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Executive Summary:            

 Second quarter slightly ahead - Akeena Solar released financial results for the second quarter of 

2010 on July 22, 2010. The quarterly results of $9.9 million in revenue and EPS of ($0.06) were slightly 

better than our expectations of $9.2 million and ($0.07) respectively. Removing a one-time gain of 

$911,000 would have lowered EPS to a loss of ($0.09), slightly below our forecast. The slight top-line 

beat was due to favorable incentives in California, which supported residential installs. EBITDAS was 

below forecast, calculated at ($2.8 million) vs. our ($1.9 million) estimate. The results, while 

encouraging on the revenue line, still place a large onus on management’s ability to deliver the reiterated 

Q410 guidance for EBITDAS breakeven. 

  

 Westinghouse deal – Akeena announced an exclusive agreement with Westinghouse to manufacture, 

distribute, market and install its solar panels under the Westinghouse name. Effective July 23, the stock 

began trading under the symbol WEST and the company will operate under the name Westinghouse 

Solar. Subject to shareholder approval, the company plans to change the name of the corporation to 

Westinghouse Solar. Until that time, Akeena will file under the name Akeena Solar, Inc. dba 

Westinghouse Solar.  

We view this re-branding of the distribution channel a success for the sole reason that outside of 

California, the Akeena and Andalay name would most likely never achieve the brand recognition of 

Westinghouse. Additionally, the company’s installation business in California will continue to operate 

under the name Akeena Solar, which we view as another positive branding strategy as Akeena does have 

favorable brand recognition in its home state.  

Conclusion: 

Akeena Solar’s distribution positioning as Westinghouse Solar combined with its installation business in 

California provides the company with the opportunity to generate above average top-line growth in 2010 and 

2011. Our valuation metric remains price to sales and a target ratio of 1 for shares of WEST. We believe, based on 

the current valuation of .57 times our new 2011 revenue estimate of $60.4 million, WEST should outperform our 

benchmark index (see disclosures) over the next 12 months, thus we are reiterating our Outperform rating. 

 

Brian C. Yerger, CFA                     

Director of Research 

302.529.1000      

brian@aercaadvisors.com 

 

 

 

    Revenue         EPS 

2010   $47.8/$47.1    ($0.25)/($0.28) 

2011   $60.4/$60.4    ($0.23)/($0.26) 
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Estimate Summary: 

In millions (except per share data) 

Revenue Net Income EPS EBITDA EBITDA (adj.)*

2007A 32,211$             (11,046)$           (0.52)$           (10,562)$           (8,260)$                    

2008A 40,762$             (24,345)$           (0.87)$           (22,583)$           (15,504)$                  

Q1A 7,595                 (5,079)               (0.17)             (4,842)               (2,760)                      

Q2A 5,905                 (4,686)               (0.14)             (4,535)               (2,540)                      

Q3A 7,671                 (2,404)               (0.07)             (2,208)               (2,104)                      

Q4A 7,035                 (3,676)               (0.11)             (3,526)               (2,929)                      

2009A 28,206$             (15,845)$           (0.49)$           (15,111)$           (10,333)$                  

Q1A 6,456                 (2,434)               (0.07)             (2,295)               (2,626)                      

Q2A 9,923                 (2,453)               (0.06)             (2,306)               (2,803)                      

Q3E 12,893               (2,782)               (0.07)             (2,584)               (1,884)                      

Q4E 18,572               (2,227)               (0.05)             (1,989)               (1,214)                      

2010E 47,844$             (9,896)$             (0.25)$           (9,174)$             (8,527)$                    

Q1E 7,747                 (2,723)               (0.07)             (2,473)               (1,773)                      

Q2E 11,709               (2,690)               (0.07)             (2,440)               (1,740)                      

Q3E 16,761               (2,225)               (0.05)             (1,975)               (1,275)                      

Q4E 24,144               (2,044)               (0.05)             (1,794)               (1,094)                      

2011E 60,361$             (9,682)$             (0.23)$           (8,682)$             (5,882)$                    

*EBITDA (adj.) excludes stock comp. and other non-cash expenses

Source: Company and AERCA estimates  

 

Valuation: 

P/S P/E EV/EBITDA EV/EBITDA (adj.)

