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Burned by Cheap Solar 
 

SPWR's malaise tied to limited tax appetite from Bonus Depreciation at Utilities 
We believe pressures cited by SPWR on its 2Q call on Tuesday evening are not limited 
to the company, as concerns raised on the limited remaining tax appetite in the market 
following bonus depreciation has modestly reduced anticipated project selldown prices. 
This is consistent with stated efforts of SO, ED, D, and others who appear to be de-
emphasizing solar acquisitions in favour of wind deals with less upfront tax attributes 
(as can be seen in the recent sharp tact by SO towards wind in recent quarters). Were it 
not for the ability to recognize ITCs in GAAP earnings upfront, we think the utility shift 
away from solar would have been even sharper.  As we look across the utility landscape 
we see few companies with meaningful tax appetite, largely through the decade. 
Further, the higher cost of tax equity appears to be only adding to desirability of 
owning cash-absorbing utility assets – and making the latest bid for Oncor by NEE look 
all the more credible as an exercise to avoid the use of tax equity. 

Will the SPWR drop around 2Q results set a bottom on utility-scale pricing? 
The latest SPWR datapoints could well prove yet another cautious datapoint on pricing 
utility-scale volume deals too narrowly to achieve adequate returns. We expect at least 
US players will take note of the sharp share price reaction—and as such, provide a floor 
on the PPA price for solar, which has broached the $40/MWh level. SPWR emphasizes 
deals broadly below $50/MWh appears to provide limited economics. We believe the 
higher cost of tax equity and limited appetite across the sector is likely to be reflected in 
the latest round of bids by at least 25-50 bp in IRR, driving up PPA prices on the margin 
(as such, we suspect SPWR's 2018 vintage PPAs will reflect these improved terms). 
While this should in theory be reflected in international developer bids as well (who 
clearly don’t have meaningful US tax appetite), we note the likes of Enel and others 
have been the low-bids of late in a variety of contexts across the Americas. 

Is there a slowdown in solar? The focus in the renewable landscape is on wind 
We're not surprised by the paucity of utility-scale solar projects as much of the focus in 
the sector on incremental wind given the PTC extension and IRS clarification on 
repowering. Many solar developers have noted opportunities have proven slower and 
more competitive than originally contemplated heading into 2016 (with existing orders 
slipping as well). We see the slowdown in projects as only bolstering the logic for the 
manufacturers such as SPWR and FSLR to diversify away from this lumpy business 
towards not just panel+equipment sales, but also resi and commercial efforts too. We 
don’t see easy answers to meaningful returns available anywhere within the sector, 
although resi & commercial do offer higher nominal returns for the risk.  
But there's a wave of RPS expansions coming too that offer some comfort 
We emphasize some solar RPS expansion potential specifically in AZ as well as 
execution on the latest GA procurement RFP expansion are both positive datapoints on 
the margin following a substantial pushout of many utility-scale procurement plans 
given the extension of the federal ITC. We perceive the next 'boom' to be in the ~2019 
timeframe as the next sunset on the full 100% ITC approaches. 
What can 'save' solar from this malaise? Election focus remains key in 2H 
We emphasize the key 'binary' variable to sentiment this fall remains the outcome of 
the upcoming election cycle into November. While the candidates have contrasting 
views, we see the principle focus on details around any eventual implementation of the 
Clean Power Plan (CPP) and corresponding procurement into the ~2019 timeframe. 
While we don’t see an immediate upside arising from Clinton win as CPP (and any 
other complementary programs) would still likely take some time, we do see risks under 
a Trump administration around ITC election framework under 'Fair Market Value'. 
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What is SPWR doing now? It's a core resi and commercial biz 
Mgmt effectively guided towards zero gross margin from its Utility-scale solar 
business globally in 2017, suggesting doubts on both achieved volumes as well as 
margins on prior deals (this is at least the case at the low end of its $300-400 Mn 
EBITDA range). By contrast, drops to CAFD (such as Stamford) could well drive 
volumes as well as contributions from delayed projects (of which there is clearly at 
least one). Mgmt's guidance for resi and commercial appears to reflect +30% on 
volumes, consistent with overall growth contemplated in the sector. Beyond this 
focus, the question is whether SPWR's focus on module only sales will also prove 
palatable. 

See our earlier SPWR note with a full write up on 2Q results. 

The Strategic Pivot: Can SPWR and FSLR shift towards equipment sales? 

