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Dear Investor

The past quarter has been a remarkably quiet period on world financial markets.
While front page bulletins have shifted attention to environmental issues, investor
apprehension towards markets remains understandably high.

And yet, for allthese concerns, share markets have trended higher, with our own
local index recording a twelve month gain of 39.58%e Fund itself has performed
impressively, rising®46% (refermportfolio statistics pageb).
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In this quarterly edition we dass another of our portfolio positions, delve into the
economic merits of green energy, introduce an up and coming healthcare operator
and briefly consider the relationship of governments and debts.

Perhaps finally, with 2010 rounding off the fidktcade of the new millennium, it is 1
important to reaffirm that our investment aims are no differeqtto deliver our
clients above index positive returns by identifying and investing in a concentrated
portfolio of quality businesses.

On this score, wera confident that the portfolio mix is positioned well to achieve
these aims and that higher market valuations will follow as each investment meets
its own internal business milestones.

Regards

Tony Scenna
Victor Gomes
Corey Vincent

Selector Funds Management Limited

ACN 102756347 AFSL 225316

Level 3, 66 Hunter Street Sydney NSW 2000, Australia
Telephone 612 8090 3610 Web www.selectorfund.com.au
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Performance December @arter 2009

The Fund delivereca solid quartey rising 12.78% and outperforming he Al
Ordinaries Accumulation Index whiobse 3.71%.

For thecurrentF Ay I yOALFf @SIFNJ 2 RIFEGSET GKdyaCdzyRQa
35.53% rise compared to the Allr@naries Accumulation Index which rose 26.06%

Performancetable since inception

%Returns Fund AOAI = Outperformance
1 month 6.47 3.69 2.78
3 months 12.78 3.71 9.07
6 months 35.53 26.06 9.47
1 year 58.46  39.58 18.88
5 years compound pa 9.51 8.23 1.28
Since inception compound pa 9.49 8.65 0.84
Full portfolio performance statistics are detailed on pagfe 3
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Whitehaven Coal (WHC) added to the portfolio

Table 1 Whitehaven Coal Limited Corporate History 128989

Year

Event

1999

Founded by CEO Keith Ross backed by Hans MamleritzKundrun of AMCI
(USA) to develop Canyon open cut coal mine in Gunnedah NSW.

2000

CanyorcommissionedGunnedalBasinminesTarrawongaWerris Creeladded

2004

Explorationlicenceawardedfor Narrabri Project at no cost covering112 K.

2004

Newcastle Coal Infrastructure Group (NCIG) establishedadide port facilities at
Kooragang Island.

2005

NCIG successful tender to provide additional port facilities. Whitehdirent
interest11.06%. @her membersincludeBHP BillitonCentennialDonaldson,
Peabody Energgnd Felix Resources.

2007

Boardstrengthened with appointmenof Excel Coal founders Tony Haggarty
Andy Plummer.

2007

Compliance listing, ised 1.9M new shares @ $1.00 eachjuation $323M.

2007

Appointment of new CEO Rob Stewart.

2007

Stage 1 Narrabri North Coal Project with 230 Mt coal tenements approved

2007

$130M capital raising at $2.65 per share to fund remaining 60% buyout Werris
Creekandinitial Narrabri North deglopment phase expected to be $140M.

2008

Mining lease granted in Jaaryfor Narrabri North Coal Project.

2008

Sale 7.5% Narrabri Project plus-6ft { S O2y (i NI Ol (2 / KAy
A$67M, valuindotal project at AS900M.

2008

Tony Haggarty beeones substantial shareholderith 5.7%.

2008

Further sale of 15% in Narralfioject to 3Power and EDF Trading for $A125M al
US$120M respectively, valuitgtal project at A$1.7B.

2008

Augustpre-significant net profit of $51.9M, underlying net profit#2.9M.

2008

Rob Stewart resigns Tony Haggarggw CEQANndy Plummer appointedirector.

2009

Gloucester Coal and Whitehaven agree to md¥gbruary combined$900Mvalue

2009

Former founding director Excel Coal appointed executive director of opesati

2009
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2009

Capital raising, issues 60.7M new shares @ $3.05 per share raising net $177M

2009

Sale ofadditional7.5% of Narrabri Project to Korean consortium for A$125M
valuingtotal project at $1.7B.

2009

Augustpre-significant net profit of $244.2M, underlying net profit of $77.3M.

2009

Contract to purchase long wall unit wi@Mtpa capacity, retrefitted to handle Top
Coal Caving.

2009

Purchase Vickery Coal in Gedah for $31.5M from Coal & Allied.

2009

JORC marketable coal reserves more than doubled during 2009 to 278Mt, whi
resource increased to 762Mt.
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Investment opportunity beckons

Worthy investment opportunities can present themselves from altteraof places.
That we would add a coal company to the portfolio during a period of difficult global
macroeconomic conditions and on the back of growing worldwide conceithsthe
effects of climate change makes this decision even more intriguing. Howtare
from being controversial, the decision to invest should be seen for what it realdy is
relatively straight forward exercise in identifying an undervalued assets.

