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The current downturn in the global economy has been swift and
severe. It raises important questions about how organisations conduct
their business — and particularly about how they assess and manage
risk. It also poses two fundamental and interconnected threats for the
power and utilities industry.

The first is a short-term decline in demand driven by falling industrial
activity across the region. While the power and utilities industry
customer base is spread across all industries, smoothing and diluting
some immediate recessionary risks, it is heavily regulated, a public
service industry in effect, with statutory obligations preventing many
companies from withdrawing their service or supply in the event of
non-payment.

The second fundamental threat of the downturn is the lack of
available investment capital, a symptom of this bank-led recession,
and a reluctance on the part of many project developers and
operators to incur more debt at this time. Not only can this delay
power projects in the near-term, it can also have significant bearing
on the long-term outlook for the industry, namely its ability to meet
long-term demand expectations while reducing CO2 emissions,
increasing energy efficiency levels, and investing in renewable energy
and clean technologies as set by the European Union’s 2020 targets.

To examine how organisations are responding to the downturn, Marsh
commissioned the independent research agency Ipsos to conduct a
survey of changing attitudes to risk management across European
organisations. Over 700 organisations were interviewed across 12
countries and 7 industry sectors; of these, 56 are in the power and
utilities sector. This comprehensive study of the European power and
utilities sector examines the industry’s immediate risk management
concerns, its confidence in its ability to manage these, and reviews
how power and utility companies plan to address risk management in
the coming months.

Impact of the economic downturn is limited but the
industry is not immune

A picture has emerged of a confident industry, but mindful of the
longer-term impact that the downturn may bring. Its confidence,
second only to that of the life sciences industry - see Figure 1 - seems
well-founded: future demand is assured, and there is a pervading
sense across the industry that the downturn is a momentary blip in its
growth curve.
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Figure 1: Results at a glance
(Percent of respondents in respective industries)*
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Public Entities, P&U: Power and Utilities, RCB: Retail and Consumer Brands, T: Transport

Responding cautiously; no complacency

Many are confident that their existing risk management processes
will address near-term organisational risks. Yet despite this apparent
confidence, the industry also demonstrates a high degree of
conservatism. There is a heightened risk consciousness across the
industry with three quarters of participants believing that risk is now
seen as more important across the senior levels of their organisations
and 66% reporting that they have reviewed, or are in the process of
reviewing, their approach to risk management. Indeed, 45% of those
surveyed say the downturn has led to a reduction in risk appetite

- only the financial institutions industry demonstrates a greater
increase in risk aversion (52%). But even for those less risk averse,

With over 500 clients in 50 countries Marsh is the acknowledged market leader in the provision of insurance and risk management services
to the international power and utilities sector. Our client base encompasses the whole spectrum of power and utilities, including vertically
integrated nationalised industries, transmission and distribution companies, Independent Power Projects (IPP), Combined Heat and Power
(CHP) projects, as well as nuclear and renewable energy companies. Fresh and waste water companies are also among our clients.
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management and boards are demanding tighter controls, improved
communication and reporting flows, and deeper and closer analysis
into investment projects and opportunities.

Changing near-term priorities — focussing on the
value-chain but operational risk still prevalent

With the contraction in the availability of finance and the highly
leveraged balance sheets of many organisations, it is not surprising
that immediate concerns focus on working capital, cashflow and

the wider value-chain. As with all the industries that we surveyed,
concerns about customers were the greatest in the power and utilities
sector - 48%. Furthermore, organisations are looking at margin
volatilities and exposures across all areas of the business, including
primary operations and support services, and are looking closely at
better understanding and managing their customers, clients and
suppliers.

While near-term focus will continue to be on financial and
macroeconomic concerns — credit risk for example was highlighted

by 43% of respondents as an ongoing concern over the next 18
months — organisations are facing these concerns alongside strategic
and operational risks. We asked participants to rate the significance of
eight industry risks as shown in Figure 2, stripping way the immediate
economic focus, and the results confirm that operational risks have by
no means dissipated.

Figure 2: How significant will each of the risks
mentioned below be for your organisation in
the next 18 months? (Percent of respondents)
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Building-out risk management infrastructures and
increasing budgets

Over a third of participants we surveyed expect risk management
budgets to increase over the next 18 months, at a time when many
organisations are reducing costs and budgets. This is partly driven by
the expectation that insurance rates will harden; however, as Figure
3 illustrates, equally important is investment in risk management
information systems, training and even headcount.

Figure 3: In what areas do you expect the
budget for risk management to increase in
the next 18 months? (Percent of respondents)
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This building-out of risk management infrastructures reaffirms
changing attitudes and commitment to robust risk management

at the very top level. Although confident overall, the power and
utilities industry continues to review the wider economic environment
cautiously.

Recommendations and actions

Building upon these executive highlights, the Marsh industry research
report entitled “New risk management insights for power and
utilities” analyses in full the impact of the downturn, the changing
risk attitudes of the sector and examines how the industry is
responding. It also outlines Marsh’s recommendations on evaluating
and understanding risk priorities, risk financing and best practice risk
management.

For further information or to obtain a full copy of the report, please
contact Mark Pollard (Power and Utilities Practice Leader for Europe,
the Middle East and Africa) or your local Marsh representative.

in-country industry specialists, many of whom have formerly worked in the power industry. These dedicated resources span all relevant
disciplines including client servicing, insurance broking, risk engineering and risk management, and offers clients dynamic risk assessment,

deep market relationships and bespoke consulting services.

Through our market relationships, industry knowledge and programme design capabilities, Marsh and MMC has a unique and unrivalled
ability to assist power and utilities companies in minimising their total cost of risk by ensuring the optimum combination of risk retention,

risk control and risk transfer.

Mark Pollard, EMEA Power and Utilities Practice Leader, +39 02 48538 283, mark.pollard@marsh.com
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Marsh is the world’s leading risk and insurance services firm. We provide advice and transactional capabilities to clients through our 24,000
colleagues worldwide. This includes global risk management, risk consulting, insurance broking, financial solutions and insurance program
management services for businesses, public entities, associations, professional services organizations, and private clients in over 100 countries.
Marsh is a unit of MMC (Marsh & McLennan Companies), a global professional services firm providing advice and solutions in the areas of risk,
strategy and human capital. It is the parent company of a number of world’s leading risk experts and specialty consultants, including Guy

Carpenter, the risk and reinsurance specialist; Kroll, the risk consulting firm; Mercer, the provider of HR and related financial advice and services;
and Oliver Wyman, the management consultancy.

The information contained herein is based on sources we believe reliable and should be understood to be general risk management and insurance
information only. Marsh makes no representations or warranties, expressed or implied, concerning the accuracy of information contained herein.
The information is not intended to be taken as advice with respect to any individual situation and cannot be relied upon as such. Insureds

should consult their insurance and legal advisors with respect to individual coverage issues. This document or any portion of the information it
contains may not be copied or reproduced in any form without the permission of Marsh Ltd, except that clients of Marsh Ltd need not obtain such
permission when using this report for their internal purposes.

In the United Kingdom, Marsh Ltd. is authorised and regulated by the Financial Services Authority for insurance mediation activities only. Marsh
Ltd. is a subsidiary of Marsh Inc. Services delivered within each of the markets we operate within will be subject to local regulatory requirements.
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