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Onshoring Brightens Canadian Solar’s Future
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> CanadianSolar

Price $11.32 Growth Holding December 23, 2024

e Trading at far less than the sum of its parts, with Recurrent Energy and CSI
Solar combined being worth $87.26 per CSIQ share.

e Sold 20% of utility-scale project manager to Blackrock, repositioning it to
begin operating battery-storage and solar-generation to enhance recurring
revenues.

e The global push toward renewable energy is secular and likely to accelerate
as Al-driven datacenter demand rises.

e Onshoring more of the manufacturing base to the US will mitigate tariff risks
in both batteries and solar.

e CSI Solar has shipped over 22 GW of solar components year to date, making
it the #5 spot in global market share.

Investment Thesis

Canadian Solar (CSIQ) is a solar power company that designs and manufactures solar
power solutions and provides utility-level project management.

Near term political risks, tariffs, and Chinese oversupply have muted investor
enthusiasm, with CSIQ seeing a sharp selloff of 30.0% YTD. Over the short term, the
company will need to continue to invest heavily into US manufacturing and Recurrent
Energy’s new business model, both of which will weigh on margins and cash flows until
at least 2026.

However, there are secular long-term tailwinds in electrification globally and new
tailwinds from AI-driven energy consumption. In the short term, we believe that the
stock is unfairly discounted when compared to the sum of its parts. Over the long term
we believe that strong secular tailwinds will provide a strong base growth case.

Estimated Fair Value
EFV (Estimated Fair Value) = EFY25 EPS (Earnings Per Share) times P/E (Price/EPS)
EFV = E25 EPS X P/E = $2.5 X 24.8 = $62.19

Breaking down the asset base of CSIQ, it is trading less than the sum of its parts. As of
the quarter ending September 2024, it reported a tangible book value per share of
$42.43 which we calculated to be much higher at $87.26 per share.
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Segment Detail Implied Value (per CSIQ
Share)

$6.3 Billion USD total
market cap on SSE (1 CNY
= 7.3 USD), 63% CSIQ
ownership.

BlackRock invested $500
million for 20%. CSIQ
ownership 80%, equaling
$2 billion.

CSIQ has $200 million in
corporate-level notes
outstanding, and $25.2 $-2.63
million in corporate-level
cash.

Total $87.26

CSIQ TTM average shares outstanding: 66.4 million. Total debt for CSIQ was $5.4 billion, though, only $0.2 billion is corporate-level.

CSI Solar $59.77

Recurrent Energy $30.12

CSIQ Corporate-Level
Adjustments

On the CSI Solar side, while a discount due to heavy Chinese manufacturing exposure is
expected, the scale of the discount is hard to reconcile. CSI Solar is the 5% largest
provider of solar panels, 10t largest solar cell provider, and 8% largest provider of solar
wafers in the world. The global solar value chain is no small industry, worth nearly $140
billion per year, estimated to grow at a 12.5% CAGR to 2032 ending at more than $400
billion. Even excluding Recurrent Energy’s valuation, CSIQ is trading at 19.1% of its
value in CSI Solar.

Recurrent Energy’s discount is more understandable, as it is not expected to generate
meaningful cashflows until after 2026. However, as it is shifting its model to be utility-
like, its valuation should move up as the market prices in long-term stable cash
generation potential.

In addition, short interest in CSIQ has spiked to around 15.8%, implying over a trading
week to cover.

Price-to-Sales

Price-to-Earnings

Power Demand
With the advent of artificial intelligence in every aspect of daily life, the expected power
demands over the next decade have surged globally. The average google search uses
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https://www.zionmarketresearch.com/report/solar-pv-supply-chain-market#:~:text=The%20global%20solar%20PV%20supply,12.5%25%20between%202024%20and%202032.
https://www.zionmarketresearch.com/report/solar-pv-supply-chain-market#:~:text=The%20global%20solar%20PV%20supply,12.5%25%20between%202024%20and%202032.
https://www.nasdaq.com/market-activity/stocks/csiq/short-interest
https://www.nasdaq.com/market-activity/stocks/csiq/short-interest
https://www.nytimes.com/2011/09/09/technology/google-details-and-defends-its-use-of-electricity.html

around 0.3 watt hours of electricity, or around 2 seconds of usage for an average
commercial-grade 500 watt solar panel. ChatGPT, and similar Al products, consume
around 0.14 kilowatt hours per search — or approximately 17 minutes per 500 watt
panel.