<3 1_. Rt S0

That the shares of the business were selling for a price substantially beddvwet

worth was made largely possible by the uneasiness emanating from governments

and industry alike regarding the coal industry. We share someaskticoncerns but

as is often the way in life, rather than fearing the impacts of change, we chose to
understand the role it would play and ultimately how it would affect businesses like 5
Whitehaven. To this end, we added Whitehaven to the portfolio in July this year ————
(entry price $3.05Wwith Table 1providingl ayl LJaK2{d 2F (KS 3N dzL]
progresshusfar.
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And yet while the timeline accurately outlines tBeN2 dzirfiferatedevelopment, it

falls short oftruly reflecting themanagementision anddepth that has underpinned
2 KA U S Kiis€ Bfeq bunding CEO Keith Readifty year coal idustry veteran

¢ chose Gunnedato build a coal business it seemed an unlikely place to start.

Gunnedah Coal Basin

The GunnedalBasin in NSW ilwcatedsome 35&kilometresnorthwest ofthe Port of
Newcastle a distance considered by most to be too fewm port. But Ross had
vision and a somewhatcontrarian approach to addresg the growing global
demand for coal and the depletion of existing coal reserves irirémétional coastal
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fields. He teamedup with former partners Hans Mende and Fritz Kundfuom
AMCI (USAyho provided funding ¢ AMCI (USA) ia private coal company with
operations in USASouth America and Queenslarftgether he group kicked things
off with the 1999 purchase of an exploratitinenceand development of the open
cut Canyormine. Commissioned in 2000, ti@ganyonmine has allowed the company
to remain profitable every year since.
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However thed N2 dzigl&réak came in 2004 when the company was awarded the
right to carry out exploration in the nearbyarrabri region. Having spent a good part

of his life surveying the region, Ross had a sense of where to peg and drill, ultimately
coming up trumps with the discovery of what is now referred to as the Narrabri
Project. Better still, Whitehaven pieddl up the explorationlicence rights for nil 6
consideration undethe old NSW nottender system. Bw entrants to the Gunnedah
regonincluding. 1't . AffAG2Y | FErergygréup Yavelsince {pdcté&dy K dzl
with some #00 million and 800 million respectively fothe privilege of exploring

the Caroona and Watermark leases.

| gAy3a &Gl 1SR 2dzi 'y SEGSyainthddiatetdsk®Y Sy i L2
fund the Gunnedah projectsiltimately led tothe recruitment offounding Excel Coal

executives Tony Haggarty aAehdy Plummer. Their involvement hasen pivotal in

0KS 3INRdzLJOdzf YINFEHNEYEA Ay (GKS 3IANRdAehdaya LJdzof A C
with more thana few yearsunder its public belt, Whitehaven isadvancingon a

number ofoperationalfronts while chalking up a growing list of accomplishments.

Mining Operations

hLISNF GA2ylFfféx GKS 3INRJZIQE odzaiAySaa OFy o685
four open cut mines that have the capacity to produce at the rate of 5.5Mtpa of both
Pulverised Coal Inpion (PCI) coalinjected into blast furnaces as a replacement for

coke in producing pig ironand high quality thermal coals used in power generation.

Reserves in pladeday could sustain these types of production levels for at least the

next 20 years

Selector Funds Management Limited

ACN 102756347 AFSL 225316

Level 3, 66 Hunter Street Sydney NSW 2000, Australia
Telephone 612 8090 3610 Web www.selectorfund.com.au



DecemberR009 SelectoAustralian Equitiefund Quarterly Newsletter #26

Narrabri Projectq key asset

The second leg to the busiaed & dzZNNER dzy R&  indefyrommiNRadaAlid & | NB
Project, located 4kilometresoutside the town of Gunnedah. The grouratquired

for no upfront cost, is currently moving through the varidegels of mining approval
processesStage 1 productions expected to commence in early 2010 while the

larger Stage 2 has a 2011 start date. When completed, annual production is expected

to be running at 6Mtpa, with sufficient reserves in place to susthis rate for at

least 25 years. The capital cost to make all this happerasnd $600 million or

$100 million pemillion tonnes of production, a far cry from the typical $200 million

per million tonnes outlaid for Queensland based coal projects.

S U N NYSIDE

Management steers a steady course

Sensibly, management has steered the business in a conservative manner, selling down——
equity stakes in the Narrabri Project to key customer groups in order to fund the capital
expenditure program. To date, thirtyepcent of the project, in four lots of seven and

half percent parcels he been sold, netting Whitehaven $500 million and valuing the

ANR dzLIQ& NB Y Ay iswhkdat 12 Gilfoyi.i & LISNDOSy i

The group Bs also been tackling itBainbusinesgoad blockthat of infrastructure. Just

because you have the resources and customerstos@llt R2Say Qi Ay A(G&aSt
the stuff can be delivered on time. The bottleneck that has seen ships stranded off the
Newcastle coastline waiting to berth, is a produétimcreasing demand for coal and a

lack of government foresight to provide adequate facilities. Howgewvestent
developments at the Port Waratah Coal Services (PWCS) loading facility and the
privately funded Newcastle Coal Infrastructure Group (NGI&)which Whitehaven is

one of six shareholders with a direct stake of 11.06%ll ultimately lift ship loading

capacity from the current 102Mtpa to in excess of 200Mtpa by 2015.

