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Tilt Renewables

OUTPERFORM
Dreaming of a White Christmas —

) NZX Code TLT
1H20 Result Review Share price NZ52.85
Target price NZ$3.00
Whilst the 1H20 result was a strong one, with EBITDAF up +7% on the pcp Ef:erji?\gres 469L;\;v

and +A$8m on our forecast, the potential sale of Snowtown Il at MacArthur M .
arket cap NZ$1,338m

type prices provides material near-term upside. If Snowtown Il were to sell
at A$4.2m/MW, like 50% of MacArthur has, we estimate that would add
more than +70cps to TLT. However, the strategic review process is
ongoing and so it would be premature to bank such a gain. We have
increased our target price +20cps to $3.00 and retain our OUTPERFORM
rating.

What’s changed?

B Earnings: FY20 EBITDAF increased +A$7m to A$135m
B Target Price: Increased +20cps to $3.00

B Rating: OUTPERFORM retained

MacArthur sale suggests material valuation upside

50% of the 420MW MacArthur wind farm is reported to have been sold to AMP
Capital for A$880m, which equates to a transaction multiple of A$4.2m/MW. If
the 270MW Snowtown Il wind farm was to sell at the same multiple, that would
equate to a sales price of more than A$1.1b. Our Snowtown Il valuation is
~A$700m, based on a 7.25% cost of capital. Assets like MacArthur and
Snowtown Il are currently being priced like a bond, with both wind farms having
long-term offtake contracts. Low interest rates mean that our valuation should
be comfortably exceeded, with every A$100m in excess of A$700m equating to
+NZ23cps.

TLT has indicated that it expects to be able to update the market by the end of
2019. However, TLT is not a forced seller, and so a sale is not guaranteed.
Nevertheless, 2019 could be TLT’s white Christmas.

1H20 result ahead of expectations on stronger prices and lower costs

TLT's 1H20 EBITDAF result was A$71m, +A$4m up on the pcp and +A$8m
higher than our forecast. The main driver of the strong result was above
average Australian generation volumes and firm Australian electricity prices.
Normalised NPAT of A$19m was +A$15m higher than the pcp, with lower
interest costs. TLT has altered is dividend policy to allow no dividend payments
whilst it constructs Waipipi and Dundonnell. It has accordingly not paid an
interim dividend (as expected). TLT noted Dundonnell is on schedule, with
construction at Waipipi due to commence imminently.

FY20 earnings upgrade ahead of TLT guidance

TLT has upgraded FY20 EBITDAF guidance ~+A$4m to between A$127m and
A$132m. We have lifted our FY20 EBITDAF forecast +A$7m to A$135m,
slightly ahead of the guidance range. Based on historic seasonality, we believe
TLT has been conservative with its guidance.

Investment View

Our rating is OUTPERFORM. TLT offers exposure to renewable energy
developments, particularly in Australia. It has a strong pipeline and
excellent development track record. In addition, the low interest rate
environment is attractive for low cost funding.

Average daily turnover 35.2k (NZ$84k)
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Financials: March 19A 20E 21E 22E
NPAT* (NZ$m) 751 919 1143 1222
EPS* (NZc) 16.0 196 244 260
EPS growth* (%) 22 222 245 69
DPS (NZc) 11 00 00 00
Imputation (%) 0 0 0 0
Valuation (x) 19A 20E  21E  22E
EV/EBITDA 128 133 113 103
EV/EBIT 336 320 228 238
PE 178 146 117 109
Price / NTA 49 48 48 nla

Cash dividend yield (%) 04 00 00 00
Gross dividend yield (%) 04 00 00 00

*Historic and forecast numbers based on underlying profits

Andrew Harvey-Green
andrew.harvey-green@forsythbarr.co.nz
+64 4 495 8185

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.



