Regional Overview

When will the 1200 lbs
Gorillas arrive?

Optimism, pessimism and the stark reality of utilities investment

By Joel Laykin

The passage of PUHCA in 1935 put a stop to
most of this hanky-panky. The really important
issue was the placement of federal hand-cuffs
on the utilities which precluded horizontal
(across state borders) expansion. In August of
2005, the 70 year old “PUHCA” was repealed
as part of the new “Energy Policy Act of 2005
removing restrictions on investor owned utilities,
allowing for what was predicted to become a
massive consolidation field day. The question is
consolidation of what?

The vast majority of utilities in the USA are
municipally owned and operated. Investor
owned utilities number a bit less than 200 but
are responsible for approximately 70% of the
It's Nov, 1932.  America’s 32nd President, jnstalled capacity of 860,000 MW in the US. A
Franklin Delano Roosevelt, declares war on the  smaller group of IPP’s, members of “EPSA’include
“great depression invents the “New Deal”and  many of the developers that formed the first
sets out to right the wrongs of the capitalist  “Gold-Rush”of overseas investmentsin Asia in the
system. eighties and nineties.

One of FDR’s key actions was the “PUHCA?
aka the “Public Utility Holding Corporation Act
of 1935" With investor owned utilities free to grow, buy

By 1930, 90% of all operating utilities i and merge, a huge feeding frenzy of buyouts
America were controlled by only 19 holding  was anticipated. The lawyers could hardly wait.
companies. The “top three controlled over Well, a funny thing happened on the way
45% of America's entire installed electric  to the plants across the border in the next state.
power capacity. Many holding companies had  As soon as the federal hand-cuffs came off, state
multi-lateral relationships with owners and regulators stepped in and slapped the chains on
directors guilty of massive conflicts of interest.  again, not in all states but in certain key areas,
These machinations led to the collapse of  aborting much of the expected high voltage
many power utilities along with their holding merger frenzy. New Jersey made life so difficult
companies. for corporate courtships involving Exelon & PSEG
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and FPL & Constelation, that all parties simply
gave up. However, KKR's recently announced
move to acquire TXU which will be the largest
leveraged power buy-out ever, could kick-start
the long expected M & A merry-go-round.

Optimists like to think that a period of
substantial “Horizontal” stateside expansion will
result in the investor owned power companies
becoming consolidated down to as few as 40 to
50 with about a dozen emerging as economic
giants. The optimists’ fantasy continues with a
return to Asia by huge investor driven IPP’s, big
enough to match, or even exceed, the resources
of the pipe-liners.The pessimists say it could take
another generation before these projected 1200
Ibs gorillas come lumbering out of the mist.

With or without all of the above, there is still the
problem of the “analysts” Since 2002, the very
idea of investing overseas in power became
anathema to the financial analyst community.. If
a CEO dared whisper over a golf foursome that
his/ her board was considering a return to Asia
or any place else outside of North America, their
stock would tank.

Another factor is that there is still a lot of low-
hanging fruit stateside. “Too many opportunities
in North America” according to Bill Ruccius,
former head of AES in China,. Ruccius is a
respected industry leader and veteran of power
development in South Asia and the PRC. He
feels that very few stateside or European power
decision-makers really understand how to do
business in Asia. And, “even if they have the
knowledge and desire, why bother when their
domestic markets have such expanding needs
and opportunities.”

Despite all of the above, there is great optimism
in “metropolitan Asia” with few success stories.
One of the best examples, is the growth of Meiya
Power under the stewardship of its Chairman /
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CEO, Colin Tam. A couple of years back on the
heels of the InterGen debacle in Mei Zhou Wan
and the retreat from China by the remnants of
the first Gold Rush in China, we asked Colin....
why? With all the changing goal posts, why
did all these companies come out? And after
having endured a decade or more of pain, could
ever return sometime? “Because it’s there” Colin
replied,“like Mount Everest”China simply cannot
be ignored.

Corporations must grow or die. Eventually, the
low-hanging fruit in North America and Europe
will disappear. Shareholder and key investors
will insist on growth. American and European
investors will return but with a difference. The M
& A action is alive and well in Europe also. All it
takes is for a dozen or more companies to create
the next big gold rush.

These power entities will have been
transformed and the Asian markets will have
also undergone a transformation, lubricated by
local and regional finance, impacted by rapidly
evolving technologies and enhanced by a more
enlightened array of national regulators and
governments that appreciate the value and
importance of transparency, level playing fields
and the rule of law, - essential ingredients for the
appropriate investment climate to attract those
1200 Ibs gorillas.

The Asian Development Bank (ADB) was
launched over four decades ago with their core
mandate being “the eradication of poverty”
The ADB, along with other multi-laterals now
need to come to grips with the exponentially
growing Asian economies existing next door to
deprivation and a sprinkling of failed states.

The leading acronyms (ADB, World Bank, IFC,
etc.) must expand their baskets of risk and credit
guarantees which will be a further inducement
for eventual return to Asia by developers
bringing essential technologies and investment
into areas where such efforts are most needed.



