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SUMMARY 
 
A123 Systems (NASDAQ: AONE - $8.53) has made positive steps as a company but also has been negatively 
affected by strategic customers. The consumer and automotive battery segments, which represent 70% of A123’s 
business, are subject to the gyrations of the economy. 
  

 Since our last update, A123 has signed deals with Fisker, SAIC, AES, Navistar and one unnamed tier-1 
automotive distributor. 

 
 The storage market continues to grow as utilities integrate alternative energy sources into their new 

smart grids. Wind and solar power needs to be stored to smooth out fluctuations in generation. 
 

 Breakthroughs in battery chemistry are slow to develop and are not likely to change from quarter to 
quarter since they are limited by the physical laws of chemistry, and the path from discovery to 
commercial technology is onerous. 

 
 A large part of A123’s success depends on the demand for electric vehicles. EVs are poised to penetrate 

the consumer market in late 2010. The Volt, Leaf, e6 and Karma will all go on sale at the end of this 
year. 
 

 Asian battery manufacturers continue to enjoy a cost advantage over A123. As A123 ramps capacity 
they must be able to stand on superior performance to attract more customers and prove that they can 
lower unit costs dramatically as capacity scales. 
 

 There have been no new developments in their lawsuit with the University of Texas and Hydro-Quebec. 
This hanging liability remains and, until costs are known, will worry investors. 
 

 Given the prospects for a recovering economy and the growing storage and EV markets, it is possible 
for A123 to hit the low end of their full year revenue target. 

 Shares have trended down and given up much of their early excess valuation to reach prices close to our 
Intrinsic Value estimate of $9.55. 
 

 In the short term we don’t see many positive catalysts for the shares, but at this time they represent a 
much more fairly priced long-term call option on the growth of electric vehicles. 

 
RECENT DEVELOPMENTS 
 
Good 

12/17/09 – Joint venture with SAIC Motor Company in China to develop, manufacture, and sell complete 
vehicle traction battery systems for hybrid, electric, and heavy duty trucks and buses. The new company, 
Advanced Traction Battery Systems, will exclusively supply SAIC’s hybrid plug-in program. SAIC plans to 
release the Roewe 550 and 750 in 2012. 
 
1/14/10 – Multi-year battery system supply agreement and strategic investment with Fisker Automotive. The 
Fisker Karma will have a 50 mile electric range and an additional 250 mile gas range. 
 
A123 will also likely be the supplier for Fisker’s Project NINA vehicle in 2012. Fisker plans the production of 
the Karma to ramp to 15,000 a year over time and plans greater numbers for the NINA vehicle. Along with the 
supply agreement, A123 invested $13 million in cash and $10 million in stock as part of a strategic partnership. 
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3/9/10 – Development of battery systems for Navistar Modec Electric Vehicle Alliance. Navistar will 
manufacture the Modec-designed trucks in Wakarusa, Indiana. The trucks are Class 2c-3 and will have a 100 mile 
pure electric range. Navistar plans to manufacture 400 trucks in 2010. 
 

 
 
11/18/09 – AES Energy Storage and A123 deployed a 12 MW frequency regulation and spinning reserve in 
the Atacama Desert, Chile. They used A123’s “Hybrid-Ancillary Power Unit,” which is basically a sea container 
wired with a large battery array. The H-APU improves reliability and efficiency of power systems on the grid. 
 
Project Better Place – A123 is participating in a pilot battery swapping program for taxis in Tokyo. Better Place 
plans to build a network of battery swapping stations to allow for rapid recharging. 
 
Aptera Motors – 3-wheeled EV manufacturer announced that they will source battery systems from A123. 
 
Bad 

Chrysler/Fiat – Chrysler has cancelled their ENVI line of electric vehicles, which was touted as a major 
revenue opportunity for A123. However, A123 may supply battery systems for the Fiat 500 EV in 2012. 
 
Black & Decker – A123 has seen diminishing returns from this supply relationship over the past 3 years. This is 
partially due to economic demand and price pressure from competition. 
 
