutiny will increase.  

To partially make up for IPPs' coal-power losses in 2021-2022, the central government injected 
about RMB30 billion as capital into the entities. Beijing also authorized RMB200 billion of so-
called "special bonds" (designed to boost the country's energy security) to enhance domestic 
energy supply. Local governments' own issuance of special purpose bonds can be used to back 
energy projects. Authorities also cap coal prices at RMB570/ton-RMB770/ton and require IPPs to 
sign annual coal contracts with suppliers. Coal spot prices should not exceed 1.5x the price 
guidance. 

The Chinese government aims for full market liberalization of upstream and downstream pricing 
with its gas reforms, excluding residential users. It will do this while keeping midstream 
transmission and distribution under tight regulatory control. This may gradually reduce 
inefficiency in the current pricing framework, whereby upstream gas prices, which are largely 
dictated by the three national oil giants are more reflective of market-based supply and demand 
dynamics, while local governments still influence end-user retail prices.  

More provinces and cities have rolled out or amended gas policies on pass-through mechanisms, 
which involve increased transparency. They have started to include details on the thresholds to 
trigger adjustments (typically a 5%-10% cost increase from a previous adjustment cycle) and a 
specified limit on price adjustments. Also, regulators are phasing out a hearing process 
previously required for the adjustment of residential gas prices. 

  

1. Power demand growth slowdown will squeeze IPPs' utilization hours 

Utilization hours will moderate as China's trend growth slows to 4.4% over 2022-2030. Coal-
focused power producers could be most affected. Their transition to renewable-energy will 
accelerate, resulting in a lower average utilization rate compared with their coal-powered 
production. Coal power will remain the key baseload source at least until 2030. 

2. Ineffective or delayed cost pass-through could hurt margins 

In some situations, government interventions could constrain and delay tariff increases. Some 
local governments may want to prioritize economic growth, or ensure power and gas rates stay 
affordable. This may be especially true for regions with a preponderance of energy-intensive 
industries, or users in some less-developed regions. This could squeeze utilities' profits. We 
note the resilience of these entities, however. Most of our rated utilities maintained rating 
headroom in 2021-2022 when fuel prices soared, and cost pass-throughs were meager. 

3. Heavy spending in renewables and growing environmental costs  

Persistently high capex for renewable projects, on top of likely utilization declines and 
increasing carbon costs, could undermine the credit standing of some rated IPPs. The central 
government's accelerated efforts to settle huge outstanding renewables tariff subsidies could 
somewhat relieve firms' liquidity strain, along with green-power trading.  
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Industry Credit Metrics: China and Hong Kong 
Chart 21  Chart 22 

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

 

 

 

Chart 23  Chart 24 

Cash flow and primary uses  Return on capital employed 

 

 

 

Source: S&P Global Ratings, S&P Capital IQ.  
Revenue growth shows local currency growth weighted by prior-year common-currency revenue share. All other 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. Most recent (2022) figures for cash flow and primary uses 
and return on capital employed use the last 12 months’ data. 
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Industry Outlook: South and South-East Asia 

Ratings trends and outlook 
We have a stable rating outlook in 2023 for our rated portfolio of largely regulated utility majors 
and few IPPs. We expect governments to allow regulated utilities to recover full costs either 
through tariffs or subsidies, though the timeliness and effectiveness will vary significantly across 
the region. Rated IPPs will also be able to pass through fuel costs under existing contracts. 
Aggressive capex, leveraged acquisitions, and an inability to recover rising interest and fuel costs 
remain the key risks for ratings.  

Main assumptions about 2023 and beyond 

Economic growth to drive demand 

Normalization of economic activities and mobility will drive power demand in 2023.  

We expect strong consumption in the more domestically led economies of India, Indonesia, and 
the Philippines. Our economists expect India's output will expand 7% in fiscal 2023 (year ending 
March 31, 2023) and 6% in the next fiscal year. Indonesia and the Philippines should both grow at 
least 5% in 2023.  

