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STOCK INITIATION

RATINGBUY

Canadian Solar Inc. (CSIQ)

Initiating Coverag&iith a Buy; Price Target of $27.00
Taking market share

Canadian Solar is taking advantage of the global oversupply
polysilicon and silicon wafers to expand aggressively downstream
the module and cell levelThe company aims to expand market sha
while minimizing capital expenditures, compared to a full vertice
integrated buildout.

Field checks suggest that Canadian Solar is moving up in custo
consideration We heard repeated that Canadian Solas included in
the same group as Suntech (STP: not rated), Yingli (YGE: not rated
CNRAYIl o6¢{[Y {{GNRYy3 .dz20 +&a I
Sales windike the recently announced sales contract with Sgaased
Fire Enegy Group, for 60MW of global project development, evince
higher global profile.

Most solar stocks- Canadian Solar included have sold off sharply
over the past month due to concerns over proposed reductions
German solar incentivesThe stock hasleclined 35% from its recent
high on Jan. 8. We believe this presents a compelling opportunity
buy the shares at an attractive level, as solar demand remains stror
Germany and demand in the U.S. and China is expected to accele
We believe ourforecast accounts for the effects of the propose
German FiT tariff reductions of 15% in April (and 25% for grooodint
installations in July).

Canadian Solar has been able to improve its capital structaver the
past year, enabling the company t@merge as one of the leading solar
module vendors andcontinue its rapid expansion.In April 2009,
Canadian Solar announced a potential credit facility with 3 Chin
banks, providing up to $2.2 billion in financing for PV projects b
domestically and interntzonally. In October, Canadian Solar complett
a $103 million equity raise ($15.75 per share), further strengthening
balance sheet.

We rate the shares a Buy with a price target of $27.0fiven the

expectation of accelerating global PV demand, comibwéh Canadian
{2t NRa riaxketNBoide} firflamentals and growth This

represents 15x our forward 2010 earnings forecast of $1.82 a
approximately 2.0x tangible book valugConsensus ER§qis $2.14,

with a range of $1.52 to $2.80.hiE yields a 23% return to our price
target.

Company Description

Canadian Solar is a leading solar module manufacturer; it prodt
silicon based ingots, wafers, cells and modules. The compar
incorporated in Canada, but operations and manufacturing are inaCh
Canadian Solar sells its products globally and has a roughly 5%
growing global market share.
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Stock Data

Ticker/Exchange: CSIQ / NasdagGM
Price: $22.02

Price Target: $27.00

52-week Range: $3.00¢ 33.68

Diluted Shares Outstandmm): 43.650

Market cap ($mm): $943
EV ($mm): $1,194
AvgDaily Trading Vo{$mm): $41.6
Revenues (US$ million)

2008 200 201CE
Q1 $171A  $49A $278E
Q2 $213A $114A  $275E
Q3 $252A  $213A  $227E
Q4 $69A  $259E  $234E
Total $705A  $636E $1,014€
Earnings Per Share

2008 200E 201CE
Q1 $0.57A ($0.13)A $0.61E
Q2 $0.41A $0.49A $0.49E
Q3 $0.31A $0.69A $0.25E
Q4 $(1.43)A $0.51E $0.47E
Total  $(0.14A $1.56E $1.82E
P/E N/A 14.1x 12.1x
EBITDA (US$ million)

2008 200 201CE
Q1 $22A  $(B)A  $41E
Q2 $26A $16A $36E
Q3 $28A  $24A  $25E
Q4 $(43)A  $34E $36E
Total $33A $65E $13%E
EV/EBITDA 18.% 8.6x

Important Disclosures

Greener Dawn Investment Group seeks to do
business with companiesoeered by Greener Dawn
Research. As a result, investors should be aware the
the firm may have a conflict of interest that could
affect the objectivity ofthis report Investors should
consider this report as only a single factor in making
their investmentdecision.