Tilt Renewables Limited (TLT)

Priced as at 31 Oct 2019: NZ$2.85
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Forsyth Barr valuation

Valuation methodology Mix of market multiple (33%) and DCF (67%)
12-month target price (NZ$)* 3.00 Spot valuations (NZ$)

Expected share price retun 53% 1.DCF 2.72
Net dividend yield 0.0% 2. Multiple 3.10
Estimated 12-month return 53% 3.nla n/a
Key WACC assumptions DCF valuation summary (NZ$m)
Risk free rate 2.0%  Total firm value 1,711
Equity beta 0.94  (Net debt)/cash (433)
WACC 7.3%  Value of equity 1,277
Terminal growth 15%  Shares (m) 469
Profit and Loss Account (A$m) 2018A 2019A  2020E 2021E  2022E
Sales revenue 158 193 200 255 288
Normalised EBITDA 104 135 135 172 191
Depreciation and amortisation (77) (84) (79) (87) (108)
Normalised EBIT 27 51 56 86 83
Net interest (29) (30) 9) (18) (25)
Other 26 2) (10) - -
Tax 7 7 (10) (20) (17)
Deprecation capex adjustment 49 57 52 58 73
Normalised NPAT 47 70 86 106 114
Abnormals/other (30) (58) (59) (58) (73)
Reported NPAT 17 12 27 48 41
Normalised EPS (cps) 15.1 14.9 18.4 225 242
DPS (cps) 3.1 1.1 - - -
Growth Rates 2018A 2019A  2020E  2021E  2022E
Revenue (%) n/a n/a n/a n/a n/a
EBITDA (%) -46.6 91.7 9.7 52.6 -3.7
EBIT (%) n/a n/a n/a nla nla
Normalised NPAT (%) 39 523 >100 79.1 -14.7
Normalised EPS (%) 419  -475  -100.0 nfa nfa
DPS (%) n/a n/a n/a nla nla
Cash Flow (A$m) 2018A 2019A 2020E 2021E  2022E
EBITDA 104 135 135 172 191
Working capital change (19) 1 (3) (7) 2
Interest & tax paid (42) (42) (23) (15) (26)
Other 14 9) (47) - -
Operating cash flow 57 85 61 151 167
Capital expenditure (84) 91)  (387)  (406) 7
(Acquisitions)/divestments - - - - -
Other - - - - -
Funding available/(required) (27) (6) (326) (255) 160
Dividends paid (1) (1) - - -
Equity raised/(returned) - 260 (0) - -
Increase/(decrease) in net debt 38 (243) 327 255 (160)
Balance Sheet (NZ$m) 2018A  2019A 2020E 2021E  2022E
Working capital 18 14 18 25 24
Fixed assets 1,171 1,067 1493 1813 1,712
Intangibles 1 1 1 1 1
Other assets 101 114 74 74 74
Total funds employed 1,290 1,196 1,586 1,913 1,810
Net debt/(cash) 593 369 714 970 810
Other non current liabilities 186 171 214 238 254
Shareholder's funds 510 656 657 705 746
Minority interests - - - - -
Total funding sources 1,290 1,196 1,586 1,913 1,810

Valuation Ratios 2018A  2019A 2020E 2021E  2022E
EV/EBITDA (x) 17.3 12.8 13.3 11.3 10.3
EVI/EBIT (x) 67.3 33.6 32.0 22.8 23.8
PE (x) 174 178 14.6 1.7 10.9
Price/NTA (x) n/a 49 48 48 48
Free cash flow yield (%) 35 6.0 41 10.8 11.9
Net dividend yield (%) 1.2 0.4 0.0 0.0 0.0
Gross dividend yield (%) 1.2 04 0.0 0.0 0.0
Imputation (%) 0 0 0 0 0
Pay-out ratio (%) 20 7 0 0 0
Capital Structure 2018A  2019A 2020E 2021E  2022E
Interest cover EBIT (x) 0.9 1.7 6.1 48 34
Interest cover EBITDA (x) 35 45 14.7 97 78
Net debt/ND+E (%) 53.8 36.0 52.1 57.9 52.1
Net debt/EBITDA (x) 5.7 2.7 53 5.6 4.2
Key Ratios 2018A  2019A 2020E  2021E  2022E
Return on assets (%) 2.0 33 36 45 46
Return on equity (%) 9.3 10.7 131 15.0 15.3
Return on funds employed (%) 1.7 35 29 36 38
EBITDA margin (%) 65.7 69.7 67.5 67.6 66.2
EBIT margin (%) 16.9 26.5 281 33.6 28.6
Capex to sales (%) 52.9 470 1934 1594 24
Capex to depreciation (%) 108 109 490 469 6
Operating Performance 2018A 2019A  2020E 2021E  2022E
Australia installed capacity (MW) 386 440 440 776 776
NZ installed capacity (MW) 197 197 197 197 330
TLT installed capacity (MW) 583 637 637 973 1,106
Australia wind generation (GWh) 1,225 1,395 1,405 2209 2,653
NZ wind generation (GWh) 571 658 665 672 1,119
TLT wind generation (GWh) 1,796 2,053 2,071 2,881 3,772
Price assumptions