We have seen healthy power demand growth in most markets in 2022 and forecast future growth 
largely in line with GDP growth trends (except for Vietnam, which will likely outpace GDP growth).  

  

1. Healthy economic growth to support power demand 

Relatively healthy GDP growth in South and Southeast Asian economies will drive power 
demand. We project around 5%-7% annual power unit demand growth in fast-growing 
emerging economies such as India, Indonesia, and the Philippines. The more developed 
economies of Singapore, Malaysia, and Thailand will experience increased power demand of 
around 3% annually.  

2. Earnings to stabilize with a return to pre-pandemic regulatory frameworks 

We expect regulatory interventions and support in capping tariffs to subside, reverting to pre-
pandemic tariff frameworks. Regulatory tariff frameworks for most regulated utilities will 
allow for fuel-cost pass-through, either directly through tariffs, or through subsidies. 
Unregulated players will also benefit from contractual mechanisms to pass through fuel 
costs. Renewable players with 80%-plus EBITDA margins are less exposed to increases in 
operating costs and are thus largely protected. 

3. High capex and rising interest costs will keep leverage elevated 

Rising interest costs will keep interest coverage tight and leverage high. Significant growth 
capex for Indian renewables, increasing investments in power grids (by transmission 
companies and integrated power majors) and increasing investments for energy transition by 
fossil fuel majors will keep leverage elevated for most rated utilities.  
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Table 1 

Electricity Demand Growth 

Country  2022e  2023-2025f 

India Low double-digit growth for the year. Monthly YoY growth have been in the range of 10%-15%. 7% 

Indonesia 6M 2022: 6.7% growth YoY 4%-5% 

Philippines Mid single-digit growth for the year 5% 

Malaysia 9M 2022: 8.1% growth YoY 2%-3% 

Thailand 9M 2022: 4.4% growth YoY 3%-3.5% 

Singapore Low single-digit growth for the year 3% 

Vietnam 6M 2022: 4.6% growth YoY Around 10%-12% 

e--Estimate. f--Forecast. M--Month. YoY--Year-on-year. Source: Central Electricity Authority, Indonesia's Electricity Supply 
Business Plan 2021-2030, PT Perusahaan Listrik Negara (Persero), Thailand's Energy Policy & Planning Office, government 
and company reports, S&P Global Commodity Insights, S&P Global Ratings. 

 

Return to pre-pandemic regulatory framework 

A sharp increase in fuel costs together with the pandemic's economic dislocation have created 
uncertainty about the otherwise stable regulatory environments in South and Southeast Asia. 
Tariff caps and regulatory interventions to protect consumers during the pandemic have since 
been extended in some countries to shield economically weaker sections from tariff shocks. This 
has hit most utilities, but we believe the broader tariff philosophy remains intact. 

We expect most countries to reduce interventions and revert to pre-pandemic regulatory 
frameworks and tariff mechanisms. Deferred tariffs have been ballooning in most countries, 
putting pressure on the financials of state-owned utilities, prompting governments to act. 
Accordingly, we expect tariffs to revert to pre-pandemic principles. The specifics of these steps, 
and their effectiveness, will vary country by country across South and Southeast Asia.  

While strong regulatory frameworks protected utilities in Singapore and India, the entities were 
not immune to negative government interventions. A quick reversal to well-tested automatic 
pass-through mechanisms would reinforce the stability of the frameworks of Singapore and 
India. For Indonesia, tariff caps would continue, resulting in a higher subsidy burden on the 
government. The Malaysian government will likely restore semi-annual tariff adjustments. If the 
government intervenes against the utilities, we expect it to provide direct compensation to the 
affected firms.  
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Table 2 

A Brief History Of SSEA Pandemic-Era Interventions  

Country Nature of intervention and impact Expected resolution 

Singapore Outstanding tariff deferrals of S$448 million accumulated 
over 2021 and 2022. 

To be recovered equally over next three years. 

India Negative intervention by some state regulators in capping 
and deferring recovery over the past two years.  

Tariff recovery to be allowed in 2023 (with some caps) and full 
recovery from 2024. 

