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“The business environment is in transition across the
utility sectors, with the industry challenged by a changing

regulatory environment, climate change, security of supply
and uncertainties regarding future network requirements.

These factors also influence the industry’s approach to
capital expenditure.”

– Claudia Preedy - B2B Analyst

This report looks at the following areas:

• What are the key drivers for capital investment in the water and sewerage industry?
• What are the key drivers for network investment in the electricity transmission and

distribution sector?
• What drives capital investment in the gas supply and distribution industry?
• How do recent changes in the regulatory framework affect the approach to capital

investment?
• What are the expenditure plans for the current regulatory control period in the various

utility sectors?

Infrastructure investment will continue to be a key focus across the utility sectors, driven both by the
need to replace old assets and new capacity requirements on networks. However, approaches to
investment are now shifting across sectors due to changes in the regulatory environment, including
increased pressure to reduce costs for consumers while ensuring security of supply. There is a focus on
innovation, efficiencies and long-term outcomes in infrastructure management and investment,
replacing the short-term outputs and capital expenditure preferred in the past. The scope for traditional
infrastructure investment may be limited, but there will be more opportunities for companies that can
provide innovative solutions for efficient network and asset management.
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Electricity industry market factors

Price controls

UK energy policy

UK committed to reducing carbon emissions by 80% below 1990 levels by 2050

The government remains committed to tackling climate change despite Brexit vote

New government policies urgently needed to achieve long-term emission reduction goals

Government publishes long-awaited Clean Growth Plan in October 2017

Levy Control Framework

Renewable Energy Obligation (RO)

Feed-in-Tariffs (FITs)

Government commits to fresh FIT review before end of 2017

The Renewable Heat Incentive

Contracts for Difference (CfDs)

First CfD auction concludes in February 2015

Second CfD auction winning bids dominated by offshore wind, which has seen a dramatic fall in costs

Next CFD auction scheduled for Spring 2019

Annual Capacity Market auctions are held to help secure the UK’s energy supply

Water & Sewerage Future Capital Expenditure

Electricity Industry Market Factors

Electricity Distribution Capital Expenditure
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Drivers for future capital investment

Tentative signs of investor confidence returning in the UK renewables sector

Energy storage to play key role in transition to clean electricity supply system

Renewables capacity development pipeline
Figure 39: Renewables capacity development pipeline, as of September 2017

Future potential energy mix

Renewables

Nuclear

Electricity Distribution Future Capital Expenditure

Electricity Transmission Capital Expenditure

Electricity Transmission Future Capital Expenditure
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Figure 41: Forecast power generation installed capacity under “two degrees” scenario, by source, 2017-42

Figure 42: Forecast power generation installed capacity under “steady state” scenario, by source, 2017-42

Figure 43: Forecast power generation installed capacity under “consumer power” scenario, by source, 2017-42

Figure 44: Future potential energy mix in 2037, by scenario

Despite Brexit uncertainty, interconnector capacity between Britain and Europe is set to increase
Figure 45: Existing and planned interconnectors, as of June 2017
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Social factors

Economic factors

The UK’s increased reliance on gas imports

Government push for shale gas exploration to reduce reliance on imports

Wholesale gas prices
Figure 46: Average wholesale gas prices, 2006-17

Industry structure and regulatory factors

National Grid sells majority stake in its remaining four gas distribution networks in 2017

Roles of distribution networks

Ofgem regulates gas network operators via price controls

Environmental and legislative factors
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The market 2013-17
Figure 47: Total gas transmission and distribution capital expenditure, 2012/13-2016/17

Figure 48: Total gas transmission capital expenditure, 2012/13-16/17

Figure 49: Total gas distribution capital expenditure, 2012/13-2016/17

Figure 50: Total gas transmission and distribution capital expenditure, 2012/13-2016/17

Replacement expenditure (Repex)
Figure 51: Length of iron gas mains replaced, by distribution network operator, 2011-16

Key points

Overview
Figure 52: Ofgem’s required expansion of the number of properties to alleviate fuel poverty, 2013-21

Innovation at centre of new price control model for gas distribution and transmission network

Gas network operators to face tougher price controls from 2021

Transmission network

Gas Industry

Gas Capital Expenditure

Gas Future Capital Expenditure
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Figure 53: Annual capital expenditure plans by National Grid Gas under RIIO-T1, by category, 2014-21

Distribution network
Figure 54: Annual capex plans under RIIO-GD1, by GDN, 2014-21

Figure 55: Annual repex plans under RIIO-GD1, by GDN, 2014-21

Figure 56: Forecast total capex and repex during RIIO-GD1, 2013/14-2020/21

Key points

Companies

Transformation programme sees Amec Foster Wheeler sell non-core assets

Amec Foster Wheeler acquired by Wood Group in October 2017

Company outlook:
Figure 57: Financial analysis of AMEC Foster Wheeler, 2012-16

Build to Last transformation programme launched in 2015
Figure 58: Financial analysis of Balfour Beatty, 2012-16

Figure 59: Financial analysis of Balfour Beatty by segment, 2015-16

Company strategy:
Figure 60: Financial analysis of Kellogg Brown & Root Holdings, 2012-16

Company strategy and performance
Figure 61: Financial analysis of Costain Group, 2012-16

Figure 62: Turnover analysis of Costain Group, by division, 2014-16

Strategic review 2015-16

Company performance and outlook
Figure 63: Financial analysis of Laing O’Rourke, 2012-16

Company performance:
Figure 64: Financial analysis of Morrison Utility Services, 2012-16

Kier acquires McNicholas Construction (Holdings)

Company performance:
Figure 65: Financial analysis of McNicholas Construction (Holdings), 2012-16

Supply Industry Structure

AMEC Foster Wheeler

Balfour Beatty

Kellogg Brown & Root Holdings

The Costain Group

Laing O’Rourke

Morrison Utility Services

McNicholas Construction Holdings

Forefront Utilities
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Figure 66: Financial analysis of Forefront Utilities, 2012-16

Trade associations & regulatory bodies

Energy UK

Energy Networks Association

Energy Industries Council

Office of Gas and Electricity Markets (Ofgem)

Office of Gas and Electricity Markets - Scotland (Ofgem Scotland)

Office of Gas and Electricity Markets - Wales (Ofgem Wales)

Association of Consulting Engineers

British Water

Chartered Institution of Water & Environmental Management

International Water Association

OFWAT

Street Works UK

Trade magazines

The Engineer

European Process Engineer

Plant and Works Engineering

Utility Week

Trade exhibitions

Utility Week Live 2018

edie live 2018

Further Sources & Contacts
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