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gigantic volumes that can be invested,
*_ but at the same time a very challeng-
_ing environment,” says Elise Vaudour,
head of wealth for Green Investments
at MAM.
R Vaudour mentions Macquarie’s

advantages of having industrial know-
how, relationships and networks, as well
as being an early mover, adding that
“this team has the expertise to deliver
value across the board... based on the
investors’ appetite for risk, risk-adjusted
returns and investment horizon”.

“You have that... geographical di-
versification, but you also have tech-
nology or revenue model diversifica-
tion. And I do think that in this new
environment we are in, with increased
complexity, that is what’s going to pay
off,” she adds.

True green practitioners

The Green Investments team sees few
competitors with comparable levels of
scope, skill and ambition for energy
transition investing. “In terms of being
proper practitioners of the transition
rather than people who just invest in
it... there aren’t very many. There’s
only one that I would say is built of
practitioners like we are. And I’'m not
going to say who they are,” says Mark
Dooley, global head of Green Invest-
ments. Any reader now mentally draw-
ing up a shortlist of candidates is not
the first to do so.

As the complexity of investing in
the energy transition only grows, GPs
must step up their game, too, to pro-
vide dispatchable renewable power
24/7. Macquarie Group, a commodi-
ties powerhouse, is now banking heav-
ily on the weather and the ability to
structure PPAs that can account for it.

“Once upon a time, if you could find
a field that had some good irradiation,
then you thought, “This is pretty good.
We'll talk to the farmer, put some solar
there and we’ll work out how to con-
nect it to the grid’,” Dooley reminisces.
Now, he says, the conversation begins
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“This team has the
expertise to deliver
value across the board...
based on the investors'
appetite for risk, risk-
adjusted returns and
investment horizon”

Elise Vaudour

with a very sophisticated insight into
what the grid needs and what the mar-
ket dynamics associated with the grid
in a particular location are.

But this is no complaint. Across the
world, large corporates present as con-
sistent drivers of the PPA market, and
the demand for green power is, says
Dooley, “an amazing bellwether as to
how the business world feels about the
imperative of moving to net zero. And
that bellwether is behaving in a very re-
silient, resolute way”.

Valuations woes
The growing demand for green power
has sheltered investments in the energy
transition somewhat from the down-
turn in real asset valuations. Still, Mac-
quarie saw net profit contribution for
FY24 YTD, reported in February, be-
ing substantially down on FY23 YTD,
primarily due to lower asset realisations
in green investments.

Adding to the less than rosy picture
is the fact that PPA prices in Europe are
under pressure from a glut of natural

gas coinciding with a demand for power
that has yet to recover from the double
whammy of covid-related closures and
the ongoing conflict with Russia. In the
US and in APAC, however, there is a
more direct relationship between the
strong demand for green power and the
price green PPAs can command. Even
so, valuations in the green power gener-
ation sector have been under macroeco-
nomic pressure in the US as well.

“By no means do we take the last
12 months as an indication of the va-
lidity of the sector,” says William De-
mas, head of Americas for Macquarie
Green Investments. “We believe that
this is a multiple-decade opportunity.
Of course, with a long runway like that,
you will run into times where things
aren’t as rosy as they were the year be-
fore. We certainly acknowledge that
we’re facing some challenges right now.

“I think from a valuation standpoint,
what we’ve seen is that investors are ad-
justing their discount rates and target
IRRs to reflect the increased interest
rate environment. That is now slowly

feeding into the transactions that are
being executed.”

Offshore on the offence

One subsector where the changing
economic environment has been par-
ticularly noticeable is offshore wind
where Macquarie is invested both in
commissioned power plants in the UK
and Taiwan, and in a sizeable pipeline
of global projects ‘through the Corio
Generation platform.

A transitioning US assumes the de-
ployment of meaningful amounts of
offshore wind generation, according
to Demas. “Do I believe ultimately
that there will be a significant industry
around offshore wind here in the US?
The answer is yes.”

Dooley concurs. “We've seen in
New York a period of dislocation and
a bit of pain for some players last year.
But the powerful message to come
out of it is that the public sector ten-
der authorities have re-tendered the
same projects at price levels that now
make them viable.” Presumably, a new
lease of life will be provided, too, for
the three recently cancelled New York
projects, one of which involves Corio.

And sceptics should bear in mind
that there may be little alternative.
“Offshore wind... is not the cheapest of
the renewable technologies,” Dooley
adds. “So generally, where a region is
deep into executing or exploring it, it’s
because they’ve explored the alterna-
tives and offshore wind turns out to be,
whilst a little bit more expensive than
solar or onshore wind, perhaps the best
solution to the riddle that they have to
solve.”

Overblown threats

Spurred on by strong public support,
both in terms of subsidies and senti-
ment, the energy transition has gained
sufficient traction to survive both the
onslaught of soaring power prices in the
first years of this decade as well as the
current inflationary high-interest rate
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environment. That both China and In-
dia are committed to green investments
shows that the transition has global legs
and finds favour even in the most hard-
ened of coal-based economies.

