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Industry Top Trends 2020 
Utilities-Asia Pacific 
Burning issues include resets and renewables  

What’s changed? 
Renewables drive capex. Utilities in much of the region will need to invest to 
broaden the energy mix. This burden will hit at a time of slowing energy demand. 

Subsidy ride ends in China. The country's renewables sector will have to get by 
largely on market competitiveness, as major subsidies for development and 
generation head toward expiry. However, incentives for first dispatch will continue 
to boost offtake versus coal. 

India's investments to slow. Leading power companies in India will see less frantic 
investments over the next two years as demand slows and the existing gap in 
network narrows. 

What to look for in the sector in 2020? 
Regulatory resets. Australia and several Southeast Asian countries face regulatory 
resets at a time when governments are worried about consumption, given slowing 
GDP growth. Pressure for lower tariffs could mount. 

Narrowing headroom. While outlooks are stable for developed-market utilities, we 
expect financial headroom to narrow. This is due to declining returns combined with 
limited scope to reduce investments. 

Coal-fired generation. The sector's competitiveness in China will continue under 
pressure from softer demand and market reforms. Across the region, pressure to 
phase out and decommission remains high as renewables supply grows. 

What are the key medium-term credit drivers? 
Energy mix. China's targets on renewables remain the region's most ambitious in 
terms of transition. Elsewhere energy-mix changes are also key issues, with fossil 
fuel first on the chopping block in oversupplied markets. 

Financing costs for coal. We expect investors to shy away from fossil fuels as 
"green" mandates become increasingly important. Coal is particularly vulnerable to 
rising costs as a result. 

Climate-related calls. The politics of climate change could lead to big changes in 
Australia's gas development, China's nuclear agenda, and still high demand for gas.  
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Ratings trends and outlook 
Utilities--Asia Pacific 
Chart 1 Chart 2 

Ratings distribution Ratings distribution by country/region 

Chart 3 Chart 4 

Ratings outlooks Ratings outlooks by country/region 

Chart 5 Chart 6 

Ratings outlook net bias Ratings net outlook bias by country/region 

Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2019 is end October, 2019 
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Industry credit metrics 
Utilities--Asia Pacific 
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 Global Market Intelligence. All 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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Australia and New Zealand 
Key assumptions 

1. Lower returns for regulated utilities  

Low interest rates imply lower regulated returns on utilities (network/pipes) where resets 
are scheduled over the next two to three years. There could be small increases in 
unregulated/contracted income for some players based on select market opportunities.  

2. Margin pressure for Australian unregulated power sector 

Low to flat demand, retail price regulation, still-high gas and wholesale electricity prices, 
and weakening profitability of the baseload coal plants will weigh on margins in Australia. 
Largely stable operations for New Zealand integrated players based on mean hydrology.  

3. High capex for regulated utilities based on approved regulatory allowances  

We expect regulated utilities to outperform their allowances for growth and replacement 
capital expenditure (capex) over the next few years as they see efficient ways to execute 
them. Projects associated with integrated-system planning are still outside of our 
assumptions as these are yet to be approved. In contrast we expect only modest 
increases in capex for the Australian integrated generators/retailers. New Zealand will 
see some uptick in new generation investment with three players having announced new 
windfarm or geothermal projects.  

Key risks and opportunities 

1. Nature of investments will evolve for regulated utilities  

External factors will have a greater influence. Rapid growth in renewables, decentralized 
generation including rooftop solar, and potential for increasing use of batteries will 
continue to challenge market rules and regulators to determine the focus of investments. 
We expect growth of the existing regulated asset base to be in the low single digits over 
the next five to 10 years, as capex plans are closely scrutinized.  

2. Negative intervention risks for Australian integrated utilities.  

Still-high energy prices (gas and electricity) and costs to end consumers could lead to 
further negative intervention by the Australian government. Therefore earnings risk 
remains high for the sector in Australia with greater pressure on smaller players. In New 
Zealand, pricing pressure is more likely to come from possible excess supply should the 
energy-intensive Tiwai aluminum smelter close. Tiwai is currently subject to strategic 
review by its owners and will have to give 12 months’ notice prior to its closure.  

3. Lower returns to hurt shareholder returns and limit ratings headroom 

Expected lower returns of capital over the next two to three years will diminish 
shareholder returns. If interest rates remain low, we also expect some erosion in the 
financial headroom for most rated regulated entities. This could limit their ability to 
undertake large transmission projects being planned or grow in the 
unregulated/contracted space without adequate shareholder support. 



Industry Top Trends 2020: Utilities – Asia Pacific 

S&P Global Ratings November 21, 2019     5 

Our rated portfolio of 22 utilities in Australia and New Zealand includes 14 entities that 
derive the majority of their cash flows from regulated operations. This includes regulated 
electricity networks (with no exposure to demand) and regulated gas networks (with some 
exposure to gas volumes). Quite a few face regulatory reset in the next six months to two 
years--March 2020-June 2021--and our forecasts factor in lower rates of returns in line 
with the current interest rate environment. 

