DISCUSSION PAPER:
ENERGY TRANSITION

The U.S. is in the midst of a landmark transition from
fossil-fuel energy to renewable energy: Between 2000
and 2020, the share of utility-scale energy generation
from wind, solar and other renewables rose from
9% to 17.5%.1 But what has until now been a gradual
transition appears poised to accelerate significantly.

electricity generation. In Washington, D.C., the newly
installed Biden administration is poised to provide
another important tailwind for alternative power:
Citing worsening climate change, Biden’s campaign
called for legislation and regulatory initiatives that
would spur the shift to alternative energy.2

That’s due in part to rapidly falling prices for wind
and solar power. Both are now far less expensive than
coal-generated power, and have become competitive
with natural gas, the biggest current source of

As the United States enters a period of accelerating
transition to a sustainable-energy future, Reynders,
McVeigh sees significant investment potential in
companies in the alternative-energy space.

INVESTMENT THESIS
The investment thesis for such companies is straightforward: As costs fall for the production and storage of
wind and solar, these energy sources will be more and more widely adopted, increasingly crowding out legacy
fossil fuels.
The build-out of infrastructure for the energy transition is still in its early stages. Massive investment will be
required in everything from wind turbines to “big battery” storage technology to the electrical components
required to upgrade the power grid. It is our belief that the companies that can capture this demand will
thrive.

IT IS OUR BELIEF THAT THE COMPANIES THAT
CAN CAPTURE THIS DEMAND WILL THRIVE.

ENVIRONMENTAL CASE
A dramatic reduction in carbon emissions from fossil fuels is urgently required to keep global warming from
breaching a dangerous threshold, according to climate scientists. Governments and businesses are taking heed,
as evidenced by the 190 countries that are signatories to the Paris Agreement, which aims to avoid dangerous
climate change by limiting future global warming. The incoming Biden administration quickly recommitted the
U.S. to the treaty after the country pulled out under former President Trump.3
Biden has called for a “clean energy revolution,” in which the U.S. would transition to 100% carbon-free
electricity by 2035 and achieve net-zero greenhouse gas emissions by 2050.4
Meanwhile, 22 states and the District of Columbia have set greenhouse-gas targets or goals. California, for
instance, has set a target of net-zero carbon dioxide emissions by 2045. Minnesota plans to bring greenhousegas emissions 30% below their 2005 levels by 2025. And New York is aiming to cut greenhouse gas emissions to
40% below 1990 levels by 2030, and to achieve net-zero emissions by 2050.5
Even as the country’s focus turns to scaling back carbon-based power generation, its energy requirements
are projected to grow. The U.S. Energy Information Administration (EIA) forecasts total U.S. electricity
consumption will increase by 1.5% in 2021 and by 1.7% in 2022.6 The opportunity and potential for businesses in
the renewable-energy space is clear.

CURRENT ENERGY LANDSCAPE
Fossil fuels — mainly natural gas and coal — remain the dominant source of energy in the United States,
according to the EIA. In 2020, they accounted for some 60% of the nation’s energy, compared with 20% for
renewables, a category that includes wind, solar and hydropower. (Nuclear power accounts for most of the
balance.) 7
According to EIA projections, renewable sources will account for 21% of generation in 2021 and 23% in 2022.
Wind and solar are expected to grow their shares from 12% in 2020 to 14% in 2021 and 16% in 2022.8

PRICING
The price of renewable energy sources had long been a barrier to their widespread adoption. With renewable
energy becoming increasingly cost-competitive, that barrier is falling.
The price of an average-sized residential solar panel system dropped from $40,000 in 2010 to $20,000 in 2019,
helping spur a sharp increase in the rate of sales.9 Falling costs explain why, after it took 40 years for the U.S.
to reach 1 million solar panel installations, the 2-million milestone was crossed just three years later, in 2010.10
While the Coronavirus pandemic has slowed sales substantially, it’s reasonable to anticipate that demand will
resume rising once it’s brought under control.
Construction costs have also fallen sharply for large-scale renewable energy projects. From 2013 to 2018, the
cost of building utility-scale voltaic systems fell 50%, and the costs for building onshore wind turbines fell by
27%, according to the EIA.11 An October 2020 analysis by Lazard Ltd found that the cost of utility-scale wind
energy has fallen to an average of $26 per megawatt hour, compared with $41 for coal and $28 for gas. Solar
energy had fallen to an average of $31 per megawatt hour. 12

