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The History

It's Nov, 1932. A whed char bound pargplegic Democrat sweeps into the White House,
thoroughly trouncing the Republican incumbent (Herbet Hoover).  In his inaugurdion,
Americas 32" President, Franklin Delano Roosevelt, dedlares war on the economic hangover
resulting from the exceses of the “roaring twenties’, othewise known as the grest
depresson, invents the “New Ded” and sets out to right the wrongs of the capitaist system.
The snse of urgency driving the agenda for the firg of FDR's four terms in office was
undoubtedly the unsettling fact that this was a globa problem. The forces of darkness were in
the ascendancy and on the rampage in Germany, Jgpan, Itay, Russa, Span, etc. and time was
running out. ldeologues of the far left and far right were offering al sorts of quick-fix
solutions desgned to dedroy capitdiam, free markets and the rights of individuds on a
globd scde. Itwasagrimtime.

One of FDR's key actions was the formation of his “Bran-Trus” (sometimes referred to as
FDR's “Whiz Kids’), sorinkled throughout the Executive Branch and indde the then
embryonic White House qaff. The “Imperid” presdency with its swollen ranks of camp-
following cadres didn't redly develop into its present form until after WWII. FDR's Bran
Trugt induded such, legendary names like Hary Hopkins, Corddl Hull, Henry Morganthau,
Rexford Tugwell, Harold Ickes and the key guy in this little story, Thomas G. Corcoran, other
wise known as “Tommy the Cork”. His legacy? — It's “PUHCA”, dso known as the “Public
Utility Holding Corporation Act of 1935”.

By 1930, 90% of dl operaing utlities in America were controlled by only 19 holding
companies.  The “top three controlled over 45% of America's entire inddled dectric power
cgpacity, many holding companies had multi-laterd rdaionships with owners and directors
guilty of maessve corflictls of interes. Top management often redirected money from
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subgdiaies with no ligbility for incurred debts due to these operaing power subsdiaries
being legdly separate companies. Agang the back-drop of disastrous business conditions,
multiple bank foreclosures, these machinations led to highly undeble finenda dructures and
the collgpse of many power utilities ong with ther holding companies

The passage of PUHCA put a stop to mogt of this hanky-panky. “Tommy the Cork” was the
key achitect in the drafting of the act as wedl as the point-person leading the fight for
congressona passage. It was a two year baitle, becoming law in the Summer of 1935. Mogt
of this omnibus act covered eveything from trangmisson issues to sopping verticd
ownerships now dlowed again but subject to far sronger anti-trust / monopoly Satutes thet
exiged in the 30's. The redly important issue was the placement of federd hand-cuffs on the
utilities which precluded horizonta (across date borders) expandon. In Augus of 2005, the
70 year old “PUHCA” was repeded as pat of the new “Energy Policy Act of 20057,
removing redrictions on investor owned utilities, dlowing for what was predicted to become
a massve consolidation fidd day. The quedion is consolidetion of what? The vast mgority
of utilities in the USA are municipaly owned and operated. Investor owned utilities number
a hit less than 200 but are responsble for approximady 70% of the inddled capacity of
860,000 MW in the U.S. a smdler group of IPP's, members of “EPSA”, include many of the
developers that formed the fird “Gold-Rud’ of oversess invesments in Ada in the eghties

and nineties.

The Fantasy
With investor owned utilities now free to grow, buy and merge, a huge feeding frenzy of buy-

-outs was atticipated. The lawvyers could hardly wat. Wel, a funny thing hgppened on the
way to the plants across the border in the next date. As soon as the federd hand- cuffs came
off, date regulators sepped in and dgpped the chains on again, not in dl dates but in certain
key aeas, aborting much of the expected high voltage merger frenzy. New Jerssy made life
0 difficult for corporate courtships involving Exdon & PSEG and FPL & Congdaion, that
dl paties amply gave up. However, KKR's recently announced move to acquire TXU
which will be the largest leveraged power buy-out ever, could kick-gart the long expected M
& A merry-go-round.  Optimigs like to think that a period of subgantid “Horizontal”
datedde expanson will result in the 200 invetor owned power companies becoming
consolidated down to as few as 40 to 50 with about a dozen emerging as economic giants.

