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A quality renewable energy business 
We view the solar power industry as a core component of the long-term 
push towards renewable energy. However, as with many government 
sponsored initiatives, renewable energy has had a raft of fly-by-nighters 
and financial engineers curb investor enthusiasm for, and public faith in, 
the space in recent years. 
 
SOO stands out in the Australian renewable energy industry as a focused, 
well managed and profitable wholesale business, supplying tailored 
products to residential installers. Going forward, SOO appears to have 
the management expertise to extend its business into the development 
of viable large-scale renewable energy projects.  
 

Pricing parity a reality internationally; Australia drawing nearer 
The solar power industry is witnessing rapid increases in production 
ŎŀǇŀŎƛǘȅ ƻŦ ōƻǘƘ ǇƘƻǘƻǾƻƭǘŀƛŎ όt±ύ ŎŜƭƭǎ όǘƘŜ ΨǊŜŀŎǘƻǊǎΩύ ŀƴŘ ǘƘŜ ƪŜȅ 
ingredient, polysilicon, resulting in a consistent and dramatic fall in 
module prices over the past five years. 
  
Solar power pricing has already reached parity with peak base-load 
pricing in California, Japan and some areas in the Middle East, with up to 
18 countries expected to reach grid-parity in 2012. In Australia, where 
declining PV prices are being met with rising retail electricity prices 
(primarily due to distribution network upgrades), we expect un-
subsidised solar power to reach parity with peak retail electricity prices 
in the next three years. 
 

Navigating the tailwinds and headwinds of government policies 
Successive state and federal governments have set, then reset or 
removed, various subsidy programs. As such, the solar industry has been 
in a state of flux for several years. Despite this, solar uptake by 
residential consumers has increased tenfold in the past three years to 
cover well in excess of 200,000 homes (equal to less than 5% of 
Australian homes). Perhaps any publicity is good publicity. 
 

Hidden gem with emerging power division: valuation $0.17 
SOO represents one of the lower-risk exposures to the renewable energy 
sector as an experienced and profitable distribution player. SOO also has 
the expertise to become a meaningful player in solar power projects. 
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Solco 
Initiating Coverage 

Solco engages in the wholesale and distribution of solar power and pumping solutions 
through a combination of imported and locally sourced products. The company is also looking 
ǘƻ ŘŜǾŜƭƻǇ άōǳƛƭŘΣ ƻǿƴΣ ƳŀƴŀƎŜέ ƭŀǊƎŜ ǎŎŀƭŜ ǎƻƭŀǊ ǇƻǿŜǊ ǇǊƻƧŜŎǘǎ ƻǇŜǊŀǘƛƻƴΦ 

Rating 

BUY 

Valuation 

$0.17 

ASX code 

SOO 

Pricing Data    

52-w range $0.073τ $0.135 

Current price  $0.12 

Diluted shares   199.6m 

Market cap  $24.0m 

Net cash  $2.4m 

EV  $21.5m 

Key Financial Metrics & Forecasts     

$m FY09a FY10a FY11f FY12f 

Revenue $m 27.8 34.5 51.9 64.1 

EBITDA $m 1.8 3.1 3.6 4.1 

Net profit (adj) 1.38 2.44 2.73 3.10 

EPS (adj) (c) 0.7 1.2 1.4 1.6 

Dividend (c) 0.0 0.6 0.8 0.8 

     

EV/EBITDA 12.0x 6.9x 5.9x 5.2x 

P/E 17.3x 9.8x 8.8x 7.7x 

Net yield 0.0% 5.2% 6.3% 6.3% 
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SOO Small Industrials (rebased)
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Company background 
 
SOO commenced operations in the mid-1980s as Solar Energy Systems (SES) 
producing solar water pumps and PV systems. SES then incorporated a 
polymer based solar hot water systems business and listed in 2000. In 2005 
it purchased solar power systems and components distributor Choice 
Electric Pty Ltd. Production of solar hot water units ceased in 2008 as part of 
a reorganisation that focused on solar power and water pumping. In January 
2011, SOO became the exclusive Australian distributor of Lorentz water 
pumps and solar equipment. In April 2011, SOO announced its intention to 
ŜȄǇŀƴŘ ƛǘǎ ǇƻǿŜǊ ŀƴŘ ǇǊƻƧŜŎǘǎ ŘƛǾƛǎƛƻƴ ǿƛǘƘ ŀ ǾƛŜǿ ǘƻ ŜǎǘŀōƭƛǎƘƛƴƎ ΨōǳƛƭŘ ƻǿƴ 
ƻǇŜǊŀǘŜΩ ǎƻƭŀǊ ǇǊƻƧŜŎǘǎ ǘƘǊƻǳƎƘƻǳǘ !ǳǎǘǊŀƭƛŀΦ  /ǳǊǊŜƴǘ ƘŜŀŘŎƻǳƴǘ ϤппΦ 
 
Solar Products: (formerly Choice Electric) We estimate this business holds a 
6% national market share. It manages the wholesale sourcing and 
distribution of renewable energy systems and products for grid-connect and 
off-ƎǊƛŘ ǊŜǉǳƛǊŜƳŜƴǘǎΦ {hh ǊŜŎŜƴǘƭȅ ŎƻƳƳŜƴŎŜŘ ƻŦŦŜǊƛƴƎ ΨǘƘƛƴ ŦƛƭƳΩ ǘƘŀǘΣ ƛƴ 
addition to operating as a standard PV panel, can be used in light 
transmission building applications such as building facades, skylights and 
porticoes (building integrated photovoltaics [BIPV]). SOO sources equipment 
from European, North American and Asian OEMs to meet a range of retail 
price points and is looking at opportunities in energy storage. 
 
Power Division: Targeting large-scale base-load power to off-grid sites 
(mines etc) as an alternative (or in conjunction with) diesel generation. 
wŜŎŜƴǘƭȅ ŜȄǇŀƴŘŜŘ ǿƛǘƘ ŀ ǾƛŜǿ ǘƻ ŜǎǘŀōƭƛǎƘƛƴƎ ΨōǳƛƭŘ ƻǿƴ ƻǇŜǊŀǘŜΩ ǎƻƭŀǊ 
projects throughout Australia. These solar-farms are currently in pre-
feasibility stage, with SOO talking with potential off-take partners. 
 
Pumps Division: Offers SunMill (proprietary) and Lorentz solar submersible 
and above-ground transfer pump systems and Sureflow 12V pumps for 
residential and commercial needs. 
 

Board and senior management 
David RichardsonτExecutive Chairman/General Manager: Mechanical 
Engineer with 30 years business experience. Established engineering firm 
Toussant & Richardson in 1982 which he ran until its sale to Worley (now 
²ƻǊƭŜȅtŀǊǎƻƴǎ ώ!{·Υ ²hwϐύΦ {ŜǊǾŜŘ ŀǎ ƘŜŀŘ ƻŦ ²hwΩǎ aƛƴƛƴƎ ϧ aŜǘŀƭǎ 
division. Became chairman of SOO in November 2009. 
 
Mark NormanτExecutive Director (heads Power Division): Electronics 
Engineer. Joined SOO in 2006 and became CEO in 2008. Previously 
President/CEO of several Orbital Group companies, having earlier 
progressed from Senior Project Engineer to Country Manager (Indonesia). 
Prior to this spent four years with Alcoa Australia (1981-84). 
 
Ian CampbellτDirector (non-exec): WA Federal Senator from 1990 until 
2007. Held offices including Parliamentary Secretary to the Treasurer and 
Minister for Environment and Heritage. Worked in commercial and industrial 
property prior to his parliamentary career. 
 
