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ith the EU summit on climate change in Copenhagen less than a
month away (6-18 Dec), alternative energy sources and the fight
against carbon emissions are both back at the top of the political
and economic agenda. For investors this means taking a fresh
look at green and ethical investing. because the severity of the
climate change threat is now starting to really translate into
action. What was traditionally a well-meaning vet hopelessly
underperforming arena could well become the next big thing as
a new low-carbon industry is taking shape.

There is a range of ways for investors to tap into the ethical
investment agenda. One starting point is wind farm operators
such as SeaEnergy (SEA:AIM) since the UK government is final-

I putting strong drivers in place for otishore wind. Fovironmental consultant AEA Technology
(AAT) s well positioned, offering its services 1o gov-
crnments in the US) UK Furope and China. The
tirme speaalises i carbon management and also
water quality, o hield where Modern Water
(MWGAIMD s making o splash. Helius Energy
(HEGY:AIM) develops biomass-tired  renewable
electriaty plants, while technology swill continue to
plav a siznthcant role i tackhing chimate change, as
evidenced by Zenergy Power's (ZEN:AIM) work on
enerey cthaent superconductors,

Not every green adea sl prove sustainable and
some mvestors may want to diversifty nisk and take
a broad. gzlobal stance throongh o tund. The
BlackRock New Energy Investment Trust (BRNE)
has returned 7445 m the past five vears, vastiv out-
pertorming the FISE World Index's 1590 gaimn
through its long-term pro-environment stratees

Big problem, big business

The outcome of Copenhagen. where world feaders
will tey and hash ont a successor to the 1997 kvoto
protocol on chmate change. s the subject of much
debate, but the hope st will resnlt in new regula-
tory measures designed to drive the new low-car-
bon tutare, The UK covernment has already com-
mitted to cenerate W of UK enerey from renew-
ables by 20200 This s a massive ash. as the current
output is onlv 1.8% of the total. But this is not just
about chimate change Ssince enerey securnty i an
mcreasinzhv volatile world is also o strong motinva-
tor. We are already startime to see more support tor
measures 1o boost alternative cnerey seneration,
such as this summer’s indrease e the ROC
(Renewable Obhigation Certiticatesy scheme which
means deselopers of oftshore sind tarms conld be
looking gt potentially hundreds of nnlhions of
poinds worth of subsidies. Centrica (CNA) has just
secured fundimg tor two offshore wind tarm projects, cach expedted to cost £1 5 billion. and conld
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be lookime at an extrea 353 i soubsudies for up to 25 vears under the added subsidy scheme 1his
15 also the fiest time wind power has attracted funding from peivate equity, a strong siznal the
mdustey s percenced as financially viable.

Environmental imcentives were on the agenda when global governments dedicated funds
through their fiscal stimulus programme at the bezinning of the vear, but this cash is only just
starting to translate into cains for companies. As the US stimulos starts to teickle throush. winners
should include turbine manutactueer Clipper Windpower (CWEP:AIM). \ore than $312 hillion ol
the elobal stimulus has been dedicated 1o so-called green projects, according to HSBC analvst Nack
Robms. but with the expected multiphier efects the total impact now tops $1.000 billion
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Wind power has been identified as the main push. but as
the government estimates Britain's low-carbon market is
already worth more than £100 billion a year, other focus areas
carmarked for investment include wave power, low-carbon
vehicles, renewable construction materials, carbon capture
and renewable chemicals. *“The carbon agenda is beginning to
drive business decisions.’ savs Andrew Shepherd-Barron, ana-
lyst at KBC Peel Hunt. Companies are looking to get ahead of
the curve, either because regulation is forcing them to. they
are anticipating increased reg-
ulation and want to be pre-
pared or they think it is good
business practice. ‘All compa-
nics will need to employ a
low-carbon strategy. This will
become increasingly more
embedded in the way they do
business,’ the analyst adds.

While the challenge to over-
come climate change is mas-
sive, it also represents signifi-
cant opportunity. “This is real.
hard-core capitalism. This is
the biggest investment trend
of all time.’ Kevin Parker.
head of global asset manage-
ment at Deutsche Bank told
the Financial Times. ‘If you
really believe we will move to
a low-carbon economy. there
is going to be tectonic shifts in
the markets’.

