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Introduction

Regina Mayor, global and
U.S. sector head, Energy and
Natural Resources, KPMG in the U.S.

Regina Mayor, global and U.S. sector head for Energy and Natural Resources
at KPMG in the U.S., kicked off the 15th annual Global Energy Conference
designed for 2017 around the theme, A new world is emerging. Do you have
the energy to keep up?
“There are several macro trends that are colliding together to drive amazing,
accelerated change across all industries, all companies, and all countries,”
Mayor said. “How we adapt and respond to that change will make the
difference between who wins and who loses.”
Mayor described the growing sense of optimism in the industry compared
to the last few years of cost reductions and personnel dislocations following
lower oil prices. Recent WTI price increases have helped, but the industry has
also adjusted to a “lower for longer, new normal, lower forever” environment,
she said. However, recent optimism is against a backdrop of uncertainty driven
by three major trends.
Rising populism
A rising sense of populism is driving a nationalistic, insular point of view,
with potentially antitrade and anti-immigration policies, Mayor said. “That is
happening all over the world, and we will have to understand what that means
for our industry.”

From Brexit to election and government turmoil in France,
Italy, South Korea, and Brazil, and finally to the election
of Donald Trump as president of the United States
in 2016, “it is a very different world in which we are
living,” she added. “These populist—or some label them
antiestablishment—candidates are having a big impact
on governing and governments.”
When it comes to the U.S. presidential administration’s
“America First” agenda in particular, Mayor outlined three
areas with the potential to impact the energy industry.
The first is the focus on economic growth, including
comprehensive tax reform and the proposal of a border
adjustment tax. Second, regulatory rollback is fueling a lot
of excitement in the industry, and Mayor mentioned that
the American Petroleum Institute has targeted more than
140 regulations on its initial list for reform.
Finally, the industry is also excited about the prospects
for infrastructure expansion and reform. The new
administration started paving the way by allowing the
Dakota Access Pipeline to move forward and raising
the potential for the Keystone XL Pipeline expansion
to pick up again, but there is also the possibility of grid
modernization and resiliency investment to look forward to.
Demographic shifts
Millennials will represent 50 percent of the workforce
by 2020, and they bring with them a different set of
experiences, Mayor said. They were young during 9/11
and the economic crisis, and many saw their families living
in very tentative circumstances. As a result, they have
a unique distrust of financial systems and government—
and the establishment in general.
Millennials also think and buy differently, taking a very
transaction- and online-oriented approach, changing the
face of retail. Mayor said the industry has to understand
what this means for both how it manages its workforce
and how it engages with customers.
Meanwhile, baby boomers are retiring, downsizing,
and moving into cities, which will unlock latent demand
for mobility products and services, Mayor said. Research
indicates personal vehicle miles traveled will increase
under this scenario. The advent of autonomous vehicles
would allow the elderly to drive more and maintain
mobility while, on the other end of the age spectrum,
these self-driving cars could ferry kids to school and
activities. There is even contemplation by one healthcare
company to use autonomous vehicles for patient pickup
to create efficiencies, minimize infrastructure needs,
and improve care.
“The industry must examine what this means for gasoline
consumption and the use of electric vehicles versus the
internal combustion engine,” Mayor said.

Technology disruptors
Indeed, technology continues to drive tremendous change
and innovation, Mayor said. One of the latest technologies
to take hold is blockchain technology, developed to support
Bitcoin but adapted to securely and transparently order and
verify transactions in a distributed ledger. Australia’s Power
Ledger is using blockchain technology to connect microgrid
processors and consumers seeking renewable energy.
Meanwhile, a Brooklyn-based company is leveraging
blockchain to establish an intelligent grid.
Further, many oil companies that do a lot of trading are
considering how to use blockchain for confirmations,
nominations, and settlements in hydrocarbons. Blockchain
has implications for the supply chain, too, Mayor said,
allowing for immediate settlement as the product moves
from the original equipment manufacturer to another
company within the chain and finally to the consumer.
Mayor also discussed how hydrogen fuel cell technology
is making a comeback due to the challenges of powering
electric vehicles with batteries, particularly for trains, ships,
and long-haul trucks. A hydrogen fuel cell is emission-free
and can propel the same level of locomotion as a diesel
train. The Coradia iLint Hydrail train is already in use, while
UPS is experimenting with hydrogen vehicles for its fleet,
and truck manufacturer Kenworth has built an 18-wheeler
based on the technology. Meanwhile, Toyota has diverted
resources from its Prius electric car platform into the Mirai
passenger car featuring hydrogen fuel cell technology.
Next? Hydrogen-fueled airplanes.
When it comes to batteries and hydrogen fuel cells, “it is
not Betamax versus VHS, it is not an ‘either/or’ strategy,
it is an ‘and’ strategy,” Mayor said. “Ultimately, we need
both, and some will be more efficient for different modes
of transport.”
KPMG incorporated these major trends across geopolitics,
demographics, and technology into the panels and
presentations at the Global Energy Conference to fuel
discussion around what their impact will mean for the
industry, Mayor said.
“We asked ourselves what is happening in the world
around us, what is happening in the industry, and what
is going to matter to all of you, so that you have great
takeaways when you go back to your companies.”

Regina Mayor
Global and U.S. sector head,
Energy and Natural Resources,
KPMG in the U.S.
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Keynote address

John Boehner

Former speaker of the U.S. House of Representatives (2011–2015)

(From left to right) John Gimigliano, principal in charge, Federal Legislative and Regulatory Services,
KPMG in the U.S.; John Boehner, former speaker, U.S. House of Representatives (2011–2015);
Regina Mayor, global and U.S. sector head, Energy and Natural Resources, KPMG in the U.S.

Regina Mayor, global and U.S. sector head of Energy and Natural Resources
at KPMG in the U.S., and John Gimigliano, principal in charge of Federal
Legislative and Regulatory Services at KPMG in the U.S., engaged former
speaker of the U.S. House of Representatives John Boehner in an honest
conversation peppered with observations and comments that garnered
widespread coverage beyond the KPMG’s Global Energy Conference.
Boehner grew up in Ohio, working at his father’s tavern and sharing
one bathroom with his 11 brothers and sisters. He met his wife Debbie
at Xavier University and, after successfully launching and building a small
business, ran for Congress in 1990. He served as speaker of the House
beginning in January 2011, focusing on growing the economy, cutting spending,
and rebuilding the bonds between Americans and their representatives until
he left Congress in October 2015.
From the start of his remarks, it was clear that Boehner does not miss the
political arena. “I enjoyed it, but after 25 years in Washington—enough,”
he said. “So every morning, I get up. I still read all the things I’ve always read.
At about 7 o’clock when I’m finished reading and drinking my coffee, I look up
and I go, ‘hallelujah, hallelujah, hallelujah.’ Is that pretty clear?”

(From left to right) John Boehner, former speaker, U.S. House of Representatives (2011–2015);
Regina Mayor, global and U.S. sector head, Energy and Natural Resources, KPMG in the U.S.

The 2016 election
Gimigliano launched right into a discussion about the
2016 election, asking how so many could be so wrong
about Donald Trump’s chances of winning. Boehner
responded with his own story about running his
first race in 1990, a Republican primary for a House seat.
At one point, the polls showed him losing by 82 points.
“But I won, because I turned my people out to vote,”
he said. “Remember, polls don’t elect people. Voters do.”
Boehner and Trump go back some 15 years, and Boehner
called him one of his biggest supporters as well as a friend.
When Boehner was speaker, Trump would reach out
during a particularly bad week to “pat him on the back”

and cheer him up. Boehner admitted he never saw Trump
in the role of president, but after Trump beat a large field
of good contenders in the primary, his chances of winning
became clearer, particularly in an unusual election year.
“There was only one Republican that Hillary Clinton
could have possibly beaten, and that was Donald Trump.
One. And there was only one Democrat that
Donald Trump could have possibly beaten—Hillary Clinton.
We have 330 million Americans and we get down to this.
I’ve never seen anything like it.”

2017 Global Energy Conference
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(From left to right) John Gimigliano, principal in charge, Federal Legislative and Regulatory Services, KPMG in the U.S.;
John Boehner, former speaker, U.S. House of Representatives (2011–2015);

The first 100 days
When Mayor asked Boehner to review the strengths
and weaknesses of Trump’s first 100 days, he named
international affairs as an area of success, particularly the
administration’s willingness to face North Korea head on,
and efforts to work closely with leaders in China and the
Middle East.
“Our allies around the world, our friends, are thrilled to
death that we have a president who is leading America
in our traditional foreign policy role. President Obama,
God bless him, just didn’t think America should play that
strong of a role in the world,” he said. “So on the foreign
policy side, Trump’s leading.” Boehner also mentioned
the new administration’s success pulling back unnecessary
regulation, and he gave points for efforts on healthcare.