Globally, the continued electrification of cars and industrial uses, on top of datacenters,
demand has the potential to outpace supply. The IEA (International Energy Agency)
estimates that energy consumption will increase by 3% annually to 2035, 6% higher
than last year’s estimates. The US is expected to increase above peer-developed
nations, at 2.4%.

While highly developed economies like Europe are expected to meet growth
requirements with new renewable buildout, China and other developing economies still
heavily rely on old, inefficient coal power plants to meet existing shortfalls.

NERC (North American Electric Reliability Corporation) estimates that more than half of
the US will experience at least some disruptions related to a generation shortfall within
the next decade, thanks to ‘sluggish’ capacity growth mixed with previously discussed
datacenter growth. The EIA (Energy Information Administration) estimates that
electricity consumption across states with high-datacenter exposure will see 10% growth
above the baseline. Using Texas as an example, demand from data centers alone will
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Data source: U.S. Energy Information Administration, Short-Term Energy Outlook (STEO), September 2024
Note: The Electric Reliability Council of Texas (ERCOT) defines large flexible load as any facility drawing power from the grid with an expected peak
demand capacity of 75 megawatts or more.
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https://www.nytimes.com/2011/09/09/technology/google-details-and-defends-its-use-of-electricity.html
https://www.washingtonpost.com/technology/2024/09/18/energy-ai-use-electricity-water-data-centers/
https://www.iea.org/reports/world-energy-outlook-2024/executive-summary
https://www.statista.com/statistics/1482606/power-demand-in-us-by-cagr/
https://www.statista.com/statistics/1482606/power-demand-in-us-by-cagr/
https://ember-energy.org/countries-and-regions/china/
https://www.nerc.com/pa/RAPA/ra/Reliability%20Assessments%20DL/NERC_Long%20Term%20Reliability%20Assessment_2024.pdf
https://www.eia.gov/todayinenergy/detail.php?id=62409#:~:text=Commercial%20electricity%20demand%20in%20the%2010%20states%20with%20the%20most%20electricity%20demand%20growth%20increased%20by%20a%20combined%2042%20BkWh%20between%202019%20and%202023%2C%20representing%20growth%20of%2010%25%20in%20those%20states%20over%20that%20four%2Dyear%20period.
https://www.eia.gov/todayinenergy/detail.php?id=62409#:~:text=Commercial%20electricity%20demand%20in%20the%2010%20states%20with%20the%20most%20electricity%20demand%20growth%20increased%20by%20a%20combined%2042%20BkWh%20between%202019%20and%202023%2C%20representing%20growth%20of%2010%25%20in%20those%20states%20over%20that%20four%2Dyear%20period.

grow 60% year over year, consuming 10% of Texas’s total energy demand for 2025.
Over the longer-term, CSIQ expects this effect to be mirrored across the US. By 2030,
11.7% of US power demand will be consumed by datacenters.

McKinsey estimates that renewables will account for around 70% of global power
generation by 2050 - currently at 32%. While this projection is ambitious, if policy does
prevail solar will lead the way with cost effectiveness, safety, and efficiency.

Most forms of renewable energy cannot always operate at peak capacity. Solar and wind
are both limited by weather conditions. Most analysis indicates that global utility-level
battery capacity will be between 600-760 GWh by 2030. Currently, global installed
capacity is 163 GWh and has doubled between 2022 and 2023. Decreasing
manufacturing and installation costs have driven down average costs to below
$139/KWh which should continue to provide long-term tailwinds for utility-level battery
storage.