We emphasize each company appears to be taking a slightly different strategic 
pivot away from utility-scale sales. For SPWR, the focus remains on lumping 
together its specialized high-efficiency panels alongside a ramp in cheaper "p-
series" panels alongside an electronics equipment overlay. The focus is to expand 
abroad to largely capture incremental sales rather than development opportunities. 
In contrast, FSLR's focus appears to be going even further, adjusting its latest 
panels to fit with a wide array of deployment equipment technology – competing 
more directly head on with foreign panel makers for market share. The question 
on this pivot for both is not just the lower margin potential, but more importantly 
the lower all-in margin on a nominal basis due to lower all-in sales costs. We 
emphasize SPWR's 2017 EBITDA guidance appears to largely eliminate 
expectations for the utility-scale segment (seemingly implying excess panels 
produced beyond those needed for Resi and C&I would be sold into other 
developer utility-scale projects), whereas FSLR would has effectively indicated it 
would simply sell the bulk of its volumes (excl ~1GW) as 'panels-only'. 

  

https://neo.ubs.com/shared/d1pwCzDrxpACqM
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Valuation Method and Risk Statement 

Risks for Utilities and Independent Power Producers (IPPs) primarily relate to volatile 
commodity prices for power, natural gas, and coal. Risks to IPPs also stem from 
load variability, and operational risk in running these facilities. Rising coal and, to a 
certain extent, uranium prices could pressure margins as the fuel hedges roll off 
Competitive Integrateds. Further, IPPs face declining revenues as in the money 
power and gas hedges roll off. Other non-regulated risks include weather and for 
some, foreign currency risk, which again must be diligently accounted in the 
company’s risk management operations. Major external factors, which affect our 
valuation, are environmental risks. Environmental capex could escalate if stricter 
emission standards are implemented. We believe a nuclear accident or a change in 
the Nuclear Regulatory Commission/Environment Protection Agency regulations 
could have a negative impact on our estimates.  
 
Risks for regulated utilities include the uncertainty around the composition of state 
regulatory Commissions, adverse regulatory changes, unfavorable weather 
conditions, variance from normal population growth, and changes in customer 
mix. Changes in macroeconomic factors will affect customer additions/subtractions 
and usage patterns. 
 
FSLR price target derived via SoTP. 
 
SPWR -  PT derived via 2018E EV/EBITDA-derived SOP in addition to proportional 
stake in 8point3, SPWR / FSLR's yieldco.  
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Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit  
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report. This recommendation was 
finalized on: 11 August 2016 07:14 AM GMT.  

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 47% 32% 

Neutral FSR is between -6% and 6% of the MRA. 38% 25% 

Sell FSR is > 6% below the MRA. 15% 21% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 30 June 2016. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

http://www.ubs.com/disclosures
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Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 

UBS Securities LLC:  Julien Dumoulin-Smith; Paul Zimbardo; Jerimiah Booream, CFA.   

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

First Solar Inc16 FSLR.O Neutral N/A US$38.66 10 Aug 2016 

SunPower Corp16 SPWR.O Buy N/A US$10.31 10 Aug 2016 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Global Disclaimer 
This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS.   

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ("the Information"), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
Information be used for any of the following purposes: 

(i) valuation or accounting purposes; 

(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or 

(iii) to measure the performance of any financial instrument. 

By receiving this document and the Information you will be deemed to represent and warrant to UBS that you will not use this document or any of the Information for 
any of the above purposes or otherwise rely upon this document or any of the Information. 

UBS has policies and procedures, which include, without limitation, independence policies and permanent information barriers, that are intended, and upon which UBS 
relies, to manage potential conflicts of interest and control the flow of information within divisions of UBS and among its subsidiaries, branches and affiliates. For further 
information on the ways in which UBS manages conflicts and maintains independence of its research products, historical performance information and certain additional 
disclosures concerning UBS research recommendations, please visit www.ubs.com/disclosures. 

Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management, which will also have sole discretion on the 
timing and frequency of any published research product. The analysis contained in this document is based on numerous assumptions. All material information in relation 
to published research reports, such as valuation methodology, risk statements, underlying assumptions (including sensitivity analysis of those assumptions), ratings 
history etc. as required by the Market Abuse Regulation, can be found on NEO. Different assumptions could result in materially different results. 

The analyst(s) responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, 
applying and interpreting market information. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS into other 
areas, units, groups or affiliates of UBS. The compensation of the analyst who prepared this document is determined exclusively by research management and senior 
management (not including investment banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the 
revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part, and UBS's subsidiaries, branches and affiliates as a whole. 

For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market maker or 
liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity 
provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in 
this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity is carried out in 
the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. UBS may have issued 
a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and employees may have long or 
short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be inconsistent with the opinions 
expressed in this document. 

United Kingdom and the rest of Europe:  Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible counterparties 
or professional clients. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority.   France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the ACPR 
(Autorité de Contrôle Prudentiel et de Résolution) and the Autorité des Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this 
document, the document is also deemed to have been prepared by UBS Securities France S.A.   Germany:  Prepared by UBS Limited and distributed by UBS Limited and 
UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin).   Spain:  Prepared by UBS Limited and distributed 
by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV).   Turkey:  
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Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
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Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited 
and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this 
Material should be considered as investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible 
Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons.   Saudi Arabia:  This document has 
been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at 
Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi 
closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, 
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only reflect the views of the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa, 
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