KPMG'

cutting through complexity

KPMG GLOBAL ENERGY INSTITUTE

KPMG Global L
Power & Utilities 5N
Conference - |
Europe 2011:
Conference
Report

28-29 September 2011
Paris, France

kpmgpowerconference.com







Introduction

Dear Reader,

It is with great pleasure that | present to you this summary of
the first annual KPMG Global Power & Utilities Conference
Europe, KPMG's llagship industry event, held in Pans, France
on 28-29 September 2011,

With over 40 distinguished speakers, addrassing delegates
via keynote presentations, 7 issue-focused plenary
raundlable discussions, and 4 parallel sessions, the
conference provided a truly extensive ovaerview of the key
strategic, financial, environmental and risk related issues
that are driving change in today’s power and uliliies seclor

As recounted in the following pages, among the topics
addressed included managing the world's burgeoning
demand Tor power, regulation’s impact on network and
generation project financing, intelligent framewaorks to
promote power sector decarbonization, the role of nuclear
power In a low-carbon energy policy post-Fukushima, and
the prospects for power-sector hnanocing in Furope

Paralleling an agenda featuring globally relevant topics, we
were also proud to host a global audience of 258 delegates
reprasaenting 8 continents and 39 countries, ensuring that
hoth anstage and offstage discussions benefitted fram
international expanence and best-practices.

| weould like: 1o take this opportunity again to thank all the
speakers who took part in the conference, not only for

giving us their time, but also for sharing with us their insight
and perspectives and helping 1o foster an extremely insightful
1 ¥z days.

| am pleased to inform you that preparations for the 2012
KPMG Global Power & Utilities Conference are already

in maotion and | encourage you Lo join us for this event, as
we build on the discussions held in 2017 and continue aur
dialogue on the drivers that are shaping the management
agenda tor the power neads of tomaorrow.

Sincerely,

Pater Kiss
Glohal Head of KPMG's Power
& Utilities Practice
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Keynote
Speaker

Challenges Ahead for Global Energy Markets

Edmond Alphandéry

To meet the world's expected energy demands in the next

25 years is estirmated lo require some USD 33,000 billion in
imvestment, an “absolufely huge ™ figure, stated keynote speaker
Edmuond Alphandéry, chairman of CNP Assurances, during his
opening keynote address dunng the KPMG Global Power &
Liilities Conference — Europe. In doing so, he clearly framed one
of the key challenges being addressed dunng the conference
—namely the need 1o keep pace with a power demand thal is
expected to grow exponentially in the near future,

This investment would severely test both the financial sector
and the abilities of the vanous regulatory regimes in place 1o
provide the secunty needed to attract sufficient funding.

On the supply side, he warned thal pressure on fossil fuel
resources will not go away, particularly with fears that,
according to some estimates, oil reserves could run out
by the end of this century. Coal and natural gas - most
particularly, if the promise of shale gas is realized — will
continue to play significant roles in the global generation
mix, he said.

Muclear generation, despite the shock of the Fukushima
accident in Japan, will also have an increasing impacl

“Several countrias, mainly in Lurope, have already decided to
revise down their nuclear programs. However, in the context
of nising concern about cncergy scounty, rapidly growing
dermand, climate change and local polfution, 1t seems unfikely
that emerging countries will downsize their plans in nuclear
generation,” he said.

Henewables will “clearly” have a strong role in the future
enargy mix, particularly hydro-power, which, though
accounting for 80% of tolal global renewable capacity,
still holds enormaous possibilities, with only one-third of all
potential currently exploited.

The former president of EDF was, however, more cautious
on the: Tuture of wind and solar generation, noting “structural
problems, currently insufficient competitiveness and

interrmitience in their production, and their reliance on political

decisions and environmental policies.”

He: noted, however, that the cost of solar energy has been
dropping “dramatically ™ in recent years, and that innowvation and
industrialization, along with the increasing price of fossil fuels
are set to make these renewable sources more competitive.

Reflecting on the elements of a sustainable energy mix,
Mr Alphandery also addressed the threat of climate change,
and the need to include social costs into the price of encrgy.

Citing the ILA base scenario that energy-related CO,
emissions will increase by a “staggerning” 21% between
now and 2035, resulting in a rise in temperature of some 3.5
degrees C ([compared (o the 2 degrees of the Copenhagen

Chairman of the Board of Directors, CNP Assurances; Former Minister of the Loconomy, France; Former
President, EDF; and Member of the Board, GDF SUEZ

objectives) he denounced current trends as “absolutely not
bearable

“When we go for a drive in our car, are we sure we are paying
[for gas] at its rue value? " he asked. Logically, he reasoned, itis
necessary to include the full external cost to the environment,

hr Alphandéry believes that the full, social price of fuels should
be included in, say, auto Tuels, to be paid by the final consumer
“And then cansumption would be gradually reduced to the
point where the environment can regenerate by itself,” he said.

Moting that this idea had originally been suggested by a
British economist, he advocated a “floating gas. or carbon
tax, which puts a floor on the selling price of fossil energy.”

I'his floor should be increased every year by an agreed
percentage, to give consumers predictability.

Such reform “would have many beneficial effects, including
supporting research into renewable energy and invesiments,
but most importantly it would also create 3 long-term
incentive for consumers to reduce their fossil encrgy
consumption,” he declared.
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Keynote
Speaker

Nuclear Technology in a Changing World:
Have We Reached a Turning Point?

Mohamed ElBaradel

Will the nuclear accident in Fukushima, Japan, in March 2011
become a turning point for nuclear power? Will it cause other
countries to follow the example of Germany, and move to

abandon nuclear power as a source of electricity generation?

I short — though with certain reservations — this cannol be
concluded, according 1o Mohamed FlBaradei, former Director
General of the International Atomic Energy Agency (IALA)
from 1997-2009.

Certainly the world remains shocked by the devastation in
Japan, but as the Mobel Peace Prize Laurcate pointed out,
the Fukushima nuclear reactors shut down after the original
earthquake, as per safety protocol, and it was the tsunami
which caused the overheating and resulted in the disaster.

Lessons, certainly, should be learned from Fukushima;

“Fukushima proved that the worst case scenarios on which
the planners made their assurmptions were not worse case
enough. In other words, the reactors should be located and
designed, not just for the uncxpected, but for the seemingly
impossibile,” he said

But given the projected demand for electricity worldwide,
plus fears over energy security and CO, emissions, many
countries have little choice

“"Damand will alsa be fuelled by cantinuing growth in world
population, which the UN expects to reach 8.2 billion by
2030 As things stand al present, nuclear looks like the only
viable alternative that can refiably deliver the power needead
to sustain economic growth, " he said.

Further, nuclear technology 15 constantly iImproving.

“The Fukushima raactors were over 40 years old, and
therefore may have lacked safety features such as better
fire protection and additional feed-walter systerns of modern
reactors,” he noted,

But far Mr EIBaradei, the: real answer to fulure safety of
nuclear power lies in improved national and international
supervision.

“In the case of Fukushima it s probably too soon to draw
many firm conciusians, but...it seems clear that the
refationship between government regulators and the nuclear
plart operators in Japan was oo close for comforl,” he said

Hequlators must be independent, and must have the power
to shut down plants whenever this is deemed necessary.

“I baeleve that we need a comprehensive safaty review of
all reactors in the world — military and civillan. Any that do
not meet the most modern safety requirements and which

8 Intemational. KPMG Intema
ird partina, nor doss b

Director General, International Atomic Energy Agency (IAEA)
1997-2009 and Mobel Peace Prize Laurcate

cannot be retrofitted and upgraded quickly should be shut
denwen, * he said

But regulation should go mare international, with the LALA
cxpanding its role, including cross-border, peer-review
inspections, all made according o 1AEA salely slandards,
which should be binding

“MNot all countries would like this. But... like nuclear weapon
prodiferation, nuclear salety also has implhications for

their neighbars, so countries should accept that it is not
unrcasonable for their neighbors to take an interest in how
safe thewr nuclear reactors are,” he said

The IALA should also become a focal point for global
ermeargancy response, ideally with communication links to
every nuclear power plant worldwide, so that the information
is shared as quickly as possible between experls

“If the risks of nuclear technology are o be considered
acceptable by public opinion we must continue, and make

the global nuclear safety regime more comprehensive and
more robust,” he said, before concluding: “(Finaliy] [ would
return to the question; Have we reached a furning paint?