Steve MissenτCFO: Joined Solco in July 2010. Previously held financial 
control, strategy and general management roles with LGH Holdings, Honda 
and Brunswick (Mercury/Mariner). 
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75% of group sales are on the east 
coast, with NSW and Qld 
representing 65% of those east coast 
sales 
 
SOO has substantially increased its 
Victorian distribution capacity in 
2011 with a new 600m2 DC in Mt 
Waverly 
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Business model: a solar trident  
 

Wholesale distribution with national scope 
SOO offers midςto-high-end solar modules from suppliers in Asia, Europe 
ŀƴŘ bƻǊǘƘ !ƳŜǊƛŎŀΦ Lǘ Ƙŀǎ ǊŜŎŜƴǘƭȅ ōŜŜƴ ŀōƭŜ ǘƻ ŀŘŘ !ǎǘǊƻŜƴŜǊƎȅΩǎ ǘƘƛƴ ŦƛƭƳ 
solar products to its product offering (these products are translucent and 
can be fixed to windows etc). Wholesale currently accounts for >80% of 
group revenue.  
 
SOO has established distribution centres in Brisbane (to be expanded), 
Perth, Melbourne (commenced operations in April 2011) and northern NSW 
(logistics needs being reviewed). As a wholesaler and distributor, SOO can 
employ sales staff that cover a large geographic area without the underlying 
fixed cost of a national installation team. 
 
{hhΩǎ ŎǳǎǘƻƳŜǊǎ όǊŜǘŀƛƭŜǊǎ ŀƴŘ ƛƴǎǘŀƭƭŜǊǎύ ŀǊŜ ƭƻŎŀǘŜŘ ŀŎǊƻǎǎ !ǳǎǘǊŀƭƛŀΦ Lǘǎ 
largest customer accounts for approximately 5% of sales. SOO has 
developed a niche in regional areas where it has found customers are more 
willing to support local businesses. 
 
{hhΩǎ ŘƛǎǘǊƛōǳǘƻǊ ŀƴŘ ŎǳǎǘƻƳŜǊǎ ŀƭǎƻ ǇǊƻǾƛŘŜ {hh ǿƛǘƘ ƭƻŎŀƭ ƪƴƻǿƭŜŘƎŜ ŀƴŘ 
insight. In situations where a local distributor/installer does not have the 
balance sheet to bid for large jobs, SOO has the balance sheet to assist and 
subcontract the work to the installer. 
 

Grid-feed power generation: mid-term growth opportunity 

SOO has gained substantial experience in off-grid solar EPCM, where it has 
established facilities for remote sites (mining, farming & residential). 
Management views this business as providing substantial growth 
ƻǇǇƻǊǘǳƴƛǘƛŜǎ ƛƴ ǘƘŜ ƳŜŘƛǳƳ ǘŜǊƳΣ ǘƘǊƻǳƎƘ ǘƘŜ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ άǎƻƭŀǊ 
ŦŀǊƳǎέΦ Lǘ ƛǎ ŜƴǾƛǎŀƎŜŘ ǘƘŀǘ ǘƘŜǎŜ ǎƛǘŜǎ ǿƛƭƭ ōŜ ŘŜǾŜƭƻǇŜŘ ƻƴ ŀ ōǳƛƭŘΣ ƻǿƴΣ 
operate model, servicing pre-arranged off-take agreements with energy 
retailers. SOO is currently seeking development partners for a proposed 
demonstration site in the ACT. 
 
In addition, this business tenders for larger scale private installations for 
schools and light industry with a  face value of $100k to $3m. In many cases 
SOO will use its local distributor/installer as a sub-contractor to undertake 
the installation. 
 

Solar water pumpingτLorentz, Sun Mill and Sureflow 
{hhΩǎ ǊŜƳƻǘŜ ǎƛǘŜ ǎƻƭŀǊ ǿŀǘŜǊ ǇǳƳǇƛƴƎ ōǳǎƛƴŜǎǎ ŎǳǊǊŜƴǘƭȅ ŎƻƴǘǊƛōǳǘŜǎ 
around $1m to revenue. SOO announced a three year exclusive distribution 
agreement with a top three global solar pump manufacturer, German based  
Lorentz Pumps, to compliment its own Sun Mill brand in December 2010.  
Lorentz also offers a range of solar pool pumps that can also be connected 
to the grid. Certain solar water pumps are eligible for Federal government 
Renewable Energy Certificates (on a one-for-one basisτǎŜŜ ά[ŜƎƛǎƭŀǘƛƻƴτ
CŜŘŜǊŀƭέύΦ  
 
Water security will remain a long term priority in Australia. The provision of 
ǎƻƭŀǊ ōŀǎŜŘ ǇǳƳǇƛƴƎ ŜǉǳƛǇƳŜƴǘ ƛǎ ŀ ƴŀǘǳǊŀƭ ŜȄǘŜƴǎƛƻƴ ǘƻ {hhΩǎ ŎƻǊŜ 
business. Remote solar water pumping competes with windmill and diesel 
powered pumps. 
 

Distributor of proven technologies , 
not a technology developer 
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Australian residential PV market 
Residential solar penetration <3% at the end of 2010 

Despite the explosion in solar panel installation in the past two years, total 
installations as a share of potential roof tops was less than 3% at the end of 
2010. The Clean Energy Council reported that there were 187,000 
households in Australia with solar panels installed at the end of 2010 (by end 
of June 2011 its estimated the figure has growth to >300,000). Many of 
these systems are would be readily expandable. The Australian Bureau of 
Statistics recorded 7.1 million separate and semi-detached houses in 
Australia as of 2008, accounting for 77% of total dwellings1, indicating 
market penetration of <5%.  

Anecdotal reports from installers suggest that installations will occur en 
ƳŀǎǎŜ ƛƴ ŀ ƎƛǾŜƴ ǎǘǊŜŜǘ ŀŦǘŜǊ ŀƴ ƛƴƛǘƛŀƭ ΨŜŀǊƭȅ ŀŘƻǇǘŜǊΩ ƛƴǎǘŀƭƭǎ ŀ ǎȅǎǘŜƳΦ 
 

Installed capacity increased 14-fold in past two years 
Industry reports estimate that installed capacity rose to between 320MW 
and 350MW in 2010. NSW alone accounted for orders and installations 
totaling 193MW up to November 2010. This is around 4x the 79MW 
installed in 2009 and 14x the 22MW installed in 2008. Total installed 
capacity in Australia was estimated at just 184MW at the end of 20092. NSW 
closed its feed-in-tariff (see page 10) in April 2011, having received 
applications for over 300MW in that state alone. 
 

Energy use per household has levelled off 

As is indicated on Chart 2, the amount of electricity consumed per 
household varies greatly. Our estimates indicate that the (very loose) 
average three bedroom household would consume 9,000kWh (9MWh) per 
year. The Resources, Energy and Tourism department has found that energy 
use per household has remained largely unchanged in the past 20 years, as 
larger houses are countered by more energy efficient designs (insulation, 
low-power lighting etc)3. 
 

In-built inverters would bring down installed costs 
As with the original flat screen TVs, solar panels are reliant on an external 
box to make them usable. SOO is aware of work being undertaken to include 
inverters within the module. This would reduce installation time and cost. 
 
1!ǳǎǘǊŀƭƛŀƴ .ǳǊŜŀǳ ƻŦ {ǘŀǘƛǎǘƛŎǎ Σ ά9ƴǾƛǊƻƴƳŜƴǘŀƭ LǎǎǳŜǎΥ 9ƴŜǊƎȅ ¦ǎŜ ŀƴŘ /ƻƴǎŜǊǾŀǘƛƻƴ пслнΦлέ 
2LƴǘŜǊƴŀǘƛƻƴŀƭ 9ƴŜǊƎȅ !ƎŜƴŎȅΣ άнллф !ǳǎǘǊŀƭƛŀƴ tƘƻǘƻǾƻƭǘŀƛŎǎ {ǘŀǘǳǎ wŜǇƻǊǘέ 
3Energy in Australia 2010 

Solar PV market in Australia 
Industry estimates that installed capacity rose 
to between 320MW and 350MW in 2010. 
NSW alone accounted for orders and 
installations totaling 193MW up to November 
2010. 
 
Industry estimates that there are now over 
300,000 households with solar panels 
installed. The Clean Energy Council reported 
187,000 homes with installed solar capacity 
at the end of 2010. 
  

