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Climbing inflation and power prices driving 
NAV uplift 

NextEnergy Solar Fund (NESF) is a leading investor in the UK solar 
power market. In addition, since investors approved a broadening of its 
investment policy in 2020, it has added exposure to battery storage and 
to solar assets in other OECD countries, leveraging the global expertise 
of its manager which is active across eight countries. 

At end September 2021, NESF had 99 operational solar assets. The 
revenue from these comes from sales of power and government 
subsidies designed to encourage the growth of the renewable energy 
industry. The subsidy income – around 60% of the total – is inflation-
linked (to RPI). 

Rising power prices and higher inflation drove an uplift in NESF’s net 
asset value (NAV) at end September and it might be reasonable to 
assume that there is more to come on that front. Currently, we think that 
a 7.0% dividend yield, covered by cash generated from the portfolio, 
represents an attractive entry point. 

 

Income from solar-focused portfolio 

NESF aims to provide its shareholders with attractive risk-
adjusted returns, principally in the form of regular dividends, by 
investing in a diversified portfolio of primarily UK-based solar 
energy infrastructure assets. 

 

 
 

Sector Renewable energy 
infrastructure 

Ticker NESF LN 

Base currency GBP 

Price 101.6p 

NAV 103.8p 

Premium/(discount) (2.1%) 

Yield 7.0% 
 

 
 

 
 

A good track record of growing 
dividends since launch 

 

 

 
 

 
 

Enough energy to power 299,000 
UK homes 

 

 

 
 

 
 

Unsubsidised solar is already 
competitive 
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At a glance 

Share price and discount 
NESF’s shares traded at a premium 
to NAV for most of its life. 

Over 2021, NESF’s shares traded 
within a range of a 4.8% discount to 
net asset value (NAV) a 4.4% 
premium and averaged a 0.2% 
premium. 

We believe that NESF’s discount is at 
odds with its high dividend yield and 
recovering NAV. 

 

Time period 31/01/2017 to 07/02/2022 

 
Source: Morningstar, Marten & Co 
 

Performance over five years 
Since launch, NESF has delivered 
NAV returns averaging at 6.8% per 
year. 

In recent results, sharply higher 
short-term (2021–2025) power price 
forecasts offset a further small 
decline in long-term price estimates, 
and this had a positive influence on 
the NAV. So, too, did higher short-
term inflation forecasts. 

 

Time period 31/01/2017 to 31/012/2022 

 
Source: Morningstar, Marten & Co 
 

 

12 months 
ended 

Share price total 
return (%) 

NAV total return  
(%) 

Earnings per share1 
(pence) 

Dividend per share 
(pence) 

Cash dividend cover 
(x) 

31/03/2017 21.9 15.2 13.81 6.31 1.2 

31/03/2018 6.4 6.6 5.88 6.42 1.1 

31/03/2019 12.3 12.4 11.93 6.65 1.3 

31/03/2020 (8.6) (4.9) (5.09) 6.87 1.2 

31/03/2021 4.9 7.2 6.32 7.05 1.1 

Source: NextEnergy Solar fund, Morningstar, Marten & Co. Note 1) fully diluted 
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Fund profile 

NESF is a UK-focused solar fund which was established in April 2014 with the aim 
of generating attractive risk-adjusted returns. The intention was that most of the 
return would come as dividends. Following shareholder approval for a revised 
investment policy in September 2020, the company has the freedom to invest up to 
30% of gross assets in other OECD countries outside the UK. It can also invest up 
to 15% in solar-focused private equity structures, and 10% in energy storage. 

NESF’s investment manager is part of the NextEnergy Capital Group (NEC), which 
has around $3.2bn of assets under management. To date, NEC has invested in 
over 325 individual solar plants for an installed capacity in excess of 1.4 GW, making 
it amongst the most experienced solar investors globally. WiseEnergy is NEC’s 
operating asset manager. It has provided solar asset management, monitoring and 
technical due diligence services to over 1,300 utility-scale solar power plants with 
an installed capacity over 2.2GW. Starlight is NEC’s development company. It has 
developed over 100 utility-scale projects and continues to progress a global pipeline 
of around 2.5GW of both green and brownfield project developments. 

There are over 200 members of the NextEnergy team, around 115 of whom are 
employed on the asset management side of the business. The adviser has offices 
in Chile, India, Italy, Portugal, Spain, the UK, and the USA. NESF now has some 
exposure to most of these markets. 

An investment committee comprised of Michael Bonte-Friedheim (founding partner 
and group CEO), Giulia Guidi (head of environmental, social and governance – 
ESG), Ross Grier (UK managing director), and Aldo Beolchini (managing partner 
and chief investment officer) oversees NESF’s portfolio. 

Environmental and social benefits 

Over the 12 months ended 30 September 2021, the power produced by NESF 
avoided the production of the equivalent of 229,000 tonnes of CO2 emissions. Its 
assets generated enough energy to power 299,000 UK homes for a year. 

