











Turning Green into Gold

AUSTRALIAN IPOs AND
THE PUBLIC MARKET

The buzz in cleantech hasn’t been
limited to new investments. There
have been several cleantech
company listings on the public
equity markets in Australia, the first
one we found was in 1974 (Green
Pacific Energy Ltd.).

¢ A systematic search of cleantech
company listings on the Australian
Stock Exchange (going back to

1974) yielded some 62 companies.

In addition, we found 3 Australian
cleantech companies listed on
the London Stock Exchange’s
Alternative Investment Market
(AIM) and the 1 on the National
Stock Exchange (NSX - formerly
the Newcastle Stock Exchange).

¢ 2005 and 2006 saw an up-tick of
13 and 10 new cleantech listings
respectively.

¢ For the 51 IPOs for which the
information was disclosed,

> The total amounts raised were
$1,222m ($815m US). The
amounts raised in each IPO
ranged between $1m ($0.74m
US) (CDS Technologies Ltd in
1997) and almost $400m ($305m
US) (Babcock and Brown Wind
Partners in Q4 2005).

> The average amounts raised was
$24m ($16m US). However the
median amount raised was only
$6m ($4m US), so the data is
skewed by a few of the larger
listings.

¢ The largest market caps of public
cleantech companies were found
in the Recycling/Waste segment,
followed by Energy Generation.
Some 40% of the combined
market cap of the 13 companies in
the Recycling/Waste segment was
taken up by TransPacific Industries
(TPI) which listed on the Australian
Stock Exchange in Q3 2005.A new
avenue is opening up in 2007 for
listings of cleantech companies.
The National Stock Exchange of
Australia with Financial & Energy

Exchange Limited launched

the FEX-SIM (Sustainable and
Cleantech Investment Market) in
September of 2007. According to
the sponsors, the FEX-SIM will
focus on “companies dedicated
to identifying and promoting
innovative solutions that support
the transition to a clean, secure
and sustainable future”.

More IPOs can be expected in the
coming years as venture funding
remains active, cleantech companies

mature and as public markets

and institutional investors become
increasingly informed about and
enamored with the concept of
cleantech. The question remains
as to whether listings of companies
are a surrogate for raising capital
rather than for active stock trading
- especially when the capital raises
are modest. Cleantech stocks
worldwide tend to be thinly traded,
and sometimes turn to private
markets for additional capital where
required.

Figure 24: IPOs of Australian Cleantech companies
(on the ASX, AIM and NSX)
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Figure 25: Australian Cleantech IPOs
Total Disclosed Market Cap by Segment in July 2007 (AUDm)
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DISCUSSION: FUTURE
EXITS AND BARRIERS
TO GROWTH

Future Exits

Due to its broad range of
applications and different end-
markets, exit activity in cleantech
will differ greatly in terms of the

buyers, sellers, timing and valuation.

We anticipate that several factors
will determine future exit routes
for venture capital investors in
Australian cleantech companies,
including:

¢ Fundraising by venture capitalists
- will enough capital be available
for future rounds or will companies
have to look elsewhere?

e Access to public markets - in the
region and also internationally.

¢ Consolidation in the cleantech
industry segments - to what
extent existing cleantech
companies will seek to vertically
integrate and create exit
opportunities for investors.

¢ The extent to which large
companies will continue to expand
into cleantech markets and do
S0 via acquisition or in-house
development, or both.

Given the international demand

for cleantech companies by public
and private investors as well as by
existing corporations, we can expect
a healthy exit market for Australian
cleantech companies in the coming
years.

Barriers to Cleantech
Expansion

The findings of the study indicate
that there is still much room for
growth in Australian cleantech
investing, especially compared

with growth rates in the category
internationally. In addition, we have
seen several instances of Australian
companies leaving Australia -
choosing to develop their company
in larger more supportive markets,
especially in Europe and the US.

The risk is that Australia loses its
competitive advantage in a key
growth industry for the coming
century. What has been holding
things back?

Capital Barriers

¢ Australia faces a distinct scarcity
of angel investors and pre-seed
and seed stage capital, especially
compared with the US. Other
non-US countries facing the
same gap (such as Canada and
the UK) have overcome this with
extensive governmental-sponsored
incubators and bigger resources
for university tech transfer
programmes.

¢ The lack of angel investing in
Australia is exacerbated by little
corporate venturing money
being put to work by large
Australian companies, especially
in the technology/ industrial/
manufacturing sectors. The
corporate venturing we did see
in the study was from energy
companies, or international
conglomerates.

e Cleantech is still a relatively new
term to Australian investors.
It will take some time to build
understanding and credibility
beyond those investors already
actively participating. This applies
to investors right through the
value chain - from institutional
investors to venture capitalists and
individual investors.

