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Executive summary
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►

Undoubtedly, renewable energy is a growth sector, albeit one where public
subsidies are pivotal. Approximately 40% of UK electricity demand is now met
by renewable energy, a figure that is set to rise further as coal-fired stations are
decommissioned and nuclear power capacity, despite the Hinkley Point C
project, falls.

►

Of the privatised electricity companies, SSE, by some way, is the key renewables
player: it owns more than 3.8GW of renewables generation capacity. However,
there are now 19 quoted Renewable Energy Investment Funds (REIFs), many
of which generate electricity from wind or solar.

►

Despite the challenges, as well as the uncertainties, caused by the COVID-19
pandemic, these 19 REIFs have raised more than £3.5bn since January 2020.
Most of these funds have been deployed in either building new plant or buying
existing capacity.

►

While most REIFs have experienced few problems in raising funds once they
are quoted and have established a track record, some of the more recent IPO
fundraising targets – in some cases, being decidedly ambitious – were not met;
consequently, fundraising expectations had to be cut back.

►

With relatively secure revenues, these 19 REIFs have proven to be resilient
investments of late, despite lower long-term energy price forecasts. Currently, the
sector is trading at an average premium to NAV, although these premia vary quite
markedly between individual funds – TRIG’s premium is currently ca.13%, while
NextEnergy Solar’s is minimal. The sector’s prospective dividend yield is ca.5%.

►

The two most valuable REIFS are TRIG and Greencoat UK Wind, valued at
£2.7bn and £2.5bn, respectively. While their strategies vary noticeably – the
former is expanding into mainland Europe, while the latter is very focused on
the UK – their revenues and dividend payment capacity are highly dependent
on wind-power generation.

►

Interest of late has focused specifically on the energy storage REIFs, Gore Street
and Gresham House. This duo has undertaken seven separate fundraisings – of
varying size – in the past 18 months in order to finance the buildout of their
planned capacity. Other REIFs are eyeing up the energy storage sector, and
especially the battery element of it.

►

Outside the REIF sector, the quoted investment infrastructure funds have also
been resilient performers. In July 2021, sector leader, HICL, despite some
COVID-19-related setbacks, raised gross proceeds of £120m, at a discount to
its market price of ca.2%. BBGI* did likewise and, although its £75m raise was
lower, the achieved discount was similarly low.
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Background
In recent years, funding for the growth of renewable energy has become ever more
important. Initially, in the 1990s, following the privatisation of most of the UK’s
electricity supply industry, the privatised companies were at the forefront of the
relatively modest investment in renewable generation.
SSE still UK’s key renewables player

Of the remaining UK quoted electricity stocks, only SSE undertakes very substantial
investment in renewable energy: its renewables generation capacity, mainly wind
power and hydropower, now exceeds 3.8GW. Drax Group, which eventually
emerged out of the privatised National Power, is the key player – and, by far the
largest recipient of subsidies – in the UK biomass sector, with its controversial
importing of wood chips from the US to fuel its UK units, which have been mostly
converted from coal-firing to biomass-firing.
While other international utility groupings, most notably Spain’s Iberdrola and
Germany’s E.ON, also own a portfolio of UK renewable energy plants, much of the
recent investment has been undertaken by the 19 REIFs, all of which are quoted.

Seven renewable technologies

While there are arguably seven renewable generation technologies – this
categorisation excludes nuclear power – it is wind power and, more latterly, solar
power that have driven UK renewable generation investment.

19 REIFs valued at £11.9bn

Most of the 19 REIFs, which are now worth a combined £11.9bn, have focused on
wind and solar generation. More recently, energy storage, using battery technology,
has come to the fore – this latter sector, though still very small, is certainly attracting
investor interest.

TRIG vs. Greencoat UK Wind

The two most valuable REIFs – with somewhat different investment strategies – are
TRIG and Greencoat UK Wind. The former has diversified into both mainland
Europe, notably into the Nordic countries, but also into other generation
technologies beyond wind. Meanwhile, the latter – as implied by its eponymous
name – is almost exclusively invested in UK wind generation.
Looking forward, it is probable that more renewable energy funds will become
publicly quoted and that the number of REIFs, currently 19, will increase markedly.
The 19, in recent years, have found it relatively straightforward to access funds,
although the availability of generous public subsidies, which, in time, will erode, has
been a pivotal factor. In some cases, over-ambitious IPO targets have had to be
scaled back in the face of investor doubts.

Fundraising
The 19 REIFs regularly access the capital markets for additional funds. Some are well
established, while others are newcomers. Into this latter category are Aquila Energy
Efficiency, HydrogenOne Capital Growth and Victory Hill GSEO.
Over £3.5bn raised since January 2020

September 2021

Since January 2020, we have calculated that more than £3.5bn of additional equity
has been raised by the 19 REIFs. Some of the new money has been raised during
the IPO process. However, the majority of the proceeds have been secured by the
larger funds, generally to finance plant acquisitions, in either the wind generation or
solar generation sectors; invariably, such funds have built up a good track record.
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The energy storage sub-sector

There are some exceptions to the apparent focus on wind and solar investment,
namely the two energy storage funds, Gore Street and Gresham House. SEEIT, too,
is an exception, in that its strategy is decidedly idiosyncratic compared with the other
18 members of its peer group.