2008A 0.84 neg neg neg

2009A 1.21 neg neg neg

2010E 0.71 neg neg neg

2011E 0.57 neg neg neg  
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Recent Results: 

Akeena Solar’s Q210 financial results of revenue of $9.9 million were slightly above our forecast of $9.1 million. 

The EPS loss of ($0.06) above our ($0.07) estimate was favorably impacted by a $911,000 adjustment, which if 

excluded, would have resulted in EPS of ($0.09), a slight miss. An EBITDAS loss of $2.8 million also missed our 

forecast of ($1.9 million) due to higher than expected operating expenses. The revenue upside was partially the 

result of the California solar incentive program structure pulling residential installations from Q3 into Q2.  

A primary factor that will shape the second half of 2010 is the emerging distribution business. For the quarter, 

distribution accounted for $2.2 million, or 22%, of revenue. Recognizing the distribution business is coming off 

of a very small base, distribution was up 110% Y/Y and 33% sequentially.  The company’s dealer network now 

comprises of 100 dealers located in 30 states and Canada.    

Gross margins, which dropped to 21% from 23% in Q1, were impacted by the higher percentage contribution 

from the distribution business. This portion of revenue carries a lower gross margin, but is expected to carry lower 

operating expenses as well. As operating expenses dropped to 55% of revenue in the quarter, the lowest in two 

years, operating leverage due to the growing distribution business should become more apparent as the year 

unfolds. Management believes as top-line revenue increases, the absolute amount of operating expenses will rise, 

yet as a percentage of revenue will continue to fall. We are modeling a sharp reduction in op ex as percentage of 

revenue due to the anticipated growth in the distribution business. Failure to continue to drop larger percentages 

of the additional distribution revenue to the operating income line will most likely impede any chance the 

company can turn EBITDAS positive in the near-term and would greatly reduce our confidence in the company’s 

business strategy. 

The company now has $4.9 million in cash and equivalents on the balance sheet as of the end of the quarter. On 

May 17, 2010 an additional 2.7 million shares were sold at $0.92/share, bringing the share count up to 40.7 

million outstanding. Cash expenses for the quarter were $4.9 million and the continued cash burn rate and the 

timing of an EBITDAS inflection point remain our singular focus. Despite management’s confidence, we believe 

additional capital infusions will likely be in the form of further equity dilution until an inflection point arrives.  

 

Outlook: 

Akeena, now operating as Westinghouse Solar, has completed its transformation and begun to execute its new 

strategic plan to combine the strong California installation market with a national/international distribution 

channel for its innovative solar panels. Utilizing the Westinghouse name should provide early traction in the 

distribution channel and the recent results and confidence management has on fourth quarter 2010 distribution 

revenues reflects the strong initial uptake. Continued sell-thru and reorders will become important as 2011 

approaches, but for now our outlook is solely focused on Q410. 
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Company backlog as of the end of the quarter, consisting of installations not distribution, was $8.9 million down 

from $11.4 million at the end of Q1. This drop in backlog can be partially attributable to the demand pull from 

changing incentives in the California solar program into Q2. Confidence in our Q3 revenue estimate of $12.9 

million is a bit lower than usual due to the demand pull out of Q3.  

For the fourth quarter of 2010, management’s implied distribution guidance is 25% of $18 million in top-line 

revenue or $4.5 million. This confidence in another large jump in distribution revenue should translate into a 

greatly improved operating margin and the potential for EBITDAS breakeven, which was also reiterated by 

management. Our forecast predicts operating expenses as a percentage of revenue dropping from the current 55% 

to 33% by Q4. Despite this improvement, we continue to estimate an EBITDAS loss. Upon further commentary 

from management, the company sees a new version of the Andalay panel enabling the company to post an 

improved gross margin of 25% or better. Our current gross margin forecast for Q4 is currently 22% and we will 

remain cautious on increasing the gross margin profile above 25% at this time. 

Despite our conservative approach to margins for 2010, we continue to forecast improvements in top-line revenue 

and our 2010 revenue estimate improves slightly to $47.8 million from $47.1 million due to the second quarter 

results. EPS also improves slightly to ($0.25) from ($0.28) due to a higher share count. EBITDAS forecast 

remains negative at ($8.5 million).        