The lower returns will reduce revenue but will be largely offset by lower cost of debt and 
interest expense. As such, the negative pressure on the cash flow leverage metrics--
funds from operations to debt--will not be material enough to affect the ratings. All the 
rated entities in Australia and New Zealand have built some headroom in the lead-up to 
the reset in anticipation of lower returns.  

New Zealand utilities have already established returns under resets that begin from April 
2020. This provides them cash flow visibility to 2025 particularly due to their transition to 
the revenue cap mechanism. 

We expect Australian regulators will remain focused on containing electricity prices for 
the end consumer. In our view, this will result in more scrutiny of operating costs and 
capital investment over the next reset period. Growth in the regulated asset base is likely 
to reduce significantly compared with past resets. Overall, we believe the rated entities 
will strive to operate within the approved allowances for operations and capex as they 
have done in the past. 

S&P Global Ratings estimates Australia’s real GDP will increase 2.4% annually in both 
2020 and 2021. Given the revenue cap for electricity networks, GDP will have limited 
influence. Gas consumption is largely weather-driven for network owners and hence 
likely to have minimal correlation to GDP. 

The renewables challenge 

The rapid growth of renewable power output threatens the profitability of coal-fired 
plants in Australia. This will continue to stir debate on whether some dominant but aging 
coal-fired plants could be decommissioned ahead of schedule due to their declining 
profitability. Although the earliest coal plant closure is expected in 2022/2023 (Liddell), 
the government’s decision to underwriting new generation investment continues to 
present uncertainties for the sector as the details of how this will be implemented are 
unclear. 

Nonetheless, in the past year, wholesale power prices have not shown the backwardation 
(decline) that the market expected. This was due to high volatility of renewable output, 
peak demand outside of intraday periods, and several outages of coal-fired plants. Also, 
backwardation of pricing could be pushed out further with brakes on a few renewable 
projects due to network constraints. 

The above factors, together with regulation of retail pricing, mean earnings pressure 
remains high for the Australian integrated utilities. Lower churn rates and lower 
marketing costs will reduce the cost to serve, but these will be at the margin. All the rated 
entities have estimated the impact of regulatory pricing for the next year or two and the 
impact is factored into our forecasts for the sector. However, the unknown is how the 
retail pricing will be adjusted after 12 months from July 2020. 

Ongoing drought and high gas prices are also negative for the sector and the option of 
gas-fired plants to support reliability appears increasingly expensive. Entities with 
shorter-term gas contracts will be more exposed due to gas pricing.  

The recent curtailment of several solar and windfarms has prompted a debate on 
transmission pricing approach for new projects. Proposals by market regulators do not 
appeal to the proponents of renewable projects and this space will get some clarity over 
the next 12 months. 

Australian 
regulated utilities 
brace for lower 
regulatory returns; 
New Zealand 
utilities have 
visibility over the 
next five years given 
their recent resets 

Rapid growth of 
renewable power 
poses a challenge 
to integrated 
players and market 
regulators in 
Australia. 
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New Zealand  

The largely renewable (about 80%) based New Zealand power market is benign given the 
balanced demand and supply to date. Hydrology risk is factored into our assumptions 
using mean hydrology as a starting point and assessing the impact of deviations. Rated 
entities maintain headroom in their finances to manage the hydrology risks, which can 
lead to some wild swings in cash flows. Intense retail competition has been a feature of 
this market, keeping pressure on margins. 

The New Zealand market could see some excess power and pressure on prices should the 
Tiwai smelter choose to close down. The smelter accounts for about 13% of power 
consumption in the country; however the earliest full-year impact is more likely in fiscal 
2022. If Tiwai closes, and the three major renewable projects (including geothermal and 
wind) announced were to progress as planned, then the New Zealand market will likely 
see more thermal units close, taking the renewables generation to more than 95% of 
supplies. 

Australia  

Several gas development opportunities exist in the Australian market. However, whether 
they can go forward is unclear, given that various regulators and state governments have 
a moratorium on development of gas resources. Also, high gas prices have led a few 
players to propose plans for liquefied natural gas (LNG) import terminals, but the 
progress on design, planning, and implementation has been delayed in the absence of 
clear energy policies. Likewise, large gas resources (Narrabri, Gallilee, Beetaloo) have 
been identified but yet to progress, subject to economics and government approvals. 
Progress of these could then lead to new gas pipelines to connect them to existing grids.  

On the network side, the market regulator has identified multiple large-scale 
transmission lines across the various eastern seaboard states. This is expected to occur 
in three phases over multiple years to support the grid in adding more renewables and 
moving power efficiently across the grid. Given the billions of dollars under consideration 
for these projects, we believe the start of any large-scale development could be a year or 
two away before it is approved and implemented. Such transmission projects are most 
likely to be completed by the incumbent transmission operator and eventually roll into 
their regulated asset base.  

Financial policies 

The outlook is stable for rated sector companies in Australia and New Zealand. Most of 
the rated entities have a strong focus on maintaining investment-grade credit profiles, 
financial buffers, and financial policies. We do not expect this to change over the next 12 
months. Further, we expect supportive shareholder behavior or management approaches 
to dividend distribution to preserve their credit quality and liquidity. 