Coal markets; what the future holds

U GAYI 0SSt & 2 KAm Suecesg&petdn cis®ryesideriaid for coal. This
perhaps is the most contentious issue facing investors and also the most difficult to
forecast. That said, CEO Haggarty has sowghdddress the issue in pragmatic
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manner. He contendghat the worldand specifically developing nations are not in sync
when it comes to energy demand.

Thisresults in demand distortion for energy fuels such as coal. To illustrate the peint,
uses the 2007nternational Energy Agency (IBfgureson electriciy consunption per
person.In 2007the Scandinavian countries were using above 18,000 g&YIperson;n
Australianthe figure was11,000 KWh, while Chanand India were sittingnear the
bottom of the list, consuming on average 2,000 KWh and less than 50QoKiarson
respectively.As long as such disparity exists, developing nations would appear to be
very reluctant to agree to any capped emission trading demands from developed
nations.

TARRAWONGA

Furthermore, coal is necessary for steel makiagd base loadelectricity supply.
Alternatives will play an increasing role, but thismanda A Y LJ &e dt i thé g
immediate future fromany single alternative energy source or combinatioaluding
nuclear power.
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Putting aside the currenclimate debate, the growing list of newoal buyersclearly
reflects an appetite from internationafjroups For its part Australia is the largest
exporter of coalrunning at 250Mtpa, folwed by Indonesiat 200Mtpa, the Brmer
Soviet Union (FSU) couigs with 150Mtpa and the combinecbuntries of theUS and
Canada exporting 100Mtpa. Historically China has also been a net exporter of coal,
howeverthisis set todramaticallychange as it looks to import a net 100kis year

Certainly from Whiteh @Sy Qa L)halgehdsalaitlodk $or demand is decidedly
positive, while internally the business remains on track to complete its transformation
from startup, to one where production is expected to ramp up from 3Mtpa in 2009 to
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11.3Mtpa by 2014. lportantly, b I NNJ 6 NA Qa O2y iNARodziA2y G2 F
purely on accessing the bottom half of the 9 metre thick coal seam. Should it be able to

tackle the top half of the seam with the use Bdp Coal Cavingnethods as depicted

below, productionlevels could rise bgn extra3.5Mtpa with minimal additional costs.

While we applaud management in its foresight, a decision to proceed is@hk time

offd a2NB FLIISFEAYy3a (GK2dZAaAK Aa (GKS 3INPRJzZLIQE T
produce a higher daed PCI coal product with early indications suggesting this can be
achieved without any real loss in yield.

Diagram 1.Top Coal &ing
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A tight management team, who collectiyedccount for 138 million shares or 29% of the
stock gives us comfort that any future decision regarding the business will be both
considered and in the best interests of shareholders. On this point, management have
322R FT2NX¥Y O ! yi Al S ing CED KediTkl oo £hdse fo @ffioadth’ dzy’ R
considerable personal stake in the company at record prices while leaving ordinary
shareholders high and ds\Whitehavenexecutives Haggarty and Plummer successfully
garnered a full bid for their previouslysted Excel Coal businelyg sellingto the ] { Qa
largest coal produceiPeabody Energy for US$1.5 billion in July 2006. While we would
not discount the potential forfuture corporate action in Whitehaven, we suspect
management will be unwilling to part witkuch a valuable suite of assets forything

less than full value.

Selector Funds Management Limited

ACN 102756347 AFSL 225316

Level 3, 66 Hunter Street Sydney NSW 2000, Australia
Telephone 612 8090 3610 Web www.selectorfund.com.au



DecemberR009 SelectoAustralian Equitiefund Quarterly Newsletter #26

Table 2 Whitehaven Coal Financial Snapshot

PQa 2008 | 2009 2010(f) | 2011(f) | 2012(f)
Revenue 252.0 |489.4 |362.2 |510.6 |863.0
Operating Margin (%) 12.6 14.2 19.5 24.8 21.9
Underlying EB DA 35.0 136.5 |106.1 | 145.0 |346.1
Underlying EBITA 17.0 110.2 | 78.8 113.9 |304.8
Underlying NPAT 12.9 77.3 56.9 82.0 218.0
Net Debt / (net cash) (25.6) | (78.4) |(85.1) | (127.5)] (313.2)
Market Capitalisation 1,771.4|1,278.3| 2,491.6| 2,491.6| 2,491.6
Enterprise Value 1,745.8| 1,199.9 | 2,406.5| 2,364.1| 2178.4
Production Profile (100% basis) Mtpq 2.7 3.3 4.2 6.1 10.1

Production Profile (equity basis) Mtp| 2.3 3.0 3.5 5.1 7.9

Earnings Yield (%) 0.9 5.8 3.3 4.8 13.8

ROCE (%) 3.8 15.0 9.3 13.4 357 10
Cover ratio n/a n/a n/a n/a n/a

GOCF / EBITDA (%) 51.1 99.4 157.6 |92.3 85.5
Underlyingearnings per share (¢) 3.3 19.0 11.9 17.2 45.8

