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Introduction 

 

The energy sector is currently at the early stages of a major restructure from fossil fuels to clean 

energy. This evolution will continue for decades, supported by a globally unified effort to transition to 

the green economy by investing trillions of dollars into renewable power generation. 

 

This structural change will transform the business models of established energy and utilities 

companies.  Electricity generation will be compelled to transition away from fossil fuels and embrace 

clean energy infrastructure and its associated technologies. 

 

The renewable and clean energy sector has seen numerous important developments over the last 

decade.  These have transformed the sector from a highly speculative and experimental investment 

prospect to one which is more securely established. This now presents investors with an opportunity 

to participate in steady and stable returns with similar characteristics to those of other infrastructure 

sectors. Expectations for escalating multi-decade growth and development in the sector is expected 

to underpin the investment case for renewables as a valuable, long-term investment.  

 

This document discusses the three broad themes supporting the renewables investment thematic: 

 

• The global commitment to renewables to meet greenhouse emission targets; 

• cost reduction and improved profitability through technological advancement; and 

• increased investment in the sector to meet global ambitions. 

 

Our paper concludes with a discussion on how investors should consider the construction of an 

investible universe which captures this investment idea.  This is a critical first step to the construction 

of a well-designed portfolio which either includes renewables as part of a broader exposure to global 

listed infrastructure or potentially a stand-alone portfolio of attractive renewable and clean energy 

investments. 

 

Global Commitment to Renewables 

 

The Paris Agreement, signed in 2016, set a target for the 196 government signatories to limit the 

increase in global average temperatures to within 1.5 degrees above pre-industrial levels by reducing 

greenhouse gases (GHG). (United Nations, 2015). This Agreement, along with the establishment of 

universal objectives such as the UN Sustainable Development Goals (SDGs), forms the core of a 
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coordinated effort by governments around the world to raise awareness and individually commit to 

reducing their own carbon footprints through Nationally Determined Contributions (NDCs). By 2019, 

172 countries had renewable energy targets with 161 having established their renewable energy 

policies (IRENA and CPI 2020) 

 

There are many signs that these agreements are now bringing about real change: China has recently 

announced plans to achieve carbon neutrality by 2060; President Biden has recommitted the US to the 

Paris Agreements as well as announcing potential infrastructure spending and renewables tax cuts; 

and Europe has established the Green Deal, a set of policy initiatives that commits to a climate neutral 

Europe by 2050. 

 

At the same time there is also a growing pledge by corporates to renewable sources of energy. For 

example, the RE100, a collective of over 280 businesses, has committed to sourcing 100% of their 

energy needs from green electricity by 2050 or sooner. Many in this group source their energy from 

renewable energy companies directly via Purchase Power Agreements (PPA) (RE100, 2020) 

Such commitments lay the foundations for a virtuous cycle where supporting policies put in place by 

governments, pave the way for investment in the sector which de-risks the sector leading to attractive 

and sustainable investment returns which then supports further renewable energy development. 

Governments have made efforts to attract capital into the renewables sector by;  

 

 

• setting clear policy objectives and targets to increase visibility for companies looking to 

develop energy generation, transmission and storage projects as seen in the Green Deal, 

established by the European Commission. 

• promoting co-investment and blended finance mechanisms that share the risks and returns 

among stakeholders. This has further increased interest from institutional investors, 

developers, commercial and development banks looking to provide more capital into the 

sector. Project examples include Walney offshore Wind Farm in UK and Butendiek offshore 

wind farm in Germany (OECD, 2015) 

• providing guarantees (via development banks) and insurance products that mitigate credit 

and default risk by a counterparty. Mitigation of default risk has increased certainty around the 

successful development of the asset whilst additional guarantees, particularly in relation to 

forward power purchase agreements, has increased the likelihood of operational success once 

the asset has been commissioned. These are more prevalent in emerging economies, where 

risks are higher. (IRENA, 2020b) 
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• renewable energy quotas and obligations, an incentive system where the government sets 

the percentage or an amount of energy that comes from renewable sources such as the 

Renewable Energy System quota scheme in Sweden. 