Our 2011 forecast remains essentially unchanged with a large potential for gross and operating margin 

improvements if the company can execute during the second half of 2010. We continue to forecast an 

improvement in sales as the distribution channel expands and remain at $60.4 million in revenue and EPS of 

($0.23) from ($0.26) due to the share count increase. EBITDAS remains negative at ($5.9 million). 

 

Valuation: 

Akeena Solar now dba Westinghouse Solar has the opportunity to leverage its technology and experience in the 

emerging US solar industry via a distribution channel strategy. An inflection point to positive or even break-even 

cash flow remains elusive, yet the company does have a road-map in place and execution of the plan is critical. 

Management’s target of EBITDAS break-even in the fourth quarter is essentially a Maginot line in our view and 

the actual results will greatly impact our long-term outlook for shares of WEST. 

Valuation remains tricky as our belief in Akeena’s strategy and positioning remains despite the aforementioned 

concerns about liquidity and positive cash-flow. While recognizing the speculative nature of investing in Akeena 

and the prospect of a more elongated inflection, we are reiterating our Outperform rating due to our belief that 

fair value remains roughly 1x our 2011 sales estimate of $60.4 million and that shares of WEST should 

outperform our benchmark index (see disclosures) over the next 12 months. 
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Risks: 

Financing and Credit – Akeena’s current operations may not be able to fund the company from internally 

generated cash flow. The company may need to raise additional capital or access to credit to continue to operate at 

full capacity. In addition, the company’s prospective customers may also need access to capital and/or credit, 

which may prove difficult in the current environment. Given the uncertain nature of the current global economic 

downturn, no assurance can be given that future financing terms for the company or its customers will remain 

favorable and acceptable. A lack of financing or access to needed capital could pose a substantial risk to future 

growth and our estimates. 

Governmental Programs – Although continued favorable and increasingly favorable incentives in the United 

States and abroad for solar energy are predicted, no guarantees can be made as to the changing regulatory and 

incentive based government programs. Akeena’s end-markets are highly reliant on the continuance of these 

programs and the company’s ability to develop financially viable projects would be diminished upon dissolution. 

A substantial curtailment or elimination of these various programs would reduce our confidence in the outlook for 

the company. 

Economic conditions – The company is subject to normal economic cycles that impact residential and small 

commercial customers. The current economic weakness and credit crisis could curtail Akeena’s ability to grow. 

Technology Implementation – Akeena Solar’s innovation and module technology is untested and unproven. 

Market acceptance, product supply, strategic missteps and other issues associated with new technology may 

impede the successful rollout of new system technology and place our estimates in doubt. 
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Akeena Solar, Inc.

Income Statement
(in 000s except per share data)

2008A 2009A 1Q10A 2Q10A 3Q10E 4Q10E 2010E 1Q11E 2Q11E 3Q11E 4Q11E 2011E

Net Revenues 40,762$        28,206$        6,456$          9,923$          12,893$        18,572$        47,844$        7,747$          11,709$        16,761$        24,144$        60,361$        

Cost of Sales (34,797)         (21,625) (4,970)           (7,838)           (10,250)         (14,579)         (37,637)         (6,159)           (9,192)           (13,157)         (18,832)         (47,340)$       

Gross Profit 5,965            6,581            1,486 2,085 2,643 3,993 10,207          1,588            2,517            3,604            5,312            13,021          

Operating expenses

Sales and marketing (8,618) (6,183) (1,689)           (2,003)           (2,063)           (2,600)           (8,355)           (1,085)           (1,639)           (2,246)           (3,151)           (8,121)           

Inventory revaluation (2,646)           -                -                -                -                -                -                -                -                -                -                -                

General and administrative (19,051) (13,719) (3,124)           (3,442)           (3,342)           (3,570)           (13,478)         (3,176)           (3,519)           (3,532)           (4,155)           (14,382)         

Total operating expenses (30,315) (19,902) (4,813) (5,445) (5,405) (6,170) (21,833) (4,261)           (5,158)           (5,778)           (7,306)           (22,503)         

Operating income (loss) (24,350) (13,321) (3,327) (3,360) (2,762) (2,177) (11,626)         (2,673)           (2,640)           (2,175)           (1,994)           (9,482)           