Figure 1: Volume-weighted average lithium-ion battery pack and cell price split, 2013-2023
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Source: BloombergNEF. Historical prices have been updated to reflect real 2023 dollars. Weighted
average survey value includes 303 data points from passenger cars, buses, commercial vehicles, and
stationary storage.

Manufacturing — CSI Solar

Solar and battery component manufacturing is conducted by CSI Solar, which is owned
63% by CSIQ and is publicly listed on the Shanghai Stock Exchange. This works out to
be $59.77 per CSIQ share. As of the quarter ending September 2024, CSI Solar has
shipped more than 22 GW of solar components and 4.4 GWh of battery components on a
YTD basis. Additionally, it holds more than 2,200 patents, more than any other
competitor solar firm.
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https://investors.canadiansolar.com/static-files/fdc3b1b0-c609-4d9e-9ca8-54619c7e6d40
https://www.mckinsey.com/industries/energy-and-materials/our-insights/global-energy-perspective#:~:text=Those%20technologies%20for,strong%20growth%20projections%2C
https://www.mckinsey.com/industries/energy-and-materials/our-insights/global-energy-perspective#:~:text=Those%20technologies%20for,strong%20growth%20projections%2C
https://www.spglobal.com/commodity-insights/en/news-research/latest-news/metals/042524-new-global-battery-energy-storage-systems-capacity-doubles-in-2023-iea-says
https://www.spglobal.com/commodity-insights/en/news-research/latest-news/metals/042524-new-global-battery-energy-storage-systems-capacity-doubles-in-2023-iea-says
https://www.spglobal.com/commodity-insights/en/news-research/latest-news/metals/042524-new-global-battery-energy-storage-systems-capacity-doubles-in-2023-iea-says
https://about.bnef.com/blog/lithium-ion-battery-pack-prices-hit-record-low-of-139-kwh/
https://about.bnef.com/blog/lithium-ion-battery-pack-prices-hit-record-low-of-139-kwh/
https://investors.canadiansolar.com/static-files/fdc3b1b0-c609-4d9e-9ca8-54619c7e6d40
https://investors.canadiansolar.com/static-files/fdc3b1b0-c609-4d9e-9ca8-54619c7e6d40
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Image Source: SolarReviews.com, Table source: CSIQ

Currently, CSI has 61 GW of solar panel capacity, with 76% of its solar manufacturing
base in China, with around 20% in Thailand, and 3% in the US. While specific
geographic information is not public, management stated that it has around 25% market
share in the US, and ships around 30% of its global capacity to the US per year.

CSI has expanded into manufacturing utility-scale batteries. Over the medium term, it is
targeting ~10% market share and currently has 20GWh of capacity, largely based in
China.

Chinese manufacturing continues to dominate due to cheap inputs and cheap labor,
though China has entered into a period of oversupply in solar components. On top of
oversupply, increasing tariff risks across the Asian electronic value chain and favorable
tax treatment under the IRA (Inflation Reduction Act) have spurred CSI to expand
manufacturing in the US.

CSI currently operates 5GW of manufacturing capacity of panels to the US, planning to
add 5GW of cell manufacturing capacity. Historically, US manufactured solar panels
utilized imported cells, but a recent crackdown by the Department of Commerce has
caused a second wave of manufacturing investment in upstream products including solar

cells.
Plant Product Capacity Capex Cost Operating Date
(Millions)
Mesquite, TX Modules/Panels 5GW $250 2024
Jeffersonville, IN Cells 5GW $800 ~2026
Shelbyville, KY Battery Cells + 6GWh $700 ~Late 2025
Modules
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https://investors.canadiansolar.com/static-files/fdc3b1b0-c609-4d9e-9ca8-54619c7e6d40
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https://seia.org/news/american-solar-panel-manufacturing-capacity-increases-71-q1-2024-industry-reaches-200-gigawatt/
https://seia.org/news/american-solar-panel-manufacturing-capacity-increases-71-q1-2024-industry-reaches-200-gigawatt/
https://www.bnnbloomberg.ca/investing/commodities/2024/10/01/us-imposes-duties-on-southeast-asia-solar-panels/

CSI will also add 6GWh of battery manufacturing capacity. The new US battery
manufacturing base would represent approximately 20% of CSI’s battery production by
the end of 2025.