COMPANY & STOCK PERFORMANCE 
 
Stock: We maintain our view that AONE is a call 
option on the EV/storage market.  The value of the 
option will be influenced in the near-term by 
management’s ability to execute, improving sales cost 
reductions. If this stock traded on fundamentals it 
would hold a much lower market capitalization. The 
lock-up on shares of AONE ended March 29, 2010 
and the chart shows a declining price trend since that 
date. However, the stock market and macroeconomic 
climate has also been putting pressure on equities.  
 
Execution: Investors should feel good about the 
cohesiveness and focus of the management team. In 
the 3rd quarter of 2009 three new executives were added to manage their product groups: auto systems, cells 
(consumer), and energy systems (storage). Each group will focus on their respective vertical to ensure their 
products meet the demands of their current and future customers. Maria Thompson, president of the research 
and government solutions group, has been the only significant departure from the A123 management team since 
the IPO. She helped A123 secure a $249 million federal loan from the Department of Energy. This money will 
go toward the building of a new factory in Michigan and will create 5000 jobs. It seems Thompson, a Michigan 
native, worked with A123 to promote economic development in her home state and is retiring amicably now 
that she has achieved that goal.  
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The A123 management realizes they can’t play the quarterly numbers game, and this is reflected in their 
guidance. High start-up costs and length of their customer’s sales cycles create “lumps” of revenue. A123 is 
focused on their long term revenue prospects as their capacity ramps with customer demand. They choose to 
provide yearly revenue guidance, and expectations have been well managed thus far in their short operating 
history as a public company. In the 3rd quarter of 2009, total yearly revenue guidance was set between $86 and 
$88 million and they exceed the top of their range by $3 million with their 4th quarter numbers. Full year 2010 
revenue guidance has been estimated between $120 million and $150 million. In Q1, 2010 they generated $24.5 
million in revenue, representing 20% of the low end of their 2010 guidance, which is in-line with management’s 
performance expectations. At this pace, given the prospects for a recovering economy and the growing storage 
and EV markets, it is possible for A123 to hit the low end of their full year revenue target. 
 
OPPORTUNITIES & THREATS  
 
A123 is right in the center of the digital power storm. Their products maintain a solid reputation in the market 
which has been instrumental to their success. 
 

+ As their production capacity ramps from 169 megawatt hours today to 760 megawatt hours by the 1st 
half of 2012, customer demand in the electric vehicle and grid storage industries is growing. Current EV 
customers such as Fisker and SAIC and storage customers such as AES and SCE are increasing orders 
for battery systems. 

+ A123 may want to consider another strategic relationship with Project Better Place. An investment will 
help Better Place build out their charging network and allow A123 to lock-in an exclusive supplier 
agreement. 

+ A123 continues to improve its footprint in heavy-duty automotive with a new supply agreement with 
Eaton. They also announced a new supply deal with an unnamed tier-1 automotive supplier. 

 
The battery business is a tough business. High upfront costs, capital expenditures, and R&D costs have sunk 
many companies who came before A123. 
 

− A123’s relationship with Black and Decker and subsequent consumer product segment has been on the 
decline for the past 3 years. Revenue from this segment has dropped from 66% in 2007 to 14% in 2009. 
Management guidance on this segment is set at 10% of future revenue. This segment may prove to be 
burdensome at lower volumes and thus lower margins. 

− A123 had 102 million watt hours of un-utilized manufacturing capacity in 2009. They will likely 
underutilize resources as they expand capacity at their Livonia factory by 4.5x. However, management 
claims full capacity will represent a $500 million revenue opportunity. 

− Operating expenses are still ramping which keeps costs high. It will take at least 10 years before A123 
sees any significant improvement in margins. 

