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Overview
The North American electricity and gas utility industries are experiencing another wave of significant merger and acquisition (M&A) activity, driven in the short term by high stock prices and valuable financial currency.  Over the longer term, the need to reduce costs and improve access to large amounts of capital are frequently cited as justifications for M&A transactions.  U.S. regulatory policy toward utility mergers has remained fairly stable.

Industry executives typically approach M&A with strong assumptions about whether achievable deals will boost long term shareholder value, and whether utility acquisitions make sense for companies without overlapping or adjoining service territories. These assumptions have not necessarily been borne out by industry experience.

This presentation will review the results of analysis of the cost reduction actually achieved in U.S. electricity and gas utility industries since 1990, by major functional area.  The impact of M&A transactions on utility stock prices will also be examined, to test the widespread belief that such transactions usually destroy value.

These analyses will then be placed in the context of existing research on economies of scale and scope in provision of energy utility services.

Finally, lessons will be drawn for regulatory policy makers, on how best to align their policy objectives with the potential costs and benefits of utility mergers.

Methods
[Note:  This presentation will be based on various analyses performed by the author for consulting clients over the past five years, with an updated data set.  The updated analyses will be completed by September 2011.  The format will be a PowerPoint presentation, with supporting appendices.]

A comprehensive data set on electric or gas utility M&A transactions will be developed, based on public financial data bases.  Cost and output data for the period before and after each transaction will be drawn from FERC statistical reports.  Post-transaction cost data for the merged entity will be compared after inflation adjustments to pre-transaction cost data for the predecessor companies.  Achieved cost reductions will also be compared with peer groups not involved in M&A transactions, and with the level of synergies promised at the time of the M&A transaction announcement.  The significance of geographic proximity to total cost savings and cost savings by functional area will also be tested. 
The financial analysis will test the relative stock performance (vs. peers) of utilities involved in M&A transactions, from pre-announcement to five years after close.
A review of the existing literature on economies of scale and scope in energy utility service will be conducted, to place these analyses in context.

Results
Results from the updated analyses are not yet available.  Similar earlier analyses indicate that utility M&A transactions produced substantial cost savings, that achieved synergies typically exceeded announced synergies, that geographic proximity has only a weak impact on total achieved savings, and that M&A transactions have a delayed but positive impact on relative stock price performance, with greater benefits for companies who pursue execute a series of transactions.
Conclusions

To be developed.
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To be developed.

