My answer is ves, we have reached a turning point in that
Fukushima has taught us that we must take [nuclear] safety to
the next level ™

v te ablignte or
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Keynote
Speaker

Yvo de Boer

At one point duning hus address, Yvo de Boer, having been

in Liverpaol the previous day, invoked the Bealles: “Am | the
faol an the hill or is there really an appetite for changes”

he asked rhetorically.

Mr de Boer, who is KPMG's Special Global Adviser on
Climate Change and Sustainability, warned of the dangers of
complacency and called for a revival of awareneass over future
enargy usage and the resultant increase in global warming
along with a level playing field for renewable energy sources

“The political focus, certainly in this part of the world, is
entirely on the econormic and financial cnisis, and chimale
change is off the agenda, But does that also mean that
climate as an issue is gone? " he asked.

Citing an |EA prediction that energy consumption will rise
by some 40% by 2030, he warned thatl any “business as
usual” scenano will lead to a global temperature increase of
up to 6 degrees Celsius, predominantly caused by fossil fuel
cmissions.

Despite the lack of a binding glabal framework, there is
evidence of pressure to reduce energy use, to enhance
resource efficiency and recyeling, to improve energy scourity,
find substitutes for oil, and to increase the share played

by renewables More than 80 countries, most particularly
Germany, China and Brazil, have made huge efforts to reduce
greenhouse gases or at least encourage rencwables, he said.

Indeed, the commitments made by the B0 plus countries,
which account for more than 85% of global energy-related
CO, emssions, are aboul four ar live imes the reduced
emissions that would be achieved by mearely applying the
Kyoto protocol,

Sofar, so good, but with fossil fuels expected to account
fror 80% of the projected additional energy demand to 2030,
It 15 not enough.

Mr de Boer accepts that renewable sources, given current
technology levels, often need subsidies to reach the market,
but noted that Tossil fuel subsidies worldwide in 2009
amounted to US0D 320 ilhon

“This ig over ten times as much as subsidies for renewables,
clearly distorting competition. | know that subsidics arc not
created in order to harm the enmaronment, but nonetheless,
this is a vary sarious concern,” he emphasized.

The EL), which is working towards a common grid, currently
pays 2.5% of its annual GOF to import enargy from
elsewhere. An integrated EU energy market would increase
GDP by 0.6 - 0.8%, generate 5 million more jobs by 2020,

and would save each consumer EUR 100 per year, he argued

Sustained Power - Energizing
a Low-Carbon Economy

Special Global Advisor, Climate Change and Sustainability, KPMG, and Former Executive Secretary,
United Mations Framework Convention on Climate Change (UNFCCC)

What then, should be done?

Mr de Boer advocates a package of measures, including
harrmaonized and predictable regulations, new financial tools
to spread risk, simplified permitting for new transmission
lines, and more tlexible power systems that allow for a variety
of local power sources and also improved demand side
ranHg:—:mc—:nl

“Currently, we are seaing much disinvestmen! because
of lack of finance for clean technology. The financial
mechanisms needed for clean energy success arc clearly
complex, and not helped by the issues of uplront cosls
and nsks, " he said,

“If we want to rermain within the Copenbiagen Accord,
clearly. very much more is needed. In all of this, we are

not passive bystanders. We have the knowledge and the
ability to be change agents. And | hope we will be just that,”
he concluded

I mdependant lirns are alhhated with EFMG

arnatianal or any ather member finm vis-



KPMG Global Power & Litilities Conference — Eurape 2011
Conferencs Roport

Keynote
Speaker

Fusion Energy — Power Generation of the Future

Osamu Motojima
Director-General, ITER Organization

A safe and inexhaustible supply of energy for mankind seems
the stulfl of dreams, yet that s just whal Osamu Motojima
promised to bring to reality in his address to conference
delegates

Mr Maotaojima is Director-General of | TER Organization, which
implements a multi-national project being built in southern
France. The project aims o creale a nuclear Tusion reaclor
inwhich the elements of deuternium and tritium fuse under
controlled conditions to release extraordinary amounts of
usable energy.

“This is what happens at the core of the sun. It is ke bringing
the sun to Cadarache [the location of the ITER project in
France],” he said

“Wea wall injact 50MW., and we will get out S00MV as 3 result
of the DV [deutenium-tritium, both isotopes of hydrogen(
fusion reaction. In other words, ITER is a power amplifier. But

KPMG’

tng through complexity

it is an experimental reactor, and therefore is very expensive.
The next stage will be a demaonsitration reacton, and that will

be a money amplifier,” he said.

Tor get this fusion reaction underway requires extraordinary

high temperaturas of 100 - 150 milllon degrees Celsius, and
to achieve this requires extraordinary technology, skills, and
funding.

Ihe seven |TER consortium members - China, the EU, India,
Japan, Korea, Russia and the USA - represent 34 countries,
make up 50% of the world's population, and about 80% of
global GOP. Together, they will contribute up to EUR 12.8
billion, the estimated total construction costs, although this
will largely take the Tform of in-kind contributions

For example, the EU and Japan will coordinate work on the
so-called toraidal coils, which will contain 80,000km of
super-conducting strands of niobium-tin (NB23n), China will
supply the correction cails, and the central solenoid will be
the responsibiity of the USA,

Most parts will be made in the home countries, and shipped
to France for final integration, although some components are
s0 vasl they have to be fabricated on sile

According to plans, the EL will take a 45% stake in the
construction costs, with the other members having 9% each

Although the timetable has been hil by delays —not least due
to earthquakes in Japan — the plan 15 that construction should
be complete by November 2020,

Mr Maotojima stressed the satety aspects of the
fusion reactor.

“A Fukushirma-hke acoident can never ocour, a3 ITER does
not utthze uranium or plutonium [as in a conventional fission
reactorl. High level radioactive waste can never be produced,
and the fusion process is intrinsically safe, as any disturbance
will stop the plasma. Therefore a runaway reaclion, or core
meltdown is impossible; it's an autormatic advantage.” he
slressed

And although strict measures must be taken to ensure
hurmans do not ingest ritium, which is radioactive, evenin
the woaorst case scenana, such as a fire in the tritium plant, the
radicactive impact on the surrounding population would be
1000 times less than natural background radiation, he said.

Monetheless, the general public has not been educated about
the differences from a safety standpoint between fission and
fusion reactors, he lamented.

“It's not easy to explain the difference betweean fusion
and fission, 50 we need to expend more effart. We have to
cxplain this repeatedly to obtain the understanding of the
public,” he said

thiiated with EFMG

arnatianal or any ather member finm vis-
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Keynote
Speaker

The Energy Challenge and the Russian Paradigm

Dominigue Fache

For anyone unaware of the investment needs in the energy
sector in Russia today, Dominique Fache opened his address
with a little anecdote. " The [power] equipment found in the
Urals dates back lo 1934 and has nol seen any investment for
twenty years. The equipment is getting ofder and alder and
moare than 60% should be decommissioned today,” he said.

Mr Fache, Country Manager Tor Russia and CI1S for Enel, the
Italian energy group, has twenly years of experience living
and working in the country and he warns that the fixed assets
are not just old - energy companies are faced with a “double
gap”, as the tanff system inherited from the Soviel Limes are
insufficient to justify renewal.

True, there is a mechanism (o guarantes a returm on new
investmeant — but that does not apply to modernization of
existing assets.

“Mew blocks arc 10% of the problem, and modernization is
90% of the problem, ™ he says

The tanff system is complicated and skewed, with household
prices cheaper than industrial tariffs — again a result of the
Soviet era.

Ihe pricing system results in huge inetficiencias — energy
intensity in Russia is about four times that of Canada or
Finland

“If you plat energy intensily against tanfls [for different
cauntries], you find that the countries with low energy
intensitics have high tariffs. In other words, if you want
e fight this energy infensity, you have o raise the lanfls
It's politically sensitive and not very nice, but thera s no
other way, ™ he says.

Under such tanff and ownership conditions, renewablas,
he says, are going nowhere,

Enel has invested more than EUR 4 billien in the last five
years in Russia, working in consortia in electncily genearation,
in distnibution and in gas.