PER 137 16.5 43.9 304 114

Share Price 30 June ($) 4.52 3.14 5.23* |5.23* |5.23*

Issued Capital million 3919 |407.1 |476.4 |476.4 |476.4

* Price as at 31 Dec 2009

LY GKS YSIFIYyGAYSsTS YIylr3asSySydaQa GlFal Aa G2 o
budget. The number of moving parts still to be overcome should not be underestimated,
particularly when you considehe added riskassociated with any underground mining

venture. That said, the path forward for the company is clear, the nesgsegulatory

hurdles aremapped out and the capital requiradin place and accounted for. All that is
requiredis time anda successfuéxecution of the business roadmagpv
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Impedimed (IPD)

Table3: Impedimed Limited Corporate History 202609

Nov 2006 | Pre IPO raised $20M

Nov 2006 | Starfish Ventures holding 37%EO Panaccjweviousy bacled RedMed
(RMD), RRTeX (SRK)venture capitalist role

Nov 2006 | Versant Ventures 8% | leading US venture capitalist to medicaligtart
Nov 2006 | Macquarie Alternative Investment 8.5%

Mar 2007 | US 5 years National Institutes of Health (NIH) trial results show secor
lymphoedema can be reversed with early detection and treatment
April 2007 | First US FDA clearance for lymphoedema device (Imp XCA)

Sept 2007 | IPO to raise $18M @ $0.72¢

Oct 2007 | Acquired Xitron to expand patent based Bioimpedence Spectroscopy,
(BIS) dewe

Dec 2007 | Positive reimbursement report

July 2008 | Placement raised $3M @ $0.75¢

Oct 2008 | FDA clearance for lymphoedema devigedx (U400pn arms of breast
cancer patients

Nov 2008 | NSW Breast Cancer Institute adopti®éx technology

Jan 2009 | Placenent raised $2M @ $0.70¢ 11
May 2009 | Underwritten placement raised $5M @ $0.64¢

May 2009 | Shareholder entitlement offer 1:9 ratio @ $0.64¢ eai$7M
June 2009 | NHS Great Western Hospital Swindon adopbek U400

We have followed Impedimed (IPD) for a tedaly short period of time. That said,

we have had a couple of one on ofeS S i WwighIn@riagement and explored other
AYVF2NXYIEGAZ2Y &a2dz2NOS&a® LYLISRAYSRQ&A& YIAY LINE
This disease has a high incidence in breast cancer and malncer paents. See

Diagram?2 followingpage
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What is secondary lymphoedenta

From bacground reading, and the experience of a family member of one of our
investmentmanagers, we learnt that surgery and radiotherapy form the backbone of
first line breat cancer treatment. Both treatments inflict trauma on the surrounding
tissues which commonly involves unavoidable and irreversible damage to the
lymphatic system. Lymph is the fluid, transported around the body via a network of
channels, supping nutrients and other metabolites to tissues and organs. When
these channels are damaged, there is a net accumulation of fluid in the affected
tissue. This swelling is called secondary lymphoedema, a chronic and progressive
condition experienced by a significantmber of women who undergo treatment for
breast cancer.

Secondary lymphoedema can affect one or both arms. As the disease deteriorates,
the build-up of protein rich fluids in the arm leads to inflammation and fibrosis.
Other than use of a compression bamg#gaworn for months at a time there are
limited treatment options available.

Diagram 2 Lymphoedema incidence
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Bioelectrical impedance analysis for the early detection of lymphoedema

The breakthrough idea that undexB Impedimedindicates that pre-operative
assessment enables the early diagnosis and successful treatment of secondary
lymphoedema.

Until now most physicians used indireahd rather antiquatedmeasurements of
lymphoedema such as arm circumference or wodL; the use ofa tape measure or
limb displacement in a bucket of water.
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Studies undertaken at the Queensland University of Technology revealed that
bioelectrical impedance analysis (BIA) could reliably detect subclinical lymphoedema.
The physiologicathanges of lymphoedema occur well before the swellpgears

and BIA provides a better measurement of limb fluid volume.

The device scans the limb over a range of frequencies and uses proprietary software
algorithms to process the data into a clinicalgefulbioimpedence measurement.

Impedimedprospectus

A scan of the Impedimed prospectus, dated September 11 2007, reveals that Starfish
Venture Capital held around 37% of Impedimieefore the initial public offering
(IPO) and did not sell any stockanthe IPO. Today its holding stands at 30% after
the issue of shares to new investalduted its stake

So on a recent trip to Melbourne we met up with Starfish Ventures founder Michael
Panaccio.Starfish specialises in early stage investments in mediodl biotech
companies. Prior to establishing Starfish, Panaasanvestment manager for JAFCO
Investment Asia Pacific, was the venture capitalist behind SIRTeX Madiwallate

M h i €2 BIRTeX story September 2@08arterly newsletter) and from which our 14

relationship developedP Ly (i SNXB & (i A y\aritudeX capitalisy” Fol®d Cals@ Q&

extended to medical device company ResMed, wtaalrently forms one of our
investment portfoliocholdings

Diagram3. Disease progression
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Our Melbourne visit represented another chapter in threpedimedbook as we
build on our knowledge and understandingtbé companyand the key challengsat

faces. It quickly became evident that the mamurdle facing the groupis in
navigating the path t&ategory 1 reimbursement in the United States.