  

Benign conditions 
for New Zealand 

We expect slow 
progress in the next 
12 months on 
various new 
projects in Australia
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Industry credit metrics 

Utilities - Australia and New Zealand 
Chart 11 Chart 12 

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

  

Chart 13 Chart 14 

Cash flow and primary uses Return on capital employed

  

Source: S&P Global Ratings, S&P Global Market Intelligence. All 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. 

  



Industry Top Trends 2020: Utilities – Asia Pacific 

S&P Global Ratings November 21, 2019     8 

China and Hong Kong 
Key assumptions 

1. Slowing economy will weigh on energy demand 

Slowing growth together with tightened policy and funding conditions on the property 
sector will weigh on electricity demand in China. In Hong Kong, civil unrest is weighing on 
the economy.  

2. Profit margins may compress across the board   

We expect tariff cuts in China's power sector to compress profit margins of both 
generation companies (gencos) and grid companies (gridcos) in 2020. Coal gencos will be 
increasingly exposed to market competition while renewable producers will lose 
subsidies. Partly mitigating the above are the value-added-tax (VAT) cuts beginning 2019 
and the softening coal prices. 

3. Clean-power additions will keep capex elevated 

In China, gencos are spending both to meet regulatory power-mix requirements, and also 
ahead to rush renewable projects to completion before subsidies on such development 
activities are ended in 2021. Hong Kong's spending on power infrastructure will be 
compensated by raising tariffs. 

Slowing economy will weigh on energy demand  

S&P Global Ratings estimates China’s real GDP growth will slow to 6.2% in 2019 and 
5.8% in 2020, from 6.6% in 2018. This together with a clampdown on policy and funding 
for the property sector will weigh on electricity demand. In China, the secondary industry 
dominated by manufacturers consumes roughly two-thirds of electricity, with 25%-30% 
of total electricity consumed by the top-four energy-intensive sectors. 

We expect electricity consumption to rise by 4%-5% over 2019-2020, compared with 
8.6% in 2018. Softer demand may squeeze coal power more than renewable energy, 
which is protected by prioritized dispatch to the grids. Under China's renewable portfolio 
standard (RPS), gridcos are incentivized to first offtake the pre-set minimum quota of 
renewables in each province. In addition, scheduled commissioning of mega hydropower 
plants such as Wudongde and Baihetan with full capacities of 26.2GW and a few new 
nuclear power projects in 2020/2021 will pressure coal power in the eastern coastal 
provinces. 

As cleaner energy relative to coal, natural gas is supported by Chinese policy and its 
consumption will continue to grow faster than GDP. Nevertheless, we estimate that 
growth will decelerate to 10%-12% for 2019-2020, from the high teens in 2017-2018.  
The tapering effect of coal-to-gas conversion in northern China, and the slowing 
economy, will slow down new connections as well as gas sales. 

In Hong Kong, we estimate the economy will increase a mere 0.2% in 2019, and recover 
modestly to 1.6% in 2020. This is down from 3.0% growth in 2018 and due mostly to the 
impact of civil unrest. That said, we expect the consumption of electricity and gas is more 
affected by temperature and major infrastructure developments in this city. In our base 
case, we assume no growth of sales in electricity and gas in 2019 and modest growth in 
2020.  
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Margins will likely narrow  

Potential tariff cuts in the power sector will compress profit margins across the board, 
from gencos to gridcos in 2020. On-grid tariffs for coal power are likely to fall by 3%-5% 
against the backdrop of softer demand and accelerated market-based sector reform. 
Some mitigation is likely in the way of VAT cuts in 2019, and continued softening coal 
prices in 2020 as more capacity comes on stream.  

We expect tariffs and subsidies for approved solar and wind power projects operating 
before April 2016 will continue to be paid largely on time. However, subsidy delays for 
later projects will continue to jeopardize the operating cash flows and liquidity of 
developers. Moreover, subsidies for new solar and wind capacities have been reducing in 
recent years, and since 2019 some pilot projects are even subsidy-free. From 2021, all 
new capacity for onshore wind power and utility-scale solar power should be subsidy-
free and achieve tariff parity with coal power, followed by offshore wind in 2022.   

Tariff resets in the second regulation period of 2020-2022 may pressure the profitability 
of gridcos, in our view. The gridcos have already felt the pinch on returns since China 
began to regulate transmission and distribution (T&D) tariffs on the model of permitted 
returns. In the second regulation period of 2020-2022, regulators will likely be more 
stringent in the supervision of the regulated asset bases, capital expenditure (capex) and 
operating expenses of gridcos. This could translate into lower tariffs, and a decrease in 
operating cash flows if volume growth is also moderating at the same time.  

Gas utilities which operate the city-gas distribution networks will be facing the issue of 
timely pass-through of higher import costs of liquefied natural gas (LNG) and new piped 
gas to customers. China’s reliance on gas import has been increasing over years. 
Imported LNG and piped gas together provides over 45% of China’s natural gas. 
Upstream suppliers in China have also raised the costs by converging the city-gate gas 
prices in peak and nonpeak seasons, and prices for households and commercial and 
industrial (C&I) users. 