At the heart of the operation, Enel has 56% of OGK-b, a power
company with four big plants, three gas fired and a coal-fired
aperation which is “probably ™ the largest in Bussia, he said
OGE-b has apened two new comiined cycle units recently,

in the Urals and in southern Hussia.

But, Russia, which saw something of a privatization drive in
the electricity market three years ago, under Anatoly Chubais
IS NOW 1IN reversea,

“One queshion thal | can openly discuss fis that] the portion of
the power genaration sector balonging to the stafe is getting
bigger and bigger. Today, through the big state companies, two
thirds of gencration is in the hands of the government,” he said.

*Thank BRIC! Koy oo

8

Country Manager for Hussia and Commonwealth of Independent States (CIS), Enel;
Chairman of the Beard, Enel OGK-5, Founder, Club de Nice - Energie et Géopolitique

KPMG
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What of the future? Hussia neads roughly LISD 500 billion in
energy investrment, he said, citing 2 2010 KPMG report®.

“¥e have to think about the future and reform. VWe are at
the cross roads. We desperalely need a new Chubais —
someabody, somehow has to come with a second wave of
refarm; if not, stagnation will remain, ” he said.

There is also potential for geo-political conflict

“In French we have a saying; cherchez la femme (“look for
the womar'); in Russia, in the energy sector, we say cherchez
le pipe (“look for the pipe’),” refernng 1o the fact that energy
problems undarpin many poliical disputes in the country.

Then there is Siberia. “Look at Siberia. In Siberia and the

Far East, you have everything, the potential of the Arctic,

the potential of the big nvers, coal, gas. and you have the
demands of China. [ think for the next 40-50 years, Siberia is
going to become the new challenge,” he concluded.
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Keynote
Speaker

Gas Power Generation Perspectives in Europe

Denis Fedorov

Given its price, abundance of supply, flexibility and many
other beneficial charactenstcs, natural gas 1s well placed
to become the preferred oplion for a significant number of
new generation projects across the Luropean continent In
the coming decade stated Denis Fedorov, Chief Executive
Officer, Gasprom Energehaolding

Affordable energy is crucial for the economies of Europe,
yet, despite attempts to curb price nses by liberalizing the
European electricity markets, electricity prices have been
rising above the rate of inflation, he stressed

“In 2005-2011 the growth of annual average electricity
prices was lypically double that of the consumer price index
In Germany, where the annual inflation rate has averaged a
mere 2% for the last six years, electricity prices have jumped
by 4.7% peorannunt,” Mr Federoy said.

With widespread concerns about chmate change and the
nead for clean, efficient energy sources, 1t 1s understandable
that Europe in general, and Germany in particular, should
emphasize the importance of alternative power sources such
as solar and wind, yel allernative energy is expensive, and
this drive has been one of the factors that has fuelled the
growth in prices, he noted.

Furthermore, the pressure on prices will not go away, given the
increasing demand Tor the world's imited energy resources

“Between 2010 - 2020, a period when significant number
of ageing conventional power plants need replacement,
consumption in Lurope alone Is forecast fo nse by 15%, fo
over 3, 700TWh. This means we are talking of producing an
addifional BO0TWh, annually,” he said

Meanwhile, concerns about nuclear power safety post-
Fukushima has resulted in several countries turning against
further nuclear developrment.

“Garmany has decided to close nine nuclear power plants by
2022 These currently represent 23% of the counlry's total
capacity, and produce 1701 Wh of base load electricity, ™ he
pointed out.

Given these huge capacity renewal needs, it is almaost inevitable
that gas will increase its share in generation in Europe

“Gas-fired plants are clean, efficient, and flexible in terms of
its ability to respond to load vanations. I s also cheap — new
gas-fired capacity starts at around CUR 500 pear kilowatt,

This compares to coal, which starts at about EUR 1,200 per
kilenwall, and renewables, which have an indicative price of
EUR 1,300 per kilowatt once subsidies are included,” he said.

Granted, the gas price is more dependent on world trends
than locally controlled coal prices, but coal carries a greater
environmental penally, he noted

10

Chiet Executive Officer, Gazprom Energcholding

Otherwise, gas carries few nisks. “There s no fear of any
monopaly situation. (Gas represents only 23% of primary
eneargy used for generation across Lurope — a lower share
than both nuclear and coal. In Germany it is only 13%, and a
mere 5% in France. Fvenin 2020, we do not expect gas o
provide more than 20% of electricity generation,” he said.

azprom, which has a proven record of reliability as a
corporate energy partner, is financially strong, with a net
income margin of 27% — far higher than the large utilities of
Westarn Europe — minimal debt and cash assets of EUR 11
billion. It also has wide expenence in generation, its 3/6W of
installed capacity making it the largest player in Russia and a
Top 8 place in Europe

“as will play an increasing role in the Curapean generation,
and we at Gazprom intend to expand into this market.

We have proven thal integrated comparnies can provide
smaoth, cost-effective operations, cutting out the middle
traders and providing power at predictable prices. Our
presence will enhance the European encrgy market — it will
increase, nol decrease, cormpelilion,” Mr Federov concluded



KPMG Global Power & Litilities Conference — Eurape 2011
Conferencs Roport

Keynote
Speaker

Nelisiwe Magubane

Renewable sources leature strangly in South African plans

to roughly double generation capacity from the current

A4, 000MW to around 80,000MW in the next bwo decades,
Melisiwe Magubane , Director General, Departmeant of Lnergy,
Republic of South Africa, informed conference delegates.

“To ensure the securily of supply, we have planned, for the
next 20 years, for [developments using] an appropniale energy
mix, while taking account of the climate change, ™ she said.

Based on whal the government calls its “Inlegraled Resource
Flan 2070-20307 (IRP2010) South Africa intends to ensure
electricity demand is met across the country in the “most
cost-effechive manner, ™ alter factoring investment costs,
diversity and security of supply, job creation, climate change
and sustainable development.

According to the current version of the IRP, renewables will
rmake up almost 42% of new generation capacily, comprising
2.400MW of wind, a second B,400MW of photo-voltaic, and
1.000MW of Concentrated Solar Power (CSP).

If realized, the IRP will transform South Africa’s electricity
seclorn, the country currently boasts annual consurmption of
some 2/51TWh, worth US0D /8 bilion —and 15 84% coal-based.

But far from concentrating on renawables alone, the IRP
envisages an equally ambitious expansion of nuclear capacity,
with 8,600MW being added to the current 1,930MW
installed at the country’s single nuclear plant.

These targels were only decided afler experls assessed
various scenarnos, including the possibility of phasing out
nuclear altogether.

“We went through extensive public consuftations and learned
that it's very easy to find yourself in the renewsable enargy
versus nuclear debate. It's very divisive, and ultimately, we
need therm both. We looked at a scenano withoul nuclesr,

and discoverad that if you remove nuclear, your carben
footprint nises quite drarmalically You need nuclear to support
renewable generation, " Ms Magubane said.

The IRP also sees additional 6,300MW of coal-fired capacity,
2. A00MW of combined-cyele gas turbines and 3, 9000MW of
open-cycle gas lurbines for peak loads

To achieve this massive expansion, South Africa is making
plans to attract private investors 1o set up Independent
Power Producers (IPPs), and avoid financial, know-how and
competitive constraints.

But can the country, where the sector is largely dominated by
the state-cwned Cskom — a vertically-integrated generator-
grid-distributor that currently accounts for 97 % of domestic
generation - create the stable market conditions to assure
potential investors of a level playing hield?

n

Outlook for the South African Energy Sector
— Our Journey Towards 2030

Director General, Department of Energy in the Republic of South Africa

Ms Magubane is optimistic and determined that this can be
achieved, adding "VVe are going to create an Independent
Syslern Operator [arrangerment] that is fair and transparent for
bath IPFs and Eskom. ™

The Director General was also keen to assuage doubts over
South Africa’s ability Lo pay Tor the developments. South
Africa is the 25™ larges! ecanomy globally, and has solid
economic growth —with expansion expected at around
3.7% this year, she said.

