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Reiterate Buy, raising price target to $19 
Although we believe WFR could pull back after substantial gains, noting longer 
term potential we do not believe the stock's recent performance is overdone. We 
believe improving wafer starts, a continuing mix shift, the polysilicon demand 
environment, and incremental share gains are converging to brighten the longer 
term picture for the company and the stock. Consequently we are raising our EPS 
and revenue estimates and increasing our price target to $19. 

Forecasts and ratios    
Year End Dec 31 2004A 2005E 2006E

1Q EPS (USD) 0.16 0.23 0.28

2Q EPS (USD) 0.20 0.25 0.30

3Q EPS (USD) 0.27 0.28 0.33

4Q EPS (USD) 0.25 0.31 0.35

FY EPS (USD) 0.89 1.08 1.26

% Change 0.0% 5.8% 11.1%

P/E (x) 10.6 15.0 12.8

Revenue (USDm) 1,028.0 1,114.1 1,275.7
Source: Deutsche Bank 
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Channel Check 
 

Buy 
Price at 9 Jun 2005 (USD) 16.16
Price target 19.00
52-week range 15.36-7.39
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Stock data 

Market Cap (USDm) 3,381.8
Shares outstanding (m) 209.3
Volume 5,068,000
S&P 500 1,194.67
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Several factors increase our confidence 
We believe (1) 2Q (Jun) wafer starts improvement from the foundries could drive 
near term upside; (2) a mix shift could add incremental upside over the next 
several quarters; (3) poly silicon demand from solar panel manufacturers could 
drive upside to revenue and comparative cost advantages for MEMC (we believe 
that solar panel manufacturers could be consuming upwards of a third of 
polysilicon production now, with a significant demand ramp anticipated); and (4) 
incremental share gains could drive upside to estimates. 

Where is the risk? 
We believe (1) the continued inventory correction could instigate pockets of 
weakness through 2Q; (2) 300mm wafer production capacity increases could drive 
periodic overcapacity situations leading to ASP pressures; however, with present 
and planned capacity (wafers and polysilicon) we believe that incremental pricing 
power would likely return later in the year; and (3) potential polysilicon production 
capacity increases could dampen MEMC’s comparative advantage as a captive 
manufacturer, although we believe such increases are at least 4 to 8 quarters out. 

Valuation 
Although we anticipate continued volatility noting recent gains in the stock, we are 
increasingly confident in the longer term outlook of the company and believe 
several factors are converging positively. Consequently we are raising our 2006 
EPS estimate to $1.26 from $1.14, and our price target to $19 or 15x our 2006 
EPS estimate. We note that WFR trades at a discount to peers (P/E of 12.8x vs 
19.0x); as a “commodity” supplier we believe some discount could be justified, 
but we expect that the present gap should close somewhat. 



9 June 2005 Semicap Equipment MEMC Electronic Materials  

Page 2 Deutsche Bank Securities Inc. 

Raising estimates 
To reflect an improving overall business environment for MEMC we are raising our 2005 and 
2006 EPS estimates to $1.08 and $1.26 respectively, from $1.02 and $1.14, and our 2005 and 
2006 revenue estimates to $1,114M and $1,276M, from $1,079M and $1,184M. 

Mix shift 
We believe the dominant factor in ASP projections is the continued shift to 300mm wafers. 
We note that ASPs increased through 2004 and dropped modestly in 1Q05; we anticipate a 
potential modest drop in 2Q as per company guidance, but note that the continued shift to 
300mm wafers and potential polysilicon shortages later in 2005 or in 2006 should help 
bolster ASPs. Furthermore, we believe that advanced technology (i.e. 90nm) yield issue 
resolution at the foundries could help shift the mix more toward prime from monitor wafers 
in the near term (i.e. 2Q and 3Q). We believe that incremental increases in epitaxial wafers 
could also help the mix, but that SOI wafers are still likely a 2006 and beyond event. 

Polysilicon shortages… 
Present polysilicon production increase forecasts of ~4% to 8% per year over the next 
couple years tracks well below aggregate demand forecasts for wafers and solar panel 
(greater than 40% per year) needs. Although we anticipate that actual polysilicon production 
capacity will increase beyond present forecasts, we expect that shortages could well result, 
driving both pricing power and comparative cost advantages for MEMC. We believe that 
MEMC retains >10% of total polysilicon production, and could increase capacity by over a 
third over the next couple years. Other major polysilicon suppliers are (listed in order of size) 
Hemlock (JV between Dow, Shin-Etsu, and Mitsubishi), Tokuyama, AsiMi (a division of 
Komatsu). and Wacker Chemie. While forecasted demand is substantial, we note that 
increasing capacity is a careful exercise in meeting market demand while maintaining pricing 
power. We believe MEMC’s demonstrated operational execution and measured responses 
to market demand over the past couple years, combined with polysilicon demand forecasts, 
give us confidence that the risk of overbuilding is low. 

