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less pronounced than in Q105, pricing pressure persisted in Q205, but should
wane as wafer demand increases in 2H05.

F3Q05 (Sep) revenue guidance may be a bit conservative

MEMC guided to F3Q05 revenue growth of 3% to 5%, below our expectation of
6%, albeit off a slightly higher base. We believe this guidance is conservative, and
project F3Q05 revenue and EPS of $289M (up 5%) and $0.29, in-line with our prior
estimate of $290M and $0.29, and consensus of $289M and $0.30. We believe
continued pricing pressure in F3Q due to lingering contractual obligations
contributes to revenue guidance. We expect pricing power to begin to build
toward year end as polysilicon shortages could begin to manifest as wafer
shortages in an increasing demand environment.

Maintain Buy rating, $19 price target

At $17.50 WFR trades at 13.5x our 2006 EPS estimate of $1.30, a discount to
peers. We are adjusting F2006 EPS estimates to $1.30 from $1.28 due to a more
favorable tax rate. As a commodity supplier offset by operational performance and
positively converging company and industry fundamentals, we believe a modest
discount could be justified, and maintain our price target of ~$19 or 15x our C2006
EPS estimate. We believe that an industry leading margin structure and operating
profitability should help lift a persistent valuation discount.

Year End Dec 31 2004A 2005E 2006E
1Q EPS (USD) 0.16 0.23 0.30
2Q EPS (USD) 0.20 0.26 0.31
3Q EPS (USD) 0.27 0.29 0.34
4Q EPS (USD) 0.25 0.31 0.36
FY EPS (USD) 0.89 1.09 1.30
Revenue (USDm) 1,028.0 1,126.6 1,286.9

Source: Deutsche Bank
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Pricing dynamics

With polysilicon supply consistently at 100% of industry capacity, many have expected near
term pricing power for wafer suppliers with captive polysilicon production. Such a market
dynamic builds in over time. With wafer manufacturing utilization at 85% to 90%, polysilicon
consistently sold out, and lingering contractual wafer supply obligations, conditions are
converging to drive pricing power for wafer manufacturers. Historically, spot shortages of
wafers tend to occur when utilization exceeds 95%. With rising wafer demand, slowly
increasing polysilicon supply, and wafer supply contracts expiring in the near term, we would
anticipate spot wafer shortages to drive new pricing and supply agreements in which
companies like MEMC can exercise a measure of pricing power. We believe this should
begin to occur in 2HO05, with effectivity in TH06. Consequently, we anticipate upside to
numbers from the anticipated pricing dynamic in 2006, and not likely before.

New long term business model
MEMC updated its long term business model, increasing operating metrics to be consistent
with recent operational performance and future expectations.

Figure 1: MEMC Long term business model

New Model Old Model
Operating Profit 25% to 30% 23%+
Gross Margin 35% to 40% 35%+
Operating Expenses Approx. 10% 12% or less
Capital Expenditures 15% or less 15% or less
Operating Cash Flow 25% to 30% 20%+
Free Cash Flow 10% to 15% 5% to 10%
Avg. Annual EPS Growth Approx. 20% Not stated

Source: MEMC Electronics publication

Adjusting numbers
We are very modestly adjusting our C2006 revenue and EPS estimates to $1,287M and $1.30
from $1,291M and $1.28 to reflect a more favorable tax rate.