NESF aims to be a market leader in the solar sector for enhancing ecology and 
biodiversity, with a particular emphasis on supporting pollinators such as bees. 
Ground-mounted solar is underplanted with wildflower meadows (with a bias to 
white flowers like chamomile that reflect light back onto the panels, enhancing 
generation). Sheep graze sites, and a portion of each site is left uncut over the 
winter. NEC has a Biodiversity Management Plan which is being deployed over a 
select number of sites and involves, for example, the planting of wildflower 
meadows, installation of bird and bat boxes etc. 

NESF provides funding to local communities and supports educational projects. The 
NextEnergy Foundation (to which the manager contributes at least 5% of its profits) 
is a global organisation tasked with alleviating poverty, providing access to clean 
power and reducing emissions. The adviser has been working with suppliers to 
ensure that equipment is sourced ethically. ESG clauses are incorporated into 
contracts with suppliers of equipment and operations and maintenance firms. 

More information is available 
at the trust’s website 
www.nextenergysolarfund.com 

Enough energy to power 
299,000 UK homes 
Aiming to be a market leader 
for enhancing ecology and 
biodiversity 

http://www.nextenergysolarfund.com/


 

 

NextEnergy Solar Fund 

Initiation  |  9 February 2022 5 

Background 

The need to cut carbon emissions is driving significant growth in renewable energy. 
In the UK, power generated by renewables rose ten-fold between 2010 and 2020. 

Solar technology has become increasingly competitive in recent years as the costs 
of panels have fallen. Figure 1, which shows the estimated costs of producing power 
in the UK for a range of generation types, demonstrates that, following an 80% fall 
since 2010, unsubsidised solar is already the cheapest source of new build power. 
Now, in the UK, subsidies are once again available for new solar generation. An 
update on that should be announced in the summer of 2022. 

Figure 1: Levelised cost of electricity in UK £/MWh (2025 projects, 2018 prices) 
 Gas Gas + carbon capture Offshore wind Onshore wind Large solar 

Pre-development <1 <1 3 3 3 

Construction 7 23 31 27 30 

Fixed O&M 2 4 19 10 10 

Variable O&M 4 5 3 6 0 

Fuel 40 45 0 0 0 

Carbon 32 3+41 0 0 0 

Decommissioning 0 0 1 0 0 

Total 85 85 57 46 44 

Source: Department for Business, Energy & Industrial Strategy. Note 1) including storage/transport costs for captured carbon 

In addition, the cost of gas-powered generation has soared well beyond the 
estimates in Figure 1. In the UK, the marginal price for power tends to be heavily 
influenced by the natural gas price as shortfalls in supply are met by gas-fuelled 
peaking plant. Much higher gas prices (on higher Middle Eastern and Asian demand 
and lower Russian exports) are driving much higher electricity prices. 

Renewable energy generators such as NESF can benefit significantly from higher 
power prices as their variable costs remain unchanged. 

Unsubsidised solar is already 
competitive 

Figure 2: UK baseload power prices Figure 3: UK gas prices 

  
Source: Bloomberg, UK power baseload forward season 1 Source: Bloomberg, UK NBP natural gas forward day ahead 
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Asset allocation 

At 30 September 2021, NESF was invested in 99 operating solar assets, with a 
capacity of 895MW and had made a $50m commitment to an limited partnership 
vehicle NextPower III ESG, which acquires solar power plants at the ready-to-build 
stage or in operations across high-growth OECD international markets. NESF plans 
to make some co-investments alongside the limited partnership. 

In addition, NESF has established a £100m joint venture with Eelpower, a leading 
battery storage specialist in the UK. The first asset bought by the joint venture was 
a 50MW ready-to-build, standalone battery located in Fife, Scotland. This should be 
energised this year. Eelpower is a specialist in the UK battery market with a strong 
track record and extensive experience in the delivery, management, and 
optimisation of battery storage assets in the UK. Eelpower will provide engineering, 
procurement and construction expertise and ongoing specialist asset management 
services to the storage assets and will source further acquisition opportunities. 

NextEnergy Solar Fund has furthered its geographic diversification by signing its 
first co-investment transaction in connection with NextPower III ESG. It is buying a 
25% stake in a Spanish 50MW utility scale solar project currently under construction 
in Cádiz, Spain (Agenor) for €10.6m. Energisation of the project is expected to take 
place in the first half of 2022. One of the attractions of co-investments is that they 
are available on a no-fee, no-carry basis. Further co-investments are in the pipeline 
and the manager says it expects to announce these later in the year. 

At end March 2021, NESF had 150MW of subsidy-free assets, including some 
under development. It has sold some of these in the past, crystallising attractive 
returns on those investments. The 150MW figure excludes some assets (the 
Anglian Water projects and the Camden portfolio) subject to long-term power 
purchase agreements (PPAs) with inflation-linked prices (and so have similar risk 
to subsidised assets). As Figure 5 shows, most power is sold under PPAs. 

NESF’s eight Italian assets were bought in 2017. These benefit from FiTs until 2032 
and consequently a high proportion of the income from these assets (about 85%) is 
fixed until then. 