Almost all fundraises have been at

The table below lists the key details of the more than £3.5bn of new equity raised
by the 19 REIFs since January 2020. It shows both the gross proceeds raised, along
with the strike price; in the latter case, it is noticeable that virtually every fundraise
was based on a premium to the 100p launch price, which – in respect of some
established players – is to be expected. In US Solar's case, the strike price was $1.00
per share, equivalent - in May 2021 - to 72.1p per share.

>100p per share

REIFs
REIF
Aquila Energy Efficiency
Aquila European Renewables
Bluefield Solar
Downing Renewables and Infrastructure
Ecofin US Renewables
Foresight Solar
Gore Street Energy Storage

Greencoat Renewables
Greencoat UK Wind
Gresham House Energy Storage
HydrogenOne Capital Growth
JLEN
NextEnergy Solar
Octopus Renewables
SEEIT
TRIG
Triple Point Energy Efficiency
US SOLAR
Victory Hill GESO

Date
May’21
Oct’20
Mar’20
Jul’21
Nov’20
Dec’20
Dec’20
n/a
Apr’21
Dec’20
Jul’20
Feb’20
Dec’20
Feb’21
Sep’20
Jul’21
Nov’20
Feb’20
Jul’21
Feb’20
n/a
Jun’21
Feb’21
Oct’20
Jun’20
Mar’21
Nov’20
May’20
Oct’20
May’21
Feb’21

New shares (m)
100.0
122.9
38.1
89.1
36.5
122.5
125.0
n/a
132.0
60.0
24.6
3.6
110.6
150.9
305.3
89.3
114.3
30.0
107.4
49.7
n/a
144.9
150.9
100.0
105.8
195.0
160.0
100.0
100.0
132.0
242.6

Price (p)
100
104
105
118
124
100
100
n/a
102
100
96
96
113
131
131
112
105
104
100
115
n/a
104
106
105
104
123
125
120
100
72*
100

Gross proceeds (£m)
100
110
40
105
45
123
125
0
135
60
24
3
108
198
400
100
120
31
107
57
0
150
160
105
110
240
200
120
100
96
243
3,515

*equivalent to $1.00 per share in May 2021
Source: Hardman and Co Research

Very modest discounts

Aside from the funds raised within the REIF sector, especially during the era of the
COVID-19 pandemic, it is also noticeable that these transactions have been
undertaken at a modest discount to the prevailing share price. Disregarding some of
the over-ambitious fundraising targets of new issue sponsors, the older, established
REIFs have faced few problems in raising additional funds to finance acquisitions,
generally new wind or solar plants.
Two recent fundraising initiatives by TRIG and Greencoat UK Wind – the REIF
sector’s most valuable funds – illustrate this point.

September 2021
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TRIG’s £240m (gross) fundraise

In March 2021, TRIG issued 195m shares at 123p per share, raising gross proceeds
of £240m. Just prior to the announcement, the shares had been trading within the
120p to 125p range; they are now slightly higher. Impressively, this was TRIG’s third
major fundraise within 10 months. The proceeds from this latest fundraise are to be
used to “pay down the recently renewed £500m Revolving Credit Facility (RCF)”.
In welcoming this new investment, TRIG stated that its “target was met with gross
proceeds of approximately £240m raised”.

Greencoat UK Wind’s £198m (gross)
fundraise

A similar scenario applied in February 2021. Greencoat UK Wind issued 150.9m
new shares at 131p per share to raise gross proceeds of £198m. Shortly before the
announcement, the shares had been trading in the low 130p range: they are now
slightly below that figure. The aim of Greencoat UK Wind’s latest issue was also to
“repay or reduce borrowings from its RCFs”.
In terms of demand for its new shares, Greencoat UK Wind warmly welcomed
“another successful and oversubscribed equity capital issue”.
Other well-established REIF funds, including Bluefield Solar and SEITT – the latter
with three fundraising issues in just eight months – have also tapped the market.

£454m funds for energy storage duo

Importantly, considerable interest is now focusing on the energy storage sector. The
two REIFs most involved with energy storage operations, Gore Street and Gresham
House, have raised a combined £454m in seven separate transactions in just 18
months.
Outside the immediate REIF sector, a similar scenario has applied to the largest
infrastructure investment funds, which have a wider investment remit than the 19
REIFs.

Minimal discounts for HICL…

Sector leader, HICL, whose dividend growth aspirations have stalled of late, raised
gross proceeds of £120m in July 2021. This new money was raised at a discount of
just 2% to its share price at the time; it has inched upwards subsequently.

…and BBGI*

BBGI*, whose 2021 interim results were published last week, also raised gross
proceeds – in its case – of £75m in July 2021. The discount to its then share price
was also distinctly modest – at ca.3%.

Capita’s desperate £701m rights issue

At the other end of the spectrum – and way beyond the infrastructure investment
sector – was Capita’s much-needed £701m three-for-two rights issue in 2018. To
be sure, Capita faced a raft of serious issues – and still does – so that the funds,
which were fully underwritten, were essential to its ongoing operation.