Parts of the planned developments are already underway.
South Africa began the bidding process for about 3, 7250MW of
renewables, ncluding 1,8000MW of wind, at the end of July 2011

“We have received about 250 registered bidders so far, and
we are looking at 3,000 clanfication quastions, to respond
before the closing date for the first phase, on 4 November
201111 the first phase is nol oversubscribed, we can accepl
maore bids in the second phase, which is expected ta close on
& March, 2012," she said.
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Roundtable Discussion

Theme 1: Strategic Growth

Strategies for Meeting the
World's Growing Power

Demand

With nearly half of the current Eurcpean
generating capacity to be replaced

by 2030, requiring investments in the
range of LUR 30-50 billion, the power
industry and its supplicrs face “a unigue
appar tunily o build & low-carbon
generation mix,” Benjarmin I remausx,
Senior Executive Vice President,
Strategy, Mergers and Acquisitions, for
AREVA, argued dunng the first panel
session,

But with renewables reliant on
“substantial public support,” and major
uncertainties over the use of carbon
capture, Fremaux said nuclear must
remnain a favorite for future, cost-
effective, base load generation.

Alan Svoboda, Executive Director
Sales and Trading, CLZ Group, also
highlighted the challenges surrounding
investmeant into renewables noting,
“the mare you invest into renewables,
the more you exploit fin the form of
feed-in lariffs] the expecled relurns
an existing conventional assets, and
the mare that you lake away appelile
af investors inta new conventional
assets, " he argued.

8 2011 KEPMA Inlernatonal Ceoperabve (TEPRMG Int
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Regulatory impact and uncertainty are
key defining factors behind generation
and network related investments in
the Baltics, as well as much of Lurope,
noted Sandor Liive, Chairman of Eesti
Energia

"Llectricity prices are genearally too low
to justify investment into generation,
especially due o the huge uncerlaimbies
aver the price of CQ . What kind of
leng-term investment can companies
make if we don't know if in ten years
the cost of CO_is zero or FLIR 40 per
fonne?” he said.

Estonia’s solution to this dilemma
is a power plant, currently under
construction, lired by both cil-shale
and biomass

“It’s ke Buying an option to hedge
against the CO, price. If it's high, we
can use up o 50% biomass. 1T [low],
we can use more fossil fuel, " he said.

But can renewables have a role

"filling the [generation] gaps ™
challenged maoderator Willnd Launana
Do Rego of KPMG n France,

rn Figs &

For Hubert Labourdette, General
Manager, Assystem Engineering and
Managing Director, N Triple A, that
depends on the country.

“in Norway we don't have to fill the gap;
they have 100% of capabilily in energy,”
he said,

Elsewhere, a beller policy would be o
reduce the gap betore neading to fill it

“To reduce the gap means introducingl
a strong, encrgy-efficiency action

plan.. including smarl managernsant
systems, able to manage customer
demand in line wilth production,”

he added.

Ceartainly renewables will have their
place, but the tendency will be away
from de-centralized production, such
as solar panels on buildings, to large
scale projects like the off-shore wind
programs in France — despite their
complexity, Mr Labourdette said.

Fine on paper, bul fact is, renewables
and smart grids will not be enough to fill
the gap, countered Mr Fremausx.

bily. Member lomes af the KFMG network of mdependent hrme are alhhated with EFMG
r harity 1o chligate or bind KPMG International or any ather member firm vis-
ty to ablignta or bind any membar firm. All righta reaarsaed
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*Denmark has the highest share of
wind in Europe; 30% of their mix is
renewables, bul their CO, intensily is
nearly /0% higher than the Curopean
average, because the rest of the mix is
fossis It will be the sarme for Gernmany,
with fossils, not only filling the gap, but
also for back-up supply,” he argued.

Guaranteed feed-in tanffs for
renewables carry further rigks, as the
Czech Hepublic i1s finding out, noted
Mr Svoboda.

Moderator:

Wilfrid Lauriano Do Rego,
Mational Head of Energy,
Chemicals and Pharmaceulicals,
KPMG in France

*Last year the tariffs for new
investments were 50 attractive that
i just twelve months the Crech
Hepublic became the global leader

in terms of photo-voltaic per capita.
The money cornmmulled to this armounts
to investments into four new nuclear
power plants! Get the regulatory
frarmework wrong for twelve months,
and you can ba paying the bill for the
next 20 years,” he said.

Panel Participants:

Ignacio Estella, Director of Business Origination, Iberdrola

Benjamin Fremauy, Senior Exccutive Vice President,
Strateqgy, Mergers and Acquisitions, AREVA

Hubert Labourdette, General Manager, Assystemn Engineering
and Managing Directon, N Triple A

Sandor Liive, Charrman of the Board, Lesti Energia

Alan Svoboda, Executive Director Sales and Trading, CEZ Group
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Theme 2: Role of Regulation

Role and Competences of
Regulation in Liberalized

Energy Markets

When Alistair Buchanan, became CEO
of Ofgem, the UK energy regulator,
the job was relatively uncluttered
“Ihe core competences weare
independence of mind, and ability

far regulatory cconomics,” he said.
“Now we are hiring global energy
speciahists, top lawyers, seniar
environmental economists, consumer
speciahsts, Furopean specialists and
communication spacialists! We want
people to communicate, because
energy and climale change are so
central to UK palicy,” he says.

In the past two years, Ofgem has been
made responsible for sustanability and
future consumers; recently It gainad
ITHEME [HOWVETS DWET enforcement and
appeals, and now it has to find the
middle ground between affordability,
securily of supply and sustainability

“We have a slalulory responsibility with
all three of those elements. Ve are no
longer markets-leave-alone, we are
rmarkets within a frarmework, ” he said

Customers are increasingly concerned
aboul prices and performance —and
often beheve the requlator has super
pOowWers.

14

"GBP 200 billion has to be found by
2020 to rebuild the system, and people
want assurances that uhilities are

nat raising pricas to take mare profit,
They turn to Ofgem for assurance
regarding this.”

In light of current economic instabilities
and the growing demand for energy
Csaba Kovaos, the panel moderator
and Director with KPMG in Hungary,
posed the guestion: ., Do we reguire
de-regulation or rereguiation of energy
markets?”

Hafael Gomez-Livira Gonzalez, director
of European Affairs of the Spanish
Mational Energy Cammission and Joint
Coordinator of the electnicity and gas
regional initiatives in ACER, says thisis
“a very complex queastion,”

“Al national level the ideal is 1o have
less requiation, although national energy
regulators have more powers bacause
of the third package of directives.

Bul we are seeing rmore regulation al a
Luropean level,” he said. I orthcoming
EW cross-border legislation will

improve the management of all inter-
connections across Luropean borders
through the so-called framework
guidelines and network codes. This EL
regulation will be pivetal in achieving the

chlgate or bind KPM
nd any mambar firm, All righta renaread

Internal Energy Market in EU. “These
regulations will be binding on EU states
arred will allow for an efficient use of

the imited cross border capacity. In
this context, he also addressed some
regional and cross-regional projects
airming tointegrate forward, day-ahead
and intraday national markets.”

A nerw EU regulation on markel integrity
and transparency has been recently
approved by both the Council and

the Furopean Parliament. ACER, the
Agency for Cooperation of Lnergy
Regulators, will have a crucial role in
monitoring all transactions, with close
co-operation with national authorities
“Ihese are tramendous steps forward
in selling up & Furopean framework for
transparancy.” he said.

Related to competition at the retail
level, after almost two decades of
liberalization process, now il is lime

far iberalized energy markets to deliver
real benefits to EU consumers.

Future LU regulatory concepts seem to
have taken ideas from the Norwegian
experience, which has had an electricity
market since 1992, noted Tor Inge
Akselsen, senior vice-President for
international affairs at Statnett, the
state-owned grid

I mdependant lirns are alhhated with EFMG

ntarnational or any ather member finm vis-
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“We've had growing regulation in
Morway for 20 vears. What is coming up
in the EU looks very good. ACER should
make the Luropean market function
better,” he said.

In Mr Akselsen's analysis, the national
markets are not big enough to create
competition, particularly when national
champions are in the mix

“lo challenge the champions and to
make the international market function
betler you rmust have regulation,”

he said.

Regulation is taking on a new role from
the concepl of the mid-1990s, when
the message was “competition where
possible, and requiation only where

Moderator:

Czaba Kovacs, Director,
Energy & Utilities Business Advisory
Practice, KPMG in Hungary

G In
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necessary. This slogan is no longer
valid. Weve moved away from that,”
s Ulnich Rust, head of cartel and
regulatory issues at RWL.