John Boehner, former speaker, U.S. House of Representatives (2011–2015)

“Other than those successes, everything else has been
pretty much a disaster,” Boehner continued. “I mean,
the man should not be allowed to Tweet between
10 p.m. and 6 a.m. That would be a good start. And while
he doesn’t get along with the press, I don’t know why
he keeps just picking this scab every day. This is how
he ran the campaign. Everybody saw the last 12 months.
I don’t know why anyone would think the next 12 would
be different from the last.” He added, “It’s going to be
chaotic, it’s going to be incoherent at times, it’s going to
be offensive at times. But it’s also going to be effective
at times. He’s learning how to be president.”
Healthcare, the budget, and the border adjustment tax
Boehner said that healthcare legislation simply has to get
done, not only because it is fulfilling a campaign promise,
but also because the elimination of the related Obama
care taxes creates headroom for the tax reform the
administration seeks. He added an infrastructure program
for healthcare and tax reform as initiatives that must happen
this year. “The leaders on the Hill have got to produce.
They’ve got to preserve majorities in the House and Senate,
and work overtime to show Americans they’re getting stuff
done, regardless of what’s going on in the White House.”
A balanced budget is possible, but do not look for new
sources of revenue from a border adjustment tax (BAT),
which Boehner said Speaker of the House Paul Ryan may
be using as a “stalking horse” while figuring out what to
do. He added, “This border adjustment tax is deader than
a doornail.”
Given that a BAT may not fly, creating a $1.3 trillion annual
“hole” in the tax reform plan, Boehner said we might
see a new corporate tax rate shake out to no lower than
between 22.5 percent and 23 percent. “There [are] not
enough other things to fill in the hole if they take border
adjustment tax out of there.”

Relationships in Washington
Boehner said that growing up working in a bar taught
him that “you have to learn the art of being able to
disagree without being disagreeable,” and he certainly
applied that lesson to his role in the House.
“President Obama and I didn’t agree on a whole lot but…
he and I, frankly, had a really good relationship,” he said.
“The American people didn’t care that he was a Democrat
or I was a Republican. What the American people wanted
was [for] us to figure it out. Our job on behalf of the
American people was to find common ground. How can
we move the ball down the field on behalf of the country
we’re there to represent?”
That is harder than it used to be, Boehner said. Social
and traditional media have helped polarize Americans
with a deluge of information, leaving fewer people in
the middle.
“This divide that we have in America, it’s real, it’s ugly,
and it’s not going to be fixed any time soon.” He added,
“You have to put a coalition together to really win [the
presidency], and that’s the hard part. Trump did a great job,
better than any other candidate, of understanding what
Americans were feeling. He tapped right into it; as bizarre
as it was, as crazy as the way he did it, he tapped into it
and got them out to vote for him.”

Presidential ambitions
Boehner would not name one Republican as a potential
frontrunner for the next presidential race but clearly
excluded himself. “Listen, I don’t want to be president.
I drink red wine, I smoke cigarettes, I play golf, I cut my
own grass, I wash and iron my own shirts, and I’m not
giving that up to be president of the United States.” A job
he likened to “voluntarily climbing into a jail cell and then
letting people throw stones at you between the bars.”

“This divide that we
have in America, it’s
real, it’s ugly, and it’s
not going to be fixed any
time soon.”
—John Boehner
Former speaker of the U.S. House
of Representatives (2011–2015)

He then touched on the Congressional and independent
investigations into Russian influence in the 2016
presidential election and impeachment talk by a handful on
the left. He reminded the audience that impeachment “is
not a legal process, it’s a political process. It’s all politics.
So nothing happens until you start to see Republicans
calling for impeachment. When you get to that point,
you’ve got problems.”
Boehner, a self-described optimist, ended his address on
a high note. “I think we’re the luckiest people that god ever
put on earth. There’s no country in the world like America.
Only in America can you grow up and be anything you want
to be, do anything you want to do. There’s no limit on what
you can accomplish,” he said. “It’s the only country in the
world that I know of where you can grow up as the son of
a bartender and end up as the speaker of the House.”
2017 Global Energy Conference
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Keynote address

Mark and Scott Kelly
Highly decorated NASA astronauts and retired U.S. Navy captains

(From left to right) Scott Kelly and Mark Kelly, highly decorated NASA astronauts and
retired U.S. Navy captains

Astronauts Mark and Scott Kelly regaled the Global Energy Conference
audience in the closing address with tales of hard work and persistence,
woven with twin humor and brotherly love.
Their stories of inspiration began with reference to President John F. Kennedy’s
1962 quote, “We choose to go to the moon…and do the other things, not
because they are easy, but because they are hard.” Indeed, “choosing to
do the hard things is certainly the greatest gift we can give our children and
grandchildren,” said Scott, emphasizing that with the right strategies, “we can
do the hard things” in business as well.
Start with goals and a plan
The Kelly brothers grew up in suburban New Jersey, sons of a police detective
and a waitress/secretary. When their mother decided that she, too, wanted to
be a cop—nearly unheard of in the 1970s where they lived—their father built
a wall (a little higher than necessary, unbeknown to her) to help her prepare for
the qualifying physical fitness test.

The boys watched their mother struggle to climb that
wall for months, but when the test finally came, she scaled
it faster than almost all of the men. “This was first time
in our lives we saw the power of having a goal, and a plan,
and what it meant to work really, really hard,” Mark said.
“It motivated both of us to start to do better.”
And they needed to do better, as neither brother had
illustrious school careers, particularly Scott. But with their
shared desire to become astronauts and their mother’s
example, the brothers began to execute on their plans
by joining the U.S. Navy to train as pilots. Both, however,
had rocky starts.
Test the status quo
After failing one critical test to land an F-14 on an aircraft
carrier, the Navy suggested Scott might pursue less
challenging options, but he was determined to push
forward. “If I’m going to fail at something, I might
as well fail at something that’s at the limit of what
I think I’m capable of achieving or beyond, rather than
something that I think might be easier.”
Scott redoubled his efforts and, in the process, learned
that while he was a good pilot, he “wasn’t making very
small, constant corrections all the time, and pretty soon
I’d be almost crashing into the back of the ship,” he said.
“Never being comfortable with how things are, never
being comfortable with the status quo, is a lesson that
really worked well for me.”
Focus on what you can control
As for Mark, “after a couple of months, I suddenly realized,
I am not Maverick,” he said, referencing the movie
Top Gun. “This applies to a lot of you, especially if you’re
about to take over a new role in your careers,” he said
to the audience. “How good you are at the beginning of
anything you try is not a good indicator of how good you
can become. I’m a prime example of somebody who was
able to overcome a serious lack of aptitude for something
with practice, persistence, and just not giving up.”

“How good you are
at the beginning of
anything you try is not
a good indicator of how
good you can become.”
—Mark Kelly
Highly decorated NASA astronaut and
retired U.S. Navy captain

Mark went on to fly 39 combat missions during the Persian
Gulf War, learning the art of compartmentalization from
his bombardier who quietly focused on his task to drop
a giant payload even while Iraqi missiles grazed their plane.
“I know in your industry, there’s so much stuff that goes
on, especially in Washington, DC,” he said. “Try to focus
on the things we have influence over, and try to forget
about the rest.”
2017 Global Energy Conference
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(From left to right) Scott Kelly and Mark Kelly, highly decorated NASA astronauts and retired U.S. Navy captains

After serving in the Navy, Mark joined the U.S. space
program and was a pilot and commander of the U.S.
space shuttles Endeavor and Discovery. He described for
the audience the wonders of space travel, of going from
zero to 17,500 miles per hour in eight-and-a-half minutes
“like the hand of God came down and ripped you off the
planet,” and watching the sunrise from the shuttle for
the first time.
Prepare for unlikely but significant events
When NASA wanted to study the impact of lengthy
space travel on the human body in hopeful preparation for
missions to Mars, they chose Scott to spend nearly a year
in space at the International Space Station while studying
Mark as a “control” on the ground.
Scott was to reach the space station via a Soviet-era
Soyuz spacecraft lifting off from Kazakhstan, an experience
that could not be more different than his NASA missions.
A space shuttle launch is serious and solemn, with
checklists, a countdown, and a launchpad that is safely
emptied of all personnel except the astronauts because it
is holding what is “pretty much a bomb sitting on a hill,”
added Mark.

Not so much for a Russian mission. When Scott arrived,
he had to make his way through a crowd of about
a hundred partying on the launchpad. A few were smoking
cigarettes within feet of the rocket loaded with liquid
nitrogen and kerosene. “The Russians look at things
differently than we do at times,” he said.
Once in space, Scott found that, like the launch, the U.S.
and Russian sides of the space station are “as different
as you can imagine them being.” He talked about how he
took every measure to prepare the U.S. section for the
potential impact of a satellite barreling out of control toward
the station. When Scott’s work was done, he floated to
the other side to find his Russian comrades eating lunch.
Added Mark, “the way the Russians look at it, it hits them
and everything’s gone, or it misses. But something in the
middle is unlikely, so it’s not worth considering.”
For the United States and NASA, the Challenger and
Columbia accidents were not due to lack of knowledge
or hardware failures, Scott said. “Those were failures of
management and leadership to do the right thing, the hard
thing. Not only do you need to look at the things you know
about—the things that are likely—but also the things that
are not very likely but have very significant consequences.
This was a really hard lesson that NASA learned, and now
we operate in a much different way than the guys that fly
the Russian side of the space station.”