Chart 2: Sydney annual household electricity 
consumption 

Source:  iPART 2010 annual household survey 

Source:  Clean Energy Council - Clean Energy Australia 2010 

Chart 1: Households with solar panels installed (thousands) 
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Opportunities in commercial and large-scale projects 
 
Commercial and large-ǎŎŀƭŜ ǇǊƻƧŜŎǘǎ ŀǊŜ ǘƘŜ ŘƻƳŀƛƴ ƻŦ {hhΩǎ ǇƻǿŜǊ 
division. With Mark Norman now installed as head of the power division, it 
has  developed capability in modelling the power generation/cost savings of 
large scale installations. 
 

Commercial sector largely untapped 
Residential sales are estimated to account for 94% of solar power sales at 
present. With a government target of 45,000 gigawatt hours (GWh) of 
renewable energy per year by 2020, residential installs alone will not meet 
this target. Government models only factor in a 4,000GWh contribution 
from small-scale renewable energy systems. 
 
The commercial market has yet to widely embrace the idea of solar power 
generation. Given the larger roof-space of many commercial premises, they 
are particularly suited to large installations (>10kW system). The widely 
expected substantial increases in electricity pricing should see solar 
installations become cost competitive outright in 2014 (see page 7). 
 

Potential to develop solar farms at installed transmission lines 
A longer-term opportunity lies in the development of solar farms. This would 
probably require SOO to work with a JV partner, given such projects would 
be in the >1MW region (>1,000kW vs residential installs of ~2kW). Further, 
these projects would likely only proceed on the back of signed power 
purchase agreements with energy retailers. 
 

Solar carparks a further opportunity 
Another example of a potential tie-up would be in the construction of 
shaded carparks (common in Qld), where solar panels are fitted to the roof 
as part of the construction process. Such combinations have been 
constructed in the UK, Europe and the US. 
 

Energy storage ability will provide independence from the grid 
SOO is not a technology developer. It is monitoring the development of 
ŜƴŜǊƎȅ ǎǘƻǊŀƎŜ ǎƻƭǳǘƛƻƴǎ ƛƴŎƭǳŘƛƴƎ ΩōŀǘǘŜǊȅ ōŀƴƪǎΩ ǘƘŀǘ ǿƻǳƭŘ ōŜ ŀōƭŜ ǘƻ 
store sufficient power to run a property through the night.  
 
In addition, SOO has sole distribution rights to selected technologies such as 
power optimisers which are designed to improve performance and expand 
locations where solar panels can be installed. 
 
 
 
 

Looking to add energy storage 
offering  



Please refer to the important disclosures on the final page of this report. Investorfirst Securities 
ACN 135 332 240 

Level 10 
30 Collins Street 

Melbourne, Victoria 6 
A Corporate Authorised Representative (no. 339 230) of HUB24 Custodial Services Ltd (ABN 94 073 633 664) (AFSL 239 122) 

Solar pricing parity within reach 
 

Price parity likely in 2014 
Given an abundant supply of brown and black coal, Australia has some of 
the cheapest baseload power generation capability in the world. This has fed 
through to low retail pricing from an international perspective, as displayed 
in Chart 6 (see page 11).  
 

Current household bill estimate $2,141 a year 
Using information gathered off electricity price comparison website 
Switchwise, we estimate the average three bedroom residence would have 
an annual electricity bill of $2,1414Φ ¢ƘŜ Ǿŀǎǘ ƳŀƧƻǊƛǘȅ ƻŦ ±ƛŎǘƻǊƛŀΩǎ ŘǿŜƭƭƛƴƎǎ 
are connected to gas supplies with brown coal electricity. This, combined 
with less A/C demand, resulted in low electricity consumption and bills. 

Installed solar prices falling 28% would reach parity  

Alternatively, we estimate the pricing of solar installations needs to fall a 
further 28.4% to achieve parity with average retail prices in the five main 
cities using a very conservative 3% per annum retail electricity price 
increase5. Retail prices vary substantially between capital cities. This flows 
through to a fall of approximately 37% for the underlying component prices. 

 
4A three bedroom residence with three occupants, city pricing, weighted by city populations 
5using 3% per annum increase in the retail price of electricity and a 15 year life for solar panels 
6incorporates a 2-yr 10% efficiency degradation (0.5% after); 15 year life; 2.0kW system 
~assumes $10,000 upfront installation costτNo RECs or Feed in Tariffsτplus inputs above 

 Connection Tariff / Effective Yearly 

 per day kWh Cost / kWh estimate* 

NSW 48.09 21.71 23.56 2,238 

VIC 72.00 20.31 23.68 1,847 

QLD 27.01 21.35 22.44 2,267 

WA 38.23 20.83 22.37 1,812 

SA 49.67 27.25 29.26 2,955 

ACT 53.90 15.43 17.61 1,726 

9,048 kWh 23.6c kWh  $   2,141 /yr Weighted average household6 

Table 1: Estimated annual electricity cost by capital city Chart 3: Gas use in dwellings 

{ƻǳǊŎŜΥ !.{Σ ά9ƴŜǊƎȅ ǳǎŜ ŀƴŘ ŎƻƴǎŜǊǾŀǘƛƻƴ нллуέ   
Source: Switchwise.com.au, Investorfirst estimates 

Table 2: estimated required fall in upfront cost to achieve parity  

Source:  Investorfirst Securities estimates;  switchwise.com.au 

 prod'n cap. / initial total kWh PV cost / current retail 

 day (per 1kWh) prod'n / yr6 produced6 kWh~ cost / kWh 

NSW 4.00 2,920 38,944 37.3 23.6 

VIC 3.38 2,467 32,907 44.1 23.7 

QLD 3.85 2,811 37,483 38.7 22.4 

WA 3.71 2,708 36,120 40.2 22.4 

SA 4.03 2,942 39,236 37.0 29.3 

ACT 3.97 2,898 38,652 37.5 17.6 

Weighted Avg. 3.78 2,756 36,760 39.7 23.6 

Estimated required cost fall/kWh (@ 3% pa bill rise): -28.4% 

-40.6% Estimated required cost fall/kW (@ current price): 

Solar module prices have fallen 
substantially in the past 10 yearsτ
the rising AUD has resulted in an 
amplified impact in Australia 

Chart 4: Solarbuzz retail module price index 

Source: Solarbuzz 
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Solar pricing parity within reach cont... 
 

15%pa retail price rise would make solar NPV neutral over life 
Our estimates indicate that should retail prices rise by an average 15.0% per 
year for the next three years7 (~52% over that period), this would result in 
an unsubsidised 2kW solar system being cost neutral over its life. This 
estimate is based on a 5% discount rate and installation at current prices, 
without any subsidy from RECs or FiTs.  
 

Retail prices will rise substantially in coming years 

In the coming years, an ageing distribution network is going to need 
substantial upgrades. Two-thirds of expected price rises are said to be 
related to network upgrade costs. Government estimates put this cost at 
$100 billion nationally over the next 10 years. Estimates put the retail 
electricity price increases necessary to foot this bill at between 20% and 60% 
over the next three years.  
 
We estimate that:  

¶ should retail electricity prices rise by 40%, the mid-range of these 
reported estimates; and  

¶ solar PV cells price fall by greater than 10% pa over the next two years, 
as global production capacity nearly doubles. 

 
Then, this would see PV based solar power become price competitive with 
grid-fed power in FY14. 
 

 
 
 
 
 
 
 
 
 
7Falling to 3% per year thereafter to year 15 (see note 8) 
8assumes $10,000 upfront installation cost now falling to $7,200 in FY16. Includes $2,200 
installation chargesτNo RECs or Feed in Tariffs 
9The largest increase here (to 37.8c kWh) is over the next three years. Table 1, on the previous 
page, assumes a 3% per annum electricity price rise for the 15 year deemed life of the panels 

Retail electricity prices expected to 
rise up to 60% over the next three 
yearsτbringing solar to parity 

Table 3: Range of annual household electricity costs 
in three years, depending on growth assumption9 

Source: Investorfirst Securities estimates  

 est. 20% est. 40% est. 60% 

NSW 2,686 3,134 3,581 

VIC 2,216 2,586 2,955 

QLD 2,720 3,173 3,626 

WA 2,175 2,537 2,899 

SA 3,546 4,137 4,728 

ACT 2,071 2,416 2,761 

Weighted Avgs.  $    2,563 /yr  $    2,990 /yr  $    3,417 /yr 

 28.3c kWh 33.0c kWh 37.8c kWh 

Chart 5: Retail price rises and impact on solar NPV (parity)8 
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Federal legislation 
 
Governments at both federal and state level have been using renewable 
energy to achieve political ends for several years and this continues. The 
federal government has, this year, brought forward the timeline over which 
its Solar Credits (RECs multiplierτsee below) scheme will be wound down. 
 