But while it is important for regulatars
1o learn, for example, from the flaws in
financial regulation that helped create
the global crisis, it is simply not fitting to
transfer all ideas

I he requlatory model has to undergo a
radical transformation to accommedate
the de-carbonization agenda, said
Laszlo Varro, head of the gas, coal and
power division at the IEA,

“We need a comprehensive
transfarmation of the networks because
we need to bring in new electncily

Panel Participants:

- Europe

production, off-shore wind and other
sources. And on the distribution level
we need srmart gricds, ” he said

He also warned that guaranteed feed-in
tariffs distort markets

“The feed-in lanfls were mostly
initiated by ministries that have the
promotion of rencwables on their
agenda, These policies have been
very effective, rofing out farge scale
renewable production. [But] we need
lo ensure thal the further growth lakes
plface in a market framework, and
presarve the efficiency gains criginating
from competition during the de
carbomzation phase, ™ he said

Alistair Buchanan CBE, Chiefl Executive, Ofgem

Tor Inge Akselsen, Senior Vice President for International Public Affairs, Statnett

Dr. Laszlo Varre, Head of Gas, Coal and Power Division, International Energy

Agency (IEA)

Dr. Ulrich Rust, Head of Cartel and Regulatory Issues, RWE

Rafael Gémez-Elvira Gonzalez, Director — European Affairs, Spanish MNational
Energy Commussion (CNE) and Joint Coordinator of the Electnaty & Gas
Regional Imtiative, Agency for the Cooperation of Energy Regulators (ACER)
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Theme 3: Global Sustainability

What Sort of Enabling
Framework Will the
Power Sector Need to
Make the Significant
Investments Required
to Decarbonize Itself?

Opening the roundtable discussion,
Yvo de Boer, who is KPMG's Special
Global Advisor on Climate Change and
sustainability, posed the following
guestion to the panelists: “Where are
we an the poliics of climate change?
Has it stalled oris it moving?”

see such enthusiasm for green energy
across Canada. “Nationally, ather
provinces just aren’l blessed wilh our
hydroelectric infrastructure, so other
jurisdictions aren't able to move as
easily in the sarne renewable direction,”
he argued.

Two years ago, BC Hydro in Canada
did a citizens’ poll, and found chmate
change was al the top of the agenda

It is a sirnilar story on the other side

of the planet, in Australia, True, the
minority Labor government has
introduced legislation to implemeant a
carbon tax, but national politics are very
difficult, says Paul Simshauser, head of
corporate affairs at AGL Energy. Secing
that the focus glabally has shifted to
price, politicians are now weary to
support relatively expensive sources

of power generation.

“Citizens want clean encrgy. But the
mast recent poll slaled thal cuslormers
consider keeping the price of electricity
low 1o be equally impaortan! as
generating clean energy. whereas two
years ago, our customers were far more
concerned aboul clean energy and
preventing climate change The cost of

electricity s of escalating concern fo Ihe deep split has also had an adverse

our customers, but clean encrgy is stifl
impoartant. Given the state of the global
aconomy. this research isn’t surprising.”
said Dan Doyle, Chair of BC Hydro.

The province of British Columbia has
introduced a carbon tax, and denves
an impressive 83% of its energy from
renewables, but Mr Doyle does not

& 2011 EFMSG Inte
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rralmnel Cooperalve
Matangl proviges

maa KPMG International havs

cffect onlending. “Since the financial
crisis, the tenor for debt around the
rest of the world has lengthaned to
thirtecn years, and the spread above
official rates 15 round about 2490 basis
points, Butin Australia the tenor

has aclually shrunk, lo seven years
maximum, and the spreads being
applicd have elevated to about 350

"EFMG Lol enlily. Member lims of 1

he KF aiwork al

400 basis points,”
Mr Simshauser said.

And the cause? “You can only pul that
down ta us having one of the most
ferocious debates of any country in the
warld right now araund putting a price
on carbon, ™ he said,

Paliical debate 1s also causing
uncertainties in the UK as it goes through
anather review of 1ts regulatory and

tariff system said Keith Anderson, Chief
Corporate Officer at ScotishPower

“The big trick for the UK government
1% how to lake the mechanisms used
far renewables and also give nuclear
access to it, because there is a big
political will to see the redevelopment
of nuclear as part of the de-
carbanisation of the UK, The prablem
we have is we're taking a long time to
implernent the new systern, the longer
you do that, the more yau risk sfowing
down the investment,” he said.

Ihe UK needs GBP 200 - 300 billion
ininvestment over the next 10-15 years
in nuclear, gas and wind capacity, plus
the grid.

ndependent lirrme are alhlated with EFMG

v ather member finm vis-
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“If you are looking at a sector where

you think a change of government

will triggger another review. .. youl layer
that an top of 3 whole lotf of process
uncertainty, and it starts to make people
queslion, are they going o inves! n the
UK Mr Anderson said,

Similar to Canada and Australia, Alain
Bucaille, semor advisar to the chiel
execubive of licer at AREVA, also
sees the concern about the economy
overriding that of climate change.
Climate will be back on the agenda,
but only “when the financial crisis is
passed” he noted

Moderator:

Yvo de Boer, Special Global
Adwvisor, Climate Change and
Sustainability, KPMG

Until then, Mr Bucaille urges the
industry not to remeove climate change
from the agenda and 1o focus itsell on
the largest emitters of CO,. In doing so

a balanced discussion must be fostered,

warning that the public is focusing far
too much on electricity and missing out
on the huge emissions resulting from,
Tor example, transpaort

“Electricity is a parl of the probilern, but
it's only fresponsible forl 40% of CO,
emissions. If yvou have three million
cars, or one miflion peaple taking a
trans — Atlantic flight cvery thirty yvears,
—il's already so rmuch in terms of C0O
emissions (and a main driver for climate
changel, " he said. “Therefore we need

Panel Participants:

to face up to the realities: as long we
don't aim at less 200 g CO, / KWh for
electicily and less than 80 g CO_/Km
for cars, we speak about dreams or
iflusions.”

Professor Paul Simshauser, Chiel Economist & Group Head of Corporate

Affairs, AGL Energy

Keith Anderson, Chiel Corporate Officer, ScotlishPower

Dan Doyle OBC, Chairman, BC Hydro

Alain Bucaille, Semar Advisor to the Chief Executive Officer, AREVA
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Theme 4: Nuclear Focus

The Role of Nuclear Power
in a Low Carbon Energy
Policy Post Fukushima

Until the early part of this year the
nuclear renaissance was a reality, and
rmany countries were enthusiastically
lzxoking to expand their nuclear power
generation capacity. The dreadful
events at the Fukushima nuclear power
plant, though, have turned some
countries, most notably Germany, away
from nuelear power, and made the
public in many countries more wary

Cine obvious question is; has regulation
falled, and s there a need for stricter
international regulation?

he basic principle s that it i1s a national
responsibility to regulate nuclear safety,
and should be looked at individually

In the case of Japan, there was an
international requlatory review a few
years ago which identified some basic
weak points in the system.

I'he Japanese, for example, had opted
for LIS requlatory standards when
constructing the plants, which did not
take tsunamis into account . It should
be remembered that the nuclear units
at Fukushima survived the carthquake
undamaged, bul it was the tsunami that
followed that led to the disaster.

8

Further, the Japanese regulatory
system is such that it does not
encourage development of national
regulations, which is why tsunamis
were overlocked.

The: Three-mile Island event in the
UsAn 1979, was a wake-up call of the
industry, resulting in a serous review
of regulation by the industry itself,
leading to significant improvements

to regulatory effectiveness. Likewise,
Fukushima has prompled the industry
to revisit this and reflect on the areas of
improvement,

Among the other lessons, Fukushima
dlso highlighted a need for better
coordination of standards and their
enforcement and much better
emergency response preparations,
including back-up systems to eliminate
the nisk of prolonged power culs At
nuclear plants

Fukushirma also revealed the dangers
of ovar-reliance on tools such as
probabilistic safety analysis (FSA),
which, while a wonderful tool, can lead
o complacency

Better crisis managemeant 15 another
lzsson to be learned from Fukushima,
where reporting contained both
disinformation and misinformation

and was catapulted very quickly by
the media into the consciousness of
the global public, harming the overall
perception of nuclear power.