Be willing to take risks
Scott went on to spend 340 days in orbit, the U.S. record
for cumulative time spent in space. Taking his first breath
of fresh air, seeing his family for the first time, taking his
first shower and swim, and sleeping in a bed for the first
time in a year—even among all of these firsts, Scott said
“the best part about coming home is that I had just done
the hardest thing I will ever do in my entire life.”
The risk of flying a spacecraft is on par with the risk
soldiers took storming the beach at Normandy on D-Day,
“but we understand that, and we try to manage that risk
in almost everything we do,” Mark added. Yet, when
Mark’s wife Gabby Giffords joined Congress in 2007,
“I thought we had the risky jobs flying in combat, flying
the space shuttle,” he said. “But as it would turn out,
my wife Gabby is the one who would nearly lose her life
serving her country.”
In January 2011, Rep. Giffords was shot while meeting
with constituents in Tucson. Mark and his daughters were
devastated; Scott, in the International Space Station, could
only comfort his brother by phone and try to focus on his
job. “At that point I realized this was certainly going to
be the biggest challenge of our lives, both personal and
professional,” Mark said.
The lessons learned in space certainly apply to business,
and to life, the astronauts agreed. Scott said he is
absolutely inspired by his experience and believes that
we can do anything we put our minds to, from going to
Mars to curing cancer to solving challenges in our own
industries and lives.

“If we can dream it,
we can do it… if we
work as a team, because
teamwork makes
the dream work.”
—Scott Kelly
Highly decorated NASA astronaut and
retired U.S. Navy captain

“If we can dream it, we can do it—if we have a goal and
plan, if we’re willing to take risks, if we’re willing to make
mistakes, if we’re willing to fail, if we focus on the things
that we can control, and ignore what we can’t, if we
test the status quo, and if we work as a team, because
teamwork makes the dream work,” Scott said. “We can
choose to do the hard things, and if we do that, then the
sky is definitely not the limit.”

2017 Global Energy Conference
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Keynote address

Robin Chase

Founder and former chief executive officer of Zipcar and leading pioneer of the
sharing economy

Robin Chase, founder and former chief executive officer of Zipcar, and
leading pioneer of the sharing economy

Robin Chase is a leading pioneer of the sharing economy, and her keynote
address was also focused on sharing—in this case, her big picture perspective
on how we need to think about creating a sustainable way of life in the
21st century.
Chase founded Zipcar in 2000, and she outlined three ideas that helped her
and her colleagues launch and grow what is now the largest car sharing
company in the world.
First, Zipcar leveraged excess capacity, specifically in private automobiles.
“We buy an entire car, but why?” she asked. “It represents about 18 percent
of our incomes but sits idle about 96 percent of the time. And if we rent a car,
we have to rent it in 24-hour bundles, even if we need it for only an hour.”
With Zipcar, she said that customers can buy a “slice” of a car, depending
on their need. The cars are used more and excess capacity is reduced.
Secondly, Zipcar built an Internet-based platform for participation. “We enabled
customers to rent directly online or through a smartphone, on an hourly basis.”
Noting the growing number of companies that support sharing assets from
beds to office space to boats, she explained that platforms help us organize the
small parts, make complex things simple, give the power of a large organization
to the individual, and support rapid scaling.

Third, the company regarded their customers as
collaborators, with both parties agreeing to a smooth,
almost frictionless relationship. Yes, she admitted,
problems could arise about dents in a returned car or
empty gas tanks. But she said that these were actually
quite rare and could be quickly addressed.
Based on these three ideas, she said, Zipcar has become
a solid success, with more than 18,000 vehicles on the
road today.
Chase went on to identify Zipcar and similar companies as
the next stage in the global economy. “We have come to
the end of industrial capitalization,” she said. Traditional
companies create barriers around themselves based on
patents, copyright, and proprietary technology.
A collaborative economy based on openness enables what
she called a “fuzziness” around property, data, and other
assets. With people able to share more easily, a shared
asset network delivers more value than a closed network.
Assets can be used more efficiently. New value can be
drawn out of existing assets as asset usage increases.
And open networks can encompass a greater number and
diversity of minds to help resolve problems and suggest
improvements. She also stressed that a sharing economy
can address climate change through greater efficiency in
transportation, manufacturing, and other sectors related
to carbon emissions.
Chase acknowledged that the concept of a sharing
economy might seem radical, but she said she was not
arguing for a revolution, which could be a painful and
disruptive process.
“Speed the pace of evolution to avoid revolution,”
she advised. “At Zipcar, we were simply building the
world we wanted to live in,” she said. “In fact, directly
or indirectly, that’s what we’re all doing today—building
the world we want to live in.”

“Speed up the pace
of evolution to avoid
revolution.”
—Robin Chase
Founder and former chief executive officer
of Zipcar

Robin Chase, founder and former chief executive officer of Zipcar, and
leading pioneer of the sharing economy
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General session

Effects of the Trump
administration on the
energy industry

(From left to right) John Gimigliano, principal in charge, Federal Legislative and Regulatory Services,
KPMG in the U.S.; Chet Thompson, president and chief executive officer, American Fuel &
Petrochemical Manufacturers; Robert C. Flexon, president and chief executive officer, Dynegy,
Inc.; Vicky Bailey, chairman, United States Energy Association and former assistant secretary, U.S.
Department of Energy; Constance Hunter, chief economist, KPMG in the U.S.

KPMG in the U.S. Chief Economist Constance Hunter and John Gimigliano,
principal in charge of Federal Legislative and Regulatory Services at KPMG in
the U.S., set the stage for a panel of executives to discuss the energy industry
in the Trump era.
Hunter said that due to declining growth in the working age population and
in the rate of productivity, GDP is unlikely to grow faster than 3 percent despite
best efforts. She added that the 2.1 percent United States GDP growth
rate since the recession “could be worse” and the United States is still in
better shape than Japan and many European countries for one key reason:
immigration. “Half of our growth in the working age population is from people
immigrating to the U.S. to work here.”

Hunter went on to explain how a BAT or destination‑based
cash flow tax could have wide-ranging impact. In a
hypothetical situation based on a 20 percent BAT, $50 per
barrel for both onshore and offshore oil, and no currency
adjustment, BAT would increase the imported sale price of
oil by $12.50 per barrel. This would certainly disrupt trade
flows and impact American companies, although how
much is not clear without knowing the impact of currency
adjustments or the reaction of trading partners.
Hunter concluded by saying that a “productivity miracle”
driven by innovations across multiple industries could lift
U.S. GDP to the point where it could sustain 3 percent
at some point in the next decade. “That would give a much

more substantial boost to economic growth than anything
that could be generated by changes in tax laws or a border
adjustability tax.”
Gimigliano then framed the issues from a regulatory
point of view by reviewing the Trump administration’s
four priorities for its first year: healthcare reform,
tax reform, regulatory reform, and infrastructure
investment, all of which center around a healthy
economy. “This administration believes it ran, and it won,
by emphasizing investment in the economy and making
positive changes to help further the economy,” he said.

(From left to right) John Gimigliano, principal in charge, Federal Legislative and Regulatory Services, KPMG in the U.S.;
Chet Thompson, president and chief executive officer, American Fuel & Petrochemical Manufacturers
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Constance Hunter
Chief economist, KPMG in the U.S.

Tax reform and subsidies for renewables
The panelists started their discussion on tax reform. While all agreed that
a lower corporate tax rate would help both energy companies and the economy
overall, Chet Thompson, president and CEO of American Fuel & Petrochemical
Manufacturers, said that reform has to happen soon before the many other
initiatives of the Trump administration have a chance to move forward.
“[The administration] better be in the position to go back in the mid-term
elections having done something—they better be able to come back with tax
reform,” he said. “I think there are a lot of things riding on this that are bigger.”
Gimigliano wondered whether a carbon tax realistically could be on the table,
and Vicky Bailey, chairman of United States Energy Association, agreed that
there is potential for it as part of comprehensive tax reform. “You’d think in this
administration, a carbon tax would not have a snowball’s chance of getting any
traction. But as soon as you say that in this administration—things happen.”
Meanwhile, now that subsidies have brought the price of some renewable
energy sources in line with gas- and coal-fueled sources, Hunter asked the panel
if renewables “can ride without their training wheels.” According to Robert
Flexon, president and CEO of Dynegy Inc., they not only can, they should.
“What you’re seeing now is the destruction of the competitive power markets
because subsidies are overtaking economics,” Flexon said. “If Trump’s agenda
is to make America more competitive, the subsidies are the wrong direction
to go. Let the most efficient assets set the price.” Thompson agreed, adding
that the Renewable Fuel Standard program is completely broken, and the
fuel industry is paying many billions of dollars in what is essentially “wealth
transfer” to another industry.
Flexon referred to Massachusetts as an example of where policies have
had a devastating impact on competitive markets. The state is contracting
for Canadian hydropower and offshore wind at billions of dollars of taxpayer
expense, despite the fact that New England is responsible for only 1.2 percent
of the CO2 release by the power industry in the entire United States, and the
region has reduced emissions by 50 percent since 2005. For the price, “you can
give out Teslas to people and be more effective than offshore wind,” he said.

Regulatory reform
Bailey, a former regulator, said the absence of regulation
is a nonstarter for her, but that maybe the pendulum
has swung too far in the direction of too many layers
of regulation, with “too many agencies and entities that
have a hand in the decision making.”
According to her organization, the Environmental Protection
Agency (EPA) published 3,900 rules from January 2009
to July 2016, generating 33,000 new pages in the Federal
Register. In the 20 years of the two Bush administrations
and the Clinton presidency, the EPA issued eight new rules
under the Clean Air Act, compared to more than 50 during
Obama’s presidency. “Regulators should be referees,”
she said. “We want to eliminate barriers to entry, but we
don’t want to impede the competitive process.”
Thompson added that it is one thing to count up the
sheer number of regulations, but it is another to assign
a dollar figure to them. Nine EPA rules adopted during
the Obama administration resulted in more than $1 billion
of compliance cost in U.S. manufacturing per year.
Some $100 billion in additional compliance costs alone
were added by ozone rules and the Clean Power Plan,
which Thompson called “absolutely, positively the most
unlawful rule that I’ve seen since I’ve been practicing
environmental law” and “a huge power grab.”
Thompson added, “To me, pulling that back, setting
the barriers for what the EPA can and can’t do, is good
no matter what administration you’re in. Congress has
to grab the power that the Constitution gave it. There’s
no way an agency like the EPA should be able to freely
impose hundred-billion-dollar rules on the economy with
no congressional oversight.”