Risks

Risks include (1) a high degree of industry cyclicality, (2) competitive pricing pressures and
market share shifts, (3) operational execution missteps, (4) delayed adoption of new
technologies, (5) rapid product life cycles, and (6) general economic risk.
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Figure 2: MEMC actuals versus estimates

Fiscal year ending December 2Q05A 2QO05E|Difference
Total Sales $275.4 $273.7 1.6
Cost of Goods 175.0 174.4 0.6
Gross Income 100.4 99.4 1.1
R&D 11.0 11.5 (0.5)
SG&A 18.3 18.8 (0.4)
Operating Income 711 69.1 2.0
Other Income (Exp) (1.5) (0.1) (1.4)
JV Royalty Income

Pretax Income 69.6 69.0 0.6
Taxes 8.7 10.4 (1.7)
Equity in (loss)/income of JVs

Minority Interest (2.0) (1.5) (0.5)
Extraordinary ltem 0.0
Net Income 58.9 57.2 1.7
Net Income-Continuing Operations 58.9 57.2 1.7
Avg. Shares Outstanding - Basic 209.2 208.7 0.5
Basic EPS $0.28 $0.27 $0.01
Avg. Shares Outstanding - Diluted 224.7 222.4 2.3
Diluted EPS $0.26 $0.26 $0.01
Avg. Shares Outstanding - Diluted 224.7 222.4 2.3
Diluted EPS (Excl. Charges) $0.26 $0.26 $0.01
Margin Structure* 2Q05A 2Q05E|Difference
Cost of Goods Sold 63.5% 63.7% (0.2)
Gross Margin 36.5% 36.3% 0.2
R&D 4.0% 42% (0.2)
SG&A Expenses 6.7% 6.9% 0.2)
Operating Margin 25.8% 25.3% 0.6
EBITDA Margin 30.7% 30.1% 0.5
Tax Rate 12.4% 15.0% (2.6)
Net Margin 21.4% 20.9% 0.5
Growth Leverage* 2Q05A 2Q05E|Difference
Sales 7.8% 7.1% 0.6
Cost of Goods Sold 3.9% 3.6% 0.3
Gross Income 15.2% 14.0% 1.2
R&D 18.8% 24.1% (5.3)
SG&A Expenses 2.8% 5.1% (2.3)
Operating Income 18.4% 15.1% 3.3
EBITDA 20.1% 17.3% 2.8
Net Income 34.5% 30.5% 4.0
Diluted EPS 32.3% 29.7% 2.6

Source: Company Reports and DB estimates.

* All numbers are on an operating basis and exclude special charges.

Source: Deutsche Bank

2Q05 Review:
Actual
Sales: $275.4 million
DB Estimate $273.7 million
Company Guidance $263 - $271 million (Up 2% to 5%)
Street consensus $269.5 million
Actual
EPS: $0.26
Company Guidance None
DB Estimate $0.26
Street consensus $0.26
[Outlook: FY 3Q05|
Sales:
Company Guidance $283.6 - $289.2 million (Up 3% to 5%)
DB Estimate $290.2 million
Revised DB Est $289.2 million
EPS:
Company Guidance None
DB Estimate $0.29
Revised DB Est No Change

Deutsche Bank Securities Inc.
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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 17.66 (USD) 25 Jul 05 713

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.

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

Page 4 Deutsche Bank Securities Inc.
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Historical recommendations and target price: MEMC Electronic Materials (WFR.N)

(as of 7/27/2005)
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Date
1. 8/6/2003.  Buy, Target Price Change USD15.00 5. 11/8/2004: Buy, Target Price Change USD14.00
2. 1/27/2004: Buy, Target Price Change USD14.00 6. 3/18/2005: Buy, Target Price Change USD16.00
3. 3/31/2004: No Recommendation, USD14.00 7. 6/10/2005: Buy, Target Price Change USD19.00
4. 11/2/2004: Hold, Target Price Change USD10.00

Equity rating key

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.

Equity rating dispersion and banking relationships
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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.

Analyst compensation: Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which
includes investment banking revenues

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 five
percent or more of the share capital. In order to prevent or deal with conflicts of interests Deutsche Bank AG has
implemented the necessary organisational procedures to comply with legal requirements and regulatory decrees. Adherence
to these procedures is monitored by the Compliance-Department.

EU: A general description of how Deutsche Bank AG identifies and manages conflicts of interest in Europe is contained in our
public facing policy for managing conflicts of interest in connection with investment research.

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.
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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
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