Interest income (expenses), net 5                   (35)                9                   (4)                  (20)                (50)                (65)                (50)                (50)                (50)                (50)                (200)              

Total other income (expenses) -                (2,489)           884               911               -                -                1,795            -                -                -                -                -                

Loss before provision for income taxes (24,345) (15,845) (2,434) (2,453) (2,782) (2,227) (9,896) (2,723)           (2,690)           (2,225)           (2,044)           (9,682)           

Provision for income taxes -                -                -                -                -                -                -                -                -                -                -                -                

Net income (loss) (24,345) (15,845) (2,434) (2,453) (2,782) (2,227) (9,896) (2,723)           (2,690)           (2,225)           (2,044)           (9,682)           

Basic/Diluted EPS (0.87)$           (0.49)$           (0.07)$           (0.06)$           (0.07)$           (0.05)$           (0.25)$           (0.07)$           (0.07)$           (0.05)$           (0.05)$           (0.23)$           

Weighted average shares outstanding 28,124          32,155          36,110          38,200          40,657          40,700          38,917          40,700          40,700          41,700          42,700          41,450          

Gross Margin 15% 23% 23% 21% 21% 22% 21% 21% 22% 22% 22% 22%

SG&A/Sales 74% 71% 75% 55% 42% 33% 46% 55% 44% 34% 30% 37%

Operating Margin -60% -47% neg neg neg neg -24% neg neg neg neg -16%

Net Income/sales -60% -47% neg neg neg neg -24% neg neg neg neg -16%

Year over Year Growth

Sales 27% -31% -15% 68% 68% 164% 70% 20% 18% 30% 30% 26%

Source: Company and AERCA estimates
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Akeena Solar Balance Sheet 

(in thousands except per share data) 12/31/2007 12/31/2008 12/31/2009 3/31/2010 6/30/2010

Assets

Current Assets

Cash and cash equivalents 22,314$      148$           5,804$        2,665$        4,925$        

Restricted cash -              17,500        -              -              -              

Accounts receivable, net 9,465          7,660          4,118          3,460          2,951          

Other receivable, net 279             331             274             81               31               

Inventory 8,848          10,496        4,870          6,551          6,150          

Prepaid expenses & other current assets 3,056          3,704          1,819          1,570          1,781          

Total current assets 43,962        39,839        16,885        14,327        15,838$      

Property, plant and equipment, net 1,797          1,806          1,249          1,117          1,039          

Customer list 85               -              -              -              -              

Goodwill 318             299             299             299             298             

Other assets 163             194             151             150             410             

Total Assets 46,325$      42,138$      18,584$      15,893$      17,585$      

Liabilities and Stockholder's Equity

Current Liabilities

Accounts payable 6,716$        1,923$        4,278$        3,514$        4,531$        

Customer rebate payable 346             271             60               4                 2                 

Accrued liabilities 1,432          2,410          1,175          1,388          1,623          

Accrued warranty   648             1,057          1,188          1,210          1,244          

Common stock issuable 236             -              -              -              -              

Common stock warrant liability -              -              2,536          1,563          530             

Deferred purchase price payable 20               -              -              -              -              

Deferred revenue 1,443          1,058          619             543             892             

Credit facility - 18,746        -              -              -              

Current portion of capital lease obligations 24               23               18               14               11               

Current portion of vehicle loans -              -              -              226             -              

Current portion of long-term debt 192             220             223             -              211             

Total current liabilities 11,057        25,708        10,097        8,462          9,044$        

Capital lease obligations, less current portion 47               21               3                 1                 4                 

Long term debt, less current portion 645             535             353             -              235             

Vehicle loans, less current portion -              -              -              295             -              

Other long-term liabilities -              -              19               13               6                 

Total liabilities 11,749        26,264        10,472        8,771          9,289$        

Shareholders' Equity 

Common stock 27               28               36               37               41               

Additional paid-in-capital 47,176        52,821        59,897        61,342        64,966        

Accumulated deficit (12,627)       (36,975)       (51,821)       (54,257)       (56,711)       

Total shareholders' equity 34,576        15,874        8,112          7,122          8,296$        

Total Liabilities and Stockholders' Equity 46,325$      42,138$      18,584        15,893        17,585$      