For analyst certification and other important
disclosures, refer to the Disclosure Section, located a
the end of this report.
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¢Energy and persistence alter all thirfgys.
- Benjamin Franklin
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Glossary of abbreviations

average selling price
balance & systemsthe nonsolar module components of a solar
installation, including racking, inverters, etc.

CAGR  compound annual growth rate

c-Si crystalline silicon

EBITDA Earnings before interest, taxes, depreciatiand amortization

EPIA European Photovtaic Industry Assaociation

EPC engineering procurement andonstruction

EU European Union

EV EnterpriseValue (equity market capitalization plus debt plus minorit)
interestsless cash)
Feedin Tariff

gigawatt (thousand megawatts): One gigawattnsughly the size of

one mediumsize nuclear plant.

kilowatt

kilowatt-hour

Internal rate of return

Levelized Cost of Electricity

megawatt (thousand kilowatts) One megawatt of solar electric
capacity provides enough electricity tovper between 150 and 250
U.S. householdgésource: Solar Energy Industry Association)
photovoltaic referring toa material that converts solar radiation into
direct current electricity

Return on Invested Capital (NOPAT: net operating profit -&dter
divided by the sum of Net Debt and Equity)

Return on Net Assets

Greener Dawn Research 8 February 2010| Page3
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INVESTMENTCONSIDERATIONS

Industry Highlights

Solar PV costs have fallenrspidly (50%-+ in 18 monthdhat currentfeed-in tariffs (FiT)in Germany and Italgre
yielding IRRs of a reped 12-20% versus the intended targets o066.(The price declines greatly surpassed the
scheduled annual cuts in the FiTn) response, legislators in Germafwhich accounted for half of global solar
demand in 2009have proposed an extraordinary FiTt ¢a reduce what most in the industry admit are returns
that are too generous.In France, legislators imposddT cuts in January, but project returns remain high.
According to news reportshe Frenchgovernment was receiving as many as 3,000 applicapendayin the past
months from solar builders, versus 5,0p8r month last summer.In Germanyfield checks suggest that demand
remains heated in early 2010.&\have heard anecdotal evidence thsalar modulesare sold out and installations
crewsin Gernanyare working nighshiftsand even usingoof heatersto melt ice on roofs in order to get projects
done before the FiT is reduced. Most industry participgotsincludedbelieved that Germany would implement a
cut of approximately 10% in July, butcemt proposalsput the cut at 15%on April I (with ground mount
installations facing a 25% cut in JuWhile mumors of hese proposal sparkedshare price declinesf 10-40%
acrosghe PV industrythey also lent greater impetus to getting current @ojs completed

We believe thata 15% reduction in th&sermanFiT is manageabler the industryand will most likely be shared

between manufactures, installers and developerén Figure 1 below, & provide asimplified IRR analysis to
demonstrate this mpact. The first scenario presersta simplified model that generates a project IRR of 12.2%

assuming $2/watt panels and $3.50/wa@S cosp A 1 K G KS NBAARSY (A Wh TH2 doiid2 L] CA ¢
scenario incorporates theJNEB LJ2 4 SR mp:  NB R dzO (i Ashayed by ynaufastiersCrstéllersi ahd € n ®o o ¢
developersModules arereduced by15% to $1.70 and@oS costs are reduced B§6 t0$3.32/watt. Thisyields a

still reasonably attractive IRR of 8.5%. We admit this analysis is largely hypotheticehson that there is a fair

amount of room for manageable cost reduction across the PV industry.

Figurel: Sinplified FiT Analysis on IRRs in Germany

Current German FiT

Cost per kW Scenario (Euros) Operating Variables

PV Module (Current pricing) €1,379 ($2.00/watt USD) Annual hours insolation 1,000

Balance of System (BoS) Cost €2,414 ($3.50/watt USD) Current FiT (Rooftop under 30kW) 0.3957

Total €3,793 ($5.50/watt USD) Annual Rev from 1 kW PV €396

Debt% 80% Total Debt € 3,034

Equity % 20% Total Equity €759

InterestRate 5.00% Annual Interest Expense €152
Principal Reduction (20 year amortization €152

