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Renewable Boards Must Power Up

The listed renewable energy sector has been a notable British success story. The UK has a thriving
closed end fund sector whose structure - a publicly quoted company holding a pool of investments
- is ideally suited to holding illiquid assets such as wind and solar farms. From modest beginnings
in 2013 the sector has grown to ~£16bn today and has been an important source of private capital
to help meet the UK and Europe’s decarbonisation targets.

CG Asset Management has been an investor in the sector since inception and has participated in
several IPOs and even more placings, providing much primary capital to the sector. At present we
have around £100m invested. Like others, we were attracted to the predictable, index linked
returns. Like others, we and our investors wanted to play our part in supporting the shift away
from fossil fuel reliance. Were it not for recent government intervention we would most likely have
much more invested in renewables.

The sector's response to the recent energy price surge has been exemplary. Boards have elected
to retain the vast majority of their unexpected profits for reinvestment in new projects, while
growth in shareholder distributions has been modest. Sadly, the government's response has been
much less constructive through the introduction of a capricious windfall tax. The effect has been
all too predictable. Faced with regulatory uncertainty, investors have increased their required
rates of return and share prices now stand at discounts to their underlying net asset values. Since
no board will sanction raising capital on terms which will dilute their existing shareholders, the tap
of fresh capital for listed renewables has been turned firmly off.

The government's desire to decouple the price of electricity from the wholesale gas price is in the
interests of all stakeholders: consumers, investors and the tax payer. Their aim is laudable, their
methods are not. What should be done instead? The government should dismantle its windfall tax
as quickly as possible, replacing it with long-term contracts for difference (CFDs) like those used in
the offshore wind sector. Investors would gladly trade a lower price for greater stability and lower
volatility. The sector’s cost of capital would decrease to everyone's benefit. Such long term CFDs
or power purchase agreements would be set far below current spot electricity prices, benefitting
consumers. After all, the cashflow models which drive the net asset values of renewable projects
assume much lower electricity prices in the future than prevail today - £40-50 per MWh from 2030
onwards, in today's money.

For the time being, the prospect of such pragmatism is remote. The burden falls then to the boards
in the sector to take urgent action. For as long as their shares trade at discounts, trusts cannot
raise additional capital, and without fresh capital our path to net zero looks more challenging. To
counter this, boards must aggressively buy in their company's shares until they once again stand
at premia, premia which were the norm for most of the past decade. Boards will understandably
be reluctant to divert cash from new projects to buying back shares. They need to be farsighted
and resolute. Shrinking now will enable them to grow faster in the future. “Shrink to grow” should
be their mantra. It is right for their shareholders and right for the planet.

Aversion of this letter was originally published on 3 March 2023 in Sustainable Investment.
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Important Information

CG Asset Management Limited is authorised and regulated by the Financial Conduct Authority to carry on regulated
activities in the United Kingdom. The information contained in this document (this "Document") is, in the United Kingdom,
being made to, or directed to, only (i) persons who have professional experience in matters relating to investments (being
"investment professionals" within the meaning of Article 19 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the "FPO")) or (ii) persons falling within Article 49(2) ("high net worth companies, unincorporated
associations etc.") of the FPO or (iii) persons who are otherwise permitted by law to receive it (all such persons being
"Relevant Persons"). The information contained in this Document is not intended to be viewed by, passed on or distributed
(directly or indirectly) to, any other category of persons. Any investment or investment activity to which this Document
relates is available only to Relevant Persons and will be engaged in only with Relevant Persons. This Document must not
be acted or relied upon by persons who are not Relevant Persons.

This Document is for discussion purposes only. It is not an offer to buy, or a solicitation of offers to purchase, any interest
or other investment in any fund or any other security or investment product managed or advised by CG Asset Management
Limited. Any such offer, if made, would only be made by the definitive offering document of the relevant fund, security or
investment product ("Definitive Document”) that sets forth the terms of any investment and other material information,
including risk factors, conflicts of interest, fees and expenses and tax-related information. No investment should be made
in any fund, other security or investment product without first carefully reviewing the Definitive Document which will
entirely supersede this Document.

The information contained in this Document has been prepared by and is the sole copyright of CG Asset Management
Limited. This Document is strictly confidential and is intended for its intended recipient(s). It must not be copied,
reproduced or distributed in whole or in part at any time. This Document may contain proprietary information and any
further confidential information made available to the recipient must be held in complete confidence and documents
containing such information may not be reproduced, used or disclosed without the prior written consent of CG Asset
Management Limited.

The information contained in this Document is not investment, tax, accounting or legal advice and does not take into
consideration the investment objectives, financial situation or particular needs of the recipient. Investing entails certain
risks, including the possible loss of the entire principal amount invested. The recipient of this Document should seek its
own financial, tax, accounting and legal advice in connection with any proposed investment.

No representation or warranty is made or given by CG Asset Management Limited (or, “CGAM") or any of their respective
members, partners, officers, employees or affiliates as to the accuracy, completeness or fairness of the information
contained in this Document. No responsibility or liability is accepted for any such information. The information in this
Document has not been independently verified and is subject at all times to the conditions, caveats and limitations
described in this Document. All opinions, projections and estimates constitute the judgment of CGAM as of the date of this
Document and are subject to change without notice. The delivery of this Document at any time subsequent to the date of
this Document will not under any circumstances create an implication that the information contained herein is correct as
of any time subsequent to such date. No reliance may be placed for any purpose whatsoever on the information contained
in this Document or on its completeness.

This Document is not intended to be distributed in any jurisdiction where such distribution is not permitted by the local
law. Without prejudice to the generality of the foregoing, this document is not intended, and should not be construed as,
marketing of any alternative investment fund for the purposes of any legislation implementing EU Directive 2011/61/EU
on Alternative Investment Fund Managers in any member state of the EEA.

The information contained in this Document has not been approved by the UK Financial Conduct Authority or any other
regulatory authority, nor has any regulatory authority passed upon the accuracy or adequacy of this Document.

For further information, please contact ir@cgasset.com.
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