A $50m commitment to 
NextPower III ESG 

£100m joint venture with a 
leading battery storage 
specialist 

Figure 4: NESF portfolio by location Figure 5: NESF portfolio by revenue type 

  
Source: NextEnergy Solar Fund Source: NextEnergy Solar Fund 

UK
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Other
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https://quoteddata.com/glossary/feed-tariff/
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Valuation 

In common with peers, NESF’s portfolio is valued on a discounted cash flow basis 
(the most-recent weighted average discount rate was 6.3%). At 30 September 2021, 
the calculation assumed long-term inflation of 2.5% and short-term (one-year) 
inflation of 4.8%. Currently, inflation is above this level.  

Short-term (up to 2025) power prices were estimated at £71.1/MWh (contrast that 
with Figure 2) and longer-term power prices at £44.1/MWh. The UK Corporation 
Tax rate was estimated to be 19% up to 2023 and 25% thereafter. The weighted 
average discount rate was 6.3%. Figure 6 shows the sensitivity of NESF’s NAV to 
changes in those assumptions. 

Figure 6: Valuation sensitivities at 30 September 2021 – impact 
on NAV 

 
Source: NextEnergy Solar Fund 

Performance – NAV is climbing 

Since launch, NESF has delivered NAV total returns averaging at 6.8% per year. 
The exposure to construction-phase assets achieved through NextPower III ESG 
offers potential for further NAV growth as these assets are energised. 

Figure 7: Cumulative total return performance over periods ending 31 January 2022 
 3 months  

(%) 
6 months 

(%) 
1 year 

(%) 
3 years 

 (%) 
5 years 

 (%) 

NESF NAV 1.7 8.1 10.4 16.6 40.0 

NESF share price 4.1 3.0 4.4 7.6 24.7 

Source: Morningstar, Marten & Co 

At 30 September 2021, NESF’s NAV was 103.1p, up from 98.9p at 31 March 2021. 
Solar irradiation for the period was 2.4% higher than budget. This was offset to some 
extent by some unplanned outages resulting in 1.1% more power being produced 
than was budgeted for in the six-month period ended 30 September 2021. COVID-
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19 restricted maintenance work, which resulted in more outages than usual. 
However, the company says that things are now expected to be back to normal. 

Sharply higher short-term (2021–2025) power price forecasts offset a further small 
decline in long-term price estimates, and this had a positive influence on the NAV. 
So, too, did higher short-term inflation forecasts. All of NESF’s UK subsidies are 
inflation-linked. 

At 30 September 2021, 96% of NESF’s budgeted generation for the 2022 financial 
year (FY22) was hedged. That falls to 75% for FY23, 59% for FY24 and 18% for 
FY25. 92% of the cashflows from the Italian portfolio are hedged back into sterling 
until 2032. 

Dividend 

NESF pays quarterly dividends in June, September, December and March. NESF 
has an unbroken track record of annual dividend increases since launch (a 2.1% 
compound annual growth rate). A progressive dividend policy was adopted in the 
accounting year ended March 2021. For the accounting year ended 31 March 2022, 
NESF is targeting a dividend of 7.16p (up from 7.04p for FY21) and forecasts that 
this will be well-covered by cash 1.3x. 

Figure 8: NESF’s dividend history 

 
Source: NextEnergy Solar Fund, Marten & Co 

Premium/discount 

NESF’s shares traded at a premium to NAV for most of its life. However, while the 
shares recovered quickly following the panic associated with the onset of the 
pandemic in March 2020, when most investment companies saw a sharp widening 
of discounts, the premium faded again, and the shares traded at a discount on-and-
off over 2021. Over 2021, NESF’s shares traded within a range of a 4.8% discount 
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to a 4.4% premium and averaged a 0.2% premium. On 7 January 2022, the shares 
were trading at a discount of 2.1%. 

Figure 9: NESF premium/discount over five years ended 31 
January 2022 

 
Source: Morningstar, Marten & Co 

We believe that NESF’s discount is at odds with its high yield and recovering NAV. 
The high degree of inflation-linked income generated by the portfolio ought to be 
another selling point, particularly in the current environment. 

Fees and charges 

The manager is entitled to a fee calculated as 1.0% of the first £200m of net assets, 
0.9% on the next £100m and 0.8% on the balance. The ongoing charges ratio is 
1.10%. 

Capital structure 

NESF has 588,694,100 ordinary shares in issue, none of which are held in treasury. 
Uniquely within the sector, NESF also has 200m unsecured preference shares in 
issue. These pay a fixed preferred dividend of 4.75%, which the manager says was 
much more cost-effective than project financing when they were issued. NESF has 
the option to redeem them at nominal value for six years from April 2030. Beyond 
April 2036, preference shareholders have the right to convert their preference 
shares into ordinary shares based on nominal value and the NAV of the ordinary 
shares at the time. 

At the end of September 2021, NESF’s financial gearing was 26% (44% if the 
preference shares are included). £145.4m of the drawn debt facility expires in 2035 
and £44.1m in 2034. A further £79.1m of short-term debt was drawn at  
30 September 2021, with £85.9m undrawn and available to fund new investments. 
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