(From left to right) Robert C. Flexon, president and chief executive officer,
Dynegy, Inc.; Vicky Bailey, chairman, United States Energy Association
and former assistant secretary, U.S. Department of Energy

“Regulators should
be referees. We want
to eliminate barriers to
entry, but we don’t
want to impede the
competitive process.”
—Vicky Bailey
Chairman, United States Energy Association
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General session

Geopolitics: At the
epicenter of the
global economy
(From left to right) Constance
Hunter, chief economist, KPMG
in the U.S.; Robert Johnston,
chief executive officer, Eurasia Group;
Annell Bay, board member –
Apache Corporation, Hunting PLC, and
Verisk Analytics; Steve Suellentrop,
president, Hunt Oil Company

“Economic risks are tied to political risks; they are basically inseparable,”
said Constance Hunter, chief economist, KPMG in the U.S., in her introduction
to a panel discussion of today’s geopolitical landscape and the top risks facing
the global energy industry.
Hunter cited “The Russia Conundrum” as the number one risk, noting that
falling oil prices and economic sanctions have increased uncertainty about that
country’s future direction. China’s rising indebtedness and aging workforce
also pose significant risks, Hunter said, and she suggested a parallel between
current conditions in China and those in Japan around 1990 as the Japanese
economy stalled and began to move into its “lost decade.”
Robert Johnston, chief executive officer, Eurasia Group, also listed China as
a significant risk, but his leading geopolitical risk was today’s “Independent
America” or “America First” movement championed by politicians like
President Trump. He noted that the popularity of nationalist parties in Europe
has risen in the last decade—especially in Italy, France, the United Kingdom,
and Germany—and he predicted that the rise in global populism and economic
nationalism will spill over to impact policy decisions on energy. This will make
2017 “the most volatile political risk environment in the postwar period.”

Constance Hunter, chief economist, KPMG in the U.S.

Johnston also questioned whether Trump is a “pause”
or a “correction” in the low-carbon transition. He argued
that the U.S. withdrawal from the Paris Agreement will not
immediately cause other countries to follow, but it would
make global targets nearly impossible to reach and remove
key leadership in carbon reduction initiatives.
In a poll of audience members during the session, the
leading risk was higher interest rates, a topic addressed by
Annell Bay, nonexecutive director at Apache Corporation,
Hunting PLC, and Verisk Analytics. Bay said that higher
rates could actually present a business opportunity.
“With higher rates, less capital is available, and that would
make M&As less competitive and smaller in number.”
She also noted opportunities for U.S. LNG exporters not
only in developed markets in Europe but also in emerging
economies in Africa and India.
Steve Suellentrop, president, Hunt Oil Company, also
discussed the upside of rising interest rates, pointing
out that easy credit between 2012 and 2014 resulted
in a price collapse and the bankruptcy of more than
100 energy-related companies in the United States and
Canada. He said that higher rates would help mitigate
the risk of this happening again.

“Is Trump a ‘pause’ or
a ‘correction’ in the
low-carbon transition?”
—Robert Johnston
Chief Executive Officer
Eurasia Group

At the end of the session, the audience was polled
about what remains one of the greatest risk drivers for
the energy industry: the future price of crude. Reflecting
comments from other speakers across the conference,
audience members suggested a “lower for longer”
view, with prices remaining at about the $50/bbl level,
at least for another year.
(From left to right) Constance Hunter, chief economist, KPMG in the
U.S.; Robert Johnston, chief executive officer, Eurasia Group; Annell Bay,
board member, Apache Corporation, Hunting PLC, and Verisk Analytics
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Women in Energy Executive Breakfast

How to boost morale and
create high-performing
teams during tough times
in the energy sector

(From left to right) Sandy Asch, global consultant and bestselling author; Deanna L. Jones, vice
president, Human Resources and Administrative and Services, Marathon Oil Corporation; Laura
Schilling, president, Pumpco Services Inc; Kim Kesler, partner, KPMG in the U.S.

A panel featuring three women leaders offered some valuable insights into
how to boost morale and high performance during challenging times. Panel
guests included Deanna L. Jones, vice president of human resources and
administrative services at Marathon Oil; Laura Schilling, president of Pumpco
Services; and Sandy Asch, global consultant and bestselling author.
To boost morale after so many companies have had to reduce their workforces,
the panelists focused on three areas:
First, transparency to mitigate the risk of what Asch called “a downward spiral,
with everyone asking, what’s wrong and whose next?”
Second, countering feelings of guilt among employees who were retained
when colleagues were let go. Marathon Oil found that small gestures, such
as increased acceptance of business casual dress, helped lift the mood “when
people were in a period of grieving,” noted Jones.
Third, working to retain talented individuals, especially in middle management,
who might consider abandoning the industry. “We need to keep these
people really engaged, make sure they understand their role and their future,”
Schilling said.

(From left to right) Laura Schilling, president, Pumpco Services Inc; Kim Kesler, partner,
KPMG in the U.S.
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(From left to right) Sandy Asch, global consultant and bestselling author; Deanna L. Jones, vice president, Human Resources and Administrative Services,
Marathon Oil Corporation; Laura Schilling, president, Pumpco Services Inc; Kim Kesler, partner, KPMG in the U.S.

(From left to right) Laura Schilling,
president, Pumpco Services Inc;
Kim Kesler, partner, KPMG in the U.S.

Focusing on the future
Employees need to understand their importance in
the organization and its role in society. “Keep them
connected to the ‘why’ of what they are doing, help them
realize its value and their contribution,” added Asch.
Right after Marathon reduced its workforce, it held
a leadership forum to outline the company’s history of
overcoming challenges and how it might look in 2020.
“We used storytelling to start a dialogue, which we’re
continuing in as many ways as we can,” Jones recalled.
Trainings to encourage stress management and self-care
also help.
Even in the depths of the downturn, Halliburton
continued leadership classes for high-potential
employees to make clear that they had a future with
the firm. “The message was, now’s the time to invest
in your future,” said Schilling.
She added that the keys to high-performing teams
include a common purpose, based on agreement; trust,
based on transparency; shared consciousness, about
both the ends to be reached and the means to get there;
and empowerment to execute, with strategy aligned
with goals.
An environment that reduces what Asch called
“thieves in the workplace”—distractions that drain time,
energy, and attention—also boosts performance.
Moving forward
For many millennials in the energy sector, this
downturn was the first they had experienced. Creating
a sense of belonging and purpose will encourage them
to remain engaged.

“The beauty of
the downturn
is the call to action,
the call to reinvent.”
—Sandy Asch
Global Consultant and Bestselling Author

“It’s important to recognize the loss many millennials felt
from senior people leaving,” Jones said. “They wonder,
how do I continue moving forward if those people are
no longer in the company?” The answer lies in leaders’
demonstration of authenticity and transparency—
including vulnerability—and also tenacity. “Communicate
that we are going to change, we are going to disrupt and
we are not going to wait for the market to force us to
change,” she said.
For all its difficulties, these are exciting times for the
energy sector. “As an industry, we are on the frontier of
technology,” said Schilling. “We are on the tipping point
of transformation,” Jones agreed. Summing it up, Asch
said, “The beauty of the downturn is the call to action,
the call to reinvent.”
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Oil and gas track

How to thrive in the
‘new normal’

(From left to right) Zoe Thompson, principal and Advisory leader, KPMG in the U.S.;
Shandell M. Szabo, vice president, U.S. Onshore Growth, Anadarko Petroleum Corporation;
Amir Gerges, general manager, Unconventionals, Shell; David Reid, chief marketing officer,
National Oilwell Varco

(From left to right) Amir Gerges, general manager, Unconventionals, Shell; David Reid, chief marketing officer,
National Oilwell Varco

Since the commodity price downturn in 2014, the oil industry has now accepted
$50/bbl crude as the “new normal.” So how are companies dealing with this
massive disruption in revenue? In a lively panel discussion, Zoe Thompson,
principal and leader, Oil Field Equipment and Services Advisory practice, KPMG
in the U.S., asked veteran industry executives to share their keys to success in
not only surviving but also thriving under the current pricing environment.
David Reid, chief marketing officer, National Oilwell Varco, focused on the
human factors involved in dealing with change. Leaders need to follow three
simple but challenging mandates. First, they need to “own now,” meaning that
they need to accept the present situation and hear things about their business
that might be difficult to admit. This includes feedback from colleagues as well
as family and friends.
Second, they need to move on, maintaining momentum and being open to
ongoing change, Reid said. Third, they need to grow up, accepting what they
cannot control while still planning for a future of continuous improvement.
Reid pointed out how these ideas can help leaders think in terms of using
jobs to grow people instead of just getting people to do jobs. At the same
time, he stressed the importance of keeping a sharp eye on business realities.
“Some strategists have great ideas but they forget about making money.”
Shandell M. Szabo, vice president, U.S., Onshore Growth, Anadarko Petroleum,
shared how her company has developed a strong monetization and capital
allocation program to become more competitive. “We looked at our portfolio
in terms of what is not demanding capital now and what leads to value for
our shareholders.”
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Zoe Thompson, principal and Advisory leader,
KPMG in the U.S.