Renewable Energy Certificates (RECs) 
¢ƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǇǊƛƳŀǊȅ ƛƴŎŜƴǘƛǾŜ ŦƻǊ ŀŎƘƛŜǾƛƴƎ ƛǘǎ aw9¢ ƛǎ ǘƘǊƻǳƎƘ ƛǘǎ 
Renewable Energy Certificates scheme (RECs). A REC provides the holder 
with a store of value representing 1MWh of renewable electricity deemed to 
be generated. In the case of residential solar, this falls into the small-scale 
renewable energy scheme. RECs currently have a face value of $40 each. 
However they are a tradable commodity and have traded as low as $18 in 
2011. To claim the full $40 holders must submit to a queue system with no 
assurance as to when they will receive the payment (which is paid 
quarterly). In most cases, customers sign these over to the installer as a 
reduction to the upfront installation cost.  
SOO does not currently trade in RECs, however it holds the necessary 
license. RECs are an important incentive to draw customers to the industry. 
 

Solar Credits 
Solar credits provide additional support for rooftop solar in the form of 
adding a multiple to the number of RECs, deemed to be generated from 
solar, to the first 1.5kW of an installed system. As of 1 July 2011, a multiple 
of 3x will apply to RECs deemed to be generated by solar. This will reduce to 
2x from July 2012 and to 1x from July 2013. The amount of electricity 
deemed to be generated changes depending on location. Table 6 works 
through the impact on a 2kW system using a $40 REC price. 

Mandatory Renewable Energy Target 

In August 2009, the Australian Government implemented the Mandatory 
Renewable Energy Target (MRET). The non-enforceable target states that 
20% of electricity should be generated from renewable sources. This was 
amendedτeffective 1 January 2011τinto two parts. It now comprises a 
large-scale renewable energy target and a small-scale renewable energy 
scheme. The large-scale target has been set at 41,000GWh. The balance of 
the previously targeted 45,000GWh11 is expected to be met via the small-
scale renewable energy scheme. This may provide longer term support for 
installation of rooftop solar panels as they satisfy the terms of a small-scale 
renewable energy system 
10Dept. Of Climate Change and Energy Efficiency 
11This implies expected need of 225,000GWh capacity in 2020. Australia produced a total 
260,000GWh in 2008-09. Dept. Of Climate Change and Energy Efficiency (includes off-grid) 

47% of new power projects globally 
were renewable energy projects in 
2010 

Source:  Dept of climate change and Energy Efficiency 

 Zone System RECs on RECs on Total Value 

 rating (kW) 1.5kW >1.5kW RECs ($) 

Sydney 1.382 2.0 93.3 10.4 103.7 4,146 

Melbourne 1.185 2.0 80.0 8.9 88.9 3,555 

Brisbane 1.382 2.0 93.3 10.4 103.7 4,146 

Perth 1.382 2.0 93.3 10.4 103.7 4,146 

Adelaide 1.382 2.0 93.3 10.4 103.7 4,146 

Canberra 1.382 2.0 93.3 10.4 103.7 4,146 

Table 4: Total value of RECs with solar credit uplift on a 2.0kW system10 
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Clean Energy Agreementτ$23/t carbon price 
 

$23/t on CO2-e emissions from 1 July 2012 
The government, working with the Multi-Party Committee on Climate 
Change  (MPCC) has announced that it plans to introduce legislation later 
this year that will put an initial $23 per tonne price on carbon emissions 
(CO2-e)12. The government has set a target commencement date of 1 July 
2012. The price of carbon will rise 2.5% per year fro three years. It is 
intended that Australia will then move to a cap-and-trade carbon pricing 
mechanism (emissions trading scheme) from 1 July 2015 that will be subject 
to international linking (global pricing).  
 
The scheme is intended to cover stationery energy (power stations), most 
business transport, fugitive emissions (such as from coal mining), industrial 
processes and non-legacy waste.  
 

$10 billion Clean Energy Finance Corporation 
Of particular interest to SOO, as it develops its Power Projects division, is the 
announcement of a $10 billion fund to be known as the Clean Energy 
Finance Corporation (CEFC). The CEFC will be authorised to: grant loans on 
commercial or concessional terms, provide loan guarantees or undertake 
equity investments in renewable and clean energy projects.  
 
Existing renewable energy support measures will be rolled into a new 
Australian Renewable Energy Agency. This agency will focus on development 
and commercialisation of new technologies. 
 

2,000MW of emissions-intensive power generation to close 
As part of the package, the government has planned to close 2,000MW of 
emissions-intensive power generation capacity by 202013. All of this lost 
generation capacity would be replaced with renewable and clean electricity 
generation. This would include solar power. 
The government is forecasting that average electricity prices will rise by 
$3.30/wk. 
 

Pricing higher than international rates 
While Australia will initially have a fixed carbon price, it is worth noting that 
Europe and New Zealand already have in place emissions trading schemes. 
 
Certified Emissions Reductions (CERs) credits traded in those markets have 
ǊŜŎŜƴǘƭȅ ōŜŜƴ ǘǊŀŘƛƴƎ ŦƻǊ ŀǊƻǳƴŘ ϵмм ŀƴŘ bϷмуΦрлΣ ƻǊ ŀǇǇǊƻȄƛƳŀǘŜƭȅ 
A$14.50 per tonne of certified CO2-e reduction. 
  
While the package sets a price floor starting at  A$15 per tonne, rising 4% 
per year in real terms, the Australian government has proposed that it will 
set the price for the first three years of the flexible trading period. In 
addition, liable parties must meet at least 50% of their annual liability with 
domestics permits or credits. 
 
 
 
12CO2 equivalents. These include nitrogen oxides, particulate matter, hydrocarbon, carbon 
monoxide and carbon dioxide. 
13!.!w9{ ǊŜǇƻǊǘ ά9ƴŜǊƎȅ ƛƴ !ǳǎǘǊŀƭƛŀΥ нлммέ ƴƻǘŜŘ !ǳǎǘǊŀƭƛŀΩǎ ǘƻǘŀƭ ƎŜƴŜǊŀǘƛƴƎ ŎŀǇŀŎƛǘȅ ǿŀǎ  
51,000MW in 2008-09. Shutting down Hazelwood Power Station in Victoria would reduce 
emissions-intensive electricity generation by 1,720MW on its own. 

Initial carbon price of $23 per 
tonne of CO2-e on ~500 largest 
emitters, rising 2.5% per annum to 
1 July 2015 before moving to 
emissions trading scheme (ETS) 
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State legislationτstakeholders in FiTs of rage 
 

State-based feed-in-tariffs 
Feed-in-tariffs (FiT) are payments made by the government (as electricity bill 
ǊŜŘǳŎǘƛƻƴǎύ ŦƻǊ ŜƭŜŎǘǊƛŎƛǘȅ ǇǊƻŘǳŎŜŘ ōȅ ŀ ŎƻƴǎǳƳŜǊΩǎ ǎƻƭŀǊ t± ǎȅǎǘŜƳΣ ƛƴ 
ŜȄŎŜǎǎ ƻŦ ǘƘŜƛǊ ƴŜŜŘǎΣ ǿƘŜƴ ƛǘ ƛǎ ŦŜŘ ƛƴǘƻ ǘƘŜ ǎǘŀǘŜΩǎ ƎǊƛŘΦ 
 
This analyst first came to know SOO in the second half of 2010. At that time 
each mainland state had introduced a FiT scheme, generally in the form of a 
net tariff. NSW was the outlier as it offered a gross tariff. NSW initially paid 
60c/kWh for all electricity generated, regardless of whether it was 
transmitted to the grid. Since that time, NSW first reduced its payment on 
new installations, then tried to reduce payments on existing installations 
and has suspended all new claims as of 28 April. This is the prime example of 
the uncertainty that is created as the goalposts are constantly moved.  