€ Equity Return €92.3

[ % Equity Return 12.2% |

Proposed 15% FiT Reduction (Assumes 15% reduction in module price and 5% reduction in BoS)

Cost per kW Scenario (Euros) Operating Variables
PV Module Price (15% reduction) €1,172($1.70/watt USD) Annual hours insolation 1,000
Balance of @stem (BoS) Cost €2,293($3.32/watt USD) 15% Reduced FiT (Rooftop under 30kW) 0.3363
Total €3,466($5.02/watt USD) Annual Rev from 1 kW PV €336
Debt % 80% Total Debt €2,772
Equity % 20% Total Equity € 693
Interest Rate 5.00% Annual Interest Expense €139
Principal Reduction (20 year amortization €139

€ Equity Return €59.1

[ % Equity Return 8.5%

Source: Greener Dawn Research
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Module priceshave declined in line with thsignificant drop in the price giolysilicon,which isdown from spot
prices of $450 per kg in the summer of 2008réportedly as low as $48 per kg currently. d\believethese
polysilicon price declineswill allow the silicon based PVhanufacturers(in particular, the lowcost Chinese
integrated)to remainsignificantlyprofitable with ASPas low asb1.5Q which we forecast to reacim the second
half of 2010 We believe that ouforecast of$1.50 ASPby the September quarter is reasonably conservatiad
is subject taupsidesurprise

On the positive sidewe believe this reductiom silicon Figure2: Utility PV System Cos$2.89/watt
PV module pricing to $1.50/watt should further
accelerate global demand even factoring in a short
period of reduced demanth Germanyfollowingthe FiT
cuts. According to a recent presentation bpi& (SPIR:
Not Rated), utilityscale P\projectsare being installed
today below $3/watt, assuming a module cost of $1.95
A reduction in module pricing to $1.50/watt could put
the total instaled cost below $2.50/wt. At this price
level, solar P\ at or neargrid parity in many areas of
the U.S., especially the desert Southwa&8e admit that
we were surprised when we saw the $3/watt figuree
have seen reports of projects at $4watt, but
understand that costs ¥ vary by location and
developer.

Source: Spire Corporation

At such project costs, eestimate an LCOE of $0-0015/kwWhdepending upon financing and insolation variables,
settingthe stage for rapid growth in PV demand. We note that PV demattkit).S. is still miniscule abBMW,
roughly6%of the 10GW of wind installed in 2009. WelievePVdemand will grow rapidly (as did wind demand in
theUS.givena 2 f I NR& AtegeSNByYy i | ROl Yy

No moving partsthismeans simple set up and easy installation

Generates power during peak demand (during the day, during the summer)

Minimal water needsthis isincreasingly important in arid, sunny and populated areas like California

Secure sorce of power

Modular; economies of scale are mostly achieved within the factory and not just at the point of

installation

6. Ability to generate electricity at point of consumptidon local residential and commercial rooftops)
minimizes need for expensiveatismission

7. Environmentally friendlyguick energy payback and no harmful emissions

Broad public supporth (1 Q& Ay (i dihréatein | YR y 2V

9. Continued cost reductionwhich is likely the most attractive feature of PV. As the below graph

demonstrates, the pce of PV has steadily declined over the past 40 years from close to $100/watt to

below $2/watt, a price already cost competitive with traditional forms of power in areas of high

sunshine. The rough rule of thumb is that for every doubling of cumulativdygtion, prices drop by

a bk wbdpRE

©

22%-y 20 ljdzZAGS a22NBQa [l ¢ odzi &GAft & (INBSREBdE@IH L2y Sq

already at $0.82/watt and ChineseS PV module manufacturefs CGappiiodching $1/watt, selling

prices of $1/watt within a fe&s years are probable, creating a large addressable market. Aotdn
increase in annual PV demand over the next 10 years appears achievable given the still nascent size of
the industry.