Studies in the USA revealed that vast
nurmber of the TV-watching pulbdic
totally misunderstood that of the
25,000 plus dead and missing in the
catastrophe, none were linked to the
nuclear aspects of the catastrophe. As a
result, public support for nuclear power
in the LS tumbled from a 80% plus level
to 40%, although it has since recovered
to abowve B0%.

Education is seen as vital in this regard,
helping the public to differentiate
between the facts and disinformation.

I he public also neads to see more
international scrutiny, and the nuclear
industry could learn from the culture of
aviation, where international standards
are applied as the legal narm.

But despite the dreadful events in
Fukushima, the industry is nol seeing
large-scale withdrawals from the
nuclear sector (the recent Spanish
election has seen the new government
support new nuclear build in ther
country} with the principal exception
being Germany. Almost all countries
that had plans remain commitled o
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nuclear developments, albeit with
possible delays for additional testing
and finanoial constraints

Certainly a renewed emphasis on safety
features, stress tesls and emeargancy
training will add a little 1o the cost of
nuclear genaeration, but analysis has
revealed the impact should be marginal
in terms of euro per megawatl-hour

One reasonably conservative analysis
estimates the nuclear generation
facilities globmally will expand from

the 380GV capacity today to around
580GW by 2030.

The same driving forces remain, people
need reliable, aftordable power —and
increasingly more of it and carbon
concerns have not subsided.

Moderator:

Dr. Timothy Stone CBE,
Chairman of KPMG's Global

Infrastructure Practice

But while most energy professionals
know that because of both cost and
grid stability no electricity system can
rely 100% on renewables, what the
nuclear industry has not done well is to
communicate this to the layman.

o a large extent the public view

solar, and especially wind, as a
comprehensive energy source, and the
industry has to consider information
campaigns aimed at explaining that no
grid can solely rely on solar and wind
100% of the time and that atfordable,
base load power units are essential for
modern living.

Muclear needs to be championed, not
as the solution, but as an essential part
of the energy mix

Panel Participants:

Jukka Laaksonen, Director General, Hadiation and Muclear Safety Authornty
(STUE), Finland and Chairman, Western European Muclear Regulators’
Association (WEMNRBAL)

Luc Qursel, Chairman of the Executive Board and Member of the Executive
Committes, AREWVA

Dr. Aris 5. Candris, President and CEQ, Westinghouse Electrnic Company

Hugh MacDiarmid, President and CEO, Atormic Energy of Canada Limited (AECL)
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Theme 5: CFO Agenda

Financial Fundamentals
and Shareholder Value
in a Volatile Market

With regulators under pressure from
politicians to squecze margins in the
electricity supply chain can the private,
integrated electncity company model
that has emerged in Western Europe
survive? And does such a utility have
the skills sets for its modern role?

Thus did Nick Horler, Chairman of

the EMR Advizory Board, KPMG,

kick off the discussion on Financial
Fundamentals and Shareholder Value
in a Volatile Market during the KPMG
Global Power & Uilities Conference —
Europe.

“Wea've haard a lot about growth in
renewables, in infrastructure, the need
ter ehange generation sels, wea've

heard about fantastic GOP growth
apportunitias in other parts of the

world. It feaves me thinking; as a CEQ,
rmanaging an inteqrated energy portfolio
is, can | do everything? ™ he said.

For Mr Horler, the level of investment
that needs to go into all these activities
makes the whole concept questionable
in terms of shareholdar return.

20

“I think it will put so much strain on

the balance sheets of these integrated
companies, particular if forced o nvest
in regufated returns in low growth
cconomics. [(Meanwhile] they see the
high growth opportunities in developing
cauntries, ! think this will lsad to a
revision in these portfolios, " he said.

For Pierre Aubown, CFO of AREWA,
times have certainly changed from

a decade ago. " loday, investors are
much more focused on resilience, on
the atulity of cormpanies to resist any
change in their environment, and the
first and forermost melnc s the ability
to withstand a credit crunch or change
in returns,” he argued.

But after a hectic 12 months, during
which the German government
changed its position twice on the issue
of phasing oul nuclear power, Ingo-
Peter Voigt, senior vice-prasident at
Energic Baden-Wirttemberg (EnBW),
lined up mare closely with Mr Harler

*In Germany, over roughly a decade, alf
utifities have positioned themselves as
ntegrated ulililies, as high investment
grade credits, strong single A arena.
[As a result of the decisions around
nuclear power], frorm a financing
parspective, wa have lost a huge
proportion of our profitability, " he said.

For Mr Voigl too, political machinations
and taxation changes has rased the
question; 15 it feasible to maintain

an integrated position for the future,
especially in view of the “gres!
challenges we arc all facing, for
exarmple the investrmen! requirerments,”
he said,

Indeed, for a country like Germany,
where political stability and
predictability had been the norm, recent
decisions on energy policy have raised
profound questions

“Evan in those elements where you
hawve got regulation, where yvou think,
espeacially in Western Europe, that
yau hawve got stabuiity in the reguiatory
regime, you can be forced and faced
with huge changes, ™ he said.

I mdependant lirns are alhhated with EFMG

arnatianal or any ather member finm vis-
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»20 is it time to divest the retail side
of utifitics? " asked Klaas Wagenaar,
Partner, KPMG in the Netherlands,
and the panel’s moderator.

Mot for Mr Aubouin, who argued: */
see two reasons fwhy notf First, the
returns on pure power retalling are

not sufficient, and it is a very narrow
shice of the added value, and the risk
for ulilities 15 therefore (o be squeesred
by the reguiator. Conversely. being
present in both production and retailing
allow power ulilines fo influence the
regulatory pricing scheme, which is a

key lever lo structure the funding of long

Moderator:

Klass Wagenaar,
Partner, KPMG in the Netherlands

term investments in production assets,

such as nuclear power plants.”

Hubert Chiwara, Finance Director,
Zimbabwe Power Company, however,
has faced far more basic cash-flow
challenges — due 1o a weak currency
and customer non-payment.

“Cash is key o our enviranment

We han a situation when our currency
could not [support investmeant] for
our power stations, as most of our
equipment s imporied Bul now the
econony has been dollanzed, we
have bheen able to rehabililate power
stations,” he said.

Panel Participants:

Conference
- Europe

Meanwhile, on the retail side, the
company is turning increasingly to pre
paid meters  “Custormer non-payment
g providing a serious hurdle for power
supplicrs in the Africa™ he said. Adding
“developrments in technology though,
such as smart meters, are providing

a viable solution to address this issue
and to ensure funding for continued
invaestment

Hubert Chiwara, Finance Director, Zimbatwwe Power Company

Pierre Aubouin, CFO, AREVA

Ingo-Peter Voigt, Senior Vice President Finance and Investor Relations,

Energie Baden-Wurttemberg (EnBW)

Nick Harler, Chairman of the ENR Advisory Board, KPMG
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Theme 6: Financing New Investments

Prospects for Power Sector
Financing in Europe

Given that the European Union's
enargy goals for 2020 stipulate a 20%
cut in both greenhouse gas emissions
and energy consumption, plus brings
renewables to the 20% threshold,
Simon Brooks CB, Vice President at
the European Investment Bank (EIB),
stresses the importance of energy
savings projects.

“What gets left out of things is

the importance of savings. Encrgy
elficiency 1s the poor relation of so
much of the financial discussion, but
there are huge opportunitias that can be
done in central-east Europe, ™ he said,
setting the scene for the roundtable
discussion on the prospects for power
sector financing in Eurape

Hence the LIB, as a policy-driven bank,
has re-orientated itself towards climate
action and energy secunly, “Landing
refated o climale change projects in
2070 was over EUH 20 billion, 25-30%
of our total lending, with about EUR

5 5 billion specifically for renewable
projects” he adds.

2

Increasingly, Mr Brooks said, the

EIB will be “keeping ourselves in the
‘harder-lo-do projects” such as off-
shore wind rather than on-shore, ™ or for
example, alternative renewables, in part
because of the reluctance of the private
sector to lake on such risk

KPMG partner Darryl Murphy, as
moderatar, asked the panel 1o clanfy
the state of the banking sector, given
the implications of Basel Il and the
potentially acute iquidity crisis

While the overall consensus was that
there 1= still cash avallable and good
deals will still obtain financing,

Ed Wilsan, Head of Renewable Energy
Finance at Lloyds Banking Group, noted
that the tenor of loans Tar the energy
sector, at 15-20years, does pose
liguidity issues, most particularhy with
Bazel [l locming

“The last couple of years, | suspect the
banks have enjoyed the cross-sales
ineormne corrirng from inlerest rates and
inflation type hedging. which arguably
has been cross-subsidizing some of that
leng-term hgquidity in capital Basel Il
will affect that, My gut feeal is that it°'s not
going to be particularly pleasant, and !
think we're going to see a change in the
funding rmode! going forwarnd, ™ he said

Given the uncertainty in the markets,
does project finance have a role in
lerms of new investmenls going
forward?