 Current polysilicon capacity: we believe polysilicon capacity at the end of 2004 was 
roughly 30,000 metric tons per year, with approximately 55% used for wafers and 45% 
used for solar panels. We note that forecasts for demand from solar panel production are 
significantly higher at upwards of 40% per year. 

 What is sold to solar panel manufacturers? We believe MEMC predominantly sells 
polysilicon raw material to solar panel manufactures, and only recently began selling 
ingots. Ingots represent a higher value added product and offer a means to improve the 
company’s business segment performance. We believe MEMC’s goal would be to sell 
wafers for solar panel applications, a product representing higher value to MEMC, and 
consistent with the company’s mission as a wafer supplier. 

 Wafers for ICs versus solar panels: should solar panel driven demand precipitate more 
acute polysilicon shortages we believe MEMC would be in a strong position to drive 
silicon wafer pricing power within the IC industry as well as incremental share gains 
among chip manufacturers. We believe MEMC’s positioning within the wafer industry 
and as a captive polysilicon producer could enable the company to take advantage of 
potential wafer supply shortages from some competitors. Consequently, we believe the 
company may be reluctant to enter into longer-term polysilicon supply agreements with 
solar panel manufacturers as it could jeopardize share gain potential as a silicon wafer 
supplier to the IC industry. We would speculate that should longer-term supply 
agreements with solar panel manufacturers concretely materialize MEMC would likely be 
predisposed to more aggressively expand polysilicon production capacity. 

 Putting things into perspective: we believe polysilicon material, ingots and wafers for 
the solar power industry represents a healthy business opportunity for MEMC that 
should grow to become a more meaningful (presently >10% of revenue) percentage of 
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revenue within the next few years. We note that MEMC does not aspire to be a 
polysilicon supplier, but remains committed to its mission as a wafer supplier, and we 
would anticipate that the company’s goal is to migrate toward the supply of wafers for 
solar panel applications rather than simply the raw material. Furthermore, we believe that 
polysilicon prices have roughly doubled over the past year to well over $50 per kilogram. 

Risks 
Risks include (1) a high degree of industry cyclicality, (2) end market demand shifts, (3) rapid 
technology changes and product cycles, (4) operational execution missteps, (5) competitive 
pressures and market share shifts, and (6) general economic risk. 
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Appendix 1 
Important Disclosures 

Additional information available upon request 

Disclosure checklist 
Company Ticker Recent price Disclosure 
MEMC Electronic Materials WFR.N 16.16 (USD) 7,9,13 

 
7. Deutsche Bank and/or its affiliate(s) has received compensation from this company for the provision of investment 

banking or financial advisory services within the past year. 

9. Deutsche Bank and/or its affiliate(s) was a member of a syndicate which has underwritten, within the last five years, the 
last offering of this company. 

13. Deutsche Bank and/or its affiliate(s) holds a trading position, as that term is defined by German law, in shares of the 
company whose securities are subject of the research. 

 
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://equities.research.db.com. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject 
issuer and the securities of the issuer.  In addition, the undersigned lead analyst(s) has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Stephen O'Rourke 
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Historical recommendations and target price: MEMC Electronic Materials (WFR.N) 

 (as of 6/9/2005) 
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Previous Recommendations 

Strong Buy 
Buy 
Market Perform 
Underperform 
Not Rated  
Suspended Rating 

Current Recommendations 

Buy 
Hold 
Sell 
Not Rated  
Suspended Rating 

*New Recommendation Structure 
as of September 9, 2002 

 

 1. 8/6/2003: Rating Initiated Buy, Target Price Change USD15.00 

2. 1/27/2004: Buy, Target Price Change USD14.00 

3. 3/31/2004: No Recommendation, USD14.00 

 4. 11/2/2004: Rating Initiated Hold, Target Price Change USD10.00 

5. 11/8/2004: Upgrade to Buy, Target Price Change USD14.00 

6. 3/18/2005: Buy, Target Price Change USD16.00 
 

Rating key  Rating dispersion and banking relationships 

Buy: Total return expected to appreciate 10% or more over a 
12-month period 

Hold: Total return expected to be between 10% to –10% 
over a 12-month period 

Sell: Total return expected to depreciate 10% or more over a 
12-month period 

The target prices of shares mentioned in the accompanying 
text are based on the assumed investment horizon of 12 
months.  If company notes are published on these shares in 
the future, the target prices mentioned in the subsequent 
notes will have priority. 
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Regulatory Disclosures 

Disclosures required by United States laws and regulations 

See company-specific disclosures above for any of the following disclosures required for covered companies referred to in 
this report: acting as a financial advisor, manager or co-manager in a pending transaction; 1% or other ownership; 
compensation for certain services; types of client relationships; managed/comanaged public offerings in prior periods; 
directorships; market making and/or specialist role. 
 
