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 Utility networks are strategically important for European security of 
supply and decarbonisation targets 

 Despite huge growth in demand, costs squeezes and supply constraints 
around raw materials and capacity are limiting expected returns in 
renewables development 

 Our analysis highlights those areas we favour and those which we remain 
more cautious about 

The Utilities – and governments – across Europe are facing increased demands for grid 
upgrades and connections to reliable and/or renewable capacity. S&P estimates the cost of grid 
expansion alone at €800 billion between 2023 and 2030 for Europe, and wind capacity growth 
at €800 billion from 2022-30. Total needs are estimated at €2 trillion up to 2030.1  

The European regulatory asset base (RAB), a valuation measure of network assets, is expected 
to show a compound annual growth rate of 7%-8% from 2023-30 versus 3% over 2016-22. 
Fossil-free capacity is expected to double by 2030.2 Drivers include the ongoing push for 
electrification and other tech developments including data centres, with demand from European 
Data Centres expected to grow by five times by 2035.3  

  

 
1 S&P, 2024 
2 European Commission, Renewable energy targets, 2022 
3 Morgan Stanley Equity Research, European Data Centres to Grow 5x by 2035, 27 February 2024 

http://www.columbiathreadneedle.com/
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We knew all this, so why now? 
Although an increase in demand was expected, it is the speed of this growth from new areas 
that has caught regulators by surprise. For example, Goldman Sachs Research estimates that 
data centre power demand will grow 160% by 2030.4 Coincidentally and simultaneously, costs 
squeezes and constraints in the supply of raw materials and production capacity have limited 
expected returns in renewables development. This is evidenced by the material project write-
downs reported in FY2023, such as Ørsted in the US5 and Vattenfall for UK offshore 
developments.6 In addition, improving network regulation, together with the attraction of stable 
and predictable regulated earnings streams, underpins the pivot towards networks spend.  

Capital expenditure for the European Utilities we cover are shown in Figures 1-4, with the 
numbers derived from company guidance. As can be seen, the jumps in capex are evident in 
the short term. As such our forecasts show a resultant and expected increase in leverage. 

  

Figure 1: Regulated utilities, capex trend 

  
Source: Columbia Threadneedle Investments’ analysis of company data, 24 July 2024 

  

 
4 Goldman Sachs, AI is poised to drive 160% increase in data center power demand, 14 May 2024 
5 S&P Global, Ørsted surprises with US offshore write-down scale as analysts welcome clarity, 3 November 2023 
6 Reuters, Vattenfall exploring 'all options' for British offshore wind projects, 6 September 2023 
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Figure 2: Total European Utilities Development of Capex mix 

  
Source: Columbia Threadneedle Investments’ analysis of company data, 24 July 2024  

 
Figure 3: Total European utilities adjusted net debt/EBITDA and capex/EBITDA 

  
Source: Columbia Threadneedle Investments’ analysis of company data, 24 July 2024 
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Figure 4: Regulated utilities, adjusted net debt/EBITDA and capex/EBITDA 

 

Source: Columbia Threadneedle Investments’ analysis of company data, 24 July 2024  

 

But isn’t this bad for credit? 
We actually believe the higher capex needs are mitigated by the significantly improved 
regulatory mechanisms in Europe, in particular Italy and Germany, which govern how much 
network owners and operators can charge their customers. Not all utilities benefit from 
regulated earnings – they tend to be confined to owners and/or operators of electricity and gas 
transmission and distribution assets, ie pipes and wires only. In the UK, water infrastructure is 
regulated. These assets are critical to a nation’s energy needs.  

To provide certainty, domestic regulators agree how much a regulated utility can spend on 
maintaining or improving these assets, and therefore how much it can charge its customers. 
How regulated revenues are derived varies from country to country, but in general allowed 
revenues are made up of the RAB multiplied by a determined weighted average cost of capital 
(WACC), then increased by compensated costs, depreciation and bonuses or reduced by any 
specific penalties. Inflation is factored into either the WACC or the RAB. 