For Andreas Ufer, Senior Director and
Global Head Power Renewables Water,
KWW IPLX Bank, it certainly does,

even if the market mood has dipped
dramatically since the middle of the
year, While there are not too many

new fossil-fueled plants in the pipeline,
in particular in Europe, interest in
renewables remains.

“You can see a lot of projects, whether
off-shore in the UK or Germany,
whether it's C5P on-shore wind, or the
big PV farms - lwhile] these are mainly
all IPPs and nat too rmany uliilies — there
is 3 role where banks have played a role
and will play a role, " he said.

As tar Basel [, “Yes, it wll bind more
caprtal, and so have some casts an it
But this will not be the end of project
finance, " he argued

=0 should governments be worried
about a lack of finance, or more the
lerms governing the finance that is
available?

I mdependant lirns are alhhated with EFMG

v ather member finm vis-
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“It's a cambination of both, ¥ said
Dominik Thurmfart, Managing Director
— Co-Head, Infrastructure & Renewable
Energy Finance, Asset Finance &
Leasing, Deutsche Bank London.

“We banks find ourselves in the same
sifuation as the utiifies: we need
transparency and stabiiity, and that
elernent is rmissing o a fair degree right
now in legislation in varnous Curopean
countries,” he said.

This is one factor that casts doubt on
the ability of some countries to really
implement their LU 2020 targets,
certainly in the power segment.

Moderator:

Darryl Murphy,
Partner, KPMG Global Infrastructura

“When we talk about financing,

it's very obvious there is a huge gap.

A 2070 KPMG study pul project
financing needs| at LUR 16.5 biffon

in Eurape [but] a lot of projects simply
don't get done because the economics,
ar the niskfreturn profile do not stack
up, " he said.

The power linance seclor needs

“a continuous widening of finance
sources,” he said, most particularly, the
project bond market, currently dead,
neeads to be revived, he said.

Panel Participants:
Simon Brooks CB, Vice President, Furopean Invesiment Bank (E1B)

Andrew Jameson, General Manager for Structurad Finance,
Bank of Tokyo Mitsubishi

Andraas Ufer, Senior Director and Global Head Power Henewables \Water,
KfW IPEX Bank

Dr. Deminik Thumfart, Managing Director — Co-Head, Infrastruciure &
Renewable Energy Finance, Asset Finance & Leasing, Deutsche Bank London

Ed Wilson, Head ol Henewable Lnergy Finance, Lloyds Banking Group
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Roundtable Discussion

Theme 7: Utilities of the Future

Smart Grid / Smart
Metering — Data Driven

Transformation

The smart-meter has become the

term almost synonymous with future
energy systems. Bul without coupling
up to the necassary smart-systems
and machinery, you can “forget smart
meters,” Thijs Aarten , Chief Executive
Offhicer, Kema, a global services
provider, arguad in his keynote address,

“Smart-melers are only the tip of the
icebarg. VWhat's really important is
what is behind them. Micro CHPs, solar
panels, heal pumps, smarl apphances,
a dish washer that will switch on

when there is an abundance of solar
clectricity,” said Mr Aarten, whose
company s involved in more than

100 smart-grid projects.

Can smart-energy systems, coupled
with renewable energy sources, be
made to work, and at an affordable
price? For Mr Aarten, thera is no
question — they can — although there
remain many technical and social 1ssues
to be overcome.

But the key 1ssue to developing smart-
grids lies not in technical, but in getting
the customer on-board, understanding
the enargy-saving possibilities from the
vary start.

29

“It's bacause we do not engage and
imvolve the consumer appropriately in
the beginning of the project ™ he said

If any country has pionecred the way to
prove sustainable energy can be made
to work il is Denmark — that at least is
message of Michael Arentsen, Chiet
Consultant with the Danish Encrgy
Association, which represents about
0 Danish utilities.

Due to a political decision in 1983,
Denmark rejected nuclear power,
and this laid the basis for renewables
to take off.

“Ir1 the past 10 years we have reached
20-30% renewable generation, largely
frorm wind. We are & net exporter of
electricity. We have reached this while
mecting and coping with the challenge
of balancing the Danish systern, which
is sfrongly integrated to the Nordic
market,” he said.

SAP which has been creating software
for utilities since 1988, observes
developments intently, says Stefan
Engelhardt, head of the utilities
husiness unit

Utilities are undergoing a “paradigm
shifts" regarding power production:

“consumption has to follow production,
and not the other way around, ™ he says.

This "simple massage™ s profound,
“We need a lot of technology and
processes lo creale the srmart-grid that
allcrws the balancing of the dermand and
supply sideas, " he says.

Creating software for customers who
are in both the liberalized and regulated
markets, while simultanecusly
unbundling the markets, for example, to
accommeodate the micra-generatars, 1s
something of “a major challenge. . with
many questions shil to be answerad,”
he says.

Maoderating the discussion,

Mark Powell of KPMG in the LUK, posed
the question "How can we expect
smart-grids to impact the retail level,
and what aclions are ulilities currently
taking in hight of this? "™

Peter Franklin, director of Enstra
Consulting, responded by describing
the modern, western home, in 2026:
“KVe've had smart metenng roll-outs,
so vour home is pretty intefligent. It will
recognize you, provide health checks
and a smart intruder alarm. It will also
manage your micro-gencration, and
decide when to buy electricity,” he said.
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This gives utilities in retail the
potential to expand outwards.

“Al the morment it is only aboult
enargy. in 2026 it will include enargy
services, micro-generation, storage,
and home services.”

“Wall utilities embrace the fact that we
are going to live in a home services
winld, and becorne much more
consumer focused, providing 8 whole
range of products and services?”

“Or will the home services providers
integrate back into energy, possibly
bacoming energy supply brokers, and
switching consumers between the
best priced suppliers, even becorming
anergy suppliers themselvess " Mr
Franklin asked

Moderator:

Mark Powsll,
Mational Head of Power & Utilihes,
kEPMG in the United Kingdom

As the CEO of Altibox, a Morwegian
telecommunications company with
250,000 customers, Leifl Aarthun Ims
admitted listeners "may wondear why
i here?”

The answer is simple. “U'm owned
by Lyse Lnergy . one of the larger
Morwegian power utilities, with
130,000 custormers, ™ he said

Lyse 15 a strong believer inthe
convergence between energy and
telecoms, transforming itself from

a single purpose power company
towvards a multi-purpose utility in the
past decade.

“len years back, Lyse had an annual
turnover of S0 200 million, now it's
five fimes that, and the telco turnover

Panel Participants:

& Utihities
Conference
- Europe

r
*“ &
: =
|

;T‘

is more than the energy business was
back then,” he says.

w

I he company has recently launched
three smart projects; smart-encrgy,
asmar-health and smart-region [such as
alarm services)

It has particularly high hopeas for smart-
energy, but Mr Aarthun Ims says the
launch must be well prepared

“This fpush] might really complicate
the situaton for the end user 1's
really important to have the nght skills,
such IT competence, as we move to
introduce these now services.”

Michael Arentsen, Chiel Consultant, Danish Energy Association

Thijs Aarten, Chief Executive Officer, Kema

Dr. Stefan Engelhardt, Head of Business Unit, Ulilities at SAP

Peter Franklin, Director, Enstra Consulting

Leif Aarthun Imsg, Chiet Executive Officer, Altibox
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KPMG Panel
Moderators

Strategic Growth: Wiltrid Lauriano Do Rego, National Head
of Energy, Chamicals and Pharmaceuticals, KPMG in France

acs, Director, Energy & ial Global Advizar,
 Practice, KPMG in Hungary

Muclear Focus: Dr. Timothy Stone CBE, Cheirman of KPMG's CFO Agenda: Klaaz Wagenaar, Partner,
I ) .
Global Infrastructure Practice KPMG in the Netherlands

-

- J
Financing New Investments: Darryl Murphy, Partner, Utilitiez of the F 1 Mark Powell, National Head of
KPM@ Global Infrastructure Power & Utilitiea, KPM@ in the United Kingdom
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The Conference in
Pictures

Parallel Sezzions:

Jacques-Francoiz Lethu, Head of Energy & Natural Rezources
Audit Services, KPMGE in France, end conference co-host Financial Reporting for Utilities, Quo Vadiz?