56% rights discount

Prior to confirmation of the 70p per share rights issue price, Capita’s shares were
trading at almost 160p. Hence, the discount was a formidable 56%. Given that the
shares are now trading around the 50p range, it is self-evident that, despite the
heavy discount, the rights issue price in 2018 was too high, although Capita’s shares
may rally, especially if takeover speculation grows.

September 2021
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Current REIF valuation data
REIF prospective yields average ca.5%

19 REIFs – financial data

REIF
Aquila Energy Efficiency
Aquila European Renewables
Bluefield Solar
Downing Renewables and Infrastructure
Ecofin US Renewables
Foresight Solar
Gore Street Energy Storage
Greencoat Renewables
Greencoat UK Wind
Gresham House
HydrogenOne Capital Growth
JLEN
NextEnergy Solar
Octopus Renewables
SEEIT
TRIG
Triple Point Energy Efficiency
US Solar
Victory Hill GESO

The table below shows the current market capitalisations of the 19 REIFs; in total,
they amount to £11.9bn. Also included are the latest yields based on our
prospective dividend forecasts; it should be noted some of those funds, which
undertook an IPO relatively recently, do not plan to pay a dividend this year. The
average sector yield is ca.5%.

Share price (p)
96
92
123
100
68
101
113
101
129
122
106
110
99
109
118
129
107
75
102

Market cap. (£m)
96
293
610
123
85
614
313
746
2,548
536
113
661
582
540
799
2,713
107
250
248

Yield
n/a
5.6%
6.5%
3.0%
n/a
6.9%
6.2%
5.2%
5.6%
5.7%
n/a
6.1%
7.2%
4.6%
4.8%
5.2%
5.1%
5.4%
1.0%

Source: Hardman and Co Research
Priced on 25/08/2021

Resilience has been the watchword

Over the past two years, most of which are covered by the COVID-19 crisis, the
REIFs have been resilient performers – and certainly compared with some other
sectors, including transport, leisure and hospitality. The direct impact of COVID-19
on the 19 REIFs was marginal in relative terms. After all, wind generation output was
still broadly in line with expectations, despite a period of low wind levels earlier this
year, while solar output was barely affected.

NAVs cut by lower long-term energy

However, in valuation terms, the NAVs of some REIFs have been adversely affected
by lower long-term energy price projections, although – of late – energy prices have
rallied.

forecasts

Trimmed dividend expectations

Nonetheless, weaker energy prices, despite the prevalence of subsidies, have
adversely affected many REIFs. Some have responded by trimming their dividend
growth expectations.
To be sure, dividend growth projections for the sector have been scaled back,
although only to a minor extent – and nothing to compare with Centrica’s 58%
dividend cut in 2019.

September 2021
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The depressing Centrica story

Giving the very testing times over the past two years, the REIFs have proven to be
particularly resilient performers. After all, other quoted energy companies, most
notably Centrica, on the back of weaker gas prices and other difficult issues, have
suffered greatly. Centrica’s share price has fallen by 78% in the past five years – a
sad commentary on the state of the UK’s premier gas company.
The graphs below show the share price performance of the two sector leaders,
Greencoat UK Wind and TRIG, over the past five years; currently, they have a
combined market value of £5.2bn.

TRIG – five-year chart
Daily TRIG.L

30/08/2016 - 25/08/2021 (LON)
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Line, TRIG.L, Trade Price(Last), 26/08/2021, 128.6, -0.2, (-0.16%)
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Greencoat UK Wind – five-year chart
Daily UKWG.L

30/08/2016 - 25/08/2021 (LON)
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Line, UKWG.L, Trade Price(Last), 26/08/2021, 130.0, +0.4, (+0.31%)

145
140
135
130.0
130
125
120
115
110
105
Auto
Q4 Q1
2016

Q2 Q3 Q4
2017

Q1

Q2

Q3 Q4
2018

Q1

Q2

Q3 Q4
2019

Q1

Q2

Q3 Q4
2020

Q1

Q2 Q3
2021

Source: Hardman & Co Research
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Conclusion
REIFs well-placed in a go-go sector

Undoubtedly, despite weaker energy prices, the quoted 19 REIFs are well-placed –
and are likely to be joined by other funds over the next few years. After all, they
operate in a go-go sector, with renewable energy certainly being in vogue.

Eroding subsidies

However, the phasing out of subsidies will put increasing pressure on the finances
of many REIFs – and this may lead to more modest dividend growth than expected
in the pre-COVID-19 period.

Real appetite to invest in sector persists

Yet, as recent well-supported fundraising issues have demonstrated, there remains
a real appetite to invest in the renewable generation sector.
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Disclaimer
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained
from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in respect of the
information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or
wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages
or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.
This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/researchdisclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.
Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.
Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.
The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country.
Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.
This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).
No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.
(Disclaimer Version 8 – Effective from August 2018)

Status of Hardman & Co’s research under MiFID II
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and,
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers about
which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II.
In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where the
third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed in
the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’
The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.
The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation2016-2031.pdf
In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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