A Category Icodeformally establisheghe processhat doctors willbe reimbursed

for using the productAdoption and usage of this monitoring devitieereby offers
doctors a pofitable means to treat patients via regular checkups. Under the
Impedimed business model, Category 1 adoption would lift consumable demand
from all doctors and specialistsvho would be contracied to buy from the group
reaultingin anongoingannuityincomestream for Impedimed.

Diagram 4.The EDex U400 devise & how it works
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frequency dependent current flow to quantify changes
SEGNI OStfdzf  NJ FEdZAR Ay GKS LI
surgeon or oncologist in clinically assessing early signs
lymphoedema. The dDex technology is specific for extracellular flu
YR A& dzy FTFSOGSR o6& OKIy3aSa

in fat mass or muscle mass. As fluid accumulates thex value
increases on the scale. Thékx number provides an irestt tool for
assisting in the clinical assessment of lymphoedema progressio|

well as an easy way to track change in the patient over ti

L-Dex values for a normal patient without lymphoedema will fall
the range of-10 to +10. The presence or absenof lymphoedema is
assessed by comparing the patient®éx test to this range and tq
their past EDex tests.
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What we liked
Initially a couple of important factors attracted us to the business.

1) The product is an FDA (UB0BH & DrugAdministratior) cleared device
designed for early detection and monitoring of secondary lymphoedema, a
common side effect of lymph node biopsy dissection or removal during
breast and pelvic cancer.

2) If left untreated secondary lymphoedema can progress toiraeversible
conditiong permanent severe limb swelling.

3) The key challenge of the business is navigation of the US reimbursement
systems.The lbard and managementteam has a track record of industry
success in medical devices in the target market.

4) Boardand managementold significant equity.

5) The product is uniguandthe competitive landscape is stable.

6) A successful reimbursement application would deliver the group significant IP
protection and access to an attractive annuity income stream.

7) Breast canceis a high incidencandhigh profile disease attracting significant 16
global government attention.

How will it pan out?

The American Society of Breast Surgeons (ASBS) has invited Impedimed to establish a
patient register with the goal of 20§ 300 surgeors adopting the technology and
tracking the long term patient benefits. The aim is to provide further evidence that
early intervention prevents the irreversible disease. An earlier five year trial study
carried out by the National Institutes of Health (N&i)Jd announced by the company

to the market in March 2007 clearly established the case for early detection.

One key positive for the group is theDlex U400 product is already FDA approved
and is in use by leading US breast cancer surgeons. Howevergthateey pathway
remains uncertain and complicateBurthermore in a typical Catcl22 situation we

are also aware that surgeon uptake is one of the most important factors in
establishing reimbursement codes, howeyvetthout reimbursement in placemany
surgeons are slow to move. So the ASBS register is an important step in the process.

In the first half of 2010, Impedimed will learn of the success, or otherwise, of their
Category 1 reimbursement application. Should it fail with its initial applicattos,
company is most likely to receive a Category 3 reimbursement code which will
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involve a much slower road to market acceptance. Either way, the company which
currently has a market capitalisation of $86 million, will in all likelihood require more
fundsalong the way.

Starfish have a high level of confidence in the technology, in management and in the
business model. We share these views. They also believe that the greatest risk to the
company is time.

That is,time to get the reimbursement code, time get to break even and time to
become the gold standard in testing and preventing the onset of secondary
lymphoedema. We thinkn balanceh i Q& | 22 dzNYy S& g2 NI K F2ff 25

Governments and Debts

In our June 2009 quarterly newsletter we turned our atien to the natural healing

process that companies undertakéuring times of financial hardship; more
O2YY2yfté NBFSNNBR G2 a OFLAGEFEE NXAaiay3Iad
focused on the need of businesses to repair stretched balance shaesstime of

investor apprehension and weak earnings profile. That so many comgatyutives

G221 FTROGIYyGFr3sS 2F GKS YIN]JSGQa LINBLI NBRySa
highly dilutive raisings has now largely run its course. However for governrents  —
situation is not as easy to remedy. Unfortunately, one of the real casualties to

emerge from the events of last yeaurrounds the impact that growing government

debts will have on both the public at large and economies in general.