Amir Gerges, general manager,
Unconventionals, Shell

David Reid, chief marketing officer,
National Oilwell Varco

Szabo explained that this rationalization resulted in a smaller footprint tightly
focused on Anadarko’s presence in deep water and the DJ and Delaware
basins. “This was a big rationalization for us, but now we have a more liquidrich balance in our portfolio and a greater emphasis on higher-margin products.”
She also added, “A more concentrated portfolio has been an easier story for
our investors to model and support.”
Amir Gerges, general manager, Unconventionals, Shell, discussed the
opportunities available in energy resources available in deep water drilling,
oil shale, and gas shale. He explained that tapping these resources began
several years ago with the acquisition of BG Group. Shell’s portfolio is now
made up of assets that are fewer in number but larger and more diversified.
Adding unconventionals to the mix, including deep water activity, helps Shell
compete as an independent oil company with smaller independent companies,
Gerges said. “We knew we had to change, and that’s the advantage that
unconventionals bring to an integrated oil company like Shell.” He also
mentioned progress with several cost-reduction initiatives designed to support
break-even prices as low as $40/bbl.

As a result of the downturn in the oil and gas market,
how was your company’s operating model disrupted?

Not disrupted –
What worked before
still works today.

10%

27%
63%

Completely
disrupted –
We’ve made
drastic changes.
Moderately
disrupted – We’ve
made a few changes.

*Source: GEC session polling participants

How do you expect your organization’s headcount
to change over the next 12 months?
46%

“A more concentrated
portfolio has been an
easier story for our
investors to model
and support.”
—Shandell M. Szabo
Vice President, U.S., Onshore Growth
Anadarko Petroleum

26%
15%
7%

6%
Decrease Decrease
more than
up to
15%
15%

Stay the
same

Increase
up to
15%

Increase
more than
15%

*Source: GEC session polling participants
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Oil and gas track

New dynamics
in downstream:
A clockspeed dilemma

(From left to right) Gary Silberg, partner and national automotive industry leader, KPMG in the U.S.;
John Corrigan, senior vice president, Strategy and Business Development, Murphy USA;
Carolyn Yapp, general manager, Customer Marketing Insights, Shell Oil Company;
Andy Steinhubl, principal, KPMG in the U.S.

Cars are changing rapidly due to technological advances, and with transport a
major source of demand for oil, the impact on the downstream energy industry
will be significant.
KPMG in the U.S.’s Gary Silberg, partner and national sector lead for the
automotive industry, explained this “clockspeed dilemma”: cars, and the
industries that depend on them, need to meet both traditional pressures that
move at one speed and those from technology that demand faster responses.

Gary Silberg, partner and national automotive industry leader, KPMG in the U.S.

Global growth, local disruptions, and shifting value chains
Downstream is still facing pressure from traditional sector forces, such as
tier 3 gasoline sulfur regulations, corporate average fuel economy rules, and
(globally) the Paris COP Agreement. But additionally, the rise of electric and the
prospect of autonomous vehicles (AVs) has introduced the need for even more
rapid adjustments.
As autonomous cars enter the market, vehicle miles will likely soar as mobility
becomes easier and less costly. In many geographical “pockets” (e.g., urban
areas in OECD countries), the growth in autonomous vehicles (enabled by Deep
Learning, an advanced technology in which cars teach themselves through
abstract algorithms) will be particularly high. Urban areas are more prone to
leverage AVs in fleets and through shared-economy mobility-as-a-service
applications. Emissions concerns are also generally higher in urban areas.
Thus, it’s likely that greater disruptions and impact will occur to players whose
networks are more exposed to urban, emissions-sensitive areas. In California,
for example, liquid vehicle fuel demand could plunge 36 percent by 2040, with
the fall even greater in some urban centers.
Yet, most forecasters expect that across the broader market, the internal
combustion engine (ICE) will remain dominant for many years. The global view
is that gains in fuel efficiency, along with the partial adoption of electric vehicles
(EVs), will be offset by demand growth in developing countries. Thus, a mild
increase in oil demand from the automobile industry by 2035 is expected.
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Andy Steinhubl, principal, KPMG in the U.S.

Downstream players, whether in retail, lubricants, or
refining, should take action across the value chain to create
new value pools and reposition existing assets ahead of
the disruption—as it moves from developed and urban
markets, and expands more broadly, said Andy Steinhubl,
Energy, Natural Resources, and Chemicals Strategy and
Transformation leader at KPMG in the U.S. Organizations
should take three steps:
1.	
Protect the core in the short term; for example, utilize
data and analytics to build and leverage deeper customer
understanding and strengthen refining asset links to
advantaged crude supply or downstream markets.
2.	
Investigate optionality in the medium term; for
example, pilot new lubricants fleet offerings such as
replaceable and recyclable cartridges.
3.	
Shift the core in the long term; for example, create
new fleet charging services and battery and EV
servicing services.
John Corrigan, senior vice president,
Strategy and Business Development, Murphy USA

Gary Silberg, partner and national automotive industry leader,
KPMG in the U.S.

Shell’s vision
Shell Oil Company expects a mosaic of fuel sources
to power future transportation, according to general
manager, Customer Marketing Insights, Carolyn Yapp.
Shell is working on getting more partners for biofuels,
LNG, and hydrogen, since these fuels need a full value
chain to work.
“The transition to new engine technologies will be
slow,” she said. “We’re still going to have combustion
engines. It’s important for us to have the kind of
fuels for combustion engines that help sustainability
and reduce carbon.” Still, as part of preparing for a
low‑carbon world, by 2023, Shell expects to have
400 hydrogen stations in Germany.
“The innovation cycles are getting shorter and shorter,”
Yapp said. “We used to have the luxury of waiting
two years to develop and test; now it’s months.”
Murphy USA’s vision
John Corrigan, SVP for strategy and development at
Murphy USA, said that for the next few years, EVs’
market entry will be centered on states with strict
emissions requirements. As EVs spread, they will
require a change in the retail gasoline station model.
“What might delay the inevitable migration toward
electric is the clockspeed of car ownership,” he said.
People tend to hold on to their cars for many years.
But Corrigan also said he believes that autonomous
vehicle technology “is a disruptor and it could take off
much quicker.” When deploying capital for the longer
term, Murphy USA is already preparing for EVs’ and AVs’
potential to disrupt its markets, he added.

“The innovation cycles
are getting shorter
and shorter. We used
to have the luxury
of waiting two years
to develop and test;
now it’s months.”
—Carolyn Yapp
General Manager
Customer Marketing Insights
Shell Oil Company
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Oil and gas track

Oil and gas mergers
and acquisitions –
Did they help or hurt?

(From left to right) Anthony Bohnert, partner, KPMG in the U.S.; Brooks Shughart, director, First
Reserve; J Silva, chief financial officer, Brigham Resources; Chad Michael, managing director and
head of Upstream Investment Banking, Tudor, Pickering, Holt & Co.

Moderator Tony Bohnert, partner, Transaction Services, KPMG in the U.S.,
noted several positive signs in today’s oil and gas sector, including steady
production numbers, price stability, and a slow recovery in rig count. Indeed,
he suggested that some locations, such as the Permian Basin, might be
somewhat “overheated.”
Nevertheless, many industry players remain uncertain, and not as many
deals were completed in the last 12 months as anticipated, despite the fact
that $70 billion of capital was raised to pursue M&A activity in the industry.
Talking with a panel of financial experts, Bohnert explored the current state
of deal making for oil and gas companies and their investors.

(From left to right) Anthony Bohnert, partner, KPMG in the U.S.; Brooks Shughart, director, First Reserve

Chad Michael, managing director and head of Upstream
Investment Banking, Tudor, Pickering, Holt & Co.,
addressed the question of uncertainty regarding crude
prices and the impact on deal numbers and volume.
“Decision makers are settling into a tighter band of
assumptions,” Michael said. “Uncertainty seems to
be moving toward reality, and the reality is that we
are more than likely in a $50 world, so your portfolio
should have investment opportunities and resiliency
for that.” He added that OPEC members would remain in
compliance with production cuts, providing opportunities
for U.S. oil producers to take market share and support
a fair amount of transactions.
Brooks Shughart added his perspective from private equity
investment as a director at First Reserve. “For us, the main
uncertainty is the rate of exchange for efficiencies on the
upstream side, the needs of capital providers, and how that
impacts the cost structure of the business.”

What oil price is your company most likely to pursue/
pull back on incremental M&A activity?

13%

Oil price to pursue M&A
30%

>$60/<$45

16%

>$55/<$45
>$60/<$40

20%

>$55/<$40
21%

>$65/<$35

*Source: GEC session polling participants
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Chad Michael, managing director and head of Upstream Investment Banking, Tudor, Pickering, Holt & Co.

Describing activities in the Permian Basin, Shughart added,
“Cost inflation is creeping up, particularly on the completion side,
so commodity price is less of a factor [in considering transactions]
than other costs and how these costs can be reduced by greater
operating efficiencies.”
J. Silva, chief financial officer, Brigham Resources, was asked
whether consolidation or divestiture is a preferred M&A strategy
in today’s markets. Drawing on his company’s experience,
he described the advantages he has seen with consolidation.
“It’s all about drilling economics and execution,” Silva said.
“Can you put together an inventory of repeatable drilling locations
with predictable outcomes, all with scale so it satisfies the market
but also with flexibility so it’s defensible in the event you need to
adjust rig cadence.” He added, “That’s a tall order, but we’ve seen
the benefits.”

