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Statkrafts Preface

DEAR READER
or 120 years Statkraft has developed and managed Norwegian hydropower resources to
the benefit of the Norwegian society. Over the past 25 years, the company has increased
its international footprint, and is today one of Europe’s largest producer of renewable
energy.

Beyond borders. The internationalisation of Statkraft 1990-2015 documents Statkraft’s jour-
ney from a national to an international energy company. The author, historian Dag Ove Skjold,
has been given full access to key people and material, allowing him to give a complete account
of Statkraft’s international growth.

Statkraft’s long-term growth ambition is to become a leading international company in pure
energy. This ambition has evolved gradually, one step at a time. Every point in the journey is
covered in this book. From the early energy export in the 1990’ to full-scale projects across three
continents — the emergence of Statkraft as an increasingly international company has been natural.

The world needs more renewable energy, and Statkraft is uniquely positioned to play
an important role in addressing this green shift. Today, Statkraft’s development and management
of renewable energy sources creates significant value both in Norway and internationally.
Tomorrow, the company’s role will continue to grow to meet increasing energy needs.

This book describes an important period of change for Statkraft. It covers intense strategic
discussions and visionary individuals, but also great challenges related to shifting market condi-
tions, foreign business climates and cultural barriers.

I would like to thank the author, Dag Ove Skjold, with the support of Statkraft’s project
leader, Trond Rostad, for writing a thorough presentation of our recent history. Many more
people involved in Statkraft’s story helped bring this book to completion, and I would like to
recognize their efforts as well. Finally, I would like to thank all past and present members of the
Statkraft family that have shared insights, experience, documentation and knowledge with the
author.

I hope you enjoy your copy of Beyond borders. The internationalisation of Statkraft 1990-2015!

Christian Rynning-Tennesen
President and Chief Executive Officer
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Preface

tatkraft’s history is well documented in the three-volume work Statens kraft
[State power], which was published in 2006. Statens kraft deals with Nor-
wegian state involvement in the power sector from the end of the 1800s
until the first decade of the 21st century. One subject that received limited
attention in this work, however, was Statkraft’s international operations over the last
two decades. Since the beginning of the 1900s, Statkraft gradually changed from
being a national administrative entity to a commercial, international group. Once an
exclusively Norwegian business, Statkraft now has operations in more than 20 coun-
tries in Europe, Asia, Africa and Latin America, and just over one-third of the com-
pany’s 3,700 or so employees work outside of Norway. The purpose of this present
book is to fill this knowledge gap. This book tells the story of Statkrafts process of
internationalisation from the time when the first plans to export electricity to the
continent were made, around 1990, to the company’s broader international opera-
tions today, more than 20 years later.

Statkraft has provided funding for this project to the tune of approximately one
and a half full-time equivalents. Work on this book has taken place on a free and
independent basis, however, and no attempt has been made by the commissioning
party to influence the author’s choice of subject matter nor the angles chosen or
assessments and conclusions drawn. Such a starting-point is necessary, but at the
same time demanding. Over time, Statkraft’s international operations have become
diverse and extensive, and selecting key elements from those that are less important
has been no easy task. Furthermore, determining what is more important and what
is less important will often be a question of judgment, and there is no guarantee that
others will agree with the decisions and priorities made. Some may feel one business
area in particular has been dealt with in sparing detail - trading activities on the con-
tinent. This is not the result of a conscious decision on the part of the author, how-
ever. Rather, it is because, for business reasons, the market division’s management
does not wish to show its hand to others.

A book committee has followed this work from start to finish. This committee
has consisted of professor Bent Sofus Trangy (chair) and associate professor Sverre
August Christensen, along with Lars Magnus Giinther, Trond Rostad and Helge Sku-
dal. The first two were commissioned by the author, while the other three were
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appointed by Statkraft. In the project’s final stage, Trond Rostad was replaced by
Anniken Haugen Jebsen, as a result of Rostad’s retirement. A deep debt of gratitude
is extended to this committee for the many helpful and constructive expert sugges-
tions and advice it has provided as the project has progressed, and for much-appre-
ciated encouragement at times when work has seemed insuperable.

Kére Valebrokk, the late, great Norwegian media legend, once said that a good
journalist should reek of beer after lunch. Valebrokk’s point was that if they are to
produce good copy, journalists need to be out and about speaking to people. It must
be said, of course, that there is a world of difference in the way historians and jour-
nalists work. Nevertheless, when writing contemporary history where many of the
people involved are still alive, the historian has a golden opportunity to supplement
arid documents with living narrative. More than 70 individuals both in and outside
the Statkraft organisation have given interviews during work on this project. A debt
of gratitude is owed to all of you. A list of them can be found at the back of the book.

Some people at Statkraft have made a special contribution. Many thanks to Trond
Rostad, who assisted in getting the project off the ground, and who made sure that
the challenges encountered were resolved in a good way. Finn Fossanger has been an
invaluable source of knowledge on the subject of Statkraft’s involvement in Sydkraft,
later E.ON Sverige, which to the outsider has not been an easy subject to fully grasp.
Finn Fossanger has also read and commented on a large part of the manuscript. Kjell
Heggelund has shared generously his knowledge of Statkraft and SN Power’s hydro-
power operations outside Europe, while Jon Anders Holtan has read a large part of
the manuscript and provided plenty of good advice and suggestions.

Chief Editor Hege Gundersen at Scandinavian University Press has read and
commented on the entire manuscript and offered a good deal of advice and sugges-
tions in the final stages of this project, while colleagues at Buskerud and Vestfold
University College have commented on various parts of the text. Acknowledgements
go to you all. Finally I want to thank Harald Borgersen, whose ability to surprise with

his unconventional view of many matters has been a constant source of joy and bene-
fit.

Tonsberg, april 2015
Dag Ove Skjold
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Power storehouse. Bldsjo is the main reservoir of Statkraft’s largest Norwegian hydropower plant, Ulla-Forre, in Western Norway. The artificial
lake has an energy potential of 7.8 TWh, corresponding to around seven per cent of average annual electricity consumption in Norway. Bldsjo
was originally built to store water over several years to alleviate power shortage situations. Many of Statkraft’s power stations have, as

Ulla-Forre, large storage capacity and high flexibility. These characteristics have given Statkraft huge economic benefits in the market-based
power system that was introduced in Norway and Scandinavia in the 1990s.




CHAPTER 1

The legacy

« any people, politicians included, still don’t fully grasp Statkraft’s
objectives and role. Many people believe the company remains a
type of administrative entity!

Such was the wording in an internal Statkraft memo penned in

2002, exactly 10 years after the company had been transformed into a state enterprise

mandated to operate commercially. The memo was written in connection with the Nor-

wegian government’s plan to transform the company into a limited liability company.

Within Statkraft, it was hoped that this would happen, since, as stated in the memo:

“A limited liability company could help clarify the company’s situation and capabilities,

thus creating the necessary distance between itself and the Norwegian state as its owner.

In the 1990s, major changes were made in respect of Norwegian state ownership.
During this period, many state enterprises were changed from administrative entities
into commercial enterprises. This was the result of a new way of thinking that meant
that companies without specific sectorial and political aims were to be operated in
accordance with pure business principles. The aim was that they were to run at a profit,
and politicians were not to be involved in everyday operations and commercial con-
siderations. The idea was that this would make these enterprises more efficient. In
practical terms, many enterprises were transformed into state-owned limited liability
companies. A number of these companies, including several of the nation’s most
important infrastructure and energy companies such as the telecommunications
company Telenor and the oil company Statoil, were also partially privatised. Telenor
was listed on the stock exchange and partially privatised in 2000, while the same thing
happened to Statoil one year later.

As for Statkraft, in 2002 politicians were still discussing whether the company’s
organisational form should be changed from a state-owned entity into a state-owned
limited liability company, a highly controversial issue indeed. Statkraft was finally
transformed into a limited liability company in 2004, but only following several years
of hefty political debate. Partial privatisation, which had also been proposed at the
turn of the new millennium, was not politically feasible. Opposition to such a sugges-

tion had been massive, and this is still true more than a decade later.
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Norwegian politicians have been far less willing to surrender control over Stat-
kraft than they have over other comparable companies. In relation to the topic of this
book, this is an important issue. One of the key arguments cited is that Norway’s
ownership policy has had a significant impact on Statkraft’s opportunities to operate
internationally, an argument to which we will return in greater detail later. In this
chapter, however, let us look back to the time before Statkraft had been transformed
into a state enterprise in 1992, since this will help us understand why political reluc-
tance to relinquish control of the company has been so strong. Above all, this reluc-
tance is linked to two issues: First, Statkraft’s role as a significant manager of a highly
esteemed natural resource - hydropower - and, second, the company’s role as an
industrial and political tool. Both of these roles have roots extending far back in time.

NATURE’S GIFT

If it can be said that a nation has been lucky, Norway’s greatest fortune lies in its
uncommon abundance of energy. Petroleum deposits in the North Sea have pro-
vided the country with enormous revenues since the 1970s. In addition, Norway has
more hydropower than any other European country, if we disregard the European
part of Russia. An estimated 180 terawatt hours (TWh), or 180 billion kilowatt hours
of energy, course through Norwegian waterfalls every year. Around 1990, when
development of hydropower installations began to wane, actual annual power gener-
ation totalled approximately 120 TWh, which at the time made Norway Europe’s
largest and the world’s fifth largest generator of hydropower.?

Watercourses can present extremely diverse opportunities for hydropower usage,
and in one such context, Norway has been fortunate in the sense that it has been rel-
atively inexpensive to develop hydropower resources. As a consequence of the coun-
try’s topography, with frequent shifts between mountains and low-lying areas, Nor-
way has many watercourses with an abundance of high and concentrated waterfalls.
In addition, nature has provided good opportunities to establish huge reservoirs in
the high mountains.* High waterfalls and good storage opportunities mean low
development costs and opportunities to regulate power generation in order to meet
demand, which often varies with regard to precipitation and natural watercourses.

This opportunity is not available to the same degree in low-lying watercourses, which

Waterfalls hold a mythical position in Norwegian culture and are a common theme in the
works of many Norwegian artists. The painting “Fossen” by Theodor Kittelsen, which was
painted in 1907 and illustrates Svelgfossen in Telemark, was one of the first major falls
developed for power generation. The person on the stone shelf to the right in the painting is
thought to be Sam Eyde, founder of the industrial company Norsk Hydro, who, earlier than
most, understood the economic value of the Norwegian hydropower. At the time the painting
was done, Eyde was engaged in developing Svelgfossen.
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are more prevalent in continental Europe. Such watercourses contain more water,
but have in return low falls and often limited opportunities for dams. As a result,
power generation must largely occur in line with the natural flow of water in the
watercourses. The good storage opportunities offered in Norway have made it possi-
ble to base the country’s electricity supply on a source of energy that is essentially
unpredictable.

Hydropower has provided Norway with a unique basis for electrification. Abun-
dant and inexpensive hydropower was the main reason why Norwegians used more
electricity even early in the last century and why more of the nation’s inhabitants had
access to this utility than any other nation in the world. Low generation costs are a
teature of Norway’s electricity supply. A comparison of system costs in western Euro-
pean countries at the beginning of the 1990s showed that Norway was still in a class
of its own. System cost, which expresses the average generation cost of a nation’s
power system, was at this time around NOK 0.14 per kWh.> In Sweden, which was
closest to Norway, it cost a little more than NOK 0.20 to generate 1 kWh, while the
United Kingdom and Germany, at the other end of the scale, had system costs of
around NOK 0.40 per kWh. On average, power generation in Sweden was 40 per
cent more expensive than it was in Norway, while German and British power gener-
ation was three times as expensive.

When it comes to electricity, Norway has been particularly privileged. In a world
where this resource is an expensive scarcity factor, hydropower has provided a basis
in Norway for a particularly low price level with high consumption. In addition, it
has formed a basis for an industrial structure that more so than in most other coun-
tries is based on inexpensive power. As such, hydropower has contributed consider-
ably to economic and social development in Norway. Because of this, however, there
are many strong interests linked to this resource. It is claimed, for example, that elec-
tricity prices have the same position in Norway as petrol prices have in the United
States. Little can be done to them before this gives rise to protests and dissatisfaction.
The actions of the power companies, who manage the hydropower resources, are
consequently something that has both significant political and social importance.
This is one thing that Statkraft most certainly has had to bear in mind when making
decisions.

HYDROPOWER, OWNERSHIP AND POLITICS

The economic role of hydropower is of course important. Administration of this
resource must be understood in a broader political and historical context. However,
it must also be considered a key element in the story of the creation of an indepen-
dent and modern Norway at the beginning of the last century. Furthermore, it is a

reflection on the development of the Norwegian welfare state.
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At the beginning of the 1900s, Norway had been under the rule of other states for
more than four centuries, first as a dependency of Denmark, and after 1814 through
its loose union with Sweden. During the 1800s, however, national awareness and a
desire for freedom grew in Norway, and in 1905 Norwegian politicians resolved to
break out of the union with Norway’s neighbour. Norway’s new-found freedom, won
peacefully, created a wave of national emotions that also resulted in demands for eco-
nomic independence. This wave of emotion coincided, however, with a move by for-
eign capital interests to gain control over the resource that could to a greatest degree

secure an economically strong and independent Norway, namely hydropower.

Around the turn of the century, when electricity really began to make its mark in

19

Hydropower formed the early foundation for
comprehensive electricity development in
Norway. Because there were so many small
waterfalls scattered throughout the country,
it was also possible to develop inexpensive
local power supplies. In particular, the local
municipalities began to develop hydropower.
This picture shows Kiste power plant, which
was built during the First World War.
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Gunnar Knudsen was prime minister of
Norway in 1908-1910 and 1913-1920, and
was one of Norway’s foremost politicians in
the early 1900s. Knudsen was an engineet,
industrial owner and ship owner, and he
took an interest in the industrial opportuni-
ties of hydropower. As a politician, he was
concerned that hydropower was a national
resource that could raise the worth of
communities. The concession laws passed in
Knudsen’s period in office as prime minister
introduced strong state control of the
utilisation of hydropower. This legislation
actively paved the way for public ownership
(painting by Emanuel Vigeland 1921).
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society, foreign participating interests began to acquire waterfalls on a grand scale.
At the same time that Norway gained political independence, the fledgling nation
was in the process of losing control over key economic resources.

In 1906, the purchase of waterfalls triggered a resolute backlash that took the form
of Norway’s Panic Act, atemporary piece of hasty legislation that introduced a require-
ment of state approval of the purchase of waterfalls by foreign interests. The Panic Act
formed the basis for a series of laws enacted over the next decade, all of which were
passed to regulate the ownership and utilisation of hydropower. One important fea-
ture of this legislation, collectively termed Norway’s Concession Act, was that it grad-
ually also introduced the requirement of state approval of private Norwegian pur-
chasers. At the same time, this legislation paved the way for public ownership, among
other things, since municipalities enjoyed a number of benefits compared with pri-
vate parties.® In addition, the laws included provisions concerning the so-called right
of reversion, which meant that private hydropower rights were to be transferred at no
charge to the state after a certain number of years. This opening up for public owner-
ship was not only a way of securing national ownership; it was also an expression of a
notion that hydropower resources belonged to society, and that public ownership was
the best way of ensuring that society benefitted from this resource.”

The story of how politicians in Norway already
at the beginning of the last century had managed
to rally round a social regulation of hydropower is
of key importance in the writing of Norwegian
history.® The Norwegian Concession Acts are also
often mentioned to this day by Norwegian politi-
cians as an early expression of what has later been
called the “Norwegian Model” A key element of
this model is precisely the social management of
shared resources centrally. It should otherwise be
stressed that the Concession Acts are by no means
history. These laws remain on the statute books to
this day, and in the new millennium further
restrictions have been imposed in regards to for-
eign ownership.

The hydropower industry in Norway is
shrouded in many strong economic and political
interests, at the same time as management of this
resource symbolises for many people something
genuinely and positively Norwegian. It is no coin-

cidence that as early as the beginning of the 1900s
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this resource had been termed “Norway’s family silver” - family silver being some-
thing that follows a family through generations, carrying with it an economic and
emotional value. Norwegian politicians at the time viewed hydropower similarly,
and many people, including the general public, still view this resource in the same
way. In a major opinion poll conducted in 2004, two-thirds of those polled wanted
public ownership of Norway’s hydropower resources, while one per cent was positive
to foreign ownership.’

What is crucial is that attitudes like these impose clear restrictions on what the
power industry can allow itself to do without being thought of as endangering
national interests. This applies in particular to Statkraft, since it manages such a large

part of the nation’s resources, and also has an international role.

THE STATE’S HISTORICAL ROLE IN THE SUPPLY OF POWER
IN NORWAY

In historical terms, the fundamental social importance of the power supply system
has meant that the public sector has played a key role in this sector — always as a regu-
lator, but often too as an owner. In many European countries, the power supply sys-
tem was monopolised by the state after the Second World War."” In other countries,
the state has been one of several owners, be they private or public parties. Only in a
few European countries, such as Denmark, Belgium and the Netherlands, has there
been no direct state ownership whatsoever. In Belgium, private owners have domi-
nated, while in the Netherlands and in Denmark it has been the municipalities.

In Norway, state ownership was relatively insignificant before the Second World
War. In 1945, the state owned just over ten 10 cent of total power production facili-
ties, with the remainder being distributed relatively equally between private parties
and municipalities."" The large private share of ownership had chiefly occurred
before the Concession Acts had been passed, and was concentrated on a small num-
ber of large-scale power-dependent industrial enterprises. After that time, munici-
palities in particular had developed hydropower plants. Up until the beginning of
the 1920s, the municipalities invested heavily in local hydropower plants and distri-
bution systems, and this investment contributed most significantly to Norway’s posi-
tion as the world’s most electrified country.

Municipal expansion continued after 1945. During this period, however, the
Norwegian state came to play a far more significant role. In the 1950s and 1960s, the
Norwegian state developed a series of major hydropower facilities in many parts of
the country, gradually becoming by far the largest power generator. By the mid-
1960s, the Norwegian state owned almost one-third of total production capacity,
while the municipalities together owned around 55 per cent. This distribution of

ownership has since remained relatively stable.

21
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During the period between First and Second Even though the Norwegian state increased its ownership share, the plan was not
World War, electricity was the epitome of to make this position as large as possible. The intention was that municipalities
modern and future-oriented society. This
mural by Norwegian artist Per Krogh adorns
the old premises of Oslo municipality’s

would remain the mainstay of local electricity supplies. Essentially, the state would
only be responsible for such tasks for which the municipalities were unable or unwill-

energy company and is an eloquent ing to assume responsibility. It could be said that the state’s role was to compensate

expression of this tendency. For the first part  for or to complement the municipalities’ position, not to challenge it or replace them,
of his life, Krogh lived in France, where he and this was generally what happened in reality.

was a student of Henri Matisse. Krogh later
painted, among other works, the colourful

wall mural in the UN Security Council
Chamber in New York. hydropower. The state would develop power with a view to supplying municipalities

Three tasks in particular came to be of key importance for the state. First, the state

was assigned the task of ensuring a fair geographical distribution of the benefits of

and regions that either had no major hydropower resources or lacked the financial
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wherewithal to invest in hydropower developments. In brief, the state was to distrib-
ute hydropower assets between rich and poor areas and between areas with abun-
dant and limited hydropower resources. As a result of this objective, the state focused
in particular on the development of hydropower plants in the most northern part of
Norway, where the electricity supply was not well developed and where the munici-
palities’ financial situation was weakest.'?

Second, the state had a particular responsibility for developing major power
transmission lines linking local and regional power grids. In the 1950s and 1960s, the
state invested heavily in the development of such transmission lines, the result of
which was that almost the entire country had been integrated into one common
power distribution grid. Two motives in particular fuelled the desire for such inte-
gration. First, this helped provide a more stable power transmission system, since
local and regional companies would be able to obtain power from a larger system at
times when there was a deficit of power or they were experiencing production prob-
lems in their own grid. Second, large-scale systems provided an opportunity for an
overall more efficient electricity supply, through what is known as “coordination.”
Power generators could channel electricity into the main grid when they had a sur-
plus of electricity, and receive power when they had a deficit. This means that surplus
energy that in a small, isolated system would otherwise go to waste could instead
benefit others. Coordination yielded particularly large gains in hydropower-based
systems such as the Norwegian system, since nature is unpredictable, often with
major variations in precipitation levels between regions and areas of the country."

Finally and importantly, the state had a particular responsibility for developing
and delivering inexpensive electrical power to energy-intensive industrial enterprises.
This politico-industrial function was one cited by the Norwegian Labour Party, the
dominant political party for a large part of the after-war years. The Labour Party was
concerned with promoting the development of industry, and in this context particular
focus was given to promoting energy-intensive industry, where hydropower gave
Norway perhaps its greatest competitive advantage. In the 1950s and 1960s, the Nor-
wegian state entered into comprehensive and very long-term power agreements with
a number of energy-intensive industrial enterprises on particularly favourable terms.
Over time industrial customers came to lay claim to around half of all electricity
generated by the state. Due to the long-term contracts, this share remained more or
less stable until the year 2000.'* Furthermore, the last politically agreed contracts from
before 1992 did not expire until 2011.

In principle, liberalisation of the energy sector and reorganisation of Statkraft
as a state enterprise at the beginning of 1990 put an end to Statkrafts traditional
tasks. In 1992, the main grid was organised as a separate state enterprise. Statkraft

would no longer have any distributional function or any special responsibility for

23
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Norwegian hydropower builders could not
suffer from vertigo. This picture is from the
Glomfjord power plant in Nordland county,
northern Norway, which was built around
1920 and was one of the state’s first power
plants. Plant construction was begun by
private developers, but the state acquired the
plant in 1918 and completed the develop-
ment. The picture shows the pipeline that
channels water from the intake reservoir,
down to the plant itself.

energy-intensive industry. Some characteristics of the old system stuck with the

company for quite a while. Among other things, many politicians still felt that Stat-
kraft had a particular responsibility for securing inexpensive electricity for ener-
gy-intensive industries. This question would provide a number of challenges in the
relationship between the company’s management and politics.

Further, the company’s historical function had a significant impact on which
growth strategy the company would pursue following liberalisation, not only dome-
stically but also internationally. One product of the historical sector structures was a
clear division of labour, with the state on the one side as a pure producer and whole-
sale company, while the municipalities reigned supreme in terms of regional and
local distribution. As we shall see in this book, Statkraft largely continued as such
also after liberalisation, partly because it was in this area that the company had its

strength, and partly because it had no experience of downstream operations. For this
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reason, Statkraft has not become heavily involved in such operations, particularly
not outside of Norway. Succinctly stated, Statkraft has remained a highly focused
company after liberalisation.

AN ORGANISATION LACKING AN IDENTITY?

State-owned power companies in Europe frequently secured a dominant position in
the sector. This was only natural for national state monopolies, but state enterprises
with no monopoly also achieved a very strong position. In Sweden, Vattenfall gained
considerable power over the rest of the industry. Among other things, Vattenfall set
the standard for what electricity should cost, and the company was entitled to take
over local power companies that were unable to comply with these standards.”” In
Italy, Enel found itself in a similar position, which over time meant that the company
acquired most of the country’s private and municipal electricity supply.'® In Spain,
the state enterprise Endesa became the dominant player in the post-war years. These
positions were an expression of the companies having, or having managed to develop,
a great deal of political legitimacy. In France, EdF, the state monopoly, gradually
became the pride of the nation. Vattenfall gained a similar position in Sweden, the
same applied to the partially state-owned regional power companies in Germany. In
turn, these positions often resulted in strong corporate structures.

In Norway, there was a good deal of uncertainty regarding the state’s involvement
in the power sector. For one thing, there had long been political scepticism to the role
of the state as a supplier of electricity to energy-intensive industries. This role was
strongly linked, and rightly so, to the Norwegian Labour Party’s plan-oriented indus-
trial policy, with which most non-socialist parties were unwilling to be associated."”
And even though the state assumed more roles than supplying electricity to ener-
gy-intensive industries, this was the role many people primarily associated with state
operations.

As well, several fundamental political and institutional structures in Norway
restricted the state’s role and power in the sector. More so than most other countries,
Norway had had a decentralised power system even since the 1800s.'® Municipalities
had enjoyed a wide range of political and financial freedom and rights, and there was
no real tradition for state interference in local interests. As mentioned earlier, within
the power sector the municipalities had held a strong position from an early stage,
and this was a position that had always found broad political support. It had never
been a topic of discussion in Norway that the state should challenge the place of the
municipalities in this sector. It is also partly in such a perspective that we must under-
stand the state’s role in this sector as primarily compensatory. Further, one should
take into account the fact that the municipal part of the sector has generally been

sceptical to state involvement, particularly if this would represent a threat to the
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Industry and nature in brotherly harmony.
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municipal companies’ autonomy, and it has been important to stop such involve-
ment. This is an attitude that has garnered considerable political sympathy through-
out the post-war years, and is one that has survived well into the era of the liberalised
power market.

In Norway, the state’s involvement in the power sector thus caused a certain
amount of political tension, which in part explains why operations were also subject
to what is probably stronger and more direct political control than that experienced
by similar companies in other countries. The reader may have noticed that in this
section we have not yet spoken about Statkraft; rather we have spoken of “the state’s
involvement in the power sector” The reason for doing so is that this involvement
was not actually organised as an independent company until 1986, and that this was
the first time the name Statkraft was used. Before this time, the state’s development
of the power industry and sales of electricity had been placed under the Norwegian
Watercourse and Electricity Directorate, or NVE. The NVE was the Norwegian
state’s overarching administrative body for the electricity sector, and here the
development and operation of power production - those business areas that would
later become Statkraft — were just one of its many areas of responsibility. Develop-
ment and operations were admittedly organised in 1960 as a separate sub-directorate
within the NVE under the name Statskraftverkene, but Statskraftverkene was also
placed under the watchful eye of the NVE’s senior manager, the director general,
who had many other areas of responsibility. Statskraftverkene was not granted any
financial autonomy either. Its funding came from the national budget, as had always
been the case, and as such it was, in principle, a purely political affair. Furthermore,
it was the Norwegian parliament, the Storting, that at all times decided how the
state’s electrical power should be used, and more importantly, what its price should
be. This system remained in place right until Statkraft was restructured as a state
enterprise in 1992.

One important consequence of this organisation and control was that operations
developed a distinct organisational identity to only a limited extent. Through the
extensive hydropower developments that took place over a number of decades, it is
true that a high level of technological expertise was developed, and in many areas
Norway led the world in this respect. NVE was responsible for most of the very large
and spectacular Norwegian hydropower projects, and through these projects it
became an international leader in the field of tunnelling and dam-building, for
instance.”” Over time the Norwegian state also developed extremely advanced mod-
els for the operation of hydropower systems — systems that would also prove highly
valuable in a market-based power system. Nevertheless, this was expertise and tech-
nology that was not associated with a distinct organisational identity; rather it is first

and foremost linked to the general mandate the Norwegian state and the NVE had in
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World-class rock blasting. After the Second
World War, the Norwegian state became a
major developer of hydropower. The develop-
ments were mainly led by the state’s own
hydropower organisation Statskraftverkene -
the predecessor of today’s Statkraft. Large-scale
building activities led to Statskraft plants
obtaining great expertise in niches such as rock
blasting and dam building. The tunnel in this
picture is at Tokke power plant, which was
built in the 1950s. Statskraft’s tactical engineers
were so proud of the result that this photo was
distributed to sister organisations worldwide.
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this sector. This mandate involved ensuring that the
nation’s hydropower resources were developed to the
benefit of Norwegian society. It was not a political
objective in itself that the state should develop these
resources. Nor was it a strong objective in itself to sup-
port Statskraftverkene as such. No distinctive political
or general pride existed about the organisation Stats-
kraftverkene.

In sum, Statkraft never achieved the role of national
champion that was enjoyed by many power companies
in Europe after the Second World War. This fact is also
important to the subject matter of this book, since
internationalisation after 1990 also required willing-
ness on the part of the owner to focus on and develop
the company into something more than a tool with
which to attain national objectives. In later chapters,

we will explore this dilemma more closely.

A DIFFICULT BIRTH
The Norwegian state’s involvement in the power sec-
tor was first organised as an independent company in
1986 under the name Statkraft. This transition was
not carried out in order to build a stronger organisa-
tional entity or to boost political independence; rather
it was primarily done to ensure improved financial
management. Statskraftverkene did not have its own
separate accounts. Instead it had been part of the
NVE’s total operations. Nor had there been any great
focus on operating results, particularly not in the technical divisions. Over time it
almost became customary for the entity to exceed its budgets during the course of
the year, which resulted in the ministry having to approach the Storting to request
more funds. In the first half of the 1980s, operations posted a severe budget overrun
in respect of a couple of specific projects, and both the Norwegian Ministry of Oil
and Energy and the Storting gradually wished to put a stop to this sort of situation.
By establishing an independent company, the entity’s financial matters would
become more transparent and be strengthened.?

It was clear that the transition to an independent company would be a tough one.
For the company itself, the process was probably even tougher than expected. If one

looked at the operating results, Statkraft appeared to be a very bad business. In its



THE LEGACY 29

At long last an independent company. In 1986, the Norwegian state’s power development and production operations were hived off from the
Norwegian State Watercourse and Electricity Board and organised as an independent company under the name Statkraft. Pictured here is the
management group of the newly created company. Front, from left: Finance director Helge Skudal, director of operations Ola Gunnes, director
of organisational affairs and personnel Reidar Karlsen. Rear, from left: Director of planning Ingvald Haga, director of construction Tor Vinje
and chief executive officer Gunnar Vatten. With the exception of Helge Skudal, all of these men had previously worked within the organisation.
Skudal would remain part of the company’s management far longer than everyone else, however. He remained finance director until 2001, and
held a key position in the company’s management group throughout the demanding period of restructuring that the company underwent in the
1990s.

first year of operation, 1986, the company posted a loss of more than half a billion
kroner. One year later, this deficit had doubled. And in 1988, the company ended up
with losses of almost NOK 1.3 billion. Not surprisingly, this attracted a lot of negative
attention. Among the general public, who now had tangible annual accounts to look
at, the company was presented as a loss-maker and a giant out of control.?! In some
sectors of the political environment, particularly on the conservative side, this situa-
tion was interpreted as an expression of the weakness of state business enterprises.
The Norwegian Conservative Party even went so far as to demand the partial priva-
tisation of the company, so that the Norwegian state would no longer be saddled with
all the responsibility.2

These deficits were partly related to a lack of cost control and awareness, even
though this was not the main reason. The problems encountered were also due to the
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framework conditions under which the company was working, more specifically
how the company’s accounts were kept and how the company was taxed, how the
energy market developed during this period, and which opportunities the company
had to handle changes in this market.

Concerning the rules regarding taxation and depreciation, Statkraft was not
taxed on its operating results, but instead on the value of the company’s assets (reduc-
ing balance method of depreciation). As such, a bad year had no bearing in principle
on how much tax the company would have to pay. For Statkraft, this was particularly
unfortunate, since the company’s operations were so capital-intensive. The compa-
ny’s assets, and its level of taxation, would therefore always be high. The outcome of
this system was particularly evident towards the end of the 1980s, when Statkraft
both posted historically poor results and was subjected to a historically high level of
taxation.”® Further, the company fared poorly from the rules governing state depre-
ciation, which had relatively short depreciation periods. Under the rules, state invest-
ments were to be written down by 50 per cent over the first nine years, a practice that
meant particularly capital-intensive operations such as power developments would
have to take such write-downs at a very early stage, which also had an extremely neg-
ative effect on Statkraft’s operating accounts. In many respects, the company’s tax
and depreciation rules deviated quite severely from “normal” principles, which
resulted in a certain amount of frustration. “We wish to be taxed more in line with
private businesses,” said Helge Skudal, Statkraft’s finance director, to business news-
paper Dagens Neeringsliv in 1988.** Skudal, who himself had been with the company
for barely two years, was faced with a doubly demanding task. He had to tighten the
reins within the company and personify the company in its dealings with the outside
world. And as the 1980s were drawing to a close, this was no easy task.

Statkraft’s deficits grew even larger due to the difficult market situation that arose
towards the end of the 1980s. Following several years with high precipitation levels,
the Norwegian system produced a large surplus of electricity.”® This meant that both
Statkraft and many other power generators were stuck with a lot of electricity they
were unable to sell. Consequently, a number of companies reduced their prices and
sought new customers and markets outside their own monopoly areas. In reality, this
represented a break with an old and well-established norm in the industry that power
companies should not compete in each other’s domains. With the growing problem
of finding markets for surplus electricity, this norm came under a great deal of pres-
sure, and as a consequence there emerged what some called a “grey” market — grey
because it represented a break with established norms but was nevertheless not for-
bidden.*

In this situation, many companies lost money. Statkraft was particularly unfortu-

nate, however, for two reasons. First, the company was a pure wholesale company
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and therefore, unlike most other companies, it was not in a position to rely on a sta-
ble end-user monopoly. Second, the company was unable to use price as a competi-
tive tool. Whereas most other municipal and private companies determined their
own prices, the Storting was responsible for fixing Statkraft’s prices. Statkraft was
therefore unable to compete on price. In a market characterised by a glut of surplus
energy, increased competition and falling prices, this meant that state energy was of
no interest, and that Statkraft was stuck with huge amounts of surplus power.

The real crunch in this context came in the spring of 1990, when a large portfolio
of contracts with municipal companies was being renewed. Many of these compa-
nies had been customers of the state for many years, and the renewal of contracts had
been virtually automatic. In 1990, most of these companies took their leave.” The
reason for this was that the prices offered by the state were too high, and it was now
possible to buy electricity at far more favourable terms from a wide range of sellers.
As one could read in the company’s own annual report for that year: “Our new con-
tracts offered to electricity distributors under parliamentary and ministerial con-
straints were not positively received in the market. Surplus power from power-inten-
sive industries and country-wide wholesalers was offered at a price 10-15 per cent
below the Statkraft price on terms of from three to 10 years*

For Statkraft, these problems brought the company into a self-fulfilling vicious
circle. Since the company was unable to sell electricity on a contract basis, it was
forced instead to sell it on the national coordination market, a market where produc-
ers were able to sell surplus energy. The glut of energy available, however, meant
there was little interest in such electricity and prices were therefore extremely low in
the period around 1990. Prices fell even lower when the largest power generator in
the country was forced to pump huge amounts of electricity into this market. Conse-
quently, a large part of Statkraft’s production was on sale at bargain prices, and the
company’s revenues fell sharply, as evident in Table 1.1 below. The table shows that
revenues per sold TWh dropped considerably after 1987, generally considered to be
the last “normal” year of the 1980s.

Tabel 1.1: Production and turnover Statkraft, 1987-1991

Year Production (TWh) Revenues (NOK millions)
1987 35.1 4,464
1988 39.3 4,251
1989 47.6 4,733
1990 45.1 4,226
1991 36.6 3,802

Source: Annual reports for the respective years
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What actually took place during these years was a considerable transfer of assets
from Statkraft, and therefore the Norwegian state, to the rest of the industry. We can
say this because it was essentially other companies that purchased the cheap electric-
ity that the Norwegian state sold cheaply in the coordination market. In turn, this
meant that these companies were able to outcompete Statkraft with electricity that in
practical terms was the company’s own electricity. It is important to emphasise that
in reality it was not much Statkraft could do about this situation. So long as the com-
pany had no opportunity to determine the price of electricity, it was unable to act in
the same way as the rest of the industry. Naturally, Statkraft asked the ministry to give
it more influence over the process of price determination, but this request was not

honoured.

AN UNCERTAIN FUTURE

Although the economic problems experienced in the period around 1990 were seri-
ous enough, they did not threaten the company’s existence. Among other things,
more normal precipitation levels, or a dry year, could have led to increased revenues.
Other circumstances gave rise to greater concern about the future. As the 1980s pro-
gressed, the Norwegian hydropower adventure began to wane. There were simply
not much more hydropower resources left to develop, and what was left was increas-
ingly more difficult to obtain permission to “put in pipes.”” Norwegian society could
afford, and wanted, to leave waterfalls untouched, and did so to an increasing extent.*
For Statkraft, which had by far the greatest planning and development organisation
in the country, this situation was particularly demanding. What would these envi-
ronments do in the future?

Stagnation set in quite suddenly, since several major projects were concluded at
around the same time. In 1988, Statkraft laid a final hand on four different develop-
ments, including Alta in Finnmark and Ulla-Forre in Rogaland. The only new
projects on the table at this point were Svartisen and Beiarn, both in the county of
Nordland. The latter was shelved until further notice, however, owing to the huge
surplus of electricity, while Svartisen was scaled down for the same reason. In 1989,
Statkraft’s management expected to see a fall in investment activity by more than 50
per cent over the next five-year period - an estimate that would later prove to be far
too optimistic.*

Generally speaking, Statkraft’s management was faced with two alternatives. It
could dismantle its technical divisions in line with the reduction in development
projects, or it could attempt to develop new assignments and markets. Initially, it
chose a strategy of doing both. Already in 1988, the company reduced its pool of
construction workers from around 2,000 to just over 1,000.* These individuals were

primarily contract workers on construction projects that had ended that year.



Virdnejavri dam in Finnmark is the reservoir for the
Alta power plant, which was state built and put into
operation in 1987. The Alta development is Norway’s
most controversial power plant construction and
sparked, in its time, strong protests. It was particularly
controversial because it was located in the middle of
Sami nuclear-protected areas. In addition to the
environmental interventions that development would
involve, there was a great fear that it would destroy the
reindeer husbandry area, which was the main livelihood
of the Sami people.
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“Hunger strike!” reads the slogan in this picture. On Monday 8 October 1979, a
group of Sami protesters erected a tent on the square in front of the Norwegian
Parliament. Their protest was a message to Norway’s prime minister and the
president of the Storting about development of the Alta power plant. At the same
time, a hunger strike was initiated. The protest received great public attention
and sympathy both nationally and internationally, especially after police were
deployed against the demonstrators. The impression many had was that the
Norwegian authorities overran the indigenous population, and at the height of
the protest, the people’s campaign against development of the Alta-Kautokeino
watercourse had over 20,000 members. The protests made a strong impression,
but the development was still carried out. The case, however, highlighted Sami
rights, which were substantially strengthened afterwards.
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However, staff members in the planning and project department also lost their jobs,
initially through natural wastage. Since a considerable share of the staff were older,
quite a number of positions would come to disappear in the ensuing years.

There were limits, however, as to how far the company could and would wish to
pursue such a route without also affecting existing operations. Statkraft’s large port-
folio of hydropower plants would require rehabilitation and rebuilding, and this
would still require a regular highly competent staff. Added to this, the company had
a central position as a knowledge base for other companies and environments in the
sector, o, as stated in the 1990 report: “For Statkraft and for Norwegian society, it is
necessary to ensure expert knowledge for future assignments relating to hydropower
plants” A dismantling of the Statkraft organisation, therefore, would not only
threaten the company, it would also threaten the entire Norwegian hydropower envi-
ronment, an environment with long and strong traditions and one that was a gather-
ing force in the eyes of many and a world leader in its field. In brief, the future of one
of the country’s leading technological environments was on the line. It did not help
much, however, if the environment had too little to do. Consequently, new assign-

ments had to be created.

NEW ENERGY LEGISLATION AND A NEW ORGANISATIONAL
REFORM

We have now touched on the two most important driving forces behind Statkraft’s
early international orientation. Major surpluses of electrical power meant that in the
years around 1990 Statkraft began to work resolutely to find customers outside Nor-
way, a strategy we will explore in greater depth in the next chapter. The slowdown in
hydropower developments in Norway meant in turn that the company began to seek
out hydropower projects abroad. The results of this focused effort are something we
will return to in Chapter 3. Both of these strategies must also be seen in the light of
three important events in this period, however. First, the introduction of new energy
legislation in 1991, which paved the way for a more market-based electricity supply;
second, the restructuring of Statkraft as a commercial company in 1992; and third,
the establishment of a new management group that same year.

In some parts of the public administration, one had long been critical of the
power sector’s zeal for investment. Particularly in the Norwegian Ministry of
Finance, it was claimed that there had been an overinvestment in hydropower, and
that this had led to poor profitability and to electricity prices that were too low. This,
in combination with a monopoly-based system, meant that neither capital nor elec-
tricity was being utilised efficiently and effectively. The major surpluses of power and
low prices that prevailed at the end of the 1980s confirmed in many ways the minis-

try’s opinion. Combined with an increasingly stronger general emphasis on improved
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efficiency in the public sector, this meant that the power sector came under the scru-

tiny of reform-hungry powers within the public administration. In 1988, a project
funded by the Ministry of Finance was initiated to look at alternative models for
organisation of the sector. This project, which was essentially carried out by econo-
mists at the Norwegian School of Economics, culminated in a recommendation to
introduce more market forces and competition in the sector. A more efficient elec-
tricity supply would be enforced by dismantling the power companies’ monopoly
positions and opening up the market so that everyone - both households and com-
panies — would be able to purchase electricity from whichever supplier they wished.
In addition, one would pave the way so that the power companies would have to
change their financial objectives from developing and selling electricity inexpen-
sively to earning as much money as possible. The introduction of profit motives
would make the companies more critical to how they used their resources.

These principles formed the core of the new Energy Act that was passed by the

Storting in the summer of 1990. The story of how this legislation came into existence

This picture is of Nord Pool, the worlds first
supranational power exchange. Norway
introduced markets and competition in the
power sector at a very early stage. It
happened as early as 1991. In 1996, Sweden
followed Norway’s example, when the
Norwegian and Swedish authorities agreed
to establish a common energy exchange.
Nord Pool entered the picture 1 January
1996. The Nord Pool Stock Exchange has
emerged as a role model, and countless
delegations from around the world have
visited the company to learn how national
and international energy markets can be
organised.
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The message in this illustration, which is from Statkraft’s 1990 annual report, is
unequivocal: Statkraft will no longer be a politician’s puppet. Although
Statkraft became an independent company in 1986, political control of the
company’s operations continued. When the electricity market began to change
towards the end of the 1980s, this control was perceived as an important reason
why the company posted increasing deficits. Statkraft’s management believed
that freedom to act commercially was needed to reverse this trend.

is comprehensive and complicated. For this reason,
we will not elaborate on this any further here and
now, apart from stating that this legislation gave
Norway the world’s most liberalised power sector.*
At this time, only the United Kingdom had intro-
duced similar legislation, while some other coun-
tries had taken certain steps in the same direction.*
The Norwegian Energy Act was also more radical
than the UK legislation with regard to opening up
the market. While the United Kingdom had ini-
tially only opened up to competition at the whole-
sale level, consumers were still tied to their existing
suppliers. In Norway, larger consumers were, in
principle, able to purchase electricity freely in the
market from day one, as soon as the legislation had
come into force on 1 January 1991.

Naturally, the new Energy Act brought with it
major changes for the country’s power companies,
who had to begin operating like ordinary compa-
nies in an ordinary market, where their job was to
sell electricity at the highest price possible. How-
ever, this required significant adjustments both
organisationally and mentally, both within the
company and among the owners. The vast majority
of Norwegian power companies were organised as
directly politically-controlled administrative enti-
ties, a model that did not suit companies that were
required to act commercially. For this reason, many
companies were restructured into more commer-
cial organisations, first and foremost limited lia-
bility companies. Politics and business became
more separated from one another — an important
division, since most companies remained under
public ownership after the market reform. In this
respect, the Norwegian reform also differed
strongly from the British one, where liberalisation
was followed by extensive privatisation. The Nor-
wegian market reform contained no objectives

regarding privatisation.
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For Statkraft, this market reform resulted in the company’s transformation into a
state enterprise, as a kind of political compromise. Politically, a fair amount of tus-
sling had occurred with regard to how the company should be organised. Among
other things, Norway’s Conservatives wanted to transform Statkraft into a limited
liability company. The Norwegian Labour Party, which was in power at the time, also
wanted to give the company as much commercial freedom as possible but was also at
pains to ensure that ownership remained in the hands of the state. Transforming
Statkraft into a limited liability company would make it easier to privatise the com-
pany at the next crossroads, if there was a desire to do so. For this reason, a new form
of company called a state enterprise was devised in connection with the liberalisa-
tion of Statkraft. This form of company had virtually the same managerial structure
and commercial freedom as a limited liability company but was at the same time
strongly tied to the state through its ownership. The State Enterprise Act established,
among other things, that state enterprises could not be sold. Unlike ordinary limited
liability companies, state enterprises could not go into receivership either, since the
state as owner was a guarantor for any debts or other financial liabilities incurred by
the company.

The changeover to state enterprise, which occurred, effective 1 January 1992,
meant that for the first time ever Statkraft became an independent legal entity with
full responsibility for its own finances. The price of the company’s electricity was no
longer to be determined politically, and the company would now be able to deter-
mine how the electricity generated was to be managed. The formal framework for a
commercially based Statkraft was in place. In order to function as a commercial
enterprise, however, mental and cultural adjustment was also required in this vast
and traditional organisation. And this was something that the company’s new man-

agement would have to arrange for and facilitate.

NEW MANAGEMENT IN A NEW ERA

Since its demerger from the Norwegian Watercourse and Electricity Board (NVE) in
1986, Statkraft had been chaired by civil engineer Gunnar Vatten. When Vatten took
over the helm at Statkraft, he had enjoyed a long career at the NVE, and had worked
most recently as director general at the Norwegian Ministry of Oil and Energy.
Through these positions, he had developed quite a large network within the public
administration and in politics. Within the Ministry of Oil and Energy, however, it
was not felt he was the right person to lead Statkraft into a new era. He was consid-
ered a defender of the existing system, an impression that was strengthened during
Statkraft’s restructuring process in 1991. Among other things, Vatten had worked
against the ministry in the question of the demerging of Statkraft’s central grid sys-

tem. The central grid system was crucial in a market context, and in order to achieve
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Gunnar Vatten, Statkraft’s first CEO. Vatten
led the company from 1986 until 1992, but
did not have an easy job. This period was one
of major upheaval in the power sector, for
financial reasons over which the company
did not have full control. At the same time,
this was the period when the company’s very
foundations were seriously challenged as the
era of hydropower began to wane. What was
a pure hydropower company to do when
there were no more hydropower resources left
to develop?
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In the summer of 1991, Hans O. Bjentegdrd
was appointed as new chairman of the board
of Statkraft. Bjontegdrd had a lot of
experience from Norwegian and internatio-
nal business, and the appointment was a
clear expression of Statkraft’s desire to
operate commercially. Bjontegdrd was
chairman throughout the 1990s.
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the best possible and well-functioning system of competition, the ministry wished to
have freestanding, independent ownership of this system. Vatten felt, however, that
demerging this system would be detrimental to Statkraft’s interests, and he fought
against the ministry in this matter by, among other things, attempting to raise poli-
tical resistance to the system’s demerger. In any case, when his period of tenure came
up for renewal in early 1992, the ministry wanted a new broom in place. Vatten, who
was interested in continuing, was informed that this would not be possible, and Stat-
kraft’s board of directors was notified that it needed to look for a new candidate.*

A relatively new board of directors at Statkraft was charged with the task of find-
ing Vatten’s successor. In 1991, as part of its preparations for the changeover to state
enterprise, the ministry had replaced virtually the entire board of directors. The new
board was composed of candidates without ties to politics or the public administra-
tion. Engineer and business manager Hans O. Bjentegérd was appointed to the post
of board chairman, and he was joined on the board by Gerd Halmg, Britt Solvik, Per
Terje Vold, Gro Braekken and Anders Eckhoft, Eckhoft, one of Norway’s foremost
corporate lawyers and a man who often was appointed board representative, also had
many assignments for the Norwegian state, particularly as someone who sorted out
state-owned problem companies.

In its search for a new chief executive officer, the board had several ideal candi-
dates in the Norwegian corporate sector. None of them felt the call to accept the chal-
lenge, however. Late in 1991, the board was left with one candidate from the public
administration - secretary general Lars Uno Thulin from the Ministry of Industry
and Trade. Some members of the board were sceptical of hiring a bureaucrat. How-
ever, as stated in the final recommendation, Thulin had a strong desire for the job.”
And, if one reviewed Thulin’s career, it quickly became clear that he had also been so
much more than a mere bureaucrat.

Aged 53, Thulin had had a broad and comprehensive career. A graduate civil
engineer from Norway’s College of Science and Technology in 1965, he had worked
for several years as a researcher. In 1971, he took his doctorate in chemistry, achiev-
ing very good grades. In the years after his studies at Norway’s College of Science and
Technology, he had made his mark as a relatively active member of the Norwegian
Labour Party. In the mid-1970s, his political interests had brought him to the Nor-
wegian Ministry of Education and Church Affairs as state secretary under Bjartmar
Gjerde, and later on to the Ministry of Industry and Trade. At the end of that same
decade, he ended his political career, however, moving instead to the stronghold of
capitalism, to the Norwegian bank DnC, where he was given responsibility for the
bank’s industrial financing. Thulin distinguished himself so much that he gradually
advanced to the top of the hierarchy to become the bank’s vice president. Thulin’s

area of responsibility was the bank’s international lending operations, an area that
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would become quite extensive as the 1980s progressed. His work took him to the
financial metropolis of London, where he lived and chaired DnC’s British subsidiary
bank for a large part of the late 1980s.

Thulin had broad experience of business, including international experience, a
fact reflected in his thoughts, words and deeds. In a portrait interview in Norwegian
financial daily Dagens Neeringslivin 1988, while stationed in London, Thulin declared
himself a “defender of sheer capitalism”* Further, it was claimed in the interview
that he thrived among the harsh competitive spirit prevalent in the financial metro-
polis. “London is no place for training or rewarding co-workers. It’s a market charac-
terised by extreme competition, but there’s nothing more exciting than that,” he told
the newspaper’s readers. His international side came clearly to the fore, too: “It is
exciting sitting in a financial capital where we can all feel the pulse of the world econ-
omy. It’s quite fantastic, not only being in the City, but being part of the City”*

If we allow ourselves to anticipate events a little, it is widely held when looking
back that Thulin was the right man in the right place at the right time. Among those
who worked most directly with him - group directors and others in key positions -
this perception is virtually undisputable.”” The prevailing feeling is Thulin was pre-
cisely the person with the qualities needed to succeed in tackling the challenges the
company faced in its restructuring process in the 1990s. Among Thulin’s qualities,
particular mention is made of his professional acumen, analytical capabilities and
intellectual capacity that exuded authority both within the organisation and outside.
Further, he is praised for being a clear, decision-oriented and resolute manager who
was able to point the company in the right direction. This means, among other things,
focusing uncompromisingly on commercial aspects — ensuring that everything one
did would be profitable. This is something Thulin made very clear from day one. ** As
well, importance is attached to Thulin’s ability to forge international relationships,
where his intimate knowledge of international arenas played a key role.*? In short,
Thulin stands as the father of modern Statkraft and its uncontested leader. 3

Along with Thulin followed considerable changes in the rest of Statkraft’s manage-
ment Group. The only person to make the transition from the old to the new manage-
ment group, was CFO Helge Skudal. Skudal had been a member of the management
since he cameto Statkraftin 1986,** and he continued as CFO in the new Thulin-group.
During the first couple of years, virtually the entire group from Gunnar Vatten’s
epoch was replaced, essentially by individuals recruited from outside the company,
some of them at the direct initiative of Thulin himself. Among these new individuals
were Bjorn Blaker, a civil engineer, who in 1992 was appointed director of the market
division. Blaker’s background was from the ABB Group, and he had made Thulin’s
acquaintance when Thulin had been secretary general at the Norwegian Ministry

of Industry and Trade.*” Finn Quale, who in 1993 was brought in and assigned
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At the beginning of 1992, Lars Uno Thulin
was appointed Statkraft’s new CEO. He
would lead the company for almost 10 years,
and is considered by many to be the “father”
of modern Statkraft. Thulin combined a
professional acumen and strategic skills with
strong personal authority. He also had a
strong international focus, was extremely
good at building relationships, and was
above all others the person who provided the
basis for Statkraft’s transition into an
international company.
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responsibility for organisation and human resources, also knew Thulin from earlier.
Quale was also a civil engineer, but had worked mostly in organisation and manage-
ment. The fifth and last new member of the management team was the young civil
engineer and former McKinsey consultant Christian Rynning-Tennesen, who
joined the company in 1992, and two years later was appointed senior director
for “Power NorthernEurope” As a consultant, Rynning-Tennesen had primarily
worked on energy-related issues, and had over several years been involved in a
variety of assignments for Statkraft. In the spring of 1992, he was appointed to the
position of strategic manager in the company, advancing to senior management two
years later’’. These four men remained in place throughout Thulin’s period as CEO,
until the autumn of 2001. Rynning-Tennesen’s career in Statkraft continued after
Thulin’s time as CEO. He remained part of Group management under Thulin’s suc-
cessor, Bard Mikkelsen, who took over in 2001. And in 2010, after spending several
years outside Statkraft, he returned to the company to take up the position of CEO.
Rynning-Tennesen will thus be remembered as a key individual in the history of
Statkraft after 1990, and as someone who played a particularly important role in the
company’s process of internationalisation. As for international operations, which
grew in the 1990s, there were three people in particular who were directly involved.
Thulin and Rynning-Tennesen were particularly involved in expansion into the
Nordic countries and in Northern Europe, while Blaker was responsible for hydro-
power operations outside of Europe. Skudal also played an indirect role in connec-

tion with these operations, too, as the person responsible for financial matters.