• setting regulatory and pricing policies such as feed-in-tariffs which set the price of renewable 

energy production, potentially over long timeframes. These have been enacted in over 50 

countries worldwide. (REN21, 2020) 

• providing tax incentives, such as investment and production tax credits, accelerated 
depreciation and tax reductions; and grants and subsidies to promote renewable energy 
production. The US government promotes these at various government levels. (EIA, 2020) 

 

Some of these actions pose a potential risk if revoked. However, we believe the commitments made 

are supportive of further accommodative policies geared towards the ambitious targets that have 

been, so far adopted by most governments.   

 

 

Cost Reduction through Technological Advancement 

 

Renewable energy is particularly sensitive to declining costs of equipment. Having no fuel costs during 

the operational phase of a project means a significant portion of the Levelized Cost of Electricity 

(LCOE) [1] of renewable energy is accounted for at the initial stages of the project. This is a key 

difference to traditional utility business models that pay for their “fuel” as an ongoing expense. 

 

The cost of renewable energy generation has reduced dramatically over the last decade, especially for 

wind and solar which are now at grid parity (comparable cost) to coal production making them a 

competitive choice for utility grade production. Costs for coal have remained stable at around 

US$100/MWh, whilst wind and solar have decreased by 30% and 82% to US$84/MWh and 

US$68/MWh respectively (IRENA and CPI 2020). 

 

These cost reductions have been driven by technology advances, competitive procurement, declining 

finance costs and a growing base of experienced, internationally active developers, some of which are 

listed companies. The result being the emergence of an established, scalable industry that now 

generates three times more new energy than fossil fuels (Bloomberg, 2020) and will continue to 

benefit from further cost reductions in both established technologies and complimentary enablers 

such as battery storage.  

 

https://www.redpointim.com/renewable-energy.html#_ftn1
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Source: Global weighted average LCOE from utility-scale renewable power generation technologies, 

2010 and 2019. (IRENA 2020) 

 

Increasing Investment to Meet Global Ambitions 
 

Energy production contributes 74% of worldwide greenhouse gases (Climatewatch 2016) and the 

transition from fossil fuels to renewable energy will be a major contribution reducing GHGs which 

should see large scale capital flows into renewable power in virtually every jurisdiction.  

 

Global commitments have so far stimulated an increasing amount of investment in renewable energy 

to date and since the signing of the Paris agreement in 2016, an average of US$305 billion p.a. has 

been invested in new renewable energy capacity. (IRENA 2020b). The chart below shows increasing 

and stable investment trends where Solar and Wind now dominate not only in dollar investment but in 

capacity addition (Blue line, righthand axis) as costs rapidly decrease for these two technologies.  
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Source: Global renewable energy investment excluding large-scale hydro (>50 MW) (left y-axis), by 

technology, and renewable energy power capacity additions (right y-axis), 2004-2019. IRENA (2020b) 

This is far short of the expected demand required to meet these targeted commitments. The 

projected underlying demand for renewable energy generation assets over the next 30 years is 

enormous as underlying energy consumption increases in addition to its transition from fossil fuels to 

renewables. 

 

IRENA estimates that US$22.5 trillion or $775 billion per year to 2050 is projected to be required in 

renewable power capacity generation alone, a 250% increase of today’s investment, to fulfill the 

transition to a low carbon economy and to meet these targets. (IRENA and CPI. 2020) 

 

In capacity terms, Bloomberg’s long-term energy transition scenario forecasts put global (inclusive of 

fossil fuels) energy capacity at 20,400 GW by 2050, from 7,658 GW today. The below table shows the 

technology demand split over this period. All renewable sources of energy are expected to expand, 

but clearly Solar and Wind, supported by batteries will see the largest increases, dominating energy 

capacity by 2050. (Bloomberg, 2020)    
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Source: Bloomberg New Energy Finance (BNEF) – Long term capacity outlook (Bloomberg 2020) 

 

The figure below shows the expected change in sources of energy capacity over the next 30 years 

from coal and gas in 2020 to solar and wind in 2050. 

