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Commercial	
  opera.on	
  of	
  the	
  na.onal	
  132kV	
  electric	
  power	
  
transmission	
  grid	
  begins	
  in	
  the	
  UK.	
  It	
  is	
  the	
  first	
  integrated	
  
na.onal	
  grid	
  in	
  the	
  world.	
  Small	
  and	
  inefficient	
  power	
  sta.ons	
  
are	
  being	
  closed	
  down.	
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Source: Shell New Lens scenarios: Oceans 
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Source: Edison Foundation Brief October 2013 
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Source: Google images 
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Source: Morgan Stanley 
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Clean Tech, Utilities & 
Autos 
Batteries + Distributed Gen. 
May Be a Negative for Utilities 
 

Improvements in batteries and distributed 
generation could partly or completely eliminate 
some customers’ usage of the power grid. We see 
the greatest potential for such disruption in the 
West, Southwest, and mid-Atlantic.   

Our analysis suggests utility customers may be 
positioned to eliminate their use of the power grid. 
Tesla Motors plans to build a “Gigafactory” for battery 
production on an unheard-of scale. That news, coupled 
with ongoing cost/efficiency improvements in distributed 
generation, prompted our state-by-state analysis of 
potential implications for the utilities. 

Addressable household market for batteries and 
solar panels depends on two key factors: net 
metering rules and the 30% solar investment tax credit 
(ITC). Today, solar customers can eliminate all or most 
of their power bill, including the portion associated with 
utilities’ investments in providing a reliable grid, though 
we expect the metering rules to change.  In our base 
case, with no ITC and customers paying 50% of a typical 
fixed grid charge, we see a US residential and 
commercial solar market of ~240 GW (15% of current 
US R&C consumption). Our bull case, a 10% ITC and 
25% fixed grid charge, implies ~415 GW; our bear case, 
no ITC and 100% fixed grid charge, 30 GW.  

Roadmap: Higher fixed charges to distributed generation 
customers are likely to drive more battery purchases and 
exits from the grid. As solar penetration rises, the “rate 
headroom” for batteries will rise. The most competitive 
off-grid approach may be NRG Energy’s using a natural 
gas-powered stirling engine rather than solar.  

Stock implications: A transition to off-grid power would 
benefit Tesla and SunEdison (see our notes today 
reiterating OW on TSLA and upgrading SUNE to OW). 
We expect Tesla’s batteries to be cost competitive with 
the grid in many states, and think investors generally do 
not appreciate the potential size of the market.   

Industry Views 
Industry Industry View

Autos & Auto-Related In-Line
Clean Tech In-Line
Diversified Utilities / IPPs In-Line
Regulated Utilities In-Line
 
California Solar Competitiveness 
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Source: Morgan Stanley Research 

Solar Output During the Day vs. Power Usage 

 
Source: Edison Electric Institute 

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
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  The	
  u.li.es’	
  new	
  philosophy:	
  either	
  adapt	
  -­‐-­‐	
  or	
  wither	
  away	
  and	
  die	
  

Under	
  threat,	
  Germany’s	
  second-­‐biggest	
  u.lity	
  says	
  it	
  will	
  create	
  a	
  new	
  ‘prosumer	
  business	
  model’	
  

The world’s largest 
solar bridge under 

construction in 
London 
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•  “The	
  massive	
  erosion	
  of	
  wholesale	
  prices	
  caused	
  by	
  
the	
  growth	
  of	
  German	
  photovoltaics	
  cons.tutes	
  a	
  
serious	
  problem	
  for	
  RWE	
  which	
  may	
  even	
  threaten	
  
the	
  company’s	
  survival,”	
  wrote	
  the	
  u.lity	
  in	
  a	
  recent	
  
strategy	
  paper.	
  

•  Clearly,	
  the	
  management	
  of	
  RWE,	
  un.l	
  recently	
  seen	
  
as	
  one	
  of	
  the	
  “dir.est”	
  energy	
  companies	
  in	
  Europe,	
  
has	
  decided	
  once	
  and	
  for	
  all	
  to	
  leave	
  its	
  past	
  behind	
  
and	
  embrace	
  a	
  future	
  in	
  which	
  it	
  believes	
  renewable	
  
and	
  increasingly	
  decentralized	
  forms	
  of	
  energy	
  will	
  
dominate.. 

•  RWE	
  indicated	
  that	
  they	
  will	
  no	
  longer	
  invest	
  in	
  fossil	
  
power	
  genera.on	
  as	
  of	
  2018.	
  

Energy	
  transi.on	
  
The	
  impact	
  on	
  the	
  power	
  sector	
  business	
  model	
  

Source: Solarcentury 
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Drivers	
  and	
  barriers	
  for	
  distributed	
  genera.on	
  

low	
  cost	
  
renewables	
  

low	
  cost	
  and	
  
accessible	
  storage	
  

and	
  controls	
  

grid	
  charges	
  and/
or	
  poor	
  grid	
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22%	
  cost	
  reduc.on	
  each	
  .me	
  installs	
  double	
  

Source: Solar Photovoltaics V, EPIA 
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Source: SMA website 
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Solar	
  growth	
  to	
  2015	
  

Source: Bloomberg New Energy Finance “PV Market Outlook” Q2 2013” 13 May 2013 
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East	
  Africa’s	
  largest	
  solar	
  installa.on	
  

Source: Solarcentury 
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Source: SolarCity website 



14	
  

solarcity	
  

Source: Prox website 



…	
  think	
  investors	
  generally	
  do	
  not	
  appreciate	
  the	
  poten.al	
  size	
  
of	
  the	
  market.	
  

Source: Morgan Stanley 