BRANCHES AND ROOTS
The period around 1990 marks the beginning of Statkraft's commercial and interna-
tional history. Through the story told in this book, Statkraft became in many ways a
fundamentally different company. From being a Norwegian administrative com-
pany, Statkraft had become by 2015 a commercial and international energy group.

At the same time, it is important to bear in mind that Statkraft’s origins and his-
tory extend far back before its commercial and international era. It is essential to
remember this since origins and history shape both people and organisations. Stat-
kraft’s most tangible legacy takes the form of a most fantastic and well-run system of
hydropower generation in Norway, a system that to this day represents the compa-
ny’s financial backbone. The company’s legacy is also evident as a high level of exper-
tise in many areas. Among other things, Statkraft’s successful adjustment to market
conditions can largely be ascribed to knowledge and experience accrued before
1990.

Statkraft’s history and legacy also include less tangible but equally important ele-
ments —elements that in part have also been crucial to the company’s development
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Statkraft’s board in 1996, photographed in a rural setting in Hovik outside Oslo, at the company headquarters. From left: Britt Solvik,

Marit Buch-Holm, Jon Ivar Nalsund, Halvard Kaasa, Hans O. Bjontegard, Tom Andersen Anders Eckhoff, Gerd Halme and Odd Vanvik.
Anders Eckhoff, a business lawyer who sat on many boards, sat for a total of 11 years, from 1991 to 2002 and was one of the directors with
the most prominent and critical voice during this period. Eckhoff was partly sceptical of some of international investments made in the 1990s,
particularly hydropower projects in developing countries.

during its period of commercialism and internationalisation. Statkraft’s history also
expresses more important and fundamental values, attitudes and preferences. Stat-
kraft’s role as a major owner of hydropower has also imposed important political
principles on the company, and partly too on its opportunities for international
growth. Further, for several reasons the company has not enjoyed a very strong posi-
tion in the political environment as a company. On the one hand, this has meant that
Statkraft has been able to operate without fervent and ongoing interference on the
part of its owner in the way listed companies often experience. On the other hand,
the company has at times lacked its owner’s support when taking key decisions and
planning the way ahead. Particularly in the international field, such features have
been evident. It is within this context that we must understand Statkraft’s process of

internationalisation.
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For the Norwegian electricity supply system, which is exclusively based on hydropower, it is advantageous to have electrical connections with
other countries. During years with high levels of precipitation, excess power can be exported, while in years with low rainfall electricity can be

imported. The ability to balance the hydropower system was one of the main motives behind construction of the two sea cables - the Skagerrak
cables — between Norway and Denmark in the 1970s. A third cable to Denmark became operative in 1993.




CHAPTER 2

Power exports and power exchange
as commercial strategies

n the early days of 1992, the Norwegian daily newspaper Aftenposten published

an interview with Lars Uno Thulin, Statkraft’s new CEO. Under the heading

“A new boss with great ambitions,” Thulin was given an opportunity to speak

of his objectives for the company. Attaching great importance to making it

clear that Statkraft’s time as an administrative entity was over, he stated that from

now on the company would be a commercial organisation. “We will be interested in

selling the power we have available at the greatest possible profit,” was his simple and
unequivocal message to the world.!

The first part of the 1990s was not a good time for earning money on power sales
in Norway, however. Huge power surpluses since the end of the 1980s had forced
prices down, and prices dropped even lower after the shift to a liberalised power
market in 1991. The consequences of the market reform were particularly evident in
1992. Naturally, this had major economic consequences for power generators,
including Statkraft. From 1991 to 1992, the company’s revenues fell by more than 25
per cent, from NOK 3.8 billion to NOK 2.8 billion, despite the fact that the company
generated and sold just as much power as it had done the year before. Falling prices
played a significant role in the fact that in his first year as CEO of Statkraft, Thulin
posted a net loss of more than NOK 1 billion.

The difficult situation in the power market meant there was a need for innovative
thinking, and one solution that attracted a lot of interest in Statkraft in the first half
of the 1990s was the sale of electricity abroad. The market potential here was huge.
The generation of Norwegian hydropower was extremely inexpensive and the pro-
duct should therefore be appealing to companies in other countries. In addition,
hydropower has several special qualities that could make it of interest to thermal
power generators abroad. Unlike thermal power plants, hydropower plants are
extremely flexible in the sense that they can quickly be powered up or down. At Stat-
kraft, an idea began to form of selling regulating power to the thermal power gener-
ation industry abroad.

The sale of electricity abroad was not only determined by commercial consider-

ations. In Norway, the term “exporting electricity” had always had a bad ring to it.
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The general feeling was that hydropower was a national resource that was the reserve
of Norwegian society, and that it should not be sold abroad. In reality therefore, sales
of electricity abroad had been forbidden for most of the 1900s. Even though restric-
tions were lifted somewhat in the period after liberalisation of the power market, the
sale of electricity abroad nevertheless remained a politically sensitive and regulated
area. The established view of hydropower as a national resource largely persisted in
the wake of liberalisation, and added to this was the question of the consequences
that increased sales of electricity abroad would have on the supply and demand for
electricity domestically. Politically, there was concern that the sale of electricity
abroad should not lead to a tighter market and higher prices in Norway. The sale of
electricity abroad was consequently an issue that concerned far more than benefits
for power generators.

At Statkraft, care was taken not to challenge these attitudes unnecessarily. Among
other things, Thulin was at pains not to use the term electricity exports when talking
about the sale of electricity abroad. Instead, he spoke of the exchange of electricity,
which was an important nuance, both linguistically and in factual terms. The
exchange of electricity involved sales in both directions - exports and imports. The
message was that two-way trading was not only a good thing for Statkraft but also for
Norwegian consumers of electricity and for Norway as a nation — and it was precisely
this type of trading that Statkraft planned to implement.

Statkraft succeeded in gaining acceptance for two comprehensive power exchange
agreements in the first part of the 1990s. The first agreement was entered into with
the German company PreussenElektra in 1993, while the second was signed one
year later with the Dutch company SEP. Both agreements were to run for a full 25
years, and also included the laying of sea cables to both Germany and the Nether-
lands. For this reason, they are often called the “cable agreements.” These agreements,
the first major international efforts made in the history of Statkraft, showed that
from an early stage the company had set itself the goal of expanding beyond Nor-
way’s borders. In this chapter, we will therefore dedicate quite a lot of space to these
agreements. We will also take a closer look at the development of the company’s
energy trading in the Nordic countries. In the first half of the 1990s, a common mar-
ket in the Nordic countries gradually developed. In this market Statkraft became a
very active participant, and equally importantly, a player that gradually managed to
earn good money.

FIRE AND WATER - HAND IN HAND
In principle, the greatest value can be derived from power exchange when it occurs
between parties using different production technologies, and the very greatest value

when purely hydropower-based systems cooperate with purely thermal-based sys-
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tems. As mentioned, hydropower facilities can quickly be powered up and down
according to consumer demand, while thermal power plants need a long time to vary
output. Power exchange means that thermal power plants can be run at a more even
capacity, while fluctuations in consumption throughout the day can be met by more
flexible hydropower facilities. This is profitable for the thermal power generator
since high and stable operations make for optimum operating economy. In addition,
the need for expensive peak-load capacity can be reduced. Apart from pure sales,
power cooperation also provides benefits for the hydropower producer, particularly
when one, in this case Statkraft, has ample opportunity to store water in reservoirs.
In such contexts, the thermal power producer can maintain a high and even produc-
tion throughout the day, and at night when demand is lower, can transfer surplus
output to the hydropower generator. The latter can reduce its own production and
save water in the reservoirs, which can then be used during the daytime when the
demand for peakload is great. Such an exchange of power, which in actual fact means
transforming thermal power with a low value to hydropower with a high value, will
benefit both parties.

The advantages of power exchange and collaboration between different types of
production technology were not “discovered” until the 1990s, however. This was an
acknowledgement of what had been done already at the beginning of the 1900s. The
United States and Germany, for example, had begun at an early stage to integrate
hydropower and thermal power production with a view to achieving economies of
joint operations.” More important in our context is the growth of cooperation
between electricity generators in the Nordic countries that began in the first half of
the 1960s with the establishment of the organisation Nordel. The goal of Nordel,
which comprised Norway, Sweden, Finland, Denmark and Iceland,> was to exploit
the advantages of power exchange between the different countries and production
systems, Sweden a mixed hydropower and thermal-power generator, Finland a ther-
mal-power generator with some hydropower, and Denmark a pure thermal-power
generator. Consequently, there was a lot to gain from cooperating. Over time, this
collaboration became quite extensive, a number of electrical cables were laid and rel-
atively extensive international power trading ensued. For Norway’s part, transna-
tional electricity cables began in earnest with the first major cable link to Sweden in
the 1960s. In the 1970s, several undersea cables were laid to Denmark — known as the
Skagerrak cables.* In 1988, the first cable to Finland was laid, between Varangerbotn
and Vajukoski. The Swedish system was connected to the Finnish and Danish grids
atan earlier stage, however, which meant that all the Nordic countries were now inte-
grated into a joint system.’ Large amounts of electricity were traded over this system
each year, and the aim was, among other things, to exploit the benefits of joint oper-

ations between different types of production technology.
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In other words, the Nordic countries had quite a strong tradition for interna-
tional power trading that began before liberalisation of the power markets. This fact
is interesting for several reasons. First, the Nordel cooperation was unique in a global
context. During this period, no other country or region had developed such a com-
prehensive and systematic form of international trading collaboration. Second, and
most important in our context, the experience gleaned from this cooperation played
a significant role at the beginning of the 1990s when Statkraft began to develop the
idea of commercial power exchange agreements. From the Norwegian side, the Nor-
wegian state through Statkraft was responsible for organising foreign trade, and
through its position Statkraft had a lot of experience in operating jointly with ther-
mal power systems. In order to benefit in the best way from this trade, Statkraft had
over several decades developed relatively advanced analytical and operating models
where thermal power constituted a key component. Insight into the technological
and financial peculiarities of thermal power had been obtained through the Nordel
organisation, where the leading companies from member states had routinely dis-
cussed and exchanged knowledge about technology, financial aspects and produc-
tion. In brief, Statkraft gleaned a lot of important knowledge about thermal power
production through this collaboration, and thus also a better basis for understanding
how to exploit the interaction between hydropower and thermal power. This exper-
tise was crucial when the idea of commercial exchange agreements was launched.

EARLY POWER EXCHANGE AGREEMENTS

In the narrative concerning modern Statkraft, a quite distinctive dividing line is
often drawn at the year of 1992, marked most importantly by the entity’s transforma-
tion into a state enterprise and Thulin’s entry as the company’s chief executive.” The
year 1992 is presented as the year when Statkraft changes its guise from a purely
administrative company devoid of commercial ambitions to an entirely commercial
company. The cable agreements with PreussenElektra and SEP, signed in 1993 and
1994, are often seen as a direct consequence of the new regime. In most respects, this
is a correct historical account. In some areas, however, the strong emphasis on break-
downs means that key nuances and continuity are lost, particularly the view of com-
mercial exports and power exchange. In this respect, a considerable amount of work
had taken place before 1992.

Some people at Statkraft had long had an international orientation, first and fore-
most Ingvald Haga, head of the company’s planning division. Haga took part in a
number of international fora in the field of electricity supply and had a broad inter-
national network. He also had good contacts in most major power companies in the
other Nordic countries. Furthermore, he was a person who was open to new thoughts

and ideas, which in turn had provided room for individual creative and innovative
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people, such as the company’s sales manager and general counsel, Bjorn Braaten

and Kjell Haagensen. Braaten was a civil engineer but his capacity at Statkraft
also served as an economist. He distinguished himself otherwise in Statkraft as an
uncommonly commercially oriented person.® Haagensen had considerable inter-
national experience, primarily as an adviser on hydropower issues for developing
countries. Haagensen was familiar with and thrived in international surroundings.
Furthermore, he was a person who was skilled at building relationships. In the late
1980s, the Braaten-Haagensen constellation, along with Haga as a willing facilitator,
triggered considerable energy that found expression in a series of international ini-
tiatives.

The first major plans for power exports came already in 1986, in connection with
Norwegian ambitions to develop gas power with a basis in North Sea gas. Statkraft
was initially cast in the role of a gas power operator. Exports were mentioned because
Norway at this time had a good electrical power balance, unlike several of the other
Nordic countries. There was particular interest in Norwegian power in Finland,
where it was expected that demand for electric power would increase in the future.
The 1986 disaster at the Chernobyl nuclear power plant in Ukraine had also led to
increased scepticism to further nuclear power developments in the country, and
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In the autumn of 1990, Statkraft signed an
agreement to export power to the Swedish
state-owned energy company Vattenfall. The
agreement was signed at Arlanda airport
outside Stockholm, and was a historic event.
In Norway, there had always been strong
political opposition to the export of hydro-
power, and the agreement with Vattenfall
was the first that involved binding power
exports over a longer period. Second from
the right in the back row is Bjorn Braaten.
He was among those in Statkraft during the
1990s who was actively involved in finding
foreign buyers for Statkraft’s surplus power.
Braaten was in many ways ahead of his time.
He was commercial in his approach, and
believed that Statkraft needed to think more
like a normal store. At this time, there was
little room for that kind of thinking, and
Braaten received harsh criticism for his
unconventional attitudes.
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Finnish power companies were therefore on the lookout for alternative solutions.
This was particularly true of the state-owned power company Imatran Voima Oy
(IVO) with which Statkraft entered into serious negotiations. In the spring of 1990,
the parties had gone as far as to draw up a specific agreement involving the export of
just over 4 TWh each year for a 25-year period. At this time, negotiations were also
underway with yet another Finnish company, the private industrial conglomerate
TVS, for a corresponding agreement.’

Negotiations with the Finns never reached a conclusion, however, in part because
the parties failed to agree on price. This matter also highlighted the challenges
encountered in entering into international agreements in a monopoly-based system.
Power from Norway to Finland would have to pass through the Swedish power
transmission system, but reaching agreement with the Swedish grid owner, Vatten-
fall, regarding use of their system proved difficult. It was felt that Vattenfall wanted
far too much in payment for power transmission.'” According to Kjell Haagensen,
who was very involved in the negotiations, a bold action managed to move the
Swedes in the right direction. At one point in time, a rumour was spread that plans
were afoot to build a direct connection between Norway and Finland in the far north.
It was even alleged that a line had been marked out by Treriksroysa, where the Nor-
wegian, Swedish and Finnish borders converge. According to Haagensen, the
Swedes, who wished to retain their position as a connecting link between Norway
and Finland, had then swiftly returned to the table with a better offer.!* As stories go,
itis a good one, but it failed to clinch the deal, which in any case stalled owing to dis-
agreement on price, even though the parties were ultimately not that far away from
one another."”

Things actually went far better with the negotiations initiated in 1989 with a view
to exports to Sweden’s Vattenfall. At the end of the 1980s, there was uncertainty in
Sweden too about the future of nuclear power, and Vattenfall was therefore on the
lookout for opportunities to meet new demands for power until good alternatives to
nuclear power had been found. Statkraft picked up on this possibility. Contact was
made and negotiations initiated, which resulted in an agreement in the spring of
1990. The gist of this agreement was that Vattenfall would purchase 2.4 TWh a year
for a five-year period from 1995 to 1999. For Statkraft, this agreement gave the pro-
spect of a better yield than one could have expected to achieve domestically during
the period in question.

A third initiative was made in respect of Denmark’s Elsam, the dominant power
company in Jutland. Elsam, a long-time acquaintance and partner of Statkraft, had
been responsible for operating the Skagerrak cables on the Danish side of the Skager-
rak. The Skagerrak cables had almost exclusively been used to exchange power on a

random basis. In 1989, however, Statkraft raised the notion of a long-term binding
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power export agreement, in which, it must be said, the Danes
showed little interest. What they were interested in, however,
was to extend cooperation on the exchange of power, which
resulted in quite a comprehensive agreement in 1991. This
agreement essentially consisted of four components. First,
Elsam undertook to purchase each year 1 TWh regular electric-
ity (electricity that Statkraft was obligated to supply regardless of basert ionn
the situation in Norway). As such, this represented an export
agreement, even though it was rather limited. Second, Elsam
undertook, under certain conditions, to purchase electricity
=Bygge, eie,
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when Statkraft had a surplus of electricity. Third, the agreement
contained a provision concerning 24-hour power exchange,
which meant that Statkraft would supply peak-load electricity to
Elsam during the daytime and receive electricity at night. Finally,
the agreement contained a provision concerning drought-year
guarantees, which entailed that Elsam undertook under certain
circumstances to supply power in the event of a deficit of elec-
tricity in Norway. The agreement was to run for 20 years, from
1993 until 2013, and stated that a third Skagerrak cable was to be

laid in order to ensure sufficient transmission capacity."
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A fourth interesting initiative was made in respect of the
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e STATKRAFT
= toger mot Europa

Forhandlingsteamet , gjorde en meget profesjonell jobb da de forhandlet frem

kraftutvekslingsavtalen med PreussenElektra.
Betingelsene for Statkraft ble tilslutt veldig bra.

Avtalen ble feiret i hele Statkraft fredag 24. september (side 11).
Flere sentrale personer innen energibransjen har gitt sine kommenterer

til avtalen i NaturKraft (side 9).

Statkrafts visjon er 4 vare et ledende nordeuropeisk energiselskap, med spisskom-

ven (SEP), which was owned by the four large regional power =
monopolies in the Netherlands and was responsible for looking e
after the national power balance. SEP also had a monopoly on
the export and import of electricity. The Netherlands was inter-
esting because the country, like Denmark, was exclusively a thermal-powered coun-
try. This interest was mutual since the Dutch glimpsed an opportunity to avoid
building additional costly and polluting peak-load capacity. In the spring of 1991, a
letter of intent had been drafted and signed. Its form was the same as the Elsam
agreement, with the one exception that it did not include a Norwegian export com-
ponent.' Naturally, a subsea cable was needed, and in the summer of 1991 a separate
working party was appointed consisting of representatives from both parties to look
into this matter. The plan was to lay a cable from one of the southernmost part of
Norway to Eemshaven in the far north of the Netherlands. The cable, which would
be 500 kilometres in length, would be the longest undersea cable in the world."

As in negotiations with the Finnish companies, a battle over price gradually
ensued. SEP was unwilling to pay what Statkraft demanded to square the agreement

and cable investments at home. At some point in time, negotiations began to make

petanse innen vannkraft. Dette indikerer at Statkraff
re framstot mot kunder i Europa. Hvordan EF libe

i tiden fremover vil gjo-
rer kraftmarkedet ma
Statkraft forholde seg til og folge med argus-oyne.

Henrik Ager-Hanssen er var mann i Brussel (side 7).

Statkraft heads towards Europe is the title of
this article, which was printed in Statkraft’s
company magazine in 1993. The occasion
was the signing of a cable and power trading
agreement with the German power company
PreussenElektra. The agreement was
celebrated as a breakthrough for Statkraft as
a commercial, international energy
company. Pictured is the team that led the
negotiations with the German company,
with team leader and legal director Kjell
Haagensen in the middle. The Germans were
said to have been puzzled that Statkraft put
a team of young people together to negotiate
such a large and important agreement.
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little sense, at least when seen from Statkraft’s perspective. The outcome was that the
affair was not commercially interesting for Statkraft, as stated in an account of this
matter prepared for the board of directors early in 1992.16

One final initiative took the form of negotiations initiated with the German com-
pany PreussenElektra in 1991. These negotiations also took as their starting point the
establishment of a long-term exchange of power. Negotiations with PreussenElektra
took the company one step further than negotiations with SEP, even though this
initiative was also unsuccessful. The parties primarily disagreed on the financial
terms and conditions, and, in the opinion of Statkraft, the Germans were unwilling
to pay an acceptable price.

This matter is of great interest for posterity, however. SEP and PreussenElektra
were the companies that Statkraft entered into a cable agreement with a couple of
years later. Furthermore, both the SEP agreement and the other cable agreement,
with Germany’s PreussenElektra, were largely founded on the same principles on
which the first round of negotiations was based. As a concept, the cable agreements
0f 1993 and 1994 represented nothing new. Here, new Statkraft stood in large part on
the shoulders of old Statkraft. Later, when the agreements became a reality in 1993
and 1994, this point was undercommunicated. Bjorn Braaten, who had played a key
role in most of the negotiations with foreign companies since the end of the 1980s,
remembers that he reacted somewhat to the way in which the agreement with
PreussenElektra was celebrated in 1993. By this time, he had already left the com-
pany, but he was invited to celebrate the agreement. Braaten was left with a feeling
that he suddenly belonged to the old school regime - the people who had worked on
things earlier but who had not quite understood how things should have been done."”

That is not to say that the new management did not make a difference. There is no
doubt that Thulin played an important role in building relationships with foreign
companies, and particularly with the management of PreussenElektra. Considerably
more so than his predecessor, Thulin also managed to establish legitimacy for his
company’s plans among the politicians and bureaucrats at the Norwegian Ministry
of Oil and Energy. At the same time, it is a fact that there was greater room to nego-
tiate such agreements after 1992, simply because restrictions on foreign trade had
been relaxed.

LIBERALISATION OF POWER EXPORTS

The export agreements that Statkraft had entered into in the years prior to 1992 were
clearly in breach of the principle that hydropower was to be used in Norway. The fact
that the Storting allowed Statkraft to enter into these agreements was due to the
extraordinary situation when Norway had a surplus of electricity at this time (see

Chapter 1). Statkraft had been refused flatly in 1990 when it applied for general per-
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mission to enter into export agreements.'® One year later, several other Norwegian
companies had also applied to enter into export agreements and they too had been
rejected, even though they were virtually awash in unsold electricity.”” The threshold
for selling power under binding agreements was therefore very high, and under nor-
mal circumstances, almost insurmountable.

The passing of the new Energy Actin 1991 placed the issue of power exports in a
new light. One of the objectives of the economic theory underlying the reform was
that electricity should be sold to whomever was willing to pay the most for it. The
logic was that the party that was most willing to pay would also derive the greatest
benefit from the commodity; at the same time, this would provide the greatest value
for the seller. In principle, such an economic theory knew no national borders either.
Nevertheless, not a single economist with his or her head screwed on properly could
believe that all electricity must be exported if the price was higher abroad. Here eco-
nomic theory had to be rooted in the realities of energy policy. Economic theory did
enter as a new element with the Energy Act, and particularly in the Ministry of Oil
and Energy this resulted in a wish to soften up the restrictions on foreign trade.
Already in the spring of 1990, the ministry’s state secretary stated in a lecture on the
forthcoming Energy Act that “to a greater degree exports should represent a com-
mercial opportunity for participants in an efficient power market”?° This was also
something that the ministry’s experts wanted.”! And, in 1991, the ministry appointed
a working party to consider strategies for power exports, in which representatives
from the Ministry of Finance, the NVE and Statkraft also took part.”> The party’s
goals included drawing up specific guidelines and criteria for such sales, and an
investigation of relevant markets. In part, this project was initiated by Statkrafts
ongoing negotiations with SEP in the Netherlands, which essentially had the support
of the ministries but which necessitated several clarifications of principles regarding
financial and regulatory matters.*

Nevertheless, it was the politicians at the Storting who had the last word in this
matter, not experts in the ministries and research environments. And, politically
speaking, power exports were not a greater winner after the Energy Act. The intuitive
reasoning was that less electricity in Norway meant higher prices in Norway. And
one would have to look for a long time to find someone who thought that was a good
idea, at least outside the walls of the power companies (the environmental organisa-
tions had not yet begun to argue for higher energy prices). Added to this was the fact
that Norway’s energy-intensive industries, a large employer in many local communi-
ties and a political force to be reckoned with, were consistently against power exports.
These industries claimed that this would lead to a tighter power market and higher
prices, and this in turn would have a detrimental effect on their competitiveness. It

was also claimed that more power transmission lines and power cables abroad would
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lead to the import of foreign price levels. Such arguments had been raised already in
connection with the agreement that Statkraft entered into with Vattenfall in 1990. It
had triggered relatively strong criticism from these industries, and was characterised
as a breach with established Norwegian power policy.?* For politicians in the Stort-
ing, it was difficult to ignore such comments. As a member of the Storting’s Standing
Committee on Industry and Energy stated during a debate on power exports in 1991:
“As a committee, we often meet representatives of energy-intensive industries who
tell us about the development plans they have that will increase their need for electric
power. In our opinion, our hydropower is a resource that we need to refine, and we
do not want to end in an position where we cannot say okay to development plans
that will create new jobs in outlying areas” When you have to choose between
power exports and Norwegian jobs, which is the way this issue was presented, the
decision was a foregone conclusion.

Norwegian industry was clearly right when it said that exporting electricity could
affect conditions in Norway. Before determining how much power one should allow
to be exported, a balance had to be struck between the interests of Norwegian con-
sumers and the interests of Norwegian power generators. This balance would depend
largerly on the current situation in the electricity market. At the beginning of the
1990s, the market was characterised by very large surpluses of electricity and very
low prices, and the consequences of this on the power companies was something that
worried many politicians. In such a situation, it became somewhat easier to leave the
door slightly ajar.

Striking a balance was still demanding, as became very evident in 1992 when Gro
Harlem Brundtland’s Labour Party government presented its proposal to open up
for some exports. The reason given for this move was that trading power with foreign
countries was a natural continuation of market developments in the Norwegian
power sector.”® At the same time, the government was quick to stress that it would
still impose a very restrictive line in this area.?” Specifically, it was proposed to allow
export agreements lasting no longer than five years. At the same time, total exports
were not to exceed 4 TWh per year,”® corresponding to around three per cent of the
total Norwegian annual production. Thus, liberalisation was very limited. Admit-
tedly, the government was also open to agreements of more than five years’ duration,
but such agreements were to be approved by the ministry in each individual case
and, furthermore, only be permitted if they would not to any significant extent affect
the domestic power balance.” The government was otherwise at pains to stress that
the issue of exports would be assessed on an ongoing basis in respect of the power
situation in Norway. This meant that the proposed export regime was not set in stone
but could be changed if Norwegian interests indicated this was necessary. The oppor-

tunity to reassess the situation and impose restrictions was probably one important
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reason why the government, in spite of scepticism among many people, even within
the government’s own ranks, had a majority on its side in this matter.

In early discussions concerning foreign trade, exports received the greatest
amount of attention. Gradually, however, greater focus was placed on the exchange of
power. Power exchange entailed trade in both directions, and consequently it did not
entail any direct reduction in domestic access to electricity. In fact, it was possible to
argue that power exchange was a good thing for Norwegian consumers, since power
generators would be able to exploit hydropower in a better way. In addition, such
agreements would allow one to strengthen supply security in Norway, as Statkraft
had done in the Elsam agreement in 1991 with the inclusion of a provision on secu-
rity in years of low precipitation levels. Power exchange was therefore something that
the Norwegian Ministry of Oil and Energy was particularly interested in, and one
year after it had presented its export proposition, the Brundtland government pre-
sented a scheme for assessing and regulating such agreements.*

In this round, however, one specific issue drove this question up to the Storting.
Since the autumn of 1992, in consultation with and partly at the urging of the minis-
try, Statkraft had sought potential foreign partners for power exchange agreements.*
And some months later, the company had made contact with the German company
PreussenElektra, which was very interested. The Norwegian Ministry of Trade and
Industry** had in principle the authority to license such an agreement, under the
terms set one year earlier. However, the planned agreement was so comprehensive

that it would have been unwise not to inform the Storting.

CABLE AGREEMENT WITH PREUSSENELEKTRA
As mentioned, negotiations with SEP back in 1991 broke down because the Dutch
were unwilling to pay a price that would have been profitable for Statkraft. This fact
is important since it shows that Norwegian electricity did not sell itself. Atleast in the
case of buyers located a long way away, such as SEP and PreussenElektra, a consider-
able sum also had to be paid in transmission costs. Added to this was the fact that
most power companies essentially wished to be as self-sufficient as possible. For this
reason, it was primarily possible to reach major power sales agreements under
special circumstances. As such, Statkraft’s agreement with Vattenfall in 1990 was
characteristic, initiated as it was on the basis of uncertainty regarding nuclear power.
As in Sweden, the generation of electricity from nuclear power also came under
a lot of pressure in Germany, albeit somewhat later. In 1991-92, political signals in
Germany pointed to the end of this form of power generation in the future. In addi-
tion, new environmental regulations slowly began to place restrictions on coal-fired
energy. For the nation’s power generators, this meant a more unpredictable future.

Several of the major regional power companies put their nuclear power projects on
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A large Norwegian-Dutch cable agreement
signed in informal surroundings at Laksfors,
Statkraft’s estate in Nordland. In 1994,
Statkraft signed another long-term power
trading agreement with a foreign company,
with the Dutch company SEP. In this project,
it was decided that the Norwegian system
operator, Statnett, should be owner of the
cable on the Norwegian side. The picture
shows the signing of the agreement between
Statnett and SEP. From left: Statnett CEO
Odd Haikon Hoelsaeter, SEP CEO Guus
Nicolaas Ketting and SEP director Gert Zilj.

The team that negotiated the cable and
power trading agreement with SEP. The team
consisted of many of the same people who
negotiated the agreement with Preussen-
Elektra the following year.
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hold, and investments in coal-fired power generation were reassessed.” One such
company was PreussenElektra, a dominating force in the northern part of Germany
and a considerable generator of both nuclear and coal-fired power. This situation
opened a window of opportunity for new ideas, among them supplementing their

own electricity with Norwegian hydropower.
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Initial contact between Statkraft and PreussenElektra took place in March 1993,
when Thulin called Hans-Dieter Harig, PreussenElektras CEO, to chat about the
opportunity to cooperate on power exchange.** Although this approach was typical
of Thulin, it was not as if these two gentlemen had not already made each other’s
acquaintance. During his time as secretary general at the Norwegian Ministry of
Trade and Industry, Thulin had had regular contact with the oil and gas environ-
ments in Germany, including the oil company belonging to the industrial conglom-
erate VEBA, which also owned PreussenElektra. And so it was that VEBA regularly
arranged hare coursing trips on the Northern German plains for revered contacts.
Thulin and Harig were both keen hunters, and had met one another on a couple of
such occasions.

The two senior executives quickly found themselves to be personal as well as
commercial acquaintances. There could really have been no better starting point,
and what started out as a mere idea quickly led to specific negotiations. A working
party consisting of representatives from both companies was rapidly set up to nego-
tiate a draft agreement. For Statkraft, these negotiations were led by general counsel
Kjell Haagensen, who had with him Christian Rynning-Tennesen, Anders Prietz,
Atle Margen and Henning Villanger.

In early May that same year, the working party was able to present guidelines for
both cable-laying and organisation of power sales. As for the cable, this was to be
jointly funded and owned by the parties. The sales agreement had two main compo-
nents. First, Statkraft would supply PreussenElektra with 2 TWh regular power each
year, primarily during the daytime. Second, a maximum of 6.5 TWh per year would
be exchanged between the parties. One interesting feature of the exchange side of the
deal was that it was binding on both parties, and that the direction of the flow of elec-
tricity would solely be determined by the price of electricity at either end of the cable.
When the price was highest in Germany, electricity would flow in that direction, and
the other way round when the price was highest in Norway. This provision would
ensure correct use of the cable, and that commercial circumstances would affect the
flow of electricity. The agreement would otherwise run for a full 25 years, effective
from 1998.

According to Statkraft’s calculations, there was no room for doubt on this matter.
A good price had been negotiated for electricity on the export side of the agreement.
On its own, it would yield a net income (income after the deduction of transmission
costs) of around NOK 650 million per year. The power exchange part of the agree-
ment was also good for Statkraft, even though this was more difficult to estimate. In
what is known as a “positive scenario,” with low prices in Norway and a high level of
exports, one could expect to accrue a net income of up to NOK 600 million. Total

annual net income could theoretically be as much as NOK 1.2 billion.*
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PreussenElektra’s calculations must also have yielded good figures. Certainly, it
did not take the Germans a long time to make up their minds. By the end of May,
Thulin and Harig had already signed a letter of intent. All that remained now was to
have the agreement approved by Statkraft's owner, the Norwegian Ministry of Trade

and Industry.

CABLE AGREEMENT WITH SEP

At virtually the same time as the Preussen negotiations took place, Statkraft had also
initiated negotiations on an exchange agreement with the Dutch company SEP.*
Although the actual negotiations got underway somewhat later, a negotiated agree-
ment with Statkraft’s Dutch partners was largely in place at the end of 1993, and the
final agreement was signed a year later.

Statkraft had already established a relationship with SEP, through earlier negoti-
ations on electric power exchange held around 1991. Haagensen had taken part in
the first round, and had chaired the negotiations in the next round. Thulin did not
play such a prominent role in making contacts. The reason why it was possible to
enter into an agreement this time and not previously was partly the result of changes
to framework conditions in Norway, which opened for the formulation of agree-
ments that could be interesting for the Dutch, and partly because changes to political
framework conditions played a role in the Netherlands too. Increased environmental
requirements made it more attractive than previously to use Norwegian electric
power as a supplement rather than building gas-driven power plants in order to meet
peak consumer demand.

The actual agreement was largely the same as the PreussenElektra agreement. An
undersea cable was to be laid between the southern tip of Norway and the northern-
most part of the Netherlands, and the agreement was to run for 25 years. Start-up
was scheduled for 2001. Otherwise, this agreement also comprised both Norwegian
export and market-based electric power exchange. Specifically, Statkraft was to sup-
ply a little more than 2 TWh of regular power to SEP each year, while the annual
exchange would be up to 5.5 TWh. There was one important difference, however,
namely that Statkraft would have the right to purchase up to 0.6 TWh each year from
SEP. The price of this electricity was relatively high, but this right was primarily
envisaged as security for years where less power was being generated in Norway. In
terms of profitability too, the SEP agreement was on a par with the PreussenElektra
agreement.”

The really significant difference between the PreussenElektra agreement and the
SEP agreement had nothing to do with the agreement itself; rather it had to do with
how it was organised by the Norwegians. In the SEP agreement, Statkraft chose to

include a number of Norwegian municipal power companies as partners. This deci-
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sion was taken partly due to a desire to avoid competition on the Norwegian side on
this type of agreement, and partly due to a need to avoid accusations from the rest of
the industry that Statkraft was becoming too omnipresent.

In Norway, Statkraft was in no way alone in showing an interest in export and
exchange agreements. Like Statkraft, most power companies had significant quanti-
ties of excess electric power during this period, and the market abroad appeared as
an attractive market. Such agreements did require substantial capital if the laying of
cables was also part of the agreement, and this was to be expected in most cases. In
addition, such agreements needed relatively large volumes in order to justify such an
investment, and this in turn required production. Statkraft was probably the only
company large enough to bear such agreements on its own. After the passing of the
Energy Act, however, a number of larger municipal power companies around the
country had begun to plan cooperation in this area, and two constellations in particu-

lar gradually became quite determined. In the summer of 1993, one of these

Undersea cable: From the specially-constructed
vessel CS Skagerrak (today Nexans Skagerrak).
CS Skagerrak was built on commission by
Statkraft in connection with the laying of the
first subsea cables between Norway and
Denmark in 1976-1977. Statkraft was to own
the vessel, and it therefore became a shipping
company as well. CS Skagerrak was apparently
the first vessel in the world to be constructed
specially for the laying of large subsea cables.
This picture is from the unloading of the
Norned subsea cable that was laid between
Norway and the Netherlands in 2008. The
spindle on which the cable is wound has a
diameter of almost 30 metres and a capacity of
around 7 000 tonnes of cable.
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constellations, the Serkraft group, had begun to negotiate a power exchange deal
with the Dutch company EDON, which had previously been a co-owner of SEP.*
Another group which called itself Eurokraft had initiated contact with the German
company Hamburgische Electricitats-Werke (HEW) regarding export and exchange
of electrical power up to 5 TWh.* The latter negotiation included the laying of a sub-
sea cable, and was to enter into force in 1998.%°

Seen from Statkraft’s vantage point, this could result in competition for conces-
sions, since a large number of power exchange agreements was not feasible in any
case. There could also be competition for foreign partners. This latter issue not only
concerned Statkraft; it also had a bearing on other Norwegian market players and
state authorities. If Norwegian companies began to compete with one another for the
same customers abroad, their counterparty could end up in a better negotiating posi-
tion. Such a situation would not benefit anyone, nor would it be good for Norwegian
society, which ran the risk of seeing diminishing returns on hydropower. In such a
context, the key lay in the coordination of interests.

Statkraft had in fact realised at an early stage that this could be a problem. Already
in the autumn of 1992, the company had therefore taken the initiative to form a sep-
arate export company, Norsk Krafteksport, together with seven municipal power
companies.” The purpose of this initiative was doubly strategic. In part, they wished
to avoid competition. It was also important, however, to show that Statkraft had no
intention of being omnipresent but that it did wish to include the municipal compa-
nies. Experience indicated that such things could quickly come back to haunt the
company in the form of criticism and political uproar.*2

This cooperation resulted in Statkraft including Norsk Krafteksport as a partner
in the exchange agreement with SEP. In specific terms, this was done so that owner-
ship would be distributed to Norsk Krafteksport, which represented 40 per cent for
Statkraft’s part. This solution led to one of the constellations being dissolved. Several
of the companies in Norsk Krafteksport were also involved in the Serkraft group,
which negotiated in parallel with Statkraft in the Netherlands. When the decision
was made to go for Statkraft's SEP project, there was not enough strength left in

Serkraft to continue the project.

THE GERMAN ALLIANCE

Through the cable agreement negotiations, Statkraft came into quite close contact
with three foreign companies in three different countries. The third company, in
addition to PreussenElektra and SEP, was Denmark’s Elsam. Since PreussenElektra
wanted somewhat more transmission capacity than the forthcoming cable would be
able to provide, plans were made to supplement this by using existing connections

between Norway, Denmark and Germany, which also required the involvement of
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Elsam. The Danish company owned the power transmission system in Jutland,

which linked Norway in the north with Germany and PreussenElektra in the south.

Statkraft’s negotiators, who essentially remained the same throughout the three
rounds of negotiations, felt there was great variation in climate and culture. The
Danes were perceived as being tough and uncompromising. The Dutch were keen to
fight for the last Guilder, and one never felt sure about where one stood with them,
while the Germans were rigid but at the same time they were the people one had
greatest trust in and with whom one became best acquainted.

As for the Danes, however, they had good reason to act the way they did. They
were in a monopoly situation, and exploited it. Nor did they have any interest in the
actual power exchange agreements. And they essentially were unhappy that a cable
was being laid between Germany and Norway, since this would take from them their
position as the only link between the two countries, a position that historically had
given them a great deal of advantages.”” The Danes therefore demanded a high price
for power transmission, and had little to lose but a lot to win by standing their

ground.
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Lars Uno Thulin used to stress that personal
relationships were a significant key to
commercial success. This picture from 1993
shows Thulin and Hans-Dieter Harig, CEO
of the large German energy company
PreussenElektra. The occasion was the
signing of the Viking Cable Agreement.
Thulin and Harig gradually developed a
close and personal relationship that lasted
until Thulin’s untimely death in 2002, just
months after he resigned as Statkraft’s CEO.
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Building alliances in the German-Norwegian
way. The Viking Cable Agreement between
Statkraft and PreussenElektra laid the
foundation for a very close and long lasting
collaboration between the two companies.
Good relations were partly cultivated through
the Viking Club, where key individuals from
the two companies met regularly for years.
Rituals including the reciting of oaths and
prehistoric headdress may seem strange, but
the club and the etiquette followed says a lot
about how quickly the two companies’
representatives established their relationships.
Viking chieftains Hans-Dieter Harig and Lars
Thulin are pictured here wearing brown
Viking helmets.
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The most important point, however, is that Statkraft’s relationship with the Ger-

mans was so good, and far closer and more personal than it was with SEP. In respect
of PreussenElektra, a climate was created that was characterised by openness, mutual
trust and a willingness to reach a compromise. Quite why this occurred is difficult to
explain. Perhaps PreussenElektra was particularly interested in reaching an agree-
ment. Maybe it had something to do with the good personal relationship established
between the companies’ senior managers. Perhaps it was, as some people have
claimed, that the general German fascination for Norway played a part. And perhaps
it was the case, as is so often claimed, that there is a tradition in German business for
long-term thinking, and that in connection with the cable agreement with Statkraft
one saw an opportunity to achieve a larger and broader German-Norwegian power
alliance in the future.

What was clear at least was that PreussenElektra was keen to retain and develop

the good business and personal relationship that had emerged between the two com-
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panies during the cable negotiations. Among other things, PreussenElektra took the
initiative to establish an informal body in which the two companies’ management
groups and those involved in negotiations would meet at regular intervals, and
whose goal would be to keep these personal relationships warm. The outcome of this
was the establishment of the Viking Club - an informal, primarily social meeting
point that came to play quite an important role in the 1990s. The Viking Club held
regular meetings, and their gatherings were often held in spectacular surroundings
and spiced with a variety of happenings.

The good relationship with PreussenElektra came to be highly important to Stat-
kraft, and it came to include far more than collaboration on cables. The basis for this
relationship was laid over a couple of months in the winter of 1993, and was the result
of a good match of business, culture and people. At the same time, it is important to
remember that the origins of the relationship were indirectly conditional on major
forces, more precisely by changes in the overall energy systems in both Norway and
Germany. Without these changes, it is less likely that Thulin would have made that
first telephone call to Harig, and even less likely that Statkraft would have been
allowed to enter into such comprehensive trade agreements abroad as the agree-
ments with PreussenElektra and SEP entailed.
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The Himalayas, Nepal: Magnificent mountain scenery and a temptation for hydropower developers. Massive mountains channel large
quantities of water to rivers in Nepal. Statkraft decided to invest in hydropower in this poor country in the mid-1990s, and in doing so became
a pioneer in private hydropower construction in developing countries.




CHAPTER 3

An eastern adventure

n the summer of 1991, Statkraft engineer @yvind Ulfsby travelled to India to
lecture on the subject of the Nordic power supply, which in itself was nothing
remarkable. Disseminating knowledge to less developed areas of the world
had been a key aspect of Norwegian development aid policy since the 1950s.

Furthermore, hydropower and the electrical power supply were among those areas
where Norway really felt it led the world. For decades, a number of people from the
power industry had been involved as advisors and consultants in the planning and
development of power supplies in developing nations, and Statkraft had a long tradi-
tion of assisting such countries by providing experts and knowledge.

What is interesting about Ulfsby’s trip to India is first and foremost the detour he
took to neighbouring Nepal on his way home, where he visited a hydropower plant
that would be using the type of sedimentation facility developed in Norway with
support from Statkraft. The power plant belonged to the Nepalese company Butwal
Power Company, where Norwegian missionary and engineer Odd Hoftun was a
driving force. During the visit, Ulfsby and Odd Hoftun began rather by chance to
speak about how Statkraft could assist in power developments in a hydropower-rich
but financially impoverished country almost completely devoid of an electric power
supply. Consultancy was discussed first, but for Hoftun capital in particular was the
scant resource, and the conversation turned to the possibility of Statkraft investing in
Nepal’s hydropower developments. Ulfsby was thrilled by the idea, and the rest is
history. Four years later Statkraft resolved to acquire a majority shareholding in the
Khimti hydropower project. After a couple of years, the first ground had been bro-
ken, and by the year 2000 the power plant had gone into commission and the first
electricity had been supplied to Kathmandu, the nation’s capital. By this time, Stat-
kraft had gone on to become owner of a second hydropower plant in Asia - the
Theun Hinboun power plant in Laos.

Khimti and Theun Hinboun represented the beginning of Statkraft’s involvement
in hydropower projects in developing nations and so-called emerging economies.
Over time, these would assume an important place in Statkraft’s international focus.

This involvement expanded in particular after the establishment of SN Power in
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2002, to which we will return in Chapter 7. In this chapter, however, we will stick to
the 1990s, looking more closely at why Statkraft initially chose to become involved in
this type of ownership scheme, since it is not something one would necessarily
assume would happen. At this time, Statkraft had scarcely any experience of opera-
tions abroad, and far less in countries such as Nepal and Laos, which were unfamiliar
and unpredictable. For this reason, there was considerable scepticism among both
management and the rest of the organisation about becoming involved in such coun-
tries, and this scepticism was not something that diminished over time. The Khimti
project in particular came to present considerable difficulties, becoming for many
people an example of how complicated and risky investing in developing countries
could be. As such, enthusiasm for these types of commitments did not improve
noticeably with the passing of time.

The story of Khimti and Theun Hinboun could be told in several ways. It could
be related as a narrative on entrepreneurship, boldness and forward thinking. Alter-
natively, it could be told as a story of idealism, courage and naivety. Or it could be
written as a story of how decisions are made, and not made, among other things. In

this chapter, we will see that there is some truth to all of these approaches.

NORWEGIAN HYDROPOWER EXPERTISE

- FROM DEVELOPMENT AID TO BUSINESS

It is quite normal to look at bygone decisions and developments as rational responses
to specific challenges or opportunities. To a certain extent, this is also one way of
relating the story of Statkraft’s involvement in hydropower projects outside Europe.!
Norwegian engineers, many of them affiliated to Statkraft, had long traditions as
consultants in developing countries, and the road from there to investing in such
countries was therefore not a very long one. Further, at the beginning of the 1990s
Statkraft found itself in a situation that both necessitated and facilitated such an
investment. The gradual reduction in hydropower developments in Norway created
a need to find new assignments for Statkraft's development organisation, and avail-
able hydropower resources were primarily located in developing countries. Follow-
ing Statkraft reorganisation into a state enterprise in 1992, the company had its first
opportunity to invest outside Norway. Several factors indicated that it made sense to
invest in hydropower developments in developing countries with an abundance of
hydropower, and for this reason that is what happened.

Such a presentation of the facts may not be far off the mark, yet at the same time
it does paint a constructed pictured of a reality that was far more unclear and unpre-
dictable. At the beginning of the 1990s, Statkraft found itself in a very difficult posi-
tion and was faced with huge organisational, financial and market-based challenges,

and in such a situation hardly a soul would have thought of focusing resolutely on
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hydropower developments in distant lands. Indeed, the Khimti project was initially
brought to the table by pure coincidence, without it being part of a greater strategy.
And the reason why one idea grew into more than just an idea was primarily down
to a few key individuals who were positive to new initiatives - CEO Gunnar Vatten
and Ingvald Haga, then director of the Planning Division. Furthermore, Vatten’s suc-
cessor, Lars Uno Thulin played a crucial role, in the sense that he too secured support
for these projects from the company’s senior management. Although there was a cer-
tain amount of room for untraditional ideas at Statkraft, one also needed people who
could make sure that this space was actually utilised. In respect of Khimti, also two
people in particular were of vital importance. At Statkraft, @yvind Ulfsby played a
key role, particularly during the earliest stage of the project, while on the outside,
Odd Hoftun was crucial, also during the earliest stage.

It is difficult not to be fascinated by Hoftun’s life and work.? A graduate electrical
engineer from the Norwegian College of Technology in the early 1950s, Hoftun had
worked for Norwegian power companies for several years. A deeply religious man,
however, he felt a call to become a missionary, and towards the end of the 1950s, he
travelled with his family to Nepal to join the Norwegian Tibetan Mission. Since then
his family has lived more or less permanently in Nepal. Over the years, his work has
shifted from preaching to more practical development assistance. Hoftun, who was
interested in modernisation, felt that economic development would come as the
result of education, technology and industrialisation, and in these areas he had made
important contributions. Among other things, he had established a technical college,
a construction company specialised in hydropower developments, a company
involved in the production, installation and maintenance of power plants and elec-
trical facilities, and, in particular, a power company called Butwal Power Company.
All of these businesses were a cross between development aid projects and
money-making enterprises. They were organised as private limited liability compa-
nies, but were in reality non-profit institutions. Hoftun also had good connections to
NORAD, the Norwegian development assistance organisation, which had granted
considerable funding to several small-scale hydropower projects operated under the
auspices of the Butwal Power Company. Towards the end of the 1980s, however,
Hoftun had begun to busy himself with far greater plans. In particular, his attention
had been drawn to a large waterfall in the Khimti River several miles west of Kath-
mandu. Damming the waterfall would require much more capital than Hoftun’s
companies would be able to raise, and he therefore needed to find co-investors.

Ulfsby had enjoyed a long career in Statkraft. In 1964, he had begun as a graduate
electrical engineer in Statskraftverkene, Statkrafts predecessor, and had worked for
a number of years on plans to develop nuclear power. Later, in the second half of the

1980s, he had been involved in the planning of gas power plants, which for a while

65



66

BEYOND BORDERS

had attracted a lot of attention. These nuclear and gas power plans were never rea-
lised, however, and around 1990 it was acknowledged that the golden days of hydro-
power were drawing to a close. Not least, this posed a threat to Ulfsby’s working
environment, the Planning Division, which was responsible for planning and
development of hydropower projects.

Thus it was that one pondered with growing concern at Statkraft in Norway what
could be done in the future, without having any clear answers, while Hoftun sat on
the either side of the world with grand-scale plans requiring expertise and capital.

For people like Ulfsby, the Khimti project represented a golden opportunity to
combine idealism with business.? For Statkraft, on the other hand, it would be an
opportunity to help a very poor country to generate electricity while at the same time
the company would have a job to do and a chance to earn money. Statkraft imposed
a condition right from the outset that investments made abroad should be commer-
cial,* but it soon became clear that such motives would not necessarily be that easy to
combine. Investments in developing nations will always be complicated and associ-

ated with a great deal of risk, and in this context, Nepal was no exception.

A POOR AND UNSTABLE SOCIETY

At the beginning of the 1990s, Nepal was one of the very poorest countries in the
world.> According to the International Monetary Fund (IMF) gross domestic prod-
uct per inhabitant in 1990 was just above USD 200, on a par with the poorest of coun-
tries in Africa (GDP in Norway at this time was close to USD 27,000). More than
90 per cent of the country’s almost 20 million inhabitants were farmers who gener-
ally lived in a barter economy. Most of the country lacked roads, and health and wel-
fare services barely existed. Only a few per cent of the population had access to elec-
tricity. Furthermore, Nepal also lacked modern political and economic institutions.
The country had for centuries had an absolute monarchy, and was very shut off from
the outside world. With the exception of some development aid from the western
world, including Norway, foreign capital was virtually non-existent. Additionally,
the country was characterised by a great deal of corruption and a general scepticism
of foreigners.® Finally, Nepal lacked legislation and rules securing private ownership
and business operations.