Indonesia Tariffs for most categories largely unchanged since 2019 
despite sharp rises in fuel costs. Government subsidies and 
deferred compensation for H1 2022 of IDR56 trillion jumped 
sharpy from IDR33 trillion for the same period in 2021.  

We expect monthly payment of subsidies.  

Malaysia Imbalance Cost Pass Through (ICPT) mechanism has at least 
a six-month lag and requires government approval for raising 
tariffs due to higher fuel costs.  

The government has provided rebates/guarantees to prevent the 
entire burden falling onto consumers, though the utilities' 
earnings have been largely protected. We expect a similar trend to 
continue. 

Thailand Accumulated THB122 billion (as at August 2022) to subsidize 
higher fuel costs amid a capping of prices; the government 
has retained some relief measures in 2023.  

In the meantime, the government has provided guarantees on a 
THB85 billion loan for the power major to fund working capital. 
Key to our assessment of the entity's credit profile will be its 
ability to recover dues and receive adequate and timely recovery 
of the actual changes in fuel prices.  

SSEA--South and Southeast Asia. H--Half. IDR--Indonesian rupiah. THB--Thai baht. Source: S&P Global Ratings. 

IPPs in Thailand and Indonesia will be able to continue to recover over three-quarters of fuel cost 
increases under their power purchase agreements. This will protect their credit profiles. Also, 
renewable players with limited operating costs and high EBITDA margins are largely protected. 
They have ample access to semi-skilled labor for maintenance, and increasing automation 
further cuts operating costs.  

Credit metrics and financial policy 
Indian renewables with aggressive growth capex will maintain ratios of debt to EBITDA of over 6x, 
and interest coverage of about 1.5x. Utilities in growing markets such as India and Indonesia will 
operate at around 5x debt/EBITDA because of growth in capex. Power majors in mature and fully 
electrified markets such as Singapore and peninsular Malaysia will operate around 2x-4x 
debt/EBITDA, aided by positive free operating cash flows.  

We believe high interest costs and rising investment in energy transition will delay the 
deleveraging of fossil-fuel powered utilities even as they have been scaling back traditional 
investments into coal plants. High valuations in the renewable segment, the limited experience of 
some utilities in the renewable space, and the entry into new, more challenging markets create 
further risks to already high leverage.  
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Key risks or opportunities around the baseline 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Rising interest rates 

Increasing interest rates globally will increase the interest burden on utilities. Regulations allow 
many of them to pass on increases in interest costs to end consumers, protecting their cash 
flows. Given government interventions prevent some utilities from passing on rising fuel prices, 
higher interest costs could create similar risks. Since the cost of debt is rising very sharply and 
most utilities are leveraged, this can create significant pressure at a time when governments are 
also struggling to contain inflation. However, we expect most regulators to allow a timely 
recovery of interest costs. 

Unregulated utilities, private renewable players in India and utilities that are unable to pass on 
increases in interest costs will be more exposed. Projects acquired at aggressive bids assuming 
perpetually lower borrowing costs may face additional risks to their profitability. Regulated 
utilities that can pass through higher costs will remain largely protected.  
Table 3 

Policy Rate (Year End) 

% 2021 2022e 2023e 2024e 2025e 

India 4 6.25 5.5 5 5 

Indonesia 3.5 5.25 5.5 5 5 

Malaysia 1.75 2.75 3.25 3.5 3.5 

Philippines 2 5.5 5.5 4 4 

Thailand 0.5 1.25 2.5 2.25 2 

Note: For India, 2021 = FY 2021 / 22, 2022 = FY 2022 / 23, 2023 = FY 2023 / 24, 2024 = FY 2024 / 25, 2025 = FY 2025 / 26.  
e--Estimate. Source: S&P Global Economics. 

 
  

1. Higher funding costs  

Rising rates will increase the interest cost for utilities. Most regulated utilities can recover this 
through tariffs or subsidies. However, unregulated power players and renewable companies 
could be exposed. If interest rates remain higher for longer, it can cause credit strains. 