Under a regime introduced in 2017 by China's top planning body-- but implemented with 
different timing by local governments-- returns on city gas distribution are capped at 7% 
and have a mechanism to adjust for input costs. However, execution lacks transparency, 
and timely pass-through in the event of large cost hike, especially households, is 
untested. Especially at the time of slowing economy, the governments tend to intervene 
and require the energy price cuts for social and political considerations. Furthermore, 
connection fees charged on new customers, a significant source of profit, is now under 
scrutiny due to a new policy to cap the return on 10% of costs. Overall, we expect the gas 
utilities will face margin pressure, although the impact may be moderated by increasing 
volumes.  

In Hong Kong, the regulatory framework insulates two integrated power companies from 
both volume and price risks. The track record on permitted returns and cost pass-
through is good, and in line with terms specified in the scheme of control agreements 
(SoC) signed with the Hong Kong government. The latest15-year SoC agreement 
commencing from 2019 reduced the rates of return by 20%, and the lower returns and 
cash flows have been factored in our current rating analysis. 

Although the regulation on the gas utilities in Hong Kong is light, the cost pass-through 
record is so far satisfactory.  

Capital expenditure remains elevated for a cleaner generation portfolio 

Elevated capex for China's major gencos in 2019-2020 relates to fast expansion of their 
renewable capacities, especially wind power, either through new builds or acquisitions.  
Plans to remove the renewable subsidies are also accelerating spending.  
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We expect large state-owned genco groups to keep an eye on new opportunities of 
investing in clean energy assets (renewables and hydro power) outside China such as in 
Europe and South America. In contrast, private renewable developers constrained by 
their stretched liquidity and limited financing capabilities will stick with lower capex and 
investment plans. They may even look to sell some capacity to state-owned buyers, or 
earn service income from building or operating the plants rather owning them. 

In China’s oligopolistic T&D sector, State Grid Corp. of China (A+/Stable/--), will be more 
disciplined in domestic-market capex in light of decreasing returns. The company is likely 
to spend less than its average level in recent years. In contrast, China Southern Power 
Group (A+/Negative/--) will continue to invest heavily in upgrading distribution and rural 
power networks and to support key infrastructure projects, such as in the Greater Bay 
Area of Guangdong province. We expect large gas utilities to keep a stable capex in 
pipeline construction to accommodate organic growth. In the meantime, they will also 
deploy capital to expand into the integrated energy business as a new growth driver. 

Hong Kong-based power utilities plan their capex in accordance with the government's 
five-year development goals. In addition to maintenance, they are also spending on 
building up new gas-fired facilities to meet Hong Kong's 2030 fuel mix target. CLP Power 
Hong Kong Ltd. (A+/Stable/A-1) and Hongkong Electric Co. Ltd. (A-/Stable/--) are jointly 
investing in the Hong Kong offshore LNG terminal project, which involves the use of 
floating storage and regasification unit technology for the first time in Hong Kong. This is 
approved capex and as such is entitled to permitted returns and compensation via base 
tariff hikes if necessary. 

Key risks and opportunities 

1. Coal takes the most heat in deregulation 

Coal-fired power is the most deregulated segment, with nearly 50% of offtake traded on a 
market basis rather than through set tariffs. Across the value chain, upstream and 
downstream will deregulate the most, while China will tighten some regulations on 
midstream power T&D. 

2. 2020 is a critical year in the run-up to on-grid parity on renewables 

Prices for renewables and coal power will likely converge in most regions of China in the 
next one to two years. Once subsidies are pulled as planned, China’s renewables sector 
will be pressured to further improve cost competitiveness, which we believe is positive for 
the sector’s long-term and sustainable growth. The impact on operating cash flows from 
subsidy-payment delays remains a chronic issue. 

3. National pipeline initiative will shake up the natural gas industry 

The company leading this initiative will likely be incorporated this year, leading to a 
restructuring in the natural gas supplies and bigger spending on related infrastructure. 
We expect China's gas prices will fluctuate more frequently with global trends. 
Meanwhile, city gas companies may be compelled to invest in upstream assets, and if so, 
large capital spending could expose gas utilities to very different risk profiles. 

Deregulated power market pressure coal the most 

China’s ongoing power sector reform aims to deregulate the upstream generation and the 
downstream retail market, while tightening the regulation on the midstream power 
transmission and distribution. It aims to liberalize the electricity price for C&I use which 



Industry Top Trends 2020: Utilities – Asia Pacific 

S&P Global Ratings November 21, 2019     11 

accounts for 60%-70% of total power consumption in China. Electricity prices for public 
welfare, such as households and agriculture, will continue to be regulated.  

Reforms are accelerating, especially for coal power. Nearly 50% of coal power is traded 
on a market basis, mostly via direct power sales (DPS) to large industrial users on the 
arm-length basis. DPS prices are generally 10%-20% cheaper than the benchmark on-
grid tariffs for coal power. China is also pushing ahead to set up provincial electricity spot 
trade markets on a pilot basis.  