STORAGE
Effective energy storage is critical to the transition to a post-fossil-fuel world. Here again, costs had once been
a barrier to adoption—but that’s changing rapidly. Lithium-ion batteries, the same technology used in electric
vehicles, are also used for utility-scale storage. Between 2010 and 2019, economies of scale lowered the price
of these batteries by 85%, according to CNBC.13
“Big battery” installations are already being built and proving their value. A Tesla lithium-ion battery
installation in South Australia, built in 2017 and expanded in 2020, has a 150-megawatt capability, enough to
power 30,000 homes for up to one hour during peak demand.14 The complex is connected to a wind farm as well
as the larger power grid and provides electricity during demand peaks and when wind is scarce.
While increasing reliability, the $200-million storage complex has nearly paid for itself by eliminating reliance
on expensive “peaking plants” or third-party suppliers of fossil-fuel energy. More such installations are on the
way in the United States.
Last year, Tesla and power utility PG&E broke ground in Monterey, California, on an energy storage system that,
upon expected completion this year, will be the largest installation of its kind.15
And in August of 2020, NextEra Energy Resources announced plans for a series of California battery storage
projects with a combined 700 megawatts of capacity. The projects would more than double the total installed
capacity of battery storage in the U.S.16
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Globally, stationary energy storage for renewables, including power plants, is projected to grow by 27%
annually over the next decade, even as energy storage costs fall between 66% and 80%.17 Cheap, plentiful
storage is good news for the future of wind and solar power.
Meanwhile, research into cheaper, safer alternatives to lithium-ion batteries – such as zinc batteries and
hydrogen batteries – is under way.18

WHO’S IN TROUBLE (SPOILER ALERT: TRADITIONAL UTILITIES)
Where does the movement toward renewable energy leave power utilities that have historically created their
electricity by burning fossil fuels? In broad terms, the industry is acknowledging — often grudgingly — that
the transition is under way. Florida Power & Light Company, for example, is touting the start of construction
on what is expected to be the world’s largest integrated solar-powered battery system.19 Utilities are also
upgrading their ability to integrate renewable energy into the mix of sources they distribute to customers.20
But utilities have much to lose as a result of the transition: Their fossil fuel-burning plants are at risk of
becoming expensive stranded assets. This helps to explain why utilities have lobbied against states’ efforts to
expand renewable energy, and have adopted pricing schemes to hedge against potential losses from customers
using solar-panel systems.21

CONCLUSION
Globally, one third of electricity is projected to come from renewables by 2025, according to the International
Energy Agency.22 While the United States has lagged many other countries in transitioning to clean power,
increasingly favorable economics and the election of President Biden point to faster adoption. From our
perspective, the accelerating transition will reward the best companies in the green-energy space, and
investors in those companies will share in those gains.

(1)

The Pace of the U.S. Energy Transition Could Now Accelerate: https://news.bloomberglaw.com/
environment-and-energy/the-pace-of-the-u-s-energy-transition-could-now-accelerate

(14)

Tesla Battery Expanded as SA Energy Minister Lauds Benefits: https://www.abc.net.au/
news/2020-09-02/tesla-battery-expanded-as-sa-energy-minister-lauds-benefits/12622382

(2)

The Biden Plan for a Clean Energy Revolution and Environmental Justice: https://joebiden.
com/climate-plan/

(15)

(3)

Biden Cancels Keystone XL Pipeline and Rejoins Paris Agreement: https://www.nytimes.
com/2021/01/20/climate/biden-paris-climate-agreement.html

PG&E, Tesla Break Ground on Landmark Battery Energy Storage System: https://www.pge.
com/en/about/newsroom/newsdetails/index.page?title=20200729_pge_tesla_break_ground_
on_landmark_battery_energy_storage_system