‘Share prices for companies
in the renewable energy sec-
tor have fallen sharply over the
past vear. but if you trace it back over the last several vears
you can see there has clearly been growth.’ says Piper Jaffray
analyst Alastair Bishop. He points out the sector is still in its
infancy: ‘Most of the UK-listed stocks in this sector are small,
mostly Aim-listed companies, many of them not vet prof-
itable.’ These elements make for high-risk plays at the best of
times, but the recent volatility may have gone a long way to
persuade UK investors to steer away from the entire sector.
something Bishop believes 1s a mistake: 'This negative
impression is not representative of the state of the global
renewable industry,” he says, emphasising investors should
take a global view, possibly by buying a fund. Those who pre-
fer to buy individual shares should do very thorough research,
he says. recommending UK wind power group Renewable
Energy Generation, and Indian hydro and biomass company
Greenko (GKO:AIM).

Precise

Ethics start to pay

‘Environmental markets are set for superior growth in the
next decade and beyond,” says lan Simm, chief executive of
Impax Asset Management Group, (IPX:AIM) which focuses
on alternative energy. water and the waste management sec-
tors. "The world is facing increased pressure on scarce natu-
ral resources and strained infrastructure due to rising popu-
lations. Consequently there are business opportunities aris-
ing as companies can produce solutions to these problems.’
he asserts. Simm emphasises Impax does not actually have a
socially responsible investing (SRI) mandate: ‘This forus is a
business opportunity arising from growing environmental
problems. We are invested in these companies hecause we

believe they will outperform.”
The flagship fund. Impax Environmental Markets (IEM). has
returned 33.5% over the past vear.
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‘We look for companies with

robust markets, and we typically

back companies with proven

technology.” continues Simm.

Companies he likes includes

engineering consultancy

Ricardo (RCDO). power control

systems specialist  Chloride

(CHLD). composting play TEG

(TEG:AIM), water treatment

firm Hydro International

(HYD:AIM) and Dialight (DIA)

in the energy-efficient lighting

arena. He also highlights water

and waste services firm Pennon

(PNN) as interesting due to its

strong role in recvcling through

subsidiary Viridor.

A study published in October

by the Ethical Investment

Research Service (EIRIS) sug-

gested 90% of wealth managers

believed responsible investment

portfolios had performed the
same or better than other invest-
ments. Ethical concerns were also higher than ever on cus-
tomers’ investment agenda, according to Guy McGlashan. head
of private wealth management services at Kleinwort Benson:
‘Responsible investing takes on a significantly greater role in
mitigating risk and delivering investment goals.’

Regulation: Creating green winners
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As companies move from theories to proven technologies, alter-
native energy has come a long way in the past decade. But most
of them are still far away from being able to compete with con-
ventional energy, meaning they need support through regulation
if they are to thrive. Regulator Ofgem (Office of the Gas and
Electricity Markets) supervises the main support scheme for
renewable electricity. the ROC (Renewables Obligation
Certificate). The system obliges companies to generate an
increasing amount of electricity from renewable sources, giving a
financial boost to those who comply and penalising those who do
not. The scheme makes renewable energy generation more prof-
itable as the certificates have an additional value over the price
of electricity. The ROC price is reset every vear although critics
have pointed out the industry would greatly benefit from a
longer-term ROC price as predictability would greatly case the
process of obtaining sufficient funding.
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~Onshore wind companies

At

just become the next big thing in clean tech. Most of them are
‘Jam tomorrow’ stocks - at various stages of proving their tech-
nologies as being viable, commercially relevant and competitive
on price. Investors can find some
security by investing in groups
which have attracted the sup-
port of a mature company, such
as Ceramic Fuel Cells, which
has a product development
agreement with E.ON, or Ceres
Power. Centrica’'s British Gas
has placed a forward order to
purchase at least 37,500 green
boilers from Ceres, boosting the
not-vet-profitable  fuel cell
group with milestone payments
as its technology progresses.
Now on the cusp of volume pro-
duction, Ceres will in the future
have access to the British Gas
distnbution network.
Contrasting with the solid-
oxide fuel cells from Ceres
Power and Ceramic Fuel Cells,

Precise
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AFC Energy (AFCAIM)

makes alkaline fuel cells, a

simpler technology which can be

assembled from very cheap materials. ‘We have a number of
applications in mind,’ savs commercial director Terrv Walsh,
‘but we have started by targeting applications where hyvdro-
gen is already in place’. The fuel cell creates electricity from
waste-product hvdrogen generated by the chlor-alkah
industry, and AFC is making
notable progress testing its
device on site with partner
AkzoNobel. The company is
several years from profitabil-
ity, but the stock should ben-
efit as the group signs fur-
ther partner contracts.

The special needs of the US
military means it has been
happy to pay Protonex
(PTX:AIM) to develop effi-
cient, clean and quiet power
generators. Protonex is now
launching its fuel cell genera-
tors commercial markets hav-
ing essentially had its
research and development
costs funded by the US gov-
ernment. Ocean  Power
Technologies (OPT:AIM) has
a similar relationship with the
US Nawvy developing its wave

power technology. Commeraal
power buoys are now in the waters outside the UK. Spain.
Japan, the US and Austraha.