¢ Australian Superannuation funds
are large by global comparisons,
yet asset allocations to alternative
investments, private equity and
infrastructure are relatively low.
This has meant that venture
capital investors have been slow
in raising funds — especially
specialists.

Barriers for Companies

e Several venture capital investors
we spoke to mentioned that a
key problem for Australian VC
investors is finding the good, serial
entrepreneurs and management
teams in which to invest. There
is a perceived need to improve
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the quality of the management
teams overall in the sector - in
the US this was partly overcome
by experienced entrepreneurs
transferring over from other
sectors such as semi-conductors
or software into cleantech. The
pool of such talent in Australia is
smaller, so there is an opportunity
to structure remuneration
packages to attract people with
sector and business experience
to take the challenge of steering
cleantech start-ups to success.
Also, perhaps, to lure all those
expatriate Australians back home.

¢ For Australian companies, large

scale growth prospects nearly
always means international
expansion. Extra resources are
needed for these companies to
develop international partners and
channels, especially if they are
thinking of manufacturing abroad.
Some companies have simply
moved their whole operation
abroad instead - a loss for the
Australian economy. Others have
developed joint ventures and
alliances to better access markets.
In this context, international
investor syndicates and corporate
venturing are thus especially
valuable.
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Policy Barriers

e State and Local governments
have instituted a variety of
programmes which aim to support
the creation of cleantech industries
and markets. However, rules
change and the regulations are
fragmented, hampering investment
and growth due to this regulatory
uncertainty.

Cleantech is at a critical juncture

in Australia. It is going to follow
international trends or remain a niche
investment activity? What will tip it
over the edge? In Australian cleantech
investing, perhaps the largest barrier
so far has been inexperience -
magnified by weak information on
market size, investment history and
opportunities.

Cleantech in Australia clearly has much
potential. However as an investment
category we consider it somewhat
under-exploited at present, especially
compared to international markets.
While North America is starting to
become deal constrained, Australia
appears to be somewhat capital
constrained. Several financing gaps
were found - in particular in both very
early and much later stage equity
financing and in institutional investors’
asset allocation. In addition, the level
of strategic investment, joint ventures
and alliances (i.e. by large companies)
in cleantech is less pronounced than in
other regions of the world.

These gaps might soon be exploited
by international investors given the
popularity of the category in other
regions of the world and the otherwise
good investment climate in Australia.
By partnering with local investors,
international investors can offer
capital, experience and access to
global markets needed for Australian
cleantech companies’ growth.

This situation is starting to turn around
with heightened public, super fund

¢ Many of the Federal policies and
programmes outlined earlier in the
report are relatively recent and
will take a while to generate new
technologies and businesses.

o Likewise, the recent announcement
of a federal greenhouse gas
trading scheme will be a positive
driver for cleantech investment
over time. Federal Government
policy signals on the Kyoto Protocol
and Mandatory Renewable Energy

and governmental awareness of the
many large scale ecological problems
Australia faces and as the scale of the
entrepreneurial opportunity unfolds.
Our analysis indicates that the following
factors will be needed in Australia to
build a truly world-class cleantech
industry and investment category:

¢ More seed and early stage
funding for tech transfer, proof
of concept/prototypes and early
commercialisation.

e Expanded support for local markets
for clean technologies; especially
in clean energy generation
technologies that compete with an
entrenched fossil fuel industry.

e Stronger connections being made
between global markets and
Australian cleantech companies.

¢ More engagement of large
Australian and international
corporations with cleantech
ventures and fast growth
companies.

e Improved quality of the
entrepreneurial management
teams to successfully bring these
technologies to scale.

e Increased expansion stage funding,
particularly to enable companies to
access international markets.

e Some big successful exits via M&A
or IPO to draw more corporate and
public investors into the space.
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Targets may have slowed the
growth of the clean energy market
in Australia, many of which need
policy support to grow to scale so
they can compete with Australia’s
relatively low-cost fossil fuel
sources.

¢ Clear and comprehensive policy
signals and programmes to support
clean technology development
and commericalisation in Australia
could have a profound impact.

The health of public markets will also
influence whether and in what stages
venture capital is invested in cleantech
companies. The global trend towards
listing on AIM has also caught on in
Australia, as has the use of a public
listing as a means to raise capital
rather than exit equity investors. There
is concern that cleantech stocks - on
AIM and the ASX - are too thinly
traded, so that companies listed there
will turn back to private markets to
raise additional capital in order to grow.
If the IPO market slows, available
venture capital may become further
constrained because VC funds will

be forced to place additional capital
into their portfolio companies in lieu

of new investments. The demand for
M&A in cleantech by large established
companies will also play an important
role in how much and what type of VC
gets invested in Australian cleantech
companies.

