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Delivering the Energy Transition: Our second

in a series of papers examining the energy
transition — Wessex Partners Q&A with Matt
Hammond, Partner at Foresight Group, the leading
infrastructure and private equity investment
manager.

Q. Reflecting on 2020 what were the primary
trends and changes affecting energy transition
and how has this affected your investment
choices so far in 2021?

The primary trend remains the falling cost of
mainstream applications — solar, wind, and batteries.
This continues to create the bulk of investment
opportunities at all scales be it smaller onshore assets
or larger offshore wind. While power prices have fallen
— as has the price offered for grid balancing services —
the falling capital costs (and the falling cost of capital)
enable these sectors to remain investable with very
little or no regulatory support in much of the world.
There are more government announcements than
ever on supporting the energy transition, and some

of them are helpful, but much is made of supporting
newer technologies whose impact will only be felt in
many years, if ever. The most important trend for near
term investment remains the falling capital cost of
established renewable energy applications.

Q. In which areas do you see new or continued
growth? Are there any particular emerging or
innovative industries, key geographies or broader
opportunities for investment that you see as
particularly significant?

Aside from mainstream applications which continue
to grow, there are many other growth areas. For a
start, there are many assets in the supply chain of
renewable energy that are changing as the industry
scales up — offshore wind service vessels as just one
example. And the supply chain itself is full of growth
capital opportunities alongside the capital-intensive
infrastructure opportunities. The waste challenge

is driving renewed development of waste assets at
all sizes and technologies. Net-zero targets have
increased attention on sustainable transport and heat
alongside electricity. We have seen a wider range of
more investable opportunities on both of those areas
and have invested in district heating, biomethane
truck refuelling and, hopefully soon, electric vehicles.
These opportunities will be repeated and emerge in
more countries over time.
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Q. What are the main challenges with regards to
investing in the energy transition this year?

Do you see any potential solutions to these
challenges?

For generating assets, the two main challenges for
investors are power price risk and cost of capital
competition. These are long term themes, but they
both moved significantly during 2020. These may
stabilise but the mature modest risk sector of the
energy transition will only deliver meagre returns.
But those return levels indicate that there is plenty

of capital available for lower risk investment and

a lot can be done there. I'm a fan of Contract for
Difference (CfD) auctions. As auction prices show in
Europe, the technologies are cost competitive, even
in places that are, by global standards, not especially
sunny or windy. If well designed and implemented,
these auctions secure the best prices and do not
cost taxpayers at all and cost power consumers very
little either. But they offer stable prices which enables
more, cheaper capital to become involved. This would
be a more effective government intervention than
some policies using tax-payer funds on immature
technologies.
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The more challenging areas are how to support
development activity for mostly unsubsidised assets
(absent well designed CfD auctions). This requires
an appetite for more risk and also a closer focus

on project specific details, be it grid issues, project
specific design issues, integrated batteries or other
storage. It helps to be an investor with large technical
and commercial teams that can actively develop
projects, assess details properly and efficiently with
developers, and solve problems. That's harder for
generalist investors. To look more broadly, there are
opportunities outside energy where new networks
are needed — sustainable transport and sustainable
heat as examples — and new technology is being
developed. These will provide a wider range of
investment opportunities over time with their own
challenges. You really need to look at the whole sector
and build balanced investment portfolios.

Q. Regarding the energy transition, did you
witness any behavioural shifts or trends within the
LP community in 2020 - specifically with regards
to asset allocation, fund sizes, preferred specific/
key areas of investment for 2021 and beyond?

There was an odd dynamic at play in 2020. One
theme across LPs seemed to be a greater reluctance
to commit to new funds or new managers. In uncertain
times, it’s just easier to invest less or re-up with
existing managers. At the same time, almost all
investors are embedding sustainability criteria and

The most important trend for near term
investment remains the falling capital
cost of established renewable energy
applications.

'

You really need to look at the
whole sector and build balanced
investment portfolios.

recognising the opportunity of investing in the clean
energy sector and other sustainable infrastructure
assets: all of which requires some changes in
approach. The latter impulse seems to be winning

in 2021. There is a broader range of sustainable

real assets investment opportunities than there was
a few years’ ago, but less heavily contracted, high
return assets. As the investment landscape changes,
the most appropriate way to invest will change too —
most obviously through more diversified portfolios.
As such, it's unlikely that the best approach will
always be provided by the same managers. Hands-
on managers focused on the energy transition and
broader sustainability themes are well placed to deal
with changing investor needs.
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