Signs of positive developments in the country coincided precisely with Ulfsby’s
first visit, however. Around 1990, the authorities had begun to lift some of the restric-
tions affecting foreign businesses, at the same time as plans were in progress for the
privatisation of state enterprises. These reforms had primarily been pushed by the
World Bank and the IME, who made demands on liberalisation and privatisation in
connection with loans offered to the country.” Particularly positive, seen from the

outside, were the democratic reforms that occurred in 1990-91. In 1990, the nation’s
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Statkraft engineer @yvind Ulfsby, photographed in 1993. Ulfsby
was responsible for Statkraft’s involvement in the Khimti project
in Nepal, and he drove the project forward at its earliest stage.
The job was not a simple one. At the beginning of the 1990s,
Statkraft had a lot of expertise with hydropower development,
but no experience with investments abroad, much less in remote
developing countries. For this reason, the Khimti project

presented many legal, financial and organisational challenges.

Norwegian engineer and missionary Odd Hoftun has devoted much of
his life to creating growth and development in Nepal. Hoftun, who was
concerned about the importance of electrification, presented the Khimti
project to Statkraft engineer Qyvind Ulfsby in 1991.

monarch, King Birendra, accepted the introduction of free elections and a multi-

party system, and next spring a de facto democratically-elected government came to

power for the first time. In the wake of this came great ambitions to create economic

development. Rather shortly after the elections, the government launched an ambi-

tious programme of modernisation that attached importance to market economics,
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private ownership and foreign investment.® Plans were also made for a comprehen-
sive development of the nation’s huge hydropower resources. Due to its location at
the foot of the Himalayas, Nepal had significant hydropower resources that could
provide a basis for growth and development. In this area too, there were signs that
foreign investors would also be granted access.’

Even though there were plenty of indications that things were moving in the right
direction, Nepal was still a developing country rife with challenges when it came to
commercial investment. Institutions, culture and social structures could not be
changed overnight. And as 1992 progressed and Statkraft seriously began to con-
sider getting involved in Nepal, it became clear that it would face many major chal-
lenges. Could one trust in the country’s ability to survive, and what would happen if
it did collapse? And even if this did not happen, could one be certain that the public
authorities wanted to attract and were in a position to accommodate foreign inter-
ests? Added to all this were the more commercial challenges. Even though the coun-
try needed electricity, it was not certain that people would be able to afford it. Fur-
thermore, there was virtually no transmission system or distribution grid over which
electricity could be distributed. In reality, only the capital Kathmandu had in place
an electrical network of sorts. Thus, it was far from clear whether it would be possible
to sell electrical current from a large power plant such as Khimti. Or, to put it another
way, any involvement by Statkraft in Nepal was not only about capital and techno-

logical knowledge. It had just as much to do with, and perhaps primarily revolved
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around, handling the political and institutional challenges thrown up by such an
involvement. Such aspects were particularly thought-provoking when dealing with

such a capital-intensive business as the development of hydropower.

THE FOUNDING OF HIMAL POWER COMPANY LTD.

Initially, the Khimti project chiefly lived its own life in the shadow of larger and more
urgent tasks in Norway. Throughout 1992, @yvind Ulfsby worked on the technical,
financial and organisational aspects of the project. This work was partly carried out
with the support of others at Statkraft, but particularly in close cooperation with
Odd Hoftun and Butwal Power Company (BPC). Via Hoftun, two other Norwegian
companies became involved. ABB Energi and Kvaerner Energi had previously sup-
plied equipment to BPC’s power plant projects, and they wished to become involved
as suppliers to the Khimti project. These companies found themselves in a situation
similar to that experienced by Statkraft in the sense that they too were having a tough
time in the Norwegian market. Reduction in hydropower developments also affected
suppliers, and these companies were on the lookout for new clients."

In this early stage, the main principles of organisation and ownership were drawn
up. The starting-point was the organisation of the project in an independent holding
company, which, it was felt, was necessary for at least two reasons. One was that BPC
would be a co-owner of the project. Khimti was Hoftun’s baby, at the same time as he
had a clear ambition to develop BPC into a larger company. Further, Hoftun wanted
to involve Nepalese capital to some extent, either public or private money. The pro-
ject would therefore have to be organised as a limited liability company.

The second reason was that in doing so one could reduce economic risk. Tradi-
tionally, all of Statkraft’s assets had been owned directly by the company. Before its
reorganisation as a state enterprise in 1992, Statkraft had not actually been permitted
to establish independent subsidiaries or to own other companies. Consequently, it
was also fully liable for all investments. This ban was lifted, however, after reorgani-
sation of the company in 1992, which meant, among other things, that Statkraft
could establish or acquire shares in independent limited liability companies. This
change opened up for completely new opportunities, including involvement in proj-
ects such as Khimti. In a limited liability company, the owner or owners are only
liable for debts corresponding to the company’s share capital. And, for Statkraft’s
management group, who felt that the Khimti project was a high-risk project, organ-
ising the project in this way was a clear prerequisite. It was made a requirement early
on that the project should be financed by loans as far as this was possible, and that the
capital should be borrowed by an independent company.

The holding company was formally established in February 1993 under the name
Himal Power Company. Statkraft was to have a 38 per cent shareholding in the com-
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pany, while BPC would have a 29 per cent share. Further, Kveerner and ABB would
each have a five per cent stake, apparently in order to secure deliveries to the proj-
ect.! The final 20 per cent would be reserved for Nepalese capital. The company’s
share capital was set at just over NOK 250 million, corresponding to just below 30
per cent of the estimated total cost of the project.'?

Within the framework of this structure, Statkraft was required to inject NOK 90
million in share capital. At a time when the company was struggling to make ends
meet, this figure was actually a good deal of money. On the other hand, there were
plenty of people and machinery in Norway that could be used in the project, and a
plan was therefore hatched to contribute labour and material as share capital. In the
shareholders’ agreement that was drawn up, it was agreed that Statkraft would inject
NOK 77 million in the form of payment in kind, around 90 per cent of its equity
share.”® Statkraft would then only have to contribute a little more than NOK 10 mil-
lion in cash. At a time of high and rising unemployment levels in Norway, this solu-
tion was exceptional. As a whole, the model devised also proved excellent in respect
of other critical factors, particularly risk. In economic terms, there was actually very
little that could go wrong, apart from loss of work effort and machinery - values that
in any case had a limited alternative value. The only remaining issue was to find

someone who was actually willing to bear this risk.

THE MEETING WITH THE REAL WORLDS

It was obvious that the capital requirement Statkraft had in addition to equity,
amounting to around NOK 600 million, would have to be funded through financial
leverage. At an early stage, Ulfsby had therefore begun to do the rounds visiting
banks and financial institutions. Since Nepal was a developing nation, it was natural
to approach the major development banks. This took Ulfsby to Washington and the
World Bank-affiliated International Finance Corporation (IFC), which focused
especially on the funding of private investments in developing nations. Ulfsby’s jour-
ney also took him to Manila and the Asian Development Bank.

Meetings with these institutions proved disappointing.' Ulfsby had expected
that a state power company from affluent Norway wishing to develop power genera-
tion in one of the poorest countries in the world would be welcomed with open arms,
but this was not the case. Although the banks clearly liked the idea, they were natu-
rally concerned about the risks, and in this respect, there was plenty to put one’s fin-
ger on."”

The structure of the project contract had ended up being very complicated. As
mentioned earlier, the owners would consist of suppliers and operators, with Stat-
kraft having chief responsibility for planning and construction, while Kvaerner and

ABB would supply mechanical and electro-technical components. In addition,
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In the early 1990s, Nepal was one of the
world’s poorest countries. In addition, the
country’s road systems were poorly
developed. The lack of roads was one of
many challenges faced during the building of
Khimti. As a result, creative thinking was
often needed. For example, large items of
construction equipment, such as this
bulldozer, were cut into pieces and flown to
the construction area by helicopter. When in
place, the machines were welded together
again.

several of the Hoftun companies would be supplying equipment and services. In

principle, a situation where owners and suppliers sat on both sides of the table was
not a fortunate one. Nevertheless, the biggest problems, seen from the banks’ point
of view, lay in the responsibilities and risk exposure. For one thing, the suppliers
would only be responsible for their own deliverables, while no one would assume
overall responsibility. For the banks, this arrangement was far too irresponsible and
uncertain. Ideally, they would have preferred turnkey contracts, where one main
contractor would be responsible for the entire project until the facility had been
completed and the owner could take over. This model would ensure that lenders and
owners alike would be dealing with one responsible party, and that there would be
less risk of the project collapsing should one supplier fail.'* Added to this was the fact
that the deliverables were not given fixed prices in the agreements.

The most serious objection was that the deliverables were very poorly secured
and therefore represented considerable financial risk. This criticism was particularly
targeted at Statkraft, who had the decidedly largest role in the project. At this time,
Statkraft had demerged the company’s engineering and construction units into
two independent subsidiaries, Statkraft Engineering AS and Statkraft Anlegg AS,

and these companies would be legally responsible for planning and construction,
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respectively. In principle, this meant that Statkraft’s financial responsibility for the
project was limited to the relatively modest shareholder’s equity in these subsidiaries.
In other words, Statkraft Anlegg would be responsible should anything go very
wrong during construction of the power plant, which there would always be a risk of
in major construction projects. This was a solution that the banks were not interested
in, since they felt that Statkraft Anlegg would hardly be able to bear any major losses.
And, if the project did collapse, it would be the lenders who would end up with egg
on their face.

The project was simply too poorly anchored to be “bankable”. The owners would
therefore have to think innovatively if they were to raise the capital they required.

MORE EXPERTISE, NEW NEGOTIATIONS

The tough meeting with the banks was probably to some extent a result of the fact
that Statkraft as an organisation lacked expertise in the field of complex finance. Up
until 1992, the company had had no dealings with other sources of capital other than
what it had received from the Storting, and the development of such expertise had
only just begun in 1992-93."” Seen in such a light, it becomes easier to understand
why one was so out of sorts with the financial institutions’ way of thinking. Never-
theless, this situation serves to show that the driving forces behind this project, par-
ticularly Ulfsby and Hoftun, had never entertained the notion the Norwegian state
enterprise Statkraft would shirk its responsibility should problems occur. For this
reason, one had simply failed to see the banks’ perspective.

It must also be emphasised that Khimti was in essence a pioneer project, and for
this reason no one had any particular experience of this type of project, not even
internationally. This picture had admittedly changed somewhat in the 1980s, with
increased focus on market-based solutions and the emergence of privatisation in this
decade. Nevertheless, foreign ownership of the electrical power supply system was
still a rarity. And, as regards hydropower, which had some special implications
politically, financially and environmentally, very few examples of foreign ownership
existed. The point is that Statkraft in any case had to clear a large part of the path
itself, as is often the case with pioneers.

What Statkraft could not avoid was developing more expertise in respect of
finance and project organisation. The first step towards this goal came in 1993, when
civil engineer and hydropower expert Kjell Heggelund was hired. Heggelund had a
great deal of experience as a consultant in developing countries, and was working at
this time at the head office of Asian Development Bank in Manila, where he had met
Ulfsby on several occasions and Ulfsby had managed to persuade him to come
home." Early in 1994, the company was further strengthened by the appointment of
civil economist Wenche Lund. Lund, whose background was in banking, was formally



AN EASTERN ADVENTURE

appointed to the company’s financial staff, but she was assigned almost immediately
a central role in the task of financing the Khimti and Theun Hinboun projects.”” A
third addition was the engineer and economist Sverre Nygaard, who was hired late
in 1994. By this time, the Theun Hinboun project in Laos had also been initiated, the
projects had been organised as a separate entity under the name “International
Hydropower,” which Nygaard had been assigned responsibility for managing.?

Several other individuals were given significant roles in developing the projects
and the environment. Bjorn Blaker gradually became a key individual and an import-
ant prop and mainstay. Blaker was part of group management with responsibility for
technology and production, and was also assigned responsibility for international
hydropower. Two additional people should also be mentioned since they had an
important bearing on the environment and projects. One was general counsel
Haagensen, who was assigned a key role on the contractual side of things and in rela-
tion to the authorities in the host countries, particularly in Laos. The other person
was the London-based lawyer Kent Rowey, whose specialist field was project fund-
ing. Rowey played a very important role as an advisor for the Khimti project.

During 1994, the Khimti project underwent considerable reorganisation. The
most important change had been a tightening of the contract structure and the sup-
pliers’ responsibility had been strengthened and made clearer.” First, deliveries had
been gathered under two consortia, one for building contracts and planning, for
which Statkraft was responsible, and one for electromechanical deliveries, for which
ABB and Kverner were responsible. This helped define responsibilities more clearly.
In addition, the deliveries were given fixed prices. Second, Statkraft would guarantee
in full for Statkraft Anlegg, which meant it assumed a far larger share of the risk.”
Statkraft Anlegg’s contribution was priced at just over NOK 300 million. In other
respects, Statkraft had to take a far greater position in the holding company, partly
because it emerged that Hoftun’s company, Butwal Power Company, was unable to
raise the equity, and partly because it proved impossible to raise Nepalese capital.
Statkraft’s ownership share therefore increased from 38 to 73 per cent, while Butwal’s
ownership share was reduced from 29 to 14 per cent. Naturally, this also increased
Statkraft’s risk exposure.

These two changes meant that the two most important banks, IFC and Asian
Development Bank were essentially willing to provide loans to the project.”® Now,
however, Statkraft’s board was the one to put its foot down. At a meeting at the end
of 1994, when the new agreement structure had been presented, the board expressed
its strong concerns about the increased risk that had been placed on the shoulders of
Statkraft. The board was particularly critical of the fact that Statkraft would have to
pledge a full parent company guarantee in respect of Statkraft Anlegg. The increase

in the company’s equity share also gave rise to a great deal of scepticism. The feeling
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was that in doing so Statkraft would become “too strongly exposed as owner and
guarantor.?* For the board, this matter was so serious that it sent it back to the
administration with two very clear instructions. First, the parent company guarantee
had to be removed. Second, a new partner had to be recruited who could take over
for Butwal Power Company.

As 1995 progressed, yet another problem reared its head. The financing model
that had finally been chosen was found to be more expensive than originally calcu-
lated, which would result in a poorer return on investment for the project, so poor in
fact that it was rapidly approaching Statkraft’s minimum requirement.”® Under oth-
erwise normal circumstances, this could conceivably have been acceptable. In 1995,
however, it was perceived as yet another blow, and it was therefore a matter that
needed to be resolved. The only effective way of increasing profitability was to raise
project revenues, which meant the buyer of the electrical power, the Nepalese state,
would have to pay more.

Already by the end of 1994, Statkraft had contacted the Nepalese authorities to
discuss an increase in power prices. This was a topic of discussion that would gradu-
ally turn sour and actually threaten the entire project. For good reason, Nepal was
unwilling to pay more, and several meetings were held without result. Statkraft for its
part chose to stand its ground, and consequently the entire project gradually began
to grind to a halt. The conflict came to a head in March 1995 after Lars Uno Thulin
personally travelled to Kathmandu without achieving anything.?® Shortly afterwards,
Statkraft decided to stop all preparatory work and withdraw its crew from the Khimti
area, presenting a clear message that the project was over unless the power sale agree-
ment could be modified.

To the outsider, Statkrafts actions may have resembled a cynical game played
against a far weaker opponent, as there was no doubt that Nepalese society needed
the Khimti project more than Statkraft did. In Nepal, Hoftun, among others, reacted
strongly to the Norwegian company’s decision. Within Statkraft too, some indivi-
duals, including Ulfsby, were left with a bad taste in their mouths.?” Whether the
company’s profitability requirement had been taken too far is a question of judge-
ment, however. What is quite certain, though, is that the project would not have been
approved by the board unless profitability had been improved, and the Statkraft
administration was fully aware of this.

It was in fact Asian Development Bank that finally got the project back on the
rails. In the early summer of 1995, Wenche Lund received a call from a representative
for the bank who wished to make a final attempt at reaching a solution.® The result-
ing meeting in Manila in June that same year with all parties involved sitting around
the table marked the start of a process that gradually ended in a Dutch treat where
“everybody” reduced their demands somewhat, while some reduced them quite a
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Nepalese teenage girls carrying their
characteristic baskets. The Khimti develop-
ment showed the challenges of operating in
foreign cultures. In Nepal, the family is a
collective work group. When the father got a
job at the power plant, it was quite natural
that his children helped too. One can
imagine the arousal at Khimti when early
one morning young carriers were discovered
among the adults, clambering up the hillside
with baskets on their backs. Such cultural
differences put Norwegian HSE standards to
the test.
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lot. The Nepalese authorities accepted a slightly higher price.? Statkraft, BPC, ABB
and Kveerner all made slight reductions to payment for supplies. ABB and Kveerner
accepted a back-end-payment solution, which meant they would first be paid for
their deliveries once the power plant was in operation. The Norwegian state also
made a contribution via NORAD, which gifted NOK 25 million to the project.®
The banks also made some contributions, modest though. They accepted to
reduce lending rates and provide loans for some more equity in the holding com-
pany. Most importantly, however, they chose to set to one side the requirement made
to Statkraft regarding the parent company guarantee in respect of Statkraft Anlegg.
As a concession, it was actually quite a large one, and must be interpreted as an
expression of the banks’ decision to trust that Statkraft would stand by the company’s
obligations no matter what. The consequence of this for Statkraft was that its risk
would be limited to the amount of equity in HPL, thereby reducing it significantly.
Specifically, it represented a reduction in permanent exposure from well above NOK
400 million to a little over NOK 100 million.** And even though not all of the board’s
demands had been met — no additional partners had been included - these changes
were sufficient for the board in November of that same year to give its final approval
to the investment. The board did direct quite clear criticism to the way in which the
administration had handled this project, however, requesting that “future projects be
organised in a more orderly manner”* Direct criticism from those quarters was a
rare thing. As we shall see later, the experience gleaned from the Khimti project
meant that the board was considerably more sceptical to new projects of this kind.

ENTERING LAOS

Early in 1993, while the Khimti project was still in its early stages, technology direc-
tor Ingvald Haga presented to Statkraft’s group management yet another hydro-
power project in Asia,*® quite a large project in the landlocked state of Laos, in one of
the Mekong tributaries. Ingvald Haga was given the go-ahead to take a further look
at matters, and over the ensuing months it was concluded that it was worth moving
forward with this project. In September the same year, the administration therefore
approached the board and asked to spend a couple of million kroner on further pro-
cessing, and received a positive response.**

The Laos project too was originally a product of Ulfsby’s enterprise and commit-
ment. During one of his earlier visits to the Asian Development Bank to raise capital
for the Khimti project, Ulfsby had asked Heggelund whether he knew of any more
hydropower projects that would be worth investigating.® Heggelund said he did. At
this time, he had become somewhat involved in a feasibility study on a hydropower
project in Laos that appeared to show promise. This project, a relatively large one in

one of the Mekong tributaries with the working title Nam Theun, had a planned
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capacity of around 200 MW. Responsible for this study was Heggelund’s former
employer, the consultancy company Norconsult. Heggelund therefore recom-
mended that Ulfsby stop by when he had returned to Norway. Ulfsby did so, and with
that the first seeds had been sown.

In hindsight, Nam Theun, which later changed its name to Theun Hinboun,
seemed to be a much more “correct” project for Statkraft than Khimti. First, Laos
seemed to be a more stable and predictable country than Nepal, and a country that
appeared to be far less risky to invest in. Admittedly, Laos was one of the poorest
countries in the world, almost as poor as Nepal if one took as one€’s basis the UN fig-
ures for average earnings. Nevertheless, Laos’ system was more stable, although Laos
had also had a turbulent history. Since the end of the 1800s until the beginning of the
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Statkraft’s long-serving general counsel, Kjell
Haagensen, in his element. Haagensen was a
specialist in water resource law, and had a
long career as a consultant and adviser to
developing countries in the field of water
resources and energy issues. In Nepal and
later in Laos, he was engaged, along with
other Norwegian energy and water specia-
lists, as a consultant to national governments.
The mission was to help countries establish a
modern legal framework that facilitated
private investment in the energy sector.
Haagensen was given clear instructions by his
boss Lars Uno Thulin to distinguish between
his roles as adviser and as a Statkraft
employee. Nepal enacted concession laws that
in some respects resembled the Norwegian
legislation, with clear guidelines regarding,
among other things, public control and social
responsibility in connection with hydropower
developments.
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1950s, the country had been a French protectorate. In 1953, however, in connection

with the First Indochina War, Laos declared its independence and became a consti-
tutional monarchy. Political tension had grown quickly between the monarchy and
Pathet Lao, the emerging communist movement, and in 1975 the latter managed to
seize power. Since then, Laos had been a one-party state governed by the politburo,
which was dominated by the military. Laos never became as shut off and authoritar-
ian as some of the other communist dictatorships, and there was less tension between
the authorities and the nation’s inhabitants. The authorities had a more relaxed atti-
tude to the outside world. In addition, the country had pursued a policy of pere-
stroika by instituting a number of cautious economic reforms, in which opening up
to foreign capital was an important factor.*® One of the areas where the authorities
wished to entice investment was hydropower, of which Laos had a veritable abun-
dance.’” According to the International Division, “foreign investors were virtually
[...] queuing up to take part in the development of the country’s hydropower
resources.*® The point was that the combination of rich natural resources, a stable
dictatorship and economic liberalisation seemed to be a relatively favourable frame-
work for investments.

Second, the Theun Hinboun project was well under way both in organisational
and financial terms. Partly due to the aforementioned reforms in the country, the
project had received high priority in the Asian Development Bank which wanted to
test out a new ownership model with combined public and private ownership.

Among those in the know, this model was called Public-Private-Partnership, abbre-
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viated to PPP. The idea was that private co-ownership would have a disciplinary
effect on developing nations, which had a rather shady reputation when it came to
organising and running financial operations. The starting point for the Theun Hin-
boun project was that the Laotian state would be a significant owner, facilitated
through a loan from the Asian Development Bank, at the same time as private own-
ers would be stakeholders too.*

Third, a couple of investors were already partly in the picture. The most inter-
esting investor was the Thai investment company MDX, which was controlled by
Thailand’s royal family. MDX was considered to be a serious and robust company, at
the same time as the monarchy’s role apparently instilled a special confidence in the
region. The other relevant investor was particularly interesting to Statkraft, since it
was Sweden’s Vattenfall. That sturdy and robust Vattenfall was showing interest in
this project was an important signal within the corridors of Statkraft, perhaps partic-
ularly so in respect of the board of directors, which had initially been sceptical to this
type of participation. Furthermore, some individuals quickly recognised this repre-
sented an opportunity to establish broader cooperation with the Swedish company
on international hydropower developments. A partnership with Vattenfall would
most probably strengthen this business area’s position within the company.

Last, but not least, a potential buyer of electricity from the Theun Hinboun
project already existed, since the Laotian and Thai authorities had signed a letter of
intent for construction of a 1500 MW capacity hydropower plant in Laos that would
be distributed directly to the energy-intensive Thai market. Theun Hinboun could
be the first power plant in this collaboration. A letter of intent had already been
signed with the state-owned power company EGAT, which was considered a well-

run and very robust company.*

ESTABLISHING NORDIC HYDROPOWER AND THEUN
HINBOUN POWER COMPANY

The Scandinavian parties involved in the project were quick to find one another.
During the autumn of 1993, Statkraft and Vattenfall agreed to establish a joint ven-
ture in which any ownership would be coordinated, and early in 1994 the company
Nordic Hydropower AB was founded with its headquarters in Sweden. The company
was to be jointly owned by the parties (50-50 share), and was also intended to serve
as a platform for a more extensive form of cooperation, or, as established in the
shareholder agreement, “in a profitable manner, directly or through a subsidiary or
holding company, to develop and implement international hydropower projects.™!
In order to ensure “a reasonable degree of equality in participation from the Swedish
and Norwegian side,” the company’s director was to be recruited from Vattenfall

while the board chairman and project manager would come from Statkraft.*2
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From the dam to the Theun Hinboun power
plant in Laos. Theun Hinboun was one of the
very first international hydropower projects
that was organised as a public-private
partnership. The Asian Development Bank
supported the project, and the Laotian
government joined as its largest shareholder.
In 1994, Statkraft decided to purchase an
ownership stake of 10 per cent, and in 2001,
three years after the plant had come into
operation, the company increased its stake to
20 per cent. To date, Theun Hinboun is one
of Statkraft’s most profitable international
hydropower investment.

When Nordic Hydropower was founded, no formal decision had been taken on

whether Statkraft and Vattenfall would be assigned a place in the project. The reason
for this was predominantly that Laos had no corporate legislation offering security to
foreign investors. In reality, the Laotian authorities, MDX, Statkraft and Vattenfall
had already begun to cooperate early in the autumn of 1993. At that time, a steering
committee had been established consisting of representatives from the four parties
and from Asian Development Bank. As chair of the committee, the parties had
appointed Kjell Heggelund, who by now had become Statkraft’s representative.
According to a status report issued at year-end that year, the Laotian authorities,
MDX and Asian Development Bank were “very satisfied with the Nordic group’s
efforts in the project” In the opinion of Statkraft, this was why no one doubted that
the Nordic companies should not be included.*

As was the case with the Khimti project, the Theun Hinboun project also had its
clear share of challenges, the largest of which related to the legal framework in Laos.
Opverall, the project nevertheless appeared to be far more robust. On the financial
side, it was extremely important that Asian Development Bank had been involved at
an early stage and was so dedicated. In doing so, one could avoid many of the teeth-
ing troubles that hampered the Khimti project. It was also a great benefit having
MDX, which represented both a commercial partner and a company that was “well

acquainted with the local area” For Statkraft in particular, it was also important to
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have in place Kjell Heggelund, who knew the field. Heggelund was assigned chief
responsibility for the project. Further, it was also important, naturally, that estimates
indicated that the project could be very profitable.

A solution to the legal issues was in place quite early on. In the autumn of 1994,
the Laotian authorities issued a decree guaranteeing investors’ rights, which made it
possible to establish formal ownership and determine share distribution. The com-
pany, which was called Theun Hinboun Power Company, had the Laotian state as
majority owner with a 60 per cent share, while MDX and Nordic Hydropower each
had a 20 per cent stake, and Statkraft was allocated a 10 per cent share. The com-
pany’s share capital, which was set at USD 110 million, corresponded to just below
40 per cent of an estimated total investment cost of USD 280 million. Statkraft would
thus have to fork out USD 11 million in shareholder equity.

In brief, there were many indications that Statkraft should opt for this project.
Within the International Division, it was actually felt that “it would be difficult for
Statkraft to find projects with better conditions than in those found in this project”*
Such things had of course been said before, but the board chose to follow the admin-
istration’s assessments and recommendations. In January 1995, the board gave the go-
ahead for Statkraft’s involvement in the project by providing equity capital to the
tune of USD 11 million. In addition, permission was granted to furnish considerable
guarantees during the construction period. The board was very concerned that it be

kept abreast of progress made, and that the administration would immediately

report any cost overruns or other circumstances that changed project conditions.
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A pleasant atmosphere in simple surroun-
dings in Laos. Civil engineer Kjell Heggelund
began working at Statkraft in 1993. He had
extensive international experience as a
hydropower consultant, and in the early
1990s worked at the Asian Development
Bank headquarters in Manila, in the
Philippines. Through his work at the Asian
Development Bank, Heggelund became
familiar with the hydropower project Theun
Hinboun in Laos and was later responsible for
Statkraft’s involvement in this power plant
project. Pictured is the Theun Hinboun Power
Company office in the Laotian capital
Vientiane. Along with Heggelund sits
engineer Vonexay Vinthilath, who was the
Laotian government representative on this
project. Vinthilath holds a doctorate from
Minsk, Belarus and was later employed by
Norconsult’s office in Laos.
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The doubts one had about this type of involvement were and continued to be
greater than those prevalent in most of the company’s other business areas. As we
shall review in Chapter 7, this uncertainty remained in place for a long time, even
though the Theun Hinboun project in isolation was in part a very successful project.

THE DIFFICULT ROUTE AHEAD

The projects in Nepal and Laos were not essentially the result of a targeted strategy
but rather of coincidences and the involvement and commitment of individuals. The
gradual development of a separate professional environment in this area, and the
establishment of an International Division late in 1994,% indicated, however, that
this was an area that the company wanted to focus on, albeit cautiously. In January
1995, the following was established in the company’s strategic plan: “To a limited
extent, and with limited risk, the company will also become involved in the owner-
ship of new development projects in countries where Norwegian hydropower exper-
tise will be able to provide a good return on investment.”*

In the newly established International Division, work soon got underway to
design a platform for operations. A strategic memo was prepared and presented to
group management and the board of directors early in 1995. Particular focus was
given to the market potential of international hydropower in this highly optimistic
memo, which stated in general terms that there was a considerable potential for
hydropower development in many parts of the world, particularly in Southeast Asia
and South America.” Further, it was pointed out that there were a large number of
small and medium-sized projects that were very well suited for Statkraft. Finally, it
was intimated that it was a favourable time for investment, since some countries
appeared now to be more positive to private investors in hydropower developments.
In almost every country, hydropower had so far been virtually closed to private cap-
ital. In addition, the memo also raised questions concerning organisation and financ-
ing. In this respect, the board’s signals from the Khimti process had clearly been
understood. As we have mentioned, the board was concerned that these types of
projects should occur in cooperation with other companies. The memo also pro-
posed the creation of a separate company together with one or more investors. As
such, one was to “professionalise the investor role and diversify risk”* Further, a
great deal of importance was attached to establishing good routines for deci-
sion-making and implementation of new projects, to avoid such challenges as those
encountered in Khimti.

The board was not quite satisfied with the memo, and wanted a more thorough
assessment of markets, economy/finance and project organisation, all of which had
to be in place before the board would be willing to support new projects, if indeed it

chose to do so.* What happened afterwards is slightly unclear. From the board docu-
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ments, it is not evident that this matter was discussed in principle. It is not inconceiv-
able that this is linked to the fact that this was when the Khimti project was entering
its most difficult stage. As we mentioned above, the project halted completely in the
spring of 1995. In any case: This issue was not raised by the board again, neither in
1995 nor the year after.

Nevertheless, the International Division began to work resolutely to identify new
hydropower projects. In the course of 1995 and 1996, a selection of possible projects
were considered, of which one project in particular on the island of Sumatra in Indo-
nesia, “Merangin,” initially received most attention. Merangin, a river power project
with a planned installation of just above 350 MW, was deemed promising, and in the
autumn of 1996 Statkraft and the Indonesian authorities signed a letter of intent out-
lining the main project framework.” One year later, a so-called heads of agreement
was signed regarding the sale of power to the state power company PLN.*! In addi-
tion, particularly from 1998, work was to be carried out on projects in Latin Amer-
ica, ideally in Peru and Brazil. At the end of 1997, staff from the International Divi-
sion came across a seemingly promising project (Cheves) in Peru, in the Andes
Mountains several miles north of the capital Lima. In the following year, a lot of
effort was invested in this project, and in the summer of 2001 the Peruvian authori-
ties issued Statkraft with a licence for hydropower development.** The International
Division also became interested in a company in Peru called Egenor, where a
considerable equity shareholding went on sale in 1999. Egenor had originally been
part of the state energy company Electroperu, but in the mid-1990s it had been par-
tially privatised and sold to a U.S. energy company. In 1999, the Peruvian authorities
wished to sell all their shares in Egenor, and due to cyclical downturn in Peru at the
time, an opportunity arose to acquire the shareholding (30 per cent) at a low price.”
In Brazil too, several opportunities to make acquisitions appeared, and at least one of
these, Onyx Energia, piqued the interest of the International Division. Onyx was a
German-owned development company that, among other things, had a sharehold-
ing in a large planned power project, “Campos Novos” with a planned installation of
almost 900 MW in the River Canoas, in the state of Santa Catarina.** In 1999, it was
learned that the majority shareholder in Onyx wished to sell its share, and in the
spring of 2000, discussions concerning an acquisition were initiated.

The extensive efforts made in connection with these and other projects were not
in proportion to the results achieved, however. None of the projects considered and
recommended by the International Division in the period leading up to 2001 came
to fruition. In other words, the division worked for more than half a decade without
getting a single new project accepted. Why was this?

In some instances, there was a natural explanation. The Merangin project in

Indonesia, for example, seemed less interesting after the Asian Crisis of 1997 flared
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A gloomy atmosphere in Jakarta. In the
mid-1990s, Statkraft was involved in a
possible hydropower project on the Indonesian
island of Sumatra, together with the Indonesi-
an state power company PLN. In the autumn
of 1996, a letter of intent was drawn up. The
signing was scheduled to coincide with an
official visit to the country by Norway’s
Minister for Trade and Energy Jens Stolten-
bergs. Just days before Stoltenberg was
scheduled to get on a plane, the Norwegian
Nobel Committee decided to award the Nobel
Peace Prize to Bishop Carlos Filipe Ximenes
Belo and José Ramos-Horta for their struggle
against Indonesia’s occupation of the island of
East Timor. This decision caused strong
dissatisfaction among Indonesian authorities.
The letter of intent was in fact signed, but the
body language displayed by Indonesian
Minister of Energy 1.B. Sudjana speaks for
itself. To the left sits Statkraft’s board
chairman Hans O. Bjontegdrd and the
Norwegian Ambassador to Indonesia, Jan
Wessel Hegg. To the right is PLNs CEO. There
were several reasons why this project did not
proceed, but the Nobel award ceremony did
not help strengthen Statkraft’s position in the
country.
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up. This financial crisis affected a number of countries in the region, including Indo-
nesia, which was amongst those hardest hit. The Asian crisis put a damper on general
interest in investing in the region. In addition, some people feel that Norway and
Statkraft were brought into discredit with the Indonesian authorities in the autumn
of 1996 after the Norwegian Nobel Committee awarded the Nobel Peace Prize to
Ramos Horta and Carlos Belo.”® However, projects that were achievable and consid-
ered commercially viable were not implemented either, e.g. the Egenor project in
Peru, which was rejected by group management in the late summer of 1999, and
which in hindsight was deemed an obvious lost opportunity. The explanation for
these lie not only in circumstances outside their control, such as politics and fluctu-
ations in the market.

There can be little doubt that Statkraft’s board in particular cast a damper on
operations in the International Division. The board, which primarily consisted of the
same people throughout the period under review, harboured a general scepticism
towards investing in developing nations and emerging economies. The experiences
learned from Khimti probably played a role in this context. Further, several of the
board representatives, including several of the most vociferous members, harboured
doubts about the competence of the division’s leaders.”” In addition, the division had
been unsuccessful in finding a business partner, as the board had demanded right
from the mid-1990s. Discussions had been held with a range of possible partners
over the years, including several U.S. companies operating in the same markets in
Latin America, but nothing specific had come out of these talks. Experience showed
that it was difficult to find a partner at an overarching level. Until a partner was in

place, however, the board appeared to be almost consistently unsympathetic to every
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project. Admittedly, it is conceivable that projects might still have been accepted if
group management and Lars Uno Thulin had fought harder for them. The problem
was also that group management was divided in its view of this business area. Lars
Uno Thulin was allegedly positive but not passionate. Furthermore, his gaze was set
on other areas, particularly the Nordic countries and Europe. Moreover, several
others in group management were openly sceptical.

The result was considerable frustration in the International Division, where year
in and year out they had kept things going without achieving anything. People work-
ing out in the field felt more and more like “techno-tourists” who travelled around
looking at projects that they with growing certainty would assume would not suc-
ceed.”® The biggest problem, and the most striking one, was that Statkraft's manage-
ment never managed to decide what they wanted to do with this business area. This
lack of clarification helped to demoralise the staff. Some staff members left the com-
pany, while others looked for other jobs. Nevertheless, some did stay on, and for
these individuals their everyday life became increasingly meaningless. It was first
towards the end of 2001 that it was resolved to clarify once and for all the future of
the division and this business area. At this time, one genuine alternative was to close

down the division. We will return to the outcome of this process in Chapter 7.
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An idyllic summer in the southern Swedish archipelago? Bathing children
with the Barsebdck nuclear power plant in the background. In 1996,
Statkraft acquired a small share of the Swedish energy company Sydkraft.
The acquisition was the beginning of an investment in the Swedish company
that would prove to be a long and very profitable one for Statkraft. Sydkraft
owned a lot of nuclear power, however, including Barsebdck, and Statkrafts
investment was therefore controversial in the political environment in
Norway.




CHAPTER 4

Nordic Strategy

n the spring of 1996, Statkraft acquired a small shareholding in Sydkraft AB,
Sweden’s second largest power company. This acquisition marked the begin-
ning of an investment that would come to play a very important role in Stat-
kraft’s development in the longer term. During the period up until 2002, Stat-

kraft invested almost NOK 15 billion in the Swedish company, for which it received
an ownership share of more than 44 per cent. The reason why this shareholding was
so important is partly that Sydkraft was a well-run and profitable company paying out
good annual dividends. What was most important, however, was that the value of
Statkraft’s shareholding increased significantly over time. In the period after the year
2000, Sydkraft was the subject of a tug-of-war between Statkraft and the company’s
other major owner, Germany’s energy giant E.ON (former PreussenElektra). This
battle was decided in 2008 when E.ON acquired Statkraft’s ownership share, for the
sum of NOK 44 billion. Settlement was made partly in the form of power plants in
Sweden, Germany and the UK, giving Statkraft direct control over financially and
strategically valuable power generation facilities. If we add to this the fact that Stat-
kraft as owner of Sydkraft received almost NOK 9 billion in dividend payments, the
total return on the investment was very good. Through the acquisition of production
facilities and shareholdings abroad, it also went some way to define Statkraft as an
international group.

Statkraft’s success with Sydkraft can largely be explained by sound business acu-
men. In many ways, it reflects the best of Statkraft as an organisation. This invest-
ment was the result of a targeted strategy based on thorough and systematic analysis
and decisions, and at all times a shrewd and conscious development of the potential
of Statkraft’s equity interest. In the final stage, in connection with the sale in 2007-
2008, Statkraft also managed to produce considerable benefit through the carefully
planned coordination of environments and people. At the same time, it is clear that
this increase in value was also due to various general market-based fluctuations and
policy and regulatory changes during this period, as well as changes in E.ON’s strat-
egy. These were changes that were impossible to predict but had a positive effect on

the value of Statkraft’s equity holding.
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Statkraft’s involvement with Sydkraft extended over a period lasting many years.
In this chapter, however, we will limit our review to what we could call the first stage,
comprising the period from the first acquisition in 1996 until the last in 2002. In
Chapter 5, we will look more closely at developments in the period from 2002 to
2007, a wait-and-see stage, while the sale of Sydkraft in 2007-2008 will be discussed
in Chapter 6. The reason why this topic spans different chapters is the changes that
took place over time in the external surroundings, which affected values and thus

strategies.

STRUCTURAL CHANGES IN THE NORDIC COUNTRIES
The power exchange agreements with PreussenElektra and SEP, which were dis-
cussed in Chapter 2, were partly the result of the prevailing situation in the Norwe-
gian and Nordic markets in the first part of the 1990s where there was a large surplus
of power and extremely low prices. There were clear limits, however, as to how com-
prehensive this type of agreement could be. For this and several other reasons, Stat-
kraft’s focus shifted to the Nordic region. Geographical proximity and good existing
transmission lines provided the greatest potential for capitalising on the company’s
domestic power generation system. Already in 1993, a separate division was estab-
lished - division for supply in Northern Europe, headed by Christian Rynning-Ten-
nesen, whose focus would be on expansion and strategies for the Nordic market.

Sweden in particular, with which Norway had the best electrical connection, was
given greater focus. In 1993, plans were laid to establish a separate sales company
there. The idea was that such a company would buy electricity from Norway and sell
it directly to Swedish distribution companies and major consumers. In the same way
that Japanese car manufacturers in the 1970s established production in the United
States in order to avoid U.S. tariff barriers, Statkraft would go behind the Swedish
monopolists’ front lines by becoming Swedish. Another objective was to gain better
insight into the workings of the Swedish power system.' Obtaining information
about production and market conditions rapidly became the most important objec-
tive. The ambition was to integrate the Swedish market better into the company’s
analytical and production models. Perhaps the clearest expression of this objective
was the merger that took place between the division for supply in Northern Europe
and the division for marketing in order to form the marketing division at the end of
1994. This merger marked the fact that Norway and the market abroad were no lon-
ger considered to be separate entities as regards to operation of the Norwegian pro-
duction system.

While it could be said that the production and market dimension has roots
extending back to the traditional plan and monopoly system, the idea of building
alliances with other Nordic companies was a true-born child of the new market
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logic. This idea was first discussed in a strategy memo in the autumn of 1993.2 The
reasoning was that by establishing strategic alliances with companies in the Nordic
countries, Statkraft would be in a stronger position should these countries also begin
to liberalise their energy sectors. In doing so, Statkraft would be able to strengthen its
position if, for example, major European energy companies began to show interest in
the Nordic region.

This last scenario was not one that was produced out of thin air. Already in 1990,
the German company PreussenElektra had acquired a small shareholding in Syd-
kraft, Sweden’s second largest power producer. Together with Sweden’s state-owned
Vattenfall, PreussenElektra and Sydkraft had begun to lay a sea cable between Swe-
den and Germany that same year. Here it was fully possible to imagine an upcoming
large-scale Nordic-German alliance. Later, another European market player emerged
in Sweden, the French energy giant Electricité de France (EdF). In 1994, the French
company also purchased a small shareholding in Sydkraft, declaring that the Nordic
region was an area of focus. For this reason, it became more important for Statkraft
to find an alliance partner. In terms of power generated, Statkraft was actually the
second largest company in the Nordic region, only surpassed by Vattenfall. In rela-
tion to companies such as PreussenElektra, EdF and other major players in Europe,
however, it was a dwarf and on its own, would be completely overshadowed in the
event of a move towards liberalisation and a burgeoning battle for markets and equity
positions.

The autumn of 1995 became a crossroads in this respect, since Riksdagen, Swe-
den’s parliament, resolved to liberalise Sweden’s electrical power supply effective
1 January 1996. In addition, Norwegian and Swedish authorities entered into an
agreement at the same time to establish a joint Norwegian-Swedish power exchange
to start at the same time.’ Sweden’s zeal for reform spurred on the Statkraft organisa-
tion. In the autumn of 1995, one began to analyse the consequences of developments
in Sweden, and to lay plans for how Statkraft best could meet this new situation. We
will review this work later. First, however, we must cast a sideways glance at Stat-
kraft’s financial development during this period, since it would naturally have a bear-

ing on what the company could do.

A STRONGER FINANCIAL FOUNDATION

Statkraft found itself in a tough financial position in the initial years after 1992. Low
market prices coupled with stringent demands on profitability meant the company
posted large losses. In 1995, operations ran at a profit for the first time. Profit after tax
of NOK 328 million was not excessive, taking into account revenues and capital
assets. Nor were they overwhelmingly large in the ensuing years, as shown in Figure
4.1 below.
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Figure 4.1 Statkraft, annual net income
before and after tax, 1992-2000
Source: Statkraft, annual reports

mended providing Statkraft with NOK
3 billion in increased equity. At the same time, the Storting gave its approval allowing
Statkraft to borrow more money. In the ensuing years, the company received a num-
ber of new capital contributions and extended its borrowing limit several times. In
total, the company had NOK 33 billion more at its disposal in the period between
1995 and 2000, of which NOK 20 billion took the form of a raised borrowing limit
and NOK 13 billion in increased equity.®

If we allow ourselves to anticipate these events, Statkraft essentially used this cap-
ital to buy in to other power companies. As such, we could say that the company’s
strategy of expansion, in which acquisitions came to play a highly central role, had
the support of its owner. At the political level, one primarily wanted Statkraft to
spend money on acquisitions in Norway, in order to secure public ownership of
hydropower resources at a time when foreign companies were beginning to jostle for
position and an increasing number of municipalities were considering selling their
power companies. As we see later (Chapter 5), a lot of the capital available was spent
on precisely this purpose. In the period from 1996 until 2002, Statkraft made acqui-
sitions totalling NOK 42 billion, of which NOK 26 billion were spent in Norway.
Politicians were less concerned that Statkraft should acquire ownership abroad, and
in some political camps, there was even clear scepticism to such actions. This aspect
of Statkraft’s expansion was therefore primarily driven by the company itself. Even
though these actions were not supported, they were not halted either. In the period
up until 2002, Statkraft spent NOK 16 billion on acquisitions outside Norway.®

ESTABLISHING A NORDIC STRATEGY

Sweden’s decision in the autumn of 1995 to liberalise its power sector led to an almost
immediate reaction at Statkraft. A working group was established to analyse the con-
sequences and to develop strategies. Director for market operation Christian Ryn-

ning-Tennesen chaired this working group, which otherwise consisted of Tony Ellis,
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Lars Hjermann and Finn Fossanger from the market division, and Eli Skrevset and
Borre Evensen from the financial staff. The working group presented its provisional
report just before Christmas that same year.”

The report concluded that Statkraft should focus on ownership in Sweden, the
argument being that this would provide the best basis for positioning the company
in Sweden. An important point was that several Swedish power companies were
listed on the stock exchange and it was therefore possible to acquire shares. Further-
more, this was the right time to do so. According to the working group’s analyses,
several of the listed companies were still relatively inexpensive, meaning they had a
low market capitalisation compared with their underlying values. In the opinion of
the working group, this advantage would gradually disappear as other parties began
to show interest in the liberalised Swedish market. By making an early start, it would
be possible to secure equity positions at a favourable price in a relatively relaxed mar-
ket.

Both the management group and the board supported this opinion. The next step
was to consider specific companies. During the first couple of months in 1996, three
listed companies in particular, came in for considerable scrutiny: Graningeverken
AB with its main focus in northern Sweden, Gullspang Kraft AB with its core opera-
tions in central Sweden, and Sydkraft AB, which dominated the southern part of the
country.

These were three different companies in terms of size, type of power generation
and activities. Graningeverken AB was the smallest of the three and had an annual
output of approx. 2.5 TWh. Purely a hydropower company, it also owned vast forest
areas. Gullspang Kraft AB was larger, with an annual output of just above 8.5 TWh.
This company too had some hydropower output, but also produced a considerable
amount of nuclear power through part-ownership of the Forsmark and Oscarshamn
nuclear power plants. Sydkraft AB was by far the largest of the three, with an annual
output of more than 25 TWh. ® This company also generated a mix of hydropower
and nuclear power. Sydkraft was a majority owner of Oscarshamn, the sole owner of
Barsebéck and had a minority shareholding in Forsmark, all of which were nuclear
plants.’

The working group felt it was worthwhile taking a closer look at Gullspang and
Sydkraft in particular. First, both of them were considered inexpensive. In January
1996, Gullspang’s market capitalisation was around SEK 7 billion. Statkraft felt it was
worth at least SEK 8.5 billion, a conservative estimate at best, since Swedish brokers
hinted at a value of well over SEK 9 billion. Sydkrafts market capitalisation was just
over SEK 25 billion, while the working group had landed at a figure of SEK 30 bil-
lion."” Here too, one had the support of leading banks and financial institutions."

Both companies posted good profits, and the working group was also convinced that
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the values of the companies would increase in connection with the liberalisation pro-
cess.'? Their conclusion was that buying shares in these companies could be justified
on financial considerations alone, and that the risk of losing money was moderate.

Beyond financial profitability, the industrial and strategic benefits would deter-
mine where would be the best place to acquire shares. In fact, one was faced with two
very different concepts. With Gullspang, which was a smaller company, Statkraft
could manage to acquire a dominant equity position and therefore gain direct con-
trol — something that was not feasible in the far larger Sydkraft. Given Statkraft’s
financial scope of action, it would in this case have to make do with a minority posi-
tion. In relation to achieving strategic and industrial gains, Gullspang would be the
most obvious alternative. However, a majority position in this company also posed
clear challenges, especially since it was a nuclear power company. As a majority
shareholder, Statkraft, and therefore the Norwegian state, would become a direct
owner of nuclear power. In Norway, where there was strong criticism of nuclear
power, such a position would pose major challenges.

It would be simpler and less of an obligation to hold a minority position in Syd-
kraft. Other circumstances pointed towards investing in this company too, how-
ever."” First, it would be possible to achieve industrial benefits even though one was
not a large shareholder. Among other things, considerable synergies could be
achieved through collaboration on power generation, since Sydkraft had a lot of
thermal energy that could be coordinated with Statkraft’s flexible hydropower. Fur-
ther, Sydkraft was favourably located in strategic terms, situated right in the middle
between the Scandinavian peninsula and the continent. Last, but not least, Sydkraft
co-owned an undersea cable between Sweden and Germany together with Preussen-
Elektra, which really opened up some interesting possibilities. As mentioned, Stat-
kraft also had links to the German company via the cable agreement from 1993 (see
Chapter 2). In addition, the German company had acquired a larger share in Syd-
kraft over the last couple of years. Joint ownership of the Swedish company would
allow Statkraft and PreussenElektra to develop their partnership by including Syd-
kraft in a more comprehensive industrial collaboration.

This type of visionary thinking was close to Thulins heart. In fact, for several
months, Thulin had been secretly discussing ownership with Sydkraft’s largest share-
holder.

PROJECT TOR

In the summer of 1995, Thulin gave a speech at an energy conference in Frankfurt,
Germany. He had been invited to speak about development of the future electricity
supply system in Europe and about Statkraft’s ambitions for growth. Among those
present were two representatives from the Swedish bank Swedbank whose interest
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was piqued by Thulin’s speech. Swedbank had on its client list the municipality of
Malmo in southern Sweden. Malmo owned a large stake in Sydkraft but was inter-
ested in selling part of this shareholding. So far, the bank had been unable to find a
buyer with the profile desired by the municipality. In Thulin and Statkraft, however,
the two brokers immediately saw a potential major buyer.**

After the Frankfurt conference, Swedbank arranged several meetings between
Thulin and Malmés influential mayor, social democrat Ilmar Reepalu. Since Syd-
kraft was a listed company, these conversations took place covertly and in secrecy, in
among other places a private apartment in Stockholm.'* Thulin and Reepalu got on
well with each other, which probably had some bearing on subsequent events. Most
importantly, Reepalu liked Statkraft. He was keen on public ownership, and wanted
above all to have the Swedish company Vattenfall as a co-owner of Sydkraft. To
Reepalu’s surprise, inquiries he had made to his party colleagues in the social-demo-
cratic government that same year were never answered, and he therefore had to start
looking for other solutions. Even though Statkraft was not Swedish, it was at least
state-owned, which Reepalu considered a strength. In addition, Thulin spoke in his
discussions of several interesting opportunities, including industrial cooperation.
However, he also launched the idea of cross-ownership between the two companies,
a notion that inspired Reepalu.'® Last but not least, Malmd’s mayor felt that Statkraft
could act as a good counterbalance to the other foreign power companies who had
acquired shareholdings in Sydkraft in recent years, and which had gradually begun
to challenge both each other and the company’s municipal owners.

A certain amount of drama lay behind this latter issue, since several of the munici-
palities who had held stakes in Sydkraft for almost a century had begun to sell off
their shares. Sydkraft had been established in 1906 by the five municipalities of
Malmo, Helsingborg, Halmstad, Lund and Landskrona.” Later the company had
been reorganised as a limited liability company with a considerable amount of pri-
vate ownership, but as a group, the municipalities had retained full control. At the
beginning of the 1990s, however, some of these municipalities had begun to sell off
their shareholding. The reason for their doing so was partly a need for money and
partly ideological. In 1992, the conservative party (Moderaterna) in the municipality
of Helsingborg had sold off the municipality’s entire shareholding in Sydkraft to
PreussenElektra. Two years later the same thing occurred in the municipality of
Halmstad, which sold the majority of its shareholding to French EdF. These sales
reduced the total municipal stake to below 50 per cent of voting capital.'® At the same
time, PreussenElektra had acquired a full 27 per cent of voting capital and had
become the company’s largest single owner.