Likewise other sources of capital -
project finance, buyouts and other debt
will complement new venture financing.
But if exit opportunities become less
certain, and VC funds have a hard

time fundraising, venture investing
activity into cleantech companies might
decelerate.

Australia’s cleantech industry will
undoubtedly grow in the coming
years. But with some serious growth
capital behind it - we expect it to grow
faster and stronger, generating some
significant environmental and financial
returns in the process.
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ABOUT THE CLEANTECH
NETWORK™, LLC

The Cleantech Network™ LLC is

an organization that catalyzes
investment, business opportunities
and relationships driving the growth
of cleantech globally. The Cleantech
Network™ popularized the term
cleantech in 2002 and defined

the category, providing investors,
executives, government agencies

and media accurate and consistent
data dating from 1999. The network
has over 8,000 cleantech investors
and 9,500 companies worldwide

that take advantage of the global
Cleantech Forums™, comprehensive
market research services and reports,
online proprietary deal flow, and

an investor directory. In addition,

the Cleantech Network™ provides
information services, including the
weekly market intelligence newsletter
Inside Cleantech™ and the quarterly
Cleantech Investment Monitor™ report
that tracks and analyzes all cleantech
investments, M&As and IPOs in North
America ,Europe, China and Australia.

1 Quoted by AVCAL (2005)

www.Oanda.com.
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CLEANTECH GROUP™, LLC

The Cleantech Group™ LLC provides
insight, opportunities and builds
relationships that catalyze and
accelerate the growth of cleantech
markets globally. The Cleantech
Group™ family of companies are the
founders of the cleantech investment
category and bring investors,
executives, thought leaders, policy
makers, and entrepreneurs together
to facilitate the growth of cleantech
globally through six business units;
the Cleantech Network™, Cleantech
Advisors™, Cleantech Indices™,
Cleantech Search™, Cleantech
China™, and Cleantech Media™. Since
introducing cleantech as a viable
investment thesis in 2002, the efforts
of the Cleantech Group™ companies
have spawned a new investment class
with an annual growth rate exceeding
50%, with more than $3.5 billion

in venture capital invested in North
America and Europe in 2006, a 45%
increase over 2005.

For further information, please
visit us at www.cleantech.com

PricewaterhouseCoopers/AVCAL (2007)

The Economist, Country Profile: Australia (2007)

SUMMARY

ABOUT CLEANTECH
VENTURES, AUSTRALIA

The team at Cleantech Ventures are
career cleantech professionals however
it was only quite recently, in 2003,
that we commenced investing funds in
high potential cleantech opportunities
from Australia’s first solely “sustainable
energy” focused early stage fund -

the Victorian Government funded

A$30 million ‘Centre for Energy and
Greenhouse Technologies Fund’
(CEGT).

It was the significant untapped
cleantech opportunity we saw in
Australia that underpinned the
subsequent successful raising of
Cleantech Ventures’ second fund,
the A$50 million ‘Cleantech Australia
Fund'. The investors in this fund are
the Commonwealth Government of
Australia and VicSuper.

Australian Bureau of Statistics, annual review of ‘Venture Capital and Later Stage Private Equity’ (2002)

Global Entrepreneurship Monitor, Australia. K.Hindle & K.Kim (2006). Australian Graduate School of Entrepreneurship

Research Report Series, Vol. 3, No. 8. Melbourne: Swinburne University of Technology.
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Citigroup, Climate Impacts, Adaptation and Vulnerability (June 2007). Citigroup Research.

8 Citigroup, Climate Impacts, Adaptation and Vulnerability (June 2007). Citigroup Research

9 http://www.globalwaterintel.com/index.php?page=desalLander

10 http://www.ap6.gov.au/

11 Total Australian VC is given by the Australian Bureau of Statistics annual review of ‘Venture Capital and Later Stage
Private Equity’ (Report ABS 5678.0) (2007).

12 GDP as measured by the International Monetary Fund (using the Purchasing Power Parity Method).

13 It should be noted that Cleantech Ventures Pty Ltd (Australia) categorises fuel cells separately to energy storage
technologies. Investments in fuel cell companies make up almost half of this segment due to significant investments into
Ceramic Fuel Cells which listed on the Australian Stock Exchange in Q3 2004 and subsequently on AIM in Q1 2006.

). AUSTRALIA 2007 / 28