Brooks Shughart,
director, First Reserve

Main driver in increasing M&A activity in the market

6%

Driver

6%

Pricing stability

8%

Regulatory changes
Capability
diversification

13%
67%

Geographic
diversification
Other

*Source: GEC session polling participants

“Commodity price is
less of a factor than
other costs and how
these costs can be
reduced by greater
operating efficiencies.”
—Brooks Shughart
Director
First Reserve

J Silva, chief financial officer,
Brigham Resources
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Power and utilities track

Renewables
of the future

(From left to right) Basilio Guerrero,
chief financial officer, ACCIONA Energy
North America; Emily Felt, renewable
energy strategy policy director,
Duke Energy Corporation;
Bernardo Goarmon, executive
vice president of finance, EDP
Renewables North America LLC

Alberto Martín Rivals, partner at KPMG in Spain and head of Energy in
Europe, Middle East and Africa, moderated a panel that discussed the
renewable industry’s ability to compete on a level playing field with traditional
power producers.
“Renewables are becoming a true alternative to conventional power,” said
Basilio Guerrero, chief financial officer, ACCIONA Energy North America.
Renewables are attracting corporate and other large consumers based on
economics, not just green incentives. Renewables are also increasingly
becoming the answer to powering rural areas and underdeveloped countries
where the transmission and transportation of fossil fuels is difficult. Meanwhile,
prices for renewable sources of energy are hitting record lows, and the asset
class continues to attract investors, providing a low cost of capital to the sector.
Guerrero expects significant growth in renewables over the next 25 years,
with the three main legs—hydro, wind, and solar—accounting for 60
percent of the growth. In the last year alone, wind and solar accounted for
approximately 70 percent of all new installed capacity generation in the United
States, added Bernardo Goarmon, executive vice president of finance, EDP
Renewables North America LLC. “That was unthinkable five years ago.”

Alberto Martín Rivals, partner, KPMG in Spain and, regional energy and
natural resources leader – Europe, Middle East and Africa

Jim Spencer, president and chief executive officer,
EverPower Wind Holdings, Inc.

(From left to right) Basilio Guerrero, chief financial
officer, ACCIONA Energy North America;
Emily Felt, renewable energy strategy policy
director, Duke Energy Corporation
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Low natural gas prices in the United States and other markets comprise the
biggest threat to renewables, and yet, at the same time, the challenge is
making the renewable industry even stronger, Guerrero said. “When we see an
increase in gas prices, you’re going to find that renewables are going to become
a super-competitive source of energy.”
Residential consumers continue to seek distributed generation, but they are
being practical about it, said Emily Felt, renewable energy strategy policy
director, Duke Energy Corporation. Beyond the first adopters of solar, “the vast
majority of customers practice rational behavior,” expecting enough savings in
a short amount of time to justify the initial expense. Moreover, solar is currently
just is not a good investment. “If you’re a homeowner, you’d be better off
putting your money into renovating the downstairs bathroom,” she said. “That
would give you better returns if you’re looking to sell your home in seven years.”

(From left to right) Emily Felt, renewable energy
strategy policy director, Duke Energy Corporation;
Bernardo Goarmon, executive vice president of
finance, EDP Renewables North America LLC;
Jim Spencer, president and chief executive
officer, EverPower Wind Holdings, Inc.

But Felt also said that customer demand for distributed generation needs to be
understood and treated as demand for choice and control. “Utilities know they
have to come up with more choices so customers can control their energy.
This is one arrow in the quiver.”
The industry has found ways to protect its profitability despite challenging
assumptions in the bidding process, Goarmon said. “As time goes by, I’m
convinced we will be able to continue delivering competitive auctions and RFPs,
and stability of price, which is a very important aspect of the value proposition
this industry has to offer.” Technology innovation is the key reason renewables
have become so competitive, he continued. In fact, technology had more to
do with the elevation of renewables than tax incentives, and as improvements
continue, “then the industry should stand on its feet.”

The panelists did not express any significant
concerns about the new U.S. administration’s
approach to the industry going forward.
“The big headline is that ‘Trump digs coal,’ and so
we were all worried, what’s going to happen to
renewables in the new administration? The quick
answer is, not much,” said Jim Spencer, president
and chief executive officer, EverPower Wind
Holdings, Inc.
A number of factors will temper attempts to curtail
renewables in the United States, Spencer continued.
To start, some of the biggest supporters for onshore
wind are Republicans in states like Iowa, which has
a 40 percent adoption rate. “One of the reasons we
think it’s much more rhetoric than practicality is that
there’s a lot of bipartisan support for renewables
in the U.S., even though the headlines are always
pitting the Rs and the Ds against each other on it.”
Additionally, the renewable industry will retain
support thanks to job creation, Spencer said.
Approximately 75,000 people are involved in coal
extraction and processing in the United States,
compared to more than 700,000 employed in various
aspects of the renewables sector. Finally, younger
generations are demanding renewable generation,
regardless of party affiliation.
Felt brought the discussion back again to offering
customers energy choice, a concept that crosses the
political aisle. She mentioned Georgia’s Green Tea
Coalition that includes Prius-driving Republicans who
believe in distributed generation and the success
of a comprehensive solar bill in South Carolina that
received unanimous support because it was couched
as energy freedom. “Anyone who thinks renewables
is a Democratic issue—you’ll find it’s a little bit more
nuanced than that.”

“Utilities know they
have to come up
with more choices
so customers can
control their energy.
This is one arrow in
the quiver.”
—Emily Felt
Renewable Energy Strategy Policy Director,
Duke Energy Corporation

Companies like Duke also view the reduction of
CO2 emissions as something they are going to do
no matter what. “Take the politics out of it, it’s just
a business risk, and we’re going to manage the risk.”
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Power and utilities track

Technology trends
transforming the
utilities sector
(From left to right) Todd Durocher,
principal,
KPMG in the U.S.; Kate Sherwood,
vice president, Business Development,
Advanced Microgrid Solutions; Erik
Kling, vice president, IoT New Business
Development, Vodafone;
Ravi Pradhan, vice president, Technology
Strategy Digital Grid Software and
Solutions – North America, Siemens

Todd Durocher, principal, Advisory – Power & Utilities, KPMG in the U.S., talked
with representatives from three leading products and services companies that
are pushing the envelope in developing innovative technology to help lower
power generation costs, improve delivery efficiencies, and provide more flexible
ways for customers to use power. Each panelist discussed recent technical
advances made by their company for utilities.
Ravi Pradhan, vice president, Technology Strategy Digital Grid Software and
Solutions, North America, Siemens, discussed the decentralization of energy
grid generation and design. He said that the Siemens Digital Grid strategy
uses a holistic approach to enabling distributed energy, providing analytics,
distribution platforms, systems for transactive energy distribution, and closedloop control. In particular, integration with the Internet of Things (IoT) and
information technology (IT) enables utilities to gather more data and support
more complex interconnections between enterprise applications and devices.
Erik Kling, vice president, IoT, New Business Development, Vodafone, also
discussed the importance of solutions involving the IoT, explaining how this
technology environment can help utilities improve customer service, enhance
fleet management, reduce costs, and bring power to new customers.

In addition, low-power wide-area (LPWA) technology
will be able to connect more objects to the IoT via existing
mobile networks, Kling said. Low-voltage applications
for LPWA solutions range from substation monitoring
and smart metering to electric vehicle (EV) charging and
street lighting. He also noted that these solutions will
have a major impact on service providers. “Adopting
this technology will require a new business case and
new business models.”
Kate Sherwood, vice president, Business Development,
Advanced Microgrid Solutions, discussed how her
company provides economic optimization through battery
systems behind the meter at the customer’s home or
commercial site. She stated that utilities will spend more
than $1 trillion over the next decade trying to manage
changes in the distribution grid brought about by the
impact of wind, solar, and EVs. She suggested that energy
storage is the only technology that can cost-effectively
respond to these changes.
Sherwood also pointed out that advances in this sector
are contingent on regulations that can change dramatically
from state to state and not reflect current conditions.
“Our regulations have not been written to accommodate
today’s technology.”
Looking to the future, Durocher asked the panelists about
new developments in technology. Sherwood noted the
dramatic decline in prices for solar energy over the past
few years, and she suggested that batteries will likely
see a similar drop in price. Kling saw dramatic growth
in smart homes and smart grids for cities. He argued
that the next step in realizing the full potential of these
smart systems lies in the development of a platform for
integrating access points and services for homes, offices,
and public infrastructure such as street lights. From a
similar perspective, Pradhan stressed the importance of
integrating localized energy sources, such as rooftop solar
panels, with the local grid by means of IT systems.

