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Market regards electricity demand growth as likely
Modest underlying growth plus Government’s zero carbon ambition likely to drive electrification.

•

Underlying demand growth probably back on 0.5%-1% track (i.e. 200-400GWhpa) – no longer hearing
concerns of potential demand stagnation

•

Electrification might drive growth up by a further 500-1,000GWhpa - but two key dependencies:
unknown Zero Carbon Bill measures (resolved soon?) and EV uptake rate (probably unclear for years)

Electricity demand forecasts

Source: Meridian Energy

•

Key uncertainties driving the
wide range of forecast
variances are 1) the rate of
industrial heat boiler
electrification, and 2) rate of
large-scale EV uptake

•

Investors sceptical of baking
this view into investment
commitments now – want to
see firm demand growth first

Current market mechanisms can deliver renewable growth
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Wind and geothermal most attractive options to meet growth, and expected to replace some thermal baseload.

•

Investors expect bulk of generation investment from wind and Tauhara geothermal. Carbon and gas
costs expected to rise for fossil plant – no need for market intervention to increase renewable share.

•

Also need for plant to serve wind firming/regulation and peak demand growth (low CF gas plant, say) –
but low cost renewables form the core of generation expansion.

Credit Suisse: Vestas’ higher turbine volumes merely offset lower ASPs (EURmn/MW)

Source: Credit-Suisse estimates, Company data

•

LCOE estimates for wind cost currently $55-$65/MWh
(assuming 30-year life, 8% WACC for major gentailer,
$37.5k/MW O&M, 42% CF, $1.9mn/MW)

•

Even after allowing for an 85% participation rate, these
would be NPV positive at $75/MWh (TWAP) long-run
price outlook

•

Larger pool of economic wind sites than previous
investment phase, due to better yields at lower windspeeds from modern turbines?

•

Tauhara geothermal options (2,000GWh+) indicative
LCOEs ~$60-$69/MWh

•

Baseload fossil-fuelled generation decline likely (but
not necessarily closure - economics may favour
retaining these for swing/backup at low CFs)

Low interest rates create opportunity to further reduce wind cost
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Are offshore investors willing to fund projects at much lower WACCs than gentailers?

•

Windfarms with long-term O&M agreements and credit-worthy PPA offtakes should be attractive to some
offshore investors (reflecting global appetite for renewable revenue).

•

Investors with much lower required returns could create opportunity for gentailers (sell down completed
projects at a profit and then recycle capital into subsequent new builds) and for independent developers
(partner with cheap capital providers to build cost-competitive windfarms).

•

Access to PPA deals becomes the key enabler for realising lower cost of capital. But are there any
counterparties other than major gentailers able to absorb wind-following PPA supply?

Turitea LCOE and breakeven TWAP sensitivity to WACC ($/MWh)
NZ$90/MWh

•

Previous investment cycles funded projects from
a generator/retailer’s own capital base

•

Our wind and geothermal LCOEs assume 8%
post-tax nominal WACC for gentailers, which in
turn assumes long-run reversion to ~4.6% yields
on long-dated bonds

•

Long-dated bonds today are trading nearer 2%

•

Wind LCOE is clearly sensitive to cost of capital –
NPV breakeven revenue falls by ~$6/MWh per
100bp WACC reduction

NZ$85/MWh
NZ$80/MWh
NZ$75/MWh

$/MWh

NZ$70/MWh
NZ$65/MWh
NZ$60/MWh
NZ$55/MWh
NZ$50/MWh
NZ$45/MWh
NZ$40/MWh

post-tax WACC
Breakeven GWAP (LCOE)

Source: FNZC estimates

TWAP at 85%

TWAP at 80%

Do wholesale prices need to rise as renewables grow?
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Demand-driven expansion usually lifts prices. But steady or lower prices plausible, despite increased volatility.

•

Wind growth expected to be accommodated by existing energy-only market design

•

Price duration curve must steepen to reward flexible plant, and price volatility will increase.

•

Higher prices likely to prevail in the near-term: modest new build because investors are reluctant to see
listed generators move too early, before demand growth actually arrives.

•

But steady or lower prices could eventuate over medium term – cheap periods become cheaper, and
$75/MWh TWAPs are sufficient for wind to be economic at $60/MWh LCOE.