In 2020, the benchmark tariffs for coal power will be replaced by a base tariff plus a 
floating adjustment mechanism. This will further open up the market for the general (i.e., 
smaller) C&I companies which can purchase coal power on the new terms from January 
2020. The direction on coal power tariffs will be downward in the near term, given falling 
coal prices and softer demand. Indeed, in announcing the new tariff mechanism, Chinese 
officials already alluded to the expectation that of no upward adjustment in 2020 and 
tariffs for general C&I would move downward only. (see “End Of Benchmark Tariffs May 
Zap Profits For China's Power Generators,” Sept. 30, 2019). 

In a more liberalized generation market, we expect inefficient coal-power supply will be 
phased out by market forces, and those units with high efficiency and low costs may 
stand out. Under policy incentives, the gridcos will prioritize dispatch of renewables, and 
fossil-fuel-based power will compete on the cost basis. 

Renewables on-grid parity is coming but subsidy delays may persist 

China targets to remove its national subsidy for new capacity of onshore wind power and 
utility-scale solar power from 2021, and offshore wind power from 2022. Hence, on-grid 
tariff parity of renewables with coal power is likely to happen in most regions of China in 
the next one to two years. Once subsidies are pulled, China’s renewables sector will be 
pressured to further improve cost competitiveness, which we believe is positive for the 
sector’s long-term and sustainable growth. The returns on renewables will be lower but 
normalized and free from the negative impact on operating cash flows from subsidy-
payment delays, a chronic issue. 

National renewables subsidies have already been reducing in recent years against the 
backdrop of technology upgrades and declining investment costs. From 2017 and 2019, 
the on-grid tariffs of on-shore wind power were cut by 15%-30% and utility-scale solar 
power by 35%-40%. The reductions also relieve fiscal burdens, given snowballing subsidy 
obligations due to rapid growth of renewables in recent years.   

2019 and 2020 are critical years for China’s renewables sector in the run-up to on-grid 
parity. In 2019, a bidding process was introduced for new subsidized solar power 
capacity, subject to a total limit of RMB3 billion allocated for this year by the Ministry of 
Finance. In addition, previously approved subsidized wind power projects are required to 
speed up the construction in due course, otherwise the subsidy will be forfeited. China 
also launched the pilot subsidy-free program in 2019-2020. Subsidy-free projects will 
benefit from prioritized dispatch to grids ahead of all other generation and fixed on-grid 
tariffs under a 20-year power purchase agreement with gridcos. There have been 
22.79GW subsided projects and 20.76GW subsidy-free pilot projects approved so far this 
year, which may contribute to the installation in 2019-2020. 

We don’t expect a quick fix for the prolonged delay of renewable subsidies. In the 
backdrop of slowing economic growth and policy goals to lower costs for manufacturers, 
the government has ruled out the possibility of increasing the levies on C&I consumers. 
Those levies are the key source of funding renewable subsidies, and we estimate the 
accumulated deficits exceed RMB200 billion. By the end of 2018, only 29% of solar power 
and 76% of wind power operating capacities were covered by the national renewable 
energy subsidy catalog and receiving subsidies. 
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For the projects operating since April 2016, unpaid subsidy receivables are a drain on 
operating cash flows. Significant interest expenses further stretch their cash flows as 
most projects are financed by 70% or above debt. Most developers, especially solar 
power, aggressively expanded capacity during 2016-2017 to take advantage of high 
tariffs. Private developers are particularly saddled with subsidy delays and liquidity 
stress because of their narrow financing options and high funding costs. 

Looming national pipeline company is to shake up the natural gas market 

The long-awaited formation of national pipeline company (NPC) is likely to be officially 
announced soon. This is a big step and will shake up the industry. NPC is expected to 
consolidate all the cross-regional backbone gas transmission pipelines owned by the 
three state-owned oil majors. China National Petroleum Corp. (CNPC; A+/Stable/--) 
currently owns nearly 70% of long-distance domestic natural gas pipelines and is the 
sole importer of piped gas.  

Domestic pipeline construction is well below government targets. The underdevelopment 
of infrastructure may constrain the sector growth, especially after China imports more 
LNG and the piped gas from Russia (East line) and Turkmenistan (Line D). NPC is tasked 
with raising long-term funds by introducing strategic investors and public offering and 
speeding up the pipeline construction.  

NPC will also accelerate the market-based natural gas pricing reform. In the midstream 
sector, China will enhance the regulation on monopolistic gas transmission by NPC and 
the transmission tariffs. Ultimately, natural gas prices will be driven by the demand and 
supply on a market basis.  

In anticipation of the NPC, city gas utilities, especially those major players with a national 
presence and increasing free operating cash flows, may invest in upstream asset to 
secure gas supply and stabilize costs. That said, we believe gas supply will still be 
dominated by oil majors in China. We expect LNG terminals, non-conventional gas 
production, or overseas oil and gas assets would be likely target investments by city gas 
companies. However, upstream business may require large capital spending and expose 
gas utilities to very different risk profiles. Recently, we placed our 'BBB+' issuer credit 
rating on ENN Energy Group Co. Ltd. on CreditWatch with negative implications as a 
result of a shareholder restructuring, partly aimed at vertical business integration within 
the ENN group.  

