Analyzing Alternative Energy Stocks

By MICHAEL MARKOWSKI

urging oil prices over the last several years interesting to examine how these companies

have increased the demand for alternative are positioned in the market. My list includes a

energy as well as the visibility of public total of 53 alternative energy industry compa-
alternative energy companies. Given this sup- nies that file annual and quarterly reports with
portive environment, I thought it would be the SEC.,
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I used StockDiagnostics.com’s pro-
prietary cash flow metrics to determine
the true health (the winners and sin-
ners) of the industry’s companies. Cash
flow metrics are the key to analyzing
any emerging industry, especially the
alternative energy sector since only six
of the companies studied here reported
positive earnings over their most recent
12 months. Cash flow generally turns
positive before earnings, and thus can
be used as a leading indicator for
industries and companies that
don’t have a history of report-
ing consistent earnings. (In
2002 and 2003, we used
StockDiagnostics” propri-
etary cash flow metrics to
determine the winners and
the sinners among the
mostly unprofitable web
companies after the
bursting of the dot com
bubble). Of these 53
alternative energy compa-
nies, 43 generated nega-
tive cash flow from opera-
tions (CFFO), and ten gener-

been reflected in its share price.

The winner with the smallest market
cap, which also has the lowest share
price, is Ohio-based N-Viro
International Corporation
(OTCBB:NVIC). N-Viro shares traded
at an all-time high of $40 in October
1993. Its primary business is converting

my family currently owns and has
owned N-Viro shares since 2005.)

The third winner is Spire
Corporation (Nasdaq:SPIR). Tts shares
hit an all dme high of $13.37 in July
2005. Spire is a diversified technology
company that provides solar energy
manufacturing equipment and solar sys-
tems, biomedical devices and optoelec-
tronic components. Spire’s CFFO has
increased by over 196% over its latest

12 months.
My last winner is Ultralife
Batteries (Nasdaq:ULBI). Its
shares hit an all time high of

(o $24.75 in September 1995.

Ultralife provides high-ener-
gy power systems for vari-
ous applications. The
company makes a range
of batteries, charging sys-
tems and accessories for
use in military, industrial
and consumer portable
electronic products.
Ultralife’s CFFO increased
by over 180% in its most
recent 12 months.

)

2
®
3
®

<

N
o £
@ Sinners

\. At first blush, SunPower

ated positive CFFO over their
most recent 12 months.

Winners

As for winners, I only found
four of them. To qualify, the
company had to be trading well
below its all time high, have
positive CFFO and have
inereased its CFFO compared
to its most recent 12 months.

The company with the largest mar-
leet cap and the best liquidity among the
four winners is GrafTech International
Ltd. (NYSE:GTI). GrafTech offers
graphite products that enable thermal
management solutions for the electron-
ics industry and fuel cell solutions for
the transportation and power genera-
tion industries. GrafTech is particularly
interesting because it’s trading well
below its ten year high of §50.50 in
October 1997, and it appears that the
recent significant positive changes in its
cash flow metrics— inclading an
increase of over 900% in its CFFO
over its last 12 months— have not yet
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millions of tons of sludge (treated
waste water or sewage) into N-Viro Soil
for municipalities. N-Viro has steadily
increased its CFFO for its last four con-
secutive trailing twelve month periods
dating back to September 2003. And

for its most recent 12 months, its
CFFO increased by over 70%. (In the
interests of full disclosure, 2 member of

(Nasdaq:SPWR) looks like a big
winner and a safe bet on the alterna-

tive energy industry. Its shares are near
their all time high of $44.07. It has a
market cap of $2.97 billion (the largest
market cap for any alternative energy
company that | am aware of), and
Cypress Semiconductor (NYSE:CY)
owns 75% of its shares. It also just
announced that it had become prof-
itable. What’s not to like here? An
examination of its cash flow statement
indicares that serious problems are
ahead for SunPower and Cypress, its
largest shareholder, for several reasons:

First, SunPower generated earnings
of §14.5 million over its 12 months
ended September 30, 2006, Over the
same period it generated CFFO of only
$4.5 million. This is not a good omen
as a healthy company’s CFFO should
generally be higher than its earnings.

Upon further examination, I found

that even this increase in its CFFO was