Further punts on clean tech can be found among compa-
nies working on the next generation of energy efficient light-
ing. such as Dialight and Enfis (ENF:AIM). Zenergy Power's
(ZEN:AIM) superconductors have nearly zero loss of electri-
cal energy. hence improving the efficiency of energy genera-
tion and distribution. Modern Water (MWG:AIM) just won
the 2009 Aim Sustainability Award for its energy-efficient
method of converting seawater into drinking water. while
using minimal amounts of polluting chemicals.

Winds of change

The chart (right) shows over
one-third of all new electricity
generating capacity bwilt in
Furope last vear was wind,
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according to the European Wind

Energy Association (EWEA),

more than any other source.

Private equity has latched on to

this trend as Guy Hands is

attempting to buy wind operator

Novera Energy. resulting in a

strong rejection of the 62.5p-a-

share offer. ‘It substantially

undervalues the business.’ said

chairman Roy Franklin, who

added he was encouraged by the

support from shareholders as the offer not only undervalues
Novera's existing assets gives no value to its pipeline. Novera
has a strong record for gaining approval for its wind farms.
and recently announced a 15-year funding mandate for up to
£36 million for the 22 MW Glenkerie wind farm. The group
has two further consented sites and a further four in planning.
Commenting on the role of regulation in running Novera's
business finance director and acting chief executive Richard
Round says: ‘A good, strong fiscal regulatory regime which
evervone understands is something banks place a lot of com-
fort in. The ROC regime ensures there is a natural floor to
prices, so banks see wind as a low-risk industry.’

Novera is our pick in onshore wind. while Seaknergy
is the key play on offshore. With essential expertise in
deep-water installation, the
£29.3 million cap partners up
with large power groups to
take  advantage of  the
Government’s push into large-
scale offshore wind. "The off-
shore wind opportunity is truly
enormous, with over £150 bil-
lion of investment envisaged
over the next Il vears,” savs
chairman Stephen Remp. To
date. 456 MW of capacity has
been awarded to the consor-
tium in which SeaFnergy has a
25% stake. This this could dou-
ble. pending a favourable out-
come of the next round of site
allowances from the Government, to be announced by the
end of the vear B

. Coverage is reproduced under licence from the NLA, CLA or other copyrightowner. No further copying (including the +44 (0) 20 7264 4700
Pre CISe printing of digital cuttings), digital reproductions or forwarding is permitted exceptunder licence from the NLA, info@precise.co.uk
http:/Awww.nla.co.uk (for newspapers) CLA, http//www.cla.co.uk (for books & magazines) or other copyright body www.precise.co.uk



Client: Novera Energy GA

Source: Shares (Main) KRZAD B GAVIN ANDERSON
Date: 12 November 2009 WORLIW DE

Page: 14,15,16,17,18....

Circulation: 18236

Size: 2339cm2

Value: 20396.08

>

The Copenhagen summit has the potential to make or break the EU’s emis-
trading system (ETS), the troubled cap-and-trade scheme established
under the Kyoto protocol in order to co-ordinate the climate fight. Under the
ETS scheme, member countries hand out pollution permits to companies
which can sell unused permits if they reduce emissions, creating a financial
incentive to do so. But over-allocation of permits led to a collapse in the car-
bon price, meaning it no longer acts as a strong motivator to cut pollution
‘The scheme needs to be tightened up,’ says KBC Peel Hunt analyst
Andrew Shepherd-Barron. But politicians have been very reluctant to do
this, he acknowledges: ‘There has been constant undermining of the
scheme.” The European Commission is currently trying to pass proposals to
expand the scheme and make it more efficient. Climate Exchange
(CLE:AIM) is the owner of emissions trading platform ‘European Climate
Exchange’ while Trading Emissions (TRE:AIM) i s in tradeable €
ronmental instruments. ‘These companies are
tightening,’ says Shepherd-Barron. Investors bullish on the carbon p
should buy these stocks as their valuations price in nothir all beyond
2012, when the current trading system expires, according to Shepherd
Barron. If the system survives the stocks are ridiculously cheap

This year’s deal to buy EcoSecurities suggests JPMorgan Chase are car

bon price bulls, having paid £122.9 million for the Ireland-based company.

EcoSecurities develops clean energy projects under the Kyoto protocol’s
Clean Development Mechanism, which allows companies to export their
efforts to cut emissions to countries where it is cheaper to do so, such as in

China and India
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Modern Water : SeaEnergy + BUY Zenergy Power 4 guy
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