SOO could benefit from likely casualties in the next six months 
The combination of a greater than first planned RECs multiplier reduction 
and some state programs being suspended or reduced will likely see some 
casualties in the next six months. Private solar installer Clear Solar, which 
claims over 10,000 installs, recently entered administration and has 
ǊŜǇƻǊǘŜŘƭȅ ōŜŜƴ ōƻǳƎƘǘ ōȅ ŜƭŜŎǘǊƛŎŀƭ ŎƻƳǇƻƴŜƴǘ ǎǳǇǇƭƛŜǊǎΣ aƛŘŘȅΩǎΦ  
 
Dumping could also be a concern. Substantial new manufacturing capacity is 
constantly coming on stream (see page 15) at the same time that several 
European schemes are being wound down. Given a strong currency, 
combined with federal and some state support, Australia may seem like an 
ŜƴǘƛŎƛƴƎ ǇƭŀŎŜ ŦƻǊ ƳŀƴǳŦŀŎǘǳǊŜǊǎ ǘƻ ΩƎŀƛƴ ƳŀǊƪŜǘ ǎƘŀǊŜΩΦ  
 
{hhΩǎ ǎǘǊƻƴƎ ōŀƭŀƴŎŜ ǎƘŜŜǘ όƴŜǘ ŎŀǎƘ ƻŦ ϷсƳ ŜȄǇŜŎǘŜŘ ŀǘ ол WǳƴŜύ ǿƛƭƭ ŀƭƭƻǿ 
it to manage a margin squeeze should it eventuate. SOO will also be well 
positioned to fight for organic market share growth as well as take 
advantage of acquisitive opportunities should these eventuate. SOO would 
be interested in businesses that offer complimentary product ranges and/or 
additional contacts and market exposure. 
 
 

Poorly designed state government 
subsidies have been a boon for the 
industry 
 
But dramatic policy changes (ie 
subsidy reductions) are likely to 
result in industry consolidation in 
the second half of 2011 

 Scheme Rate paid    

 commenced per kWh Model Ends Notes 

NSW Nov-09 60c / 20c Gross 7 yrs CLOSED - 300MW cap reached, under review 

VIC Nov-09 60c Net 15 yrs 100MW cap, retailers pay a 6c premium 

QLD Jul-08 44c Net 20 yrs Retailers add ~8c kWh 

WA Aug-10 40c / 20c Net 10 yrs 20c from Jul-11 - 150MW cap 

SA Jul-08 44c / 16c Net 20 yrs 16c from Jun-11 (retailers add 6c) - 60MW cap 

ACT Jul-08 45.7c Gross 20 yrs 
CLOSED - 15MW cap reached. Additional 

Source: EnergyMatters 

Table 5: Current state-based feed-in-tariffs 



Please refer to the important disclosures on the final page of this report. Investorfirst Securities 
ACN 135 332 240 

Level 10 
30 Collins Street 

Melbourne, Victoria 11 
A Corporate Authorised Representative (no. 339 230) of HUB24 Custodial Services Ltd (ABN 94 073 633 664) (AFSL 239 122) 

Key driversτcompetition 
 
The price of grid-fed retail electricity 
Solar panels have the advantage of bypassing the retail energy distribution 
network. It also means that they can compete at retail electricity prices. 
However, Australia has some of the cheapest grid fed residential and 
industrial power in the world. Industrial pricing is lower on average than 
residential retail. Solar power is currently uncompetitive on an unsubsidised 
basis. Australian pricing is highlighted red in Chart 5. 
 

Alternative wholesalers and distributors 
The majority of solar equipment wholesalers are privately held companies. 
Some larger competitors include: 

¶ CBD Energy (ASX: CBD): CBD is substantially larger than SOO. CBD 
reported cash receipts of A$93m for the nine months to 31 March. It 
reported a PBT of $3.2m, on $74.3m revenue in 1H11 (SOO: PBT $2.3m 
on $25.3m revenue). CBD has entered a JV with two large Chinese power 
and renewable energy companies with a view to developing large scale 
solar energy projects. It also looks to have a partnership with Harvey 
Norman (ASX: HVN). 

¶ RFI: privately held Australian business focussing on solar and wireless 
communications. Reported FY10 sales of $100m and 180 staff. 

¶ Connergy: A German based solar manufacturer and distributor. Sales of 
Ϥϵмōƴ ōǳǘ Ƙŀǎ ǊŜǇƻǊǘŜŘ ƭƻǎǎŜǎ ŦƻǊ ǎŜǾŜǊŀƭ ȅŜŀǊǎΦ 

 

Major energy retailers and direct importers 
{hhΩǎ ŎǳǎǘƻƳŜǊǎ όƛƴǎǘŀƭƭŜǊǎ ŀƴŘ ǊŜǘŀƛƭŜǊǎύ ŎƻƳǇŜǘŜ ŘƛǊŜŎǘƭȅ ƛƴ ǘƘŜ ǊŜǘŀƛƭ 
market. Impacts on them will feed through to SOO. 

¶ All major energy retailers (Eg. Origin Energy [ASX: ORG], AGL, TRU 
9ƴŜǊƎȅύ ŀƭǊŜŀŘȅ ΨƻǿƴΩ ǘƘŜ ǊŜǘŀƛƭ ŎǳǎǘƻƳŜǊ ōŀǎŜΦ 9ŀŎƘ ƻŦŦŜǊǎ ǎƻƭŀǊ ǇƻǿŜǊ 
installed on the roof.  

¶ Developers such as Lend Lease (ASX: LLC) have announced intentions to 
move into commercial and residential solar installations. As the 
ŘŜǾŜƭƻǇŜǊΣ ǘƘŜȅ ƘŀǾŜ ŦƛǊǎǘ ŀŎŎŜǎǎ ǘƻ ƴŜǿ ŘŜǾŜƭƻǇƳŜƴǘ ŎǳǎǘƻƳŜǊǎΦ [[/Ωǎ 
first foray appears to have been have been abandoned following reports 
that the solar panels it purchased were not fit for purpose. 

¶ Large independent retailers direct sourcing. SolarShop Pty Ltd (SSA) is 
now backed by Harbet Management Corp (US). Harbet took an 18.5% 
stake in May 2009. Revenue in 2009 was estimated at $75m. SSA sources 
most of its product from First Solar (see page 15). 

 

Other renewable energy  sources / companies 
Infigen (ASX: IFNτformerly Babcock & Brown Wind Partners) with US based 
Suntech to bid on large-scale solar projects in Australia. 
Dyesol (ASX: DYE) is developing a paint-on PV technology in partnership with 
international scale manufacturers (Tata Steel and Pilkington). SOO may be 
able to become a supplier of the DYE product should it reach commerciality 
however DYE may choose to go direct to market. 
Other renewable energy sources: In the off-grid market wind and biodiesel 
will be competitors. Wind power has been the largest generator of RECs to 
date. Other competitors (in large scale) include hydroelectricity; wave/tidal 
power; solar thermal (intensifying suns rays to heat water into steam for 
turbine power generation can incorporate heating salt into molten form as a 
store of energy).  As with DYE, there are a number of new clean technologies 
that could compete in the future (eg. organic and nano-based technologies). 

Chart 6: OECD electricity prices (2009) 

{ƻǳǊŎŜΥ 5ŜǇǘΦ wŜǎƻǳǊŎŜǎΣ 9ƴŜǊƎȅ ϧ ¢ƻǳǊƛǎƳΣ ά9ƴŜǊƎȅ 
!ǳǎǘǊŀƭƛŀ нлммέ 
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Financials: 1H11 & FY10 results review 
 
{hhΩǎ мIмм ǊŜǎǳƭǘǎ ƘŀǾŜ ōŜŜƴ ƛƳǇŀŎǘŜŘ ōȅ ŀŎŎƻǳƴǘƛƴƎ ǊǳƭŜǎ ǊŜƎŀǊŘƛƴƎ 
currency hedging and use of tax loss credits in FY10. Solco has up to $7m in 

potential tax loss credits. It expects to be able to claim these over future periods as 
partial offset to current tax liability. We assume an average 25% tax rate throughout 

the forecast period. However, as the actual tax rate to be applied to any given 
period is unclear we, focus on adjusted profit before tax. 
 