The optimigs fantasy continues with a return to Ada by huge invedor driven IPP's, big

enough to match or even exceed the resources of the pipe-liners.  The pessmigts say it could
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take another generation before these projected 1200 Ibs gorillas come lumbering out of the

mist to mix and mate with Asia s power markets...... Because (see below).

The Cassandras

With or without al of the above, there is ill the problem of the “andyds’. Since 2002, the
vay idea of invesing oversses in power became anathema to the finendd andyst
community.. If a CEO dared whisper over a golf foursome that his / her board wes

conddering a return to Ada or any place dse outdde of North America, ther stock would
tank, ther bonds would become “junque’ their kids became unpopular a school, etc.
According to top state-Sde indudtry leaders even & thiswriting thisis il the case.

Why Bother?
Ancther fector is that there is dill a lot of low-hanging fruit daesde “Too many

opportunities in North America’ according to Bill Rucdus, former heed of AES in China,.
Ruccius is a respected indudtry leader and veteran of power devdopment in South Ada and
the PRC. He feds that very few dSatesde or European power decisonmekers redly
undersand how to do busness in Asa And, “even if they have the knowledge and desire,
why bother when their domestic markets have such expanding needs and opportunities

Because “it’s there.”

Dexoite dl of the above there is great optimiam here, manly in “metropolitan Asa’ and
there are a few success dories. One of the best examples, is the growth of Meya Power
under the sewardship of its Chairman / CEO, Coalin Tam. A couple of years back on the
heds of the InterGen debacdle in Mda Zhou Wan and the retrest from China by the remnants
of the fird Gold Rush in Ching, we asked Cdlin...why? With dl the changing god posts
why did dl these companies come out, endured a decade or more of pain and could even
return sometime in the future? “Because it's there’ Calin replied, “like Mount Everest”. China
smply cannat be ignored. There is a recurring night -meare disturbing the dumber of countless
CEOs of mgor multi-nationds. It is a conventiond wisdom diché that goes something like
this....” If you are a globd player now and do not have a substantid presence in the China
market by 2020 (updated versons of this require the adding of India), you won't be a rdevant
globad player anymore — this applies to everything from cars, tdecom, retal, ec. and of

COUrse .....power and energy.



The Potential

Corporations must grow or die  Eventudly, the low-hanging fruit in North America and
Europe will dissppear. Shareholder and key investors will ingst on growth, American and
European invegtors will return but with a difference The M & A adtion is dive and wdl in
Europe dso.  All it takes is for a dozen or more companies to cregte the next big gold rush.
Thee powe entities will have been trandormed and the Adan makets will have dso
undergone a trandormation, lubricated by locd and regiond finance, impacted by rapidly
evolving technologies and enhanced by a more enlightened aray of naiond regulaiors and
governments that gopreciae the vdue and importance of trangoarency, leve playing fidds
and the rule of law, essentid ingredients for the gppropriate investment climate to atract those
1200 Ibs gorillas.

The Reality
The Asan Devdopment Bank (ADB) was launched over four decades ago with ther core

mandate being “the eradication of poverty”. Pogtioned in Manila in 1966 which a that time
(hard to beieve?) was the capitd of Adas mod vibrant economy outdde of Jgpan. The
ADB, dong with other multi-laerds now need to come to grips with the exponentidly
growing Adan economies exiding next door to deprivation and a sorinkling of faled daes
Sophidicated Adan based power developers have long since shown that they are ready and
able to dep into the vacuum left by retregting multi-nationals. However, these are senghble
companies with competent management.  They have an obligation to ther shareholders not to
go in where “angds fear to tread”. The ided therefore will be for the leading acronyms
(ADB, World Bank, IFC, etc.) to expand their baskets of risk and credit guarantees which will
be a further inducement for eventud return to Ada by devdopes hbringing essntid
technologies and invesment into areas where such efforts are most needed.
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