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We estimate the required ETF selling in Contact Energy (CEN) and Meridian Energy (MEL) is 72m shares (9.3% of free float)

and 100m shares (7.9% of free float) respectively due to S&P's proposed changes to its Global Clean Energy Index (GCE Index)

rules. The iShares ETFs tracking the GCE Index will have to sell ~84% of their current holdings. It is difficult to ascertain how

prepared the market is for the CEN and MEL GCE Index weighting change, but on balance, there is likely to be more selling

pressure on both names in the short-term. Our CEN rating is OUTPERFORM as we see good value at the current share price.

In contrast our MEL rating is UNDERPERFORM as its valuation metrics are stretched, although they could improve further.

Figure 1. Estimated selling in CEN and MEL

Current ETF holding S&P 4 March proposal Movement % of free float

CEN GCE Index weighting 4.04% 0.66% -3.38%  

MEL GCE Index weighting 4.46% 0.74% -3.73%  

 

CEN ETF shares (m) 86.6 14.2 (72.4) 9.3%

MEL ETF shares (m) 119.8 19.8 (100.0) 7.9%

Source: S&P, iShares, Forsyth Barr analysis

Trading volumes will dictate future weightings

We calculate that CEN will be 0.66% of the revised GCE Index and MEL 0.74%. Under S&P's proposed GCE Index rules, this is the

maximum  weighting  CEN  and  MEL  can  have  due  their  relatively  low liquidity.  On  a  free  float  market  cap basis  (exposure  score

adjusted), MEL and CEN rank 15th and 20th respectively, but their liquidity ranking is 53rd and 56th out of 67 stocks.

Increased confidence in estimate following S&P release of likely GCE Index constituents

Friday, 19 March is the date S&P will use to calculate the rebalance and was also the closing date for submissions on its most recent

rule change proposals. S&P has provided a list of GCE Index constituents under the proposed 4 March rules assuming those rules

were in place during the October 2020 rebalance. Our estimated CEN and MEL weighting changes are based on market data as of 19

March, assume S&P's 4 March proposed rule changes will be implemented and assume GCE Index constituents will be the same as the

October 2020 list. Factors that could impact on the weighting change calculation  include:

1. Additional companies meeting the criteria over the past six months, lifting the constituent count above 67 and further diluting

CEN/MEL weightings

2. Additional ETF buying over the coming month (selling is also possible, but GCE Index ETF flows have generally been positive) 

3. S&P adopting different rules to that proposed on 4 March

Possible differences to our calculations are biased towards more selling being required (due to additional  constituents and ETF

buying), but we would be surprised if the selling required was materially greater than the amount indicated.

Key dates from here

S&P's latest consultation document indicates it will inform clients of GCE Index changes on Friday, 2 April. The close of market Friday,

16 April remains the date when GCE Index changes will take effect — i.e. when GCE Index ETFs will have to sell CEN and MEL.
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Important information about this publication

Forsyth Barr Limited (“Forsyth Barr”) holds a licence issued by the Financial Markets Authority to provide financial advice services. In making this publication

available,  Forsyth Barr (and not any named analyst personally)  is  giving any financial  advice it  may contain.  Some information about us and our financial

advice services is publicly available. You can find that on our website at www.forsythbarr.co.nz/choosing-a-financial-advice-service

Any  recommendations or  opinions in  this  publication do not take into account your personal  financial  situation or  investment goals,  and may  not be

suitable for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Adviser.

Forsyth Barr’s research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other equity security recommendations

across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in question. Risk-adjusted Estimated Total

Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant security.

As at 18 Mar 2021, Forsyth Barr’s research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM

42.6% 44.4% 13.0%

This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that information

has not been independently verified or investigated by Forsyth Barr. If there are material inaccuracies or omissions in the information it is likely that our

recommendations or opinions would be different. Any analyses or valuations will also typically be based on numerous assumptions (such as the key WACC

assumptions); different assumptions may yield materially different results.

Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you.

In giving financial advice, Forsyth Barr is bound by duties under the Financial Markets Conduct Act 2013 (“FMCA”) to:

• exercise care, diligence, and skill,

• give priority to the client’s interests, an

•  when  dealing  with  retail  clients,  comply  with  the  Code  of  Professional  Conduct  for  Financial  Advice  Services,  which  includes  standards  relating  to

competence, knowledge, skill, ethical behaviour, conduct, and client care.

There are likely to be fees, expenses, or other amounts payable in relation to acting on any recommendations or opinions in this publication. If you are Forsyth

Barr client we refer you to the Advice Information Statement for your account for more information.

Analyst certification:  The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first

page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i)  the views

expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent

manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst’s compensation was, is, or will be, directly or

indirectly, related to the specific recommendations or views expressed by that Analyst in this publication.

Analyst holdings:  For information about analyst holdings in a particular financial  product referred to in this  publication,  please refer to the most recent

research report for that financial product.

Other disclosures: Forsyth Barr and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr Group") may have

long or short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide

(or be intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is

not a  registered bank within the meaning of  the Reserve Bank of  New Zealand Act 1989.  Members of  the Forsyth Barr Group may buy or sell  financial

products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained in this publication.

Other Forsyth Barr business units may hold views different from those in this publication; any such views will generally not be brought to your attention.

Forsyth  Barr  confirms  no  inducement  has  been  accepted  from  the  issuer(s)  that  are  the  subject  of  this  publication,  whether  pecuniary  or  otherwise,  in

connection with making any recommendation contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff

or information) may have been provided by the issuer(s) being researched.

Investment banking engagements: For information about whether Forsyth Barr has within the past 12 months been engaged to provide investment banking

services to an issuer that is the subject of this publication, please refer to the most recent research report for that issuer’s financial products.

Forsyth Barr follows a research process (including through the Analyst certification above) designed to ensure that the recommendations and opinions in our

research publications are not influenced by the interests disclosed above.

Information about Forsyth Barr’s complaints process and our dispute resolution process is available on our website – www.forsythbarr.co.nz.

Disclaimer: Where the FMCA applies, liability for the FMCA duties referred to above cannot by law be excluded. However to the maximum extent permitted

by law, Forsyth Barr otherwise excludes and disclaims any liability (including in negligence) for any loss which may be incurred by any person acting or relying

upon any information, analysis, opinion or recommendation in this publication.

This  publication  is  not  intended  to  be  distributed  or  made  available  to  any  person  in  any  jurisdiction  where  doing  so  would  constitute  a  breach  of  any

applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend, create a derivative work from, extract data from, or otherwise

commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider may provide

Forsyth Barr with information on your readership of the publications available through that platform.
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