 
VALUATION 
 
The shares of A123 have lost most of the excessive valuation that came from the hype surrounding the offering 
and the potential for electric vehicles.   Lately, investors have been more sensitive to risk, and this has resulted in 
lower valuations in general and for development stage companies like A123 in particular.  In fact, the shares have 
traded down to our Intrinsic Value estimate of $9.55 which we set in November of 2009. Since that time we 
have revisited our valuation work and revised down our revenue forecast for 2012 and increased estimated 
operating expenses based on more explicit management guidance. This doesn’t change our IV but it does add to 
short-term risk, which is likely to prevent A123 shares from rising sharply in the near term given current capital 
expenditures, sales pipeline, and capacity constraints. The IPO and DOE grant were both necessary to finance 
the foundation of this company but they are not yet in the growth stage. It would still seem too early to own AONE 
as they are a development stage company which will likely be seeking more capital down the road. 
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CONCLUSION 
 
The A123 management team has executed well and appears to be on the right path to increased revenue and 
higher margins. A123 has been signing about one new deal each month; they are well capitalized, and have the 
right product focus. However, investors will have to wait at least until 2012 to see significant results, and longer 
than that to see the company reach high levels of profitability. A123’s stock price has been dropping quickly 
which makes raising additional equity capital more costly.  They would be wise to use the value of their stock to 
forge more strategic relationships like the one with Fisker. If A123 can maintain their technology leadership 
there is plenty of potential for them in the growing storage market. 
 
NOTES ON COMPANY SNAPSHOT 
 
Market: The ultimate size of the electric power market for vehicles and other applications is very large globally 
and is growing at a fairly rapid rate, certainly much faster than most other related industrial categories. 
 
Industry: The dynamics of the industry are mixed.  This is one of the few industries in which the government is 
actually a positive factor.  The desire for a stronger domestic energy economy combined with greater demands 
for planet-friendly technology are allowing the government to provide direct support for end markets and even 
company infrastructure build.  However, the industry is one characterized by high rivalry which means constant 
competitive pressure and lower margins.   
 
Position: A123 has a good position in the industry by virtue of their partnerships and brand.  However, there 
are still some questions lingering regarding their IP and it’s too soon to know if they will be able to achieve a 
dominant market share. 
 
Business: Unfortunately the business model is not very equity investor friendly.  This is a capital-intensive 
business in a high-rivalry industry with what is likely to be volatile growth.  We have given A123 a very favorable 
outlook in terms of margins, but even so there is no evidence to suggest that this will be a high ROIC business. 
 
Management: The management team has been executing well and has stayed together and added some strong 
staff post-IPO.  At this rate the team will be an important asset with only more time at the helm needed. 
 
Culture: So far the company values, brand, and human resource management appear to be good.  Although the 
company has expanded dramatically they remain close to their MIT roots with their headquarters in the Boston 
suburb of Watertown, MA.  If the company preserves their current culture and brand equity as they grow it will 
be an important asset. 
 
Valuation: The shares have traded down significantly from very over-hyped levels ($20-25 a few months ago) 
and now sits very close to our Intrinsic Value estimate of $9.55.  This gives the company a good score relative to 
IV but they still carry a high risk given their development stage and a high valuation based on “typical” factors 
like price/sales and price/earnings. 
 
Based on the above criteria A123 scores in the “C” range which makes them unexciting at this point based on 
our analysis. 
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BATTERIES & POWER

EnerSys ENS $23.86 23.2% 1.1% $1,307 $1,522 0.9 Industrial battery manufacturer

Polypore International, Inc. PPO $20.13 91.7% 27.1% $1,550 $553 2.8 Membrane separators for lithium ion

A123 Systems, Inc. AONE $8.53 - -49.4% $495 $92 5.4 Lithium ion

OM Group, Inc. OMG $28.22 -2.0% -18.3% $681 $983 0.7 Nano materials

BYD Co. Ltd. BYDDF $8.15 85.6% -0.7% $20,040 $6,540 3.1 Lithium ion, electric vehicles, solar

Saft Group SAFT-FR $20.84 -7.2% -6.8% $604 $470 1.3 Lithium ion

Ener1, Inc. HEV $3.21 -51.9% -25.3% $442 $38 11.8 Lithium ion 

Exide Technologies, Corp. XIDE $5.32 -21.2% -9.8% $984 $2,625 0.4 Lead-acid

Maxwell Technologies, Inc. MXWL $12.14 0.8% -6.5% $306 $105 2.9 Ultracapacitors

Electrovaya Inc. EFL-TSE $3.50 872.2% 337.5% $242 $5 52.5 Lithium ion

Capstone Turbine Corp. CPST $1.12 59.6% -6.1% $212 $57 3.7 Microturbine sysytems

Adavaned Battery Technologies, Inc. ABAT $3.17 -14.8% -20.4% $161 $72 2.2 Lithium ion