F:]'F..].;_
al Py Ll il
Utilitia .
ference

Urope

Parallel Sezsions: Parallel Segsions:
Tax lzzuez for Utilitiez — Energizing the Green Agenda Capital Projectz Rizk Management

Parallel Sezsions: South Africa — Dpportunities in the
Continent’s Key Power Challenges
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About KPMG Global Power & Utilities Practice

KPMG's vision: We aim to maintain
aur position as a leading advisor o

the power and utilities sector by
continuously develaping strategic
thought leadership and practical
strategies that help our firms® clients
meel ther challenges. Qur industry-
leading initiatives include KPMG's
Global Cnergy Institute, KPMG's Global
Energy Conference in Houston and
KPMG's Power & Utiities Conferences

KPMG’s reputation:

Through our firms’ national practices
and KPMG's Power & Whilities Centers
of Excellence, we constantly strive Lo
provide services of the highest quality
and the best available advice to clients
around the world.

KPMG's commitment:
Cwr understanding of the demands
and challenges power and utilities

Power & Utilities Centers of Excellence

KFPMG member firms offer glabal
connechivity, We have 127 dedicaled
Power & Utilities Centers of Lxcellence
in key locations arcund the world,
working as one global network

They are a direct response to the rapidly
evolving power and utilities sector and
the specific challenges that this is
placing on industry players

Located in Budapest, Calgary, Dallas,
Essen, Hong Kong, Johannesburg,

L ondon, Melbourne, Moscow, Paris,
Sao Paulo, and Tokyo, the centers work
with our member firms in supporting

companies in the upstream,
downslream and service industnes
around the waorld, helping them to
anticipate and meet their business
challenges

In each center, there are professionals
with practical, in-depth power and
utilities experience. They draw on

our wider global network of power and
utiities practitioners to provide clients
with immediate access to the latest
industry knowledge, skills, resources
and technical developments.,

companies face enables our firms

o develop services, methodologies
and original thinking that specifically
address the needs of this sector

We look at industry challenges

from multiple angles, pooling our
knowledge and resources o develop
holistic services that are designed o
fit our firms’ clients’ ever-changing
reguirements.

Cur Centers of Excellence also enable
our firms Lo transfer knowledge and
inforrmation globally, quickly and opeanly.
With regular calls and effective
commumcations tools, we share
observations and insights, debate new
emearging 1Issues and discuss what 15 on
our clients’ management agendas.

The centers also produce regular
surveys and commentary on 1ssuas
affecting the sector, business trends,
changes in regulations and the
commercial, rsk and financial
challenges of doing business.

We have 12 dedicated Power
& Utilities Centers of
Excellence in key locations
around the world, working as

@ﬁlnv Lk
part of our global network. A e
Y
[y Owtn \_!.x' s
@t
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£ 2011 EPMG Inlernatonel Ceoperabve (TEPMG International” | & Swiss enbily. Member fnme ol the EFMG nelwark of mdependent lirms aie alfilinted with KPMG
il Internatianal. KPW G Intemational provides na client Mo membar firm has harity to ebigats or bmd KPMG International or any ather member f
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Most Recent Power & Utilities Sector Related
Thought Leadership Publications

Power and Utilities KPMG's Profile
and Perspectives

This document combines our service
offerings, client lists and professionals’
thoughts on industry hot topics from
around the globe.

Power Sector Development in
Europe - Lenders Perspectives 2011
The European Power and Lility sector
will require a substantial amount

of investment during the next 15

years, in order to manage increasing
demand, while also decarbonising its
generation portfolio and replacing aging
infrastrucure.

Grean power 2011 — The KPMG
renewable energy M&A report

This annual report follows Powering
Ahead: 2010, looking at changes and
trends in the renewable energy sector
to provide insight on where the market
i3 heading.

Central and Eastern Eurapean
Hydro Power Outlook

Hydropower offers extreamely varying
potentials in the CEE region, bul
provides a decent 23 per cent share
overall in the capacity mix of the
regian, placing it far above all olther
carbon sensitive technologies.

. Mo membeer firm has sny suthornity o cbigats crbmd K
sueh sutharity to obligata or bind any membear firm, All righta reaaread

Impact of IFRS: Power and Utilities
This publication provides assistance
to companies in the powear and ulility
sector who are considenng converting
to IFRS. It gives an overview of IFRS
comversion process and looks at the
impact of conversion an [T systems,
paople and business processes,

Think BRIC! Comparative Study
This report sizes the investment needs
of the power seclors in Brazil, Russia,
Incia & China; including histoncal
analyses from 2000-2008 & also
projected investment needs until

2020 by assessing socio-economical,
technical, environmental & legal aspects

Sub-Saharan Africa Power Outlook
I'he growth and investmeant in the Afnican
infrastructure industry has reached
heights never expernenced belare

Given the relative degree of iInvestrment
rmaturity in the developed world, the
focus Tor investment has undoubtledly
shiflted 1o prominent develaping areas,
such as Sub-Saharan Africa

Major Projects Advisory Statement of
Qualifications - Power and Utility
Pubilic infrastructure and large private
projects are still moving forward and
are creating a continual demand on the
national construction industry.

£ 2011 RPMG Internatmonel Cosperatee I"KPRMG inlernational® | & Swiss enbily. Member orme ol the EPNG retwork of mdependent lirms aie affilinted with KPMG
Intematianal. KPW G Intematianal provides na chent
h-via third parties, nor doss KPMG Internationsl have o

G Intarnational or any ather membar fi
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Investing in the sector

KPMG member firms invest significant time and resources in deepening
and sharing our understanding and knowledge of the sector. This enables
us to provide our clients with strategic and insightful services that are
tailored to their specific needs and based on a real understanding

of their challenges.

Cur key industry initiatives include:;
The KPMG Global Energy Institute (GEI)

The GEI provides critical insights and analyses 1o the energy sectorn, helping
finance, tax and risk executives meeat new energy challenges and maximize new
opportunities. We do this by creating an open forum where peers can exchange
insights, share leading practices, and access the latest KPMG thought leadership
These publications provide interpretations. insight and practical guidance, and
range from white papers, podcasts and surveys to opinion piecas and requlatory
analyses that affect major companies in the power and utilities sector.

The GLI interacts with members through a vanety of channels, including
webcasts, podeasts, conferences, share forums and a web-based portal:
www.kpmgglobalenergyinstitute.com to be a valuable resource for insight
on key industry issues and emerging trends.

The KPMG Global Power & Utilities Conference

The KPMG Global Power & Utilities Conference is KPMG's industry flagship event
for CEOs, divisional heads and financial executives, bringing together decision
makers from power producers, developers, investors, regulators and other
stakeholders from the global power and ulilities sector

I'he conterence 15 held on an annual basis and focuses on strategic, financial,
environmental and risk related issues that are top of mind for power and utilitics
executives, as commenled on via keynole presentations by distinguished leaders,
Issue-tocused plenary roundtable discussions and interactive parallel sessions.
www.kpmgpowerconference.com

The KPMG Global Energy Conference

The annual KPMG Global Energy Conference 15 the premier event presented by
the KPMG Global Energy Institute, and is held in Houston, TX every spring.
The canference brings together energy financial executives from around the
warld in a senes of interactive discussions with industry luminanes
www.kpmgglobalenergyconference.com

30 Internatianal. KPW G Intemational provides na client
h-via third parties, nor doss KPMG Inteonational have

8 2011 KEPMG Inlernatonel Ceoperabve (EPMG International ™| & Swiss enbily. Member loms of the KFMG nety
Mo membar firm has any autharity to obigate or b

h sutharity tn ablignts or bind any membar firm, Al righta rasaread
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kpmgpowerconference.com
kpmgglobalenergyinstitute.com
kpmag.com

Contact

Péter Kiss
Global Head of Power & Hilities

T: +36 703331400
E: pkiss@kpmg.com
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