City gas utilities may face increased fuel cost volatility as natural gas prices are gradually 
liberalized after NPC is formed. Because of significant gas imports, China’s domestic 
natural gas price will be linked more closely with the world price and will see more cost 
fluctuation. Currently the government intervenes on domestic gas prices to suppress 
them and reduce the frequency of adjustments. CNPC has in the past suffered huge 
losses for importing costly gas outside China. Hence the rising cost fluctuation will test 
pass-through policies, and we see this to be a major uncertainty for Chinese gas utilities. 

Kunlun Energy Co. Ltd. (A/Stable/--), majority owned by CNPC, is likely to sell off its 
transmission assets, namely four Shaanxi-Beijing pipelines, and its LNG terminals to 
NPC. Midstream transmission and LNG terminals account for about 50% and 20% 
EBITDA respectively of the company, and the contribution from LNG terminals is 
increasing. This divestment could have credit implications, subject to the pricing and 
group business strategy.  
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Industry Trends 

Acquisitions by state-owned buyers is not the elixir for private developers 

Merger and acquisition activity is heating up in China’s renewable energy sector. In many 
transactions, state-owned energy groups are seeking to buy either assets or shares of 
private renewable energy developers. They are spearheading portfolio upgrades to 
cleaner fuel because the state-owned gencos have much strong market positions, 
government support, and funding capacities. Meanwhile, many private companies are 
facing liquidity or funding stress. We revise our outlooks on two private solar developers 
to: placing our 'CCC+' issuer credit rating on Panda Green Energy Group Ltd. on 
CreditWatch with negative implications, and revising the outlook on our 'B+' rating on 
GCL New Energy Holdings Ltd. (B+/Negative/--) to negative. Both companies face 
liquidity stress. Their outlooks depend on whether their asset/share divestment plans 
can materialize and can materially improve their cash flows. China Huaneng Group Co. 
Ltd. (A-/Stable/--) is proposing to acquire 51% in Hong Kong-listed GCL New Energy, but 
the transaction is subject to many hurdles including multiple approvals of various 
regulators.  

In a similar case, a major waste-to-energy (WTE) company in China, China Jinjiang 
Environment Holding Co. Ltd. (CJE; BB-/Positive/--) completed in August 2019 its change 
of company control from a private group to the state-owned Zhejiang Energy Group Co. 
Ltd. We changed its rating outlook to positive, to reflect our expectation that the new SOE 
shareholder will help improve CJE’s access to funding, lower its financing costs, and 
assist its business development in a competitive WTE market.  

Nuclear power is on the rise    

China has the world's fastest-growing nuclear generation fleet. Unlike other markets, 
China has never halted its expansion of nuclear power plants (NPPs) since the first NPP 
started in 1985. China has established a complete supply chain and accumulated rich 
experience and a skilled work force in the design, construction, project management, and 
operation of NPPs. By 2018, China’s total installed nuclear power capacities reached 
44.6GW, ranking third in the global nuclear league table. That said, nuclear power 
accounted for only 4.2% of electricity generation in 2018, well below the global average of 
about 10%.   

The credit quality of nuclear companies such as China General Nuclear Power Corp. (A-
/Stable/--) reflects the balance between their ambitious investments and state support. 
In addition, State Power Investment Corp. Ltd. (SPIC; A-/Stable/--), one of China's five 
largest power generations groups (“Big Five”), also made a break-through in 
commissioning its first majority-owned nuclear power projects in October 2018. We 
expect SPIC will significantly improve its cash flows and profitability in 2019, benefiting 
from its sizable and growing clean energy portfolio.  

All new nuclear projects must be third-generation (G-III) reactors to ensure safety and 
security. In 2019, three new nuclear projects have been approved for construction. We 
gauge China may prioritize to use its self-designed G-III reactor, HPR1000, in new 
projects to avoid unexpected technology boycott from other nations.  

Nuclear power will be cost-competitive in China compared to most generation options in 
the foreseeable future. Although renewable energy will continue to see cost declines and 
lead capacity growth in China, the bottlenecks of resource constraint and intermittent 
nature of their supply will constrain renewables unless there is breakthrough in energy 
storage. In addition, construction costs of HPR1000 reactors will be going down when 
construction starts on more projects of this design, thanks to the learning-curve effects, 
modulized production, and higher localization of equipment. Higher facility utilization 
hours and longer design life of G-III will also support its cost competitiveness.   



Industry Top Trends 2020: Utilities – Asia Pacific 

S&P Global Ratings November 21, 2019     14 

Financial Policy 

The financial policy of Chinese utilities, especially the state-owned gencos, is generally 
less supportive to ratings due to their debt-driven growth strategy. The Big Five have 
grown their capacities significantly in the past decade to address growing energy 
demand, and their stubbornly high capex led to high leverage. Their ratios of total 
liabilities to total assets (gearing ratio) all hover above 80%. On the other hand, 
profitability and cash flows are volatile and vulnerable to fuel cost swings due to tardy 
tariff adjustments by regulators.   