Fuel Cell Energy, Inc. FCEL $2.40 -35.8% -15.8% $218 $81 2.7 Fuel cell

Ballard Power Systems, Inc. BLDP $1.87 0.0% -19.7% $87 $51 1.7 Fuel cell

China BAK Battery, Inc. CBAK $1.90 -41.9% -22.8% $261 $203 1.3 Lithium ion

UQM Technologies, Inc. UQM $3.32 62.5% -25.0% $89 $9 10.2 Motors, geneators and controllers

Valence Technology Inc. VLNC $0.87 -60.1% -4.4% $173 $17 10.2 Lithium ion

Quantum Fuel Systems, Inc. QTWW $0.65 -9.7% -13.3% $111 $13 8.3 Alternative fuel systems

Ultralife Corp. ULBI $4.57 -37.0% 5.3% $85 $171 0.5 Lithium ion

Beacon Power Copr. BCON $0.37 -52.6% -9.5% $54 $1 49.4 Flywheel UPS

Active Power, Inc. ACPW $0.82 41.0% 2.2% $50 $40 1.2 Flywheel UPS

Altair Nanotechnologies, Inc. ALTI $0.51 -47.1% -30.6% $42 $5 9.0 Lithium ion

Plug Power Inc. PLUG $0.38 -61.6% -28.7% $2 $12 0.1 Fuel cell

Hong Kong High Power Technology, Inc. HPJ $3.61 89.0% -39.6% $52 $79 0.7 Nickel metal hydride

C&D Technologies, Inc. CHP $1.06 -44.2% -32.9% $176 $336 0.5 Lead-acid

Arotech Corp. ARTX $1.52 19.7% -17.4% $27 $76 0.4 Lithium ion for defense applications
ZBB Energy Corp. ZBB $0.49 -68.4% -52.0% $6 $3 2.2 Zinc-bromine

Average 30.4% -3.0% 6.9

POWER GENERATION

National Grid Plc NGG $39.07 -14.9% -21.2% $55,406 $21,242 2.6 Electric and gas 

FPL Group, Inc. FPL $48.63 -12.5% 2.9% $39,464 $15,560 2.5 Gas, wind, nuclear, oil and hydro 

Iberdrola Renovables ,S.A. IBR-ES $2.51 -26.2% -19.9% $10,800 $2,009 5.4 Wind

First Solar, Inc. FSLR $109.84 -40.4% 1.7% $8,815 $2,216 4.0 Solar

Xcel Energy, Inc. XEL $20.18 15.3% -4.2% $18,166 $9,756 1.9 Electric and gas 

The AES Corp. AES $9.60 -8.0% -15.2% $26,937 $14,962 1.8 Electric

Constellation Energy Group, Inc. CEG $34.57 27.0% -3.8% $9,462 $14,882 0.6 Merchant energy and regulated power

Calpine Corp. CPN $13.25 -0.4% 19.3% $14,001 $6,426 2.2 Gas and geothermal

ITC Holdings Corp. ITC $51.52 17.1% -4.6% $4,972 $626 7.9 Electric 

Covanta Holding Corp. CVA $14.75 -6.6% -14.2% $4,208 $1,609 2.6 Waste

Portland General Electric  Co. POR $18.32 -2.6% -2.7% $3,115 $1,768 1.8 Geo, wind and hydro

SunPower Corp. SPWRA $12.89 -56.9% -36.4% $1,777 $1,660 1.1 Solar

Ormat Technologies, Inc. ORA $27.23 -32.9% -7.9% $1,800 $398 4.5 Geo

Trina Solar Ltd. TSL $16.49 19.8% -29.3% $1,111 $1,050 1.1 Solar

Yingli Green Energy Holding Co Ltd. YGE $8.84 -40.1% -29.7% $1,672 $1,063 1.6 Solar