Australia REC price (A$/MWh) 83 78 55 25 12
SA wholesale price (A$/MWh) 69 87 89 77 61
VIC wholesale price (A$/MWh) 105 110 91 7
Australia PPA price (A$/MWh) 98 94 94 82 76
NZ PPA price (NZ$/MWh) 65 65 64 65 66
Australia spot sales (GWh) 23 155 353 668 535
Australia PPA sales (GWh) 1,202 1239 1052 1,541 2118
Australia spot revenue (A$m) 3 34 60 88 56
Australia PPA revenue (A$m) 118 117 99 126 162
Australia revenue (A$m) 122 151 159 214 218
NZ revenue (A$m) 36 42 41 41 70
Australia EBITDAF (A$m) 82 109 111 148 145
NZ EBITDAF (A$m) 22 25 24 24 46

* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-months dividend
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Figure 1. Table Subheading
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MacArthur vs. Snowtown Il

Snowtown |l compares favourably to the MacArthur wind farm on several metrics. The
strong offtake agreements mean these assets are being priced like bonds. Therefore the
terms of the purchase power agreements (PPA) will be critical to the relative
attractiveness of the assets and consequently the sales price.

MacArthur Snowtown Il Comment

Size (MW)

Average GWh

Capacity factor

PPA length

Sale/implied price (A$m)
Sale price (ASm/MW)

1,250

19 years

270
922
39%

16 years

1131
42

MacArthur is a larger wind farm, but the sale was for only 50% of the wind farm
Snowtown Il has the better wind resource, which should be favourable for any sale price

Whilst we do not know the offtake prices, Snowtown II's PPA price is reputedly one of the highest
MacArthur sales price implies a sale price above A$1.1b

Source: AFR, TLT, Forsyth Barr analysis

Figure 2. Summary result analysis

1H20 result summary

Forsyth

1H19  1H20 Diff  Barr Diff

ASm  ASm %chg A$m $m Commentary
Australia revenue 73 82 13% 76 5 Includes full half of production from Salt Creek. Volumes and prices up
NZ revenue 24 22 -10% 22 (0) Generation volumes down -8% the main issue
Total Revenue 97 103 % 98 5
Operating costs (30) (32) 8% (34) 2 Increase in opex due to higher generation volumes, but lower than f'cast
Australia EBITDAF 52 57 10% 52 5 Australia continues to be the source of most of TLT’s earnings
NZ EBITDAF 15 14 4% 12 2
EBITDAF 67 7 % 64 8
Depreciation & amortisation (44) (40) -10% (39) (0)
EBIT 23 32 39% 25 7
Fair value gain/(loss) 7 (10) 0 (10)
Interest costs (15) (6) -60% (9) 3 Interest costs down due to equity raising and A$7m fx gain
Pre-tax profit 15 16 16 (0)
Tax expense (6) 4) -34% (5) 1
Reported NPAT 8 12 40% 11 0
Normalised NPAT 4 19 11 7
EPS ($A) 0.8 4.0 24 1.6
DPS ($A) 1.6 0.0 -100% 0.0 0.0 No dividend as expected, and same as final FY19 dividend
Australia generation (GWh) 712 734 3% 713 21 Slightly above average Australian generation volumes, plus Salt Creek
NZ generation (GWh) 358 328 8% 321 7 Below average volumes, but came in slightly ahead of forecast
Total generation (GWh) 1,070 1,062 1% 1,034 28
Australian sales price (A$/MWh) 102 111 9% 107 4 Strong wholesale prices aided by Snowtown Il having no PPA in 1H20
NZ sales price (A$/MWh) 67 66 -1% 69 (3)
Weighted avg price (A$/MWh) 90 97 8% 95 2
Source: TLT, Forsyth Barr analysis
Tilt Renewables New Zealand Equity Research
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Tilt Renewables