ASX electricity futures Otahuhu FY21 and FY22 ($/MWh)
$105

•

Current high prices due to uncertainty of gas
availability (i.e. uncertain gas supply to TCC)

•

Could this be a sampler of a “new normal” price
volatility, as renewable generation share grows at
expense of baseload fossil fuel stations?

•

None of the major generator/retailers will base
investment decisions on observed forward curves
(neither are they about to disclose internal pricepath views)
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Limitations & Disclaimer - Sales & Research
This publication has been prepared by First NZ Capital Securities Limited (“FNZCS”) for distribution to clients of FNZCS on the basis that no part of it will be reproduced, altered in any way,
transmitted to, copied to or distributed to any other person without the prior express permission of FNZCS.
The information, investment views and recommendations in this publication are provided for general information purposes only. To the extent that any such information, views, and
recommendations constitute advice, they do not take into account any person’s particular financial situation or goals and, accordingly, do not constitute personalised financial advice
under the Financial Advisers Act 2008, nor do they constitute advice of a legal, tax, accounting or other nature to any person. We recommend that recipients seek advice specific to
their circumstances from their adviser before making any investment decision or taking any action.
This publication does not, and does not attempt to, contain all material or relevant information about the subject companies or other matters herein. The information is published in good faith and
has been obtained from sources believed to be reliable, accurate and complete at the time of preparation, but its accuracy and completeness is not guaranteed (and no warranties or
representations, express or implied, are given as to its accuracy or completeness). To the fullest extent permitted by law, no liability or responsibility is accepted for any loss or damage arising out
of the use of or reliance on the information provided including without limitation, any loss of profit or any other damage, direct or consequential. Information, opinions and estimates contained
herein reflect a judgement at the date of publication by FNZCS and are subject to change without notice. FNZCS is under no obligation to update or keep current any of the information on this
publication.
Research may include material sourced from Credit Suisse Group. To the fullest extent permitted by law, Credit Suisse Group shall have no liability to FNZCS or clients or prospective clients of
FNZCS or any other person in relation to such research material.
All investment involves risk. The bond market is volatile. Bonds carry interest rate risk (as interest rates rise, bond prices usually fall, and vice versa), inflation risk and issuer and credit default risks.
Lower quality and unrated debt securities involve a greater risk of default and/or price changes due to potential changes in the credit quality of the issuer. The price, value and income derived from
investments may fluctuate in that values can go down as well as up and investors may get back less than originally invested. Past performance is not indicative of future results, and no
representation or warranty, express or implied, is made regarding future performance or investment returns. Reference to taxation or the impact of taxation does not constitute tax advice. The
levels and bases of taxation may change. The value of any tax reliefs will depend on investors’ circumstances. Investors should consult their tax adviser in order to understand the impact of
investment decisions on their tax position. Where an investment is denominated in a foreign currency, changes in rates of exchange may have adverse effect on the value, price or income of the
investment. The market in certain investments may be unavailable and/or illiquid meaning that investors may be unable to purchase, sell or realise their investments at their preferred volume and/or
price, or at all.
FNZCS, its employees and persons associated with FNZCS may (i) have held or hold securities mentioned in this publication (or related securities) as principal for their own account, (ii) have
provided investment advice or other investment services in relation to such securities within the last twelve months, and (iii) have other financial interests, including as a shareholder of the First NZ
Capital group of companies, in the matters mentioned herein. Investors should assume that FNZCS, its related companies and affiliated persons and Credit Suisse Group, with whom First NZ
Capital has a strategic alliance, do and seeks to do investment banking business with companies covered in its research reports. Specific additional disclosures will be made in relation to
companies where First NZ Capital has a transaction role and publishes research.
This publication is intended for distribution only to market professional, institutional investor and retail investor clients in New Zealand and other jurisdictions to whom, under relevant law, this
publication lawfully may be distributed. It may not be distributed in any other jurisdiction or to any other persons. First NZ Capital Securities Limited is a NZX Firm.
A Disclosure Statement is available on request, free of charge.
Copyright: First NZ Capital Securities Limited and its related companies, 2019. All rights reserved.
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