GT Solar Internationl, Inc. SOLR $5.31 -14.9% 2.1% $513 $544 0.9 Solar

Q-Cells SE QCE-DE $5.01 -72.2% -29.5% $1,095 $802 1.4 Solar

Canadian Solar, Inc. CSIQ $9.60 -38.7% -53.8% $391 $664 0.6 Solar

LSB Industries, Inc. LXU $15.63 -10.2% 5.0% $386 $512 0.8 Geothermal

Waterfurnance Renewable Energy, Inc. WFI-CA $27.20 3.6% 12.9% $312 $141 2.2 Geothermal

Magma Energy Corp. MXY-CA $1.29 - -16.8% $315 $6 48.9 Geothermal

Evergreen Solar, Inc. ESLR $0.85 -55.3% -32.0% $481 $295 1.6 Solar

American DG Energy, Inc. ADGE $3.00 7.1% 6.0% $133 $6 22.8 On-site energy generation

Ocean Power Technologies, Inc. OPTT $5.60 -20.0% -17.3% $18 $3 5.2 Tidal 

US Geothermal, Inc. HTM $0.75 -53.7% -37.0% $46 $2 22.9 Geothermal

Razor Technologies, Inc. RZ $0.55 -86.0% -46.1% $122 $3 38.0 Geothermal

Ever-Green Energy, Inc. EEE $0.16 -84.9% -46.9% $68 $33 2.1 Biomass

GreenHunter Energy, Inc. GRH $1.00 3.1% -13.8% $97 $3 34.2 Wind, solar, biofuel and biomass

Average -21.6% -15.4% 8.0

ENERGY SERVICES

United Technologies Corp. UTX $65.14 18.2% -7.4% $69,282 $52,648 1.3 Geo system design

Schneider Electric, S.A. SU-FR $71.43 59.7% 4.6% $20,578 $13,268 1.6 Energy management

Quanta Services, Inc. PWR $20.87 -11.9% 12.1% $3,872 $3,328 1.2

T&D, network implementation, maintenance and 

Fiber

Copyright Research 2.0 6/7/2010 Refer to our website for important disclosures.



Telvent GIT, S.A. TLVT $22.75 19.7% -23.0% $1,075 $1,134 0.9 Real time IT products and services.

EnerNOC, Inc. ENOC $27.14 11.7% -1.2% $550 $200 2.7 Energy management

Pike Electric Corp. PIKE $9.25 -23.4% 6.7% $399 $512 0.8 Utility planning siting, design and storm repair

Comverge, Inc. COMV $9.45 -7.2% -9.0% $208 $101 2.1 Peak and base load capacity solutions

Lime Energy Co. LIME $3.23 -24.9% -34.7% $56 $69 0.8 Energy Consulting

Juhl Wind, Inc. JUHL $1.72 -18.1% -7.0% $55 $10 5.3 Wind farm project management

Average 2.7% -6.6% 1.9

GRID INFRASTRUCTURE

General Electric Co. GE $15.71 14.3% -2.5% $622,455 $154,022 4.0 Gas, steam, wind turbines and generators

Sieimens Corp. SI $86.50 13.0% -4.3% $88,878 $109,092 0.8 Transmission, distribution and wind turbines

ABB Ltd. ABB $16.45 -1.8% -20.8% $31,225 $31,520 1.0 Cables, converters, and automotive robotics

Vestas Wind Systems A/S VWS-DK $45.34 -25.0% 4.4% $9,039 $7,903 1.1

Develops, manufactures and markets wind 

turbines

Cooper Industries PLC CBE $45.89 28.4% -3.7% $8,233 $5,041 1.6 Electrical and circuit protection

NGK Insulators Ltd. 5333-JP $18.69 -3.6% -6.3% $6,043 $2,590 2.3 Porcelain insulation and ceramic components

Valmont Industries, Inc. VMI $75.88 2.7% -7.0% $2,005 $1,699 1.2 Concrete poles for electrical transmission

General Cable Corp. BGC $28.75 -28.7% 12.1% $2,142 $4,442 0.5 Copper, aluminum, fiber wire and cable

Wesco International, Inc. WCC $35.49 24.9% 15.1% $2,048 $4,593 0.4 Maintainance, repair and operating supplies (MRO)

American Superconductor, Inc. AMSC $29.51 7.7% -3.2% $1,174 $316 3.7 Wind system design and products