(16)

(4)

Can Biden Deliver on His Climate Promises?: https://www.nytimes.com/2021/01/28/opinion/
biden-climate-change.html

NextEra Energy Resources readies significant portfolio of California energy storage projects
to enhance reliability and support the state’s clean energy goals: http://www.investor.
nexteraenergy.com/news-and-events/news-releases/2020/08-31-2020-170028306

(5)

U.S. State Greenhouse Gas Emissions Targets: https://www.c2es.org/document/
greenhouse-gas-emissions-targets/#:~:text=Currently%2C%2024%20states%20and%20
the,%E2%80%9Cnet%2Dzero%E2%80%9D%20targets.

(17)

Energy Storage Grand Challenge: Energy Storage Market Report: https://www.energy.gov/sites/
prod/files/2020/12/f81/Energy%20Storage%20Market%20Report%202020_0.pdf

(18)

(6)

Short-Term Energy Outlook: https://www.eia.gov/outlooks/steo/report/electricity.php

New ways to make clean hydrogen, rechargable zinc batteries: https://www.sciencedaily.com/
releases/2016/06/160617160352.htm

(7)

U.S. Electricity Generation by Source: https://www.eia.gov/tools/faqs/faq.php?id=427&t=3

(19)

(8)

U.S. Electricity Generation by Source: https://www.eia.gov/tools/faqs/faq.php?id=427&t=3

FPL begins construction of world’s largest integrated solar-powered battery system: http://
newsroom.fpl.com/news-releases?item=126204

(20)

How the U.S. power grid is evolving to handle solar and wind: https://www.greenbiz.com/
article/how-us-power-grid-evolving-handle-solar-and-wind

(21)

How Four Top U.S. Utilities are Grappling with the Energy Transition: https://www.
greentechmedia.com/articles/read/how-4-top-u-s-utilities-are-grappling-with-the-energytransition

(22)

IEA: Renewables will Lead Global Generation in 2025 https://www.powermag.com/iearenewables-will-lead-global-generation-in-2025/

(9)

Solar Industry Research Data: https://www.seia.org/solar-industry-research-data

(10)

United States Surpasses 2 Million Solar Installations https://www.seia.org/news/united-statessurpasses-2-million-solar-installations

(11)

Today in Energy: https://www.eia.gov/todayinenergy/detail.php?id=45136

(12)

Levelized Cost of Energy and Levelized Cost of Storage – 2020: https://www.lazard.com/
perspective/levelized-cost-of-energy-and-levelized-cost-of-storage-2020/

(13)

The battery decade: How energy storage could revolutionize industries in the next 10 years:
https://www.cnbc.com/2019/12/30/battery-developments-in-the-last-decade-created-aseismic-shift-that-will-play-out-in-the-next-10-years.html

Reynders, McVeigh Capital Management
121 High St., 5th Fl., Boston, MA 02110 | tel: 617.226.9999 | fax: 617.226.9998 | twitter: @ReyndersMcVeigh | web: reyndersmcveigh.com
This material is proprietary and may not be reproduced or transmitted to any third party or used for any purpose without the prior written consent of Reynders, McVeigh Capital Management, LLC. (“RMCM”). This material is for
informational purposes. It does not constitute investment advice and it should not be relied on as such. It is not a recommendation to invest in a particular manner or to transact in a particular sector or a particular security. This material
does not consider an investor’s particular financial needs, investment objectives, strategies, tax status, risk tolerance or investment horizon. Investors should consult with their tax and financial advisor. Opinions expressed in this material
are subject to change and represent the current, good-faith views of RMCM at the time of publication (April 2021). All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed, and RMCM
disclaims any duty to update any of the information and data contained herein. Certain statements may be deemed forward-looking, but any such statements are not guarantees of any future performance and actual results or developments
may differ materially from those discussed. There is no guarantee that investment objectives will be achieved or that any particular investment will be profitable. Past performance does not guarantee future results.