Normalised 1H11 profit before tax was $2.2m, a 45% increase over the pcp. 
This follows strong growth in FY10, when normalised PBT rose to $3.29m, a 
76% increase over FY09 PBT of $1.8m (reported FY10 NPAT of $4.8m 
included a $1.5m tax benefit).  

¶ Group sales increased 74.5% in 1H11 over the pcp to $25.3m, as 
consumers sought to take advantage of unsustainably favourable 
government subsidies, particularly in NSW. We are expecting a similar 
level of revenue in 2H11 (see forecasts) as customers rush to take 
advantage of various subsidies that are being reduced from 30 June. 

¶ 1H11 operating cashflow of -$3.6m was impacted by increased inventory 
at balance date to service demand being stimulated by favourable feed-
in-tariffs at that time. Management expects this to be reversed in 2H11. 

¶ FY10 sales increased 24% over FY09, following a 68% increase in FY09 
sales over FY08. Margins improved as SOO was able to take advantage of 
fixed cost leverage and increased sales of higher margin components. 

¶ FY10 cash flow from operations rose 84%. This was in the face of rapid 
changes in currency combined with rapidly (and continually) decreasing 
prices for PV cells (see page 7). 

¶ Total watts sold increased 121%, an indication of the decreasing price 
and dollar margin (% margin maintained) of the solar panels. 

 
Hedging impacts 1H11 earnings 
SOO reported a $1.013m pre-tax non-cash expense arising from hedge 
valuations under AASB 139 in relation to outstanding hedge positions at 31 
December 2010. This was a result of the strong rise in the Australian dollar 
ƻǾŜǊ мIммΦ {hhΩǎ ƘŜŘƎƛƴƎ ǇƻƭƛŎȅ ƛǎ ǘƻ ƳŀǘŎƘ ƻǊŘŜǊǎ ŀǘ ǇǊŜǾŀƛƭƛƴƎ ǊŀǘŜǎ ǘƻ 
reduce risks around COGS. These last up to three months.  
 
SOO is trialing a participating forward hedgeτbuy out-of-money-call and sell 
in-the-money put optionsτas a measure to manage its exposure. This 
should mean that future balance date adjustments are reported in the 
balance sheet as a capitalised instrument, not the income statement. 
 
 

 1H11 FY10 FY09 FY08 

Sales 25.3 34.5 27.8 16.5 

Gross Profit 5.0 6.8 4.9 3.3 

Margin % 19.8% 19.8% 17.7% 20.0% 

EBITDA 2.3 3.1 1.8 0.1 

Margin % 8.9% 9.0% 6.4% 0.4% 

EBIT 2.2 3.1 1.7 0.0 

Margin % 8.8% 8.9% 6.2% 0.0% 
      

PBT adj. 2.267 3.292 1.845 0.119 

NPAT rep. 0.925 4.796 1.791 0.119 

Table 6: Historical earnings 
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Financials: Forecasts & Valuation 

 

We are forecasting revenue of $51.9m for FY11, feeding through to an 
adjusted profit before tax (PBT) of $3.64m, in-line with company guidance.  
 

Short-term pressures 
In the short term the industry may be subject to a material contraction as 
state and federal subsidies are reduced. In addition, the next twelve months 
could well see oversupply of many facets of the solar modules as capacity 
has been increasing exponentially in the chase for European markets 
(primarily) and subsidies (which have also been wound back). However, 
following the Japan earthquake and Tsunami, Germany announced a plan to 
shut down its nuclear electricity generation capacity. It is understood that it 
has not gone ahead with its planned feed-in-tariff reduction at this time 
which should support demand out of that country.  
 
²ƘƛƭŜ ƻǾŜǊǎǳǇǇƭȅ ǿƻǳƭŘ ƭƛƪŜƭȅ ǘƻ ŎŀǳǎŜ ǎƻƳŜ ǎƘƻǊǘ ǘŜǊƳ ǇǊŜǎǎǳǊŜ ƻƴ {hhΩǎ 
margins and sales, it provides SOO the opportunity to use its balance sheet 
strength to push for market gains, both organically and through acquisition. 
 
We view the combination of the business and product expertise within 
{hhΩǎ ǎŜƴƛƻǊ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ǘƘŜ ǎǘǊƻƴƎ ƻǳǘƭƻƻƪ ŦƻǊ ǘƘŜ ǊŜƴŜǿŀōƭŜ ŜƴŜǊƎȅ 
sector, as a whole as providing SOO with a favourable investment thesis. 

 
Forecasts 
Our FY11 forecasts are in line with recent company guidance. We are 
forecasting revenue of $51.9m for a profit before tax of $3.64m. Our 
medium term forecasts include the price of PV modules falling 15% a year in 
FY12 and FY13. This is premised on large expected increases in global 
production capacity and falling government subsidies globally. 
 
FY12: FY12 may be impacted by a short term contraction in demand on the 
back of reduced subsidies. However, on balance we expect the forecast 
continued contraction in PV module pricing and the impending carbon price 
(not yet legislated) will provide consumers enough incentive to offset this 
short-term negative over the course of FY12. 
 
We are forecasting very strong growth in MW sold in FY12, through a 
combination of increased residential solar sales and initial volume sales 
ǘƘǊƻǳƎƘ {hhΩǎ ǇƻǿŜǊ ŘƛǾƛǎƛƻƴΦ ¢ƻǘŀƭ a² ǎƻƭŘ ƛǎ ŜȄǇŜŎǘŜŘ ǘƻ ƛƴŎǊŜŀǎŜ опΦм҈ 
for an estimated 24.7% rise in PV module sales revenue to $60.1m, in 
addition to which pump revenue is forecast to contribute $4m following a 
Ŧǳƭƭ ȅŜŀǊΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ ŦǊƻƳ ǘƘŜ [ƻǊŜƴǘȊ ŘƛǎǘǊƛōǳǘƻǊǎƘƛǇ ŀƎǊŜŜƳŜƴǘΦ ²Ŝ ŀǊŜ 
forecasting a profit before tax of $4.1m in FY12, a 13% increase over FY11f. 
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Risks 
 

wƛǎƪǎ ǘƻ {hhΩǎ ōǳǎƛƴŜǎǎ ƛƴŎƭǳŘŜΣ ōǳǘ ŀǊŜ ƴƻǘ ƭƛƳƛǘŜŘ ǘƻ Υ 

 

Government/legislation: This has changed frequently and dramatically in past 
¢ƘŜ ŦŜŘŜǊŀƭ ƎƻǾŜǊƴƳŜƴǘΩǎ ŎǳǊǊŜƴǘ {ƻƭŀǊ /ǊŜŘƛǘǎ ǎŎƘŜƳŜ Ƙŀǎ ƛƴ ǇƭŀŎŜ ŀ ǿƛƴŘƛƴƎ 
down mechanism (which has changed in the past six months), as discussed 
earlier in this report, however the REC scheme is scheduled to continue through 
to 2030. The state-based tariff systems are also designed with time and/or MW 
installed limits, after which the feed-in-tariff ceases or is greatly reduced. At 
current PV prices this would render the industry unviable. As an example, NSW 
has changed its FiT twice in six months, has suspended future applications and 
even attempted (unsuccessfully) to impose retrospective changes on customers. 
 
Pricing of photovoltaic (PV) wafers: LƴǾŜǎǘƻǊŦƛǎǘΩǎ ǇǊƛŎŜ ŜǎǘƛƳŀǘŜǎ ƘŀǾŜ ōŜŜƴ 
noted earlier in this report. However, should prices remain constant or rise then 
solar power would remain unviable without government support, which is due 
to wind down over the coming years. With Europe having wound back subsidies 
in CY11 and global production capacity expected to increase by 50% we do not 
view substantial price rises as likely but remains a risk should it occur. 
 