Power Integrations, Inc. POWI $32.05 39.7% -17.1% $749 $247 3.0 High voltage analog IC for power conversion

MasTec, Inc. MTZ $10.70 -12.3% -16.8% $1,142 $1,732 0.7 Wind farm constructioin

Esco Technologies, Inc. ESE $26.17 -39.0% -24.6% $839 $560 1.5 Wireless RF communications systems 

Advanced Energy Industries, Inc. AEIS $12.79 24.2% -11.7% $375 $235 1.6 DC, RF, PV conversion and thermal, liquid, pressure 

Zoltek Cos, Inc. ZOLT $9.17 -18.1% 2.7% $302 $119 2.5 Carbon fiber materials 

Broadwind Energy, Inc. BWEN $2.57 -72.3% -49.5% $267 $167 1.6 Builds, installs and maintains wind infrastructure

Jinpan International Ltd. JST $16.43 4.7% -33.5% $246 $146 1.7 Cast resin transformers

Clipper Windpower PLC CWP-GB $0.77 -46.0% -36.4% $140 $473 0.3 Wind turbines and develops wind projects

SatCon Technology Corp. SATC $2.29 10.0% -15.3% $184 $54 3.4 Renewable energy conversion

Composite Technolgoy Corp. CPTC $0.22 -30.8% -25.9% $55 $16 3.5 Composite transmission and distribution lines

Average -5.4% -12.2% 1.8

GRID NETWORKING

Cisco Systems, Inc. CSCO $22.96 16.7% -8.0% $107,511 $37,739 2.8 Networking Equipment

Motorola, Inc. MOT $6.70 5.1% -1.4% $11,214 $21,717 0.5 Specialy and Home Networks

Amtek, Inc. AME $40.17 18.2% 0.7% $5,038 $2,102 2.4 Engineered Networking Products

Atheros Communications, Inc. ATHR $32.50 95.3% -13.5% $1,829 $669 2.7 Secure, high performance wireless LAN's.

ADTRAN, Inc. ADTN $26.90 26.9% 9.6% $1,550 $501 3.1 Networking Equipment

Power-One, Inc. PWER $7.25 367.7% 85.4% $633 $486 1.3 Telecomm power conversion

Echelon Corp. ELON $8.03 0.2% -7.5% $280 $103 2.7 Energy control networks

Digi International, Inc. DGII $9.02 -7.5% -17.4% $148 $173 0.9 Device Connectivity

RuggedCom, Inc. RCM-CA $15.16 -38.0% -26.2% $151 $78 1.9 Durable equipment

Occam Networks, Inc. OCNW $6.14 136.2% -12.7% $82 $87 0.9 Specialty Networks

Calix, Inc. CALX $11.56 - - $323 $244 1.3 Specialty Networks

Tollgrade, Inc. TLGD-US $6.62 24.0% 0.3% $20 $46 0.4 Network testing and management

Average 58.6% 0.9% 1.9

ENERGY INFO DISPLAYS & DEVICES

Schlumberger Ltd. SLB $55.74 -4.4% -11.4% $67,392 $22,300 3.0 Engineering and data management

Itron, Inc. ITRI $65.37 11.3% -4.9% $3,224 $1,798 1.8 AMI

Badger Meter, Inc. BMI $39.04 -7.2% 3.1% $577 $247 2.3 Water Meters

Average -0.1% -4.4% 2.4

PURE PLAY ELECTICRITC VEHICLE 

Zap ZAAP $0.35 0.0% 12.9% $42 $4 10.9 Recreational EV's

Average 0.0% 12.9% 10.9

EMERGING PRIVATE

Aclara, Inc. - - - - - - - - AMI

Ziphany, LLC. - - - - - - - - Demand response software

Ecologic Analytics, LLC. - - - - - - - - Meter data management systems

eMeter, Inc. - - - - - - - - AMI

Smart Synch, Inc. - - - - - - - - Smart grid hardware and software

Tendril Networks, Inc. - - - - - - - - Connects in-home devices to utility back-office

Silver Spring Networks - - - - - - - - Smart grid hardware and software
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