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MEMC Electronic Materials, Inc. (MEMC) is the world’s largest
public company solely devoted to the supply of wafers to
semiconductor device manufacturers. MEMC has been a pioneer
in the design and development of wafer technologies over the
past four decades. With R&D and manufacturing facilities in the
U.S., Europe and Asia, MEMC enables the next generation of
high performance semiconductor devices.
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MEMC was the first merchant manufacturer of wafers and has
been a pioneer in the wafer industry
for over four decades. We went
through a rough period during the
last three years; but we are back...
with a vengeance.
In 2002:
C A renewed focus on profitability
and productivity helped to streamline our operations;
C A renewed focus on customer
satisfaction helped increase our
market share;
C A fanatical devotion to innovation
accelerated the sales of our newer
and more innovative products;
C Aggressive cost reduction efforts
strengthened our financial performance; and
C MEMC was recognized as one
of the ten best-performing technology
stocks of 2002, according to
The Wall Street Journal.

strategy. And we changed our
degree of focus on key business
initiatives. While most companies
do their best to avoid or resist
change, the key to our success this
past year is that we embraced
change head-on, and used it to
enhance our competitive advantage.

The success of 2002 resulted from
critical changes in four key areas.
First, Industry Dynamics have shifted
to create exciting new opportunities for MEMC just as we are
ready to seize them. Second,
our rich history of Technological
Innovation, combined with a new
focus on rapid commercialization,
has enabled MEMC to increase
our sales of new products. Third,
this commercialization was helped
by the introduction of sweeping
new efficiencies and cost reductions
that have produced significant
Operational Improvements. Finally,
the result of these three forces converging has been outstanding
Financial Performance.
Let’s look at each of these four
areas in greater detail…

A N N U A L

For example, our old business
model did not generate a sufficient
return. Looking back, capital
expenditure decisions sometimes
resulted in inverted asset turns,
yielding annual revenue dollars
less than the capital expenditures
themselves. We believe that part of
the wafer industry is still following
this business model. In our new
model, we have changed the
underlying assumptions and are
focused on having a healthy balance of profits, technology, and
market share.
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John Marren
Chairman of the Board
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How did we outperform the wafer
market at such an astonishing
pace? The answer is simple:
change. We changed our business
model. We changed our business

Nabeel Gareeb
President and
Chief Executive Officer

R E P O R T
1

I N D U S T R Y

D Y N A M I C S

Every company must endure certain
forces that are beyond its control,
such as market cyclicality, economic
recession, or threatening geo-political
events. In 2001, the semiconductor
industry, to which the wafer industry
is inextricably linked, saw all of
these forces collide at once. 2001
was arguably the most challenging
year in the 50-year history of the
semiconductor industry.

in fact, was higher than capacity
utilization in the semiconductor
markets for the majority of 2002.

However…in 2002, the market
improved.
Consider the following:
C Wafer volumes rebounded 19%
in 2002 compared to 2001.
C Wafer capacity utilization
increased substantially in 2002
(see chart on opposite page), and,
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C Device makers scrambled to
drive greater efficiencies in every
corner of their manufacturing
processes and enhance device
performance, increasing interest in
300mm diameter wafers, defectfree wafers, and other product
areas where MEMC has a technology leadership position.
C The wafer industry has consolidated to four large producers of
wafers. This is causing segmentation between the larger producers
and the smaller ones, and this gap
will only increase. (see chart on
opposite page)
As a result of these changing
dynamics, focus is the new critical
asset. As the world’s largest public
company 100% devoted to wafer

production, MEMC is quite familiar
with focus. Wafers are not just our
core business; they are our only
business. And that focus has paid
off in our breadth of products,
reputation for quality, and superior
delivery and service ratings. Our
new focus, combined with the
renewed faith displayed by our
customers in our future, has resulted
in our net sales growing 11%
while the industry grew by 6% in
2002. This, in turn, resulted in a
significant increase in our market
share in 2002. (see chart on
opposite page)
Higher capacity utilization and a
fragmenting technical market, combined with fewer major players, has
created a fundamentally new competitive landscape, just as MEMC
is demonstrating the ability to take
advantage of this new terrain.