Table4: Government Deficits

Government Deficits
mzo08 O 2009 02010 (E) O2014 (E)

Australia Canada LK LS Eurc area Japan

LIEIR

-1

-12 1

_14 -
-1g 1 % of GOP
Source: Treaswry, IMF, G3)BW Research Estimates
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TablesA and5 - provided courtesyf Goldman Sachs JBWereringinto sharp focus

0KS RAfTSYYIlI T OAy3 Yadyigregidng. In(Tab, whiBtNieE RQa YI 2
2OSNIOBNY &Sy 5STFAOAGAE &AAldzr GA2Y Aa F2NBOI
maintain ongoing economic stimulus will see government deficits in place for many

years to come. Interestingly, the US is expected to reduce its deficit dramatically

from its 2009 pealbof 14% of its Gross Domestic Product (GDP) to about 5% by 2014.

l'd GKS &arYS GAYSE 1dAIONIEAlFI Qa8 RSTFAOAG A& ¢
Japan find themselves maintaining uncomfortably high deficits

Too Much Debt

The impact that running cdinuous deficits has on the finances of a country is
clearly highlighted in Tabl While all countries are forecast to experience rising net
government debts as a percentage of GDP by 2014, the magnitude of the rise varies.
From a surplus position in P8, Australia is expected to see its net debt position
settle at around 10% of GDP during this period. In contrast, theHgK)S and Euro
areas will all experience large jumps imet debt to around 780% of GDP, while
Japan has its work well and trulytcout with a figure well north of 120% of GDP.

Table5: Net Government Debt 18

Met Government Debt

B z0068 O 20039 O2010 (E) O2014 (E)
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_2|:|_
Source: Treasury, IMF

As net debt levels rise, any material lift in interest rates from current settings of near

zero will cost goverments dearly. The need to raise additional revenue streams
understandably becomes a high priority to meet these rising costs asagfeihding

2y32Ay3 ONBIFRSNI O2YYdzyAle ySSRad 2AGK &dzOK
no wonder that investors need teemain vigilant to both the opportunity that this

presents as well as theotential threat that might impactexisting business profits.

On one hand, governments of all persuasions will look to outsource and tempt

investors with new floatation offeringsc illustrated by the Queensland
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D2OBSNYYSyidQa NI Obwhiits rail@setidnvdile on the dthed raridf
looking to extract more in the form of higher taxes and royalty chardés.while
companies have acted quickly to raise funds and restore tednigalance sheets,
governments are still caught in the crosshairs with many hurdles still to jamp.

Smaltscale renewableenergy- two casestudies

What would it take for more people to risk some of their hard earneghcia a
houséhold renewable energy projeci® growingconcen about climate change? .....
PossiblyA better than deent return on investment? ..More likely.

RLASTIC BASS IN AUSTRALIAL ...

HeY! PeT2R GARRETT'S BANNING wc'Re SAV@D.'.I

19

Depending on where you live and the type of renewable energy solution chosen, a
decent eturn on investment is now on offer, helped in no small way by generous
government rebates and feeit tariffs’. Following are two case studies of a recent
personal experience in this area by a member of the investment team.

1. Solar Photovoltaic

Spurredon by the rising price of electricity and encouraged by generous incentives,

one of us recently investigated the option of putting solar panels on our house. The

a2t N LI ySt aeadasSy ¢2dZ R ISYSNIGS GaNBSyé
existing hosehold electricity usage.

! Feedin tariffs arethe price your electricitysupplierpays you for the green energpu generate andeed backinto the power
grid ¢ is often much higher than the price paid for grid provided power
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Solar panels on our roof

Our traditional Californian Bungalow house, although pointing in the right direction
(i.e. north facing roof), was less than ideal due to its modest size and the affect of
earlier alterations. About te years ago the roof space was converted into"a 2
storey attic, creating a large room for general retreat. Unfortunately thestrey
dormer windows have now reduced the usable north facing roof space that can be
devoted to solar panels.

aD223fS YI LA LAéﬂdzf\TJé 2F 2dzNJ K2dzaS NeB2F

Not to be deterred, a couple of solar panel companies were duly called aois)
requested for turning theavailable roof space into a mini renewable power
generator. The system woulde connected to the local power grid. Excess energy
not used by the house would be fed bankoi the grid for others to use.

HowlLJK 2 G 2 @davorki F A OQa

SOLAR PANELS a— S =

Diagram 5.Solar panels at work
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Before we get to the specifics of the roof insdilbn, lets briefly recap on what is a

grid connected solar panel system and how photovoltaic (PV) solar panels work. In
short, a photovoltaic solar panel consists of an array of individual solar cells made of
very pure silicon (the expensive bit) arrangen a panel and sandwiched between
toughened glass. Photons (sunlight) hit the panel causing the release of some
electrons from the silicon. The electrons start to flow thus generating electrical
energy.

t+ LIySta KFEZS 06SSy | NihamhRhe B effédtSvadifistS S NI &
20 a3SNWUSR RdANAYy3I (GKS mMynnQad ¢KS LI ySfta KI
with a typical useful life of 2B0 years (and possibly longer). The average efficiency

of current solar panel technology in converting aualia sunlight into electrical

energy is about 102%. This has improved from under 5% efficiency when first
developed.

The energy available in sunlight at a latitude equivalent to Sydney averages at
around 1000 watts (1Kw) per square metre during peakighatylhours (about %

hours per day averaged over a yea capacity factor of approximately 25%). Solar 21
panels will generate 10020 watts per square metre at the current -12%
efficiency levels.

The other expensive bit of kit in a solar panel systeitné inverter that converts the
typically 1248V DC power from the solar panels into 240V AC power that can be fed
back into the local power grid. Lastly we need an extra meter to measure the
electricity we generate so we can get paid for it.