For 2025, CSI expects solar shipments to be flat at the baseline. The base 30GW
assumption factors in a conservative demand outlook in the face of tariffs, reduced
subsidies and low-priced fossil fuels. Management stated the final figure will depend on
how quickly US production comes online, any Chinese government action regarding
oversupply, and final DOC (Department of Commerce) ruling on components
manufactured in Thailand — with the preliminary ruling increasing tariffs to 80%.

On the battery side, CSI expects shipments to grow by at least 66.7%, with the upper
end depending on uptake in utility-scale projects.
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For the 9 months ending September 2024, CSI had a gross margin of 17.9%, an
increase of 160bps. This was mostly due to an increase in higher-margin battery
shipments. For 2025, CSI expects gross margin to stay within the 16-18% range.

Utility-Scale — Recurrent Energy

Recurrent Energy is 80% owned by CSIQ and is a solar and battery project developer.
Typically, Recurrent develops projects, secures funding, permitting, and contracting and
then sells the project either at its COD (commercial operating date, once operating), or
NTP (notice to proceed, as construction starts). While this limits risk, it also limits long-
term recurring revenue potential.
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https://www.trade.gov/commerce-preliminary-countervailing-duty-investigation-crystalline-photovoltaic-cells-cambodia
https://www.trade.gov/commerce-preliminary-countervailing-duty-investigation-crystalline-photovoltaic-cells-cambodia

Solar (GWp) Battery (GWh)
Awaiting Sale 1.7 1.0
Under Construction 1.7 3.8
Backlog 4.8 5.9
Advanced Pipeline 3.4 6.4

Advanced Pipeline is made up of projects that have some progress, and ‘90% certainty’ according to CSIQ. GWp is peak Gigawatt

capacity.

In October 2024, BlackRock invested $500 million in Recurrent Energy in exchange for
20% ownership, to support it moving forward with a repositioning plan. This values
CSIQ’s ownership at $30.12 Per share. The repositioning plan would allow Recurrent
Energy to own and operate facilities in the US and EU, while continuing its COD/NTP
sales business in the rest of the world.

According to CSIQ, this plan would enhance the ‘funded growth’ model, where recurring
cashflows from operated plants on top of COD/NTP sales would reduce the need for
outside capital. In our view this would favorably change cyclical dynamics within CSIQ
and allow Recurrent Energy to operate like a utility rather than a services company.

Currently, the plan is to introduce 2-3 GW of operated capacity to see how much PPA
demand materializes. Thus far, Recurrent has announced a 10-year 300 MW Solar PPA
with an unnamed tech company, and a 20-year 150 MW Solar PPA and 1.8GWh of
storage with Arizona Public Service. Both projects are expected to be operational by
2026.

Recurrent Energy had gross margin contract to 38.1%, a 310bps decrease for the 9
months ending September 2024, with operating margin moving into the negatives. The
contraction is due to the new direction, which incurs higher direct operating costs. The
process to get projects approved can take 2-5 years depending on locality, not including
the 18 month-long construction time frame. Operating margins for Recurrent Energy are
likely to stay negative until more PPA projects come online in 2026. Over the long-term,
the shift toward operating PPAs would realize more consistent revenues and operating
income, even if average margins decrease.