C WA F E R C A PA C I T Y
U T I L I Z AT I O N
Wafer capacity utilization
increased substantially in 2002
and was higher than that of the
semiconductor industry for the
majority of 2002.
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Twenty-plus producers
of ≤ 150mm

Ten producers
of 200mm

Big four producers*
of wafers

MEMC
Mitsubishi
SEH
Sumitomo
Wacker
Komatsu
Toshiba
Nippon Steel
LG Siltron
Siltec

MEMC
SEH
Sumitomo Mitsubishi
Wacker

MEMC
Mitsubishi
SEH
Sumitomo
Wacker
Komatsu
Toshiba
Nippon Steel
LG Siltron
Kawasaki Steel
TI

Siemens
Motorola
Solarex
Hitachi
AT&T
Crysteco
Unisil
Topsil
IBM
Siltec

*Greater than
10% market share overall
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C MEMC GROUP
MARKET SHARE
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MEMC’s market share increased
significantly in 2002 as a result
of our new focus. (scale intentionally
left blank)
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TECHNOLOGICAL

MEMC’s wafers enable the production of semiconductors, some of
which operate at more than two
billion calculations per second.
Many of these semiconductors hold,
literally, millions of transistors, which
can mean line widths of less than
100 nanometers or one thousand
times smaller than the average
width of a human hair. The process
of fabricating these chips requires
silicon crystal structures so precise
and so pure that defects are measured in parts per trillion. This is a
daunting challenge. And that’s
where MEMC comes in.
Because our wafers are critical to
the production of these incredible
devices, MEMC must live and
breathe innovation every day. In
fact, we survive only if we innovate.
If our mission is to enable the next
generation of electronic devices,
then we must constantly strive to
produce the next generation of
silicon products.
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The rapid commercialization of
new technologies is a top priority
for MEMC. We have always built
our corporate culture around innovation, but this has not always
been balanced by a culture of
accountability for that innovation.
In 2002, we pulled out all the
stops to create a new internal
model that combines engineering
innovation with specific commercialization strategies. Moreover,
we believe our historical investments in R&D have put some of our
key product areas ahead of the
technology curve and this will be
apparent in the quarters to come.
While MEMC is responsible for a
long list of industry milestones (see

I N N O VAT I O N

sidebar), two of the more recent
and exciting of these are Magic
Denuded Zone® (MDZ®) wafer
technology and defect-free crystal.
These two innovations are transforming the process of semiconductor fabrication by maximizing yield
and capability. MDZ® is an
MEMC innovation which allows
our customers to improve yields in
their fabs by drawing metallic
impurities away from the surface of
the wafers. Defect-free crystal —
our OptiaTM product — is a 100%
pure wafer that eliminates any risk
of crystal imperfections. This lack
of crystal defects enables the
advancement of device performance to the next generation. In
addition, OptiaTM combines the
benefits of defect-free crystal with
our MDZ® thermal processing technique to further improve yields and
reduce costs for our customers.
Typically, you think of wafers in
terms of diameter. But at MEMC
we see increasing fragmentation
across not just diameters, but also
material properties, such as physi-

cal characteristics (for example,
flatness) and electrical characteristics (enabled by silicon purity).
Certain combinations of these
properties can significantly increase
yield, reduce production costs, and
significantly enhance device performance for our customers. (see
chart on opposite page)
As stated earlier, MEMC believes
that innovation drives value in any
market, not just silicon products. It’s
easy to talk about innovation, but
how to measure it? At MEMC we
hold over 600 worldwide patents
on silicon products and processes
and have over 800 worldwide
patent applications on file.
We will continue to increase our
focus on R&D in 2003 in order to
maintain our innovative edge and
target new products to emerging
customer needs. We are committed to enabling the next generation
of electronic devices, and will harness the unique talents and passions of our global team to seize
every opportunity.

Did you know MEMC was the first merchant -manufacturer of
wafers and was first to produce...
Chemical-Mechanical Polishing of Silicon MEMC was the first to develop
chemical-mechanical polishing for the semiconductor industry in 1962
Commercial epitaxial wafers MEMC pioneered epi wafers for CMOS
applications in 1982

200mm wafers MEMC was the first to commercialize 200mm wafers in
the mid-to-late-1980s, in partnership with IBM
Granular Polysilicon MEMC developed the first process using granular
polysilicon in 1991

Magic Denuded Zone® (MDZ®) MEMC developed this breakthrough
thermal processing technique in the mid-1990s and was granted the first
patent on this technology in 1999

Defect-free silicon MEMC developed the world’s first 100% defect-free
silicon wafer in the mid-1990s and was granted the first patent on this
technology in 1999. This is now marketed as the Optia™ product line.