In Malmo, Moderaterna had also had plans to reduce their municipality’s share-

holding. Malm&’s position was particularly important because the municipality was
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Social democrat Ilmar Reepalu (left) was
mayor of the Swedish city of Malmé for 19
years, from 1994 to 2013. He is pictured with
fellow party member Goran Persson, who was
Sweden’s prime minister in the period
1996-2006. Malmé municipality was a major
shareholder in the power company Sydkraft,
and as the owner representative and board
member, Reepalu participated actively in the
company’s development. He became a central
figure in the tough battle for ownership of
Sydkraft in the 1990s. Reepalu was obsessed
with public ownership of the power supply
system, and wanted the state to become its
owner. The state did not become owner,
however, and this opened up an opportunity
for Statkraft. Reepalu liked the fact that
Statkraft was publicly owned. Besides, he
quickly became a good acquaintance of
Statkraft's CEO Lars Uno Thulin.
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the largest municipal owner, holding more than a quarter of the voting capital in

Sydkraft. At the municipal elections in the autumn of 1994, however, the party lost to
the social democrats, and Ilmar Reepalu became mayor. Although Reepalu contin-
ued these plans to sell off the municipality’s shareholding, he was concerned that the
sell-off should be limited, that the municipalities should act in concert, and that they
should have a clear strategy about who should be allowed to acquire the shares. He
telt that it was important to spread ownership so that individual players, such as Pre-
ussenElektra, did not gain too strong a position. Consensus on these principles was
easier to achieve after the elections, since the social democrats also won in most of
the other municipalities. Added to this is the fact that Reepalu was highly persuasive
and he was good at getting everyone to pull together."” In him, the municipalities had
a representative who attached importance to strategic and holistic thinking. As
mayor of the largest municipality, Reepalu took up the position as member of the
board of Sydkraft, and from this vantage point he was well placed to shape develop-

ments.
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Discussions with Reepalu and the municipal group of owners resulted in an offer
to Statkraft, at the beginning of April 1996, to acquire a block of Sydkraft shares com-
prising 5.1 per cent of share capital and 8.1 per cent of the company’s voting capital.?®
The reason for the difference between share capital and voting capital was that Syd-
kraft had two share categories, category A and category C shares. These categories of
shares had the same nominal value and dividend, but while each category A share
carried one vote at the company’s general meeting, each category C share carried
only one-tenth of a vote. The category A shares had been issued to enable the munic-
ipalities to retain influence over the company even though ownership had been
diluted among additional owners. For this particular package of shares, Statkraft was
to pay a little less than SEK 1.36 billion.

This issue was discussed at an extraordinary board meeting on 9 April 1996. Sev-
eral of the board’s representatives remember this séance as something quite special.?!
The administration came well prepared, and the matter was presented and supported
so thoroughly and soundly that it was difficult to fault anything of substance. Thulin
put his full weight behind the issue, as he had done in this case, and most people
allowed themselves to be persuaded by the visions presented. Rynning-Tennesen
reviewed all the figures and facts, and few doubted this side of the matter. When
Helge Skudal assured everyone, in that special way he had of inspiring confidence,
that this investment was justifiable financially, then there was no reason to doubt the
business concept as such.

Nevertheless, some people were quite concerned about the political side of things.
As mentioned above, Sydkraft owned nuclear power facilities, and in Norway it
would be no exaggeration if one said this was an unpopular form of energy. Acquir-
ing shares in Sydkraft could therefore give rise to criticism from both politicians and
public opinion. Halvard Kaasa, the employees’ representative, was the most openly
critical board member. In his opinion, this matter would have to be approved in
advance by the Norwegian Ministry of Industry and Energy.”> Others also felt this
would be a wise move. A majority said no to this suggestion. First, one was afraid of
the response this might produce. Second, this question touched on a matter of prin-
ciple. The majority felt that this particular matter was clearly within the bounds of
the board’s mandate and authority, and that it was important to stand by the princi-
ple of the board’s independence.”? The administration was therefore given the go-
ahead, and the next day Thulin, Skudal and Rynning-Tennesen travelled to Malmé
to sign the purchase agreement. The signing took place ceremoniously at Malmd’s
City Hall together with representatives for the municipalities who were selling their
shares, Swedbank and the management of Sydkraft. Ata press conference afterwards,
the acquisition was characterised as important and good for both Statkraft and Syd-
kraft.
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NEW ACQUISITIONS IN SYDKRAFT

The predictions made by the Statkraft administration that Sweden’s electricity supply
would be faced with a more comprehensive structural change were confirmed in the
first weeks and months after Statkraft acquired shares in Sydkraft. The first indica-
tion that something was brewing had come in March when Finnish Imatran Voima
acquired shares in Gullspang. Nevertheless, it was only after Statkraft had acquired
shares in Sydkraft that the snowball really began to roll. The next day, power com-
pany Graninge also acquired shares in Gullspang. Then, barely a week later, over a
two-day period, EdE Sydkraft and PreussenElektra all acquired shares in Graninge.
Concurrently, Sweden’s state-owned company Vattenfall began to acquire shares in
Gullspéng. In addition, smaller blocks of shares in Sydkraft were purchased by
unknown buyers on the stock exchange. After this sudden flurry, things calmed
down until July, when Imatran Voima, following an open bidding process, acquired
the entire company Skandinaviska Elverk, which was owned by the Wallenberg-con-
trolled investment company Incentive. At a purchase price of SEK 4.2 billion, the
acquisition of Skandinaviska was the largest single transaction that had ever taken
place in the Swedish power sector. By the end of July, however, shares in power com-
panies totalling a full NOK 17 billion had changed hands.** These rapid changes
attracted considerable attention both in Sweden and abroad. Norwegian media
spoke of the situation as a wild battle,” and these events drew attention elsewhere in
Europe.®

At this point in time, Statkraft had actually had an opportunity to acquire further
shares in Sydkraft. As mentioned above, the French company EdF had acquired a stake
in the company in 1994. The French had never been accepted, neither by the Sydkraft
administration, the municipalities who owned the company nor PreussenElektra. The
explanation for this was apparently that they had acted in an arrogant manner. After
several incidents, they gave up. EdF began instead to invest its money in the company
Graninge, where it gradually managed to gain control together with another major
owner. In turn, this led to Statkraft proposing to buy EdF’s shares in Sydkraft.

The French were interested, and in the summer months they offered to sell their
entire stake in Sydkraft at a price of SEK 2.9 billion, approximately SEK 240 million
above the current share price.”” Statkraft's administration felt that the long-term
industrial and strategic benefits it would gain from obtaining an increased equity
position more than justified the price. In a memo on this matter, it was stated that the
shareholding would provide Statkraft “a better balance in relation to the main share-
holder in Sydkraft; PreussenElektra [...] and greater influence over the formulation
of joint efforts in the future””® In particular, the memo highlighted the opportunity
of achieving more comprehensive coordination of operations among PE, Sydkraft

and Statkraft, which was expected would provide major synergies.
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Acquisition of EdF’s shareholding also received the full support of the board,” as
did a third initiative hatched out during the summer months. In parallel with the
EdF negotiations, contact was made with the largest institutional owner of Sydkraft
shares, the Fourth Swedish National Pension Fund (AP4). AP4 held a large share of
category A shares, but as an institutional owner it was mainly concerned with divi-
dend payments rather than control of the company. Statkraft, for its part, would end
up with a large portfolio of category C shares if the EAF deal went ahead, but that was
precisely the influence Statkraft desired. Statkraft’s plan was to exchange its category
C shares for category A shares.’® AP4 was keen to sell, and during the autumn it was
agreed that Statkraft should take over AP4’s 9.2 million category A shares in return
for 10.7 million category C shares. Based on the agreed value of the shares, this deal
would have cost Statkraft SEK 174 million, which was not a high price compared
with the voting power the company received in return. The exchange, which was car-
ried out immediately prior to year-end that same year, raised Statkraft’s share of vot-
ing capital from 15 to 21 per cent.

Over the space of three months and three rounds of acquisitions in 1996, Stat-
kraft had become an owner to reckon with in Sweden’s second largest power com-
pany. By the end of the year, Statkraft had actually become the second largest owner,
if we disregard the municipalities as a block. Only PreussenElektra held a larger
stake. The German company was not much larger measured in equity capital (18 per
cent) but was a good deal larger in terms of voting capital (27 per cent). The differ-
ence was not that large in any case.

It was not that unnatural for the outside world to view Statkraft’s actions as a raid,
and as a signal that the company had ambitions to do something quite significant.
PreussenElektra in particular had reason to speculate about which plans the Nor-
wegians had. In 1996, the Germans had already decided to acquire all shares avail-
able for sale in Sydkraft. Meanwhile, Statkraft was poised to quietly assess opportu-
nities and take action when the situation presented itself. At PreussenElektra, one
was surprised and irritated at these actions, since it was believed that Statkraft was an
ally and not a challenger.” Both Statkraft as a company and Thulin as a person had
been balancing on a knife’s edge in this respect, at least if the intention was to main-
tain the good relationship established with the Germans. Even though the outside
world did not understand it, Statkraft would find itself faced with a major contender
in any open battle for equity positions. PreussenElektra had plenty of capital and an
equity position that gave its administration ample scope for action. Statkraft did not
have much capital at its disposal, and could hardly expect to receive much support
from its owner in any battle over a Swedish nuclear power company.

What happened in the next year is important as to later developments in the his-

tory of Sydkraft, and particularly in the relationship between Statkraft and Preussen-
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Elektra. Another German company, Hamburgische Electricitits-Werke (HEW),
acquired a considerable stake in Sydkraft (16 per cent of share capital). This action
immediately posed a problem for PreussenElektra, since it also held an equity share
in HEW. The German cartel authorities, who are not too fond of cross-ownership,
became involved. Simply put, PreussenElektra was unable to acquire additional
shares in Sydkraft so long as HEW held shares in the same company. Statkraft was
not in any immediate position to act on this news, partly since it lacked capital, but
perhaps especially for political reasons. In any case, it could not be taken for granted
that Statkraft would be able to gain a majority shareholding in the Swedish nuclear
power company. The question was then raised as to what would happen if other
Sydkraft owners wish to sell off a large shareholding. Other players, such as affluent
European companies, could quickly gain access and take over control of the com-
pany. Such a situation was hypothetical as long as the municipal owners wished to
retain their shareholdings, but it could not be assumed that this situation would
continue.

At one point in time, the two CEOs and friends, Lars Thulin and Hans-Dieter
Harig, began to speak together,*> which resulted in an agreement that would secure
both coordination and the balance of power between the two companies. It was
agreed that Statkraft should acquire shares if HEW decided it wanted to sell off its
stake in Sydkraft. Statkraft would then transfer part of these shares to Preussen-
Elektra. For its part, the German company would transfer shares from new acquisi-
tions if HEW withdrew and the company could then acquire shares in Sydkraft. An
agreement was also reached that the companies should coordinate their interests in
management of the company. Further, Statkraft should be granted some special priv-
ileges if PreussenElektra were to gain a majority interest. These privileges included
guaranteed representation on the board. In doing so, the two companies would
cooperate on ensuring control of Sydkraft. This agreement, which according to Harig
would hardly have been possible without the good relationship that existed between
the two companies, would gradually have a great bearing on Statkraft’s equity posi-
tion. First, Statkraft had to go through a difficult round of negotiations with its own
owner, in which the key point of discussion would be precisely the issue of nuclear

power.

THE SYDKRAFT OWNERSHIP BECOMES POLITICAL

On Monday 3 March 1997, Swedish journalists flocked to Barsebéck nuclear power
plant just north of Malmé in southern Sweden. The evening before, it had become
known that Sweden’s social democratic government had done a little horse-trading
with two other parties in Sweden’s national assembly (Riksdagen) which, would

entail closure of Barsebéck. There had long been talk in Sweden of closing down the
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nation’s nuclear power plants, and now was the time to translate vision into actions,
and the first action was closure of Barseback. Details of the agreement were still
unknown, but it was rumoured that the first of the power plant’s two reactors was
scheduled to close the year after, while the second reactor would be shut down by
2001.%

At Statkraft, this news caused a certain amount of unrest. Barsebdck was owned
by Sydkraft, and the power plant was responsible for a considerable part of the com-
pany’s total power generation and revenues.* This was valued at more than SEK 4.5
billion. A shutdown without compensation would have major consequences for the
company, but the government initially had no plans to provide compensation for the
plant’s shutdown. To begin with, not everyone was convinced that this initiative
would be implemented. Precisely one year later, in February 1998, the government
resolved to forbid operation of one of the Barseback reactors from 1 July that same
year. Reactor number two was to be shut down no later than in 2001. Payment of
compensation was not mentioned in this decision.

Deference to foreign policy made the Swedish government close Barseback first,
and not, for example, one of the country’s state-owned nuclear power plants. In Den-
mark, which had already said no to nuclear power in the 1970s, they had always been
very irritated by Barseback, which on a clear day was visible to the naked eye from
Copenhagen.

Sydkraft did not see it as its responsibility to bear the cost of this type of problem,
and the company responded by taking the Swedish government to court. This action
put a temporary stop to the planned shutdown, at the same time as it became clear
that the government did not have a watertight case, particularly on the question of
compensation. The final outcome was that the Swedish government granted Sydkraft
full compensation in the form of co-ownership in the state-owned nuclear power
plant Ringhals. In financial terms, the shutdown would not affect Sydkraft and the
company’s owners. We will pursue this matter in a little more detail, however, since
it did damage Statkraft’s political goodwill in Norway, and in turn affected Statkraft’s
ongoing strategy in respect of Sydkraft.

In certain political quarters, Statkraft’s involvement with Sydkraft had been met
with criticism from day one. There had always been strong political opposition to
nuclear power. Statkraft’s involvement in Sydkraft, which indirectly made the Nor-
wegian state an owner of nuclear power plants, was in breach of a fundamental
national principle of energy policy. For this reason, several political parties had
already demanded after the initial acquisition of Sydkraft shares in the spring of 1996
that Statkraft should sell off its shareholding.?® In other respects, Statkraft had man-
aged to spur this criticism through its relatively unfortunate handling of the media.

After the acquisition, the company’s strategy manager, among others, had said to the
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media that Statkraft considered ownership in nuclear power plants to be quite
unproblematic.’*® Under Prime Minister Gro Harlem Brundtland, Norway’s social
democratic government had backed Statkraft, stating that political intervention was
not an option. Jens Stoltenberg, who was then Minister of Industry and Energy, in-
directly assumed responsibility for this matter. Stoltenberg had been informed that
Statkraft had plans to make acquisitions in Sweden, and even though he claims he
had not been informed which company these plans concerned, he supported the
company’s decision. Countering criticism, Stoltenberg stated, “Swedish nuclear
power is already being used in Norway, to heat up Norwegian homes,” and continued
saying that for this reason it did not represent a breach of Norwegian energy prin-
ciples.”

It was not until the Barsebdck issue that Statkraft’s involvement in Sydkraft
became a serious political problem, since Statkraft in this matter appeared to be a
direct champion for maintaining nuclear power production. Admittedly, Sydkraft
was the one that brought the case against the Swedish authorities, but it was neither
a secret nor a surprise that Statkraft as an owner backed the Sydkraft administration.
Therefore, a situation arose in which the Norwegian authorities could be accused of
indirectly resisting the shutdown of a form of energy of which the exact same author-
ities were highly critical. In the spring of 1998, representatives of the Swedish gov-
ernment openly began to criticise Statkraft’s role in the Barseback affair. Anders
Sundstrém, Sweden’s Minister of Industry, lashed out in Norwegian media with sur-
prisingly sharp criticism of the company.* Indirectly, this could not be interpreted as
anything other than criticism of the Norwegian authorities too, at least as long as no
intervention occurred in respect of the company. Gradually, the message was spelt
out clearly by Prime Minister Géran Persson, among others. Prominent Danish
politicians too began to question the Norwegians’ seemingly double standard.”

This matter was a delicate one for the government that was now in power. After
the general elections in the autumn of 1997, Norway’s social democratic government
had been replaced by a tripartite government consisting of representatives from the
Christian Democrats, the Liberal Party and the Centre Party, all of whom had pre-
sented themselves in one way or other as environmental parties. In addition, the
Centre Party was one of the parties that had always been most critical of Statkraft’s
investment in Sydkraft. This party had even been charged with responsibility for the
Ministry of Oil and Energy, which was the ministry that owned Statkraft. The minis-
ter herself, Marit Arnstad, as a member of parliament had been among those who
had supported the demand that Statkraft sell its shareholding in Sydkraft.

Arnstad in particular came under a considerable amount of pressure from all
sides in this conflict. On the one hand, she had declared herself to be in opposition

to nuclear power and critical of Statkraft’s investment in Sydkraft, while on the other



hand, she as the responsible minister had to adhere
to the framework of rules set forth by the Storting
for exercising ownership of Statkraft. This frame-
work set clear formal limits to political control. In
addition, a minister could not openly criticise her
own companies without this being interpreted as a
declaration of no confidence in the company’s man-
agement. In reality, Arnstad would therefore have to
support the company.

This can hardly have been an easy thing to do.
Criticism from the Swedish government could prob-
ably be countered on a formal basis, since Statkraft
alone, which had only two of Sydkraft's 16 board
representatives, was not in a position to dictate Syd-
kraft’s attitude. Furthermore, Statkraft’s board repre-
sentatives, Thulin and Rynning-Tennesen, had been
appointed by Sydkraft's general meeting and were
therefore not formally subject to the wishes of the
Norwegian government. Finally, board members of
listed companies were obliged to follow the interests
of their shareholders, and not others. In brief, Thulin
and Rynning-Tennesen could not be ordered to act
against the views of a majority of shareholders. In
reality, there was little Arnstad could do. The outside
world was left with two indelible impressions. First,
that the minister and the government parties failed
to stand by their previous views, and second, that the
politicians were not able to control their own com-
panies, even in such fundamental issues as one was

dealing with here. Scandal* and embarrassing"' were
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just some of the words bandied about in the Norwegian newspapers.

Statkraft’s investment in Sydkraft, and the Barsebéck issue in particular, was in

many ways an acid test to see whether the political system could accept the ground

rules laid down in the neo-liberal ownership model. Independent state enterprises

could also have constraints imposed on them by their owner, the Storting and

government. The difference lay first in the way in which this happened. Ownership

control was to take place via formal channels, in Statkraft’s case through enterprise

meetings, and through general and clearly formulated guidelines enshrined in the

company’s articles of association. Within these general guidelines, the company
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Fond of hydropower, but not fond of nuclear
power. Marit Arnstad was Minister of Oil and
Energy in Kjell Magne Bondevik’s coalition
government during the period 1997-2000.
Arnstad had previously criticised Statkraft’s
acquisition of Sydkraft because the Norwegian
state indirectly became the owner of nuclear
power. As minister, she had to accept that
Statkraft continued to buy shares in the
Swedish company. The situation created some
tension between Statkraft and the minister.
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would then operate on purely commercial terms, without interference from its
owner. It would appear that this acid test had been passed. The system could hardly
have been challenged more strongly than it had been with the Bondevik government

and Minister Arnstad acting as guinea pigs.

ON THE OFFENSIVE

During 1997 and 1998, the distribution of ownership in Sydkraft remained relatively
stable, with the municipal block remaining the largest shareholder, and Preussen-
Elektra and Statkraft as number two and three, respectively. These parties held 38, 28
and 21 per cent of the voting capital, respectively. HEW held 16 per cent of share
capital but largely had category C shares and therefore held only three per cent of
voting capital. A large group of financial investors held about 25 per cent of share
capital and 10 per cent of voting capital.

Stability of ownership during this period is mainly due to the fact that the munic-
ipalities had at one point entered into a reciprocal and binding agreement preventing
further sell-offs until 1999 at the earliest — the result of Ilmar Reepalu’s ownership
strategy. In any circumstances, major changes in ownership were blocked for a while.
For both Statkraft and PreussenElektra, this meant a welcome breather, for reasons
we have mentioned already. For Statkraft, it would clearly have been rather challeng-
ing to take a large concentrated bite while things were reaching a boiling point
around Barseback.

It is also significant that Statkraft’s equity share in Sydkraft was first reviewed for
more thorough consideration at the beginning of 1999. At this point in time, it began
to be clear that the municipalities intended to sell additional shares, and this put
pressure on Statkraft to clarify the company’s objectives and ambitions for the future
as regards to ownership of Sydkraft. The main question was whether to go in for an
increase in Statkraft’s stake in Sydkraft, and, if the answer to this question was yes, by
how much.

If one took a starting point as the original main argument for acquiring shares in
Sydkraft, to achieve industrial synergies, it could not be assumed automatically that
the answer would be yes. The industrial synergies of ownership had not actually been
that great.”” Some joint development projects had admittedly been initiated. Charac-
teristic in this respect was the hydrogen project, initiated in 1998, in which one was
to “assess and clarify the future commercial role of hydrogen and demonstrate the
significance of hydrogen in a 15-20 year perspective”* Nevertheless, neither this
project nor the other industrial collaborative projects had made much headway. This
does not mean that the relationship between the companies was not a good one. On
the contrary, good contacts were established on several levels in Statkraft and Syd-

kraft. It was just that the industrial connection was never realised.
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Then again, this was not really a major problem, as long as Statkraft’s sharehold-

ing produced such a good financial yield. During the time Statkraft had been an
owner, Sydkraft had developed soundly both in terms of its value and the results it
produced. Between the years 1996 and 1999, dividend payments and share price
increases totalled SEK 2.1 billion, corresponding to an annual return on investment
of no less than 16 per cent.*
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“One for all, all for one.” Statkraft’s manage-
ment team in the years 1994 to 2001. Lars
Uno Thulin’s principle was that group
management should not be a group of
leaders, but a management team responsible
for all decisions. This was evident in a
meeting before the acquisition of the first
Sydkraft shares in 1996. When (from left,
standing) Finn Quale, Helge Skudal, Bjorn
Blaker and Christian Rynning-Tonnesen
(sitting, to the right for Thulin), each and one
had to express their honest opinion about an
acquisition of a shareholding in a Swedish
nuclear company. Everyone said yes, albeit
with varying degrees of enthusiasm.
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In a broader perspective, however, financial profitability alone was not an argu-
ment for tying up huge amounts of capital. That Statkraft’s investment had done so
well in financial terms did not make it easier for the administration to argue for fur-
ther acquisitions of the Sydkraft share. A memo from the strategy department in
April 1999 states there was “broad consensus” that the electrical power supply sys-
tem in northern Europe would be moving towards fewer key entities, and that Stat-
kraft’s ambition to become a leading energy company in this region was conditional
on strong and controllable relationships with other large companies. This would
seem to indicate that the acquisition of additional shares would be a good move. As
a necessary first step, according to the strategy department, negative control, that is
control of more than one-third of the company’s capital, should be secured. This
would form the starting-point for two subsequent routes. One was to take a majority
shareholding in the company, to enable full integration into Statkraft. The other
route was to secure such control in collaboration with PreussenElektra, and then to
integrate the operations of all three companies.*

The first of these alternatives is something it was unlikely Statkraft would have
had the financial capability to achieve in the near future. Equally important, both
this route and the other one were also strongly dependent on the plans of the far
larger PreussenElektra. The point was that the first step — acquisition to a position of
negative control — was considered to represent little risk. The value of Sydkraft had
increased steadily in recent years, and according to the strategy department there
was reason to believe it would increase further in the future. Among other things,
this assumption was based on an expectation of rising power prices in the Nordic
market. In addition, gaining such a position would represent a major strategic value.
By attaining a negative majority, one would be in a stronger position in the event of
any collaboration withPreussenElektra. And if no collaboration were to occur, Stat-
kraft could, by holding such a position, block any unwanted initiatives on the part of
the Germans. Finally, if PreussenElektra did desire to acquire such a shareholding
and Statkraft saw it could earn money from selling its shareholding, the price would
clearly be good. Alternatively, Statkraft could, as stated in the memo, “use its share-
holding as an important wildcard” In brief, it would be difficult to lose anything on
the back of such an increase. The greatest risk, according to the strategists, would
actually be if one stuck with the existing equity share. One might then find oneself in
a situation where PreussenElektra achieved a majority shareholding and Statkraft’s
influence was marginalised. That would probably also reduce the value of Statkraft’s
portfolio.

The decision was then made to acquire further shares. During 1999, Statkraft
acquired a rather large block of A shares from several of the owner municipalities,

bringing its shareholding up to 29 per cent of both shares and voting capital, taking
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Statkraft past PreussenElektra in terms of share capital, while the German company
still held a larger share of voting capital. One year later, Statkraft took a further step
when it purchased a large portion of C shares, bringing its portion of share capital up
to 35 per cent. Following these acquisitions, Statkraft had attained a negative major-
ity, and an important strategic position. The question then was what should be done
now. By this time, it was clear that the municipalities would sell off more of their
shareholding, perhaps even ridding themselves completely of their shares. If that
were to happen, an additional 27 per cent of voting capital and 17 per cent of equity
capital would be up for grabs. In total, this would be sufficient for both Statkraft and
PreussenElektra to achieve a majority.

What happened next is unclear and disputed, but it has been claimed that at one
point Statkraft’s owner, represented by Oil and Energy Minister Marit Arnstad, put
her foot down and stopped Statkraft from acquiring a majority in Sydkraft. Arnstad
herself has refuted this claim.* Internal Statkraft documents indicate something
else.” We cannot say for sure what is correct. In any case, PreussenElektra, or E.ON,
as the company was now called, ended up with the remaining block of municipal
shares. In January 2001, the company purchased 10.1 million category A shares from
the municipalities, bringing its stake to more than 40 per cent of voting capital, and
was obliged to offer to purchase all the remaining shares in the company. Most share-
holders accepted the offer, but Statkraft did not. Subsequently, in compliance with
the agreement between PreussenElektra and Statkraft and subsequent agreements,
Statkraft was able to acquire part of these shares at the price offered, which brought
the company’s equity share and share of voting capital to 43 and 45 per cent, respec-
tively. Through this sale to the Norwegians, the Germans reduced their equity share
from 65 to 57 per cent and their share of voting capital from 71 to 55 per cent.

In 2002, E.ON and Statkraft had taken overall control of the entire company, with
just under half of one per cent remaining in other hands. For E.ON, this position as
majority shareholder gave them an opportunity to integrate the company as a sub-
sidiary, which it did in May 2001. Consequently begins the “static” period of Sydkraft

ownership, to which we will return in Chapter 5.

ENTERING THE CONTINENT

In late August 1998, a handful of Statkraft employees left for Amsterdam with the
following assignment: To settle in the Dutch capital, establish an office there and
develop an environment that would trade in power in the Dutch market. This move
was the consequence of a decision by Statkraft’s management that same year to estab-
lish trading operations in the major power markets on the European continent. In
1996, the European Union had adopted the Electricity Directive, which ordered
member states to open their electricity markets gradually to competition, and Stat-
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E U RO P E @Trade Office

kraft was keen to make an early entry into these markets. The Netherlands was the
first country to adopt specific reforms, and it was therefore natural to make a start
there. In formal terms, operations would be organised as a holding company, Stat-
kraft Energy Europe AS, under which subsidiaries would be established in the vari-
ous national markets. The first of these was Statkraft Energy Nederland B.V., which
was formally founded in August 1998. Early in the planning process, however, the
objective was to establish a presence in Germany, the largest national power market

in Europe.
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Behind these efforts lay both short-term and long-term objectives. The short-
term goal was purely opportunistic and meant making the most of markets under-
going change, which as often as not provided opportunities for super profits. Stat-
kraft had learned this from the liberalisation process in Norway in the first part of the
decade, when a number of market players had made huge profits since the market
and competition had not yet begun to function properly. The experiences gleaned
from the domestic market were considered a competitive advantage. Statkraft
recognised the opportunities and challenges that arose in markets undergoing
change, and few power companies had the benefit of this experience. Several of the
individuals who had played an important part in developing the company’s market
strategy in Norway and the Nordic region moved to the Netherlands. The most
important of these was Jon Anders Holtan. @ystein Loseth, who was appointed man-
ager of the Amsterdam office, also had experience from the Norwegian power mar-
ket. Loseth came to Statkraft in 1997 from his position as trading manager of the gas
power company Naturkraft, where Statkraft also had an ownership share.*®

The more long-term objective was to gain access to what one expected would be
an integrated European power market, into which Statkraft believed Norway and the
Nordic region would become increasingly integrated. According to the analyses, this
meant that Statkraft's domestic market would become far more strongly influenced
by market developments in Europe, and it was therefore important to follow events
and position oneself in this market.* There is a lot to suggest that this objective was
more important than the short-term opportunities for profits for Lars Thulin and
Christian Rynning-Tennesen, who were the brains behind this initiative. When
Loseth was offered the position as manager of the Amsterdam office, it was this ele-
ment of learning and positioning that was given greatest focus by Thulin. In some-
what exaggerated terms, the following message was given: “Your office will receive
NOK 100 million. Observe, learn and develop relationships, and see what else you
can make of it

It is interesting to note that this project was essentially planned as a collaborate
project with the company’s new German partner, PreussenElektra. In the early plan-
ning stages, great importance was attached to this aspect. First, collaboration with
PreussenElektra would open for asset-backed trading, meaning trade in support in
one’s own production. Among other things, access to production would reduce the
risk of power trade. Second, it was hoped that such collaboration would provide a
greater opportunity to gain access to the German market, which was a stated objec-
tive. Germany had, as stressed in a memo in the autumn of 2007, “an unfavourable
market structure with a cartel of strong vertically integrated incumbents”' By creat-
ing an alliance with an established compnay, it would be easier to get on the inside of

this market. Last, but not least, in line with Thulin’s penchant for thinking big and in
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a long-term perspective, it was envisaged that market collaboration with Preuss-
enElektra could form the basis of a larger northern European power trade bloc. This
vision also included the forthcoming cables and cable agreements with Preussen-
Elektra and SEP in the Netherlands and joint ownership of Sweden’s Sydkraft. In the
space of a few years, the cables would give Statkraft a stronger direct link to the con-
tinent. Furthermore, both Sydkraft and PreussenElektra were owners of the Baltic
Cable, which linked the electrical power systems of southern Sweden and northern
Germany. For those with grand thoughts, like Thulin, here one could envisage a
future alliance between three companies offering a strong position in the northern
European power market.>

Collaboration with PreussenElektra would most likely require the approval of the
competition authorities both in the companies’ respective countries and in the Euro-
pean Union. Things never got that far, however, because the Germans gradually
withdrew from the project. The reason for this retreat was apparently a fear that
establishing such a company, which it was planned would operate in the German
market, could “disrupt stability in the domestic market,” as stated in a presentation in
the spring of 1998.% In clear terms, this meant that PreussenElektra had no wish to
have competition on its own territory. At an early stage, the company had made it a
condition that a joint trading company would not be able to operate in the company’s
own area.” It is possible that the Germans gradually became concerned that their
participation in this collaboration could help support the demand for the introduc-
tion of more market and competition throughout the German market. Although
PreussenElektra did not close the door to collaboration at a later juncture — the com-
pany had, among other things, expressed a great interest in being party to Statkraft’s
knowledge of liberalised markets — the establishment of a trading office in the Neth-
erlands was exclusively a Statkraft project.®

Operations were organised as a separate holding company, Statkraft Energy
Europe AS (SEU), which would also own the trading office in Amsterdam. The idea
was that in the longer term SEU would also be owner of the new trading offices, with
the first of these expected to be in Germany. SEU had its own board with market
director Rynning-Tennesen appointed chairman and director of finance Ola Idland
and HR director Morten Sando regular board members. This composition reflected
which areas were most important initially. The market aspect was of course quite
central, and, in addition, a lot of importance was attached to securing good financial
management and control. Further, HR was to be given high priority. Among other
things, it was important that the trading office should not become a Norwegian
office. The working language was to be English, and focus was given to creating an
international environment that would also be attractive to people who were not Nor-

wegian. The cultural dimension was deemed so important that one person was
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recruited whose duties would include taking care of such matters. In the spring of
1998, Einar O. Haugen was appointed as manager of personnel and administration.
Haugen came from a position at the Norwegian Export Council, and was recruited
for his international experience. He had spent a lot of his professional life abroad,
both in and outside Europe, and was therefore well-acquainted with international
environments.*

The Amsterdam office, which became operative in September 1998, was headed
by Loseth. Besides Loseth, Jon Anders Holtan and Einar O. Haugen, the staff would
initially consist of Ivar Rerstad, Tony Ellis and Hans Hval Webjernsen. Several Dutch
employees were recruited as well, including Stef Peters, who would become a key
individual in this environment. Special mention should also be made of Pal Moen,
who spent a long period in Amsterdam developing a modelling tool for the Euro-
pean power market. Moen was also affiliated with the market environment at home
in Norway, and fascilated knowledge sharing from this market. Last, but not least,
Geir Holler played an important role on the market side. Holler was head of Stat-
kraft's Nordic market entity, and was among the company’s foremost capacities
regarding market analysis, portfolio analysis and risk management. He joined the
SEU board early on.

TRADING OFFICES IN OPERATION

Early forecasts of market and profit potential in the European market were highly
promising. A report published in the autumn of 1997, written by the consultants
McKinsey, predicted very good market and revenue prospects.”” The report pointed
to major differences between prices and production costs in the Dutch system, indi-
cating that this gave plenty of room for new market players who could undercut the
established producers and still earn good money. Profit forecasts were set so high
that when Loseth presented these predictions to the board of Statkraft he apparently
dropped the final zero and still ended up with convincing figures.

In reality, it proved impossible to utilise Statkraft's market expertise as much as
had been expected, initially at least. First, the Dutch power system (as most Euro-
pean power systems) was dominated by thermal power, which meant that produc-
tion and cost differed significantly from those in the Nordic and, in particular, the
Norwegian system. Analytical and modelling tools were not therefore directly appli-
cable. Second, liberalisation of the Dutch market had yet to get underway when the
office became operative in the autumn of 1998. The European Union’s Electricity
Directive required a 22 per cent market opening by the beginning of 1999 and full
market opening in 2007. Even though the Netherlands had made an early start on
introducing market reforms, there was still some way to go in 1999 before a genuine

market had been established. Among other things, there was no spot market nor had
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High spirits at Statkraft’s trading office in the
Netherlands. At the end of 1998, a few
months after its establishment, the trading
office managed to sign its first power
contract. Here, office manager Qystein
Loseth pops a cork or two in celebration. For
Loseth, his time at the Dutch office launched
an impressive international career. In 2002,
he became part of Statkraft’s group manage-
ment in Norway, but the following year he
returned to the Netherlands to join the

company NUON. In 2005, he became part of

the executive management of NUON and in
2008 he became the company’s CEO. In
2009, he was headhunted to group manage-
ment of the Swedish company Vattenfall and
the following year he became the company’s
CEO. Vattenfall was at the time the fourth
largest power company in Europe.
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any rules been inroduced concerning third-party access to the transmission systems

and pricing of transport services. In other words, the framework conditions were
very different to those in place in the Nordic region, which meant that trading oper-
ations essentially had to be developed from scratch. As such, this task was character-
ised by pioneering activities and entrepreneurship.

The absence of an operative spot market meant that trading initially had to be
based on bilateral contracts. The company’s first business plan, for the year 1999,

stated that trading would begin “when trading becomes possible”**

- hopefully when
the announced power exchange Amsterdam Power Exchange (APX) started up
operations that year. The main objective was to enter into 10 contracts with a total
volume of 0.5 TWh, and the primary strategy was to purchase power from foreign
utilities and sell this on to distribution companies and major end-users in the Nether-
lands. This strategy presupposed that one first had to establish contact with sellers
and then gain an overview of potential buyers.

The latter of these two tasks was the most demanding, and required two things:
First, one had to gain an overview of the market potential, which in reality included
any company using more than 2 MW (this was the lower limit initially set by the
Dutch regulations for trading freely in the market). Apparently, around 700 such
companies existed, but a list of these companies was publicly available, and the sales

executives in the office therefore had to pick up a telephone catalogue and start
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calling companies whose energy consumption was assumed to be large. These com-
panies then had to be persuaded to “plug in bij Statkraft” Hardly anyone had heard
of Statkraft, however, and this made the job a demanding one. In the first months,
one single contract had been secured.

It was not until the end of 1999 that volumes grew larger, however. In the last
months of the year, more than 300 GWh was sold on the wholesale market. Owing to
some unforeseen consequences of regulatory changes at year-end 1999, these agree-
ments incurred a nasty loss that left its mark on next year’s results.”® After the year
2000, however, operations began to run at a profit, at the same time as volumes
increased considerably.

As mentioned above, the plan from the outset was to enter the German market as
well, and exactly one year after the Amsterdam office became operative, in Septem-
ber 1999, an office was established in Diisseldorf, based almost entirely on the
Amsterdam model. The first CEO here was Harald von Heyden, who was recruited
by Leseth. Harald von Heyden came from McKinsey, and had been part of the group
that had prepared the reports prior to establishing the Amsterdam office. Besides
von Heyden, Ola Kvennas was a key employee in the Diisseldorf office’s early period.
Like Jon Anders Holtan in Amsterdam, Kvennas also had a background from the
market environment in Norway.

The Diisseldorf office was initially placed under the Amsterdam office, and von
Heyden reported to Loseth. In the ensuing years, however, the centre of focus grad-
ually shifted eastwards. This was primarily because the German market was by far
the largest, at the same time as market liberalisation gradually made it easier to
operate in Germany. Consequently, it was here that both the organisation and turn-
over would be dominant. By 2001, the number of employees in Diisseldorf had
reached 18, and this figure would rise over the next year to 32 (compared with 19 in
Amsterdam). The year 2002 also represented a breakthrough in financial terms in
Germany, when turnover grew from approximately € 138 million to more than € 702
million. The shift towards Germany led to consilidation of the Dutch office into Stat-
kraft Markets GmbH (the Diuisseldorf office) at the end of 2001.

AN INNOVATIVE CULTURE

Trading operations on the continent developed over time to be a major activity and
a highly profitable one. In 2006, Statkraft Markets GmbH’s total turnover was almost
€ 2 billion. The year 2005 was a top year so far in terms of profitability, with net
income after tax of € 5.5 million. Subsequently, continental trading activities have
become even more important, in terms of both revenues and profitability, and this,
admittedly, brings us over to a new era in Statkraft’s international development, to

which we will return in the next two chapters. In this chapter, however, we will allow
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ourselves to look some way into the new millennium and hint at why this activity has
been so successful. To a considerable extent, its success can be linked to the business,
organisational and cultural philosophy that had already been developed at an early
stage.

As previously mentioned, importance was attached from the outset to develop-
ing an international culture at the trading offices. A great deal of focus was also given
to fostering what may be called a culture of meritocracy, which means a culture
allowing skilled individuals to advance. For example, age and seniority — that is “ris-
ing in the ranks” — was not a criterion, unlike normal practice in, say, German busi-
ness circles. One consequence of this policy was that the trading offices became
attractive for young, gifted individuals, and that the chance of advancement meant
that people remained in their jobs. Loseth helped pursue this line, by, among other
things, employing 29-year-old Harald von Heyden as the first manager of the Diissel-
dorf office. In his wake followed a steady flow of young people who were appointed
to leading positions, including Stef Peters, Stefan-Jorg Gobel, Helge-Jiirgen Beil and
Jirgen Tzschoppe. In addition, importance was attached to fostering an open and
informal culture, by, for example, establishing flat structures that would remove
obstacles between the ranks. In doing so, one combined an international environ-
ment with several typical features of Nordic business culture, which helped to grow
an innovative environment. Focusing on this combination also affected recruitment
processes. One looked for bright individuals who also appeared to fit in with the
Nordic Model.®

The young average age of the workforce was combined with a strong focus on
clear mandates and sound systems for managing risk. Individuals involved in power
trading can incur significant liabilities on the part of their organisation. Faithfully
complying with imposed mandates was something that Lars Thulin, among others,
was very concerned with in the initial stages, and a breach of mandate could have
highly unpleasant consequences - as Jorgen Kildahl discovered on one occasion
during his early period in Statkrafts market division.® Kildahl, who in 2001 was
appointed head of this division, later pursued this same line.

Finally, a certain amount of luck was involved as well, in the sense that access to
skilled individuals was particularly good during the expansive stage after the turn of
the millennium. In the wake of the Enron scandal at the end of 2001 and the ensuing
closure of U.S.-owned trading companies in Europe, a buyers’s market emerged for
this type of expertise. Several of the people who have since held key positions at Stat-
kraft Markets Continental, including Stefan-Jorg Gobel, Helge-Jiirgen Beil and
Jiirgen Tzschoppe, came from Enron’s European trading company.

A lot of this business area’s success can be ascribed to this combination of skilled

individuals, an open, innovative culture and a parent company with enormous finan-



NORDIC STRATEGY

cial and professional resources. Profits have admittedly fluctuated in this business
area too, but on the whole they have been very good - so good in fact that Statkraft
has been, and continues to be, cautious about providing specific figures. One import-
ant part of the success it has achieved is due to the company’s general ability to con-
tinually develop new trading products, which is quite crucial in power trading, since
the profit margins on established products tend to fall as the market becomes more
developed. In this respect too, Statkraft has been extremely careful about telling the
world what it is doing. In addition to its earnings on spot trading, Statkraft Markets
Continental has profited from the development of green energy products, cross bor-
der trading, origination and structured trade products. In addition, the company has
become a significant participant in the field of gas trading.

Both green energy and gas were also areas that became much more important for
Statkraft as a whole as the energy sector entered the new millennium. That is a cen-

tral theme of the next chapter.
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From above, Europe looks like a continuous electrical grid. Historically, electric power systems largely followed national boundaries. Around
2000, however, many European countries began to liberalise their electricity sector, and with the liberalisation of national electric systems, they
became more closely linked. Statkraft began to exploit the opportunities opened up by the liberalisation and internationalisation of the
continent.
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CHAPTER 5

Statkraft in a liberalised and
climate-focused Europe

ound figures rarely have more than symbolic significance. Within the field

of European power supply, however, the turn of a new millennium coin-

cided with the start of two new major trends. First, a number of coun-

tries began to liberalise their electrical power supply systems at the

beginning of the new millennium. The driving force behind this move was the Euro-

pean Union, which in the second half of the 1990s enacted legislation obliging mem-

ber states to liberalise their power sectors, opening up for market forces and compe-

tition. While some countries had already begun to take the first steps to establish

such structures before the turn of the millennium, the main wave of liberalisation

came around the year 2000. Liberalisation of the market had many consequences.

Most importantly, it triggered comprehensive consolidation within the industry. The

initial years of the new millennium were characterised by a range of major acquisi-

tions and mergers, most of which were transnational. And the companies that were

most active in this process were those that were already among the largest, which in
return resulted in a considerable concentration of ownership.

The second megatrend was a breakthrough in climate policy. In the last half of the
1990s, the phenomenon of global warming attracted growing international political
attention. The first tangible indication of this focus came with signing of the 1997
Kyoto Agreement, when many of the world’s richest countries undertook to reduce
emissions of greenhouse gases over the next decade. In Europe, concrete initiatives
came in earnest around 2000. These initiatives targeted the energy sector in particu-
lar, since power generation from fossil fuels was the largest single source of CO,
emissions. They essentially had two objectives: To reduce CO,-producing power
generation, and to foster the development of clean, renewable power generation.
Over time, this policy change had a crucial effect on the way the industry developed.

Most major European power companies were significantly affected by these
trends, and Statkraft was no exception. From around 2000 the company began to
focus on growth through mergers and acquisitions. A number of initiatives were
taken in respect of other companies in the Nordic countries and elsewhere in Europe

with a view to building alliances, and some of these representations led to specific
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negotiations regarding mergers. Further, the company considered several acquisi-
tions of energy companies. As well, Statkraft began to market itself more actively as
an environmentally friendly company. In this sense, Statkraft was in a unique posi-
tion since it was the only major European energy company whose power generation
was based almost completely on renewable energy. In a Europe where renewable
energy to an increasing extent symbolised the future, this opened for the door to a
number of opportunities.

This raising of ambitions was a natural continuation of the line marked out during
the 1990s under the management of CEO Lars Uno Thulin. At the same time, several
specificissues during the period after 2000 drove Statkraft’s level of ambition upwards.
One clearly important factor was the surprisingly swift liberalisation of the electricity
sector that occurred in a number of European countries. The extensive process of
acquisitions and consolidation that followed in many countries, led to a perception
that size would be crucial in the integrated power market of the future. “Buy or be
bought” had quickly become a mantra, and for Statkraft, which in international terms
was only a small player, this forced in many ways a more aggressive growth strategy.

In this chapter, which will primarily concentrate on the years 2000 to 2005, we
will see how the company embarked on a number of major plans for acquisitions and
mergers, both in the Nordic region and in northern Europe. Such plans did pose
challenges, however, which one had previously only met to a limited extent. In part,
these challenges related to the financing of acquisitions, while they also touched
upon, rather naturally, the nature of ownership to a completely different degree than

they had done earlier.

NEW TIMES, NEW SOLUTIONS

Statkraft’s annual report for the year 2000 would be the last one Thulin would sign as
the company’s CEO. He retired in September 2001, only a few months after publica-
tion of the report. Even though his retirement had already been decided, Thulin was
not the type to use this opportunity to look backwards, and chose instead to speak
about the present and the future, and most preferably about international topics. In
particular, the year 2000 gave him good opportunity to do so. Under the heading
“Major changes in the market” Thulin pointed to the new trend in Europe where
large power companies were beginning to merge to form even larger entities.! Among
other things, he referred to the recent establishment of the company E.ON in Ger-
many. E.ON was the result of a merger between two industrial conglomerates, the
power companies PreussenElektra and Bayernwerk. This company, Thulin empha-
sised, had a larger output than the entire Norwegian power generation system. This
trend, he wrote, would intensify in the coming years, and this in turn would create a

far tougher competitive situation throughout Europe.
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Two prominent and environmental oriented
Nordic social democrats: Norway’s Gro
Harlem Brundtland and Denmark’s Ritt
Bjerregaard. Brundtland was Norwayss first
minister of the environment (1974-1979). In
1980, she won international recognition as
head of the UN Special Commission of
Environment and Development (Brundtland
Commission). Bjerregaard began her career
in Danish politics in the early 1970s. From
1995 to 1999, she was European Commissio-
ner for Environmental Protection and
Nuclear Safety, and she was a leading force
in the introduction of the first key climate
policy decisions in the EU.

The feeling of facing a period of mergers and increased consolidation was by no

means exaggerated. The founding of E.ON was only the beginning of a development
that would grow considerably in the coming years - a development to which this
company made a significant contribution. Already in 2001, E.ON acquired Power-
gen in the UK for € 15.3 billion. In addition, E.ON invested heavily in gas supplies
through its takeover of Germany’s Ruhrgas in 2003. Another large German com-
pany, RWE, established a presence in the United Kingdom, initially through its
acquisition of the company Innogy in 2002. In 2003, the French company Suez
invested heavily in Electrabel, Belgium’s largest power company, and in 2005 French
EdF acquired shares in the Italian company Edison. In addition, a large number of
smaller individual acquisitions took place that in sum made a significant contribu-
tion to concentrating ownership in the industry.> Perhaps particularly interesting in
a Nordic perspective was Swedish Vattenfall's major offensive in Germany in the
years 2000 to 2002. During this relatively short period, Vattenfall acquired share-
holdings totalling more than € 5 billion, and in doing so actually became the fourth
largest power generator in the large German market.> After 2000, Finland’s Fortum
also began to make acquisitions outside the Nordic region, preferably in Poland and

Russia, even though the size of these acquisitions was considerably smaller.
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The end of Norwegian hydropower develop-
ment? In the year 2000, Statkraft decided to
build a power plant in the Beiar watercourse
in Nordland. These plans triggered strong
protests both in the local community and in
the Storting. Statkraft had received approval
from Jens Stoltenberg’s Labour government,
and in the autumn of the same year,
construction machinery was in place ready
to make a start. Work was stopped, howevet,
by the group of people shown here, who
asked Statkraft to go home again. A little
later, after massive pressure, the government
also turned full circle. In his speech on

1 January 2001, Stoltenberg declared:

“The major era of hydropower development
is over”

BEYOND BORDERS

This trend created quite a common notion that size would be increasingly import-
ant in order to succeed, or even to survive. Everybody agreed there was a move
towards far fewer entities in the European power supply industry. Some people even
believed we would end up with a handful of gigantic companies, as was the case in
the oil industry. In turn, this naturally affected the way many companies began to
view their own future. In simple terms, were we to believe the prophecies, we would
be confronted with two options: eat or be eaten. Sweden’s Vattenfall, for example,
applied this logic to justify its offensive in Germany. As the company’s board chair-
man said in 2001: “We anticipated the current trend in which large energy compa-
nies are being created as transnational European companies [...] We wanted to take
the initiative instead of becoming dependent on foreign giants™

This logic also washed in over the Statkraft organisation. Towards the end of his
career at Statkraft, Thulin became increasingly focused on international develop-
ments and the effects these would have for Statkraft. This topic also received a far
more central position in the company’s overarching strategies, particularly from
2001. In a revised strategic plan presented in autumn the same year, the following is

stated in the introduction: “An extensive consolidation is taking place in the Nordic
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and continental power market through a series of
acquisitions and mergers. The transformation of
traditional power companies into dynamic inter-
nationally exposed companies will require that
these companies undergo a number of acquisi-
tions and/or mergers and later sales of non-core
business activities. Increased demands will be
made with regard to size, capital, expertise, inno-
vation and systems in order to succeed in the
European power market.”

Statkraft had no plans to become a marginal-
ised company on the outer edge of Europe. On the
contrary, from around the year 2000 the company
entered a stage where international growth and
positioning came to have a central position. We
have seen in the previous chapters that the com-
pany turning towards the international arena was
nothing new. What was novel in the new millen-
nium was the increased importance Statkraft
attached to more fundamental solutions such as mergers and acquisitions. At the
time when the strategic plan had been prepared, the company was already involved
in negotiations concerning a merger with another Nordic company. In the ensuing
years, there were several merger and acquisitions projects, to which we will return
shortly. First, however, we will look at the international trends for change that also

affected Statkraft’s strategy in Norway.

STRATEGY NORWAY
During the period between 1996 and 2002, Statkraft became a much larger company
in Norway. By means of a series of acquisitions in municipal power companies, Stat-
kraft gained direct or indirect control over almost 55 per cent of Norway’s hydro-
power output (compared with approximately one-third previously).® The lion’s share
of these acquisitions took place in the years 1999 to 2002, when the company acquired
shares in several of the country’s large regional power companies, such as Bergen-
shalveens Kommunale Kraftselskap in western Norway, Skiensfjorden Kommunale
Kraftselskap, Vestfold Kraftselskap and HEAS in south-eastern Norway, Agder
Energi in the south of Norway and Trondheim Energi in central Norway.

Statkraft’s expansion during these years represented perhaps the greatest struc-
tural change in the sector since the Second World War. For us, however, Statkraft’s

expansion is particularly interesting since it is closely related both to Statkraft’s
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From PreussenElektra to E.ON. In the year
2000, the two German industrial conglo-
merates VEBA and VIAG merged to become
E.ON. VEBA owned PreussenElektra while
VIAG owned the power company Bayern-
werk, and these companies came to constitu-
te the core of the new E.ON. The alliance
between Statkraft and old PreussenElektra
lived on, however. Several of the leading
individuals in PreussenElektra also played a
central role in E.ON. Among these,
Hans-Dieter Harig, former CEO of
PreussenElektra, became head of the merged
company. Furthermore, business relations
were maintained.
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strategy of internationalisation and to the management of variable Norwegian
hydropower, which could be used in connection with power trading in northern
Europe. Partly, this strategy was driven by the goal of keeping expansion-hungry for-
eign companies out of the Norwegian market.

A necessary precondition for Statkraft’s expansion in Norway was naturally that
the municipalities were interested in selling. In this respect, a noticeable change in
attitudes had occurred in the 1990s, particularly towards the end of the decade. Nor-
wegian municipalities had long and strong traditions as owners in the power sector,
and many municipalities continued to uphold this view of ownership, also after
liberalisation. A growing number of municipalities, however, began to view selling
off operations as an opportunity to bring in money for the municipal treasury. Espe-
cially during the second half of the decade, when a market for power ownership
began to develop, the actual value of their assets became clear to the municipalities.