Greener Dawn Research 8 February 2010| Page5
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Figure3: Photovoltaic module price experigce curve since 1976 ($/¥ift)
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Sources: EU Joint Research Cemfilel A NRELA.T. Kearney analysis

The decline in PV costs is attractsignificantattention andlending impetus taambitious development programs.

For example,ndia, an ideal PV canditk given its abundant sunlight, high electricity rates and poor utility
infrastructure (450 million LIS 2 LJX S R2y Qi K @5 has Ap® $oamially intPoduéetl & Ardpdshl @A G & 0
establish 20GW of PV by 202the aggressive timeframe of the prograneans that India would need to become

a GW+ market within a few yeaiurrently, India barely registers on the global PV map.

Figure4: Indian PV Initiative: 20GW by 2020

Application Segment Phase 1 (201£2013) Phase 2 (2012017) Phase 3 (201-2022)
Solar Collectors 7 million sq. meters 15 million sg. meters 20 million sg. meters
Off-grid solar applications 200 MW 1,000 MW 2,000 MW

Utility grid power, including rooftop  1,0062,000 MW 4,00610,000 MW 20,000 MW

Source: Jawahdal Nehru National Solar Mission; http://www.mnes.nic.in/pdf/missiordocumentJNNSM.pdf

Greener Dawn Research 8 February 2010| Page6



90

greener dawn
research

Figure5: PV Demand Forecast: Base Case

Canadian Solar (CSIQpverage Initigon

Annual Installations 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E
(MW)
Germany 10 12 40 78 80 150 600 850 850 1,100 1,500 2,000 2,000 2,300 2,600 3,000
Spain 0 1 0 2 9 10 6 26 88 560 2,511 375 500 500 550 800
Japan 69 72 112 135 185 223 272 290 287 210 230 400 500 700 1,000 00
USA 0 17 22 29 44 63 90 114 145 207 342 340 1,000 1,200 1,500 @
Italy 0 0 0 0 0 0 0 0 13 42 256 400 600 750 950 AI350
China 0 0 = o o o 0 0 12 20 45 80 100 300 600 rl,OOO
France 0 0 Indian PV demand barely registers 0 0 8 11 46 250 340 600 900 1,000
Greece 0 0 today, but could become a GW+ 0 0 1 2 11 £S5 100 100 100 100
Porgal 0 0 market in a few years if its PV 0 0 14 50 40 50 100 160 230
Czech Republic 0 0 . . . 0 3 51 80 90 110 140 170
Belgium 0 0 incentive progranis successful. 0 0 8 100 70 80 90 100
Rest of Europe 0 0 0 0 0 0 0 0 12 17 140 200 300 450
India 0 0 0 0 0 0 0 0 12 20 40 60 80 120 300
South Korea 0 0 0 0 0 0 0 0 20 43 274 1 0 150 220 300 400
Rest of the world 68 84 94 75 104 98 53 12 153 125 126 250 300 300 300 350
TOTAL 147 186 268 319 422 544 1,021 1,292 1,603 2,392 5,559 @ 6,000 7,540 9,610 [12,350
Source: EPIA, published March 2009
SolarBuzz projects 2009 demawids.37 GW, a level already beyond thg Wind just installed 10GW in the U.S. in 2009
2010LINR 2S00 A2y Ay G KS . ThisismRkiclogertd 2 KlFGQa LkraaraotsS FT2NJ
Figure6: PV Demand Forecast: Poliyriven the more aggresse Policy Driven figure of 6.8GW in 2009. \
Annual Installations 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009E 2010E 2011E 2012E
(MW)
Germany 10 12 40 78 80 150 600 850 850 1,100 1,500 2,500 2,800 3,200 3,600
Spain 0 1 0 2 9 10 6 26 88 560 2,511 375 500 600 650
Japan 69 72 112 135 185 223 272 290 287 210 230 500 1,000 1,200 1,500
USA 0 17 22 29 44 63 90 114 145 207 342 1,200 3,000 3,400 3,900
Italy 0 0 0 0 0 0 0 0 13 42 256 500 800 1,100 1,400
China 0 0 0 0 0 0 0 0 12 20 45 100 150 600 1,200
France 0 0 0 0 0 0 0 0 8 11 46 300 500 850 1,200
Greece 0 0 0 0 0 0 0 0 1 2 11 200 450 700
Portugal 0 0 0 0 0 0 0 0 0 14 50 80 180 350
Czech Republic 0 0 0 0 0 0 0 0 0 3] 51 100 160 200 220
Belgium 0 0 0 0 0 0 0 0 2 18 48 175 125 130 140
Rest of Europe 0 0 0 0 0 0 0 0 12 17 28 250 825 400 525)
India 0 0 0 0 0 0 0 0 12 20 40 100 200 250 300
Souh Korea 0 0 0 0 0 0 0 0 20 43 274 200 350 450 700
Rest of the world 68 84 94 75 104 98 53 12 153 125 126 600 800 1,000
TOTAL 147 186 268 319 422 544 1,021 1,292 1,603 2,392 5,559 , 10,790 13,810 17,385 22,325