Forecast changes

Figure 3. Forecast changes
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FY20 FY20 FY21 FY21 FY22 FY22

Old  New Old New Old  New
A$Sm A$m %Chg A$m A$Sm %Chg ASm A$m % Chg
Australia revenue 153 159 4% 213 214 0% 219 218 0%
NZ revenue 42 41 1% 43 41 4% 73 70 4%
Total Revenue 194 200 3% 256 255 0% 292 288 -1%
Operating costs 67) (65 2% (85 (82) -3% (101) (98) 4%
Australia EBITDAF 105 111 6% 148 148 0% 146 145 0%
NZ EBITDAF 23 24 6% 24 24 3% 45 46 2%
EBITDAF 128 135 6% 171 172 1% 191 191 0%
Depreciation & amortisation (78) (79 1% (86) (87) 1% (108) (108) 1%
EBIT 50 56  12% 85 86 1% 83 83 0%

Fair value gain/(loss) & other 0 (10 0 0 0 0
Interest costs (18) 9 -50% (34) (18) -48% (43) (25) -43%
Pre-tax profit 32 37 16% 51 68 33% 39 58  47%
Tax expense 9 (10) 9% (15 (2000 33% (12) (17) 41%
Reported NPAT 22 27 19% 36 48  33% 28 4 41%
Normalised NPAT 22 34 50% 36 43 33% 28 4 41%
EPS 48 72 50% 77 102 33% 5.9 87 471%

DPS 0.00 0.00 0.00 0.00 0.00 0.00
Australia generation (GWh) 1,385 1,405 2% 2,209 2,209 0% 2,653 2,653 0%
NZ generation (GWh) 658 665 1% 672 672 0% 1,119 1,119 0%
Total generation (GWh) 2,043 2,071 1% 2,881 2,881 0% 3,772 3772 0%
Australian sales price (A$/MWh) 10 113 3% 96 97 0% 83 82 0%
NZ sales price (A$/MWh) 64 62 -3% 64 61 -4% 65 63 4%
Weighted avg price (A$/MWh) 95 97 2% 89 88 0% 77 7% 1%

Source: Forsyth Barr analysis
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Company description

Tilt Renewables (TLT) is a pure play
Australasian wind farm owner, operator
and developer. Its core operational assets
are Tararua 1, 2 & 3 and Mahinerangi in
New Zealand (197MW), and Snowtown 1
& 2 and Salt Creek in Australia (440MW),
producing ~2,100GWh per annum. TLT is
developing a 336MW wind farm,
Dundonnell in Victoria and a 130MW wind
farm, Waipipi in Taranaki. The New
Zealand wind farms have a life-of-wind-
farm power purchase agreement with
Trustpower (TPW). Snowtown sells ~71%
of its generation to Origin Energy (ORG).
It has several development sites in both
New Zealand and Australia totalling
~3,000MW. TLT is also exploring solar,
pumped hydro and battery development
options.

Figure 4. Generation volumes
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Investment summary

Our rating is OUTPERFORM. TLT offers exposure to renewable energy
developments, particularly in Australia. It has a strong pipeline and excellent
development track record. In addition, the low interest rate environment is
attractive for low cost funding.

Business quality

B Strong development pipeline: TLT has a large portfolio of renewable energy
development options, predominantly in Australia. Most of the options are wind, but
also include solar, pumped hydro, and batteries. The total pipeline is over 3,000MW.

B Excellent development track record: TLT’s development track record is very good,
with projects typically coming in on time and at/below budget. It has also
demonstrated an ability to attract strong offtake partners.

Earnings and cash flow outlook

B Long-term growth from new developments: TLT’s earnings outlook is positive as
its wind farm developments come to fruition. However, LGC prices are falling which
will temper near-term earnings growth.

m  Mix of fixed prices and wholesale price exposure: Most of TLT’s developments
have long-term fixed price offtake agreements, providing a reliable earnings stream.
However, it also has some (~20%) long-term exposure to wholesale electricity prices
in Australia, which we view as positive in a tightening market.

Financial structure

B Limited spare balance sheet capacity: TLT has two wind farms under construction
and has no financial capacity to develop additional wind farms at this stage. TLT is
looking to sell its Snowtown Il wind farm which would ease those capital constraints.