2. Delays or inability to fully pass-through fuel costs 

A sharp rise in fuel costs and an inability to fully pass on these costs could hurt cash flows. 
Some regulatory frameworks have a lag, while we have seen limited negative intervention in 
capping tariffs/providing rebates in even those markets with robust regulatory frameworks 
(such as Singapore and India). Significant gaps could erode margins and put pressure on 
working capital. 

3. Increasing impetus for renewables can create some uncertainties for fossil players 

Most countries in South and Southeast Asia are committing to renewables and reducing their 
high dependence on fossil fuels. Governments have not imposed a carbon tax in most South 
and Southeast Asian countries. But this will likely come into play as governments move from 
incentivizing renewables to penalizing coal. Energy transition creates the risk of lower returns, 
regulatory uncertainty, additional costs and--in extreme cases--risk of stranded assets for 
fossil fuel majors. 
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Fuel costs remain a wild card 

Thermal coal prices remain at over three times the level seen at beginning of 2021, while natural 
gas prices have been volatile since Russia invaded Ukraine. Further, as many governments 
intervened to cap tariffs or defer tariff hikes, regulated utilities had to bear the burden of rising 
energy costs. For all our rated utilities in South and Southeast Asia in 2022, this burden was 
manageable. However, if this state of play continues, particularly if fuel costs rise sharply in 2023 
from an already elevated base, this would add risk to utilities.  
Chart 25 

Thermal Coal And Natural Gas Prices 

 
*our price assumptions for 2023, 2024, and 2025. §Newcastle coal. †Henry Hub Natural Gas. mt--Metric ton. mmBtu--Million 
British thermal units. Source: S&P Global Commodities Insights, S&P Global Ratings. 

 

Risks from energy transition 

In 2022, power demand increased sharply due to a general economic recovery and a broad-based 
scrapping of mobility restrictions. To supply increased electricity needs, coal use rose in 
countries such as India and China. We believe this was a temporary reversal in an otherwise clear 
trend to raise the weighting of renewables in the fuel mix. A high fossil fuel dependence at over 
three-quarters of generation for most South and Southeast Asia countries makes energy 
transition an urgent issue. Developing economies, high growth, and the heavy investment needed 
for energy transition will create further challenges.  

Most governments are coming out with incremental policy announcements to tackle climate 
change, but lack a definitive plan. This creates uncertainties for the fossil fuel majors as well as 
renewable players. Carbon tax has yet to effectively force energy transition in the region, for 
example. Indonesia has continued to postpone its proposed carbon tax due to concerns about 
inflation and affordability.  

However, we believe that--as energy transition accelerates and fuel costs subside--governments 
across the region will adopt some form of carbon tax (to disincentivize coal) or renewable energy 
certificates (to incentivize green power). Indonesia also plans to retire coal plants and fast-track 
renewables, with the help of foreign aid. In India, the intermittency of renewables is driving many 
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players into pumped storage and green hydrogen (among other untested areas), where they have 
limited experience and project returns are uncertain.  

We have also seen some market players (particularly in Thailand) seek a more aggressive 
transition using expensive acquisitions, as domestic organic opportunities are limited. This can 
lead to higher leverage. Vietnam's policy shift of not adding new coal plants has created 
uncertainties for previously planned capacities, which may likely be shelved.  
Chart 26 

Fossil Fuels Will Remain Dominant In SSEA 
Electricity generation by source (2021) 

 
SSEA--South and South-East Asia. Source: BP Statistical Review of World Energy 2022, Energy Market Authority, Philippines 
Department of Energy. 
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Industry Credit Metrics: South and South-East Asia 
Chart 27  Chart 28 

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

 

 

 

Chart 29  Chart 30 

Cash flow and primary uses  Return on capital employed 

 

 

 

Source: S&P Global Ratings, S&P Capital IQ.  
Revenue growth shows local currency growth weighted by prior-year common-currency revenue share. All other 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. Most recent (2022) figures for cash flow and primary uses 
and return on capital employed use the last 12 months’ data. 
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