Risk

The market has begun to price in the removal of favorable tax treatment under the IRA
(Inflation Reduction Act). The risk repricing is understandable, as the killing of IRA
subsidies for manufacturing could push the economics of major projects into the red.
However, the risk of all subsidies being cut is not our base case, and we do not expect
the sweeping elimination of manufacturing credits. The IRA has resulted in $206 billion
in private investment, largely in manufacturing, which has seen 335,000 new jobs
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https://seekingalpha.com/news/4381331-canadian-solars-unit-signs-10-year-power-purchase-agreement
https://seekingalpha.com/news/4381331-canadian-solars-unit-signs-10-year-power-purchase-agreement
https://seekingalpha.com/article/4742384-canadian-solar-csiq-q3-2024-earnings-call-transcript#scroll_comments
https://seekingalpha.com/article/4742384-canadian-solar-csiq-q3-2024-earnings-call-transcript#scroll_comments
https://www.cfr.org/article/repealing-ira-has-trade-offs-tweaking-it-has-advantages
https://www.cfr.org/article/repealing-ira-has-trade-offs-tweaking-it-has-advantages

created. The preservation of at least part of the IRA would allow President Trump to
follow-through on his campaign promise of returning manufacturing to the US.

While there has been some Congressional push to repeal the IRA, 78% of the $206
billion in investment has gone toward Republican-held districts. So, while Republicans
have a majority in Congress and would be able to eliminate the IRA, politically there is
little to be gained in removing these programs in their entirety.

Plant Product Base Credit Current Estimated
Tax Benefit
Mesquite, TX Modules/Panels $0.07/W $350 million
Jeffersonville, IN Solar Cells $0.04/W $200 million
Shelbyville, KY Battery Cells + $35/KWh + $270 million
Modules $10/KWh

Credit amounts from Baker Tilly. Author’s Calculations. Estimated Tax benefit assumes 100% nameplate capacity.

Financials

For the first 9 months of 2024, combined company revenues saw a 24.3% decrease,
with gross margin decreasing by 50bps to 17.5% and net income margin decreasing to
1.3%. A weak pricing environment from solar oversupply and cheap fossil fuels hit
volumes and realized prices. Mixed with higher capex, R&D expenses and high tariff
rates there was also downward pressure on margins.

The weaker pricing environment in Chinese manufacturing will likely continue into 2025
unless the government steps in, though utility-level fossil fuel pricing is likely to increase
somewhat which could reduce renewables switching-cost. With CSI growing production
in the US it could see stronger margins and realized price from tariff mitigation in the
second half of 2025, as more than 85% of the global solar supply chain is Chinese-
based.

Full company capex has grown to 14.7% of revenue, compared to the long-term
average of around 8.5%. Overlapping growth trajectories in Recurrent Energy and CSI
will keep capex at an elevated level through 2025.

We expect the debt level to increase from here, currently at $3.2 billion in net debt.
Management stated that debt typically covers around 17% of capex with the remaining
being a mix of supplier prepayments, outside investment, and equity. The trailing twelve
months net debt to EBITDA is 6.6x, and the interest coverage ratio is only 1.4x which
will make additional debt difficult until profitability returns. However, CSIQ holds
approximately $2.2 billion in cash on hand which should allow for continued investment
in growth projects.
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Conclusion

The secular push for renewables coupled with long-term energy demand should provide
attractive growth. Electricity is essential for AI datacenters and could accelerate the
renewable buildout. On a company level, our view is that CSI Solar’s onshoring of
manufacturing to the US will reduce most of the worst-case scenarios that are currently
priced into the stock, with Recurrent Energy’s switch to a utility-like model providing
more stable cashflows.

Despite short-term pressures from Chinese oversupply, policy-related uncertainty in the
US and a large ramp in capex spending increasing the debt load, there is a compelling
long-term investment case for CSIQ.
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Peer Comparisons

Enphase
Energy
(ENPH)

Nextracker
(NTX)

Canadian JinkoSolar First Solar
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Price-to-Earnings
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Disclaimer and Related Information

This report was written by Julie Brown and reviewed and edited by Benjamin C.
Halliburton.

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, Economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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