Renewable Bergy Certificates (RELs

In Australia, Renewable Energy Certifica(BECsare electronic certificates that

reside on a publicly available Internet databa$¥=G are generated under the
CSRSNJI f D2OSNYYSyiQa alyRIFIG2NE wfeySglofsS
Certificates are issued by the government for the generation of renewable energy,

which large wholesale buyers of electricity (such as electricity retailers) are then

obliged to purchase in order tilfil 0 K SA NJ w9/ demahdfdr RE€8pBge 6 4SS 4
23).

RECs can be created from a range of renewable energy sources including PV solar
systems, rooftop household solar hot water systems, small and large wind farms and
hydro electricschemes (such as Snowy Hydro).
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They are generally created whemeegawatthour of renewable energy displaces an
Sljdza @I £ Sy i | Y2 dzf Biheyzafe interdéd-tcapproxirBaye $hid Bost of
displacing one ton of C@enerated from fossil fuel energy sourc@he Australian
market for RECs trades on a wholesale dastween registered participants and in
parcels sizes of 5,000 or more.

Supply of RECs 22

The RECs legislation awasiIRECs for each megawatt hour of renewable energy
generated annuallyo households installing a PV system of 1.5Kwizeor smaller

(i.e. 1standard REC + 4 bonBR&EG per Mwh). This bonus is to be phased out over
five years so that by 2016 only 1 REC is received per Mwh of renewable electricity. At
our Sydney location a 1Kw PV system will receive 1.382 RECs per’amhuma
1.5Kw syem is entitled to 2.073 RECs (p&.1.382RECs/Kw 1.Kw).

Since our system is not greater than 1.5Kw in size, we receive the 4 bonus RECs per
Mwh for a total of 10.365 RECempannum For PV systems larger than 1.5Kw in size
the RECs are received 014 bass for the excess above 1.5Kw.

Under the RECs legislation, solar panel system owners can forward sell 15 years of
RECs in one upfront transactiare(10.365 REGs15 yearss 155.475 RECS)

RECs market in oversupply

Thelevel ofbonus RECs bejrallocated to owners of small household PV systems
plus the ability to forward sell 15 years of RECs upfront is adding to the recent
oversupply of RECs in the marketpla@Gembined with an equally generous Federal

2 Electricity generated from fossiléls such as coal, o# gas

3Figure determinedsingtheh FFA OS 2F GKS wSySsl of Stafle@MBrérgov@i dzt  §2ND& 12y S NI G
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Government rebate for solar hot wateystems, has seen the market flooded with
RECs in the past 12 months.

During this periodREC prices have fallen by about 40% to around $30 today. The
consequences of the price fall are both obvious, in that a lower cost offset to the
installation of a P\system is available, but also less obvious in that the project life
returns for large scale renewable energy projects being planned are very dependent
on the REC prices they receive. The viability of many of these projects is marginal at a
$30 REC price dmmay lead to project deferral or complete abandonment.

Demand for RECs

¢tKS RSYFYR aARS 2F (GKS w9/4&a YIN]JSG Aa
generate 20% of its electricity from renewaldeurces by 2020 under the MRET
schemedescribed earlier

To meet this target, buyers of wholesale electricity (e.g. electricity retailers such as
AGL and Origin) must purchase up to 20% of their electricity from renewable sources?3
by 2020. They can do this by either generating or buying the renewable electricity
directly themselves or alternatively buying RECs to the value of 20% of the electricity
they sell. The recent failure to enact an emissions trading scheme in Australia plus
the lack of any binding agreement emerging out of the Copenhagen climate
conferencehas seen the demand outlook for RECs soften along with the price for
other globally traded emission permits.

1.5KwPVsystan size

So back to our house and the grid connected solar system. The general consensus
from the professionals who visited was thatcould manage a maximum 1.5Kw
system on the roof, needing about 12 sq metres of north facing roof space (9 panels
of 170w each at 1.5m x 0.9m per panelhequotes for supplying and installing the
system came in at about $8)0 net. This roughlgreaks out aollows:

Quotes for a 1.5Kw grid connected solar panel system

Cost of panels, inverter + new meter $11,000
Less sale of RECs (155 RECs @ $30 each) ($4.600)
Net cost of 1.5Kw solar panel system $6,400

The cost of the system pre any subiess/RECs is therefore about-87per watt of
generating capacity.
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Chinese importgriving downPV costs

The recent entry into the PV panel manufacturing industry by the Chinese, has seen
prices per watt fall by 2@0% in the past year alone &owas $1112 pre price fall)

with more likely in the years ahead as improved manufacturing technologies and
greater scale efficiencies kick in. Technology advancements are also likely to see the
current 1312% energy efficiency conversion ratios rise sgjlg, possibly above the

20% levels over the next decade, further reducing the cost per watt.

The tipping point for mass consumer taip of PV technology appears to be near.
Even without subsidies such as the bonus RECs currently on offer, the payback
period of a PV system is being quickly shortened by the falling cost of equipment and
the rapidly rising cost of electricity.