Risk factors

B Competing developers with low cost of capital requirements: The power
purchase agreement (PPA) market at present is well below A$60/MWh, with the low
end of the range partly driven by low return requirements. TLT could be outbid if low
return expectations become the norm, limiting the value upside from new
developments.

B Regulatory uncertainty: Whilst renewable electricity generation is going to be a
core part of Australia decarbonising its economy, there is significant policy
uncertainty. In addition, electricity prices are a politically sensitive topic, adding to the
uncertainty.

Figure 5. Electricity sales price
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Source: TLT, Forsyth Barr analysis
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Figure 6. Substantial Shareholders

Shareholder Latest Holding
Infratil 65.3%
Mercury NZ Ltd 20.0%

Source: NZX, Forsyth Barr analysis, NOTE: based on SSH notices only

Figure 7. International Compcos

Company Code Price Mkt Cap PE EVIEBITDA EVIEBIT Cash D/YId
(metrics re-weighted to reflect TLT's balance date - March) (m) 2020E  2021E  2020E  2021E  2020E  2021E 2021E
Tilt Renewables TLTNZ NZ$2.85 NZ$1,338 14.6x 11.7x 12.0x 9.3x 28.8x 18.6x 0.0%
Trustpower * TPW NZ NZ$8.35 NZ$2,613 24.8x 24.1x 15.1x 14.7x 19.0x 18.4x 4.2%
Contact Energy * CEN Nz NZz$7.48 NZ$5,369 20.9x 20.5x 13.2x 13.0x 22.9x 22.3x 5.3%
Genesis Energy * GNE NZ NZz$3.22 NZ$3,296 20.9x 17.9x 12.2x 11.3x 28.2x 24.6x 5.5%
Meridian Energy * MEL Nz NZ$4.65 NZ$11,918 24.8x 26.5x 16.2x 17.1x 25.5x 28.0x 4.7%
Mercury * MCY Nz NZ$5.04 NZ$6,859 28.0x 25.6x 15.6x 15.2x 25.7x 24.8x 3.2%
Infigen Energy IFN AT A$0.65 A$625 14.2x 17.4x 7.0x 7.6x 11.1x 13.1x 3.0%

Compco Average: 22.3x 22.0x 13.2x 13.1x 22.1x 21.9x 4.3%
EV = Current Market Cap + Actual Net Debt TLT Relative: -35% -47% 9% -30% +30% -15% -100%

Source: *Forsyth Barr analysis, Bloomberg Consensus, Compco metrics re-weighted to reflect headline (TLT) companies fiscal year end

Figure 8. Consensus EPS Momentum Figure 9. 12 Month Forward PE

0.14 -

0.10 - ’_W_\_ 2
0.02 \-\—j\_'_ 63 -

-0.02

T T T T T 1 T T T T T
g 5 g 5 g 5 g g g g g g g
< < < < < < < < < < < < <
> 3 N~ > =3 ) © = > > 3 > )
2020 EPS (consensus): TLT 2021 EPS (consensus): TLT TLTPE: 12.7x  =====-- 5 yr Average: 6.4x
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Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice,
please contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any)
amount invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are
available on request and free of charge. Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and
employees) (“Forsyth Barr”) 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. Forsyth Barr 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. Forsyth Barr confirms no inducement has been accepted from the researched entity, whether pecuniary or otherwise, in connection with making
any recommendation contained in this publication. Analyst Disclosure Statement: In preparing this publication the analyst(s) may or may not have a
threshold interest in the financial products referred to in this publication. For these purposes a threshold interest is defined as being a holder of more than
$50,000 in value or 1% of the financial products on issue, whichever is the lesser. In preparing this publication, non-financial assistance (for example,
access to staff or information) may have been provided by the entity being researched. Disclaimer: 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. Forsyth Barr does not make any representation or warranty (express or implied) that the information in this publication is accurate or complete,
and, to the maximum extent permitted by law, 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. Forsyth Barr does not undertake to keep current this
publication; any opinions or recommendations may change without notice. Any analyses or valuations will typically be based on numerous assumptions;
different assumptions may yield materially different results. Nothing in this publication should be construed as a solicitation to buy or sell any financial
product, or to engage in or refrain from doing so, or to engage in any other transaction. 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. 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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