A change of government in the US,
however, is a potential stumbling block
as this could impact on the energy
transition-boosting Inflation Reduc-
tion Act. But this threat is overblown,
according to Demas: “Macquarie has
been investing in this opportunity set,
this thematic for two decades. And we
believe we have produced strong re-
sults investing in the sector through
multiple different administrations.

“Fundamentally, we don’t believe
that the IRA will be unwound or re-
pealed.” This, Demas argues, is be-
cause no one party is likely to be in
complete control, and also a lot of the
jobs and investment brought about by
the IRA are in Republican-led states.

This doesn’t mean that there would
be no impact, though. “There are obvi-
ous implications of a president or an ad-
ministration that either superficially or
otherwise does not support clean energy
or the energy trend. It would certainly
lead to some throttling of the growth of
opportunity during those years. It would
lead to some unclarity,” Demas says.

As for the ongoing debate on the le-
gitimacy of investments with a strong
environmental and social governance
focus, there’s no pretending that this
has not left a mark.

“Has a recent backlash at ESG af-
fected how we invest? No, because we
don’t necessarily invest strictly on ESG
metrics. Has it impacted fundraising or
this overall market?-I think the answer,
to be completely honest, is yes. People
are more tepid. People are more stand-
ing on the sidelines to see what happens
and what emerges from this current
discussion. I would say, though, that the
last few months, it seems that investors
are very happy to support our platform
in terms of supporting our investments,
without having any negative ramifica-
tions around the ESG,” Demas says.

Dooley is also upbeat about the
continued support for the sector: “The
truth is we also get a surge of curios-
ity and openness to our offering from
investors around the world who are
aligned with the energy transition and,
where it is the case, it reflects the ex-
pectations of their stakeholders that
they will conduct themselves in a way
that is promoting the energy transition.

We see that a lot.”

A maturing market

In a high interest rate environment,
wringing returns from the vanilla mar-
ket of solar and wind generation, which
is bordering saturation in some places
with regards to what can be profitably
deployed, will demand more from man-
agers.

Dooley is well aware of this. “The
early years of this new market are be-
hind us, so what do we want to do in
the maturing market? Operational ex-
cellence. We have to have that in every

business that we invest in, and we have
to proactively curate for that. And, to
a large extent, that’s doing the simple
things really well and reliably.

“And then the second thing is, even
when markets look as though they’re
mature, actually, that’s not right. There
are decades to go before we understand
everything about how a renewable en-
ergy-based power market works.”

This is a widely shared sentiment.
Few conference panels end without
some mention of the ever-growing
complexity in the sector. And good luck
trying to understand the business plan
for colocated solar generation and bat-
tery storage on your lunch break.

“We’re moving to a future where
these technologies... pretty much have
got to do it all. This requires new levels
of sophistication and, on top of that, of
operational excellence. We want to be
leaders in how to join together these
technologies so they can respond to the
rightful expectations of a community

“Even when markets look
as though they're mature,
actually, that's not right.
There are decades to go
before we understand
everything about how a
renewable energy-based
power market works”

Mark Dooley
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that wants the light to go on when they
flip the switch,” says Dooley.

Other than considering the actual
delivery of power, the regulatory en-
vironment is changing. How an asset

- ‘\ { disposes of waste — be it heat, water,

/J 3 emissions or other pollution — is a

\ Y chapter aside, as is the question of how

' well the business plan accommodates

we the changing climate or likely new tax-

) es. Dooley sees the scrutiny as a force
for good.

“We’re just at the beginning of an
amazing thing, which is that good old
accounting and reporting are going to
be these massive engines of transforma-
tion, because good accounting for risk
is going to expect companies to report
on all the planning they’ve done to en-
hance their own resilience. And their
resilience is not just to the impacts of
climate change, but... to the impact of
another imperative: the regulatory ex-
pectation. Are you resilient to the pos-
sibility that carbon pricing will come
in? So, accounting is going to end up
being an engine of transformation? It’s
! already started.”

Value creation
Projects in the energy transition space

are notorious for taking a long time to
bring to FID, and back when the Green
Investments’ portfolio companies were
all on the Macquarie Group balance
sheet, as was the case until April 2022,
this was an internal issue. Now that
the company takes a fund approach to
green investments, the value creation is

perhaps a little less straightforward.
“We want to be — on behalf of LPs
W — an owner and curator of a portfolio

of companies that are in the business

of developing, owning, operating and,
over time, harvesting portfolios of real-

ly good assets,” says Dooley.

“Asset trading can happen under-
neath those portfolio companies,” he
adds, specifying that such sales would
be opportunistic and to the market.

One of the more recently estab-
= lished fund-owned platforms is battery
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