The Big Five are under great pressure to deleverage. The State Assets Supervision and 
Administration Commission (SASAC) has set targets for each central-government owned 
enterprises to lower their gearing ratios by 2020 and closely supervises their investment 
plan and profitability. For example, China Huadian Group (A-/Stable/--) and SPIC aim to 
achieve gearing ratio targets of 70% and 75% respectively by 2020.  

The Big Five also employ various measures to deleverage, such as introducing strategic 
investors, public listing of operating assets, debt for equity swaps, and issuing perpetual 
bonds (perps). S&P Global Ratings treats those perps as debt because they are either 
senior in the capital structure, or provide high step-up coupons and short call periods--
conditions that do not meet our criteria for equity treatment. 

In our view, high capex will continue to weigh on the Big Five’s leverage and credit 
strength, and their deleveraging efforts will pay off only if the companies keep improving 
profitability and recapitalize their balance sheet with real equity finance.   

Ratings Trends 

We see slightly increasing negative bias in the Chinese utilities, but most ratings remain 
on stable outlook partly attributable to the strong government support. Private renewable 
developers which are saddled with subsidy delay and limited financing capabilities have 
more negative outlooks.  
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Industry credit metrics 

Utilities - China and Hong Kong 
Chart 15 Chart 16 

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

  

Chart 17 Chart 18 

Cash flow and primary uses Return on capital employed

  

Source: S&P Global Ratings, S&P Global Market Intelligence. All 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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South and Southeast Asia 
Key assumptions 

1. Moderate demand growth in line with GDP growth 

Slowing economic growth will result in moderating demand growth for South and 
Southeast Asian countries. Increasing share of renewables will put extra downward 
pressure on coal-fired power plant operators in India. 

2. Regulatory stability for most markets 

Indonesia is most at risk of continued intervention and delayed compensation on 
suppressed tariffs. India's regulatory settings remain solid but some weaker states and 
distribution companies may have trouble making timely payments. 

3. Lower capex, with more focus on distribution than generation  

While spending by major Indonesian utilities remains steady, we foresee significantly 
slower spending by major Indian utilities. Indian capex on generation will be led by 
renewables. Moderate capex and leverage to continue for Singapore and Malaysia. 

Slowing GDP cycle, combined with slower structural drivers 

We expect moderating electricity demand for South and Southeast Asian countries. This 
is in step with slowing growth rates in the region. Structural drivers are also waning, with 
narrowing gaps in electrification.  

In India, weaker industrial demand and falling auto sector volumes will weigh on 
electricity demand. We expect demand to increase by about 5% in 2020, lower than 
nominal GDP; we also see increasing downside risk to GDP growth in India. In addition, we 
expect greater variations in peak demand and average demand loads, as rising 
temperatures support stronger demand in summer. An increasing share of renewables in 
the energy mix will continue to put downward pressure on plant load factor for coal-
based power plants like NTPC Ltd. (BBB-/Stable/--). 

Indonesia is likely to register electricity unit demand growth of about 5%, largely in line 
with the GDP growth. Our estimate is lower than the 6.86% annual growth expected under 
the government's National Electric Generation Plan 2018-2027.  

We expect similar trends of growth in line with GDP growth for more developed markets 
like Malaysia and Singapore.  

Regulatory stability with some risk of intervention 

We expect broad regulatory continuity in the South and Southeast Asia region. However, 
we notice rising risks of intervention.  

Perusahaan Perseroan (Persero) PT Perusahaan Listrik Negara (PLN; BBB/Stable/--)--
Indonesia's dominant power utility--will continue to remain dependent on the 
government for timely payment of subsidies. This is because regulatory tariffs do not fully 
recover the cost plus 7% margin under PLN's tariff framework, and electricity prices have 
not been adjusted since 2015. However, in addition to subsidies, pre-election tariff caps 
put in place in 2018 have been extended for 2019 and the government has yet to 
compensate PLN for the deferred compensation. This is putting further pressure on cash 
flows.  

In India, regulated utilities continue to enjoy fixed tariffs with return on equity and cost 
recovery. At the same time, payment delays from weak distribution utilities remain a 
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long-standing weakness. However, some states, such as Andhra Pradesh, are delaying 
payments, attempting to renegotiate executed contracts, and resorting to curtailment. 
While we expect contractual sanctity to be upheld by the courts, we believe any signs of 
contractual renegotiation by distribution companies will have a long-term negative 
impact on cash flow visibility and the power sector outlook in India.  

Malaysia is building on its track record of semi-annual tariff adjustments for Imbalance 
Cost Pass-Through (ICPT) which is an important step for stability in cash flows of 
integrated power major Tenaga Nasional Bhd. (BBB+/Stable/--). Tariff resets in the 
Philippines continue to be delayed, though we still expect the cost pass-through 
mechanism to be maintained for Manila Electric Co. (BBB-/Stable/--) on the next reset.  

