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MEMC ELECTRONIC MATERIALS, INC. (WFR: Underperform
$19.07")
St. Peters, MO Price Target $15.00

WFR: Peeling Off the Layers, Separating the Facts

S2WeekRange  $23758846  from the Hype--Downgrading to Underperform
Market Ca $3,993.3 .

Shares 247 Summary and Recommendation

Outstanding

(Diluted)

We are finally downgrading the shares of MEMC from Market Perform to
EARNINGS DATA Underperform, while keeping our price target unchanged at $15. Although
EPS (FD Operating) we expect MEMC to exceed our 3Q estimates, we believe that upside to ' 06

Dec. 2004A  2005E 2006E : _ e

1Q $0.16  $0.23A $0.25 EPS estimateswill be limited (to, at best, less than 10%) because: 1)

gg 8:%3 8:§SA 8:52 increased 300mm raw wafer capacity (afactor that was further highlighted in
4Q 027 030 033 yesterday’snewsfrom SUMCO that it will raise $1.2B in mid November to
Q(E $(1)fgx $i'%x $i'61_fx fund capacity expansion), and 2) our view that the polysilicon pricing impact

isnegligibleto MEMC's overall revenues. These, combined with the
FY 2004A 2005E  2006E ; . ) ) . .
Revenue 1,028.0 1,117.5 1,213.1 appropriate valuation multiple (a matter that, in our view, has been missed by

_ the Street), do not give us a price target that would much exceed the mid
FSAREllL D teens. Therisk to our argument is whether or not MEMC decides to actually

2Q05 ; - X

Cash & 101.0 purchase asolar panel manufacturing company/facility. But we believe that
igé‘(‘)ﬁfs”ts 1321 investors should remain focused on the organic revenues, peak margins and,
Receivable thus, free cash flows (given the capital-intensive nature of thisindustry). We
et s 129 continue to encourage investors to swap from MEMC into ATMI, given
Total Assets 1,0795 ATMI searning power.

Total Current 199.9

Liabilities i

Long-Term Debt 108.2 Key Points

Total Debt 129.9

Eg‘lﬁ'tyStOCkho'de' 5636 e With margins expected to peak at high 20s, earnings upsidein’ 06

islimited to revenue growth. Given the capital-intensive nature of
thisindustry and a 50% increase in 300mm wafer capacity at MEMC,
we do not expect a meaningful expansion to our operating-margin
assumptions.

e Competitorsraising capital, resulting in additional wafer capacity
in ’06, putting pressure on ASPs. Given the news from SUMCO,
we are more certain that there will be sufficient 300mm capacity in
' 06, thus limiting pricing power.

e How to best value WFR; consumable vs. capital intensity. Given
that long-term revenue growth is expected to remain 10%-12% (the
significant capex to bring up 300mm capacity--or otherwise lose
market share--and limited margin expansion), we believe investors
should not only consider the P/E multiple, but also the free cash flow
outlays and whether or not the company can improve the ROIC.

Financial Values In Millions

“Closing price of last business day immediately prior to the date of this publication.

IMPORTANT INFORMATION CONCERNING FRIEDMAN, BILLINGS, RAMSEY & CO., INC.

Company Specific Disclosures
Specific disclosures are applicable to tickers indicated.



MEMC ELECTRONIC MATERIALS, INC. (WFR) http://www.fbrcorp.com/d.asp?GVKEY=060992&I1D=01

General Disclosures

Information about the research analyst responsible for this report:

The analyst(s) whose name(s) appear with an ** on the front page of this report certifies that the views expressed herein accurately reflect the analyst's
personal views as to the subject securities and issuers, and further certifies that no part of such analyst's compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the analyst in the report. The analyst(s) responsible for this research report
has received and is eligible to receive compensation, including bonus compensation, based on Friedman, Billings, Ramsey & Co. Inc.'s ("FBRC")
overall operating revenues, including revenues generated by FBRC's investment banking department.