 

 

Source: Bloomberg New Energy Finance (BNEF) – Long term capacity outlook (Bloomberg 2020) 
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Renewables for Global Listed Infrastructure 

 

As the world continues to transition to a cleaner and more efficient energy future, it is worth 

considering the opportunities for Global Listed Infrastructure portfolios. Listed utility companies will be 

major players in the upcoming transition as they make changes to their energy and revenue mix. Some 

are more advanced than others.  Companies such as NextEra are leading the way in terms of 

renewables adoption with over 30% of revenue coming from Hydro and wind generation. 

 

However, in addition to the large traditional infrastructure utility companies, there is an increasing 

number of established, renewable energy infrastructure companies that are listed on global 

exchanges, and that will also benefit from the structural changes discussed earlier.  

 

These potentially “new” investments fit into the traditional definitions of Utilities and Infrastructure 

offering similar characteristics including contracted, long term, regulated, inflation linked revenue 

streams produced from energy generation assets. With the ongoing growth of this the renewables 

sector, the attractiveness of renewable infrastructure from a fundamental perspective is hardly in 

question anymore. Hence, evaluating their investment merit should mostly relate to the well-known 

risks linked to traditional infrastructure investing. 

 

These renewable infrastructure assets have a diversified mix of revenue streams from multiple 

renewable sources and geographies and are well ahead of traditional utility companies in terms of the 

transition to clean energy. Many have a first mover advantage along with the technical expertise and 

experience in renewable energy generation. Globally, Europe has led the way in this sector with Danish 

company Orsted being a good example of a leading technological capability in offshore wind farming. 

 

For investors looking to obtain an increased exposure to listed renewable infrastructure companies, 

typical benchmarks will not usually meet their needs. Most infrastructure benchmarks typically contain 

little exposure to renewable energy companies outside of the traditional utility companies, which 

themselves are still dominated by fossil fuels. NextEra Energy and Orsted are the only two companies 

that have an A1 new energy classification[2] and feature in the FTSE Core Developed Infrastructure 

50/50 and S&P Global Infrastructure Indices. 

 

Hence, given that (a) energy is a rapidly evolving sector going through significant structural changes, 

and (b) traditional benchmarks provide limited exposure to this theme, a research-based approach is 

required. This involves searching beyond the traditional indexes to identify opportunities from a larger 

investable universe of listed infrastructure assets. 

https://www.redpointim.com/renewable-energy.html#_ftn1
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From a portfolio perspective, renewable energy companies bring diversification benefits and possible 

dividend increases as they become more mature and their technologies become more conventional. 

Outside the investment merits of this group of stocks, it is also worth noting their Environmental, Social 

and Governance (ESG) attributes. The ESG investment theme looks to be accelerating with a recent 

research piece by Credit Suisse (Credit Suisse, 2020) highlighting that companies involved solely in 

the clean energy transition are at the forefront of ESG investing. The report suggests that this cohort 

should benefit from favourable funds flow and changing ownership levels as investors look to add ESG 

influence beyond negative screening. 

 

Categorisation of Renewable Assets 
 
Together with traditional utilities, organisations with renewables exposure can be viewed as four 

distinct groupings: Traditional Utilities, Advanced Renewables, Pure Plays and Yield Cos. Examples 

from each category are provided below along with a brief description of each category:  

 

Source: Redpoint Investment Management 

 

Traditional Utility Companies – Utilities are currently generating the bulk of their energy from 

fossil fuels. As the energy transition gets underway, there is a wide divergence in the adoption of 

renewable energy technologies amongst traditional utility companies. Research from the University 

of Oxford, shows that only 10% of the world’s electric utility companies (mainly in Europe) are 

prioritising investment in clean renewable energy over growing their capacity of fossil fuel power 

plants. (Alova, G., 2020) Some however have clear, renewable objectives such as AGL who will 

decarbonise their generation by 2050 and offer all customers a carbon neutral option. 

 

Advanced Renewable – Energy generators that derive the majority of their economic value from 

renewable energy and associated technologies, but still have some exposure to fossil fuels, which 

are becoming a decreasing portion of their business models. 
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Renewable Pure Plays – Utility style companies that derive all of their energy from renewable 

sources. 

 

Yield Cos – Listed entities that buy and operate completed renewable energy generation assets, 

often spun out of parent utility or renewable energy firms. They distribute proven revenues, under 

Power Purchase Agreements (PPAs) from assets such as established wind, solar, geothermal and 

hydro. These PPAs are often 15-30 years in length, create stable cashflows which are distributed 

to investors as dividends. 