“Our regulations have
not been written to
accommodate today’s
technology.”
—Kate Sherwood
Vice President, Business Development
Advanced Microgrid Solutions

(From left to right) Erik Kling, vice president, IoT New Business
Development, Vodafone; Ravi Pradhan, vice president, Technology Strategy
Digital Grid Software and Solutions – North America, Siemens
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Power and utilities track

Incorporating an
innovative approach
into the changing utility
business model

(From left to right) Ted Surette, partner, Regional Energy and Natural Resources Leader – Asia
Pacific, KPMG Australia; Lynn Barnes, vice president, Data Analytics & Insights, Ameren
Corporation; Shinichiro Kengaku, managing executive officer, Tokyo Electric Power Company;
Reihaneh Irani-Famili, vice president, Business Readiness and Design, National Grid; Obaid Kazi,
head for business and information architecture, PG&E

(From left to right) Shinichiro Kengaku, managing executive officer, Tokyo Electric Power Company;
Reihaneh Irani-Famili, vice president, Business Readiness and Design, National Grid; Obaid Kazi,
head for business and information architecture, PG&E

Solar photovoltaic systems. Smart grids. Distributed generation.
These and other innovations are transforming the utility industry, and
four industry leaders shared how they are innovating their company’s
utility business model.
Panelists included Lynn Barnes, vice president, Data Analytics & Insights,
Ameren Corporation; Shinichiro Kengaku, managing executive officer,
Tokyo Electric Power Company; Reihaneh Irani-Famili, vice president,
Business Readiness and Design, National Grid; and Obaid Kazi, director,
Enterprise Architecture and Digital Innovation, PG&E.
All agreed that utilities need the right structures to incorporate
innovation into their business models. Such structures should emphasize
collaboration, customer centricity, and culture.
“There are a lot of inventions in power and electric, but no single one
is groundbreaking,” Irani-Famili said. “Innovation is the combination of
things that already exist. We’re looking at what processes to mix with
what technologies to drive business value and customer centricity.”
Innovations are often reaching utilities from the outside through joint
ventures with start-ups and by bringing in innovators from outside the
industry. “We have to align all these young upstarts with experienced
industry professionals,” said PG&E’s Kazi. “We need to reconcile
mission-critical governance of rock-solid systems with the ability to fail.”
Tokyo Electric is putting great emphasis on joint ventures and has
created a task force that brings together 50 executives to collaborate
around pro-growth innovation, noted Kengaku.

Lynn Barnes, vice president, Data Analytics &
Insights, Ameren Corporation
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Ted Surette, partner,
Regional Energy and Natural Resources Leader – Asia Pacific, KPMG Australia

Reihaneh Irani-Famili, vice president,
Business Readiness and Design, National Grid

Shinichiro Kengaku, managing
executive officer, Tokyo Electric
Power Company

A focus on the customer
And according to Barnes, Ameren’s leadership realized
that “we have to know more about our customers, and
how to build customer loyalty, to define the products
and services that they want and we can offer them.”
As a result, Ameren is now creating a data analytics
department, which she leads.
Kazi added that gathering better data is an area all
utilities should invest in now, since future analytics will
depend on data quality. He said that PG&E’s location in
Silicon Valley, where consumers are constantly exposed
to innovations and expect them, is forcing the company
to react more quickly. This customer focus also helps
PG&E recruit innovative talent. “People in dot coms,
their work may be sexy in some ways, but they may
not be adding value to the human condition,” Kazi said.
“Here, they can really see the impact of what they’re
doing to help people in their day-to-day lives.”
Innovations can also help bring utilities closer to
customers. Tokyo Power recently enabled its network to
assist in tracking children, so parents can make sure that
they’re safe. “We’re trying to make the most of existing
resources to help customers,” Kengaku said.
Technology is the easy part
But innovation is not just about technology.
“Technology is the easy part,” Kazi said. “Getting
the process around innovation right is harder, and
the hardest of all is the culture.” PG&E has a special
innovation team with its own floor, but Kazi is also
working on innovation by design, going beyond a specific
new technology or process to change the organization’s
ongoing operations.

“Technology is the
easy part. Getting
the process around
innovation right is
harder, and the hardest
of all is the culture.”
—Obaid Kazi
Director, Enterprise Architecture and
Digital Innovation, PG&E

“It’s hard to insert an innovative idea into the existing
culture and expect it to land,” Barnes said. But with
strong support from top leadership, the culture can
change. Ameren has had success in retraining veteran
executives through its innovation hub. Irani-Famili
pointed out that the oil and gas industry, which was once
seen as old-fashioned but transformed itself through
innovative shale technologies, offers lessons for the
utility industry when it comes to changing the culture.
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Technical track

Cognitive technologies:
Driving the next wave of enterprise innovation

(From left to right) Toby Everett, chief
information officer, Lower 48 Onshore, BP;
Scott Bender, corporate services controller,
Flint Hills Resources; Julie Munn-Sims,
principal, Financial Management, KPMG in
the U.S.

Like it or not, the cognitive era is upon us. And, it brings with it a host of
new opportunities for business. Such was the focus for a panel discussion led
by Julie Munn-Sims, principal, KPMG in the U.S., with guest panelists Toby
Everett, chief information officer, Lower 48 Onshore at BP, and Scott Bender,
corporate services controller, Flint Hills Resources.
Cognitive and other advanced technologies force us to think differently about how
we deliver services. “It’s a fundamental change in how business gets done,”
pointed out Munn-Sims. Digital labor is one component of digital innovation, but it
goes beyond achieving just cost efficiencies. Artificial intelligence, cognitive,
robotics process automation (RPA), and other machine learning represents a
new way of working with a new operating model and taps into different skill sets
depending how far down the digital path you go.
“Business is going to shift because of the introduction of cognitive technologies,
robotic automation, on down through the entire continuum of machine learning
capabilities. How we adjust our workforce, how we go to market with our
customers, how we partner with internal customers, will all shift,” said Munn-Sims.
And the transformative potential is huge. She points to one consulting firm
which estimates that 120 million jobs could be displaced by robotics by 2025
due to digital automation robotics. “Looking at the investment in the technology
around digital capabilities, the return on investment could be as much as 600
to 800 percent,” said Munn-Sims. “Companies can’t afford to not consider
digital innovation.”
The potential benefits are too great. Consider digital labor, which provides
significant cost efficiencies but also improves productivity, consistency, quality,
reliability, and scalability at digital speeds.

Not a one-for-one tradeoff
According to Bender, digital labor helps businesses and their
employees meet the constant challenge to innovate and
remain competitive. He explained that his group has gone
from the proof-of-concept stages last June to approximately
150 people trained in automation software today.
“Right now, we’re doing a lot at the lower end of the
cognitive scale. As we continue to evolve in this space,
we want to see this as a capability on the desk of every
employee. Let every employee control the destiny of their
future,” said Scott. “It’s no different than when we gave
them Excel and Access and a lot of other tools.”
Munn-Sims added that there is a misconception that a bot
is a one-for-one replacement for an employee, which is not
the case. What is important is knowing how the dynamics
of the workplace change.
Getting people comfortable with the technologies by having
them participate in pilots will help build trust and enable them
to see how digital technologies can help, noted Everett.
“Now, our people are not scared of the technology. And they
understand that for people that are involved in this initiative—
and have the mind-set to help us change our business—there
is a place for you. You might just be doing different work, and
hopefully that is more interesting work in the long run.”
Everett expressed that her company spent the last three
years figuring out how much legacy technology was needed
and now focuses on moving technology forward. “We are
seeing 35 percent of our IT investment budget going toward
the digitization of business. In 2018, we are looking at an
amount that tips closer to the 50 percent mark.”

“Companies can’t afford
to not consider digital
innovation.”
—Julie Munn-Sims
Principal, KPMG in the U.S.

The panelists’ advice for moving forward in the
cognitive space?
“Get comfortable being uncomfortable,” said Everett.
Added Bender: “Go faster and find creative ways to
implement sooner. We’re going to go faster in the future.
The technology lends itself sooner than later. You don’t
want to be the last one in the room adopting it.”

(From left to right) Scott Bender, corporate services controller, Flint Hills
Resources; Toby Everett, chief information officer, Lower 48 Onshore, BP
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Technical track

Trump administration
in the energy sector:
A deeper dive on tax reform

(From left to right) John Gimigliano, principal in charge, Federal Legislative and Regulatory Services,
KPMG in the U.S.; Audrey Miller, general tax officer, Phillips 66; Steve Hayes, senior vice president,
Tax & Asset Management, Transocean; Chuck Mannix, vice president, Tax Services, NiSource

John Gimigliano, principal in charge, Federal Legislative and Regulatory
Services, KPMG in the U.S., moderated a panel of energy executives who
presented their views on various tax reform proposals and discussed the
challenges they face as tax professionals.
Lowering the corporate tax rate
Gimigliano started with what he called “the centerpiece, the crown jewel of
tax reform,” dropping the U.S. corporate tax rate from 35 percent to as low as
15 percent in the Trump plan, 20 percent proposed in the House blueprint, or
25 percent proposed by Rep. David Camp a few years ago.
The panelists clearly support a lower rate to allow the United States to
compete globally, although it cannot be addressed in a vacuum. “What you give
up is just as important as what you get,” said Chuck Mannix, vice president,
tax services, at utility company NiSource. A lower rate is just “the headline,”
he added, with items such as interest deductibility and expensing “all part of
a big puzzle.”

Steve Hayes, senior vice president, Tax & Asset Management, Transocean

Audrey Miller, general tax officer, Phillips 66, agreed.
While the U.S. corporate tax rate is completely out
of step in the global economy, the Camp proposal
for example requires base broadening that would
ultimately work against capital-intensive companies
constructing large domestic plants. “We have to see
the whole package, but I think it has to be a question
of fairness across industries and not picking winners
and losers,” Miller said.