Book value/share 1.64$          0.56$          0.25$          0.20$          0.20$          

Net cash/share 1.06$          NM 0.18$          0.07$          0.12$          

Debt/Capital 2.0% 27% 1% 1% 1%

Source: Company and AERCA estimates  
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Stock Data: 

3 year stock chart: 

 

         Source: Bigcharts.com  

 

Companies mentioned in this report: 

 none 

 

Data Table: 

Average volume (mill. shares) 0.23                                     

52 week range $0.51 - $1.76

Short interest (mill. shares) 0.59                                     

Shares outstanding (mill. shares) 40.7                                     

Market Capitalization ($ millions) 34.2                                     

Enterprise value ($ millions) 29.7                                      
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Analyst Disclosures: 

I, Brian C. Yerger, the author of this research report, certify that the views expressed in this report accurately 

reflect my personal views about the subject securities and issuers, and no part of my compensation was, is or will 

be directly or indirectly tied to the specific recommendations or views contained in this research report. 

At the time of this published report, securities, or derivatives thereof, of WEST or any company mentioned in this 

report may be owned directly by the analyst covering this stock. The securities mentioned in this report may be 

owned by the analyst’s immediate supervisor, or indirectly by his/her household members. 

AERCA Advisors or its employees may take equity positions WEST or in any company mentioned in this report 

including transactions that may be contrary to any recommendations contained herein. AERCA Advisors may 

seek to provide financial advisory services to WEST or any company mentioned in this report. In addition, 

AERCA Advisors may, from time-to-time, be asked to provide investment advice to corporations on various 

matters. As a result, some employees may receive compensation based on revenues from such financial advisory 

services. AERCA Advisors may maintain relationships with companies mentioned in this report that may lead to 

financial advisory relationships and compensation.  

An officer or a household family member of an officer of AERCA Advisors is not a director or an officer of 

WEST or any company mentioned in this report. AERCA Advisors or any affiliates do not beneficially own 1% 

or more of any class of WEST or any company’s common equity mentioned in this report. However, officers or 

employees of AERCA Advisors may currently hold equity stakes in WEST or any company mentioned in this 

report. 

 

Ratings Definitions: 

Outperform: Our Outperform rating is based on our belief that the subject company is anticipated to produce a 

total return greater than our benchmark index, The Wilderhill Clean Energy Index (ECO), over the coming 12 

months. 

Marketperform: Our Marketperform rating is based on our belief that the subject company is anticipated to 

produce a return equal to our benchmark index, The Wilderhill Clean Energy Index (ECO), over the coming 12 

months. 

Underperform: Our Underperform rating is based on our belief that the subject company is anticipated to 

produce a return less than our benchmark index, The Wilderhill Clean Energy Index (ECO), over the coming 12 

months. 
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Additional Disclosures 

This publication does not constitute an offer or solicitation of any transaction in any securities referred to herein. 

Any recommendation contained herein may not be suitable for all investors. Although the information contained 

in the subject report has been obtained from sources we believe to be reliable, its accuracy cannot be guaranteed. 

This publication and any recommendation contained herein speak only as of the date hereof and are subject to 

change without notice. AERCA Advisors and its employees shall have no obligation to update or amend any 

information contained herein. This publication is being furnished to you for informational purposes only and on 

the condition that it will not form a primary basis for any investment decision. Each investor must make its own 

determination of the appropriateness of an investment in any securities referred to herein based upon the legal, tax 

and accounting considerations applicable to such investors and its own investment strategy.  Investors should 

understand that statements regarding future prospects may not be realized. Information contained in our report 

may contain forward looking statements as defined under Section 27A of the Securities Act of 1933 and Section 

21B of the Securities Exchange Act of 1934. Investors are cautioned not to place undue reliance upon these 

forward looking statements. Past performance is not indicative of future results. By virtue of this publication, 

none of AERCA Advisors or any of its employees shall be responsible for any investment decisions. We are not a 

FINRA registered broker-dealer or a registered investment adviser either with the U.S. Securities and Exchange 

Commission (the SEC) or with any state securities regulatory authority. This report may not be reproduced, 

distributed, or published without prior consent of AERCA Advisors, LLC. 