Information about our investment banking department:
In the normal course of its business, FBRC seeks to perform investment banking and other services for various companies and to receive compensation
in connection with such services. As such, investors should assume that FBRC intends to seek investment banking or other business relationships with

the companies.

Information about our recommendations, holdings and investment decisions:

Our brokers and analysts may make recommendations to their clients, and our affiliates may make investment decisions that are contrary to the
recommendations contained in a research report. Such recommendations or investment decisions are based on the particular investment strategies,
risk tolerances, and other investment factors of that particular client or affiliate. From time to time, FBRC, its affiliated entities, and their respective
directors, officers, employees, or members of their immediate families may have a long or short position in the securities mentioned in this report.

Information about our rating system:
FBRC instituted the following three-tiered rating system on October 11, 2002 for securities it covers:

® Outperform — FBRC expects that the subject company will outperform similar companies within its industry over the next 12—18 months. We
recommend that investors buy the securities at the current valuation.

® Market Perform — FBRC expects that the subject company will perform in line with similar companies within its industry. We recommend that
investors maintain their current positions and add on weakness as the valuation or fundamentals become more favorable.

® Underperform — FBRC expects that the subject company will underperform similar companies within its industry. We recommend that
investors reduce their positions until the valuation or fundamentals become more compelling.

Rating FBRC Research Distribution!|[FBRC Banking Services in the past 12 months?
Buy (Outperform) 49.4 % 19.1 %

Hold (Market Perform)/44.3 % 7.3%

Sell (Underperform) 6.3 % 2.2 %

MAs of midnight on the business day immediately prior to the date of this publication.
A description of the five-tiered rating system used prior to October 11, 2002, can be found at http://www.fbrcorp.com/disclosurespre10702.asp.

General information about this research report:

Additional information on the securities mentioned in this report is available upon request. This report is based on data obtained from sources we
believe to be reliable, but is not guaranteed as to accuracy and does not purport to be complete. This report should not be construed as advice
designed to meet the particular investment needs of any investor, nor as an offer or solicitation to buy or sell the securities mentioned herein, and any

opinions expressed herein are subject to change.

These securities may be sold to or purchased from customers or others by FBRC acting as principal or agent. This publication has been issued and
approved by FBRC under a compliance routine approved by Friedman, Billings, Ramsey, International Ltd., its U.K. FSA Regulated affiliate, for
distribution to U.K. and European non-private clients.

Commentary regarding the future direction of financial markets is illustrative and is not intended to predict actual results, which may differ substantially
from the opinions expressed herein. References to "median,” "consensus," "Street," etc., estimates of economic data refer to the median estimate of
economists polled by Bloomberg L.P.

If any hyperlink is inaccessible, call 800.846.5050 and ask for Editorial.
Copyright 2005 Friedman, Billings, Ramsey & Co., Inc.
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oy
=

e

SO0 1D L
00! HG
FSO0Z/ e
FGO0E L
GO0/ 1
FGO0E LS
o0z L
FS00E! e
SO0 LT
S0/ L
FEO0EFE L
FEO0DZ L L
Fr00El L0 L
FrODZ LG
Fr00Z/ 1L
FE00E L
FrODZoLE
FFO0Z/ S
FFOODE Y
A
Fr00Z/ LE
FRO0E L
FEOOE/LE L
FEDDE WL
FE00Z DL
FEDDE/ LG
FED0E L
FEODE L
FEDDZ/ 1A
FE00E LS
FEDDE LW
FEDDE HWE
FEDDZI LT
FEDDE L
FE00EE L
FEDDZ AL L

254

|
=
o

| |
ua =
— —

£ 9a)d

=

Date

4: 514,00 pflt H - DG 4005

*

Spli

FY

Closa

o

& 5 S15.00 pitH - 0728008
& 551500 pit S - 10/1305

10/28/04

1: 59,00 pit H - D909/04
3:511.50 pit H - 04529/05

2051000 pit H -

*
*
*

Buy (incl. Outperform, Accum)
Hald {incl, Mkt Parform)
Sall {incl. Underparform)

L 4
+
*