Audrey Miller, general tax officer, Phillips 66

Steve Hayes, senior vice president, Tax & Asset
Management, Transocean, expressed some concern
that companies that structured their businesses to
be competitive under current tax codes would be the
losers in a simplified regime. “Retroactive taxation
is my number one, number two, and number three
issue,” he said. “The industry has spent billions of
dollars in good faith on long-term, capital-intensive
investments, and that has to be considered.”
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(From left to right) John Gimigliano, principal in charge, Federal Legislative and Regulatory Services, KPMG in the U.S.; Audrey Miller, general tax
officer, Phillips 66; Steve Hayes, senior vice president, Tax & Asset Management, Transocean; Chuck Mannix, vice president, Tax Services, NiSource

The border adjustment tax
A border adjustment tax (BAT) would raise between $1 trillion and $2 trillion,
offsetting roughly $100 billion per point on a lower corporate rate, Gimigliano
said. “If we could have everyone on board with border adjustment, we would
have a straight path to permanent rate reduction.”
Transocean is structured outside of the United States and, at a superficial level
a BAT would be detrimental to the drilling business in the Gulf of Mexico, Hayes
said. “In general, I’m not a fan of border adjustment. I think it continues to hang
on because there is a funding issue out there, and it’s big, and this is one of the
mechanisms that could contribute to revenue over the next 10 years.”
Analysis by Phillips 66, a net importer of crude, noted that the BAT as proposed
does not account for inflation or retaliation by other countries. “There would be
some price increase, including increased prices at the pump, and that’s bad for
our business,” Miller said. Added Mannix, “What scares me the most about the
border adjustment is that I think it could have some unintended consequences
that no one has really modeled yet.”
Dealing with uncertainty
The tax professional’s profile in the company is growing in tandem with
increasing attention on reform. Companies like Phillips 66 are receiving more
questions from analysts, and executives “went from not being that interested
in tax reform, to being keenly interested in tax reform,” Miller joked. She said
the leadership team has found models, while imperfect, still very helpful.

Part of the role is also to keep leadership updated to help
decision making for long-term, capital-intensive projects,
Hayes said. “You have to have a clear message from
a nontax perspective that the business can understand.”
Those outside the profession might hear tax rates as
low as 15 percent tossed about, and they get excited,
and it’s the tax professional’s job to say, “Wait, we need
the details.”
Despite the as-yet unclear path forward on tax reform,
companies are not standing still. NiSource continues
to make investments, driven namely by the desire
to improve reliability and safety. “We have a business
to run,” Mannix said.

“What scares me the
most about the border
adjustment is that
I think it could have
some unintended
consequences that
no one has really
modeled yet.”
—Chuck Mannix
Vice President, Tax Services, NiSource

Mannix added that executives are skeptical tax reform will
proceed in Congress after watching the lack of progress on
healthcare reform. Hayes agreed. “I’m not optimistic, given
the battle of red versus blue in Washington, of anybody
actually agreeing on anything.”
“If this uncertainty goes on for too long, you’re going to
have the combination of an uncompetitive U.S. with an
uncertain U.S., and that will actually make things worse
than they are now,” Hayes said. “We have a little while
before we get to that point, though.”
2017 Global Energy Conference

51

Technical track

What’s on the horizon?
Accounting and
reporting update

(From left to right) Stephen Dabney, Audit partner in charge, Houston Business Unit; Hershell Cavin, partner;
Molly Chilakapati, partner; Mark Zajac, partner, all KPMG in the U.S.

Stephen Dabney, Audit partner in charge,
Houston Business Unit, KPMG in the U.S.

Stephen Dabney, KPMG in the U.S. Audit partner in
charge in Houston, led several KPMG in the U.S. partners
through a discussion of accounting and regulatory
matters impacting the energy industry in 2017.
Certainly, revenue recognition and lease accounting
standards remain top of mind with clients, according
to the panelists, and remaining issues related to each
are becoming more apparent as implementation
deadlines approach. Mark Zajac—partner, KPMG in the
U.S., and audit industry lead for oil and gas—said that
even approaching mid-2017 there remain a number
of unanswered questions around how companies
in the industry should be implementing the revenue
recognition standard.

Chilakapati, partner, KPMG in the U.S.

One revenue recognition issue continuing to perplex
midstream companies is noncash consideration, for
example, when a company receives a product rather than
cash as payment for processing and then later sells that
product, potentially counting revenue twice. According
to Zajac, “It’s gone to FASB, FASB said ‘oh wow, great
issue, really sympathetic, but not much we can do to the
standard at this point’.” The Big Four are looking to take
the matter to the Securities and Exchange Commission
(SEC) to consider an accommodation, although Zajac
cautions that could open a Pandora’s box. “There’s a
million and one exceptions that can be requested here.”
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(From left to right) Stephen Dabney, Audit partner in charge, Houston Business Unit; Hershell Cavin,
partner; Molly Chilakapati, partner; Mark Zajac, partner, all KPMG in the U.S.

The definition of a public business entity and the impact on the adoption date
for certain unconsolidated entities may catch some companies unaware,
according to Hershell Cavin, partner, KPMG in the U.S. “I think this is a potential
sleeper issue. Some public companies might get impacted, but they aren’t
necessarily focused on it,” he said. If a company’s filing includes 3-05, 3-09
information from a significant acquired business or equity method investees, or
summary financial information pursuant to Reg. 4-08g, that entity would meet
the definition of a public business entity for purposes of the company’s filings
and be required to adopt all new standards using the public company time lines,
rather than the private company elections.
Molly Chilakapati, partner, KPMG in the U.S., said that even small potential
changes in revenue recognition practices are challenging to address in complex
organizations with multinational platforms or diversified product and service
offerings. Some companies may be overwhelmed by the information gathered
from their initial assessment of the new standard’s impact upon their financial
statements and reporting processes. Such companies have successfully made
progress by taking a risk-based approach at the business unit or geographic
level and making decisions regarding process changes through a combination
of this risk assessment and quantified impact estimates. “What emerges is a
much clearer picture of the consolidated impact that helps identify where you
need to spend your time,” she said.
While it is concerning that the industry still does not have all the answers it
needs for revenue recognition implementation, Zajac said there is a positive
precedent in the implementation of FASB 133, which was given “a fairly
broad fairway to adoption.” “As each year passed,” he continues, “we got a
little smarter and better and we just made course corrections along the way.
I suspect we’ll be doing the same thing here, but I hope in the meantime some
of these major decisions will get made sooner rather than later.”

Regarding the new lease accounting standard, Chilakapati
shared updates on two developing industry accounting
issues. One, it is expected that a typical natural gas
or oil transportation arrangement will not contain an
embedded lease of the lateral pipeline because the
shipper may not have the right to determine how and
for what purpose the lateral pipeline is used. Two, many
easements and surface rights agreements may be in
scope of the new leasing standard and a subset of those
may meet the definition of a lease. For example, an
indefinite-lived easement may not meet the definition of
a lease and instead meet the definition of an intangible
asset, whereas a finite-term easement that conveys all
of the decision-making rights regarding how and for what
purpose the underlying land will be used may be a lease.
Cavin rounded out the discussion with highlights of
recent SEC comment letters and other regulatory
developments. He focused on three top issues.
In 2016, the SEC issued more comments on Management
Discussion & Analysis (MD&A) than anything else, Cavin
said. For example, the SEC wants to see robust disclosure
around business segments in the forepart of the filing and
consistency between that and the financial statements
in the back. The SEC also remains focused on overseas
cash balances and is looking for disclosures of near-future
events that could cause a company to repatriate that cash
back to the United States.
Regarding non-GAAP financial measures, the SEC
has seen significant process, and the focus is now on
educating management and audit committees about
their roles and responsibilities with regards to non-GAAP
disclosures, as well as on best practices. SEC staff have
stated in speeches that, while a lot of progress has been
made, companies should not get complacent.
Cavin also discussed comments regarding fair value
measurement disclosures, highlighting that some
companies are disclosing their fair value method used
but leaving out key details. “When you add fair value
disclosures, think about not just disclosing what method
you used, but the inputs and the significant variables and
assumptions used as well.”

“There’s a lot of room
to reduce the amount
of repetition and change
the presentation and
delivery of information
in filings. That will not
only help investors
but also decrease the
burden on registrants.”
—Hershell Cavin
Partner, KPMG in the U.S.

Finally, Cavin highlighted the SEC’s disclosure
simplification project, saying there have been some
moves by SEC staff to simplify disclosures, and
expressed hope that the effort would continue. “There’s
a lot of room to reduce the amount of repetition and to
change the presentation and delivery of information in
filings. That will not only help investors but also decrease
the burden on registrants.”
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KPMG’s multiple booths at the 2017
Global Energy Conference showcased
a handful of new technologies for
attendees. Visitors watched KPMG’s
3D printer work on site to produce
a chess piece. They also experienced
KPMG’s virtual reality technology
and “asked” questions to the Google
Home device about the Global Energy
Conference. Finally, conference
attendees had a chance view a
live demonstrations of how energy
companies can use KPMG Spectrum’s
digital tools to crunch data and better
inform their decisions.

Save the date

KPMG’s 16th Annual
Global Energy Conference
June 6–7, 2018 | Royal Sonesta Hotel in Houston, Texas | www.kpmgglobalenergyconference.com
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KPMG Global Energy Institute
Launched in 2007, the KPMG Global Energy Institute (GEI) is a worldwide
knowledge-sharing forum on current and emerging industry issues.
This vehicle for accessing thought leadership, events, Webcasts, and surveys
about key industry topics and trends provides a way for you to share your
perspectives on the challenges and opportunities facing the energy industry.

kpmg.com/socialmedia
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