Source: EPIA, publisdeMarch 2009
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Concerns

Solar business remains driven by governmantentives as electricity derived from PV remains significantly more
expensive than electricity derived from coal or natural gas. The greatest solar demand exists in those countries which
have implemented the best incentive mechanisms, such as generous anddted)FiTs, net metering, and mandates

for electricity generation from renewable sources. Even so, the significant reduction in module and system prices over
the past 18 months hasrbught the levelized cost of PV electricity down to rates below or near peak electricity rates

in many markets.

Technology riskWhile crystalline silicon remains the dominant form of PV installations, all solar manufacturers
remain exposed tothe d £ SIALITNMRA 1 ¢ 2F | yS¢g GSOKy2f 238 Qa SAfESNA y 3
investment is being directed to a range of technologies, from concentrated solzadimium telluride, CIGS (copper
indium gallium (di)selenideandorganic materials.

Geographic concentrationGermany was roughly half of all global solar demand in 2009. \@kilmanycontinues to
enjoy strong, steady demand as a result of gesnerousFiT program solar demand remains concentrated in a
relatively small number of countrieGrowing demand in the potentiallynajor markets ofthe U.S. and China should
begin to reduce this concentration over the next two to three years.

Pricing pressures continueContinued pricing pressure, resulting from industry overcapaaityexpected acelerated
degression in the German feedHtariff, and aggressive competition from Chinese module manufactufeasking
much lower polysilicon pricesind First Solar (which retains cost leadership)expected to drive ASPs dovumther
throughout thesupply chain

Creditfinancing The solar PV industry is dependent upon access to credit and financing to support sales growth and
project development. Should access to financing become difficult or interest rates rise materially, growth in solar PV
sales could decline sharply as demonstraiedate 2008 andearly 2009. Recent debt concerns in Europe, including
Greece, Spain and Italy, highlight this potential risk.

Greener Dawn Research 8 February 2010| Page8
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Company Highlights

Despite the recent sharp pullback,I y I RA Iy { 2de paxdried éxtaordidarilyLiiNF009, rising ovefold
from $6.50 to almost $29 per shar@e attribute the riseto the sharply rebounding PV demand, an imping
balance sheet, and a lewost vertically integrated manufacturing structur€anadian Solaavoided the pitfall of

investing upstream in expensive oversupplied polysilicon last year and now has the flexibility to invest rapidly in lower
cost higher margin downstream (cell and module) production

Figure7: Canadian SolaBhare Price
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Source: Capital 1Q

By the end of March 2010, Canadian Solar expects to have module cagaciBVdmorethan Trina or Yingli, though
the company will not be as verticallytegrated. TrinaSolaris employing a similar strategy in 20@Dexpanding more
heavily downstream (85050MW in cells and modules by year end 2010 versus 700MW for ingots and wafers) to

capture margin currently there is a shortage of low cost high quality cells and modules due to the strong demand in
Germany.