C M D Z

C O P T I A

®

TM

Wafer surface

Wafer surface

MDZ is a performNear-surface region
ance enhancement
for wafers that
Impurities trapped below surface
draws metallic
impurities away
from the surface
of the wafer and
provides consistent
control of oxygen that is present
in all wafers. Metals in wafers can
cause the production of defective
microchips, and MDZ® virtually eliminates or provides nearly complete
control of this potential problem,
thereby allowing yields to be
improved in our customers’ fabs.
®

C M A R K E T

The world’s most
advanced wafer,
Defect-free
OptiaTM has a
crystal throughout
100% defect-free
wafer
crystalline structure
and also incorporates MEMC’s
patented MDZ®
feature (at left). It’s as close to perfection as the industry has come,
and we believe it is increasingly
critical as line widths continue to
shrink. Customer benefits include
higher production yields as a result
of the included MDZ® feature.

MDZ® feature
traps impurities
below surface

F R A G M E N TAT I O N

The wafer market is fragmenting across not just diameters, but also
material properties such as physical and electrical characteristics.

300mm
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Wafer diameter
Application-specific wafers
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Examples of application-specific requirements are:
• Physical characteristics (flatness)
• Electrical characteristics (silicon purity)
• Integration (SOI)
• Alternate materials (SiGe, GaN, SiC)

More
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100mm
Less
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Technological innovation is worthless without the proper operational
infrastructure to commercialize it
and deliver it to the customer at the
right time for the right price.
The enormous market challenges of
2001 and 2002 also accelerated
our cost-cutting initiatives. In 2001,
we reduced headcount by 33%,
and realized the full benefits of this
measure in 2002 when product
volumes increased 29% with no
additional headcount. We also

M E M C
2 0 0 2
A N N U A L

focused our efforts on reducing
cash costs by refining our processes
and working with suppliers to
reduce the total cost of ownership
of our materials and supplies.
These aggregate reductions in our
cost of operations yielded a nearly
60% rise in productivity in 2002
compared to 2001. (see charts on
opposite page)

At the beginning of 2000, our
break-even revenue was $1 billion.
Now, as we enter 2003 with a
new cost and capital structure, we
have reduced that figure by almost
50%, to nearly $500 million. (see
chart below)
Continuous cost reduction is a key
component of our long-term strategy.
The real key to attaining these cost
reductions is a different expectation
level — continuously driving down
costs across the organization, as a
cultural expectation. As we enter
2003, we will continue this relentless drive to reduce our costs,
while at the same time delivering
next generation products to our
customers.

In addition to the various costcutting initiatives, our overall production yields improved in virtually
all production areas in 2002. At
the same time, our quality ratios
advanced and our cycle time has
improved by more than 25% over
the last two years as we have
de-bottlenecked our facilities and
streamlined our material flows.
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DOLLARS IN MILLIONS
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The Company’s breakeven
point has improved significantly over the last year and
is near $500 million in annualized sales. This compares to
a breakeven point in excess
of $1 billion in sales just four
years ago.
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C O P E R AT I N G
PROFIT
BREAKEVEN
POINT

IMPROVEMENTS

C CASH COST
REDUCTION
INDEXED TO 1998=100

Continuous cost reduction is a key
component of MEMC’s long-term
strategy and continued to have a
positive effect on the Company’s
operating results in 2002.
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In 2002, productivity across the
Company, as measured in volume
produced divided by headcount,
rose nearly 60% from 2001
levels. Increased product volumes
from a smaller employee base
resulted in this improvement.
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F I N A N C I A L

All the developments reviewed on
the previous pages of this letter
would be meaningless if they had
no impact on our overall financial
performance. In fact, in 2002, we
saw a tremendous improvement in
our financial performance as a
result of these developments. For
the year ended December 31,
2002, our net sales increased
11% to $687 million compared to
$618 million in 2001. Gross
margin increased to $174 million
or 25% of net sales compared to a
negative margin of $51 million or
-8% of net sales in 2001. Our
cash position also dramatically
improved, with $166 million in

P E R F O R M A N C E

cash and short-term investments at
the end of 2002.

continuously improving results
irrespective of industry cycles.