Low financial barriers to entry: ²Ŝ ǾƛŜǿ {hhΩǎ ǇǊƛƳŀǊȅ ŀŘǾŀƴǘŀƎŜ ŀǎ ƛǘǎ ƭŀǊƎŜ 
range of products specifically selected by its electrical engineers to meet 
Australian legal standards and more importantly, Australian climatic conditions. 
Maintaining high standards will help to instil confidence in the Solco brand 
among its distribution network. However, its underlying business is primarily 
that of an importer/distributor of what is a (generally) widely available and 
ŎƻƳƳƻŘƛǘƛǎŜŘ ǇǊƻŘǳŎǘΦ {hhΩǎ ōŀǎƛŎ ōǳǎƛƴŜǎǎ ƳƻŘŜƭ Ŏŀƴ ōŜ ǊŜŀŘƛƭȅ ǊŜǇƭƛŎŀǘŜŘ 
with regard to its distribution system and product range. 
 
Large competitors: The large retail solar system providers such as Origin have an 
advantage in the form of already owning the energy supply relationship with the 
ǇƻǘŜƴǘƛŀƭ ǊŜǘŀƛƭ ŎǳǎǘƻƳŜǊǎ ƻŦ {ƻƭŎƻΩǎ ŘƛǎǘǊƛōǳǘƻǊǎ ŀǘ ƻƴ-grid addresses. In the 
projects market companies such as Infigen have begun competing (on projects 
currently beyond the scope of SOO). 
 
Alternative sources of renewable energy: As has already been touched on, wind 
power and (particularly) biodiesel are likely to compete for the same off-grid 
customer base that the solar industry is targeting. Both wind power and 
biodiesel were considered carbon neutral and not subject to carbon pricing 
under the previously proposed Carbon Pollution Reduction Scheme (CPRS). 
 
Legacy warranty issue: Solco previously manufactured a solar hot water system. 
Warranties are still current on some product sold. SOO provisions for this 
warranty and notes that to date claims have been tracking in line with 
expectations.  This should be wound down by the end of FY12. 
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$0.17 valuation and Buy recommendation 
 
Our buy recommendation and 17 cents a share valuation flow from our view 
ǘƘŀǘ ǘƘŜ ŎƻƳōƛƴŀǘƛƻƴ ƻŦ ǘƘŜ ōǳǎƛƴŜǎǎ ŀƴŘ ǇǊƻŘǳŎǘ ŜȄǇŜǊǘƛǎŜ ǿƛǘƘƛƴ {hhΩǎ 
senior management and the strong outlook for the renewable energy sector, 
as a whole, provide SOO with a favourable investment thesis. 

 
DCF valuation 
Based on the forecasts included on page 13 our DCF valuation is 20 cents a  
share. A cost of equity of 15.2% (the company maintains a net cash position 
so WACC is no different) has been applied, along with a terminal growth rate 
of 2% after five years.  
 

Comparable multiples 
Internationally, US based First Solar (Nasdaq:CSIQ) is a vertically integrated 
manufacturer, wholesaler and power operator. Bloomberg consensus 
estimates place FSLR on a FY12f P/E of 12.0x. Canadian based, Nasdaq listed 
Canadian Solar (CSIQ) is also an integrated vertically operation and trades on 
a FY12f P/E of 7.3x. The range of multiples being paid for larger solar power 
companies varies depending on the specific business mix. The average FY12f 
P/E among these international comparable companies is 10.7x 
{hhΩǎ Ƴƻǎǘ ŘƛǊŜŎǘ ƭƛǎǘŜŘ !ǳǎǘǊŀƭƛŀƴ ǇŜŜǊ ƛǎ /.5 9ƴŜǊƎȅ ό!{·Υ/.5ύΦ 
.ƭƻƻƳōŜǊƎΩǎ ŎƻƴǎŜƴǎǳǎ Řŀǘŀ ƛƴŎƭǳŘŜǎ ƻƴƭȅ ƻƴŜ ŀƴŀƭȅǎǘΦ ¢Ƙŀǘ ŜǎǘƛƳŀǘŜ 
indicates CBD is trading at just 3.7x FY12 P/E. CBD has entered a JV with two 
large Chinese power and renewable energy companies with a view to 
developing large scale solar energy projects. 
 

We have applied a 10% discount to SOO relative to the S&P/ASX Small 
Industrials index, which is currently priced on 11.0x FY12 earnings (source: 
Bloomberg). This also places SOO at a 7.5% discount to its international 
peers. 
 

Valuation $0.17 and Buy recommendation 
Our valuation is based on the average of our discounted cashflow valuation, 
the capitalization of FY12f EPS by 9.9x FY12 P/E (based on the discount to 
peers discussed above) and EV/EBITDA of 6.5x based on forecast FY12 
EBITDA of $4.13m (SOO holds net cash). 
 
 

 Exchange Ticker P/E EV/

First Solar Nasdaq FSLR 12.0 7.9 

Canadian Solar Nasdaq CSIQ 7.3 7.6 

Sunpower Nasdaq SPWRA 19.5 6.9 

Trina Solar (China) NYSE STP 5.0 7.0 

Solarworld Frankfurt SWV 9.9 5.9 

CBD Energy ASX CBD 3.7 2.3 

 10.7   Average (ex CBD) 7.0 

   Small Industrials 11.0 8.0 

  Source: Bloomberg; Investorfirst estimates 

Table 7: Peer trading multiples 
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Solco Recommendation: Buy Share price $0.120

ASX code SOO Price Target: $0.17 No. shares 199.6m

Bloomberg SOO AU Financial risk: 4.68 (Z Score)   -1.61 (H Score) Options etc. 0.0m

Reuters SOO.AX Market risk: 1.20 (beta) Market cap $24.0m

$m Financial year end: June 30

Income Statement FY09a FY10a FY11f FY12f Valuation Metrics FY09a FY10a FY11f FY12f

Operating revenue 27.8 34.5 51.9 64.1 Price / earnings 17.3x 9.8x 8.8x 7.7x

EBITDA 1.79 3.11 3.65 4.13 EV/EBITDA 12.0x 6.9x 5.9x 5.2x

Deprec & Amort -0.06 -0.04 -0.03 -0.03 EV/EBIT 12.4x 7.0x 6.0x 5.3x

EBIT 1.73 3.07 3.62 4.09 Dividend yield 0.0% 5.2% 6.3% 6.3%

Net interest expense 0.12 0.18 0.02 0.04

PBT 1.85 3.25 3.64 4.13 Current price / book

Non-recurring items -0.05 0.00 0.00 0.00 Current price / NTA

Equity-accounted 0.00 0.00 0.00 0.00

Reported net profit 1.79 4.80 2.71 3.10 Margins & Growth FY09a FY10a FY11f FY12f

Adjusted net profit 1.38 2.44 2.73 3.10 EBITDA margin 6.44% 9.00% 7.03% 6.44%

Adjusted EPS $0.007 $0.012 $0.014 $0.016 EBIT margin 6.23% 8.88% 6.97% 6.38%

Dividends per share $0.000 $0.006 $0.008 $0.008 PBT margin 6.64% 9.41% 7.01% 6.44%

Adj. net profit margin 4.98% 7.06% 5.26% 4.83%

First half review

First half revenue ($m) 11.35 14.72 25.27 30.46 Revenue growth 24.3% 50.3% 23.5%

First half EBITDA 0.44 1.48 2.25 1.75 EBITDA growth 73.7% 17.4% 13.1%

First half adj net profit 0.36 1.17 1.70 1.29 EPS growth 76.1% 12.0% 13.5%

Cash Flow FY09a FY10a FY11f FY12f Du Pont Analysis (reported ROE)FY09a FY10a FY11f FY12f

Reported net profit 1.79 4.80 2.71 3.10 Operating profit margin 6.0% 8.9% 7.0% 6.4%