To a considerable extent, this market was driven by foreign companies. As we
have discussed previously (Chapter 4), foreign power companies had already gained
entry to Sweden’s electrical power system in the first part of the 1990s, and later, after
liberalisation in 1996, had really focused on gaining positions. Some of these compa-
nies had set their scopes on the entire Nordic region, however, partly because the
region had undergone liberalisation so early and partly because several of the coun-
tries were home to huge hydropower resources. Hydropower was something most
power companies wanted to lay their hands on. The combination of early liberalisa-
tion and a desirable form of power generation was the main reason why large compa-
nies such as PreussenElektra and EdF had begun to jostle for position in the region at
such an early stage.” So much for Sweden, but Norway too attracted its share of atten-
tion from foreign companies. Neither EdF nor PreussenElektra concealed the fact
that they wished to acquire a share of the Norwegian electrical power supply system.®
The same was also true of other Nordic companies such as Sweden’s Vattenfall and
Finland’s Fortum. Vattenfall established a subsidiary in Norway in 1996, expressing
at the same time an ambition to acquire at least a 10 per cent stake in the Norwegian
market.” Fortum founded a Norwegian subsidiary one year later. The point in our
context is that eager foreigners on a spending spree helped create a market for power
ownership that clearly encouraged a number of municipalities to consider selling.

At Statkraft, there was concern that large foreign companies would take on Nor-
way. Besides the fact that increased competition for Norwegian hydropower was
undesirable, the view was that a strong international position required a strong posi-
tion on the domestic front too. Further, this was an opinion that was quite common-
place in the European power industry in the wake of liberalisation. For this reason,
Statkraft devised a strategy at an early stage to prevent foreign acquisition of Norwe-

gian hydropower resources. This strategy, known as Strategy Norway, consisted nat-
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urally of making sure that Statkraft itself acquired everything that was up for sale. Over
time, Statkraft also took an active role in influencing municipalities to sell. Several of
the company’s major acquisitions at this time occurred because Statkraft had taken an
initiative in respect of companies and municipalities and initiated sales negotiations.

Statkraft had to wage war in 1996 already, when two shareholdings in two major
companies went on sale on the open market. The strongest competitor on both occa-
sions was Sweden’s Vattenfall. Statkraft won both rounds. One of these two sales was
admittedly withdrawn later, but Statkraft submitted the highest bid and acquired a 20
per cent stake in Oslo Energi, one of Norway’s largest municipal power generators.

After 1996, things quietened down somewhat, but around the year 2000 Statkraft
made a serious effort to become an owner in larger regional companies. The timing
of this initiative was partly due to the fact that liberalisation had begun in earnest in
Europe and because a number of large companies had started to focus on inter-
national growth. In addition, there was growing opinion in Norway at this time that
there would be a softening up of the concession laws, which had so far restricted the
opportunity for foreign ownership. Put simply, far tougher times could be expected,
or as stated in a strategy memo in 2001: “To a growing extent, Fortum, Vattenfall,
Sydkraft, E.ON, and oil and gas companies will be competitors in a bidding war for
Norwegian production companies as the Norwegian rules concerning concessions
and reversion to state ownership are relaxed.”’’ The conclusion drawn was that Stat-
kraft would have to make sure it could acquire as much as possible while the conces-
sion laws still provided the company with protection and a competitive advantage.
At the same time, it was important to ensure that foreign companies were not able to
establish connections with Norwegian companies. One had to “block other alli-
ances” as stated at a group management meeting early in 2001."

Statkraft managed to grab an awful lot of shares on sale during this period.
As such, it could be said that the company’s strategy was a success. This is probably
the result of three things in particular. First, as we have mentioned, Norwegian
legislation did not allow foreign or private ownership of hydropower plants in excess
of a certain percentage (30 per cent), and ownership that did not give control was not
of much interest to the major foreign companies. Second, Statkraft was relatively
successful in its proactive strategy, which involved befriending companies and
assisting them in initiating sales processes. Essentially, this was no easy task, since
Statkraft was not high in favour in the municipal part of the industry (see Chapter 1).
The reason why it still managed to succeed, even in several of those companies that
were most sceptical to Statkraft, has primarily been explained by the role played by
CFO Helge Skudal as a strategist and bridge-builder. Skudal chaired the formulation
of Strategy Norway and he later personified this strategy in the company’s dealings

with the municipal companies. He made a conscious effort to establish personal
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relationships with leading stakeholders in the most interesting companies, and to
market Statkraft as a good and attractive potential co-owner. Skudal’s strongest
quality in this context was that he had the ability to build trust and credibility with
local politicians and company managers.'?

Third, the Statkraft solution fit in well with a widely held political desire for con-
tinued Norwegian control of Norwegian hydropower. Even though it was felt that
the Norwegian concession laws could come under pressure, there were strong forces
in play that did not want such things to happen. And if foreign requirements were to
weaken this legislation (EU Competition Law posed the greatest threat), it was
important to many politicians that Statkraft should be able to buy as much as possible
while it had the opportunity. Among others, the Norwegian oil and energy minister
from the Labour Party said the following early in 2001: “In the face of increasing
international competition, it is important that Norwegian power companies assert
themselves, which is something a stronger Statkraft can contribute to””* This state-
ment was made in connection with the government’s decision to strengthen consid-
erably the company’s financial position, by, among other things, injecting fresh capi-
tal. Statkraft was thus explicitly equipped to secure continued Norwegian ownership
of hydropower.

We can therefore say that in connection with its expansion in Norway, Statkraft
(also) functioned as an energy policy instrument, which in itself is an important
point. Strategy Norway sheds light on a more general feature of Statkraft’s ownership,
and in particular on its owner’s attitude to the company’s international initiative.
While Statkraft’s expansion in Norway found active support, the company’s interna-
tional expansion was almost exclusively driven by its administration, and was at best
something its owner accepted. Consequently, there is good reason to assume that the
owner would not have granted the company as much money had its goal primarily
been to spend this money abroad. The political context therefore also explains to
some extent why Statkraft actually chose to spend so much capital on acquisitions in
Norway. In the period from 1996 until 2002, Statkraft spent more than NOK 42 bil-
lion on acquisitions, of which almost NOK 28 billion was invested in Norway. It is no
secret that opinion in the company was divided over such priorities, and that some
people felt this money would have yielded a higher return abroad.' However, besides
the strategic values that some felt were inherent in a strong domestic position, this
issue concerned making use of those opportunities that actually existed. It was better
to make a lot of money grow in Norway than to make a little money grow abroad.

So Statkraft’s owner had a clear influence on the company’s expansion strategy
and financial framework in general. This had become even clearer in the period after
2002, and in the final part of this chapter we will therefore return to the role of owner-

ship.
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GREEN OR GREY?
In the wake of renewed focus on climate, Statkraft found itself in a unique situation,
as the only large company in Europe that generated electricity exclusively from a
pure and renewable power source. But cultivating this profile could end up compro-
mising the company’s growth ambitions. There were no other companies in Europe
to acquire or with which to merge that were as “pure” as Statkraft. Growth would
therefore have to occur with a basis in less environmentally friendly power sources.
In somewhat exaggerated terms, Statkraft’s management was faced with a choice of
remaining green and independent or going grey and taking part in something bigger.
Among several initiatives designed to meet the requirements laid down in the
1997 Kyoto Agreement to reduce greenhouse gas emissions, the EU Commission
adopted in 2001 a Renewables Directive." This directive set forth specific objectives
as to how large a share of renewable energy production each member state should
have by 2010. For the European Union as a whole, the share of energy produced from

renewables was to be increased from 14 per cent in 2001 to 22 per cent in 2010,
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From blessing to upsets. Coal was a corner-
stone of the European power supply system
throughout the 1900s. Around the year 2000,
climate issues began to permeate European
energy policy, and coal has since become the
bad boy of power generation. The climate
dimension has also contributed to the strong

growth of investments in renewable energy.
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In the autumn of 2001, Bard Mikkelsen
became Statkraft’s CEO. Mikkelsen had a
long career as a business executive, including
a period as managing director of the
Norwegian airline Wideroe. Unlike his
predecessor, Lars Uno Thulin, Mikkelsen was
concerned with marketing Statkraft as a
brand. In a world where climate issues were
receiving increasing attention, it was natural
to focus on Statkraft’s position as a primarily
renewables company. This picture is from the
opening of the Smola wind park in 2002.

To the left for Mikkelsen is director of
communications and organisation, Ragnvald
Nero, and to the right is Knut Fjerdingstad
from the communications department.
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representing an increase of 300 TWh, or close to three times Norway’s annual elec-

tricity production. In addition, plans were made to introduce a system for the trad-
ing of greenhouse gas emission quotas. One such Quota Directive was adopted one
year later. In 2001, several member states also had in place plans to introduce schemes
ordering power suppliers to include a certain share of renewable energy in their
sales. In brief, everything pointed clearly in the direction of renewable energy play-
ing a growing role and that it would become an important growth area in the coming
years.

In Thulin’s successor, Bard Mikkelsen, Statkraft had a chief executive who saw
great opportunities in Statkraft’s renewables profile. Mikkelsen also had a completely
different background to that of his predecessor. He came to Statkraft from a position
as head of Oslo Energi Holding, but had spent most of his active professional career
working for private industry and service companies. Before he came to Oslo Energi
Holding, he had been CEO of the airline Wideree for more than 10 years. Mik-
kelsen’s background from a customer-oriented brand company was probably an
important reason why he picked up on the commercial potential of Statkraft’s renew-
ables profile. From Widerge, Mikkelsen also took with him Ragnvald Neerg, who was
appointed the position of group director for communication and organisation. Rag-
nvald Neerg’s background was that of a journalist and communications advisor, and
he had great ambitions of transforming a relatively anonymous Statkraft into a
strong, clear and recognised brand. In a world where climate and the environment
were on the verge of becoming highly important, the company’s renewables position
appeared to be an excellent starting-point.
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One of the first things Mikkelsen did was to begin work on upgrading the com-
pany’s vision. Statkraft’s existing vision — becoming “a leading northern European
energy company with expertise in the field of hydropower” - had remained
unchanged since 1992 and was felt to be outdated.'® Mikkelsen became personally
involved in this process. In addition, he chose to draw heavily on external forces."”
The consultancy company Econ was assigned an important role as Mikkelsen’s dis-
cussion partner, and had considerable influence on the formulation of a new corpo-
rate vision.

Gradually, two specific alternatives in particular appeared to distinguish them-
selves. One was “A leader in Europe in renewable energy,” while the other was “A
leader in Europe in eco-friendly energy”'® Both Mikkelsen and Econ’s consultants
preferred the first alternative, since this was felt to be most modern. Renewable was,
as stated in one of the memos from Econ, “unconventional, young and forward-
thinking?” Further, it was emphasised that Statkraft, which was already an exclusively
renewables company, was in a unique situation.* In terms of its reputation, the com-
pany could surf on the trend of climate awareness at no cost and with no competi-
tion. The second alternative, the eco-friendly alternative, was, in the view of the con-
sultants, more vague and less targeted. It was at the mercy of discretion and fluctuat-
ing trends, depending on what the authorities and public opinion felt was
environmentally friendly. It therefore failed to provide an equally clear framework
and direction. Furthermore, it could be considered to be opportunistic.”” One was
looking for an environmental profile but at the same time trying to keep several
doors open. For this reason, when the matter was presented to the board, the
administration chose to recommend the alternative “A leader in Europe in renew-
able energy”*

The board of Statkraft was less convinced that the renewables alternative was the
wisest. Admittedly, the board did like the renewables vision in principle but felt that
committing oneself explicitly to renewables would limit the company’s scope of
action in an unfortunate way.”> By committing explicitly to a renewables profile, the
board was of the opinion that one would exclude most potential acquisitions. As
already mentioned, hardly any other companies in the Nordic region or Europe
owned only renewable production facilities. By the same token, it would also be dif-
ficult to enter into negotiations on mergers with other companies. Entering into
negotiations with generators of coal-fired and nuclear power was not of interest in
any case, if for no other reason than out of deference to Statkraft's owner. Neverthe-
less, it would not be possible to become more closely involved in companies that
owned cleaner non-renewable energy sources. This was an important point, since
gas power, among other things, increasingly seemed to be an eco-friendly alternative

to coal in particular. As well, the board felt that opportunities for growth within
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Statkraft’s group management in 2003,
smiling in the rain. The shift from Lars Uno
Thulin to Bard Mikkelsen also saw the
replacement of almost the entire group
management. Only Christian Rynning-
Tonnesen remained. Pictured here, from left:
Ragnvald Neere (communication and
organisation), Jorgen Kildahl (market), Bard
Mikkelsen (CEQ), Christian Rynning-
Tonnesen (finance and strategy), Inge
Arntsen (production and development) and
Jon Brandsar (ownership of Norwegian
companies).

renewable energy were limited. Apart from hydropower, which was difficult to find,

one had wind power, solar power and several other small-scale energy forms. A
renewable profile would therefore provide value in the form of goodwill, and that
was a value that was difficult to make concrete. In brief, a renewable vision could
limit the company’s commercial scope of action and prevent the possibility of growth.
The board’s conclusion was therefore that the environmentally friendly alternative
was the right one and commercially the best alternative.

An important feature of many successful companies is their ability to anticipate
and adapt to new trends at an early stage. As such, it may be said that in this respect,
the board appeared to lack a sense of daring and vision. As the new millennium pro-
gressed, it became increasingly more profitable to invest in renewable energy, par-
ticularly due to the establishment of public support schemes. In reality, Statkraft also
came to focus primarily on this type of energy, particularly hydropower in and out-
side Europe, in addition to wind power. It should also be noted that Statkraft’s invest-
ments in gas-fired power in the decade after 2000 would be among the company’s
least profitable. Applying a consistent renewables profile, it would not have been pos-
sible to make these investments. Nevertheless, it would be unreasonable to link the
company’s gas power history directly to the board’s decision in 2002. As we shall see

in the next chapter, the decision to become involved with gas-fired power was not
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taken until 2005, and then the prime mover was Statkraft’s administration headed by
Mikkelsen, not the board. The same applied to several of the merger and acquisitions
projects in the coming years, which had not been compatible with a renewables-based
vision either.

MERGERS AND ACQUISITIONS AS A KEY TO GROWTH

In the initial years after the year 2000, Statkraft’s management focused a great deal of
attention and resources on mergers and acquisitions, preferably outside Norway.
Contact was made with a number of European companies, discussions on collabora-
tion were held, some of which led to in-depth investigations concerning alliances
and mergers. In some cases, these discussions went as far as to reach specific negoti-
ations. The notion of merging Statkraft with foreign companies naturally had a num-
ber of implications and posed a range of challenges. Industrial mergers are essen-
tially highly complex, and even more complicated when one is dealing with compa-
nies that manage key national and social values, and when the company additionally
has an owner that is not exclusively concerned with commercial aspects of owner-
ship.

Statkraft clearly belonged to this latter category. The requirement of national con-
trol of hydropower resources, which had become no less stringent after liberalisa-
tion, would produce major political challenges after any merger. Added to this were
the concession laws, which imposed clear legal limitations on foreign ownership of
hydropower production. Furthermore, general business policy objectives required
that companies of major significance should preferably be managed from Norway.
Retaining the head offices of important companies in Norway was actually the most
important reason why the Norwegian state had maintained ownership in a number
of companies that had been transformed into purely commercial enterprises in the
1990s. By retaining a minimum blocking minority position, the state could ensure
that head office functions would not be moved abroad. Since the second half of the
1990s, both social democratic and non-socialist governments had stressed the
importance of retaining such control.”® This was also underscored by the Cen-
trist-Conservative government that took over after Jens Stoltenberg’s Labour Party
government in the autumn of 2001. About Statkraft in particular, this government
stated in its ownership report in 2002 that it was important, among other things, to
retain a firm Norwegian foundation in the company.**

The point is that these issues placed certain restrictions on Statkraft’s opportuni-
ties to become involved in other companies. In reality, Statkraft would not in any
case be able to merge with companies that were unwilling to accept that the merged
company’s headquarters should remain in Norway. The need for control also meant

that it was of little interest to merge with companies that were much larger, where the

127

Terje Vareberg, Statkraft’s board chairman
from 2000 to 2004. Vareberg excelled early
as a prominent and outspoken board
chairman. Among other things, he publicly
criticised the owner’s dividend policy. During
the period when Vareberg was chairman,
between 85 and 95 per cent of the company’s
annual profits was paid out as dividends to
the Norwegian state. Vareberg believed that
the high dividend payments hampered the
company’s development, and for this, he
openly cracked his whip over both parlia-
ment and government. His confrontational
approach ultimately cost him his job. In the
summer of 2004, the Ministry of Industry
chose to replace Vareberg.



128

BEYOND BORDERS

Norwegian state would end up in a minority position. This outlines the political
framework concerning ownership within which Statkraft would have to operate.

We will not go into detail about all the discussions and negotiations that took
place, among other things because they involve other companies and are therefore
subject to considerations of confidentiality. For this reason, the other parties involved
in these cases will not be mentioned by name. The nature and outcome of these dis-
cussions and talks nevertheless tell us a lot about the conditions under which Stat-
kraft had to work, and the issues that arose in Statkraft’s meetings with other parties.

The first discussions proper with other companies took place at the end of Thu-
lin’s period as CEQ, in 2000-2001. Two companies in particular, both of which were
Nordic, were of interest. One, which in Statkraft's documents went under the cover
name “Catfish” was soon put to one side, because, among other things, it would have
been difficult to “sell” the main owner to Statkraft’s owner in Norway. Already after
introductory talks, it became clear that this owner would demand strong influence,
as stated in a memo about this matter.”® Far greater hopes were pinned on the other
Nordic company, which was given the cover name “Lion,” a company with a mix of
public and private owners, which in value and size was to Statkraft. In recent years,
the company had distinguished itself through its rather bold investments abroad.
The starting-point for initiating talks with this company was to establish a dominant
Nordic-based energy group with a European focus. Conversations were most active
in 2001, and in the autumn of this same year, an understanding had been negotiated
that clarified several of the most complicated aspects of a prospective merger. On
several points, however, there was still some distance between the parties. This
related first and foremost to the respective owners’ influence. At Statkraft, it was esti-
mated a Norwegian share of the merged company would be around 45 per cent,
which would give Statkraft a strong position. The largest stakeholder in the other
party stipulated a requirement, however, concerning the limitation of the individual
owner’s influence that was well below this share, which would have meant that Stat-
kraft’s influence would be much less than its ownership share. In a legal opinion on
this point, it is stated that the Norwegian state would end up in the back seat, should
such a provision be included.? In this opinion, it was also assumed that there would
be little political interest in placing Statkraft in a new international company where
the Norwegian state had no rigorous control.”” Added to this was the fact that the
question of the location of the merged company’s head office remained unresolved.
In this respect, too, seen from a Norwegian political vantage point, there was only
one alternative. Even though great hopes were pinned on this alternative and a lot of
work had gone into it, interest in this project therefore petered out.

In 2002, negotiations were initiated with a third Nordic company, a company that

produced considerable amounts of hydropower but was also involved in oil produc-
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tion and industry. The starting-point for this constellation, which went under the
name “Ohm,” was to merge Statkraft’s assets with the other party’s power generation
activities along with gas operations “from wellhead downwards”* The stated vision
was to create an integrated energy company with European clout. The rationale,
besides growing on the production side, was to prepare for a situation where there
would be closer integration between the power and gas markets in Europe. At the
beginning of the new millennium, it was commonly held that natural gas would
come to play a far more important role in European power generation, since this was
a more environmentally friendly form of energy than coal,”” and that this would lead
to the two markets converging.” In the opinion of Statkraft, being involved in both
areas would therefore provide a large market-based advantage.

Negotiations on the Ohm project continued with varying intensity throughout
most of 2003, and resulted in agreement in a number of key areas. This alternative
too presented considerable challenges, however. The largest of these was the parties’
widely differing assessments of the value of Statkraft, which would naturally have a
great bearing on how the two companies’ equity positions would be in the event of a
merger. In turn, these issues would most probably have a bearing on the attitudes of
Norway’s politicians. A lower value would mean less direct state influence and con-
trol, and in respect of all Statkraft business, this would be a sensitive matter. In any
case, the Ohm project did not get as far as a formal presentation being made to Stat-
kraft’s owner either. The project stranded primarily due to the discrepancy between
valuations, and in the autumn of 2003 discussions were therefore halted.*!

The year 2003 was also the year when Statkraft entered into one of its greatest,
and some feel, astounding, acquisition projects — “Project V. Earlier this year, it
became clear that E.ON, as a consequence of its merger with Ruhrgas, would have to
rid itself of some of its gas-related assets in Germany, and the company chose, among
other things, to sell its assets in the two companies VNG and EWE. VNG was
involved in the transportation and distribution of gas in former East Germany, while
EWE’s core operations related to the distribution of gas and electricity on the
north-western part of the country, of which the lion’s share was purchased from
E.ON. Statkraft showed interest in acquiring the stakes in these companies (27.4 per
cent in EWE and 42.1 per cent in VNG) and in due time presented a total indicative
offer of just over NOK 13 billion.* Statkraft’s bid gave the company status as one of a
small bunch of preferred buyers.*

The strategic justification for ownership of these companies was not that obvious.
Statkraft’s experience of gas was limited to a certain amount of gas trading at its trad-
ing offices in Amsterdam and Diisseldorf. The operation of major transportation and
distribution systems was also something else. And even though gas power would

probably come to play a greater role in the generation of power, the synergies between
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Statkraft’s trading operations expanded
strongly shortly after the turn of the
millennium. Operations gradually gravitated
towards Germany and the Diisseldorf office.
This picture shows the management of
Statkraft Markets GmbH. From left: Carsten
Poppinga, Jiirgen Tzschoppe, Torsten
Amelung, Stef Peters and Stefan-Jorg Gobel.
Peters had been part of operations almost
since a trading office was established in
Amsterdam in 1998. Tzschoppe and Gobel,
and others, had a background from Enron’s
trading activities in Europe. When the
American company was scandalised and
went into receivership in late 2001, Stat-
kraft’s trading offices managed to secure
talented people who were looking for new
opportunities.
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gas power production and gas distribution were essentially limited. Statkraft had no
specific plans to establish itself as a gas power generator in Germany either. This par-
ticular case is somewhat more understandable if we choose to see it in context with
the Ohm project, since it would then include upstream gas production. The other
party in the Ohm project was already supplying gas to the German market. In the
early assessments, it was said that Statkraft alone would not have a sufficiently strong
strategic rationale to buy a share of the German companies, and that the industrial
justification would have “to be seen in context with the Ohm project.* Nevertheless,
Statkraft continued to work on Project V even after Ohm was shelved. And in Octo-
ber 2003 at a meeting with the Norwegian Ministry of Industry and Trade, when
Statkraft’s management spoke about Ohm and Project V, the ministry learned that
Ohm had been put on hold while Project V continued unabated and was considered
a “rare opportunity both strategically and in terms of wealth creation*

There is little doubt that the industrial and strategic rationale behind Project V
was somewhat more unclear than in these merger cases. For this reason, opinion in
group management was more divided in this instance than in the aforementioned
projects.*® It is interesting in this context that the German authorities too were uncer-

tain about Statkrafts strategic rationale. There was concern that the new owner
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would have to have sufficient financial, industrial and expert strength to develop
these companies (particularly VNG) as genuine competitors to E.ON/Ruhrgas, and
Statkraft did not immediately strike the Germans as being such an owner.”

There is reason to believe that Project V was at least to some extent opportunisti-
cally motivated. Christian Rynning-Tennesen, who was one of the most active driv-
ing forces in respect of this matter, points in retrospect, among other things, to the
fact that the price of the VNG shareholding was felt to be low, and that this was a key
element of the assessments.* It was simply seen as an opportunity to purchase some-
thing at a low price. Rynning-Tennesen also claims that a purchase would absolutely
be fair and genuine had not the other owners of the two companies, and particular
the owners of VNG, attached so much importance to maintaining control. Through
existing shareholder agreements, these owners had the opportunity to retain consid-
erable control with the companies, so considerably that they in principle could pre-
vent Statkraft from gaining industrial influence.”” The immediate reason why the
project was shelved was given by E.ON, however. Just before Christmas 2003, it
became known that E.ON had negotiated agreements for the sale to German inves-
tors, in the opinion of Statkraft’s management apparently because there was a wish in
Germany to find a national solution.*’

It is of course impossible to know what would have happened had Statkraft been
given a genuine opportunity to acquire stakes in EWE and VNG. One wonders
whether it would have been feasible to obtain the desired influence and the blessing
of the German authorities. Had Statkraft been given this opportunity and had cho-
sen to acquire a stake, the company would undoubtedly have developed differently.
According to Rynning-Tennesen, it is likely that Statkraft would then have shifted its
focus even more towards the gas segment on the continent than was actually the
case.*’ Given the way the gas market developed afterwards, it is perhaps just as well
that this did not happen. Another thing is that the plan was to fund the acquisition
of EWE and VNG through the sale of a share of Statkraft’s stake in Sydkraft to E.ON.
This would have had major consequences. In doing so, it would not have been pos-
sible to develop the value of this shareholding, and the especially important barter
transaction with E.ON in 2008 would naturally enough never had happened. As we
will see in the next chapter, this deal was particularly lucrative for Statkraft. An
important basis for this increase in value, and for the barter transaction that took
place in 2008, was otherwise laid in 2003.

CABLE PROBLEMS
One international initiative during this period led to something tangible, namely the
acquisition of part of the hydropower resources belonging to the Swedish company

Graninge. In 2005, Statkraft acquired from this company a full 20 hydropower plants
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in Sweden and four in Finland. This acquisition gave Statkraft a valuable position in
the Swedish market, and was, seen from the outside, really quite surprising. It was
not an everyday occurrence to see hydropower resources on sale; in fact, this hardly
ever happened. Then again, the circumstances surrounding this deal were not nor-
mal either. In reality, Statkraft’s acquisition of Graninge was the result of a long chain
of events that, if we stretch the causal connections slightly, began already in 1993.
Further, the purchase was only one tiny piece in a far bigger jigsaw puzzle where Stat-
kraft’s ownership of Sydkraft and Statkraft’s relationship with the German company
PreussenElektra helped make up the big picture. In fact, the Graninge acquisition
was only a small twig in the nest that Statkraft had already been feathering for several
years. So let us begin with the nest itself.

In the space of several months before and after New Year 2001, two very import-
ant things occurred in the relationship between Statkraft and its old ally Preussen-
Elektra, or E.ON, as the company was called after 2000.** The first incident took place
in the autumn of 2000, when Statkraft was notified from Diisseldorf that E.ON
wished to drop the so-called Viking Cable agreement - the long-term agreement
from 1993 regarding power exchange and exports as explained in Chapter 2. Subse-
quently, in January 2001, E.ON acquired additional shares in Sydkraft, bringing its
stake to more than 40 per cent of voting capital. Under Swedish company law, the
Germans were then obliged to offer to purchase all the remaining shares in the com-
pany. E.ON offered a good price, most shareholders chose to sell their shares, and in
the spring of 2001 E.ON share of the voting capital had risen to 71 per cent. Both of
these matters were serious for Statkraft.

The reason why E.ON’s wanted to pull out of Viking Cable was that following
liberalisation in Germany, the agreement had begun to make very little business
sense. Liberalisation had led to a surplus of power and falling electricity prices,
which had completely undermined the project’s economy, though only on the Ger-
man side. For Statkraft, which had entered into the agreement within the Norwegian
market-based framework, the agreement was still profitable. For this reason, resolv-
ing this issue was no simple matter.

Sydkraft represented a far greater dilemma, however, affecting as it did the fate of
Statkraft’s entire involvement in this project. What was Statkraft to do after E.ON had
attained a completely dominating position? This question was particularly difficult
since E.ON, which after triggering its obligation to make an offer to buy all shares in
January 2001, elected to offer to buy all the remaining shares at a considerable pre-
mium. It was thus possible for Statkraft at this point to sell its entire shareholding at
a good price. There were plenty of indications that this would be a good thing to do.
Since E.ON had become so dominant, Statkraft’s shareholding would hardly be
attractive to anyone besides E.ON in the future. In other words, Statkraft could risk
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ending up with a considerable minority shareholding, without being able to wield
much influence, and with only one potential buyer who would hardly be interested
in paying a high price. Many people at Statkraft were convinced that the only right
thing to do would be to sell. Nevertheless, some people were not as clear in their view.
Among this latter group were also Lars Thulin, Christian Rynning-Tennesen and the
company’s new and pronounced board chairman, Terje Vareberg, i.e. people who
were not entirely without significance. Their reticence was partly due to a fundamen-
tal reluctance to lose the only real lead they had to the outside world. At the same
time, they also had a strategy to secure their assets in Sydkraft. Statkraft was not at
the complete mercy of the Germans. E.ON also had a lot to worry about, including
an obligation to lay a highly unprofitable undersea cable to Norway. For Statkraft, it
would prove to be particularly expedient that these two issues occurred concur-

rently.

FROM VIKING CABLE TO SYDKRAFT AGREEMENT

Already in the spring of 2000, the sentiment at Statkraft was that things were slowing
down on the other side regarding Viking Cable. The deadline for beginning work on
laying the cable was drawing near but the Germans appeared to be in no hurry. Then,
in the autumn that same year, notice was given that E.ON wished to drop the entire
project. As mentioned earlier, this project was still important to Statkraft, and since
the contract was absolutely clear, the company’s attitude was that “Ein Deal ist ein
Deal” Therefore, tough negotiations were called for, and, if necessary, a court settle-
ment.

Behind closed doors, however, one felt absolutely sure that E.ON could be forced
to implement the agreement. As stated previously, E.ON’s reason for cancelling was
that liberalisation of the market in Germany had completely changed the fundamen-
tal conditions, and such changes were not something the company could have fore-
seen in 1993. E.ON therefore felt that this constituted a force majeure situation, and
that the agreement allowed for termination in such special and unforeseen circum-
stances. The agreement also opened for arbitration if the parties were in dispute,
which is where the greatest challenge lay. At Statkraft, one was far from certain about
the outcome of such arbitration. In reviewing the case, Statkraft’s general counsel
Kjell Haagensen pointed out that it was difficult to predict the outcome of arbitration
cases in general. But — and this was perhaps the most important thing - Haagensen
was also not convinced that the Germans did not want the case to be brought before
an arbitration tribunal. This opinion was listened to, not least because Haagensen
had chaired negotiations with E.ON and was acquainted with this matter and the
surrounding circumstances. For this reason, it was decided early on to steer clear of

the courts and accept termination of the agreement. E.ON would nevertheless have
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In the summer of 2004, Arvid Grundekjon
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to compensate Statkraft for losses incurred, and the Norwegians decided to squeeze
every last drop out of the lemon.

Proper negotiations regarding termination of the agreement and the process of
compensation first began in the spring the year after. In the meantime, however, Stat-
kraft’s management had been saddled with the Sydkraft issue too, which resulted in
a considerable change in the balance of power between the two parties. Now, it was
no longer the case that Statkraft was on to a good thing while E.ON was in bad posi-
tion. Instead, both parties had one good case and one bad one. E.ON’s representa-
tives had the following to say about the situation at hand: “In Viking Cable we are in
a bad position. In Sydkraft we are in a good position.” For Statkraft, the opposite was
true.

At Statkraft, these two issues were quickly lumped together. After some rather
tough rounds of negotiations regarding the size of the compensation, which finally
ended up at NOK 2.4 billion, the parties began to devise what form the settlement
should take. Statkraft’s objective in this context was to get as much as possible out of
the settlement in the form of assets and as little as possible in cash. E.ON largely
accepted this demand. In the final settlement package, which was ready in the early
summer of 2001, “only” NOK 0.7 billion was payable in cash, while the remainder
would be settled in assets. Statkraft would take over E.ON’s one-third stake in the
Baltic Cable, an undersea cable in the Baltic Sea linking the Swedish and German
electrical power systems, in which Vattenfall and Sydkraft owned the remaining two-
thirds. Statkraft considered Baltic Cable to be small consolation for the loss of the
Viking Cable. The value of this element was set at approximately NOK 200 million.
Aswell, Statkraft would acquire from E.ON 17 million category A shares in Sydkraft,
which would increase Statkraft’s share of voting capital in the Swedish company from
29 to almost 45 per cent, and reduce E.ON’s stake to 55 per cent. This shareholding
was to be acquired with a discount corresponding to approximately NOK 1 billion,
which tallied perfectly with the sum of compensation set in the settlement agree-
ment.

The Sydkraft element of the settlement, however, was composed of a much more
comprehensive arrangement, and one with which Statkraft could be particularly
pleased. During negotiations, Statkraft had achieved acceptance for an option agree-
ment with E.ON guaranteeing a good value for its entire stake in Sydkraft for a longer
period of time. Specifically, this agreement entailed that E.ON undertook to pur-
chase Statkraft’s entire shareholding, if and when Statkraft wished to sell up. This
obligation would apply until the end of 2005. E.ON also undertook to pay the same
share price that the company had offered in connection with the obligation to make
an offer earlier the same year, and which was therefore considered to be extremely

good. In reality, this meant that Statkraft could retain its shareholding in Sydkraft for



STATKRAFT IN A LIBERALISED AND CLIMATE-FOCUSED EUROPE

more than four years without worrying whether the value of its stake would fall. At
the same time, the agreement would provide great flexibility in the sense that Stat-
kraft would be able to cash in huge values at any time. Given the price agreed upon
in the option, NOK 240 per share, Statkraft had essentially been granted a deposit
account with E.ON totalling almost NOK 20 billion.

The most important thing about the option agreement was that it gave Statkraft
some much-needed breathing space. Statkraft would not be able to remain involved
in Sydkraft without running the risk of ending up in a deadlocked position, and so
long as there were no other or better properties to invest in, it was better to retain a
valuable and risk-free shareholding than to be stuck with a sack full of money.
Furthermore, this option eased the minds of those who felt that Statkraft would have
to sell while it had an opportunity to get out on guaranteed terms. For Statkraft, this
obligation to make an offer was to all intents and purposes extended right up until
the end of 2005.

At first glance, Statkraft appeared to have been presented with quite a golden egg,
which raises one essential question to which the written sources provide no good
answer: Why on Earth did E.ON agree to obligate itself in this way? This is an inter-
esting question for several reasons. The Germans did not need to accept Statkrafts
demands for an option, and given the fact that they clearly wanted full control of
Sydkraft, why would they actively pave the way so that Statkraft could continue to be
a major owner of the company?

Several of the individuals who took part in negotiations on behalf of Statkraft feel
that E.ON actually wanted Statkraft to retain its stake in Sydkraft. The reason is that
the Germans wanted to maintain their connection to Statkraft, and that joint owner-
ship of Sydkraft was one way of achieving this after the Viking Cable agreement had
broken down. It was claimed that this connection was important because having a
strong partner in Norway, for example, could be valuable if hydropower legislation
ever looked like it might be liberalised. As mentioned earlier, at the beginning of the
new millennium, this was not a completely mindless notion. In such a perspective,
the option represented a strategic swap in return for relationship capital.

Hans-Dieter Harig, E.ON’s CEO at the time, confirms in retrospect that the Stat-
kraft relationship was important and formed part of the overall assessment.* Never-
theless, he attaches greater importance in fact to the gentleman’s agreement he and
Thulin had entered into in 1997. This was only a verbal agreement between the two
CEOs regarding the division of power in Sydkraft. In Hannover, it was noted that
Statkraft had stood by this agreement even in situations where the company seem-
ingly had an opportunity to attain a stronger position in the Swedish company.
Among other things, PreussenElektra was checkmated in Sydkraft at the end of the
1990s due to HEW’s involvement and the ensuing ban on further acquisitions
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imposed on the company by the German competition authorities. At the time, Stat-
kraft found itself in a position where it could have acquired a larger stake in Sydkraft
without competition from the German co-owner, but it chose not to do so. In 2001,
it was therefore payback time, according to Harig. If this is correct, it provides a fas-
cinating expression of the strength of the relationship between Harig and Thulin. Let
us leave to one side the fact that on several occasions during this period Statkraft
actually considered taking a majority stake in Sydkraft. The obstacle to doing so was
not PreussenElektra, however; it was actually Statkraft’s owner. In any case, Statkraft
had a sound platform on which to continue building a stake in Sydkraft, and 2003

was the time to continue developing this platform.

GERMAN CONFUSION
Just after New Year 2003, Mikkelsen received a telephone call from E.ON’s CEO
Hans-Dieter Harig. E.ON was in a tight spot and required Statkraft’s assistance. The
situation was as follows: Since 2001, E.ON’s goal had been to acquire Ruhrgas, Ger-
many’s dominant gas company. These plans had given rise to powerful protests from
other companies operating in the German energy market. They objected to the fact
that a merged E.ON-Ruhrgas would become far too powerful in the Central Euro-
pean power and gas market. This opinion was supported by the German competition
authorities, and the merger had therefore received the thumbs down from those
quarters. Admittedly, the federal government had later overruled the competition
authorities and given the merger the go-ahead. Gerhard Schroder’s social demo-
cratic government felt it was of great national importance that Germany had a strong
energy company, a national champion, in an increasingly liberalised European
energy market.* This matter had not been finally decided, however, since a case
could still be brought before a court of law. In the autumn of 2002, nine energy and
trading companies in the German market sued E.ON (Statkraft, represented by its
trading office at in Diisseldorf, was not one of the nine plaintiffs, even though such
an action is alleged to have had been considered).* In order to avoid a lengthy legal
process with an uncertain outcome, E.ON had then used a variety of bargaining
chips in an attempt to reach a solution with the plaintiffs, finally succeeding with all
but one of the parties. E.ON’s Achilles heel was the Finnish company Fortum, which
made demands that E.ON found difficult to fulfil, unless Statkraft also played along.
In order to withdraw the lawsuit, Fortum demanded that it take over consider-
able assets belonging to Sydkraft in Norway. As mentioned previously, the Finnish
company had quite an aggressive focus on the Norwegian market during this period,
and clearly wished to exploit E.ON’s problem in order to strengthen its own position
— perhaps too they wished to rid themselves of a challenger. The Finns laid claim to

one company that was wholly owned by Sydkraft - @stfold Energi - as well as
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shareholdings in two other companies: Fredrikstad Energiverk and Hafslund ASA.*
At E.ON, there was a willingness to accept this demand. The problem was, however,
that the Germans, even though they had a majority shareholding, were unable to do
anything at all in a company where another shareholder held a significant stake. A
majority shareholder of a limited liability company could not freely compel that
company to sell its assets. Furthermore, Sweden’s company law provided especially
strong protection for minority shareholders. Finally, in order to avoid any legal dis-
putes after the event, the Finns apparently demanded that Statkraft accept such a
solution.

The gut reaction at Statkraft was a desire to help an old ally. In a report concern-
ing this matter, a great deal of importance was attached to the company’s “good rela-
tionship with E.ON,” and that it was right to “help E.ON in a difficult and tough
situation.”*® At the same time, there was, naturally, concern that the value of Sydkraft
should not be negatively affected. Relationship costs were also at risk here. Among
other things, Statkraft had spent a lot of time building good links to one of the com-
panies that might end up being sold. The E.ON relationship, to which Mikkelsen had
devoted a great deal of effort in cultivating, was nevertheless felt to be most import-
ant.® If Statkraft was to be the little stroke that felled the Ruhrgas merger, there was
no doubt that this would put the alliance to a tough test, and it was therefore decided
to accept the solution. In business, however, everything has its price, even good
alliances. This situation gave Statkraft scope to demand favours in return, and this
was not an opportunity that Statkraft would let slip.

E.ON urgently wanted to clarify this matter, and for this reason a number of
things happened very quickly. Rynning-Tennesen, together with strategy manager
Stein Dale, Finn Fossanger and a number of others were given responsibility for
devising a suitable consideration for the support Statkraft had given, and this is
where the Sydkraft option was quickly raised as a trump card. The option was con-
sidered to be extremely important, and Statkraft therefore agreed to demand a two-
year extension on this option, until the end of 2007. In addition, Statkraft would be
granted certain additional benefits in connection with any realisation.” After several
hectic meetings, which essentially took place at Kastrup Airport in Copenhagen,
E.ON accepted this demand.

Then, just before the matter came up for discussion by Sydkraft’s board of direc-
tors in March 2003, an idea was presented that would later be termed the “napkin
agreement,” which brings us back to where we began this chapter - Statkrafts pur-
chase of hydropower plants from the Swedish company Graninge in 2005. Statkraft
was always open to purchasing hydropower resources, but at the beginning of the
new millennium, there was only one company in the Nordic region with significant

hydropower resources that could conceivably be put on sale, namely Graninge in



STATKRAFT IN A LIBERALISED AND CLIMATE-FOCUSED EUROPE

northern Sweden. The French company EdF and Sweden’s Sydkraft each owned a
little more than 36 per cent, while the remaining shares were essentially held by the
plant owner, the Nordin family, who had previously dominated the company. The
indications were, however, that the French were in the process of pulling out of the
Nordic region, which meant Statkraft could possibly get its hands on these hydro-
power resources. As mentioned above, Sydkraft also held a stake in Graninge, and
Sydkraft was a clear candidate to acquire more of Graninge. In any competition for
shareholdings, however, Statkraft would very likely encounter problems matching a
coordinated effort on the part of Sydkraft/E.ON. This was one scenario that had been
envisaged for quite some time. Right before it concluded discussions with E.ON,
Statkraft therefore presented a demand that would secure the company an opportu-
nity to help itself to a piece of the Graninge cake. Specifically, it demanded an agree-
ment stating that if Sydkraft or Statkraft gained control of the company, that party
would have to sell half its hydropower portfolio to the other party. This obligation
would go both ways, but it was clearly most valuable to Statkraft. E.ON accepted this
demand, by sending a coarse-grained fax from Diisseldorf to Lysaker the evening
before Sydkraft’s board of directors was due to discuss the sale to Fortum, and that is
why this undertaking bears the name the Napkin Agreement.

Both the extension of the Sydkraft option and the Graninge
agreement would turn out to be highly beneficial. The extension
of the Sydkraft option meant that Statkraft could keep hold of its
shareholding in the Swedish company for some time to come.
This would later prove to be extremely favourable, since the
value of Sydkraft rose considerably, particularly from 2005. It is
not inconceivable that Statkraft would have exercised its option
had this extension not been negotiated. The two extra years gave
Statkraft an opportunity to reap considerable benefits during
these years. We will return to this matter in greater detail in the
next chapter.

The Graninge agreement too proved to be highly favourable.
Only months after the agreement had been entered into, both
EdF and the Nordin family declared that their shares were for
sale. Both Statkraft and Sydkraft submitted bids. Not surpris-
ingly, Sydkraft’s bids were accepted and Sydkraft acquired con-
trol of these shares. In doing so, Sydkraft became sole owner of
the company, and in 2003-2004 Graninge was integrated into
Sydkraft. As a consequence of the Napkin Agreement, Syd-
kraft/E.ON was in turn obliged to transfer half of Graninge’s

hydropower resources to Statkraft. Quite shortly after the acqui-
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sition, negotiations regarding division of hydropower resources therefore began.
These negotiations proved to be extremely tough and lengthy, due, among other
things, to the difference of opinion in Statkraft and E.ON as to how the value of the
hydropower plants should be determined. The transaction did not therefore take
place until the autumn of 2005. Specifically, Statkraft took over 20 hydropower plants
in Sweden and four in Finland with a total annual production of approximately 1.6
TWh. In selecting these resources, Statkraft attached importance to geographical
dispersion. It was an important goal for the company to have power plants in as
many watercourses as possible in Sweden, in order to gain the best possible access to
information about generation of electricity in the Swedish hydropower system.
According to Swedish legislation, owners of hydropower resources were entitled to
information about catchment and reservoir conditions along the entire watercourse.
Statkraft’s goal was to integrate this information into the company’s analytical and
model tool for the Nordic market.

EXPANSION, INTERNATIONALISATION AND OWNERSHIP
Realising the company’s emerging ambition for growth after the turn of the new mil-
lennium was conditional on several circumstances. Access to investment opportuni-
ties, as we have seen, was one crucial factor. Growth also requires capital, however,
and in the following we will take a closer look at the company’s capital situation. In
parallel with Statkraft’s increasing ambition for growth, there was growing uncer-
tainty about the company’s access to capital — an uncertainty that at least in part was
linked to changes in the political balance of power during this period.

State ownership had yielded considerable advantages in the 1990s. Since Statkraft
was a state enterprise, the Norwegian state guaranteed all the company’s liabilities.
Moreover, with the affluent Norwegian state backing it, the company enjoyed an
extremely high credit rating, which in turn meant favourable loans in the capital
markets. In addition, the state had at times supplied the company with considerable
amounts of equity, as we mentioned in Chapter 4. Although the company also sup-
plied the state with considerable capital, through high dividend payments, injections
of equity had more than weighed up for these dividend payments.

After the year 2000, the capital situation became more complicated, however, due
to some extent to circumstances over which Norway had no control. In 2001, the
Norwegian authorities were notified by the EFTA Surveillance Authority (ESA) - the
European Union’s surveillance body for EEA countries - that state guarantees were
considered to distort competition, and were therefore in breach of the EEA Agree-
ment. This was a serious matter for Statkraft, which had undoubtedly benefited from
the scheme. In 2002, Statkraft had the highest possible credit rating — a Triple A
rating - from international credit rating agencies, and the company therefore ranked
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among the elite in the European energy industry as far as financial strength was con-
cerned.! This position meant less expensive credit, but was also important because
Statkraft then appeared to be an extremely attractive company, which of course proved
very valuable in negotiations on mergers, partnership agreements and acquisiti-
ons. According to Statkraft, losing the state guarantee would lead to a significant
reduction in the company’s official credit rating. Based on the credit rating agencies’
normal assessment criteria, which essentially compared debt and interest obligations
with operating revenues, Statkraft, in its own estimation, risked falling considerably
down the credit rating scale, possibly down to a BB rating, corresponding to “non-
investment grade” or, to put it bluntly, no creditworthiness.” Although it was believed
that state ownership would still be a positive factor in the agencies” assessments,
it was still felt the company could end up with a BBB rating, the lowest category of
creditworthiness. In the company’s own opinion, this would have lead to increased
capital costs and reduced market value, among other things. According to the same
estimates, maintaining an acceptable credit rating would require more than NOK
20 billion in new equity.’

This was the simple message Statkraft gave its owner in the autumn of 2002. By
this time, Jens Stoltenberg’s Labour government had been replaced by the Bondevik
IT government, which consisted of an alliance between the Christian Democratic
Party, the Liberal Party and the Conservative Party, the latter of which was by far the
most dominant party. Not wishing to battle against the ESA on the matter of state
guarantees, the Bondevik IT government decided to dismantle this scheme early in
2003.

Statkraft had cause for concern over this decision. The Bondevik government had
indicated that it essentially did not wish to supply the company with more equity
either. Among other things, this attitude had been set forth in a government white
paper Et mindre og bedre statlig eierskap [Smaller and better state ownership],* pub-
lished in the spring of 2002. Furthermore, it gradually became clear that the govern-
ment intended to follow up this line of thinking, also after the matter of dismantling
state guarantees had been tabled. Right at the end of 2002, Statkraft asked the Nor-
wegian state for an equity increase of NOK 12 billion. The application made refe-
rence to the company’s increased ambition for growth and to the need to improve its
financial situation as a consequence of the dismantling of the guarantee scheme. Six
months after the application had been lodged, however, the Ministry of Industry and
Trade (which was now responsible for Statkraft) had yet to respond.

Responses to applications for capital increases had taken their time before. Fur-
thermore, the Bondevik IT government had its reasons for waiting. In the government
white paper on state ownership, the government had indicated that it wished to list

Statkraft on the stock exchange and then partially privatise the company, and for this
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reason it was understandable that they chose to sit on the fence. Statkraft found it
difficult to wait for time-consuming political processes to run their course, however,
and this gave rise to a certain amount of frustration. This disappointment was also
expressed publically, primarily through board chairman Terje Varebergs more or
less open criticism of the company’s owner for delaying clarification of the applica-
tion for additional capital.® In combination with high dividend payments, Vareberg
felt that Statkraft in this situation was in reality being prevented from following up
on the company’s international strategy.

This matter also caused considerable conflict in the Storting, with the Labour
Party being the most vociferous critic of the government’s policy. In the early sum-
mer 0of 2003, a handful of representatives from the party’s parliamentary group tabled
a proposal to grant NOK 10 billion to Statkraft.® Admittedly, this proposal was pri-
marily linked to a Norwegian issue, Oslo Municipality’s plans to sell its shareholding
in the energy company Hafslund. This matter triggered demands from many quar-
ters to keep the company in Norwegian hands, and Statkraft was probably the only
company that could compete with any foreign players. For this reason, it was felt it
was important to strengthen the company’s capital base. The Labour Party was not
alone in having such a view, and in June 2003, just before the Storting’s summer
recess, the Labour Party joined forces with the Socialist Left and the Progress Party
to gain a majority in the Storting.

The government took up this matter again in the autumn, in connection with its
proposed National Budget for 2004, and chose to drop Statkraft’s capital increase.
The reason it gave was that Oslo Municipality had since changed its mind in the Haf-
slund matter and had decided not to sell its shareholding. For this reason, the govern-
ment argued, one significant precondition for the majority decision by the Storting
had been removed. In the wake of this, a new political battle emerged that finally
ended in a compromise. At a meeting behind closed doors at the beginning of 2003,
the leaders of the opposition parties pressured prime minister Kjell Magne Bondevik
personally to grant a capital increase to Statkraft.” This compromise consisted of
reducing the capital increase to NOK 4 billion. The opposition parties’ decision to
reduce this amount so significantly was due to two circumstances in particular. First,
this matter was no longer as important for the opposition after the Hafslund matter
had lost its significance. Second, for the Labour Party, it was also important that in
connection with discussions concerning the National Budget earlier that autumn, a
collaborative agreement had been entered into with the government that largely
bound the party. For this reason, the capital issue was affected considerably by
various political considerations that had nothing to do with Statkraft in isolation.

The point of highlighting the situation in the period between 2002 and 2004 is to
shed light on the somewhat difficult sides of ownership, seen from the point of view
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of company management. As we have seen in this chapter, the company’s ambitions
for international growth were high in this period in particular. For this reason, Stat-
kraft was also more dependent on its owner’s support for its strategy, in financial
terms as well. Such support was only partially forthcoming and, seen from the
government’s vantage point, it was given reluctantly too. As such, the situation in this
period illustrates the point highlighted in Chapter 1: On the whole, political support
for the company was not very strong, particularly perhaps as regards the company’s
international growth strategy.

