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F2Q (Jun) upside to numbers 28 .
We believe wafer sales are tracking above expectations for C2Q. We believe 7103 1oa 210 105

incremental strength at TSMC and UMC is being driven more by lagging edge
technology, and that the mix could shift toward 200mm wafers in the near term,
driving incrementally lower gross margin on higher revenue. We believe
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polysilicon prices have increased substantially in C2Q, and although we have not | Performance(%) 1m 3m 12m
seen wafer ASP improvement, we believe the sale of raw polysilicon could drive ég?ggg {g'; 7% 62’2
incremental revenue, but likely at a lower gross margin than the company average. ’ ' ’
Discounting the polysilicon hype

Potential polysilicon shortages present opportunity for MEMC: (1) a comparative gﬂh:rrkeestgjtzt(;n?j?mrg)(m) 3'233‘2
cost advantage as a captive supplier of raw polysilicon, (2) a potential pricing | voume 955,000
advantage should polysilicon shortages drive wafer ASP increases in 2006, (3) | s&P500 1,194.44

incremental revenue with the sale of excess polysilicon to ancillary markets at
increasing prices, (4) the potential of selling higher margin wafers to the solar
panel industry, and (5) the possibility of locking in share gains with long term
supply agreements. (Also see our June 9 note “Factors converging positively...").
We view the majority of these points as upside potential in 2006, and hesitate to
build upside into earnings estimates. We prefer to maintain a more conservative
view on potential contributions to earnings and believe our 2006 EPS estimate of
$1.26 is quite realistic. We do not view nominal, mix related gross margin
degradation as a negative, but as a simple market dynamic.

Raising estimates

We are raising our C2Q (Jun) revenue and EPS estimates to $274M and $0.26
from $268M and $0.25 to reflect the stronger wafer demand environment and
polysilicon price increases. Furthermore, we are adjusting our 2006 revenue and
EPS estimates to $1,291M and $1.28 from $1,276M and $1.26.

Valuation

At $15.89 WFR trades at 12.4x our 2006 EPS estimate of $1.28, a discount to
peers. 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.

Year End Dec 31 2004A 2005E 2006E
1Q EPS (USD) 0.16 0.23 0.29
2Q EPS (USD) 0.20 0.26 0.31
3Q EPS (USD) 0.27 0.29 0.33
4Q EPS (USD) 0.25 0.31 0.35
FY EPS (USD) 0.89 1.09 1.28
Revenue (USDm) 1,028.0 1,127.0 1,291.4

Source: Deutsche Bank
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Long term contracts before the hype turns into reality?

We believe MEMC has entertained contract pricing discussions with at least one very large
customer for 2006. We believe these negotiations typically take place in C4Q. Does it make
sense to lock in 2006 pricing under present expectations that polysilicon could experience
shortages in 2006? We believe yes, provided the company gains market share with a
continually improving cost structure. Furthermore, industry supply/demand forecasts for
polysilicon are simply that, and although we do anticipate polysilicon shortages in 2006, we
are hesitant to quantify the impact of such shortages as guaranteed contributions to future
estimates.

In what way can MEMC beat the top two suppliers?

We believe MEMC is now the number three wafer supplier to the semiconductor industry,
and do not believe it is realistic to think the company could displace ShinEtsu or SUMCO in
the rankings. Capacity plans, market positioning and financial strength should secure leading
market shares for the top two suppliers in the foreseeable future, but we believe MEMC can
compete more effectively on cost, delivering an industry leading margin structure and
commensurate earnings. We believe a growing track record of operational performance
should help lift a comparative valuation discount.

As a supplier to the solar panel industry what makes the most sense?

We believe little more than 10% of revenue comes from polysilicon sales to the solar power
industry. MEMC is a wafer supplier; we do not believe that selling raw polysilicon is or should
be a primary business focus. We believe the sale of excess polysilicon to solar panel
manufacturers should and will continue opportunistically provided it does not impede the sale
of wafers to the semiconductor industry. Selling polysilicon is lower margin business than
selling silicon ingots, which is lower margin business than selling finished wafers. We believe
the company only just began selling ingots to solar panel manufacturers in C1Q, but that
selling higher margin wafers (MEMC's business focus) to solar panel manufacturers is still
some time well into the future. We do not believe that MEMC will have significant incentive
to aggressively increase polysilicon production for solar panel industry demand unless the
industry begins buying higher margin wafers rather than raw polysilicon or ingots.

TPG ownership overhang

Texas Pacific Group still owns ~37% of MEMC, and we expect TPG to divest this ownership
stake opportunistically. We believe that the overhang of this divestiture can limit potential
upside, but that the convergence of company positioning and potential market forces should
compensate and drive additional appreciation in the stock.

Risks

Risks include (1) a high degree of industry cyclicality, (2) competitive 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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Appendix 1

Important Disclosures
Additional information available upon request

Disclosure checklist

Company Ticker Recent price Disclosure
MEMC Electronic Materials WFR.N 15.82 (USD) 7,13

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.

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

Deutsche Bank Securities Inc. Page 3
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Historical recommendations and target price: MEMC Electronic Materials (WFR.N)

(as of 7/1/2005)

8.00 7 Previous Recommendations
6.00 Strong Buy
Buy
%.00 Market Perform
Underperform
w ] Not Rated
Q 200 Suspended Rating
o 0.00 Current Recommendations
>
R puy
3 8 Hold
(0] Sell
v 600 Not Rated
Suspended Rating
4.00 )
*New Recommendation Structure
200 as of September 9, 2002
0.00 T T T T T T T
Aug 03 Nov 03 Feb 04 May 04 Aug 04 Nov 04 Feb 05 May 05
Date
1. 8/6/2003:  Rating Initiated Buy, Target Price Change USD15.00 5. 11/8/2004: Upgrade to 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: Rating Initiated Hold, Target Price Change USD10.00
Rating key Rating dispersion and banking relationships
Buy: Total return expected to appreciate 10% or more over a o
. 0,
12-month period 400 49% 48%
Hold: Total return expected to be between 10% to —-10% 300
over a 12-month period
200 - o
Sell: Total return expected to depreciate 10% or more over a 26% 25%
12-month period 100 + 3% 229,
The target prices of shares mentioned in the accompanying 0 =
text are based on the assumed investment horizon of 12
; ) Buy Hold Sell
months. If company notes are published on these shares in
the future, the target prices mentioned in the subsequent
notes will have priority. @ Companies Covered [l Cos. w/ Banking Relationship
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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.
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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
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