Deprec & Amort 0.06 0.04 0.03 0.03 Asset turnover 176.9% 203.9% 252.3% 258.9%

Working capital 0.51 -1.23 -2.34 -1.46 Interest expense rate -0.7% -1.1% -0.1% -0.2%

Others 0.05 0.00 1.01 0.00 Equity multiplier 199.9% 169.1% 160.9% 174.5%

Net operating cash flow 2.41 3.61 1.42 1.67 Tax retention rate 100.0% 147.6% 74.6% 75.0%

Capex -0.03 -0.03 -0.06 -0.06 Return on equity 22.8% 47.9% 21.2% 21.8%

Acquisitions 0.01 0.00 0.00 0.00

Others 0.00 0.04 0.00 0.00

Net investing cash flow -0.02 0.01 -0.06 -0.06

Change in debt -0.01 -0.01 0.00 0.00

Equity issuance 0.00 2.05 0.00 0.00

Dividends 0.00 -0.50 -0.75 -1.50

Other -0.02 -0.01 0.00 0.00 Capital Structure

Net financing cash flow -0.03 1.54 -0.75 -1.50

Net cash flow 2.36 5.16 0.61 0.11

Balance Sheet FY09a FY10a FY11f FY12f

Cash 4.54 6.07 6.68 6.78

Receivables 3.40 4.25 3.99 5.05

Inventory 6.79 4.43 6.59 8.23

Other 0.08 1.06 3.03 3.75

Total current assets 14.81 15.80 20.29 23.82

PP&E 0.14 0.09 0.12 0.15

Intangibles 0.75 0.76 0.76 0.76

Other non-current 0.00 1.51 1.82 1.82

Total non-current assets 0.90 2.36 2.69 2.72

Total assets 15.71 18.16 22.98 26.54

Current debt 0.01 0.00 0.00 0.00

Payables 7.40 5.50 7.57 9.38

Provisions 0.24 0.38 0.53 0.67

Other 0.00 0.00 1.16 1.16

Total current liabilities 7.65 5.88 9.27 11.22

Non-current debt 0.01 0.00 0.00 0.00

Other 0.19 0.11 0.33 0.33

Total non-current liabilities 0.20 0.11 0.33 0.33

Total liabilities 7.85 5.98 9.59 11.55

Net assets 7.86 12.17 13.39 14.99

Net tangible assets 7.10 11.42 12.64 14.24

Net debt -4.52 -6.07 -6.68 -6.78

W/av diluted shares on issue 199.6m 199.6m 199.6m 199.6m

1.8x

1.9x

-30%

-10%

10%

30%

50%

70%

90%
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Current Debt

LT Debt
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!ǇǇŜƴŘƛȄ !Υ Dƭƻōŀƭ ΨǎƻƭŀǊΩ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ŎŀǇŀŎƛǘȅ  
 

Parity has been reached in some major international markets 

Bloomberg New Energy Finance estimates that large PV solar project are 
already viable against fossil fuels in some countries with high average sunny 
hours (such as the Middle East). Solar power is price competitive with gas-
fired plants in California during peak demand periods. US based First Solar 
(Nasdaq: FSLR)14 is looking to sign contracts with Californian utilities to sell 
power for US10-12 cents per kilowatt hour from 2014. The average retail 
price in California was US12.6 cents/kWh in March 201115. 
 

Manufacturing capacity set to explode 
Specialist solar companies as well as global electronics firms are rushing to 
build capacity. In March 2011 First Solar began construction of a US$300m 
manufacturing facility in Vietnam. Sharp, Bosch, Samsung, Taiwan 
Semiconductor et al have all announced plans to increase manufacturing 
capacity. The European Photovoltaic Association (IPEA) estimates production 
capacity will grow at a CAGR of 20-30% to the end of 2014, across the PV cell 
value chain.  The EPIA estimates that production capacity will grow from 
24GW in 2009 to 65GW in 2014. 

That this growth is expected across the chain is important. Sourcing 
sufficient silicon of the appropriate grade has been a challenge in recent 
years. Electronics market research firm iSuppli predicts that global 
polysilicon production capacity will rise to 571 thousand tonnes in 2015 
from our estimated 2010 capacity of ~190 thousand tonnes16. 
 

For Solco: will help reach parity but potential dumping issue 

All of this new production coming on line at a time when European subsidy 
schemes are winding down could result in oversupply for the next two years. 
This will help bring prices down further. However, the abundance of product  
(ie: threat of dumping) may lead to margin squeeze along the sales chain as 
manufacturers seek to gain/retain market share. 
 
14First Solar is a fully vertically integrated PV manufacturer and power distributor. It is the 
ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ǎƻƭŀǊ ǇƻǿŜǊ ŎƻƳǇŀƴȅ ōȅ ƳŀǊƪŜǘ ŎŀǇƛǘŀƭƛǎŀǘƛƻƴ ό¦{ϷмлΦт ōƛƭƭƛƻƴύ ŀƴŘ ƛǎ ŀ ƳŜƳōŜǊ 
of Nasdaq 100. 
15¦Φ{Φ 9ƴŜǊƎȅ LƴŦƻǊƳŀǘƛƻƴ !ŘƳƛƴƛǎǘǊŀǘƛƻƴΣ ά/ŀƭƛŦƻǊƴƛŀ CŀŎǘ {ƘŜŜǘέ aŀǊŎƘ нлммΦ !ǾŜǊŀƎŜ 
residential retail price of 14.76 cents/kWh. 
16Analyst estimate based on Wacker Chemie AG market share and production 

Chart 8: Cost of power generation (California)  

Source: Financial Times (Solar Industry, Lazard, GTM) 

Chart 7: EPIA forecast PV manufacturing capacity growth 

Source: European Photovoltaic Industry Association  

Chart 9: Top 15 Solar Manufacturers 2009  

Source: REN21 Global Status Report 2010 
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App. B: Global need for and use of renewable energy 
 

Intergovernmental Panel on Climate Change (IPCC) 
¢ƘŜ Lt//Ωǎ нллт CƻǳǊǘƘ !ǎǎŜǎǎƳŜƴǘ ǊŜǇƻǊǘ ƴƻǘŜŘ ǘƘŀǘ ǘƘŜ Ǝƭƻōŀƭ 
atmospheric concentration of carbon dioxide (CO2) has increased 35% since 
pre industrial times to 379ppm. This also exceeds the recorded natural range 
over the past 650 thousand years17. The biggest contributors to this increase 
are fossil fuel use and land-use change. Fossil fuels account for 77% of 
Australia electricity production capacity18. Solar power (Photovoltaics below) 
has substantially lower lifecycle greenhouse gas emissions than fossil fuel 
sources.  

Australia already below global average RE use 
Australia currently sources 7% of its electricity needs from renewable 
sources19. The IPCC estimated that renewable energy accounted for 12.9% 
of global energy consumption in 200720. Of that, solar accounts for a mere 
0.1% of energy generation. 

 

17Based on ice core sampling 
18!ǳǎǘǊŀƭƛŀƴ 5ŜǇŀǊǘƳŜƴǘ ƻŦ wŜǎƻǳǊŎŜǎ 9ƴŜǊƎȅ ŀƴŘ ¢ƻǳǊƛǎƳΣ ά9ƴŜǊƎȅ ƛƴ !ǳǎǘǊŀƭƛŀ нлммέ 
19wŜƴŜǿŀōƭŜ 9ƴŜǊƎȅ tƻƭƛŎȅ bŜǘǿƻǊƪ όw9bнмύΣ άwŜƴŜǿŀōƭŜ нлмл Dƭƻōŀƭ {ǘŀǘǳǎ wŜǇƻǊǘέ 
20The IPCC Special Report on Renewable Energy Sources and Climate Change Mitigation 

Chart 12: Germany accounts for almost half 
of global solar power installed capacity 

Chart 10: Lifecycle greenhouse gas emissions 

Source: Intergovernmental Panel on Climate Change  

Chart 11: IPCC measure of global renewable energy use 

Source: Intergovernmental Panel on Climate Change  

Source: REN21: 2010 Global Status Report 