At the same time, it would be wrong to say that Statkraft's owner was the reason
why few of the company’s international initiatives were unsuccessful during this
period. Perhaps it was just as much due to a lack of very good investment opportuni-
ties. The company had one major source of capital it could have used had it really
wanted to do so - its shareholding in Sydkraft. Because Statkraft had negotiated a
sales option with E.ON in 2001, it had in reality a bank account containing NOK 18
billion that could be realised if other investment opportunities were to appear.
Among other things, the intention was to finance the planned acquisition of the Ger-
man companies EWE and VNG in 2003 through sale of the company’s Sydkraft
shares. In hindsight, it was probably best that this did not go ahead. It was not the
lack of capital that stopped the acquisition of these companies, however, rather it was
due to circumstances outside the control of both Statkraft and its owner.
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Windmill sunrise. Pictured is the Sheringham Shoal wind farm - owned by Statkraft and the
Norwegian oil company Statoil - in the sea off the east coast of the UK. Since the turn of the
millennium, wind power has contributed significantly to the increase in renewable energy
production. Wind power is land-intensive, however, and for this reason, offshore wind farms
have increasingly become the preferred form of wind farm. Through the Sheringham Shoal
project, Statkraft and Statoil have combined their companies’ expertise within the fields of

power markets and offshore operations.
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CHAPTER 6

A new strategy for growth

n the spring of 2005, Statkraft resolved to build two gas-fired power plants in
Germany: Knapsack, an 800 MW facility outside Koln, and Herdecke, a
400 MW plant south of Dortmund. Statkraft would build and own Knapsack
on its own, while Herdecke would be a collaborative project with the German
company Mark-E. The start-up of both of these plants, which would take place
around two years later, in the autumn of 2007, would be celebrated as a milestone. In
Europe, Statkraft had so far only generated electricity in the Nordic region. Now the
company was seriously positioning itself on the continent, and its objective was for
further developments. As the first decade of the new millennium progressed, and as
a consequence of the breakthrough in climate policy, many people felt that gas power
would play a very key role as a transitional solution on the road towards a renewable
society. Gas power is far cleaner than coal-fired power, and the feeling was therefore
that gas should replace coal until renewable forms of energy could take over com-
pletely from carbon-based power generation.!
Involvement in German gas power marked a change in Statkraft’s growth strategy.
It was one thing that a green company like Statkraft had become involved in power
generation using fossil resources, even though gas power in a European context
could be justified in terms of climate policy. Nevertheless, ownership and involve-
ment in German gas-fired power plants was also an expression of a new way of
expanding that would become dominant over the next decade. In the previous chap-
ter, we saw that in the period between 2000 and 2005 Statkraft’s ambition was to grow
through mergers and acquisitions. From around 2005, the company began to focus
more on organic growth, meaning the development of production under its own
auspices. Even though this shift in direction was not the result of a formal and con-
sistent change in strategy, mergers and acquisitions were hardly mentioned after
2005. At the same time, Statkraft began focusing aggressively on developing power
production around Europe. The gas-fired power plants in Germany were one
example of this focus. Statkraft also began to invest heavily in development of wind

power and hydropower.
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In this chapter, we will concentrate on Statkraft’s involvement in Europe in the
decade after 2005. In Chapter 7, we will look more closely at Statkraft’s operations in
the rest of the world during this same period, which have primarily occurred through
the company SN Power. SN Power was founded in 2002 to operate hydropower
developments in emerging economies, continuing the efforts initiated in the 1990s
with projects in Laos and Nepal (see Chapter 3). The creation of SN Power, however,
meant that Statkraft’s operations outside Europe got a far more central place in the
company’s strategy. We have chosen to mention SN Power already at this point since
Statkraft’s initiatives both in Europe and elsewhere in the world have in recent years
converged into one common strategy — that of being an international developer of
renewable energy. This development too should largely be understood in the light of
two major trends: the global emergence of climate policy, and the economic growth
and growth in demand for electricity that has occurred most strongly over the last
decade on the outer reaches of Europe and elsewhere.

One event during the period after 2005 stands out in respect of Statkraft’s inter-
national involvement though, namely the major swap that took place with E.ON in
2008 when Statkraft sold its much discussed shareholding in E.ON Sverige (formerly
Sydkraft) to the German company. In return, Statkraft acquired assets in the Nordic
region and in Europe with a total value of more than NOK 44 billion. Besides the fact
that the price paid for the Sydkraft shares was particularly good, this trade-off meant
that Statkraft gained direct ownership of considerably more power production
resources in Europe, particularly in Sweden and Germany, but also in the UK. The
E.ON transaction is the single most important event in Statkraft’s recent history. In

this chapter, we will therefore devote a good deal of attention to this transaction.

LIBERALISATION AND CLIMATE POLICY

Several factors lay behind the shift in focus from mergers and acquisitions to organic
growth in the period around 2005. This was partly an expression of a certain weari-
ness on the part of group management after the many demanding rounds of talks
and negotiations that for one reason or another had proved unsuccessful. It was dif-
ficult to find an owner that was suited to Statkraft’s needs and profile. Furthermore,
the company’s owner was no driving force in this respect — quite the reverse in fact.
It was also probably significant that director of finance and strategy Christian
Rynning-Tennesen resigned from his position in 2005, and that the company there-
fore lost what was perhaps its strongest motivator for mergers and acquisitions.?
Rynning-Tennesen, who had worked closely with the visionary and grand thinker
Lars Thulin throughout the 1990s, had played a key role in both the conceptualisa-
tion and operationalisation of the company’s strategy for mergers and acquisitions at

the beginning of the new millennium.
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Concerning a stronger orientation towards organic growth, it is also important,
however, to stress that the scope for such a strategy became greater with the passing
of time, as liberalisation really gained a foothold in the European countries. Estab-
lishing a presence as an independent power producer requires systems and regula-
tions that guarantee producers access to local and national transmission systems on
equal terms, which do not provide scope for the exercising of market power. Many
countries spent quite some time establishing such systems. This was true in particu-
lar of those countries where established companies retained ownership of the trans-
mission systems, and where the ownership structures were initially most centralised.’
By the middle of the first decade of the new millennium, however, most EU member
states had begun to put in place regulatory systems that ensured better market access
for new independent power producers. Particularly important was the European
Union’s introduction of the Second Electricity Directive in 2003, which imposed far
more stringent requirements on member states to introduce regulations that secured
competition.* At the same time, this directive meant that a lot of regulatory authority
was transferred from the national level to the EU level, which led to harmonisation
of the national regulatory regimes. This development was further strengthened by
the fact that the Federal Energy Regulatory Commission (FERC) developed at the
same time a standard market design intended to be a best practice for regulating
power systems.”

In other words, over time there was far more opportunity for the creation of inde-
pendent production units in the EU countries, for example, freestanding gas-fired
power plants in Germany. In the year 2000, such a facility would have been met with
great challenges in terms of access to transmission systems and market power, in
connection with shut-out mechanisms from established companies, and in accessing
customers and sales arenas. By 2005, most countries had introduced systems that
secured a reasonable degree of competition, including regulated access to transmis-
sion systems and organised marketplaces. In addition, a number of countries outside
the EU had gradually introduced such market-based regulatory systems. This was
true of most countries in Southeast Europe, where Statkraft had seriously begun to
become involved in the years around 2010. This development was a necessary pre-
condition for Statkraft’s increased focus on organic growth.

Climate policy was the second major force that helped shape Statkraft’s strategies
and development after 2005. As mentioned in the previous chapter, the origins of
burgeoning climate policies can be traced to the formation of the 1997 Kyoto Agree-
ment. In Europe, this agreement led to the introduction by both the European Union
and individual countries of a variety of measures to reduce greenhouse gas emis-
sions. It was not until the period after 2005, however, that climate policy seriously

began to have consequences, particularly for the energy sector.
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Increasingly more ambitious climate objectives and regulations were introduced
in the years leading up to 2010, driven in particular by the EU, which helped change
the entire sector’s development. One extremely important step was taken in 2007,
when the heads of the EU member states agreed that 20 per cent of the EU bloc’s total
power output should come from renewable energy sources by 2020. This resulted in
the introduction of the Renewables Directive in 2009, which stipulated individual
member states’ obligations.® The Renewables Directive has led to major changes in
energy policy in many countries, with the introduction of the Energiewende project
in Germany in 2010 as the most radical example. With this project, German politi-
cians set themselves the goal that 60 per cent of the country’s energy consumption
and 80 per cent of electricity production should come from renewables by 2050 (in
2010, the share of renewable energy in the largest EU country was barely seven per
cent). However, most other countries began from around the mid-2000s to intro-
duce even more ambitious objectives and aggressive instruments to entice the energy
systems over to renewable energy sources such as wind, solar power and other “new”
renewable sources of energy. Countries on the outer reaches of Europe, including
some of the Balkan states and Turkey, have also introduced climate-based incentive
schemes for the development of hydropower.

One important feature of developments after 2005 was that many countries out-
side of the western world began to encourage the development of renewable energy.
As we will see in our review in the next chapter, this trend coincided with a consid-
erable increase in economic growth in many developing countries and emerging
economies in the first decade of the new millennium, and therefore also an increase
in the need for electricity. The consequence of these developmental features is,
among other things, that the development of hydropower has become far more
attractive. Hydropower is one of the renewable source of energy in the world with the
greatest potential, and plenty of the world’s unutilised hydropower resources lie pre-
cisely in those countries in Asia, Latin America and Africa that have experienced the
greatest economic growth.”

The other side of climate policy and focus on renewables is that the production of
electricity from fossil-based resources has become far less attractive. This is particu-
larly true of Europe, where the introduction of increasingly more lucrative incentive
schemes for renewable energy production together with increased carbon taxation
has led to strong competition and the ousting of fossil production. Coal-fired power
has admittedly maintained a lot of its profitability owing to a dramatic fall in coal
prices, especially after around 2010. This development is particularly due to two fac-
tors: the fall in demand due to increased competition from renewable energy sources,
increased taxation and a general lower level of economic growth after the financial

crisis of 2008; and an increase in extraction capacity in several of the major coal-



producing countries (the latter is a result of a
strong rise in coal prices in the years before
2010).2 New developments of coal-fired power
plants hardly ever occur in Europe now. In addi-
tion, other forms of fossil-based power produc-
tion — primarily gas-fired power — were hard hit
by new climate and renewables policies. Stat-
kraft too has experienced the consequences of
this development. After 2010, gas-fired power
generation found itself in a terrible situation in
Europe, and Statkrafts investment in gas-fired
power in Germany has gradually become one of
the company’s least profitable investment.

All in all, focus on climate policy after 2005
has helped push most western energy compa-
nies towards more eco-friendly production
technologies. Investments in power generation
from fossil fuels have subsequently fallen
strongly, while investments in renewables have
increased significantly. As such, Statkraft’s culti-
vation of its role in renewables over the last 10
years could largely be said to be part of a Euro-
pean and global trend. In this context, however,
Statkraft’s route has been far shorter than it has
for almost every other major power company.

We will return to Statkraft’s involvement in
gas-fired power in due time. First, however, let
us discuss the most significant international
issue in the period after 2005 — the E.ON trans-
action in 2008, which gave the company a lot of
new production capacity, particularly hydro-

power, and increased financial vitality.

THE BEGINNING OF THE END OF
THE SYDKRAFT-STORY

After Statkraft negotiated an extension in 2003
of its sales option in Sydkraft from 2005 until
the end of 2007 (see Chapter 5), ownership of
the Swedish company entered a stable phase. Up
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Climate campaigners battling against coal-fired power production in the Nether-
lands in 2008. Carbon-based power generation has come under increasing pressure
in many European countries since the year 2000, both from environmental
organisations and politicians. Statkraft has adapted to this trend. Particularly after
2005, the company has consciously marketed itself has a renewables company.

i\

After the turn of the millennium, climate issues have begun to have a great impact
on international politics, due in particular to public mobilisation for a cleaner
world. This photograph was taken in New York in the autumn of 2014, in connec-
tion with the worldwide campaign the People’s Climate March. In New York alone,
more than 100 000 people took part, demanding that world leaders take climate
issues seriously.
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until 2007, no major changes occurred in either the ownership situation or in the
relationship between Statkraft and E.ON. Thanks to this option, Statkraft was able to
rest on its laurels and reap good annual dividend payments without having to worry
about tomorrow. So long as no other investment projects popped up that appeared to
be more profitable, there was no reason to sell some or all of these shares, and in fact,
this did not happen.

Something else did happen during this period, however, that would have a great
bearing on how Statkraft would act in relation to its option. The value of Sydkraft, or
E.ON Sverige, as the company had been called since 2005, increased considerably.
This was due to two factors in particular. First, electricity prices in the Nordic market
began to rise after 2003, at the same time as most prognoses indicated this would be
alasting trend. Since the future price of electricity is the single most important factor
in assessing the value of power companies, this meant that the value of E.ON Sverige
appeared to be increasingly higher than it was when the option agreement was entered
into in 2001. Second, a general increase in the price of energy shares in Europe occurred
during this period, which also affected value estimates of E.ON Sverige. Already in
mid-2005, when Statkraft commissioned an external valuation of its shareholding, it
was estimated that the value was just below SEK 30 billion.” This was approximately
SEK 10 billion more than the price determined in the option agreement,'® which meant
that exercising the option appeared to be increasingly less lucrative.

It was essentially a good thing that the value of the company increased, but Stat-
kraft was faced with the dilemma of how it should realise this increase in value. Due
to the ownership situation in E.ON Sverige, with a completely dominating owner that
clearly had along-term perspective for its involvement, it would probably be very dif-
ficult to find another party that would be interested in purchasing Statkraft’s share-
holding - at least at the right price. One could probably rule out the major energy
companies in Europe, since they had a tendency to seek majority positions when they
first made acquisitions. Such companies were unlikely to buy into a company where
a competitor sat with a controlling stake. So E.ON was probably the only genuine
buyer of Statkraft’s shareholding, but naturally enough they would not be interested
in paying more than necessary. On at least one occasion, Statkraft had raised the
question of selling its shareholding with E.ON, at a meeting that is said to have lasted
three quarters of an hour, including lunch, primarily because Statkraft’s representa-
tives saw no point in remaining in the room any longer. The ownership situation gave
no reason for E.ON to accept a higher price than that determined in the option.

Statkraft’s situation early in the summer of 2007, only a few months before the
option was due to expire, could thus seem deadlocked. Statkraft admittedly did have
an opportunity to sell itself out, but without any real prospects of getting properly

compensated for its shareholding. Therefore, the question was what the company
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should do with its option. Externally, in respect of the Germans, Statkraft had made
it clear it had no interest in selling its shareholding at the terms stated in the option."
Within the company, however, there was some uncertainty. Furthermore, Statkraft
was in the weakest position. For E.ON, there was not that much at stake. The Ger-
mans had nothing to lose by playing a waiting game, and they would be in no worse
a position if Statkraft chose not to exercise its option. After 2007, E.ON would no
longer be under an obligation to buy. Statkraft for its part could find itself in a worse
position, if, for example, the company for one reason or another found it needed to
or was obliged to sell off its shareholding.

This picture changed dramatically early in the summer of 2007, when Stein Dale
was contacted by Johannes Teyssen, E.ON’s vice president, who wanted to inform
him of an ongoing restructuring project called “One E.ON.""> During the first half of
the decade, the German company had expanded considerably through acquisitions
of companies in a number of European countries.” It was now time to consolidate
and to reap synergies. Among other things, E.ON wanted to gather all its trading
activities in Diisseldorf, including trading in E.ON Sverige. Even though E.ON
argued that this would benefit E.ON Sverige, and would not therefore have a negative
effect on other shareholders, it did raise the question of whether such a wide-ranging
intervention could be done without the acceptance of the other major shareholder. A
legal opinion, produced by Swedish lawyers, concluded that E.ON could not do this
without contravening the Swedish Companies Act.'"* At the same time, it was clear
that a transfer of trade operations was extremely important for E.ON. For this rea-
son, Statkraft finally had an opportunity to take up a negotiating position in respect

of its shareholding in Sweden."

PROJECT GENOA

E.ON’s representation and plans quickly led to a discussion of Statkraft’s ownership.
In the ensuing period, talks began with E.ON in which the acquisition of Statkrafts
shareholding gradually became the key topic of discussion. For Statkraft, two princi-
ples formed the basis of these conversations: any sale would have to take place at
market price, and Statkraft should receive as much as possible of the settlement in
the form of assets, including hydropower resources in Sweden. The parties reached
agreement on these principles during the summer months that same year, and by the
end of August they had in place a basis for exchanging assets. In return for its share-
holding in E.ON Sverige, Statkraft would take over a third of this company’s hydro-
power production. Among other things, Statkraft would also acquire 11 hydropower
plants and two gas-fired power plants in Germany. What would be included in addi-
tion to these assets would depend on the price agreed for Statkraft’s stake, and this

was the most difficult part of the entire matter.
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Stein Dale came to Statkraft in 2002 and
in 2005 moved into group management
as director of strategy when Christian
Rynning-Tonnesen left the company.
Dale also became responsible for negotiating
the agreement with E.ON, which formed
the basis for the large Genoa transaction
in 2007-2008. He excelled as a skilled,
tough and occasionally uncompromising
negotiator. In 2011, he left Statkraft and
joined the German company E.ON.
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Discussions in the summer of 2007 formed the basis of a process that would be
particularly demanding but also particularly lucrative for Statkraft. Negotiations ini-
tially took place behind closed doors, and only went under the name “Genoa” The
idea for this cover name, which was arrived at by rearranging the letters in E.ON AG,
came from sailing enthusiast Stein Dale (a Genoa is a type of sail). On the German
side, these negotiations had their own cover name —-“Elk”

Statkraft quickly established a group assigned to work on legal aspects, and the
valuation and selection of assets. This group, led by Dale, had a core team consisting
of Anders Prietz, Rolf Busch, Finn Fossanger and Kjell Hartvedt Nilsen. The group’s
most important task was to calculate a market price for the company’s shareholding
in E.ON Sverige, as well as the one-third share of E.ON Sverige hydropower resources.
Not surprisingly, the two parties ended up with very different figures, rendering the
ensuing negotiations all the more difficult. Final clarification only came after a very
exhausting round of negotiations in September in Laksfors, Statkraft’s residence up
in the north of Norway. At the time, Statkraft had only a few weeks previously
resolved not to exercise its sales option, and had notified E.ON of this decision.'®

At Laksfors, the Germans were represented by CEO Wulf Bernotat, vice presi-
dent Johannes Teyssen and head of mergers and acquisitions Lutz Feldman. Stat-
kraft’s representatives were board chairman Arvid Grundekjen, Bard Mikkelsen and
Stein Dale, accompanied by a comprehensive range of figures and documentation
prepared by the group. Over a two-day period, intense negotiations ensued, until the
parties finally found common ground somewhere in between their respective start-
ing positions. The value of Statkraft’s shareholding was set at EUR 4.4 billion, while
the value of the Swedish hydropower resources was set at EUR 1.65 billion. Once
these figures had been determined, two of the most important and most difficult
components were in place. The value of the hydropower and gas-fired power plants
in Germany, as well as some other assets that Statkraft would acquire, would be nego-
tiated over time. The remainder of the settlement would be paid to Statkraft in the
form of shares in E.ON.

E.ON and Statkraft agreed that this matter should be presented to the board of
E.ON Sverige at their first meeting, which was barely one week later, on Monday 24
September. By that time, the parties would enter into a Memorandum of Under-
standing. This meant also, among things, that they only had a few days in which to
pick specifically which hydropower plants would be acquired from the Swedish com-
pany. In this respect, Statkraft largely followed the same strategy as it had done in
connection with the Graninge affair a few years earlier, when the most important
thing had been to acquire hydropower plants in as many watercourses as possible in
order to gain access to hydrological information (see Chapter 5)."” In this respect, it

was possible to make considerable use of the extensive screening of Swedish
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Two happy gentlemen. On 24 July 2008, the
Genoa agreement was signed in Stockholm,
and Statkraft’s CEO Bdrd Mikkelsen was
able to shake E.ON’s CEO Wulf Bernotat by
the hand. The Genoa-agreement marked the
end of a period of close cooperation between
Statkraft and E.ON in the Swedish company
Sydkraft (later E.ON Sverige) that had lasted
12 years. The relationship between the two
old partners was not quite over, however. The
agreement gave Statkraft a shareholding of
around 4.2 per cent in E.ON, which made
the Norwegian company one of the largest
industrial owners of the German energy
conglomerate. Statkraft’s shareholding was
Sfinally sold in 2013.

Nant-y-moch, the reservoir that feeds the
Rheidol hydropower plant in Wales.
Statkraft acquired the plant in 2008 as part
of the big swap with E.ON. It may seem
strange to buy a single hydropower plant in
the UK. For Statkraft, however, information
has become an increasingly important factor,
and an important reason for the acquisition
was to gain further insight into the workings
of the British market. Rheidol, which became
operational in 1962, has an installed
capacity of 49 MW and is one of the largest
hydropower plants in the UK.

BEYOND BORDERS
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watercourses and hydropower plants that had taken
place at the time. In addition, a simulation model
had been produced to estimate the value of the power
plants. In the afternoon of Sunday 23 September, the
day before the board meeting, Finn Fossanger met
with Tron Engebrethsen and Jon Ulrik Haaheim, the
latter two from Statkraft’s production division, to
hold a conference call with E.ON Sverige, repre-
sented by the company’s head of hydropower. During
the course of the conversation, which lasted long
into the night, Statkraft acquired 40 hydropower
plants, with a production capacity of 975 MW and a
normal production of 4.1 TWh. These power plants,
which were located in watercourses from Skellefte-
alven in the northeast to Lagan in southwestern Swe-
den, gave Statkraft access to five of the six largest
developed rivers in Sweden.

In the middle of October, the framework for the
entire settlement package was set forth, which in
turn formed the basis for the signing of a formal let-
ter of intent. It was formally signed on 12 October,
and published the same day at a press conference at
Lysaker headed by Bard Mikkelsen and CEO of
E.ON Wulf Bernotat. In addition to the Swedish
hydropower resources, Statkraft would also acquire
two gas-fired power plants in Germany, Emden Gas
and Robert Frank, both in Niedersachsen, with a
total production capacity of 917 MW, plus the 220
MW Erzhausen hydropower plant in the same
region. Erzhausen, which was a pumped-storage
power plant, was well suited to Statkraft’s focus on
flexible production. As well, Statkraft would acquire
a handful of smaller river-based hydropower plants
with a total production capacity of 42 MW on the
River Weser in the central/western part of the coun-
try. Finally, the agreement included assets in several
other countries, including the Rheidol hydropower
plant in Wales, a biomass facility in Germany and a

number of district heating facilities in Sweden.

Oberbecken is a reservoir feeding the Erzhausen hydropower plant in Lower
Saxony, Germany. In 2009, Statkraft acquired this power plant in connection
with a swap with E.ON. Erzhausen has an installed capacity of 220 MW and is
a pumped storage power plant. The power plant has two reservoirs, one above
and one below the power station itself. During periods when electricity prices
are high, the power plant operates using water from the upper reservoir. When
electricity prices are low, water is pumped up from the lower reservoir using
power from the grid.



Statkraft CEO Bard Mikkelsen in his
element. Mikkelsen had a background from
the airline industry, and he is a keen
helicopter pilot. Here he is in the air over
Sweden, on his way to inspect the power
plants Statkraft acquired in the 2008 swap
deal with E.ON.

In addition, Statkraft in Germany would be awarded a long-term power supply

agreement and a gas agreement with E.ON that were worth a considerable amount.

Including Swedish hydropower resources, the total estimated value of the assets
included in the letter of agreement was just over EUR 2.2 billion, or around half of
the total value of Statkraft’s shareholding in E.ON Sverige. The other half would, as
agreed previously, be paid in the form of shares in E.ON AG. Based on the share price
as at September 2007, this would give Statkraft an equity stake in the German com-
pany of just above 2.2 per cent. Since E.ON had a very diverse ownership structure,
Statkraft would be one of the company’s four largest shareholders.

The gist of the letter of intent was relatively specific. As for the technical, legal and
financial aspects of the assets, however, this was when work would really start in ear-
nest. A due diligence review was required, for a more thorough valuation of all assets.
Such an extensive transfer of ownership also required discovery and clarification of
a large range of factors. For example, there was some uncertainty concerning water
rights at the hydropower plants in Germany. As well, a number of production units

and employees, spread over four different countries, had to be integrated into
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Statkraft. In specific terms, this involved more than
60 operating units and more than 200 individuals
who would have to be transferred to Statkraft or
Statkraft’s subsidiaries and incorporated into new
systems in an effective and efficient manner.

At most, more than 100 people were involved in
the various parts of the Genoa process. Among other
things, a great deal of effort was invested in ensuring
good implementation of the new operations, with
operations running as smoothly as possible from
day one. This process began long before the acquisi-
tion occurred. By the end of 2007, a separate group
had been established, chaired by head of market
operations Jergen Kildahl, who would be responsi-
ble for implementation. The project manager for this
work was Hilde Bakken. The greatest task in this
context was planning for the integration of the 40

hydropower plants in Sweden. This job was led by
Jon Ulrik Haaheim.

The final settlement package was in place in the Beautiful power
stations in Sweden,

which are today

summer of 2008, and a binding agreement was
signed on 24 July. The deadline for completing the

. . owned by
transaction was set at year-end that same year. This Statkraft. Karsefors
final matter would have a great bearing on the size of power plant
the Statkrafts shareholding in E.ON. Under the (above) and
terms of the agreement, Statkraft would receive Laholm power

plant (left) were

settlement in the form of shares based on a predeter- S )
acquired in 2008 in

connection with
the Genoa
agreement. Under
the terms of this

mined amount stipulated in Euros, and at the share
price applicable at the time when the transaction
took place — 31 December that same year. The price

of E.ON shares fell considerably during the autumn

months, however, which meant that Statkraft there- agreement,
f ded h 4 42 I d Statkraft acquired
ore ended up with a 4.2 per cent stake, compare 40 hydropower

with the estimated 2.2 per cent shareholding in the plants in Sweden.
summer the same year.

In hindsight, and taken as a whole, Statkrafts
involvement with Sydkraft/E.ON Sverige appears to
have been an extremely lucrative deal. During the

period between 1996 and 2002, Statkraft invested a
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Hilde Bakken has worked at Statkraft since
2000. She has long experience from the
business areas Production and Markets.
She is now part of the company’s group
management with responsibility for Power
Generation. In 2008, Bakken was assigned
responsibility for leading the integration of
all assets that Statkraft had acquired in
connection with the swap with E.ON. More
than 100 Statkraft employees in eight offices
in five countries were involved in this task.
Bakken has compared this process with
removing an engine from a car and putting it
in a new vehicle without damaging any parts
in the process. In addition, everything had to
happen quickly, and work from day one.
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total of NOK 14.9 billion in shares in the company. During the period from 1996
until 2008, when the swap took place, Statkraft received NOK 8.8 billion in dividend
payments. In addition to the value of the assets acquired, this gave an annual return
on investment throughout the entire period of 14 per cent. As such, there was no rea-
son to be ashamed of this result.

If one calculates ahead and includes the return on all assets up until 2013, the
result is somewhat poorer, but still a sound 10 per cent return on investment. Inter-
estingly, this reduction is due to two factors that can both be attributed to the new
climate trend we mentioned earlier. First, E.ON’s market value had fallen in recent
years, due among other things to its large portfolio of coal-fired, gas-fired and nuclear
power plants that was affected by the Energiewende policy in Germany. Second, the
value of the two gas-fired power plants that Statkraft acquired as part of the swap in

2008 fell to almost nothing, for reasons mentioned earlier in this chapter.

THE MOUSE THAT GAVE BIRTH TO A MOUNTAIN

According to legend, it is said that after a meeting with Sweden’s Chancellor Axel
Oxenstierna in 1629 Denmark’s King Christian IV quoted Horatio in Hamlet, who
had said, “Parturiunt montes, nascetur ridiculus mus.” A direct translation would be
“The mountain in labour gave birth to a ridiculous mouse.” Later, the term “the
mountain that gave birth to a mouse” has been used as an expression of situations
where huge, meticulous preparations yield small results. As for Statkraft’s involve-
ment in Sydkraft/E.ON Sverige, it is tempting to turn this sentence around, and
speak of a mouse that gave birth to a mountain. Not because this involvement yielded
great results following minor preparations, but because it became something much
larger than one could have predicted when Statkraft purchased its first small share-
holding in the company in 1996.

Statkraft undoubtedly made some very wise strategic decisions both initially and
during its investment period. Statkraft’s first investment was largely the result of
Thulin’s visionary and strategic thinking, and his ability to build up relationships
both with Swedish and German players, enabling the company to gain such a good
position in Sydkraft in the initial years. The idea of an option in 2001 was also import-
ant. Even though this is only speculation, it is not wholly inconceivable that Statkraft
would have sold off its shareholding already in 2003 when E.ON triggered its obliga-
tion to purchase all shares. The option gave Statkraft an important breathing space
and a good argument whenever it met people who felt that Statkraft should sell oft its
shareholding. Further, extending the option in 2003 clearly helped make it possible
to hang on to the shares even longer with a certain amount of certainty, and to reap
the benefit of the considerable increase in value that occurred between 2005 and

2007. In addition, the Napkin Agreement, which we spoke of in the previous chapter,
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In connection with the E.ON swap in 2008, Statkraft also acquired gas-fired power plants in Germany. This picture shows the interior of the
Emden gas-fired power plant in Lower Saxony. Emden went into operation in the mid-1950s. The plant was modernised in the 1970s but was
nevertheless an old facility with considerably lower energy efficiency than modern gas-fired power plants. Due to reduced profitability in
gas-fired power production after 2010, Emden was put in cold reserve in 2012, which in reality means it was shut down until further notice.
The fate of gas-fired power is in many ways a paradox, since it is a far cleaner source of energy than coal-fired power. The future of gas-fired
power will depend in large part on coal prices and climate policy. And if there is anything the last two decades have shown, it is that such
factors can change very quickly.

gave Statkraft access to valuable Swedish hydropower resources. This was clearly a
result of Statkraft’s ability to read future developments.

A number of circumstances outside the control of Statkraft provided a basis for
making these wise strategic decisions, however. In reality, the option issued in 2001
came as the result of liberalisation in Germany, which in turn meant that E.ON
found itself in a bind in relation to its cable agreement with Statkraft (see Chapter 5).

Without these major changes, the termination of Viking Cable would not have been
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raised in 2001. Nor would the question of Sydkraft ownership, and the option issue,
have been raised initially either. In addition, both the extension of the option in 2003
and the Napkin Agreement were triggered by external circumstances, more specifi-
cally by E.ON’s problems with the Ruhrgas transaction and the fact that the Finnish
company Fortum laid claim to Sydkraft assets. Without these, Statkraft would not
have had the opportunity to enter into new lucrative rounds of negotiations with
E.ON. As well, E.ON’s restructuring process in 2007 (the “One E.ON” programme)
contributed to Statkraft once again finding itself in a favourable negotiating position
in respect of the German company after Statkraft had not really been in a very fortu-

nate position.



A NEW STRATEGY FOR GROWTH

That these circumstances outside the control of Statkraft became so important
does not make the wise choices taken any less wise. On the contrary, they can be seen
as a way of maximising opportunities available at any given time. And the ability to
maximise opportunities is not a given. The point is that the increase in value, and the
outcome of the Genoa process, must be seen as the consequence of a fruitful inter-

play between external and internal circumstances.

HUNTING NEW OPPORTUNITIES FOR GROWTH

In the latter part of 2004, Statkraft’s group management decided to establish a new
business area called “New Energy”. In simple terms, this area, which was placed
under the auspices of group director Ingelise Arntsen, would identify and assess eco-
friendly energy forms and projects in Europe in which Statkraft could invest and
earn money. The establishment of such a business area was part of a larger restruc-
turing process in which the goal was to gather operations involved in new techno-
logies and business development. In addition, this reflected an ambition to provide a
greater and more targeted focus on organic growth.

One of the first things that was done at New Energy was to initiate a comprehen-
sive project in order to chart and assess investment opportunities in Europe. Bjorn
Holsen was given responsibility for the project, and a working group consisting of
around ten people was appointed. The groups mandate was twofold: to analyse
general production and market conditions in the various European regions and then
identify specific production technologies, countries and projects that could be of
interest to Statkraft. In other words, the project had an ambition to carry out a coor-
dinated assessment of the company’s involvement, in response to the scattered and
uncoordinated focus the company had had so far.

The results of the screening project, as it was called, were presented in the early
summer of 2005."® In line with Statkraft’s environmental profile, the working group
had restricted itself to assessing three energy sources — wind, hydropower and gas.
Wind and hydropower were clean, renewable and unproblematic. Gas, although
occupying a grey area, was far cleaner than coal. There were great differences in the
growth potential of these respective areas. The greatest potential appeared to be in
the field of gas power, which had expanded strongly since the end of the 1990s, and
where future developments were expected to be even stronger. In Europe as a whole,
gas-fired power capacity was around 75 000 MW at the beginning of 2005. At the
same time, according to the working group, there was a pipeline of projects totalling
almost 150 000 MW. Wind energy always appeared to offer great growth potential.
Wind energy totalling 30 000 MW had been developed so far, while projects corre-
sponding to around 50 000 MW were under planning or development. Poorest were

the prospects for hydropower, since plenty of hydropower resources had already
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been developed and there were few potential projects remaining. The working group
had identified potential projects totalling around 3 000 MW.

The report recommended a targeted focus on both gas and wind power. It also
indicated which countries seemed to be most favourable. Growth in gas-fired power
was particularly strong in Germany, the United Kingdom, Italy and Spain. The latter
two were considered difficult markets to gain access to, however, while Germany in
particular was felt to be promising. Also as far as wind energy goes, these four coun-
tries ranked highest. In this respect, the United Kingdom in particular, and to some
extent Italy and Spain, were highlighted as being most interesting. Unlike gas energy,
wind power developments were closely linked to national support schemes.

As highlighted in the previous chapter, growing awareness of climate threats
resulted in greater focus on renewable energy in energy policy. Particularly after
2000, a number of countries began to introduce public support schemes in order to
promote such energy forms, and besides solar power, wind energy was the energy
form that attracted most attention. The potential, and here the profitability, of wind
power was in other words largely determined by national environmental policy.
About the United Kingdom, the report stated that the country had “an ambitious
renewable obligation scheme [which] makes investment in wind very attractive”"

In specific terms, the report drew up a programme for the next five years that
planned for quite considerable investments in the field of both gas and wind power.
It recommended acquisitions and/or developments of between 500 and 1000 MW in
gas power by 2010, and approximately 350 MW in wind power. Specific investments
in hydropower were also planned. It was pointed out, however, that there could be
opportunities in this area in some of the former eastern bloc countries in Southeast
Europe. Several of these countries had considerable hydropower resources at the
same time as there was a clear tendency in some of these countries to approach West-
ern Europe through institution-building and liberalisation. The countries had
achieved good economic growth, had a general under-absorption of electrical power
supply, and there was a tendency towards privatisation. In particular, focus was given
to Romania and former Yugoslavia: “Investments in the Balkans must have a long-
term perspective and will represent a considerable cultural, political and geographi-
cal leap for Statkraft

The biomass heating plant at Emden, Germany, in which Statkraft took over a stake from
E.ON in 2008. The biomass plant started operations in 2003 and is owned by the German
energy company EWE (55 per cent), Statkraft (30 per cent) and the municipal energy
company Emden (15 per cent). Statkraft is responsible for operating the plant. In the power
plant, a generator produces 20 MW by using the steam produced from the incineration of old
wood.
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Ingelise Arntsen became part of Statkraft’s
group management in 2003, as the first
women ever to have been part of the
company’s senior management. Arntsen’s
background was from industry, consultancy
and the energy industry. She also had
extensive experience from international
business, and had lived and worked in Japan
and Singapore for a number of years. At
Statkraft, Arntsen was charged with
responsibility for New Energy, which was
established in late 2004. New Energy was
responsible for finding new investment
opportunities in eco-friendly energy in
Europe.
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As we shall see in the following, the actual development of Statkraft’s European
investments largely coincided with the recommendations given in the screening
project. During the period between 2005 and 2010, Statkraft invested in both gas-
fired and wind power production in several European countries. In addition, the
company established offices and projects in several Southeast European countries. It
is not quite right, however, to claim that the strategy came first and actions followed
afterwards. Strategic plans can often serve more as confirmation of what one has
already decided to do than as guidelines. This is the case too, particularly with gas
and partly also with wind energy. Both of these investments had an incubation
period before the screening project got underway, and the project was also to some

extent governed by this.

INVOLVEMENT IN GAS POWER IN GERMANY

During the period from 2005 to 2010, Statkraft developed a presence as a consider-
able producer of electricity from gas-fired power plants on the continent, and we will
take a closer look later at why the company chose to focus as much as it did in this
area. First, however, we need to look several years back in time. Gas had been a sub-
ject of discussion within the company for quite a while, and even though ownership
in gas-based production only on the continent became relevant in 2004-2005, this
was partly the result of several years of thinking and conceptualisation.

In a number of European countries such as the United Kingdom, the Nether-
lands, France, Germany and Italy, natural gas had been a key part of the energy mix
for decades.”! Historically, however, and with a certain exception for the Nether-
lands, this source of energy played a very tiny role in electricity generation. This sit-
uation changed during the 1990s. During this decade, gas came to play a more
important role in this area, particularly in larger countries such as Germany, Italy,
Spain and the United Kingdom. While gas stood for less than seven per cent of total
European electricity production in 1990, this share had risen to almost 10 per cent in
1995 and to more than 16 per cent in 2000.* Around 2000, it was quite widely held
that gas would become even more important in the future.

The breakthrough of gas power was driven by a mix of politics, economics and
technology.” Traditionally, a number of countries had in place restrictions concern-
ing the use of natural gas in the production of electricity. In the United Kingdom, for
example, it was forbidden until 1990. As a consequence of increased access to gas in
Europe in the 1980s and the beginning of the 1990s, however, such restrictions were
lifted in most countries. Further, the generally high level of interest rates in the 1990s
stimulated increased development of gas-fired power plants, since gas-fired power
plants were less expensive and quicker to build than coal-fired and nuclear power

plants. Gas-fired power plants had traditionally had far higher operating costs than
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coal-fired and especially nuclear power plants. This situation changed also in the sec-
ond half of the 1980s, which hailed the beginning of a long period of falling gas prices
that lasted right up until after the turn of the new millennium. Last but not least,
major progress was made in respect of gas power technology during this decade,
with the development of large-scale combined cycle gas turbines (CCGT) as the
most important breakthrough. CCGT facilities used surplus heat, or the exhaust,
from gas burning in a secondary steam turbine, which helped produce higher energy
efficiency. While conventional gas-fired power plants utilised 25 to 40 per cent of the
energy content of the gas, CCGT facilities could reach an efficiency rate of almost 60
per cent.

A commercial investment in gas power required some framework conditions,
however. It would have to be genuinely possible for independent players to establish
themselves as producers. This requirement also was partly fulfilled in most EU mem-
ber states in the years after 2000. Naturally, access to gas pipelines and, in particular,

access to gas on acceptable terms was a requirement too. This requirement had not
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From the official opening of the Knapsack
gaspower plant in Nordrhein- Westfalen in
Germany in the autumn of 2007. Knapsack,
which has an installed capacity of 800 MW
and an annual production capacity of

7 TWh, was then Statkraft’s largest foreign
production facility. Start-up of Knapsack
was highlighted as a milestone in the
company’s international development.

The speaker is Haakon Alfstad, Statskrafts
project manager. Far right, Norway’s
minister of industry Dag Terje Andersen,
and to the right of Andersen is King Harald,
who was paying an official visit to Germany.
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Statkraft focuses on sound operations and
proper working conditions, both at home
and abroad. This picture shows the inside of
the Knapsack gas-fired power plant in
Germany, which is possibly even cleaner and
tidier than one could wish. After 2010,
gas-fired power generation has become
unprofitable in Germany, and Statkraft’s
gas-fired power plants have been operated at
a minimum or been decommissioned for
long periods. The investment in German gas
power is the only project in which the
company has made an substantial loss.

il
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been fulfilled to the same extent at the beginning of the new millennium. At the end
of the 1990s, the EU countries had admittedly resolved to liberalise the gas industry,
which like the energy industry had historically been organised in national and
regional monopolies.** The introduction of market mechanisms in this sector was
highly complicated, however, partly due to historical principles, and partly due to
resistance from established gas companies and national authorities. As late as 2005,
only the United Kingdom had established a genuinely competitive gas market.” In
other words, the establishment of gas power production was largely defined by spe-
cific national and regional framework conditions. And these were conditions one
needed to know well to ensure that market risk would not be too high. The absence
of well-functioning markets also led to high gas prices, partly because petroleum
prices were high, but also because of monopoly pricing according to old patterns.

An understanding of the market and system was an important argument in 2005
when Statkraft resolved to involve itself in gas-fired electricity production in Ger-
many. From quite an early stage, and far earlier than many other major European
energy companies, Statkraft had become involved in gas trading in several of the
emerging markets on the continent. This activity began already in the year 2000 from
the trading office in the Netherlands, preferably from the gas hub in Zeebrugge in
Belgium. A year later, after thoroughly assessing the market and strategic environ-
ment, group management at home in Norway decided to focus even more specifi-
cally on this type of trading.?® At this point in time, one was aware that the gas mar-
kets in Europe, with the exception of the British gas market, were difficult to operate
in, due among other things to limited openness and poorly developed marketplaces.
This was particularly true of Germany.”” For this reason, the company’s ambitions
were initially rather moderate. The main objective was not initially to earn much
money either. What was most important was to develop systematic knowledge of the
gas markets and how these worked and developed. The logic, as it was when the trad-
ing offices were established in the Netherlands and Germany in 1998 and 1999, was
that by establishing a presence at an early stage of the liberalisation process one
would be able to obtain first-mover advantages. In 2001, an analytical environment
for gas was established that would serve the European trading offices with funda-
mental analyses.

In key areas, gas and the gas market differed significantly from electrical power
and the power market. For example, gas had very different physical qualities, and
production and market conditions were very different to those in the power sector.
At Statkraft, it was nevertheless felt one had some special capabilities for entering
this field. In particular, importance was attached to the value of the company’s ana-
lytical and market expertise, which it was felt was amongst the best in Europe. The

idea was that this expertise could also be applied to liberalised gas markets.?®
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Furthermore, it was felt that the electrical power and gas markets would become
more integrated as gas became increasingly important in power production and
liberalisation of the gas market began in earnest. In other words, the gas market
would have an increasing impact on the electrical power market. This assumed con-
vergence would, it was held, increase the value of established market expertise at the
same time as involvement in gas trading would provide important information for
analysis of the power market. Such informational synergies, as stated in reports and
reviews, were perhaps just as important as gas trading in itself. In short, to under-
stand the dynamics of the power market, it would be necessary in the future to gain
a greater understanding and knowledge of the gas market.

Statkraft’s involvement with gas was essentially limited to trading, while owner-
ship of production facilities was not part of the company’s plans. Things changed
during 2004-2005, however. As is often the case, it was a specific project more than
an explicit change in strategy that led in the space of a few months in the spring of
2005 to the company’s decision to become owner of two gas-fired power plants in
Germany.

The gas power initiative did not originally come from the head office in Norway;
rather it came from the trading offices in Diisseldorf and Amsterdam, where it was
argued early on that trading operations would benefit greatly from having some
access to one’s own production. So far, continental trading had only been financial,
meaning it was based on the purchase of electricity in the market for further sale. The
argument was that “asset backed trading” (trading with own production at hand),
would both increase profitability in operations and contribute to reduce market risk.

It was not immediately possible to purchase individual power plants in countries
such as Germany and the Netherlands, however, at least not any that justified the
price and satisfied Statkraft’s environmental profile. But in the autumn of 2003,
employees at the Diisseldorf office learned of a planned CCGT-based gas-fired
power plant outside the city of Cologne in North Rhine-Westphalia in which it was
possible to become a shareholder. The project’s owner was the U.S. company Inter-
gen, which in turn was owned by the oil company Shell and the engineering com-
pany Bechtel. Intergen wished to find partners for this project, and in the trading
environment it was felt that this could be a golden opportunity. Besides the general
advantage of owning one’s own production facility, two factors in particular were
highlighted as favourable about the Knapsack project. First, the plant would be built
using modernised CCGT technology, developed by the Siemens Group, which
would give an even rate of energy efficiency. As such, the project fit in well with Stat-
kraft’s environmental profile. Second, gas-fired power plants, like hydropower plants,
were relatively flexible in the sense that they could be quickly powered up or down in

line with price fluctuations. Gas-fired power fit in well with Statkraft’s general market
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strategy, which was founded on variable production capacity - to exploit market

fluctuations. In short, Knapsack could be anchored both in the company’s environ-
mental vision and in its commercial strategy, and the head office in Norway was
therefore urged to take a closer look at this project.””

At the time, group management in Norway was responsive to most international
project ideas, including ownership of power generation facilities. It was also agreed
that Knapsack fit Statkraft’s profile and strategy. Nevertheless, group management
failed to embrace the project straight away. At a group management meeting late in
2003 several substantial objections were raised.”*® For one thing, the project was felt
to be immature. Several key factors remained undetermined, including from where
and under which terms the plant would have access to gas. Most important was the
fact that doubts were raised about the general profitability of gas power. In part, ref-
erence was made to the fact that gas was expected to be subjected to increased en-
vironmental taxation. In addition, the company’s own long-term analyses expected
gas to be more expensive in years to come. For these reasons, group management
actually expressed doubts about whether Knapsack would ever be built. In other
respects, the pertinent point was raised that Statkraft as a company had no techno-

logical, operational or commercial experience in gas power.*
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Statkraft's wind power investment started in
Norway. In 2002, King Harald opened the
company’s first wind power project, Smola
wind farm in western Norway. Fully
developed, the park has a capacity of 150
MW distributed among 68 wind turbines.
Smola also originally had an international
dimension. The Dutch company NUON,
which wanted to sell green power, purchased
a large part of the power generated. The
agreement with NUON secured a predictable
and strong income, and probably played a
crucial role in getting the farm built, as the
project would not otherwise have been
profitable enough. The agreement with
NUON was negotiated by Statkraft’s trading
office in Amsterdam. For NUON, however,
the agreement was unprofitable as access to
renewable energy increased in Europe and
prices fell. As a result, the company later paid
out to be released from the agreement.
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The project did not die, however, primarily because the trading environment on
the continent continued to keep it alive. A certain amount of contact had already
been established with Intergen, and this contact was maintained. During 2004, the
project was also developed further. The consequence of this was that in early 2005
Intergen decided to put Knapsack, or more precisely, the company in which the
project was organised, on the market. Intergen had at this time also decided to sell off
the entire project, apparently due to restructuring of the company’s strategic focus.
In any case, the result was a lot of publicity about Knapsack, and several German
energy companies, including some of the larger companies, began to show interest.
The psychological effect of the latter can hardly be underestimated. Among Stat-
kraft’s management, there was also considerably more interest.

In June 2005, Statkraft’s group management resolved to acquire Knapsack. In a
presentation to the board in May, it was emphasised that the project was highly
profitable and that in commercial terms it would be the best project available in the
German market in coming years.* It was also pointed out that there should be good
opportunities to find a partner over time. At the same time, it was stated that the goal
was to have in place a long-term power sales agreement for part of the electricity gen-
erated, so that the power plant would be guaranteed an important stable income.

By this time, another German gas-fired power project had been realised — Her-
decke south of Dortmund - and construction of a 400 MW power plant in collabo-
ration with the German company Mark-E was underway. This project had also been
discussed by the board in the spring of 2005. Herdecke was a smaller project than
Knapsack, and Statkraft was initially to invest in only a 50 per cent share of owner-
ship. The decision to go ahead nevertheless marked the fact that gas power had
become an important area of focus over a short space of time, and if we take as our

starting-point the scope of investment, this was perhaps the most important thing.

A NEW AREA OF GROWTH: WIND ENERGY

As late as the end of the 1990s, wind energy was largely a curiosity. The technology
was admittedly several decades old, and some European countries such as Germany
and Denmark had already invested quite a lot in wind energy, particularly in the
1990s. As late as 1998, however, wind power plants with a total output of no more
than 6000 MW had been built in all of Europe. In terms of output, this corresponded
to a single French nuclear power plant. More than two-thirds of these plants were
located in these two countries.*® There were several reasons for this low distribution
of wind power plants, but the most important reason was undoubtedly costs. Wind
power was an expensive form of energy, particularly since the load factor, meaning
the actual production in relation to technical production capability, is low. There is

hardly anywhere the wind blows a lot continuously, and even in countries with plenty
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of wind, wind turbines can rarely produce at full capacity for more than a tiny part of
the year** A small load factor means that each produced kilowatt hour must pay a
relatively large part of the cost, which in turn requires high prices.

Over anumber of years, developments in wind energy technology did admittedly
contribute to improved profitability. Nevertheless, technological progress does not
explain the almost revolutionary growth in developments in Europe that took place
from around the beginning of the new millennium. In addition to the traditional
wind energy producers in Germany and Denmark, windmill parks began to shoot
up in a number of countries after 2000. By 2005, European installation had risen to
more than 40 000 MW, and this expansion would continue in the ensuing years. In
2011, capacity was nearing 100 000 MW.** What primarily drove this growth was the
comprehensive introduction of financial incentive schemes for new renewable
energy sources that occurred in many European countries during this period. As we
have mentioned in previous contexts (Chapter 5), growing awareness of threats to
our climate around the new millennium led to far greater focus on renewable energy.
Public support schemes became a key instrument in the promotion of such forms of
energy. Besides solar power, wind was the form of energy that received most atten-
tion. The wind energy market was in other words largely a politically created market.
Even in countries with favourable wind conditions and high electricity prices, such
as the United Kingdom, support schemes were necessary in order to promote more
comprehensive investments in wind energy.

Statkraft had explored wind energy quite early. Already in 1997, a project had
been initiated to assess new potential production technologies. This initiative was
said to have come from Lars Thulin himself. Responsibility for this project was
placed under the Technology Division, which at the time was led by Jon Brandsar.
The result of the investigations led to a decision by Statkraft in 2001 to build a wind
farm on the island of Smola in the county of Mere og Romsdal in western Norway.
Smela went into commission in 2002 and initially had a capacity of 40 MW,
distributed among 20 wind turbines, and an estimated annual production of around
120 GWh (corresponding to around 0.003 per cent of the company’s normal annual
production). In the ensuing years, the park was expanded, and an additional two
parks were developed.*

Statkraft’s investment in wind energy could have been just a flash in the pan,
however, had it not been for the fact that focus gradually turned to operations abroad.
Even though Norway had some of the best natural conditions in Europe for wind
energy, it would not be profitable without incentive schemes. The Norwegian author-
ities had therefore introduced such schemes at the end of the 1990s, a share of which
Statkraft had also received.” In a review of wind energy investments in 2003, how-

ever, it was established that “the financial framework conditions for wind energy
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developments in Norway were not sufficient”.*® And as for projects that had already
been implemented, it was said that these had been initiated in spite of, rather than
because of, the framework conditions.** No specific mention is made of what was
understood by these framework conditions. This assessment could be interpreted in
at least two ways. One interpretation would be as criticism of the support schemes as
such, in which case one would have to assess these in relation to the specific objec-
tives the authorities had for wind energy developments. Another interpretation
would be quite simply as an acknowledgement of the fact that electricity prices in
Norway were so low that it was impossible to achieve good enough profitability. In
any case, the potential for further development in Norway was considered to be

minimal, at least in the short and medium term.

WIND IN THE UNITED KINGDOM

In connection with the Norwegian wind power projects, a small yet ambitious expert
environment had emerged under the management of development director Haakon
Alfstad, who wanted to develop Statkraft’s wind power efforts. When the potential
for new projects in Norway began to wane, he turned his attention overseas. There
were several good reasons for doing so. Internationalisation was high on the agenda
among the company’s management. Wind energy was a market undergoing strong
growth in Europe. An increasing number of countries had begun to introduce sup-
port schemes that made it possible to earn money on renewable energy. As well,
wind energy fit in extremely well with Statkraft’s green profile.

The first serious attempt to chart possibilities internationally was done early in
2003, as part of the project Renewable Energy in Europe.® The objective of this
project was to investigate opportunities within various types of renewable energy in
Europe in light of the increased priority given to such forms of energy. Wind was
highlighted as the most interesting form of renewable energy. In this area, one had
reviewed and assessed the potential in a good number of countries, several of which
seemed promising. One country in particular, the United Kingdom, appeared to be
especially attractive.

The United Kingdom had very good natural conditions for wind power. In addi-
tion, the British authorities had recently introduced favourable incentive schemes
for renewable energy, which had particularly increased interest in wind energy. In
the wind energy environment, one therefore chose primarily to focus on this market.
In the wake of this report, a business plan was drawn up which planned an invest-
ment in 300 to 350 MW wind energy developments in the United Kingdom over the
next five to six years.*! In addition, it was recommended that one establish a separate
holding and development company for these operations with offices in London.