The following are additional required disclosures: 

Ownership and Material Conflicts of Interest: DBSI prohibits its analysts, persons reporting to analysts and members of their 
households from owning securities of any company in the analyst's area of coverage. 
Analyst compensation: Analysts are paid in part based on the profitability of DBSI, which includes investment banking 
revenues. 
Analyst as Officer or Director: DBSI policy prohibits its analysts, persons reporting to analysts or members of their households 
from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. 
Distribution of ratings: See the distribution of ratings disclosure above. 
Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if 
with respect to multiple companies which are the subject of this report, on the DBSI website at  
http://equities.research.db.com. 
 
 
Additional disclosures required under the laws and regulations of jurisdictions other 
than the United States 

The following disclosures are those required by the jurisdiction indicated, in addition to those already made pursuant to United 
States laws and regulations. 
 
Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
Germany: See company-specific disclosures above for (i) any net short position, (ii) any trading positions (iii) holdings of one 
percent or more of the share capital or (iv) management or co-management of public offerings in the last five years for 
companies referred to in this report. 
Hong Kong: See http://equities.research.db.com for company-specific disclosures required under Hong Kong regulations in 
connection with this research report.  Disclosure #5 includes an associate of the research analyst.  Disclosure #6, satisfies the 
disclosure of financial interests for the purposes of paragraph 16.5(a) of the SFC's Code of Conduct (the "Code").  The 1% or 
more interests is calculated as of the previous month end.  Disclosures #7 and #8 combined satisfy the SFC requirement 
under paragraph 16.5(d) of the Code to disclose an investment banking relationship. 
Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securities Finance Company. 
United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in 
the rules of the Financial Services Authority, should read this research in conjunction with prior Deutsche Bank AG research on 
the companies which are the subject of this research. 



  

Global Disclaimer 
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively “Deutsche Bank”).  The information herein is believed by Deutsche Bank to be reliable and has been obtained 
from public sources believed to be reliable.  With the exception of information about Deutsche Bank, Deutsche Bank makes no representation as to the accuracy or completeness of such information. 

This published research report may be considered by Deutsche Bank when Deutsche Bank is deciding to buy or sell proprietary positions in the securities mentioned in this report. 

For select companies, Deutsche Bank equity research analysts may identify shorter-term opportunities that are consistent or inconsistent with Deutsche Bank's existing, longer-term Buy or Sell recommendations.  This 
information is made available on the SOLAR stock list, which can be found at http://equities.research.db.com.  

Deutsche Bank may trade for its own account as a result of the short term trading suggestions of analysts and may also engage in securities transactions in a manner inconsistent with this research report and with respect to 
securities covered by this report, will sell to or buy from customers on a principal basis.  Disclosures of conflicts of interest, if any, are discussed at the end of the text of this report or on the Deutsche Bank website at 
http://equities.research.db.com. 

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report.  They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without 
notice.  Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, 
changes or subsequently becomes inaccurate, except if research on the subject company is withdrawn.  Prices and availability of financial instruments also are subject to change without notice.  This report is provided for 
informational purposes only.  It is not to be construed as an offer to buy or sell or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading strategy in any jurisdiction.  The financial 
instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions using their own independent advisors as they believe necessary and based upon their specific 
financial situations and investment objectives.  If a financial instrument is denominated in a currency other than an investor’s currency, a change in exchange rates may adversely affect the price or value of, or the income derived 
from, the financial instrument, and such investor effectively assumes currency risk.  In addition, income from an investment may fluctuate and the price or value of financial instruments described in this report, either directly or 
indirectly, may rise or fall.  Furthermore, past performance is not necessarily indicative of future results. 

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor’s home jurisdiction.  In the U.S. this report is approved and/or distributed by Deutsche Bank 
Securities Inc., a member of the NYSE, the NASD, NFA and SIPC.  In the United Kingdom this report is approved and/or communicated by Deutsche Bank AG London, a member of the London Stock Exchange, authorised by 
Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) and by the Financial Services Authority; regulated by the Financial Services Authority for the conduct of investment business in the UK.  This report is distributed in Hong 
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Limited, Tokyo Branch.  Additional information relative to securities, other financial products or issuers discussed in this report is available upon request.  This report may not be reproduced, distributed or published by any 
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