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Hedge Fund Picks: Solar, Energy Storage, Water … and Biofuels

In spite of biofuels' troubles, a Connective Capital partner says there's still money

to be made in the sector. And fund executives say greentech isn't headed for a

crash.

Despite all the difficulties facing the ethanol industry -- such as shrinking margins, canceled

plants, environmental concerns and even a study suggesting an ethanol fire is harder to

extinguish than a gasoline fire -- Rob Romero, a managing partner at Connective Capital, still

thinks biofuel investments are worth pursuing.

At a hedge-fund investment panel Wednesday at the Cleantech Forum in San Francisco, he

listed biofuel as one of his interest areas as a fund manager.

It’s not that Romero is blind to the ethanol industry’s hardships. He just thinks investors have to

know where to look. And he’s looking to invest, not in ethanol manufacturers, but in the

industry’s supporting businesses.

"All the people who are making money aren’t the ethanol refiners," Romero said, adding that

the moneymakers are farmers, seed suppliers and fertilizer manufacturers.

"[Those are] the type of markets we are chasing as a hedge fund," he said. "It’s  not investing

across the value chain, but frankly making long and short investments to keep the volatility

down for our investors."

Speaking to a crowd with an entrepreneurial bent, Romero also dispensed hints for venture

capitalists and startups.

He sees a big opportunity for energy-storage technologies that can expand the use of solar and

wind power, as well as for companies that can lower the cost of solar energy to that of

conventional electricity -- about $1 per watt, he said.

Not surprisingly, Romero cited thin-film maker First Solar (NSDQ: FSLR) as a low-cost leader.

First Solar has been an investor favorite, with shares that doubled in December and a fourth-

quarter income that grew more than sevenfold from the year-ago quarter. And although a

slew of companies, like Nanosolar and HelioVolt, are developing the technology, Romero

doesn’t see any of them as a threat to First Solar.

"Frankly, I’m really surprised that nobody has put up a big challenge to First Solar," he said.

"They have the market to themselves right now, relative to the low cost point."

Another panelist, Gerard Sweeney, cited water as a top investment opportunity. Sweeney, a

senior analyst at AquaTerra Asset Management, said water is inexpensive in the United States

today.

"There is a great opportunity to really increase that pricing," he said. And utilities are going to be

prime beneficiaries."

Companies repairing, replacing and building water infrastructure, such as piping and valves,

as well as those developing filtration, metering and sensoring technologies, also stand to

benefit, he said.

Overall, the hedge-fund panelists said they aren’t shying away from cleantech because of fears

of a bubble. In spite of record-breaking amounts of investment, the hedge-fund executives
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said they see significant differences between the cleantech industry and the dot-com industry of

the 1990s.

"Despite the amount of capital that has come into the space, I do think the market is just a lot

bigger," Romero said, adding that energy consumption continues to grow dramatically,

especially in developing countries like India and China.

Spenser Hempleman, a portfolio manager with Ardsley Partners, added that the difference is

the number of "real" greentech companies with assets in the ground.

"Yes, I agree that multiples have gotten excessive in certain subsectors and certain

companies," he said. "I agree there is some vulnerability to that growth going forward."

But alternative energy prices are falling while other energy sources are becoming more

expensive, he said.

Add that to major motivators like flooding in South Africa, a blizzard in China and a major power

outage in Florida, as well as the growing difficulty of getting permits for coal-fired plants in

Europe and the United States, and "you don’t have a lot of alternatives" to alternative energy, he

said.
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