Such an organisation would guarantee flexibility, including the opportunity to
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involve other owners. Importance was attached to seeking cooperation with other
players, both in order to reduce risk and to attract knowledge that Statkraft did not
have itself.
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An opportunity to acquire new expertise arose in connection with work on the
business plan. In February 2003, Statkraft received a request from the Danish state
energy company DONG (Dansk Olie og Naturgas), which was looking for partners
for a wind project in the United Kingdom.*> DONG had already made some invest-
ments in wind energy in Denmark, but had recently drawn up an ambitious inter-
national wind strategy. In the United Kingdom, the company had been interested for
around six months in a sea-based, or offshore, wind project in the Irish Sea. Barrow,
as the project was called, had a planned installation of 100 MW and had been
developed by a small English company that needed affluent partners. The plan,
which entailed DONG and Statkraft acquiring a total of 75 per cent of the project
company, was met with great interest. Calculations indicated that the Barrow project
would be very profitable. Perhaps just as important, however, was that fact that co-
operation with DONG would give Statkraft access to important knowledge and a
larger project portfolio.*

The business plan, which was presented to group management in March 2003,
received a rather poor reception.* Admittedly, @ystein Loseth, who at the time was
group director for production and development, was positive. Otherwise, there was
a good deal of scepticism. In part, this scepticism was rooted in widespread resis-
tance to getting involved in an area that was so strongly dependent on public support
schemes. In part, it was also due to the fact that wind energy did not fit in well with
the company’s market strategy, which was founded on flexible and variable produc-
tion. The fact that group management nevertheless decided to give these UK plans
the go-ahead is due to the “DONG lead”, as development director Haakon Alfstad
had written in the group management presentation at the last minute.* At a time
when management was very concerned with building alliances with other energy
companies, this was found to be very interesting. DONG was a highly reputable
company, it was strategically placed in relation to the European market, and as a gas
company it complemented Statkraft. The fact that access to an alliance came through
a technology one was not that enthusiastic about was not that important. Wind
energy as such was not the most interesting aspect.

After a while, it looked as though nothing would come of either the Barrow
project or cooperation with DONG. In the autumn of 2003, Statkraft and DONG
each acquired a 37.5 per cent stake in Barrow. Somewhat later, a third industrial part-
ner became involved, when the British energy company Centrica acquired the
remaining shareholding (25 per cent) from the original development company. Cen-
trica, which was one of the United Kingdom’s largest energy companies, also wanted
to enter into a long-term power purchase agreement that would guarantee the sale of
a large part of the electricity generated by Barrow. This would contribute to predict-

able revenue flows over most of the project’s financial lifetime.
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Nevertheless, people at Statkraft soon began to get cold feet. It gradually became
clear that the challenges facing offshore wind energy had been somewhat underesti-
mated. One had largely trusted in the people at DONG, who had experience from
offshore oil extraction, and who would be responsible for developing the project.
Barrow was one of the first large offshore wind power projects in the world, however,
so it was associated with great risk. This risk increased further as it became clear that
British legislation imposed unlimited liability on owners of offshore installations.
Last, but not least, as 2004 progressed, Statkraft came under increasing pressure
from the other owners, who were less disquieted and far more impatient about mak-
ing a start. As a result of this, Statkraft risked being a killjoy as far as the project was
concerned. It had no intention of being so, however, and in the autumn of 2004 it
therefore decided to withdraw from the Barrow project, even though this put an end
to its alliance with DONG.*

By this point, however, wind power had gained such a foothold in the Statkraft
organisation that Barrow did not mark the end of the story of wind energy. In paral-
lel with the Barrow project, the development division had established contact with
several British companies involved in the development of onshore wind power. In the
spring of 2004, good contact had been established in particular with the Lon-
don-based company Force9 Energy and the Scottish company GreenPower. Both
companies were typical entrepreneurs that had grown on the back of the green revo-
lution in the United Kingdom. This meant they were small and lacked capital. There
were two reasons in particular why Statkraft had found it interesting to become
involved with these companies. They had a local affiliation, and they had portfolios
containing specific projects.

Offshore and onshore wind power were really two completely different concepts,
each with its own advantages and disadvantages. In technological terms, offshore
wind power is far more complicated and untested. One problem were the geotechni-
cal aspects, meaning the challenges posed by attaching large and heavy windmills
to the seabed. Another perhaps equally great challenge concerned operation and
maintenance. Itis very difficult to access windmills at sea, and gaining access required
costly logistics. The advantage of offshore wind was largely that it had an impact on
few economic or other interests. Offshore wind energy primarily required contact
with state regulatory authorities. Onshore wind for its part was far simpler in tech-
nological terms. On the other hand, the stakeholder side was far more complicated.
Wind energy required quite large areas of land, and had a far greater impact on
humans and other commercial operations. This meant, among other things, that
projects required local approval, plus local support and legitimacy, if they were to be
realised. The point is that these differences had a great impact on the need for and on

which type of partners one should choose. In offshore wind energy, technology was
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Construction of offshore wind power requires very different methods and technology than onshore wind power, including custom-built vessels
capable of manoeuvring very heavy components in a steady manner. Pictured here is a jack-up rig during construction of the Sheringham
Shoal wind farm off the east coast of Britain. The rig has a platform that can be hoisted up and down along its legs, which are attached to the
seabed. Maintenance and repair of offshore wind turbines also require special vessels.

perhaps the most critical individual factor, whereas in onshore wind energy, it was
difficult to make any headway without a good local anchoring. The latter was the rea-
son why Statkraft began at an early stage to make contact with English development
companies who had the necessary local knowledge and anchoring.

The first wind energy project was the Alltwalis project in Wales, a small project
comprising 10 windmills with a total output of 23 MW, which Statkraft carried out

on its own. Alltwalis, which went into operation in 2009, was only the start of a
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relatively aggressive investment in wind power in
the United Kingdom that over time would come to
include offshore wind energy. In 2010, planning of
Sheringham Shoal got underway, an oftfshore wind
project on the eastern coast of the United Kingdom
where Statkraft was an equal partner with Statoil,
the Norwegian oil company. Sheringham Shoal
was developed during the period up to 2012 and is
a large facility with 88 wind turbines and an instal-
lation of a full 317 MW. The reason for cooperating
with Statoil was to combine Statkraft’s expertise in
the power market with Statoil’s offshore expertise.

In 2013, a third British wind energy project
went into commission, Baillie park in Scotland,
and one year later Berry Burn park, also in Scot-
land, was ready to go into production. At Baillie,
Statkraft cooperates with local landowners, while
Berry Burn is a wholly-owned Statkraft facility.
Statkraft and Statoil also have plans for an addi-
tional offshore project, the Dudgeon project total-
ling more than 400 MW.

Since 2010, investments in wind power have
also been extended to Sweden, where Statkraft has
initiated cooperation with Europe’s largest private
forest owner, the industrial company Svenska Cel-
lulosa Aktiebolaget (SCA). Statkraft SCA Vind AB
has put into commission the first of four large wind
parks, totalling 514 MW in Jamtland and Vister-
norrland. Statkraft owns 60 per cent of the com-
pany while SCA owns 40 per cent. In addition,
Statkraft has initiated cooperation in southern
Sweden with Sodra Skogsiagarna. This agreement
comprises the supply of electricity and distant
heating to Sodra’s factories, and the development
of around 600 MW of wind power on Sodra’s
properties in Sweden. Statkraft owns 90.1 per cent
of the wind power projects, while the Swedish part-
ner owns the rest. So far, two wind farms have gone

into commission.

Today, wind turbines have become gigantic structures. Pictured here is a fitter
installing wind turbine blades at Stamdsen wind farm in northern Sweden.
Stamdsen, owned by Statkraft and the Swedish industrial company SCA, became
operational in 2013. Statkraft and SCA have an additional three wind farms
under construction in Viisternorrland and Jamtland. Overall, these four wind
farms, three of which were in operation at the beginning of 2015, make Statkraft
one of the major wind power generators in Sweden.

Wind turbines in the beautiful scenery. This picture is from Stamdsen wind farm
in Sweden. Statkrafts Swedish wind farms stand out from the company’s other
wind farms since they are in the woods and not in or near the open sea.
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HYDROPOWER IN SOUTHEAST EUROPE

As mentioned at the beginning of this chapter, the screening project in 2005 did not
give much room for expansion in Europe in the area where Statkraft really had its
core expertise. In Western Europe, hydropower resources had largely been deve-
loped or protected. In eastern and Southeast Europe, the opportunities for access to
hydropower were far greater. This was particularly true of Russia, but also of other
countries in the Balkan area, such as Romania, Croatia, Albania, Montenegro, Bul-
garia and Macedonia.”” As well, there was Turkey, which also in part belongs to the
Southeast part of Europe. These countries were often rumoured to be risky to invest
in.* Political instability, a lack of predictable framework conditions, and corruption
were characteristics that were often cited in connection with at least some of these
countries. In the mid-2000s, few western European energy companies had therefore
taken a chance on investing in capital-intensive hydropower developments in these
countries.

In the period after 2005, this picture changed considerably. From being virtually
anon-existent area, Southeast Europe became an area of focus for a growing number
of western European energy companies. There were several reasons for this change,
but four factors in particular played an important role. First, the stronger orientation
towards Western Europe in general and to the EU in particular as the new millen-
nium progressed, with the accession of Estonia, Latvia, Lithuania, the Czech Repub-
lic, Poland, Hungary, Slovakia, and Slovenia to the EU in 2004, being the clearest
expression of this.*” Three years later, Romania and Bulgaria followed suit. These
countries’ accession to the EU placed clear obligations on them with the introduc-
tion of good governance principles in business. Second, some of these countries
experienced considerable economic growth after the turn of the new millennium,
which among other things resulted in increased demand for electrical power and a
great need for investments in new production. Added to this is the fact that the elec-
trical power supply in some of these countries was initially in a bad state. The conse-
quence was a deficit of electricity and in some countries, for example, in Albania, a
veritable collapse of the country’s electrical power supply. This in turn led to strong
political pressure in order to promote investments. Finally, several of these countries,
partly due to the latter consequences, opened up for more private and foreign
involvement in the sector.

The result was that foreign energy companies began to rush to invest in this area,
among other things in the hope of gaining access to hydropower resources. Statkraft
too followed suit. Investments of this kind had a patchy prehistory and quite a long
incubation stage. The prehistory had its roots in Russia, which for a period in the
early 2000s, attracted a great deal of interest from European, American and other

international companies
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A RETURN TRIP TO RUSSIA

Statkraft first set foot in Russia in 2002, when Tormod Hermansen, CEO of Norway’s
telecommunications company Telenor, introduced Stein Dale to a group of powerful
businessmen in Moscow. Dale, who at the time had recently started work in Stat-
kraft’s strategy division, knew Hermansen from his recent past in the telecommuni-
cations industry.”® Telenor, under the management of Hermansen, had ventured into
the Russian market in 1992 already, just one year after the demise of the Soviet Union,
and had built up quite a large base of contacts in the country. With Hermansen as a
door-opener, Dale made contact with, among others, Vladimir Petrovich Yevtushen-
kov, CEO and majority owner of the industrial conglomerate Sistema, which was
involved in a number of industries and sectors, including telecommunications and
energy.

Sistema was at this time only one of a number of feelers, and a rather more exotic
one. In 2005, however, Russia reappeared on Statkraft’s horizon, this time after CEO
Bard Mikkelsen had met and got on well with the influential Russian politician
Anatoly Chubais, whose political career could be traced right back to the Soviet era.
At the beginning of the 1990s, Chubais, who had been part of the reform-friendly
section of the Communist Party, had been given responsibility for implementing the
contentious privatisation of state property. Towards the end of the same decade, he
was also appointed chairman of the board of the state-dominated energy holding
company RAO UES, which owned a large part of Russia’s power companies.” At a
meeting with Mikkelsen in 2005, the conversation turned to the possibility of co-
operation, and somewhat later contact was established with the management of
RAO UES’s hydropower company Hydro OGK. In December that same year, a
non-binding agreement was entered into to explore the opportunity for cooperation
on hydropower projects in Russia.

In early 2006, a working group was established to develop Project Russia.”* An
executive group consisting of group directors Stein Dale, Ingelise Arntsen and Jergen
Kildahl was charged with monitoring the group’s work, while Torgunn Oldeide was
assigned responsibility as project manager. The working group otherwise consisted
of Bjern Holsen, Amund Ljedal and Eivind Torblaa, all of whom came from New
Energy, in addition to associated resources from the strategy, legal, finance, develop-
ment and operations divisions. In specific terms, the group was to assess four hydro-
power projects presented by Hydro OGK as possible cooperative projects.

The project gave rise to several eventful trips to Russia, including inspections on
horseback in roadless mountain areas in Krasnaya Polyana, not far from the area of
Sochi.” During what would become countless meetings with Hydro OGK, there was
a growing amount of uncertainty about what the Russians actually wanted to get

out of this cooperation. In addition, it was felt that both the legislation and the
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agreements proposed by the Russians were incompatible with Norwegian practices
and traditions.”* The upshot was that the cooperative project died a slow death and
Russia as an area of focus was put to one side.

A somewhat parallel initiative in Romania gave rise to many of the same experi-
ences. Romania was the country in Southeast Europe with the largest hydropower
potential, at the same time as it had plans to sell off state-owned hydropower produc-
tion. In addition, Romania was the country in Southeast Europe that was considered
to have made most progress in adapting to the European Union. Statkraft’s entry into
this country came following an invitation from a Romanian company that wanted to
find a partner in connection with the acquisition of state-owned hydropower. After
some investigations, meetings with authorities and negotiations with the company
in question, which was owned by the country’s deputy prime minister Gheorge
Copos, it was found there were grounds for moving forward very cautiously. Holsen
and Torblaa at New Energy, who had been responsible for the Romanian project,
concluded in a memo to group management in the late summer months of 2005 that
Statkraft should choose a cautious approach in which learning and network-build-
ing were the most important elements.> Several months later, Copos found himself
embroiled in a far-reaching corruption scandal in which the deputy prime minister’s

company played a key role.

A CAUTIOUS STRATEGY

Like most other foreign investments, the question of partnership came to be a key
one in Statkraft’s burgeoning involvement in Southeast Europe. Experience from
Russia and Romania showed that this was as important as it was difficult. Statkraft
had no experience with countries in this region, which, in political and cultural
terms, differed considerably from countries closer to home. Local partners were
therefore more or less a necessity. At the same time, the Romanian story showed that
partner relations were perhaps the greatest source of corruption, since in such con-
texts one never had full control over all circumstances. This was not of course
unequivocally true in all circumstances. Nevertheless, the corruption indices gave
grounds for showing due care and attention in Southeast Europe.*

Statkraft did not give up on the region, however. On the contrary, it planned a
cautious, gradual strategy that essentially meant building knowledge about countries
and developing relationships. Further, during an early stage the primary focus should
be on the acquisition of power plants, while greenfield projects would only be initi-
ated as Statkraft’s presence had matured.” One part of this strategy was the decision
at the end of 2006 to establish an office in Belgrade, Serbia. The main task of this
office would be to identify and assess project opportunities, both greenfield and

acquisition projects, and to build relationships with potential partners.”® The office
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was established early in 2007 as a separate company, Statkraft Western Balkans Ltd.,
which initially had two employees. Later that same year, an additional two offices
were established, in Bucharest, Romania and in Tirana, Albania. A fourth office was
founded a year later, in Podgorica, Montenegro.

Statkraft’s presence through these offices gave the company important insight
into and an understanding of the countries’ politics, legislation, culture and market
situation. One important observation that was made quite early was that interest
among European energy companies in the region was growing strongly. A status
report from New Energy to group management in the summer of 2007 states, “Expe-
riences so far illustrate the fact that ‘almost everyone’ wants a piece of the cake and
competition appears to be fierce”** This was particularly true of the hydropower side
of things, where access to projects was naturally limited. Admittedly, it was stressed
that Statkraft had certain advantages in a competitive situation. Experience so far
indicated that Norway was a name with a positive ring to it in the region, particularly
in former Yugoslavia, and that Statkraft was considered a serious, competent and
coveted company. This in itself was not a criterion of success, however. Furthermore,
there were other features of Statkraft that could detract from its positive image. The
company’s decency, and particularly its zero-tolerance in respect of ethical grey
areas, posed a challenge and could represent a competitive disadvantage in these
countries. According to the report, one risked getting “less access to information
than we may assume our competitors possess.” This was more by way of establish-
ing a fact rather than suggesting revising the company’s guidelines. As stated in the
conclusion, “Such a situation is something that Statkraft must live with. Zero-toler-
ance is the only way to go.”®! Furthermore, it was pointed out that such a line would
probably pay off in the longer term, since the markets were becoming more transpar-
ent and the demands for openness winning ground. Among other things, there were
signs that several of the Balkan countries will increasingly come to use open tender
processes, particularly when awarding hydropower licences.

Statkraft’s first project in the region came through one such tendering process,
albeit indirectly. In the autumn of 2007, Statkraft’s representative in Albania came
into contact with the Austrian power company Energieversorgung Niederdsterreich
(EVN), which was interested in finding a partner for a potential project in the Devoll
River, approximately 100 kilometres south of Albania’s capital. The licence for this
project had been announced internationally, and in early 2008, EVN was granted the
licence. Statkraft showed an interest in this project, and early in 2008 an agreement
had been signed with the Austrian company with a view to cooperating on develop-
ment and ownership.

The Devoll project essentially broke with the entry strategy that had been drawn
up earlier the same year, which outlined a cautious start by attaching importance to
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acquisitions and not greenfield projects.
With an estimated output totalling just
above 300 MW distributed among three
power plants, and an annual production
of around 800 GWh, the Devoll project
was actually quite a large project. EVN’s
estimates indicated a total cost of just
over NOK 5.2 billion. With a 50/50 share
with EVN, this meant that Statkraft
would pay NOK 2.6 billion. At first
glance, this project did not appear to be
particularly profitable either.® Statkrafts
reason for nevertheless getting involved
was due, among other things, to the fact
that it saw it had a chance of establishing
an alliance that could grow into some-
thing larger over time. EVN was Austria’s
second largest power company, and the
company had major ambitions of grow-
ing in Southeast Europe. Further, EVN
had some experience with hydropower.
Consequently, the company had both
industrial and strategic similarities with
Statkraft.

Interest in the Devoll project must also be seen in the light of the dilemma that
often arises in the juxtaposition between strategies, meaning what one wants, and
reality, versus what is actually possible. Experiences so far had shown that acquisi-
tions of existing hydropower resources would not be as simple as one had first
assumed. The many predictions and plans for a more comprehensive wave of priva-
tisation that prevailed earlier in the decade gradually proved not to come to fruition.
In particular, privatisation of hydropower production in most countries appeared to
be a long way off (as such these countries were not much different to Norway). As
well, there was no great access to greenfield hydropower. Several countries had
admittedly launched quite ambitious development programmes. In reality, however,
licences and projects were not forthcoming. According to Statkrafts own assess-
ments made in early 2008, besides Albania, only Montenegro and to some extent
Bosnia-Herzegovina could so far offer concrete opportunities. In other countries,
things were moving slowly, while others, such as Croatia and Slovenia, did not appear

to be interested in foreign investment in this area.®® The point was that if one really



wished to invest, it was not primarily about choosing what was best; rather it was
about seizing the opportunities that were actually on offer. In the period around
2008, Devoll was one of very few options available.

In March 2008, Statkraft and EVN entered into an agreement concerning the
establishment of a joint venture with a basis in an equal share of the Devoll project.
The plan was to make a final investment decision during 2009-2010. The agreement
was marked as the first breakthrough for hydropower investments in Southeast
Europe. In December that same year, Statkraft and EVN signed a licence agreement
for the project with the Albanian authorities. At this time the project had been scaled
up to approximately 340 MW with an annual production of around 1 TWh. Devoll

would be one of the largest hydropower projects in Europe and would increase total

hydropower production in Albania by 20 per cent. The plan was that the entire
project, consisting of three power plants, would be finished by 2016.
Devoll had a much longer pre-construction phase than originally planned. It was

not until the beginning of 2013 that preparatory work started on the first power

Around 2005, Statkraft decided to invest
in a more targeted manner in European
hydropower developments. Southeastern
Europe was the most appropriate area,
with plenty of available hydropower and
great need for electricity. Albania is
among the countries in which the
company has invested most heavily. This
picture shows the Devoll power project.




186

BEYOND BORDERS

plant, Banjé, while construction work began in earnest towards the end of the same
year. At that time, preparations got underway on plant number two, Moglicé, where
construction work began properly in 2014. As of December 2014, production
start-up is planned for the first half of 2017 and the last part of 2019, respectively.
The project has otherwise been reduced to these two plants, while construction of
the third planned plant, Kokel, has been delayed until the first two have been
completed.

The reason why the Devoll project got underway later than planned was because
cooperation with EVN was not as simple as first anticipated. In 2013, EVN chose to
sell off its stake, which meant that Statkraft would become the project’s sole owner.

ENTERING TURKEY

In 2009, Statkraft acquired a Turkish holding company, Yesil Enerji, which owned a
portfolio consisting of five hydropower projects in Turkey. The seller was the Turkish
company Global Investment Holding. The five projects were planned with an instal-
lation totalling around 550 MW, which would give an annual production of just over
1.8 TWh. One of the projects, the river power plant Cakit in the Adana province in
southern Turkey, was already under construction and the plan was that it would be

completed in 2010 with a capacity of 20 MW. The portfolio also included two projects

that towered over everything else: Cetin, with a planned installation of more than
400 MW, and Cargi with just above 100 MW. Statkraft initially acquired 95 per cent
of the shares in Yesil at a cost of EUR 95 billion, while Global Investment Holding
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retained five per cent. One year later, Statkraft also acquired the remaining five per

cent.

Turkey was a country with enormous hydropower resources. Estimates made in
the middle of the 2000s cited commercially useable hydropower resources of around
140 TWh per year, roughly on a par with Norway. Turkey’s electrical power supply
was dominated by fossil-based energy, however. Around 35 per cent of the country’s
hydropower resources had been developed, and hydropower only stood for around
15 per cent of the country’s electricity production.

Up until the beginning of the new millennium, Turkey’s energy sector had been
dominated by the state and was for the most part closed to foreign investors. In 2003,
however, the Turkish authorities resolved to liberalise the sector and to open up to
private investments, and in the ensuing years, market-based power sales began to be
developed. These developments gradually led to considerable interest in the country
from western European energy companies. Fairly strong economic growth after the
turn of the millennium contributed to strengthening this interest. Furthermore, in

Norwegian-Turkish cooperation. Turkey has
become one of Statkraft’s priority countries
in terms of hydropower. Turkey has large
hydropower resources. The country has also
experienced sound economic development
since the turn of the millennium, which has
led to an increasing demand for electricity.
This picture shows the Cakit power plant,
which became operational in 2010. Statkraft
acquired the unfinished power plant a year
earlier.



Ribbon-cutting and the official opening of
the Cakit hydropower plant in Turkey. Here
we see Turkey’s energy minister Taner Yildiz
assisting Statkraft chairman Svein Aaser in
cutting the ribbon. In the energy minister’s
speech at the opening, he underlined the
importance of hydropower developers taking
responsibility and showing consideration for
local interests.
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the years prior to 2010, the Turkish authorities began to introduce measures designed
to foster the development of renewable energy, such as hydropower. Moreover, Tur-
key was considered a relatively predictable and safe country in which to operate (in
2009, for example, the country ranked above Italy on Transparency Internationals
Corruption Index).

For Statkraft, Turkey was rapidly becoming a very interesting area of focus, and
the country has gradually become the main country of focus in terms of international
hydropower. One year after the acquisition of Yesil Enerji, at the end of 2010, the
company resolved to begin construction of the Kargi project. Kargi was located in
the north of the country, about a four-hour drive north of Ankara in a stable region.
The power plant had a planned installation of 102 MW, an estimated cost of EUR 240
million, and was originally scheduled for completion in 2014.%

In 2011, Statkraft’s administration pointed out that Turkey was the fastest grow-
ing power market in Europe. Annual growth in demand was estimated to be six per

cent over the next two decades. In this same year, Turkey also became a member of
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In 2009, Statkraft acquired the Turkish
hydropower portfolio of the Turkish
company Global Yatrim Holding. This
photograph was taken at the signing of the
agreement. Second from the left is Tima Iyer
Utne, who at the time was responsible for
Statkraft’s involvement in South-east Europe.
To his left is Statkraft’s Steinar Bjornbet, who
was responsible for Turkish affairs. Second
from the left is Mehmet Kutman, CEO of
Global Yatrim Holding, while seated on the
far right is Saygin Narin, general manager of
Yesil Enerji — the company that Statkraft
acquired. In connection with the acquisition,
Narin was transferred to Statkraft and
assigned responsibility for Turkish affairs
together with Bjornbet.

Plans are being made for development of the
Cetin hydropower plant in Turkey. Cetin has
a planned installation of 517 MW, and is
currently Statkraft’s largest hydropower
project outside Norway. The power plant is
situated on the Botan rivet, a tributary to the
Tigris river in the southeast of the Anatolia
region. Statkraft has a licence to develop and
operate the plant for 49 years.
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“The Comeback Kid”. In the spring of 2010,
Christian Rynning-Tonnesen took over as
Statkraft’s CEO. Rynning-Tonnesen had been
a central figure in Statkraft throughout the
period from the beginning of the 1990s to
2005. For almost the entire period, he was
part of group management, and was largely
responsible for international business. In
2005, he moved to the internationally
oriented Norwegian paper products
company Norske Skog, first as CFO and later
as CEO. When Bdrd Mikkelsen stepped
down as Statkraft’s CEO in 2010, Ryn-
ning-Tonnesen returned to Statkraft, this
time as the company’s most senior manager.
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the European TSO organisation ENTSO-E, which was responsible for developing
and coordinating the national transmission systems in Europe. Such developmental
features gave rise to an optimism that led to Statkraft’s decision to begin yet another
development. The Cetin project was located in the Southeast part of the country and
would, according to revised plans, have a planned installation of 517 MW, which
would give an annual production of more than 1.4 TWh. This would make Cetin
Statkraft’s largest power plant outside of Norway. The power plant would consist of

two power stations and was scheduled for completion in 2015.

A FOCUSED RENEWABLE STRATEGY

During the period after 2005, hydropower and wind power have steadily emerged as
Statkraft’s two main areas of focus. This focus is closely linked to the increasingly
more aggressive climate policy in Europe during this same period. This policy has
contributed to wind energy becoming commercially viable to a far greater extent
than previously. Even though wind energy was an unregulated form of energy that
essentially breaks somewhat with Statkraft’s focus on flexible power production, this
area has provided scope for considerable investment at a time when the potential for
growth has otherwise been limited, at least in western Europe, owing to problems in
fossil-based power production and a general stagnation of power consumption. The
picture is somewhat different on the outer edges of Europe, where there has been a
far greater need for new power in recent years. Statkraft’s involvement in Southeast
Europe can in many ways be characterised as a revitalisation of Statkraft as a hydro-
power investor. In a country such as Turkey, the opportunities for large-scale hydro-
power developments are huge, provided that market developments allow for this.
Furthermore, following the restructuring of SN Power in 2014, to which we will
return in the next chapter, Statkraft also has greater scope for getting involved out-
side Europe.

In line with the same climate policy, investments in gas power in Germany have
gradually become Statkraft’s greatest liability, and until further notice, these remain
a closed chapter. The problems in these quarters began in earnest during 2011-2012,
first when coal prices fell, then when renewable energy really took off in the German
power system, and finally when gas prices failed to fall in line with coal prices but
remained high instead.

It should be mentioned too that as late as the autumn of 2010, Statkraft had
decided to build yet another power plant at Knapsack — Knapsack II - with an output
of 430 MW. The plant had a cost of around NOK 3 billion and was scheduled to go
into operation in 2013. In 2011, however, Statkraft resolved to write down its Ger-
man gas-fired power plant investment by more than NOK 1 billion, and one year

later there was a further write-down of almost NOK 2 billion. In addition, the gas-
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fired power plant Emden 4, which Statkraft acquired in connection with the E.ON

transaction in 2008, was put on reserve, meaning it was shut down completely and
the workforce reduced. In 2013, the other gas-fired power plant acquired from the
transaction, Robert Frank, was put into cold reserve. This year only around 10 per
cent of total production capacity was utilised.

Statkraft’s only involvement in fossil-based power production through the com-
pany’s more than 100-year-old history has become one of its least fortunate invest-
ments. The company should not be judged too harshly for this, however. One of the
most important things to be learned from Statkraft’s process of internationalisation
since the beginning of the 1990s is that the energy sector has to a greater degree than
most other sectors been influenced by national and international political currents,
and is therefore also more exposed to major and unpredictable changes. The Ener-
giewende project in Germany is perhaps the clearest example of the importance
politics can have. Furthermore, it should be emphasised that Statkraft has also prof-

ited significantly from international changes in energy policy.
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A great day for Statkraft. In November 2010,
Minister of Trade and Industry Trond Giske
(left) announced that the government would
provide Statkraft with 14 billion in fresh
capital. An important prerequisite for this in-
jection of capital was that these funds would
g0 to investments in renewable energy. The
capital injection was the first since 2002. In
the middle is Statkraft’s board chairman
Svein Aaser, to the right is CEO Christian
Rynning-Tonnesen. Some months earlier,
Aaser had taken over this position from
Arvid Grundekjon. The latter had repeatedly
criticised the owner publicly about high
dividend pay-outs, which caused irritation
for the trade and industry minister, and cost
Grundekjon his job.



In 2002, Statkraft founded the company SN Power in collaboration with the investment fund Norfund. SN Power has since invested
considerably in power generation in many countries outside Europe. In 2007, the company acquired a shareholding in the Ambuklao and
Binga power plants in the Philippines, an acquisition made in collaboration with the Philippine company Aboitiz. This picture shows the
Ambuklao dam, one of the oldest large-scale hydropower plants in the Philippines. Investments in the Philippines have been SN Power’s most
profitable, and partnership with Aboitiz is one of the most successful in the company’ so far short history.
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CHAPTER 7

The founding and development
of SN Power

n the spring of 2001, Jens Stoltenberg, who was then Norway’s prime minister,
paid an official visit to India. State visits will often involve financial interests,
and as is common during such visits, he was accompanied by a sizable dele-
gation representing Norwegian business interests. One of these representa-

tives was Bjorn Blaker, Statkraft’s group director, whose responsibilities included the
company’s international hydropower operations. Another participant was Per Emil
Lindge, director for Norfund, Norway’s state investment fund. As it happened,
Blaker and Lindee had previously been colleagues when they had worked for the
classification company Veritas, and they knew one another quite well. During the
journey, they began to speak loosely about the opportunity of Statkraft and Norfund
joining forces to develop hydropower operations in developing countries.! Blaker
had met with significant challenges starting up the company’s hydropower invest-
ments outside of Europe, as it was difficult to find partners. As mentioned earlier
(Chapter 3), ever since the projects initiated in Laos and Nepal in the mid-1990s, the
board of Statkraft had required that new projects had to take place in cooperation
with other companies. No such partner had yet been found, which had meant that
these operations had been put on the back burner. For their part, Norfund and
Lindge were on the lookout for good investment projects in developing countries.
Norfund’s mandate was to foster sustainable, commercial development in poorer
countries, and the fund was interested in focusing on renewable energy. Perhaps
Norfund was the partner that Statkraft needed in order to give Statkraft and Blaker’s
international operations a new lease on life.

The year 2001 was a year of change for Statkraft, and a great deal of focus was
placed on structural change in Europe and on growth and merger negotiations,
spurred on by a new group CEO and group management. In these changing times,
hydropower operations outside of Europe received limited focus. Towards the end of
the year, however, Blaker and Lindee resurrected the idea of cooperation, and in
early 2002 a couple of preliminary meetings had been held between the management

of Norfund and Statkrafts international division. After this, things moved
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SN Power’s first major investment was made
in 2003 with the acquisition of the Peruvian
companies Cahua and Energia Pacasmayo,
which together owned eleven hydropower
plants in various parts of the country. It may
seem surprising that SN Power chose to
spend a considerable amount of capital on
the acquisition of existing power plants
rather than investing in development
projects, but it was important for the
company to obtain revenues relatively
quickly. Pictured here are pipe trenches and
power lines from one of the hydropower
plants in the Cahua/Energia Pacasmayo
portfolio.

surprisingly quickly, and after barely three months of discussions, it was agreed

to establish a separate company, Statkraft Norfund Power Invest, which would
specialise in hydropower developments in developing countries. SN Power, as the
company would be called, was founded in June that same year, and within the next
six months it had been staffed and set in operation.

The establishment of SN Power led to a considerable revitalisation of hydropower
investments outside of Europe. In the initial years, the company established a pre-
sence in Chile, Peru, India and the Philippines, partly through the building of new
hydropower facilities and partly through the acquisition of existing power plants. In
addition, Statkraft’s power plant in Nepal, Khimti, was transferred to this company.
Since then, SN Power has expanded to include investments in additional countries,
at the same time as it has continued its involvement in existing countries. Ten years
after SN Power’s creation, international hydropower has become one of Statkraft’s
strategic areas of focus.

Partnership with Norfund formed the basis for new growth in an area that for a

long time had been a facing an uphill struggle. As such, cooperation with the state
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investment fund had been productive. But this partnership has also given rise to
some challenges. Even though both Statkraft’s and Norfund’s objectives are to operate
commercially, Norfund also has an explicit developmental mission that has not
always been fully reconcilable with Statkraft’s more cultivated commercial objective.
In addition, there has been tension at times about the level of ambition. Over the
years, Statkraft in particular has raised the ambitions it has had for SN Power, which
has found expression in a desire to gain greater control of the company. This is some-
thing Statkraft has achieved, but only after several extremely demanding rounds of
negotiations.

One of several reasons for this contrast is that SN Power was founded at a time
when Statkraft really had no great ambitions for the company. Naturally, this affected
the company’s positioning in the SN Power constellation. No plans existed for a
situation in the future with a considerably higher level of ambition, and over time the
2002 version of SN Power no longer reflected the wishes of Statkraft. If we look at the
way Statkrafts management thought about this matter in 2001-2002, it is not sur-
prising that things were the way they were.

AT A CROSSROADS

At a meeting in September 2001, Statkraft's management discussed the future of its
International Division.? At this time, the division had spent more than five years
reporting on and proposing projects, all of which had failed to receive approval
either by group management or the board. As we mentioned in Chapter 3, it was not
surprising that this had begun to wear down the staft in the division. Group manage-
ment therefore wished to clarify the situation. The atmosphere was not very optimis-
tic, and shutting down the division was one option.

Itis conceivable that group management was influenced by the recent breakdown
in negotiations with Vattenfall a little earlier that same year. For several months
during the winter of 2000/2001, Statkraft and the Swedish company had discussed
establishing a joint venture for hydropower development outside Europe. Statkraft
had hoped they would finally find the partner that Statkraft’s board had long been
searching for (see Chapter 3). Vattenfall was as near perfect a partner as one could
wish for. In addition to its broad base of industrial expertise and international orien-
tation, Vattenfall had invested significantly in Asia and Latin America in recent years
(via its subsidiary Nordic Power Invest).” Furthermore, Statkraft and Vattenfall had
already cooperated for several years through the company Nordic Hydropower,
which had organised the companies’ ownership in the Theun Hinboun power plant
in Laos. In early 2001, however, the whole process of negotiation collapsed. At a
meeting with representatives from Vattenfall in Stockholm in January, Sverre

Nygaard, Kjell Heggelund and Inge Lovésen were notified over the table that Vatten-
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fall had decided to shut down all activities outside Europe. The alleged reason was a
need to free up capital for the company’s ambitious process of expansion.* Some
good did come out of this development, however, since Statkraft was able to buy
Vattenfall’s share in the Theun Hinboun power plant in Laos, which increased its
ownership share to 20 per cent.’ This purchase seems to have been defensively moti-
vated. One important argument was the fear of getting a replacement in the joint
company Nordic Hydro Power that one had not been involved in choosing.

In the wake of the Vattenfall retreat, another couple of advances had stranded.
Among other things, contact had been established for a period with the U.S. com-
pany RNG, with whom Vattenfall had cooperated in Latin America. In the opinion
of the international division, RNG was now “the only company that stood out as a
potential partner for industrial cooperation”® After a new representation had been
made to the U.S. company, Blaker, Heggelund and Nygaard travelled to Minneapolis
to sound them out. This initiative was never followed up on, however, apparently
because the Americans were so busy.” A second initiative, which went under the
name Norsk Kraft [Norwegian Power], had been discussed for a while and involved
establishing a joint venture with other Norwegian power companies. This solution
failed to meet the board’s requirements for an international partner and found little
support from group management either.?

Somewhat later in the autumn of 2001, in a new round of discussions with group
management, it was concluded that the possibilities beginning to be exhausted. It
was decided in what could resemble a last straw, to hire in external consultants.
Shortly afterwards, PA Consulting was commissioned to review this business area, to
explore the market potential and to consider possible organisational models.

A comprehensive report was presented just before the end of the year.” At an
overall level, the report concluded that a large and potential market did exist for
hydropower investments, particularly in Southeast Asia and Latin America where
there was a large and growing need for electricity.'” Further, the report stated that
Statkraft, with its high level of professional expertise, could be among the leading
hydropower companies in these regions. However, operations would then have to
be organised in a completely different way. As stated in the report: “International
activities at Statkraft have stalled because of the inadequacy of the decision making
process and having to operate under the wrong organisational model”.!! According
to the report, the solution was the same as that what the international division had
been pushing for quite a while, namely to organise operations in a separate sub-
sidiary that could provide greater autonomy.

In two areas, the consultants went against the established opinions of Statkraft’s
management. One related to the requirement of a partner. The report did not deny

that partnership was important; on the contrary, this was a must in most projects.*?
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Nevertheless, it warned against going in for strategic partnerships, meaning partner-
ships in which one has to cooperate on everything, everywhere. As such, the report
goes against the model that Statkraft’s board had stood by. Reference was made to the
fact that in reality companies rarely managed to reach agreement on shared strate-
gies at a global level, and that any such attempted partnerships had largely failed.”®
The consultants recommended instead partnership on a project-by-project basis,
since this gave greater flexibility and a greater opportunity to put together constella-
tions in accordance with geographical and other preferences.”* A well, the report
recommended focusing not only on greenfield projects but also on the acquisition of
existing power plants. The reason for this was that a combination of greenfield
projects and acquisitions was a more efficient way of accessing new markets, partly
because the availability of hydropower projects was often limited and partly because
construction took time. Acquisitions made it possible to increase volume quickly
and to generate revenues rapidly. Furthermore, it was a favourable time for acquisi-
tions. Many countries, particularly in Latin America, planned to initiate or had
already begun market and privatisation reforms. At the same time, some of the inter-
national companies who had been most active in these markets were in the process
of selling off their equity interests, due, among other things, to overinvestments
made in the 1990s. In other words, Statkraft could capitalise on the situation by going
against the grain.

In early 2002, with a basis in the consultants’ report, group management decided
to organise the international division as a separate company. The idea was to estab-
lish this company as a wholly owned subsidiary but to attract several owners in the
longer term." As such, operations would be more independent, and, it would be
easier to market them to other investors. The board rejected this solution, however.
At a meeting where the report and the recommendation of group management were
presented, the board demanded that several owners be included from the outset if
this solution were to be chosen. It is evident from the minutes that the board was not
convinced that operations were interesting enough for investors, and that this would
have to be clarified before investing resources in developing a separate company.
One of the loyal sceptics was Anders Eckhoff, a person to whom others listened. In
his opinion, the concept needed to be tested in the market before doing anything
else. In specific terms, he proposed devising a fund that could be offered to investors.
If there was interest, then it was good. If not, then this was a clear signal from the
market that the concept was not viable. Or, as Eckhoff put it: “If such a prospect is not
sellable, then this is an important signal. We need then to think about things! Or shut
down.'® Board chairman Terje Vareberg was also sceptical to establishing a separate
company without being judged by the market beforehand. The point was also made
that some other companies were actually pulling out of this niche. Among other
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things, reference was made to Vattenfall’s exit the year before, and questions were

asked whether this could be something one should note.

PRELIMINARY DISCUSSIONS WITH NORFUND

In the autumn of 2001, Bjorn Blaker had moved from a position in group manage-
ment to become part of a reference Group for Group CEO Bard Mikkelsen, where
two other individuals from Lars Thulin’s management group also sat.'” Blaker
retained responsibility for the international division, however, and in early 2002,
while group managementand the board discussed the fate of the division, he resumed
contact with Lindee. An initial meeting was held in mid-January, attended by Blaker,
Nygaard and Wenche Lund @yno from Statkraft, as well as Lindge and Svein Ove
Faksvag from Norfund. Great interest was expressed from both sides. In the minutes
from this meeting, it was stated that the parties saw clear advantages in establishing
a joint venture, and that one wished to make the platform for such an investment
concrete.'® In subsequent weeks, an additional two meetings were held in which the
main framework for cooperation was shaped. In mid-March, Mikkelsen and Nor-
fund’s board chairman Arve Johnsen met to anchor plans for cooperation, and in the
beginning of May, Statkraft’s board approved formation of a new company co-owned
by Statkraft and Norfund. On 26 June, at Statkraft’s head office in Hovik, the com-
pany Statkraft Norfund Power Invest AS was formed. Statkraft had finally found a
partner for its international investment in hydropower, and had finally managed to
create an independent company for this purpose. What sort of partner was Norfund,
however, and what kind of company had been established?

Norfund had been established by the Storting in 1997 as a policy instrument for
development purposes. The fund, the full name of which was The Norwegian State
Investment Fund for Business Enterprises in Developing Countries, was not a tradi-
tional development aid organisation, however. Rather, it was a body that provided
capital and other support to business projects in developing countries on commer-
cial terms.” According to its mandate, Norfund could only invest in projects that
were commercially viable, and the required rate of return should essentially be the
same as for normal investment activities.? The aspect of providing development
assistance restricted which countries it could invest in and the degree of risk it could
take. The fund could only operate in countries that belonged under the OECD’s defi-
nition of lower middle-income countries and below, which in reality meant it could
not invest in countries with an average gross national income per capita of more than
around USD 3 000. The fund also had to take a greater risk than purely commercial
investors, precisely because investing in such countries often involves greater risk. As
stated in the proposition concerning the fund: “The purpose is to establish viable,

profitable businesses that would not otherwise have been started due to high risk™
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Precisely for this reason, the Storting had therefore initially also given the fund some
leeway in respect of the required rate of return in that 25 per cent of capital injected
would be set aside in order to cover future losses.*

Norfund represented a market-based alternative to development assistance.
Since the end of the 1970s, the state authorities in many European countries had
established such funds, partly in cooperation with private financial institutions.” In
addition to financing operations in developing countries, the funds also helped pro-
vide risk capital and guarantees to companies in their own countries who wished to
invest in developing nations. This type of cooperation with domestic industry had
also been highlighted when Norfund was created. One of the reasons for establishing
the fund was that Norwegian industry had a strong desire that such a fund could
help cover the risk of investing in difficult markets.* In the proposition concerning
establishment of the fund, it was pointed out that interest in such investments was
particularly great within the fields of telecommunications and energy, because an
increasing share of investments in these sectors was made by the private sector.
Energy in particular was a sector where it was felt that Norwegian industry had a lot
to offer in terms of technology and knowledge. As we have mentioned earlier (Chap-
ter 3), the transfer of technology and knowledge had always been an important ele-
ment of Norway’s development assistance strategy. Since its establishment, Norfund
had gradually oriented towards energy as one of the fund’s main areas of focus. In
2001, this focus has received support from the Storting in the form of a specific
appropriation for energy purposes. That same year, the fund had entered into co-
operation with a British fund called Commonwealth Development Corporation
(CDC) to establish a separate company that would focus on energy investments. At
Norfund, the primary wish was to have a Norwegian solution where Norwegian
capital, technology and expertise was coordinated in a joint venture.”® At the begin-
ning of 2002, the fund had assets under management totalling just over NOK 1.5 bil-
lion, which was expected to be raised to between NOK 3 billion and NOK 5 billion
over the next three-to-five-year period.*

The establishment of SN Power was contingent on Statkraft and Norfund sharing
a number of overarching goals and ambitions. At Statkraft, this constellation never-
theless caused some surprise. First, it ran counter to several of the old requirements,
particularly those emphasised by the board, that a partner should be industrial and
international. Norfund did admittedly have a relatively broad international network,
particularly with financial institutions. Still, the organisation was entirely Norwegian
as far as its ownership was concerned, even though it had many employees with
international experience. Further, the organisation had little to contribute in the area
of energy and hydropower. The most significant contribution to cooperation, besides

capital, would therefore be financial expertise. Some therefore questioned whether
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this would provide a sufficient basis for establishing a mutually beneficial strategic
partnership.

In addition, there was a certain concern that Norfund’s stated mission could give
rise to differences in several key areas. Statkraft’s internal auditors, who were com-
missioned to review the partnership, pointed to two areas in particular.”” First, they
pointed to Norfund’s risk policy. Among other things, Norfund was to concentrate,
as mentioned, on the least developed countries, and for this reason the fund had
focused heavily on Africa.?® Africa was a continent that Statkraft had so far ruled out
completely due to high risk. Second, it pointed to the fund’s obligation to invest only
in countries with a standard of living up to a certain level, which could mean that
Statkraft would have to refrain from investing in regions and countries that were
commercially interesting.”” Added to this was the fund’s strong focus on social and
commercial considerations, which could potentially outweigh those one felt it would
be right to take as a commercial player. The conclusion of the internal auditors was
therefore that one would have to clarify whether “an alliance with Norfund would
affect Statkraft’s scope of action outside Europe before entering into a binding form
of cooperation with this company”*

According to the devil’s advocates, there were some important issues concerning
Norfund as a partner. Group management appeared to be less concerned, however.
As for the board, it was stressed that the impression one had of Norfund was very
positive and that the fund was the best alternative for further international opera-
tions.” In the opinion of the administration, the agreements that had been negoti-
ated provided reasonably good security for Statkraft’s interests. As a matter of prin-
ciple, Statkraft did want to have a majority shareholding and control of the company,
and not a 50/50 solution, which could pose problems regarding management of the
company. From the very outset, however, Norfund had attached great importance to
being an equal partner, a demand that had been accepted at quite an early stage.** The
proposed agreement did allow for several alternatives in the future, both defensive
and aggressive alternatives. First, the agreement had an opening for more owners in
the longer term, but included a limitation that would secure Statkraft and Norfund
negative control (35 per cent). This could perhaps be called a defensive route. Second,
both Statkraft and Norfund were to have the right of first refusal should the other
party wish to sell off its shares. This could give Statkraft full control if Norfund wished
to sell, or, if new owners were included, a minimum of 51 per cent. This provided an
opening for a more aggressive approach.”

In reality, the basic attitude appeared to be neither defensive nor aggressive;
rather, it seemed to be based on a wait-and-see approach. The administration’s pre-
sentation to the board emphasised that international hydropower had long-term

potential. At the same time, it was not here that the initial initiative was to be made.
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As stated in the presentation to the board: “Consolidation in the Norwegian market
will be the main focus for the first one to three years. Subsequently, Statkraft’s role in
the consolidation of the Norwegian/European market will be of key importance in a
two-to-five year perspective. Operations outside Europe involve a more long-term
growth perspective, and will represent a natural continuation should Statkraft man-
age to achieve its objectives in Europe”** So, international hydropower develop-
ments placed third in terms of both priority and time, and were not guaranteed any
prodigious future. Put in somewhat exaggerated terms, SN Power appeared mostly
to be a construction that provided an opening for something that was potentially
interesting, and Norfund was the piece of the puzzle that was necessary in order to
prevent the board from blocking this opening for good.*

In this respect, the administration had achieved what it wanted. In May 2002, the
board accepted the plan with partner Norfund and create a joint venture. The board
also approved the financing plan negotiated with Norfund. Under the terms of the
plan, the owners would provide an initial NOK 500 million in equity. Then, over the
first five-year period, an additional NOK 2.5 billion was to be injected, which meant
that each of the parties would be required to provide a total of NOK 1.5 billion. After
this time, the company would essentially be self-supporting. Statkraft’s capital injec-
tion would consist in part of a transfer of assets from the power plants in Nepal and
Laos. Valuation of these assets would take place over a period of time.

THE CREATION AND DEVELOPMENT OF SN POWER
Statkraft Norfund Power Invest — SN Power — was founded on 26 June 2002 and the
first board of directors was appointed at the same time. Under the terms of the share-
holders” agreement, the board was to consist of three representatives appointed by
each of the owners, while the position of board chairman was to alternate every other
year. The parties had agreed that Norfund would appoint the first board chairman,
while Statkraft would choose the company’s first director. Norfund chose its own
board chairman, former oil company Statoil head Arve Johnsen, as SN Power’s board
chairman. Norfund’s two other choices were its own director Per Emil Lindge and
former cabinet minister Grete Faremo, who also had a background from NORAD,
the Norwegian development aid organisation. Statkraft appointed Christian
Rynning-Tennesen, who became the board’s deputy chairman, and group manager
for production @ystein Loseth, together with Inger Andersen from the finance divi-
sion. To head the company, Statkraft chose Statkraft engineer Qistein Andresen,
whose background was from ABB and Statkraft Engineering, among others, and
who also had considerable experience from working abroad.

The initial plan was that SN Power would be extensively autonomous. Among

other things, the company’s articles of association state that all investment decisions
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In the spring of 2002, civil engineer Qistein
Andresen was appointed CEO of newly
founded SN Power. Andresen had a great
deal of experience from the energy industry,
and had worked extensively in the inter-
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employee of Statkraft Engineering, a
subsidiary of Statkraft, for a period in the
1990s. Andresen was CEO of SN Power until
2010, when he joined Statkraft’s group
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company’s international hydropower
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take up the position of Group CEO at Eidsiva
Energi.
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within the framework of the company’s authorised capital should be made by the
company’s administration and board pursuant to established powers of attorney.*
For this reason, importance was attached to the fact that the board should have
extensive knowledge of international operations, preferably also about operations in
developing countries, and have the ability to assess the investments and projects that

the administration presented on an independent basis. For Statkraft in particular,
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the wording “established powers of attorney” was important. In reality, Statkraft
planned a rather close follow-up of the workings of SN Power. A couple of months
after its establishment, it was decided that all investments exceeding more than
NOK 200 million in total should be presented to the board of Statkraft.” Statkraft’s
administration also began early on to operate a kind of shadow organisation in the
sense that SN Power’s planned projects were carefully scrutinised there. During the
start-up phase, this was perhaps a natural thing to do. Even though SN Power had
hired most of its employees from Statkrafts old international division and experi-
enced people from elsewhere, it initially had quite a small staff. For Statkraft, a large
and experienced hydropower organisation, it felt strange in such a context not to
provide assistance. The consequence was an overlapping decision-making process
that soon turned out to be time-consuming, but which also led to SN Power feeling
a need to demonstrate its independence as an organisation.”® Nevertheless, this
somewhat unclear division of boundaries between SN Power and Statkraft became

more or less permanent.

POWERING DEVELOPMENT

Norfund and Statkraft had concurrent interests in several important areas. For
example, both had as their starting point that SN Power should maintain high social,
ethical and environmental standards and not become involved in operations that
could be controversial in any way. Such an approach had direct consequences for the
type of hydropower projects in which the company could invest. SN Power should
essentially not invest in so-called reservoir power plants, of the type that dominate in
Norway, and which often entail damming of large areas, relocation of settlements
and encroachment on watercourses. Primarily, focus should be given to run of river
power plants, meaning power plants that more or less only utilise the natural flow of
decline of a watercourse.” Further, SN Power would maintain high standards of
health, safety and the environment. In this respect, the starting-point should be to
maintain the same standards elsewhere in the world as one wanted to have in Nor-
way.

To a certain extent, focusing on codes of conduct can be said to have a develop-
mental dimension through the setting of examples. SN Power also adopted an
explicit developmental mission, however. “Powering development” was a phrase
often used when promoting the company. This wording reflected the fact that the
company’s investments should not only generate revenues for its owner, but should
also contribute to sustainable social and economic development in poorer countries.
This developmental dimension was also evident in the company’s early annual
reports, including SN Power’s country and local reports, which had a strong focus on

human and social development.’ In 2003, the board of SN Power adopted a set of
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business principles that the company undertook to follow, everywhere and at all
times. Besides profitability, these principles focused on human rights, anti-corrup-
tion, transparency and a range of other social responsibility principles.*

This aggressive emphasis on corporate responsibility, or CR, was not something
that was peculiar to SN Power. Around the beginning of the new millennium, CR
virtually became a buzzword and a trend in international business. There is little
doubt, however, that SN Power followed up on its words with actions to a greater
extent than many other companies. The stringent attention attached to such stan-
dards and norms also had certain implications for where SN Power could focus most
heavily. In the poorest countries in particular, CR standards often came under the
greatest amount of pressure. This fact was only one element of a broader risk sce-
nario that indicated that commercial hydropower investments should preferably not
be made in such countries. For this reason, SN Power made few investments in the
poorest of countries, and as we shall see, this gradually became a problem for Nor-
fund.