Clearly, in such a challenging market
environment as we have seen these
past two years, these results are
impressive by any standards. As a
matter of fact, this was reflected in
the appreciation of our market
value (shown below), and we were
recognized by Forbes as one of the
best stocks of 2002. Our results
reflect the hard work of every one
of our employees. They reflect a
new rigorous fiscal discipline that
will guide us to new levels of operating efficiency and move us
towards our long-term model.

But we will not measure our success
solely on this financial dimension.
Rather, we aim to lead our industry
through a healthy balance of technology, market share, and profits.
As we begin 2003, we have a
strong financial foundation to build
upon. The actions we have taken
in 2002 will combine in 2003 to
deliver what we hope will be
another solid year for MEMC and
our stockholders.

With our ultimate goal of being
self-funding, we have established
a long-term steady-state model of

M E M C
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DOLLARS IN MILLIONS

MEMC’s market capitalization,
based on period-end share
price and period-end shares
outstanding, increased
dramatically throughout
2002, as we demonstrated
improved operating results in
each sequential quarter.
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C MARKET
C A P I TA L I Z AT I O N

C GROSS MARGIN

35%

AS A PERCENT OF NET SALES

30%

In 2002, the Company made
great strides in reducing manufacturing costs and improving efficiencies. As a result, gross margin
improved from negative $51 million
in 2001 to positive $54 million in
the 2002 fourth quarter, an
improvement of $267 million on
an annualized basis.
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MEMC achieved net income
allocable to common stockholders
of $36 million, or 19% of net
sales, for the 2002 fourth quarter,
a significant improvement over the
prior four years.
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The Company’s operating cash
flow improved from $25 million
used in operations in 2001 to
$43 million generated from operations in the 2002 fourth quarter,
an improvement of $197 million
on an annualized basis.
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MEMC IS POSITIONED TO SUCCEED

We have reviewed the four major
areas that have had the greatest
impact on MEMC’s market position
and 2002 results. Industry
Dynamics have shifted, and we
believe the new landscape favors
MEMC. Technological Innovation
continues to drive our business,
and will be more rapidly commercialized by leveraging the new
Operational Improvements we
have introduced this past year.
Finally, our recent Financial
Performance demonstrates that our
strategy is working.
What’s more, there is one other
attribute that has driven MEMC to
its new heights over the past year,
and that is passion. We have a
new passion to win at MEMC. It’s
not easy to put your finger on it,
but you sense it walking the halls,
and the clean rooms, and the factory floors. There is a renewed
excitement for our market and our
unique opportunities within it.
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We believe passion comes hand
in hand with pride. And we have
a lot to be proud of. In a very
challenging year, we have seen
dramatic improvements. This is a
testament to the hard work of our
employees, the support of our customers, the confidence of our stockholders, and the contributions of
our suppliers.
We begin 2003 as a fundamentally new company. Our vision, our
strategies, our execution, and our
resulting financial position have all
been dramatically improved. The
re-vitalization initiatives we put in
place this past year have produced
tangible results in every corner of
our business. And this is only the
beginning. MEMC is a very exciting place to work these days. We
have entered 2003 as one of the
strongest players in the global
wafer marketplace, in strong
contrast to 2002... and we have
just begun.

We thank all of you for your continued support, and look forward
to continued delivery of outstanding results.
Sincerely,

Nabeel Gareeb
President and
Chief Executive Officer

John Marren
Chairman of the Board

Manufacturing
Facilities:
St. Peters, Missouri
Sherman, Texas
Pasadena, Texas
Merano, Italy
Novara, Italy
Kuala Lumpur, Malaysia
Hsinchu, Taiwan
Chonan, South Korea
Utsunomiya, Japan
Sales Offices:
St. Peters, Missouri
San Jose, California
Sherman, Texas
Hamilton, Scotland
Paris, France
Munich, Germany
Novara, Italy
Kuala Lumpur, Malaysia
Shanghai, China
Hsinchu, Taiwan
Seoul, Korea
Tokyo, Japan
Osaka, Japan

MEMC worker overseeing
operation of a 300mm crystal
puller used to grow ingots like
the one in the foreground.