Not all jurisdictions use a RAB, but the general aims are the same – to compensate investment 
in a critical infrastructure base. A total figure is specified for a period of time, usually every five 
years (a regulatory period), and divided by the number of customers, or a limit is placed on how 
much tariffs can change on a yearly basis. To encourage investment, regulators ensure that 
regulated utilities are compensated for cyclical and macro risks beyond their control. This is why 
we like defensive regulated utilities in credit.  

Broadly, the newer regulatory mechanisms allow utilities to adapt to macro changes during any 
regulatory period and receive faster compensation for unexpected spend, versus the alternative 
of waiting for updated regulatory reviews every five years.  
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Examples include: 

• The concept of “TOTEX”  (total expenditure, ie capex plus opex), first used in the UK 
and now in Italy, allows for flexibility to adapt expenditure to changes within a regulatory 
period to reflect new tech or environmental needs, rather than sticking to a defined list 
at the start of every regulatory period  

• Speedy recognition of changes to inflation, cost of debt and country risk factors that 
feed faster into allowed charges 

• Faster recognition of capex and work in progress with “in-period” adjustments together 
with incentives for special projects and retention of efficiency outperformance (ie 
beating regulatory cost assumption) 

• Timely recovery of unexpected costs  

• Cost inflation and cost of debt reference periods are shorter and more relevant 

• Re-thinking the fixing cost of equity and debt to limit the risk of a regulatory lag before 
changes in rates feed through to allowed returns  

• No volume or commodity risk 

 
Who are the best and worst? 
Based on the above, we see the strongest regulatory jurisdictions are Italy, Germany, France 
and the UK. The weakest are Portugal and Spain, with ongoing time-lags, compensation for 
inflation risk, work in progress and the independence of regulation from political influence or 
electoral changes. We see the Netherlands and Belgium as average. Regulated utilities in the 
Netherlands – TenneT, Alliander, Enexis, Stedin and Gasunie – are however 100% owned by 
the state and benefit from a strong commitment to maintaining a minimum A- rating enshrined in 
a “Dutch Framework of Agreement”.7 

 
Challenges? 
Several potential challenges exist: 

• The higher cost of capital in the form of inflation and interest rates, with companies 
having to balance the cost of debt to fund high capex and improving equity returns 

• Strong regulatory frameworks invariably attract poor quality, short-term shareholders on 
the lookout for stable earnings streams and decent returns on equity  

• Supply chain risks that continue to flag a shortage of technical skills, raw materials and 
production capacity  

• Election risks that may impede the build-out of renewables (and therefore earnings 
projections) in the US, and a weaking “green” influence as voters increasingly focus on 
affordability 

  

 
7 S&P Global, Dutch Electricity And Gas Transmission And Distribution Framework: Supportive, 7 March 2023 
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What do we take away from this? 
Electricity networks are strategically important for European security of supply and 
decarbonisation targets. Governments, regulators and utilities are also refocussing on domestic 
public service obligation mandates that prioritise security of supply. 

However, cost squeezes are making investment in renewables less attractive than networks 
that benefit from predictable regulated returns. The quality of allowed regulated returns is 
improving with better ability to cover costs, shorter recovery times and recognition of the 
complexity that higher and newer sources of demand place on existing networks. 

We prefer electricity networks to gas networks and are cautious on gas distribution other than in 
Italy and the UK where gas remains important within the analysed time frame.  
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Important Information 
For use by professional clients and/or equivalent investor types in your jurisdiction (not 
to be used with or passed on to retail clients). For marketing purposes. 
This document is intended for informational purposes only and should not be considered 
representative of any particular investment. This should not be considered an offer or solicitation 
to buy or sell any securities or other financial instruments, or to provide investment advice or 
services. Investing involves risk including the risk of loss of principal. Your capital is at risk. Market 
risk may affect a single issuer, sector of the economy, industry or the market as a whole. The 
value of investments is not guaranteed, and therefore an investor may not get back the amount 
invested. International investing involves certain risks and volatility due to potential political, 
economic or currency fluctuations and different financial and accounting standards. The securities 
included herein are for illustrative purposes only, subject to change and should not be construed 
as a recommendation to buy or sell. Securities discussed may or may not prove profitable. The 
views expressed are as of the date given, may change as market or other conditions change and 
may differ from views expressed by other Columbia Threadneedle Investments (Columbia 
Threadneedle) associates or affiliates. Actual investments or investment decisions made by 
Columbia Threadneedle and its affiliates, whether for its own account or on behalf of clients, may 
not necessarily reflect the views expressed. This information is not intended to provide investment 
advice and does not take into consideration individual investor circumstances. Investment 
decisions should always be made based on an investor’s specific financial needs, objectives, 
goals, time horizon and risk tolerance. Asset classes described may not be suitable for all 
investors. Past performance does not guarantee future results, and no forecast should be 
considered a guarantee either. Information and opinions provided by third parties have been 
obtained from sources believed to be reliable, but accuracy and completeness cannot be 
guaranteed. This document and its contents have not been reviewed by any regulatory authority. 
 