CHILE AND PERU IN FOCUS
Already in the 1990s, the international division had pinpointed Latin America as an
interesting area of focus. This region had a great amount of hydropower, of which
only a small part had been developed. Furthermore, some Latin American countries
began to liberalise their electricity sectors at a very early stage. Chile, Argentina,
Peru, Bolivia, Columbia and several of the smaller countries in Central America had
already begun to introduce markets and competition to the sector in the early part of
the decade, primarily on the production side. Later in the same decade, Brazil had
followed suit.*> In most countries, production, transmission systems and market
institutions were relatively poorly developed, however. Nevertheless, seen through
the eyes of a foreign investor, Latin America was moving in the right direction. For
Statkraft, the region aroused particular interest since liberalisation also meant
greater openness to private investments in hydropower. In Chapter 3, we saw that
towards the end of the 1990s, Statkraft’s international division had looked at several
projects in Brazil, Chile and Peru. Peru in particular had piqued the division’s
interest, partly because the country seemed reasonably safe and favourable for
investment and partly because several specific projects emerged that were con-
sidered very favourable. In the case of the projects Egenor and Cheves, the division
had strongly recommended that Statkraft should invest but had failed to sway the
company’s senior management.

With SN Power, both Latin America in general and Peru in particular soon reap-
peared on the agenda. From an early stage, Peru appeared to be a relatively invest-

ment-friendly country. After the year 2000, and particularly from 2003-2004, the
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country also underwent a period of strong economic growth, combined with mod-
erate inflation. In turn, this growth led to a fast growing need for electricity. Gradu-
ally, the combination of investment climate and growth meant the Peru was upgraded
to investment grade by international rating agencies,” and obtaining international
funding for projects in this country therefore became slightly easier. In addition, the
financial crisis meant that many countries sold off their stakes in hydropower
developments during this period, and that several opportunities therefore arose for
acquiring shareholdings.

SN Power’s first significant investment was actually in Peru. Towards the end of
2003, the company acquired two small power companies, Cahua and Energia Pacas-

EflPower Plant
mayo, from the U.S. energy group NRG. The two companies owned a total of 11 @ Office

hydropower plants, primarily run-of-river plants, plus one smaller heat power plant.
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The two largest power plants, Cahua and Gallito Ciego, had an installed capacity of
43 MW and 34 MW, respectively, while the total installed capacity of all plants was
115 MW. Average annual production was just over 500 GWh, representing around
2.5 per cent of Peru’s total power production in 2003.

Cahua and Energia Pacasmayo had around 100 employees in total and opera-
tions from the far south to the far north of Peru. It was a long way from Gallito Ciego
in the north to the four plants in the Arequipa district in the south that went under
the name Arcata. Furthermore, several of the plants were located on the periphery.
Arcata, for example, was situated 4 000 metres above sea level in the Andes, a long
way away off the beaten track. SN Power quickly resolved to gather operations. The
two companies were swiftly merged to form one unit, under the name Cahua. Next,
joint management was established with a base in Lima, under which there were five
local administrations. A certain amount of decentralisation had to be maintained
due to the plants’ enormous geographical distribution of the plants.

From the outset, great importance was attached to building up a common SN
Power culture, which chiefly meant implementing Norwegian management and

operating principles. It was primarily Peruvians who were employed in Cahua’s
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management. Alejandro Ormefio Durand, CFO of Cahua, was appointed head of the

company. Durand would be a very important and stable point in SN Power’s involve-
ment in Peru. He rapidly gained trust in SN Power, and would remain with the com-
pany for more than 10 years. Great importance was also attached to pulling down the
barricades and introducing a culture where communication would pass upwards
and not just downwards. As well, great attention was given to introducing Nor-
wegian standards in health, safety and the environment. One key person on the
organisational side was Milagros Paredes, who in 2006 was hired as director of
human resources. Paredes too became a stable element in the Peruvian organisation.

In the spring of 2007, yet another acquisition project emerged in Peru, when the
U.S. company Public Service Enterprise Group (PSEG) offered its subsidiary Electro-
Andes for sale through an international tendering process. ElectroAndes owned
four hydropower plants, all of which were located in the region east of Lima, in the

Yaupi, Malpaso and Pachachaca rivers. The total output of the plants was 180 MW

Through its acquisition of the companies
Cahua and Energia Pacasmayo in Peru, SN
Power became owner of a number of
hydropower plants situated throughout the
country. By means of modern information
systems, production can be controlled from a
joint operations centre at the head office in
Lima.
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Many of the watercourses in the Andes,
Himalaya and other regions often contain
large amounts of sediment and deposits that
create problems for hydropower machinery.
In connection with construction of the
Cheves hydropower plant in Peru, SN Power
and Statkraft initiated a research and
development project designed to create a
turbine that was more resistant to wear and
tear and easier to repair. This work produced
the turbine shown here, a Francis type
turbine. What is new about this turbine is
that the guide vanes are screwed into the
blade wheel, not welded, which makes it
easier to replace them. In addition, a ceramic
coating has been applied that reduces wear
significantly. The result of this innovation is
considerable, and weighs up for the increased
cost of constructing the turbine itself.

BEYOND BORDERS

and annual production was around 1 TWh, approximately twice as much as the

capacity of the Cahua company’s existing power plants.**

SN Power showed great interest in ElectroAndes, and in the early summer
months of 2007 an indicative bid was made for the company. This bid led to SN
Power being picked as one of five bidders who were given the opportunity to carry
out due diligence of the company. The conclusion of this assessment, which was con-
ducted by SN Power’s employees with support from Statkraft, was that ElectroAndes
was a well-run company with good power plants. The company also had temporary
licences for the building of an additional two power plants totalling 130 MW in con-
nection with the existing plants, where there were also considerable opportunities
for development. The due diligence process had not otherwise found anything wor-
thy of criticism in terms of health, safety and the environment nor social responsi-
bility.*

Statkraft’s administration attached importance to the fact that acquiring Electro-
Andes would strengthen considerably Cahua’s market position in Peru, and that this

was a quicker way of giving the company more weight than through development of
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Traces of a fascinating past. There are still
many signs of the rich and highly developed
Inca culture in Peru. In such world heritage
areas, modern activities require that a great
deal of care be taken. This picture shows old
Inca tracks on the side of the mountain by
Statkraft’s Cheves facility.

its own power. It was also possible to acquire the company at a relatively good price.

The due diligence process had revealed that the value of the company was around
NOK 2 billion. This price, if it was accepted, would satisfy SN Power’s stipulated rate
of return in Peru. Importance was attached to the fact that considerable synergies
could be obtained by integrating ElectroAndes into the Cahua organisation.

Objections to this proposal, of which there were essentially two, first concerned
the size of the investment. NOK 2 billion was a relatively large amount for SN Power,
and would be the company’s largest single investment so far. At this time, conditions
in the Peruvian power market were somewhat uncertain, with relatively low prices
after the authorities subsidised use of gas from the Amazonas for power generation.
Statkraft was nevertheless of the opinion that acquiring the company would be stra-
tegically important. At the end of August, both the administration and the board
therefore recommended that a binding bid of NOK 2 billion should be submitted.
The bid was submitted early in September and accepted somewhat later that same
year. With ElectroAndes in the fold, Cahua (and SN Power) became the fifth largest
power generator in Peru.

In 2010, the board of SN Power resolved to invest in its first greenfield project in
Peru, the Cheves project, a river power plant in Rio Huaura in the Andes, around 200
kilometres north of Lima. This project had once been a project under Statkraft’s
International Division. Already at the end of the 1990s, @yvind Ulfsby had dis-
covered this waterfall, and together with a German engineering company produced

development plans. At the time, the plan was to build a huge development with an
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Demanding hydropower developments in
Chile. In 2004, SN Power entered into a
partnership with the Australian company
Pacific Hydro with a view to developing
hydropower in Chile. One year later, the
construction of La Higuera power plant
began, and in 2007 work was also started on
La Confluencia power plant, located further
up the same watercourse. This picture is
from La Confluencia. For several reasons,
both La Higuera and La Confluencia were
demanding projects, and both were far more
expensive than anticipated and suffered from
considerably delays. Poor rock conditions
created a good deal of problems. In addition,
project organisation was not good enough.
Thanks to a considerable increase in prices in
the Chilean power market during the same
period, the investments made nevertheless

proved profitable.
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installed capacity of more than 500 MW and many kilometres of tunnels. In 2001,
Statkraft was even granted a development licence.* Even though the project had
been shelved, it still survived in the minds of those who later moved on to SN Power,
and around 2006 these old plans were taken up again and dusted off. The new plans
for this project were for a considerably smaller facility with an installed capacity of
168 MW and an average annual output of around 840 GWh. Construction costs were
estimated to be just over USD 400 million.*

Cheves seemed to be an extremely favourable project with good profitability. SN
Power had also won a bid for a long-term power sales agreement with a consortium
of Peruvian distribution companies, which would purchase approximately 65 per
cent of power generated over a period of 15 years. The power plant was thus guaran-
teed revenues for a large part of its production over a long period. The basis for the
decision presented to the ownership companies highlighted as strengths that the
project was technically attractive, that the geology was well-researched and that
benefits could be drawn from lessons learned from ongoing construction projects.*
As we will soon see, SN Power had at this time been involved in several highly
demanding greenfield projects in neighbouring Chile, where problems with the

bedrock created major problems, resulting in budget overruns and delays. Unfor-
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tunately, it turned out that Cheves also had such problems. Poor rock conditions,
particularly in the power station area, meant construction of the power plant would
be severely delayed.

Besides Peru, most attention was given to Chile in the early years. At the begin-
ning of the new millennium, Chile also offered opportunities for both acquisitions
and development. One opportunity to make an acquisition cropped up in 2002,
when the Spanish company Endesa wanted to sell oft its shareholding in hydropower.
The administration of SN Power recommended acquiring a major power plant
(Canutillar) in the southern part of the country, but the board gave the project the
thumbs down based on the principle that all investments had to take place together
with partners.

To begin with, greenfield projects were of no real interest in Chile owing to the
uncertain power market. Since 1997, power prices in the country had fallen steadily
owing to imports of inexpensive gas from Argentina and a relatively comprehensive
development of gas power. In 2004, however, the prospects shifted quite suddenly.
Chile’s neighbour in the east had a certain tradition of breaching international eco-
nomic obligations, particularly during times of economic crisis, which the country
encountered quite frequently. In 1999, Argentina was once again hit by a deep eco-
nomic crisis, and one indirect consequence of this was that the electrical power
supply system encountered problems. As a result, Argentina’s government began to
cut exports and to increase prices in 2003. In Chile, this meant that power prices sky-
rocketed, and by the beginning of 2004, the power market was in crisis. Conse-
quently, development of hydropower, a resource that was quite abundant in Chile,
immediately became more profitable.

The first greenfield project in Chile, La Higuera, was partly the result of turbu-
lence in 2004. La Higuera was a river power project in the Tinguiririca valley 150
kilometres south of the capital Santiago de Chile, which SN Power became involved
in towards the end of 2003. The project had been initiated by Pacific Hydro Limited,
a small Australian power company that specialised in renewable energy. Pacific
needed help to get its project off the ground, however. SN Power considered the
project during the spring of 2004, against the backdrop of a power crisis and rising
power prices, and concluded that this was a good project. Net return on investment
was estimated at 13 per cent. In addition, this project also offered the opportunity to
work together with a partner. In most respects, this project appeared to be robust,
and in June that same year the company’s board resolved to buy a 50 per cent share
of the project company Hidroelectrica La Higuera S.A., which would be developer
and owner of the power plant.*’ Involvement in the company occurred shortly there-
after, and a shareholders’ agreement was entered into that gave each of the parties
extensive rights of veto.
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Hydropower projects impact on many
interests, particularly local ones, and
information and social contact is therefore
important. In connection with development
of the Cheves project in Peru, SN Power
established an information office in Churin,
the town closest to the facility. This photo-
graphy was taken when the office was under
construction. The man in the middle is
Alejandro Ormerio Durand, who was CEO
of SN Power Peru from 2003 until 2014.
Ormeifio Durand contributed significantly in
forming SN Power’s operations in this
important country. The two women pictured
here are employees at the Churin office.
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From the intake reservoir at the Cheves

power plant in Peru. For a while in this area,
a conflict occurred when a settlement located
on the mountainside above the facility
claimed that the power development was
damaging the ground-water regime in the
area. At one point, the settlement even
instigated an ‘armed” campaign, in the form
of stones being thrown at construction
workers, who then had to be evacuated.
Although the matter was resolved after some
negotiation, it serves as an example that
hydropower developments more than most
other types of construction work touch on
and challenge local interests.

BEYOND BORDERS

La Higuera was a relatively large project — a river power plant with a planned
installation of 155 MW and an annual normal production of just over 0.8 TWh.
Construction was estimated to cost USD 260 million in total, or approximately
NOK 1.7 billion at the current rate of exchange, financed partly by equity funding
and partly by debt-funding. SN Power and Pacific Hydro would each inject USD
50 million, which in total would give an equity share of just over 38 per cent. The
remaining, USD 160 million, would be debt-financed, and the period up until the
summer of 2005 went to finance the project. The main source on the capital side was
International Finance Corporation (IFC), with whom Statkraft had at one time co-
operated on the Khimti project in Nepal. IFC provided a tailor-made, syndicated
loan package that was signed by a group of international banks in September 2005.

Construction was organised through a Engineering, Procurement and Con-
struction (EPC) contract, which meant that an external contractor would be respon-
sible for the entire construction and building work. In the summer of 2005, a fixed
price/fixed time contract was signed with a Brazilian company. The agreement priced
the job at approximately USD 150 million and obligated the contractor to have the
facility ready for operations in April 2008. The only opportunity provided in the con-
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tract to increase costs was unexpectedly poor rock conditions. There were advan-
tages and disadvantages to this type of project organisation. The advantage was that
risk was transferred to others. The disadvantage was that one had far less influence
over performance and progress. In the case of La Higuera, progress was particularly
important, because it was decided to enter into a long-term power sales agreement
with Chilectra, the country’s largest distribution company, for around 60 per cent of
production (480 GWh). Delivery to Chilectra was set to begin in October 2008 and
this was an absolute obligation.® Here too was perhaps the greatest source of risk.
Overall, SN Power considered this risk acceptable.”!

Statkraft’s administration, which supplemented with its own assessments of the
project, was positive, as was the company’s board. The board of SN Power made its
final decision concerning the investment in October the same year. Construction
started just before year-end that same year.

La Higuera soon developed into a demanding project, primarily because things
did not go well with the Brazilian contractor. The company got off to a bad start right
from the beginning, and there were considerable delays, which gave rise to conflict.
Relations between project management at La Higuera and the contractor became
strained, which meant that both SN Power and Pacific Hydro soon had to hire more
people and invest more resources in the holding company in order to handle and fol-
low upon the project. SN Power’s director Qistein Andresen was appointed chair-
man of the board in 2006 to ensure improved control by the owners. In September
2006, however, it was determined that the project would be delayed, and that there
would be budget overruns.>

Problems continued to present themselves throughout the construction period,
which was much more expensive and longer than originally anticipated. In February
2007, the administration of SN Power notified the owners of the likelihood of a con-
siderable budget overrun. The price of this was estimated to be USD 323 million, or
almost 25 per cent over the original budget. A year and a half later, it was again
necessary to raise the original estimates, to a slightly discomforting NOK 404 mil-
lion. The reason for this was partly due to ongoing difficulties with the contractor,
and partly because there were problems with poor rock conditions. At this point,
it had long been known that the facility would be severely delayed. It was hoped that
start-up could occur at the end of 2009, well over a year and a half later than planned.
In addition to the increased construction and capital costs resulting from the
extended construction period, the delay would be extremely costly due to the bind-
ing power sales agreement. Compensation for delayed delivery was estimated to cost
USD 25 million.* According to the management of SN Power, the project would still
be viable, at least if the price of electricity in Chile remained high. A lot remained

unclear, however, and it looked as though a lengthy dispute afterwards about
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responsibilities and compensation looked likely. The facility first went into commis-
sion in June 2010, after the history had been topped by an earthquake that caused
damage to the facility.

By the autumn of 2007, problems at La Higuera had become quite considerable,
although clearly not terrifying. At this point, it had been decided to start up con-
struction of yet another power plant upstream on the same watercourse. The project
company La Higuera had already been granted a licence to develop a project that
would be almost the same size as La Higuera. La Confluencia, as the project was
called, had a planned installation of 156 MW and an annual production of 670 GWh.
The estimated cost of the project was approximately USD 325 million, and the plan
was to share ownership in the same way as at La Higuera, with a 50 per cent share
being held by both SN Power and Pacific Hydro.

It may have seemed bold to take on yet another project of such dimensions at this
time. Two things in particular formed the basis of this decision. First, the long-term
market outlook was considered to be good. In 2007, the country still had problems
with gas supplies from Argentina, which one had expected would disappear over
time. Chile had been unsuccessful in obtaining gas deliveries from neighbouring
Bolivia, which was a gas-rich country. The Chileans got a taste of the forces of history.
In the Pacific War that was fought around 1880, Chile had taken from Bolivia a land
area rich in resources bordering the Pacific Ocean. Almost 130 years later, the
Bolivians had still not forgotten this loss, which is apparently why sales of gas to
Chile were not an option. It was even claimed that Bolivia refused to sell gas to
Argentina if it was sold on to Bolivia’s arch-enemy. For this reason, the Chileans were
left with the alternatives of coal and liquefied natural gas transported by ship (LNG),
which were expensive solutions. This problem gave the prospect of lasting high
prices, which meant good profitability for hydropower.>

Second, it was felt at SN Power that the experiences gleaned from Higuera had
given them considerable experiential ballast that could be beneficial in a new project.
In brief, it would be possible to capitalise on developed national and local know-
ledge. Further, it was argued that one already had in place an established organis-
ation in the area that could be transferred directly and at limited cost. As such, there
were considerable economies of scale to be gained by developing La Confluencia as
an extension of La Higuera.

In light of this latter point, it may at first glance appear slightly surprising that an
EPC solution was also chosen for La Confluencia. As mentioned previously, this
model was considered problematic owing to the lack of control provided by such a
model. Other solutions were admittedly being used, more specifically a German-
Chilean consortium. The argument concerning control was nevertheless valid. The

explanation for this lies partly in the fact that the problems at La Higuera had still not
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emerged in full. In part, this solution had been demanded by Statkraft’s partner,
Pacific Hydro, which had no opportunity to take more direct responsibility on its
own.

This project also caused problems, even though they were not as great as the ones
encountered at La Higuera. Once again, the contractor got off on the wrong foot. In
addition, there were a number of problems that were not that easy to foresee. In May
2008, there was a huge amount of precipitation in the area, which led to access roads
being washed away, shutting off the construction area from the rest of the world.
Damage sustained meant project delays of at least three months. In February, the
facility was also hit by an earthquake. In addition, it turned out that the rock in part
of the construction site, particularly at the Portillo intake, was far worse than pre-
sumed, which made it very difficult for the construction workers to do their job.*

BIG CHALLENGES IN INDIA
Already in the 1990s, Statkraft’s interna-
tional division had seen at India as an
interesting country. The division had
considered several projects and been in
contact with possible partners in the
country. Here, unlike in Latin America,
one had never got as far as making spe-
cific project proposals. With the estab-
lishment of SN Power, and the designa-
tion of Asia and Latin America as main
areas of focus, India was soon men-
tioned as an area of focus.

India was both fascinating and a lit-
tle terrifying. The country was home to
enormous resources, including an
extremely large amount of hydropower.
At the beginning of the new millen-
nium, there was also a great and growing
need for electricity, which gave plenty of
opportunities for investments. At the ? g: BIAN
same time, the world’s largest demo-
cracy was known to be an above average
demanding country in which to invest. I N D I A

In terms of population, India was more a 53 Power Plant
@ Office

continent than a country, which meant,
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In 2005, SN Power resolved to invest in the
Allain Duhangan hydropower project in
India together with the Indian company
Bhilwara. Perhaps more so than any other
project SN Power has invested in so far, the
Allain Duhangan project has shown how
challenging hydropower developments in
developing countries can be. The project was
hit by both organisational and technical
problems that resulted in considerable delays
and budget overruns. Health and safety
conditions proved the biggest problem,
however. During the construction period,
that lasted until 2012, 16 people lost their
lives. Besides the human tragedy, SN Power
received a lot of negative focus in Norway.
Particularly due to the experiences gained
from the Allain Duhangan project, SN
Power and Statkraft have invested consider-
able resources in improving health, safety
and environmental conditions in inter-
national power projects.

BEYOND BORDERS

among other things, that society, politics and bureaucracy were far more difficult to
manoeuvre in than in smaller countries. India, like many developing countries, also
had problems with corruption. This necessitated some specific requirements. Even
though SN Power’s fundamental principle was to invest together with one or more
partners, partnership was possibly even more important here than in most other
countries.

In the summer of 2004, SN Power established a joint venture with the Indian
company LNJ Bhilwara. Bhilwara was an industrial conglomerate involved in several
industries, including textile production and power generation. Statkrafts links to
this company actually went back several years, to 1990 when @yvind Ulfsby in Stat-
krafts international division was looking for hydropower projects and partners in
this country. In 2003, SN Power resumed contact, and a year later cooperation had
been entered into with this company.

The link with Bhilwara was a favourable one, since SN Power was able to gain
direct access to projects that were already part of the Bhilwara system. In specific
terms, SN Power took a 49 per cent share of the Bhilwara company Malana Power

Company, which had one power plant in operation, Malana, and one under plan-

ning, Allain Duhangan. Malana was an 86 MW river hydropower plant located in the
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north of the country, in the Kullu valley in Himachal Pradesh. The power plant had
gone into operation in 2001. Allain Duhangan was also a river hydropower power
plant developed with a planned installation of 192 MW. For its equity share in
Malana, SN Power paid NOK 360 million.

The Indian power sector had no established market institutions in the same way
as in Chile and Peru. Power sales largely took place bilaterally, between power
generators and monopoly-based distribution companies or directly with individual
buyers. In the first part of the 2000s, however, there was a strong increase in the need
for electricity and prices were high in most parts of the country, including the
Hiamachal Pradesh region, which gave good prospects for profitability for hydro-
power projects. In the northern part of the country alone, SN Power estimated in
2004 there would be a capacity deficit of 10 000 MW in the years ahead, “which
presents considerable opportunities for future power generation”.*® Already one year
later, the board of Malana Power Company decided to start development of Allain
Duhangan. That decision was supported by the boards of both SN Power and Stat-
kraft. The project was estimated to cost nine billion Indian rupees, which in 2005
corresponded to just above USD 200 million.”” Construction began later that same
year, and the power plant was due to be completed in 2008.°

The Himalayas shared at least one thing in common with the Andes - alot of bad
bedrock. As in Chile and Peru, the Allain Duhangan project also suffered from this
problem. Here too, the geology caused considerable overruns and delays. The first
specific sign of this came in 2007, after just over a year and a half of operations, when
SN Power informed the owners that the project would be more than 30 per cent
more expensive than anticipated and at least six months behind schedule. In addi-
tion to poor bedrock conditions, poor roads and some antagonism among the local
population in parts of the construction area meant that many things took longer. A
second notification of cost increases was issued at the beginning of 2009. SN Power
now expected a total overrun of 50 per cent and an 18-month delay for one part of
the facility (Allain) and two years for the other (Duhangan).* Production began in
2011, and it was not until 2012 that the power plant was completely finished.

In the same way as in the Chilean projects, the economic side of the Allain
Duhangan project was saved by higher electricity prices than expected. Consider-
able price increases in the years after 2004 led to among other things to the existing
Malana power plant earning more money than expected, and many of the cost over-
runs on the Allain Duhangan project could actually be covered by cash flows from
there, via the parent company Malana Power Company. In this way, SN Power
avoided having to supply the project new equity.

SN Power has not since initiated any new projects in India. The Malana company

has considered several projects, however. The company purchased the rights to the
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Local labour is crucial to SN Power and
Statkraft’s hydropower developments. Female
construction workers are not a common
sight, however. The woman in this photo-
graph is Pushpa Thakur, from India, who
worked on construction of the Allain
Duhangan project in Himachal Pradesh in
northern India.

Bara Bangahal project in 2007 with a view to quite rapid development. This project

was put on hold in 2009, however, and SN Power had no interest in setting anything
in motion before Allain Duhangan had been finished.®

It looks likely, however, that new projects may come in the years ahead, but with
abasisin other constellations than Bhilwara and Malana.®' In 2009, SN Power entered
into a cooperative agreement with another Indian energy company, Tata Power
Company, which is part of the Tata Group. Tata is India’s largest corporate conglom-
erate with an annual turnover of well over NOK 300 billion and operations in more

than 80 countries. Tata is considered a highly attractive partner, due among other
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things to the company’s major focus on good governance.* SN Power has high
expectations of this partnership, even though no specific decisions concerning

projects have been taken (spring 2015).

A SUCCESS STORY: THE PHILIPPINES

The fourth country in which SN Power had invested considerably was the Philip-
pines, where the company made its first investment in 2006. At the beginning of the
new millennium, the state began to sell off power plants in order to service its
ever-growing national debt. In addition, the power market in the Philippines under-
went a process of liberalisation and a power exchange was established in 2006. Cir-
cumstances therefore formed a good starting-point for acquiring existing produc-
tion facilities and for exploiting the market expertise that existed in the juxtaposition
between SN Power and Statkraft. Added to this was the fact that SN Power managed
to be included in a joint bid with the Aboitiz Group, an industrial conglomerate from
the Philippines that was also involved in power generation. Aboitiz was considered a

very sound and decent company. As stated in an assessment of the company, Aboitiz

A6 FILIPPINENE

) Ed Kraftverk  @Kontor

219



Erik Knive, then SN Power’s director for
Southeast Asia, during celebrations in the
Philippines in 2008. The occasion was a
celebration of the cooperation between

SN Power and the company Aboitiz. For
SN Powet, this collaboration was certainly
worth celebrating. Partnership with local
companies can be challenging but cooper-
ation with Aboitiz has been exceedingly
good. In addition, SN Power’s investment in
the Philippines has been one of the company’s
greatest financial successes.

[ABOITZ
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had “business principles and ethical standards that are commensurate with those of
SN Power”® The company had also had close relations with the Jebsen shipping
company for more than 20 years, so it had long experience of working with Nor-
wegian businesses.

The investment made in 2006 concerned the acquisition of the hydropower plant
Magat, located on the same island as Manila (Luzon), the capital of the Philippines.
Magat had been constructed in the 1980s with an installed capacity of 360 MW and
was located in connection with a state reservoir facility that provided good opportu-
nities for regulation and peak load production. The power plant, the largest hydro-
power plant in the Philippines, was tendered for sale by the Philippine State in 2006.
SN Power and Aboitiz tendered a joint (50/50) bid, and the bid was accepted later
that same year. The power plant was taken over in the spring of 2007 and organised
as a joint venture SN Aboitiz Power, in which SN Power and Aboitiz each had a 50
per cent stake. One year later, SN Aboitiz Power acquired yet another privatisation
project, the Binga power plant. This power plant, which was also located on the
island of Luzon, was somewhat smaller than Magat. Binga had been constructed
around 1960 and had an installed capacity of 100 MW.
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RESTRUCTURING IN 2008

In a report from the Office of the Auditor General of Norway in 2007, Norfund came
in for heavy criticism for not having followed the mandate it was given by the Stor-
ting.** As we mentioned initially, Norfund was to concentrate in particular on the
poorest countries, the Least Developed Countries (LDCs). The review by the Office
of the Auditor General of Norway shows that investments in this type of country
actually only made up less than one-quarter of the fund’s total investments. Further-
more, only 17 per cent of investments had been made in Africa, despite of the fact
that the Storting had assumed that this region would be given priority. Norway’s
office of the Auditor General therefore concluded that the fund had not followed the
principles laid down by the Storting as a basis for its appropriations.

The report pointed to ownership of SN Power as an example of an investment
that was not in line with the fund’s mandate. Reference was made to the fact that the
objective of SN Power was purely commercial, and that this could “make it difficult
to meet Norfund’s objectives of geographical priorities, social responsibilities, envi-
ronmental considerations and development effects”. In its reply to Norway’s office of
the Auditor General, the Norwegian Ministry of Foreign Affairs, the ministry that
owns Norfund, stated that through this cooperation the fund could influence “Stat-
kraft to invest in poor countries in which they would not otherwise wish to invest”.*®
Only one of SN Power’s power plants was located in a least developed country, and
that was Khimti in Nepal. As the reader will know, Statkraft developed Khimti long
before SN Power had been established.

The Office of the Auditor General of Norway undoubtedly upset someone. In

quite general terms, the report could perhaps have been more nuanced. It made little

mention of the fact that in recent years Norfund had increased considerably its share
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of new investments in least developed countries. At the same time, SN Power’s invest-
ments were among those investments that contributed least to this increase. SN
Power had not invested in Africa nor did it have any specific plans to do so. On the
other hand, the company had invested heavily in countries that could not be called
developing countries. One of the primary countries of focus, Chile, had, if we use as
our basis GNI per capita, a standard of living on a par with Poland and Portugal. Peru
was considerably lower down the scale in this respect, but still on a par with, for
example, Serbia and Tunisia.

Behind this fact lies a stark contrast between Statkraft and Norfund that had
existed almost since the partnership was established. Norfund had always wanted SN
Power to focus more on the poorest countries in general and in Africa in particular.®®
For commercial reasons, Statkraft was sceptical to such a focus. Statkraft’s attitude
was that the poorest countries were essentially too risky and difficult to operate in.
Almost from the outset, this difference of opinion had been smouldering as an
underlying, unresolved issue between the two owners, occasionally bubbling up to
the surface at board level. The reprimand issued by the Office of the Auditor General
of Norway in 2007 hardly helped remedy these differences.

At Statkraft, the risk of goal conflicts was considered a possibility as early as
in 2002. Although there was no disagreement about SN Power’s commercial objec-
tive, there are different ways of operating commercially. There was no law against
earning money from hydropower developments in, for example, Mozambique. On
the other hand, risk was a key factor in commercial profitability calculations (and an
important reason why commercial investments were far bigger in, for example, Latin
America than in Africa). Furthermore, it could rightly be claimed that developing
power plants in Peru had a developmental dimension. A journey through Peruvian
villages, or through shantytowns on the outskirts of Lima, for that matter, show that
statistics rarely give one the entire picture of the general standard of living. Within a
commercial framework, it was simply possible to argue for quite different strategies,
which is also what had been done.

In 2007, however, a conflict arose concerning the company’s funding.*” Until this
time, SN Power’s capital requirements had been met by the owners injecting equal
amounts of capital into the company. This was in compliance with the original capi-
talisation plan, adopted when the company was created in 2002, which meant that
the owners would inject a total of NOK 3.5 billion during the company’s develop-
ment stage. In the spring of 2007, the parties had injected most of this amount,
approximately NOK 2.6 billion.®® In late summer that same year, in connection with
a decision by the board of SN Power to bid for the Peruvian company ElectroAndes,
Norfund therefore wished to provide part of the purchase price through debt-fund-
ing. Statkraft objected to such a move, chiefly because SN Power had a negative cash
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flow, primarily since several power plants were being built, and debt-funding would
therefore not be a good idea.

In reality, this issue highlighted a growing asymmetry between the owners” ambi-
tions for the company, or perhaps more correctly, in their opportunity to finance a
higher level of ambition. In this respect, Statkraft had shifted its viewpoint. Hydro-
power outside Europe had not been given high priority in Statkraft when SN Power
had been established in 2002, but in the ensuing years interest in this area had grown
quite strongly. There were several reasons for this change. First, climate issues helped
draw attention to this area, as they had done with Statkraft’s focus on wind
and hydropower investments in Europe. The development of renewable energy in
developing countries had increased in legitimacy. Second, the ambitious strategy for
expansion in Europe had not proceeded as far as one had anticipated at the begin-
ning of the decade (see, for example, the merger and acquisition plans discussed in
Chapter 5). For this reason, it was natural to look at other growth areas. Last, but not
least, both Asia and Latin America were experiencing quite strong growth, which
increased the need for electricity and boosted profitability in electricity generation in
these regions.

In specific terms, Statkraft’s increased ambitions found expression in a need to
gain stronger control of SN Power. In the autumn of 2007, the company therefore
raised the idea of acquiring part of Norfund’s equity stake in order to obtain a major-
ity shareholding. Discussions on the possible purchase of 10 per cent of Norfund’s
stake were nevertheless shelved very quickly. Norfund was not initially interested in
selling off its shares, because, among other things, ownership of SN Power yielded
good revenues. In any case, if it were to happen, it would be at a price that Statkraft
would not be willing to accept.

In the spring of 2008, however, talks were resumed, and after long and extremely
demanding negotiations, headed by Statkraft’s director of strategy and finance Stein
Dale and Norfund’s director Kjell Roland, agreement was reached towards the end of
the year on an overall solution. This entailed that Statkraft would acquire an addi-
tional 10 per cent stake.” Further, the agreement contained a call option, which
meant that Statkraft would be entitled to purchase up to 67 per cent of the shares by
the end of 2015, or earlier under certain circumstances. This option also opened the
door for Statkraft to obtain a qualified majority in the longer term. As well, Norfund
would be entitled to sell up to 20 per cent of its ownership share to a third party (or
parties) within a certain period. At the same time, Norfund would receive a put
option, which would obligate Statkraft to purchase the fund’s shareholding at market
price at three stipulated dates, the latest being in 2015.

A very important objection raised during the negotiations had concerned Nor-

fund’s asking price for the 10 per cent of shares. This price was considered high, par-
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ticularly in the wake of the financial crisis, the effects of which occurred while the
parties were negotiating. The price was nevertheless justifiable since it had a consider-
able strategic value. By reaching agreement, Statkraft would have a good starting
point for realising its ambitions for international growth, as the administration
emphasised in respect of the board.” According to the administration, the alterna-
tive was to be stuck with a partnership that would restrict the company’s opportuni-
ties for expanding outside of Europe. As mentioned, the agreement prevented Stat-
kraft from investing in parallel in those countries and regions where SN Power had

its markets.

RESTRUCTURING ONCE MORE

As previously stated, the shareholders’ agreement between Statkraft and Norfund
contained several provisions that opened for changes to SN Power’s ownership struc-
ture in the longer term. As such, the year 2015 would be a year to remember, since
the existing shareholders’ agreement would expire on 31 December 2015. Before that
time, the parties would also have to take a stand on ownership of the company.
According to the agreement, Statkraft was entitled to increase its ownership share
from 60 to 67 per cent, thereby attaining a qualified majority. Norfund for its part
had an exit option in the sense that Statkraft undertook to purchase the entire fund’s
stake, at market price, should it wish to sell. This right could be exercised at three
points in time, in 2013, 2014 and in 2015. The first milestone was in 2013, when Nor-
fund was entitled to put its shareholding in SN Power. It was therefore not surprising
that Statkraft and Norfund began to discuss the company’s future at this time.

It was well known that Statkraft’s ambitions for SN Power had increased con-
siderably since its establishment in 2002. The restructuring that took place in
2008/2009, when the company increased its ownership stake from 50 to 60 per cent,
was one expression of this. Later, the company’s ambitions for international hydro-
power had increased further, which had found expression in the establishment of a
separate entity, International Hydro (IH), and in the development of hydropower
plants in Turkey and Albania under its own steam (see Chapter 6). In many ways,
this investment overlapped with SN Power’s operations. In short, it would not be that
surprising were Statkraft to go in for gaining even more influence over SN Power.

Besides this general raising of ambitions, the fact that the same company was
being operated by two different organisations was an important issue in Statkraft’s
considerations. By increasing its ownership share to 60 per cent in 2009, Statkraft
had set itself a goal of coordinating SN Power more closely with International Hydro.
Among other things, the latter entity was given responsibility for Statkrafts SN
Power investment. SN Power had a strong tradition as a stand-alone company, which

primarily operated through various types of partnership in the different markets.



The same was true of the subsidiary Agua Imara, which focused in particular on
Africa and Central America. For this reason, the planned coordination had not been
as strong as anticipated. The result was some tension between the different compa-
nies, and that employees at Statkraft felt, that the decision-making processes were
demanding and inefficient.”” It was particularly felt that the lack of coordination pre-
vented the flow of knowledge and exchange of experience among the various compa-
nies. In this connection, one pointed to the obvious challenges that SN Power in par-
ticular had encountered with cost overruns, delays and problems with health, safety
and the environment (HSE). Indirectly, it was also intimated that this model was an
obstacle to Statkraft’s ambitions for growth.”

The shareholders’ agreement opened for at least three possible outcomes in 2015:
status quo, full Statkraft takeover and Statkraft majority (67 per cent). Early in 2013,

when Statkraft and began in earnest to discuss the future, it was agreed at an early

stage to continue cooperation between the two but in a different form. In the early
summer the same year, following several months of negotiations, a letter of intent
was signed in which it was stated that the company should be divided up. In specific
terms, SN Power’s existing portfolio in Latin America and South America would be

placed in a new company, Statkraft International Hydropower Invest (SKIHI), in

e

The Monjolinho hydropower plant in Brazil
viewed from the air. In 2012, SN Power
acquired a 40 per cent stake in Desenvix, a
Brazilian energy company. Desenvix, which
has a heavy focus on renewable energy, owns
both wind power and hydropower producti-
on facilities, including Monjolinho in Rio
Grande do Sul, Brazil’s southernmost state.
The power plant, which has an installed
capacity of 74 MW, went into operation in
2009.




Through ownership of Desenvix in Brazil,
SN Power was also co-owner of wind farms
in this huge country. Pictured here is the
Barra dos Coqueiros wind park, situated on
the Atlantic coast in the state of Sergipe in
northeastern Brazil. At the beginning of the
new millennium, the Brazilian authorities
introduced a programme to foster develop-
ment of renewable energy, and by 2014
Brazil had become one of the ten largest
hydropower producers in the world.

which Statkraft would have a 67 per cent share while Norfund would own 33 per

cent, and Statkraft would have full control. This meant that operations in Peru, Chile,
Brasil, India, Nepal and Sri Lanka would become part of the Statkraft organisation
and be coordinated with the operations that Statkraft had in Southeast Europe. The
remaining assets, essentially consisting of operations in the Philippines and in Agua
Imara, would be organised in what would be called New SN Power, in which Stat-
kraft and Norfund would each hold a 50 per cent share.”

The letter of intent otherwise contained several provisions designed to ensure
improved coordination of the expertise within the Statkraft-SN Power complex. This
had long been one of Statkraft’s hobby horses. In specific terms, this objective would
be achieved by Statkraft establishing a new development entity with responsibility
for all construction projects, meaning both Statkraft and New SN Power’s projects.
The letter of intent also contained several important provisions relating to future
ownership of Statkraft International Hydropower Invest. A long-term intention was
to reduce its shareholding in this company and to focus more strongly on invest-
ments in the least developed countries. For this reason, the agreement included new
exit provisions. Statkraft undertook to take over Norfund’s shares at several times in
the period up until 2023. Statkraft for its part would also be granted a call option
entitling the company to gradually buy out Norfund during the same period.
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The final agreement concerning restructuring was signed right at the end 0f 2013,
and implementation took place in June 2014. The restructuring process naturally led
to major changes for a majority of employees at SN Power. Most of the company’s
employees were involved in operations that were transferred to Statkraft, and more

than 280 people therefore became Statkraft employees.”

INTERNATIONAL HYDROPOWER - FROM PROBLEM
TO SOLUTION
In 2015, international hydropower has become one of Statkraft’s main areas of focus.
Getting this far has been a long and at times problem-filled process. Statkraft has in
many ways been a pioneer in this area. With the establishment of its investment
activities in Nepal and Laos in the early 1990s, Statkraft was among the first compa-
nies to become involved in commercial hydropower developments in developing
countries. Pioneering activities are by their very nature challenging, and experiences
gleaned from these countries meant that international hydropower remained a con-
tentious business area for a long time, even up until 2002, when SN Power was estab-
lished.

As the new millennium progressed, however, ambitions grew within this area.
In the previous chapter, we saw how climate-related matters affected the company’s
strategy in Europe. Focus on climate change had a considerable influence on atti-
tudes to SN Power’s operations as well, and on the view of international hydropower
developments in general. As late as at the beginning of the new millennium, hydro-
power development was a prickly subject due to the environmental consequences
that followed in particular from the damming and regulation of watercourses. As the
new millennium got underway, the green revolution helped rehabilitate hydropower
as a source of renewable and climate-friendly energy production. In this area too, as
in so many others, strategies and ambitions must therefore be seen in close connec-

tion with major international and global trends.
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n the period from 1990 to the present day, Europe’s electrical power supply
system has undergone a thorough transformation. From being a mono-
poly-based, nationally rooted and essentially publically owned administrative
entity, the power supply system has become an internationally oriented busi-

ness with a considerable degree of private ownership. Since the end of the 1980s, a
number of major public power companies in Europe have been privatised, either
wholly or in part, while national power systems have been liberalised. These trans-
formations give us reason to speak of a fundamental systemic change.

Statkraft has been strongly influenced by this change. Norway was one of the first
countries in Europe to liberalise its power sector, and Statkraft was therefore one of
the first European companies of a certain size that was compelled to adapt and adjust
to a commercialised power market. This adjustment, while extremely demanding,
also gave the company several first mover advantages that it could utilise in an inter-
national arena. In combination with its established knowledge on volatile produc-
tion systems (the Norwegian hydropower system), the experiences Statkraft gained
from a liberalised power market gave it an advantage that probably no other com-
pany possessed in the 1990s. This knowledge and experience represented a valuable
resource in the company’s meetings with other markets. In addition, during the tran-
sition to a liberalised Norwegian power market, Statkraft’s management had focused
resolutely on utilising this knowledge and experience in an international setting.

The cable agreements with German and Dutch companies during the first half of
the 1990s were one early result of this way of thinking. Ownership in the Swedish
company Sydkraft during the second half of the decade was another, while the estab-
lishment of trading offices in Germany and the Netherlands towards the end of the
same decade represented a third. Involvement in hydropower projects in Laos and
Nepal were also the result of liberalisation, even though the ambitions behind these
projects were a little more cautious. Investment in hydropower developments in
developing countries and emerging economies really came to the fore as the next
decade progressed.

On one level, Statkraft has followed a general European developmental trend, in
the sense that the company has gradually become a strong internationally oriented
company. In reality, Statkraft was one of the pioneers of this development in the
1990s. While almost all the old European companies have subsequently developed
into international enterprises, Statkraft differs from the general trend, primarily in
terms of ownership. Whereas the vast majority of the major European companies
have become fully or partially privatised since the beginning of the 1990s, Statkraft
remains a wholly owned state enterprise to this day. Statkraft is in fact the only Euro-
pean power company of any size, apart from Sweden’s Vattenfall, that continues to be

a state enterprise. That the Norwegian state still has a 100 per cent stake in Statkraft
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is due to two factors. First, the Norwegian state has not been at a loss for money. The
need to fill state coffers has been an important argument for many states to sell off
their power companies. Second, the prominent role of hydropower in Norway is
important, and it is widely held that such resources should remain in public owner-
ship. As the country’s largest manager of this resource, there has so far been little
political will to partially privatise the company.

Ownership is important, and state ownership has undoubtedly been a guiding
principle for Statkraft’s development, particularly in terms of plans for international
expansion. It took some time for Norwegian politicians to accept that Statkraft was
no longer primarily an energy policy instrument. The company’s perceived national
role, among other things as a supplier of inexpensive power to energy-intensive
industries, stuck with it throughout the 1990s, and to some extent also after this time.
The company’s role as manager of a highly valued national natural resource has also
affected the conditions governing its operation. To a certain degree, these roles have
been in conflict with the process of internationalisation. The company’s international
strategies and ambitions have been driven exclusively by its administration, while its
owner at best has accepted these. As sole owner, the Norwegian state has also exer-
cised extensive control over the company, through its dividends policy, for example.
The general requirement of high dividend payments to the state has been argued
partly on the grounds that the Norwegian state needs to fund public tasks. Statkraft’s
dividends policy has also functioned as a management tool, however, in the sense
that the state has taken control of the company’s capital resources. Instead of giving
the company free rein to manage profits from operations, major investments have
largely been funded in the form of capital injections from the Norwegian state. In
such situations, the company has been obligated to notify its owner how it intends to
use this capital.

Opinion within Statkraft has differed with regard to the significance of state own-
ership. Some individuals point to the imposed dividends policy, stating this has pro-
vided the company with less predictable terms than it would have enjoyed had it
been a listed limited liability company. Having to ask one’s owner for capital injec-
tions each time one wishes to make major investments, and the fact that applying for
such funding has often been time-consuming and its outcome uncertain, makes for
a lack of predictability and flexibility. Others feel that state ownership has been ben-
eficial. All things considered, the Norwegian state has provided Statkraft with con-
siderable funding since the mid-1990s, capital injections that have also been spent
on international investments. Additionally, state ownership, it is pointed out, has
made it possible to plan for the longer term. With the Norwegian state as its owner,
Statkraft has not been subjected to the same degree of “quarterly tyranny” as that
experienced by listed companies, with demands made on the company by owners
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and the environment to present continual and immediate results. Statkraft has not
needed to think about immediate returns, but has instead been able to invest in activ-
ities with long-term profitability targets. Having the ability and flexibility to make
long-term plans has been particularly important in connection with capital-inten-
sive operations within the electrical power supply industry, where, additionally, the
time it takes from a decision to make an investment until revenue-generating opera-
tions have been implemented will often be very long. Last, but not least, it has been
pointed out that state ownership has often been a beneficial factor in the company’s
dealings with parties abroad. Many people have positive and healthy associations to
a company owned by the Norwegian state. At the beginning of the new millennium,
when Statkrafts management considered changing the company’s name so that it
could rid itself of the state brand, the clear message returned from Statkraft environ-
ments outside Norway was that doing so would mean putting to one side an import-
ant competitive advantage.

Opinions on the consequences of state ownership may differ, but if one looks at a
key factor such as return on investment, there is little to suggest that ownership has
been a barrier to the company’s ability to create wealth. If we limit ourselves to the
time after the turn of the millennium, Statkraft has generally earned a lot of money.
In the period between 2000 and 2013, the average annual return on investment was
just over 10 per cent, which is higher than Statkraft’s required rate of return." It is also
higher than the average annual rate of return for companies listed on the Oslo Stock
Exchange (measured in terms of its main index) in the years 2000 to 2013, which was
7.9 per cent.

It should be emphasised that Statkrafts good results are mainly due to the com-
pany’s large-scale and favourable hydropower operations in Norway, which were
essentially developed before 1990. Profitability has actually been just as good in
respect of new operations, however. Furthermore, the establishment of new opera-
tions after 1990 has primarily taken place abroad. The rate of return on Statkraft’s
international operations for the period from 1993 to 2013 was analysed by the
Ministry of Industry and Fisheries in 2014, and the resulting report shows that the
rate of return achieved has varied considerably from business area to business area
and from project to project. Not surprisingly, the results achieved from gas-fired
power generation in Germany in particular have had a negative effect on the overall
result. Other operations, such as trading activities in Europe, Sydkraft/E.ON Sverige
and some of SN Power’s investments, have had a positive effect, however. During the
entire period from 1993 to 2013, international operations have yielded an average
annual rate of return on a par with the company’s overall rate of return, overall 10 per
cent.? It should be added that external assessments have concluded that the rate of

return was even higher. In the summer of 2014, the German investment bank
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Deutsche Bank, carried out an analysis at the request of the ministry that concluded
that, “From its establishment as a separate company in 1992 until 2013, Statkraft has
had an estimated annual rate of return of between 12 and 13 per cent”?

In all probability, these relatively good results have helped boost the owner’s
belief that Statkraft can create value through international investments. In 2010, the
Storting resolved to provide the company with an additional NOK 14 billion in
equity capital. In its application for additional capital, importance was attached to
the fact that a considerable part of the company’s investments during the planned
period would take place abroad. Towards the end of 2014, the company received an
additional NOK 10 billion from the Storting, NOK 5 billion of which would come in
the form of additional equity while NOK 5 billion would be provided in the form of
reduced dividend payments in the years 2016-2018. In its application for additional
funding, the company stated its intention to invest a considerable part of funds in
international projects.

These injections of capital can, indirectly at least, be seen as a form of support for
the company’s international focus. In connection with the capital increase in 2014,
special attention was focused on Statkraft’s role as a developer of renewable energy.
As the Norwegian government stated in its proposition concerning this matter.
“Using the expertise the company has developed with a basis in Norwegian hydro-
power, Statkraft has developed into a Norwegian renewables company of inter-
national format.” *

At the same time, an increasing number of politicians believe that a clearer finan-
cial distinction should be made between Statkraft's Norwegian operations and its
international involvement. It is commonly held that Norwegian hydropower pro-
duction is in a class of its own as a national communal good, and that returns on this
investment should go directly to the community. In addition, many people probably
consider international operations to be more risky, and fear that Norwegian hydro-
power production will become part of this risk scenario. It has been said that frame-
work conditions in markets outside Europe may change considerably in the future.
Such views have naturally been given increasing attention as international opera-
tions have become an increasingly large share of the company’s operations. It is prob-
ably on this point that discussions will take place with regard to further develop-
ments in the company. Such problems are not peculiar to Norway and Statkraft,
however. In Sweden, Vattenfall was organised into a Nordic and a European region
effective 1 January 2014, primarily after heavy losses were sustained on investments
on the continent. One key justification for this division was to protect the company’s
Nordic assets, of which a large share comes from hydropower. Such a division would
go against what the company wanted and felt was correct, however. There, it is felt

that dividing the company in this way would lead to a splitting up of central expert
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Yet another joyous day for Statkraft and
Christian Rynning-Tonnesen. On 6 Decem-
ber 2014, Norwegian Minister of Trade and
Industry Monica Meeland announced that
the Norwegian government would provide
Statkraft with NOK 10 billion in equity in
the period leading up to 2018. Particularly
joyous was perhaps the fact that the money
came from a government dominated by the
Conservative Party. Traditionally, the
Conservative Party in Norway has not been
a party that has been most eager to provide
the company with funds from the national
treasury. The main reason given for this
capital injection was to equip the company
for additional investments in the develop-

ment of renewable energy in Norway and, in

particular, abroad. As such, this decision

could also be interpreted as clear support for
the company’s international strategy. If this is

the case, we could then speak of a clearer
dividing line in the company’s modern
history. Until then, Statkraft’s process of
internationalisation had failed to receive
active political support from any quarters,
but had instead been driven more or less
exclusively by the company’s administration.
The capital injection in 2014 gave the
company clearer confirmation that inter-
national growth was something the compa-
ny’s owner also wanted. The turning point is
probably linked to confirmation received at
this time that the company’s foreign
investments overall had shown good
profitability. Most important, however, was
probably that the company’s green profile
harmonises so well with current political
trends.
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environments, which would be unfortunate both financially and professionally. The

perception is therefore that dividing the company will weaken the company’s profes-
sional foundations and make the company less efficient.

Aswe have seen in this book, Statkraft has also encountered challenges in respect
of its international investments. At the same time, the company has generally fared
well outside Norway, and better than many other companies. This success is largely
due to the company’s knowledge base and its ability to take good decisions. However,
there is also reason to muse over the following question: Have the Norwegian state’s
imposed principles and its exercising of ownership given the company less scope to
be as bold and expansion-oriented as some other European energy companies, and
therefore less exposed to risks? No conclusive answer can be given to this question.
Nevertheless, Statkraft has displayed an ability to create value internationally, at the
same time as very few investments have turned sour - despite financial crises, fluc-

tuating and unpredictable markets, and political risk and regulatory changes.
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