Overthe pastmonth, most solar stocks haveold off over concerns about the FiT reduction in Germany, but Canadian
and Trina suffered disproportionately due to the concern that their potential margin advantage would be eliminated
overnight. We think this imisguidedand that as low cost producewith additionalcapacityat the downstream end
Canadian Solar and Trimae stillamongthe most insulatedsiliconPV modulemanufacturesin the solar sectorWe
believeCanadiarSolaQ & NXB O S y (13.6Bid#22) epreS4dnts & good entry point intbe stockat approximately
12xour 2010earningsestimate of $1.8Zwhich is below consensus of $2.14)

Greener Dawn Research 8 February 2010| Page9
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CostlLeadership

Canadian Soldtike Trina and Yingli$ a price leader within the silicd?V industryasits Chinese manufacturing base
and (partial) vertical integration give it lower production costs than the traditional market leaders in Germany and
Japan Vertical integration allows for the capture of gross margin and associated costs (sales, shipnak#gere
quality control, logisticsetc.) for internally sourced ingots, wafers and cells. In short, vertical integration reduces
volatility in the supply chain and promotes efficiency.

In our opinion, the trick is to time correctly the investments in there capital intensive segments of production. In
2009 and 2010Canadian Solar is investing more heavily in downstream cell and module prodiwgobelieve the
company has the correct strategy for this period in which polysilicon is experiencingraasing glut of supply.he
strategy enables Canadian Solar to expand market share with lirépial expendituresit costsonly $0.05/watt in
capex for module capacitiy Chinayversus $0.25/watt for cells and approximately $0.50/watt for ingots anfersa
As the market grows and the polysilicon glut eageanadian Solacan backfill its upstream ingot, wafer and cell
capacity to maintairits vertical integration

Figure8: Canadian Solar Manufacturing Capacity Overview

(Y} .
>~ CanadianSolar

= -

Capacity
By End of 2009 200 MW 420 MW 820 MW
Capacity 350 MW 700 MW 1,000 MW

By End of 2010

Source: Canadian Solar
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As the below graph demonstrates, forecast gross margin stabilizes in 2010 (versus the sharp swings of the previous 18
months) as modeled ASP declines of 10% in each of the June and September quartdasgédiyte the reductionin

the German FiT) are offset by lower wafer and production costs. Given the significant proposed FiT cuts in Germany,
we conservativelymodel in ASPs of $1.50 by the September quarter. The primary variability on cost comes in
polysilicon prices which wealve modeled in quarterly through 2010 at $70, $65, $60 and $55/kg. We have heard
anecdotal evidence that spot polysilicon is already below $50/kg, but we have chosen a more conservative forecast
0SOFdzaS 6S I NB dzyadz2NB K24 SXigd fricedl polysili€os rhlizenycdnbliméith®oRgh & f 2 y 3
the end of 2009. It leaves potential upside in our model; we speculate that overcapacity could pressure polysilicon
prices down to $380/kg, insulating some of the expected gross margin decline of theureadanufacturers in the
September quarter. T ASP declines, only partially offset by the slow decline in polysilicon pricingefieed in

the drop in gross margin to 15% in the September quarter prior to its rebound to almost 20% in the December
quarter. We note that a $2/kg change in polysilicon prices will affect gross margin in our model by approximately 1%.

Figure9: Canadian SolaAverage Selling Price (AS#)d Costper Watt Trends
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Source: Greener Dawn Researchn@any data
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Figurel0: Canadian Solar ASP and Cost pVatt Analysis

O

Our model yields a 15% gross margin for the September quarter assuming polysilitsonf cos
$60/kg which corresponds to the $0.70 wafer cost in this graph. If we assume polysilicon of $4
wafer prices should drop to about $0.61/watt, resulting in a much improved gross margin of 21,
This issue highlights one of the key areas of investacern: large potential variability of earnings
due to relatively small fluctuations in ASPs and cost components like polysilicon. See Figure 2
greater discussion on earnings variability.

Source: Greener Dawn Research
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