• The main differentiating factor to other Independent power producers (IPPs) is that Yield 

Cos typically 

• Produce power that is largely contracted, with long tenures 

• have a focus on returning capital to shareholders via distributions, based on a CAFD (Cash 

Available for Distribution) target and actively looking to unlock the intrinsic value of the 

contracts, grow via “drop down” acquisitions from a sponsor, often with “Right of First 

Offer” assets. 

In addition to the above, Yield Cos benefit from tax advantages derived from accrued tax credits from 

renewable assets and Net Operating Losses (NOLs) from depreciation providing a multi-year “tax 

Shield”: 

 

Yield Cos do come with risks. There is a need for continuous capital requirements in order to fulfil 

investor growth expectations, as a result yield cos become beholden to short term investor sentiment 

These are magnified as they need to be assessed at both the yield co and the underlying sponsor 

level. A recent example being the collapse of the sponsor SunEdison and associated yield co 

Terraform which took on too much debt as part of an acquisition spree and filed for Chapter 11. As a 

result, the share price of many other yield cos suffered as the model came into question. (Financial 

Times, 2016) 

 

Leverage is one of the key considerations within the investment process for the Redpoint Listed 

Infrastructure Strategy. 

 

Stand-Alone Renewables Portfolios 

 

In addition to expanding the opportunity set within an existing Global Listed Infrastructure strategy, 

there is also potential to create a diversified stand-alone exposure to the renewables thematic. This 
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can be done as either a stand-alone renewable infrastructure portfolio or as a broader renewable 

opportunities portfolio as shown in the diagram below.  

Source: Redpoint Investment Management 

 

 

Staying within the Renewable Infrastructure Universe allows investors to access the infrastructure 

characteristics of long term, regulated, inflation linked revenue streams solely from renewable assets. 

Expanding the investment universe provides access to numerous additional sectors that contain listed 

stocks that will benefit from the energy transition. A stand-alone Renewable Opportunities portfolio 

can be constructed by investing across the full energy supply chain, gaining exposure to both 

established and developing trends in the power generation industry. These would typically include: 

 

• Raw Materials (lithium, rare earths) and speciality chemicals 

• Energy generation, transmission and retailing 

• Power generation equipment and components 

• Electric vehicles, smart grids, buildings and energy efficiency 

• New technologies such as batteries, carbon capture and hydrogen  
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Conclusion 

 

The energy transition opportunity is underway and looks set to dominate a whole host of sectors and 

industries over the coming years. At its core, there is huge potential for above average risk adjusted 

investment returns, however this also comes with many unknowns. The huge scale, long timeframes 

and potential volatility of this energy transition will require investors to consider a diversified approach 

that considers both investment merit and portfolio risk. 

 

Identification of those companies involved in this sectoral restructure is challenging.  Index vendor 

rules for inclusion are evolving but a dedicated research-based approach is expected to be more 

responsive.  The creation of a renewables infrastructure investment universe is a necessary first step 

which permits a better assessment of the risk and return potential of this sub-group and its individual 

members.  This has always been a hallmark of 

 

Redpoint’s approach to infrastructure investing. Our approach now provides the basis for providing 

exposure to this investment theme as part of a broader exposure to global listed infrastructure or also 

as a stand-alone exposure focused solely on the renewable infrastructure investment opportunity. 

 

Redpoint’s Global Listed Infrastructure Strategy is designed to capture the key characteristics of 

infrastructure in a diversified portfolio. It aims to provide lower volatility than global equities, along with 

a focus on quality companies and long-term sustainable income growth.  It has outperformed the FTSE 

Core Developed 50/50 since its inception year of 2012. 

  

 

 

[1] Defined as the average net present cost of electricity generation for a generating plant over its 

lifetime. 

[2] Bloomberg New Energy Finance (BNEF) New Energy Exposure Classification. 

 

 

 

 

 

https://113191417-561640236569872295.preview.editmysite.com/editor/main.php#_ftnref1
https://113191417-561640236569872295.preview.editmysite.com/editor/main.php#_ftnref1
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