as they become mass produced and gain
some scale, will become economical in the
long run.

SM: How do you define alternative energy
for the fund?

TG: It’s alternative to fossil fuels. We invest
more or less in the alternatives to things that
are going to run out. So biofuels, solar, fuel
cells, wind, hydro, storage, geothermal, ef-
ficiency.

SM: What’s your take on ethanol?

TG: We have reduced our ethanol expo-
sure almost to zero. Ethanol will be a
great business, but companies must cap-
ture market share and will go through
periods of low profitability. The prob-
lem is that the main investments are in
the refining space. The companies, like
VeraSun Energy and Aventine Renewable
Energy, which we sold, have to buy corn
and sell ethanol, and recently, the price of
corn has doubled.

SM: Where are the biggest investing op-
portunities now in alternative energy?
TG: Over the next 25 years, the biggest
growth is in solar. Its use has been held
back by the fact that it’s expensive versus
burning fossil fuels for electricity. Turning
solar energy into electricity is a complicat-
ed, multistep process, and there are costs
associated with each part. There is also a
shortage of the type of silicon panels needed
to turn solar rays into proper energy. The to-
tal cost of solar will come down as produc-
tion rises. It’s a potentially explosive growth
business when the price of solar becomes
cheap enough or the price of oil, gas and
coal gets expensive enough.

SM: When will that be?

TG: I predict that the cost of solar will halve
as the cost of fossil fuels doubles in five years
at the earliest and 10 at the latest.

SM: What companies do you like in the
sector?

TG: Suntech Power is a solar cell and mod-
ule designer based in China. It’s not cheap.
It’s a classic growth stock. It has a strong
order book and has secured silicon supply.
Over time, we think it should be the low-
cost producer in the sector.

SM: What about wind power?

TG: Wind is a good growth business, and
it’s cost-competitive now with oil and gas
for creating electricity. Here we like Vestas.
It’s the No. 1 wind turbine manufacturer,
with a 30 percent market share, and it’s ex-

panding production plants in the U.S. and
China. Iberdrola also has exposure to wind
and hydropower.

SM: Fuel cells?

TG: Despite billions of dollars and peo-
ple’s best efforts, fuel cells don’t last long
enough. We are potentially 20 to 30 years
away from this technology being adapted
for automobiles, which is why we have
seen the advent of the hybrid car. We
haven’t had a tremendous amount of suc-
cess with these investments, and we have
trimmed them back.

SM: You also have a traditional energy
fund, the Guinness Atkinson Global En-
ergy fund. Should investors sell that and
buy the Alternative Energy fund?

The Guinness Book

TG: I think we still have a pretty good 30
years ahead of us in traditional energy. If
oil will be very expensive, as we predict, the
grandchildren of the people who own a bit
of oil in the ground will be very happy. It’s
like owning a city block in Manhattan. You
may go through ups and downs, but the
long-term trend is up.

SM: What'’s the biggest risk for the Alter-
native Energy fund?

TG: Twenty-five-dollar oil.

SM: How likely is that?

TG: It’s increasingly clear that we are in a
new era of $60 oil, and the people who
think we are ever going back to $30 oil
are fewer and fewer. And those who do are
plain wrong. ®

With high oil prices and the threat of global warming, alternative energy is
getting lots of attention. But what are the best bets? Here’s a sector-by-sector

look, courtesy of Tim Guinness.

~ SOLAR Over the next 25 years, solar power has the largest growth potential

European demand.

FUEL CELLS Fuel cells combine hydrogen and oxygen to
produce electricity, with water as a byproduct. But even after years
of research and investment, they don't last that long. Guinness has cut
back on this area—to 11 percent of the fund—because the technology
is in the early stages of development, especially for use in cars. He still
likes niche companies such as FuelCell Energy (FCEL, $7).

of the alternative sources for electricity. High costs have hindered its use, but
the cost is expected to become more competitive over the next five to 10
years. Solar companies make up the largest part of his fund—29 percent.
A favorite: Suntech Power (STP, $37).

WIND Unlike solar, wind power already costs about the same as {
oil and gas for generating electricity, which bodes well for growth. :
There are limits, however, to the available sites. Wind farms are best in
places with steady wind that are close to other infrastructure. Holdings in the
sector make up 15 percent of the Alternative Energy fund and include Vestas
Wind Systems (VWS, 291 Danish kroner) and Iberdrola (IBE, 35 euros).

HYDRO Hydropower, 13 percent of the fund, is a proven technology that

has been around for years. Growth is limited because many of the best sites
in the developed world are already being exploited. It's also environmentally
controversial: Dams and other hydropower structures can displace
communities and disturb ecosystems.

’ BIOFUELS The most versatile of the current alternative
energy sources and the best near-term option for replacing oil
for transportation. Guinness is bearish on ethanol stocks. But he has
15 percent of the fund in biofuels and says biodiesel companies
such as Biopetrol Industries (B2l, 9 euros) stand to benefit from

Note: Stocks on overseas exchanges are available through most discount brokers, but commissions may be higher than
for U.S-listed stocks. Trades typically need to be made over the phone. 1 euro=$1.30. 1 Danish krone = 17.4 cents.

Photographs (from top) by Kazuyoshi Nomachi/Corbis; Michael Betts/Getty Images;
Philip Gendreau/Corbis; Davies & Starr/Getty Images; courtesy of Ballard

Reprinted from the April 2007 issue of SmartMoney. Guinness Atkinson had no influence on the editorial content
of this article. SmartMoney does not endorse any product or service of Guinness Atkinson.