Slowdown in capex investments, more T&D, less generation 

We are seeing clear signs of lower capex in some of the larger markets like India and 
Indonesia. Generation capex is expected to decline with slower demand growth and near 
100% electrification levels (though actual levels are disputed). Further, we expect greater 
investments to strengthen networks through capex in transmission and distribution 
(T&D) systems. 

In India, renewables lead capex while spending at coal-based plants is largely to meet 
replacement needs for base load rather than growth. We expect NTPC and Power Grid 
Corp. of India (BBB-/Stable/--) to invest capex of US$3 billion-US$4 billion each in fiscals 
2020 and 2021, compared with US$4.5 billion-US$5 billion annually in the past two years.  

PLN in Indonesia will likely maintain annual spending of Indonesian rupiah (IDR) 90 
trillion on investments, with some potential for under spending planned budgets. Capex 
in mature markets like Singapore and Malaysia is likely to be driven by replacement and 
refurbishment needs. 

Key risks and opportunities 

1. Delayed deleveraging in India and Indonesia 

While declining, investment spending remains high, especially in Indonesia. The market 
continues to fund Indian power firms despite high debt to EBITDA, offering little incentive 
to deleverage. Subsidies support Indonesia market leader PLN, offsetting other pressure 
on cash flows.  

2. Energy transition and higher refinancing risks 

Countries including India and Thailand will be investing in renewables or other 
alternatives that are cleaner than coal. Thailand may pursue hydro projects in 
neighboring countries. Over time, we expect coal-fired generators will face refinancing 
risk as investors show preferences for "green." 

3. Expansions into new markets and new segments 

Many electricity producers are seeking to expand their renewables portfolio. In India, we 
see acquisition of operating assets as the preferred route. Notable also are investments 
in new markets for some regional players, or lateral moves into transmission or other 
segments of the electricity delivery chain. 

Delayed deleveraging in India and Indonesia 

We believe leverage will remain high for most rated utilities in India and Indonesia. This is 
due to investments for growth (even if lower), lags in cash flows during the investment 
phase, and no significant improvement in operating performance. Regulatory surprises 
remain a recurring issue. 
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Renewables in India continue to be funded at or above 6x debt-to-EBITDA ratios as they 
pursue growth opportunities. We have not seen any signs of sponsors/issuers taking 
measures to improve financial discipline and reduce existing high leverage. This is 
despite operating underperformance due to resource risk. Potential working capital 
pressure due to payment delays by distribution counterparties is also rising. Large 
market leaders like NTPC and Power Grid Corp. of India are likely to maintain high single-
digit ratios of funds from operations (FFO) to debt supported by the regulatory 
framework. 

In Indonesia, PLN's ratio of FFO to debt will remain at 7%-8%, bolstered by subsidies. We 
expect modest leverage for Singapore and Malaysian utilities with existing strong 
financials and moderate capex investments. 

Energy transition and higher refinancing risks  

In our view, an energy transition is underway in the region as key markets shift away from 
fossil fuels. That said, the pace and impact differ widely.  

In India, renewables are now more competitive than coal plants. However, falling tariffs, 
reducing returns, and increasing payment delays create uncertainties for growth.  

Setting up new fossil fuel-based plants in Thailand remains challenging due to social and 
environmental concerns. Operating facilities in neighboring countries for large hydro and 
thermal power plants will thus remain crucial to reduce dependence on gas-based plants 
in Thailand.  

Singapore is unlikely to have a large proportion of renewables (5% by 2030) and will 
remain dependent on gas. We do not see a very clear plan or traction in Malaysia and 
Indonesia to drive up renewable investments, though we see some uptick in interest and 
investments in Indonesia.  

We believe refinancing risks will keep rising for coal-based plants. This is in line with 
global trends in investor preferences for green and clean. OECD banks have become 
cautious and, in some cases, selective in refinancing existing exposures. Investors are 
also becoming more cautious about long-term refinancing for coal-based power plants. 
In the medium to long term, coal plants will likely bear higher costs for debt. 

Expansions into new markets and segments  

Slowing growth, new technologies, and energy transition can result in some rated utilities 
exploring new investment opportunities. For example, Indian renewable players such as 
Greenko Energy Holdings (B+/Stable/--) are exploring integrated projects with hydro and 
other technologies as a means to meet base-load requirements. We believe existing 
players prefer acquisitions of operating renewable projects to scale up, because this 
route lowers execution risks.  

Tenaga in Malaysia has made small investments in new markets including India and 
Turkey. ReNew Power Ltd. (BB-/Stable/--), a renewable generation player in India, is 
exploring investments in the transmission sector, though primarily focused on Green 
corridors (supporting transmission of renewables). We believe these new markets and 
segments offer interesting growth opportunities for rated players. However, the ability of 
the companies to successfully expand in these new business areas can affect the 
stability of cash flows as well as leverage if risks are not appropriately managed. The 
impact will differ from company to company. 
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Industry credit metrics 

Utilities - South and Southeast Asia 
Chart 19 Chart 20 

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

  

Chart 21 Chart 22 

Cash flow and primary uses Return on capital employed

  

Source: S&P Global Ratings, S&P Global Market Intelligence. All 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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