So turningbackto the PV system installed on our house, an average of aBdut
Kwh per day of renewable electricityould be geerated

Calculation 24

12 sgm of PV panels

x 1Kw | sgm of energy in sunlight
x 10% efficiency level of PV panels
x 6hrs |day of average peak sunlig
= 7.2Kwh |day

x 365 days

= 2600Kwh or 2.6Mwh pa

AverageAussiehousehold

The average Ausdtian household uses about IBKwh of electricity per day. Our
household isvithin average at 16 Kwh of electricity consumption per day.

The 1.5Kw solar panel system would therefore be good for a little over one third of
our daily energy needs (more smmmer, less in winter).

The retail electricity price in NSW is about 20c per KWiis makes our annual
electricity bill roughly $1200 per annum, or $300 per quarter. The grid connected
solar system would therefore offset about $500 of electricity cémtour household

(assuming the same price is received for the solar generated electricity as is paid for
grid electricity).
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Attractive feed-in tariffs

But here is where things get interesting. The state of NSW has recently introduced
what many regardas the most generous fead tariffs in the world. Most other
Australian states also have generous feedariffs, but less so than NSWh NSW,
residents with solar or micro wind grid connected systems receive a grossrfeed
tariff of 60c/Kwh, about 3imes the rate consumers currently pay for grid power.

What this means is that instead of receiving the same price for renewable electricity
fed into the grid as is paid for power drawn from the grid (20c/Kwh), to encourage
the takeup of renewable energtechnologies, the NSW Government has mandated
that energy retailers must pay 60c per Kwh for all gross renewable electricity fed into
the power grid regardless of whether there is excess electricity generated or not.

Not only isthis rate the highest irAustralia, but it pays for renewable electricity on a
gross basis rather than on a net basisisshe casdn other state§. Under a net
basis, households will only receive the higher faedariff when more electricity is

generated over a billing periothan used T2 NBOSA 0SS (i aday 8% ¢

household would have to install a system that generates more electricity than they
consume, and then they only get the high feiadtariff rate on the surplus electricity
generated (the net) with the rest tffet against usage on a one for one basis (i.e. at
20c/Kwh)

Average household with a 1.5Kw grid connected PV system
Annual Electricity (Expense) | Rebate

Gross feed in tariff @60c

Electricity use @ 18Kwh day = (6,600 Kwh) x 20c ($1,320)
Electricly generated @ 7Kwh day = 2,600 Kwh x 60c $1560
Net (cost) | rebate for household elect = (4,000 Kwh) $240
Net feed in tariff @ 60c

Electricity use @ 18Kwh day = (6,600 Kwh)

Electricity generated @ 7Kwh day = 2,600 Kwh

Net elect used @ 11Kwh = (4,000 Kwh) x 20c ($800)
Net (cost) | rebate of electricity to household ($800)

CS8R Ay GFNRTT 2F cnO A& y20 NBOSAGSR dzyR

* ACT also pays on a gross basis but at a lower rate of 44c/Kwh
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As illustrated on page 25KtS & 3 NRidtariéf bagisSa8oRted iNSW means that
an average household using 18Kwh per day and installing a 1.5Kw solar panel
installation effectively eliminates their electricity costs at the current 20cfidee of

St SOUNROAGRED ¢KS &lIYS K2dzaSK2f Rngdof RS NJ |

net 11Kwh per day or about $8(a.

Too good to be true?

Although the NSW feedth tariff rate is the highest in Australia, the main limitation is
its short duration, beingguaranteel at this rate for just 7 years.lfther statesand
Territories have offered longer programs of 22 years. There is also a cap on the
number of systems that will receive the higher rate, being 50 megawatts of total
capacity for the state, or about 33,000 homes with a 1.5Kw system.

Very attractive returns

So whatare the returns from our investrm in this green energy option?

ay

26

Return calculations

Net system cost: $6,400 installed
Energy generated: 2,600Kwh p.a.
Feedin rate: 60c|Kwh
Returns: $1,5%0 pa

This equates to a return on investment 24% per annum guaranteed for 7 yea#s.

this rate the system is paid off in 4.5 years. This means that after 4.5, yhars
owner gets a free ride with the opportunity to sell another 2.5 years of solar
electricity at the very generous rate of 60c/Kwiosgs.

After the initial 7 year progranthere are possibly anothet5-20 years of electricity

to be generated by the system. To be sure, the NSW-feddriff beyond 7 years is
unknownbut is udikely to be less than the prevailing retail price of efmity (which

as we know is expected to rise rapidly). Essentially one locks in the electricity price
for near enough to a lifetime for more than a third of existing electricity
consumption.With some modest efficiency measures one may even be able to
reduce household electricity usage further such that the free element is even more
than a third of usage.
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2. Small Scale Wind

Although the price of renewable solar has fallen dramatiaaligr the past couple of
years, the same economic and technologicatés have also been at work with wind
power, such that the capital cost is still below that of PV a7 $&r Kw of generating
capacity (presubsidies) for small scale systems.

In addition, in a strong wind resource area, wind has the potential teegge more
energy over a year than is available from solar. Most wind farms are struck on a
capacity factor of 3@10% meaning the wind is only blowing 3% of the time
allowing electricity to be generated. As explained earlier, the same capacity facto
for solar is lower at about 230%.
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