MEMC production worker in
a state-of-the-art clean room
environment with cassettes of
300mm wafers ready for
shipment to customers.
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FIVE YEAR SELECTED FINANCIAL HIGHLIGHTS
D O L L A R S I N T H O U S A N D S , E X C E P T S H A R E D ATA

Predecessor
___________________________________
__________________________________
Year
ended
Dec. 31,
2002

Nov.14 )
through(2)))
Dec. 31,(2)))
2001(1))
(2))

Jan.1(2))
through)(2))
Nov. 13,(2))
2001(1))

(2)

Year ended December 31,

_______________________________________________________3))

2000)

1999)

1998(3))

Statement of Operations Data:
$58,846(3)) $559,007(3)) $871,637)
$693,594)
$758,916(4))
Net sales
$687,180(2))
(2)
(3)
(3)
(11,731)
(39,757)
128,975)
(10,335)
(31,829)(4)
Gross margin
173,458 )
Marketing and administration
65,786(2))
7,973(3))
61,747(3))
69,182)
63,613)
73,515(4))
(2)
(3)
(3)
7,535 )
58,149 )
72,155)
85,019)
81,591(4))
Research and development
27,423 )
2,971(3))
29,511(3))
—)
(5,747)
146,324(4))
Restructuring costs
15,300(2))
(2)
(3)
(3)
(30,210)
(189,164)
(12,362)
(153,220)
(333,259)(4)
Operating income (loss)
64,949 )
Equity in income (loss)
(2,822)(3)
441(3))
14,664)
(9,659)
(43,496)(4)
of joint ventures
1,239(2))
Net loss allocable to
(33,644)(3)
(489,025)(3)
(43,390)
(151,481)
(316,332)(4)
common stockholders
(22,097)(2)
Basic and diluted loss per share
(0.17)(2)
(0.48)(3)
(7.03)(3)
(0.62)
(2.43)
(7.80)(4)
Shares used in basic and diluted
loss per share computation 129,810,012(2) 69,612,900(3)) 69,612,900(3)) 69,596,861) 62,224,869) 40,580,869)(4)
Balance Sheet Data:
Cash, cash equivalents,
and short-term investments
Working capital
Total assets
Short-term borrowings
Long-term debt (including
current portion of
long-term debt)
Stockholders’ equity
(deficiency)
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Other Data:
Capital expenditures
Employment

165,6462))
77,6352))
631,682(2))
80,621(2))

107,159(3))
42,331(3))
549,334(3))
44,760(3))

NA(3))
94,759)
NA(3))
54,280)
(3)
NA ) 1,890,566)
NA(3))
29,552)

28,571)
50,528)
1,724,581)
5,826)

16,168)(4)
19,716)(4)
1,773,714)(4)
36,127)(4)

204,017(2))

175,856(3))

NA(3)) 1,041,202)

886,096)

873,680)(4)

(24,680)(2)

(24,496)(3)

NA(3))

366,419)

432,791)

399,040)(4)

21,952(2))
4,700(2))

6,995(3))
4,700(3))

42,842(3))
NA(3))

57,812)
7,000)

49,256)
6,000)

194,610)(4)
6,300(4))

(1) On November 13, 2001, an investor group led by Texas Pacific Group (TPG) purchased from E.ON AG and its affiliates (E.ON) all of E.ON’s
debt and equity holdings in MEMC. In addition, on that date, TPG and MEMC restructured MEMC’s debt acquired by TPG from E.ON. As a
result of the purchase of E.ON’s equity interest by TPG and the rights possessed by TPG through its ownership of preferred stock, we applied purchase accounting and pushed down TPG’s nominal basis in MEMC to our accounting records, reflected in our consolidated financial statements
subsequent to November 13, 2001.
(2) During 2002, we incurred charges of $15.3 million primarily in connection with restructuring plans affecting approximately 450 salaried, hourly
and temporary employees.
(3) During 2001, we recorded restructuring costs totaling $32.5 million to close our small diameter wafer line at MEMC Southwest Inc. in Sherman,
Texas and to reduce our workforce.
(4) During 1998, we recorded restructuring costs totaling $146.3 million to close our Spartanburg, South Carolina facility, to forego construction of a
200 millimeter wafer facility at our joint venture in Malaysia, to withdraw from our joint venture in a small diameter wafer operation in China and
to implement a voluntary severance program.