In Australia: Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600 
027 414. TIS is exempt from the requirement to hold an Australian financial services licence under 
the Corporations Act 2001 (Cth) and relies on Class Order 03/1102 in respect of the financial 
services it provides to wholesale clients in Australia. This document should only be distributed in 
Australia to “wholesale clients” as defined in Section 761G of the Corporations Act. TIS is 
regulated in Singapore (Registration number: 201101559W) by the Monetary Authority of 
Singapore under the Securities and Futures Act (Chapter 289), which differ from Australian laws. 
In Singapore: Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, 
#07-07, Winsland House 1, Singapore 239519, which is regulated in Singapore by the Monetary 
Authority of Singapore under the Securities and Futures Act (Chapter 289). Registration number: 
201101559W. This advertisement has not been reviewed by the Monetary Authority of Singapore. 
In Hong Kong: Issued by Threadneedle Portfolio Services Hong Kong Limited 天利投資管理香

港有限公司. Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is licensed 
by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities 
(CE:AQA779). Registered in Hong Kong under the Companies Ordinance (Chapter 622), No. 
1173058. 
In Japan: Issued by Columbia Threadneedle Investments Japan Co., Ltd. Financial Instruments 
Business Operator, The Director-General of Kanto Local Finance Bureau (FIBO) No.3281, and a 
member of Japan Investment Advisers Association and Type II Financial Instruments Firms 
Association. 
In the UK: Issued by Threadneedle Asset Management Limited, No. 573204 and/or Columbia 
Threadneedle Management Limited, No. 517895, both registered in England and Wales and 
authorised and regulated in the UK by the Financial Conduct Authority. 
In the EEA: Issued by Threadneedle Management Luxembourg S.A., registered with the Registre 
de Commerce et des Sociétés (Luxembourg), No. B 110242 and/or Columbia Threadneedle 
Netherlands B.V., regulated by the Dutch Authority for the Financial Markets (AFM), registered 
No. 08068841. 
In Switzerland: Issued by Threadneedle Portfolio Services AG, Registered address: 
Claridenstrasse 41, 8002 Zurich, Switzerland. 
In the Middle East: This document is distributed by Columbia Threadneedle Investments (ME) 
Limited, which is regulated by the Dubai Financial Services Authority (DFSA).  The information in 
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this document is not intended as financial advice and is only intended for persons with appropriate 
investment knowledge who meet the regulatory criteria to be classified as a Professional Client 
or Market Counterparty and no other person should act upon it. This document and its contents 
and any other information or opinions subsequently supplied or given to you are strictly 
confidential and for the sole use of those attending the presentation.  It may not be reproduced in 
any form or passed on to any third party without the express written permission of CTIME. By 
accepting delivery of this presentation, you agree that it is not to be copied or reproduced in whole 
or in part and that you will not disclose its contents to any other person. 
This document may be made available to you by an affiliated company which is part of the 
Columbia Threadneedle Investments group of companies: Columbia Threadneedle Management 
Limited in the UK; Columbia Threadneedle Netherlands B.V., regulated by the Dutch Authority for 
the Financial Markets (AFM), registered No. 08068841. 
 
Columbia Threadneedle Investments is the global brand name of the Columbia and 
Threadneedle group of companies. 
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