MANAGEMENT’S DISCUSSION AND ANALYSIS
C O M PA N Y

OVERVIEW

We are a leading worldwide producer of wafers for the semiconductor industry. We operate manufacturing facilities in every
major semiconductor manufacturing region throughout the world, including Europe, Malaysia, Japan, South Korea and the
United States and through an unconsolidated joint venture in Taiwan. Our customers include virtually all major semiconductor
device manufacturers in the world, including the major memory, microprocessor and application specific integrated circuit
(ASIC) manufacturers, as well as the world’s largest foundries.
We provide wafers in sizes ranging from 100 millimeters (4 inch) to 300 millimeters (12 inch) and in three general categories: prime polished, epitaxial and test/monitor. Our wafers are sold in each of the major semiconductor-producing regions
throughout the world including Asia Pacific, Europe, Japan and North America.
Effective September 29, 2000, we acquired an additional 40% interest in MEMC Korea Company (MKC), formerly known as
POSCO Huls Company, Ltd., increasing our total ownership to 80%. As a result, as of September 30, 2000, MKC’s balance
sheet was consolidated with MEMC. Also, as a consequence of this transaction, MKC’s operating results were consolidated
with MEMC’s operating results beginning in the fourth quarter of 2000.
On November 13, 2001, an investor group led by Texas Pacific Group (TPG) purchased from E.ON AG and its affiliates
(E.ON) all of E.ON’s debt and equity holdings in MEMC for a nominal purchase price of six dollars. As part of the purchase
agreement, E.ON agreed to provide MEMC with $37 million at the closing of the transaction. In addition, on that date TPG
and MEMC restructured MEMC’s debt acquired by TPG from E.ON and TPG committed to provide MEMC with a five-year
$150 million revolving credit facility. The revolving credit facility with TPG was subsequently replaced with a revolving facility
from Citibank/UBS, guaranteed by TPG. TPG exchanged previously outstanding debt of approximately $860 million for
260,000 shares of our Series A Cumulative Convertible Preferred Stock (Preferred Stock) with a stated value of $260 million,
$50 million in principal amount of our senior subordinated secured notes maturing in November 2007 and warrants to purchase
16,666,667 shares of our common stock. TPG also retained a 55 million Euro in principal amount note (55 Million Euro Note)
due September 2002 issued by our Italian subsidiary and guaranteed by MEMC.
As a result of the purchase of E.ON’s equity interest by TPG and the rights possessed by TPG through its ownership of the
Preferred Stock, we applied purchase accounting and pushed down TPG’s nominal basis in MEMC to our accounting records,
reflected in our consolidated financial statements subsequent to November 13, 2001. We assumed that on November 13, 2001,
upon full conversion of the Preferred Stock, excluding any accrued but unpaid dividends, TPG would have owned 89.4% of
MEMC’s common stock.

A N N U A L
R E P O R T

We accreted the 55 Million Euro Note up to its face value in 2002 using the effective interest method. Interest expense related to
the accretion of this note was approximately $54 million in 2002. In September 2002, we amended the 55 Million Euro
Note to provide for a 35 million Euro principal repayment on or before September 25, 2002 and a 20 million Euro principal
repayment on or before April 15, 2003. The amended Euro note is unsecured and bears interest at 8%. Consistent with the
terms of the amended Euro note, on September 24, 2002, we made a 35 million Euro principal payment to TPG.
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The net decrease in assets reflects the write-down of goodwill, certain intangible assets, investments in joint ventures, and property,
plant and equipment to reflect TPG’s nominal purchase price. The net decrease in liabilities reflects the write-off of the debt
acquired by TPG of approximately $910 million, together with related accrued interest of approximately $20 million. The senior
subordinated secured notes and the 55 Million Euro Note were recorded at their combined fair market value of two dollars.

M E M C

To revalue our assets and liabilities, we first estimated their fair market values. To the extent the fair market value differed from
the book value, 89.4% of that difference was recorded as an adjustment to the carrying value of the respective asset or liability. This
revaluation resulted in a net decrease to assets of approximately $800 million and a net decrease to liabilities of approximately
$900 million. The allocation of the purchase price to our assets and liabilities is subject to further adjustment and refinement
for any contingent performance purchase price. See Note 2 of Notes to Consolidated Financial Statements herein.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
We will accrete the senior subordinated secured notes up to their face values during the six years preceding their maturity
using the effective interest method. Interest accretion in 2002 was less than $1 million. Assuming these notes remain outstanding until their maturity, interest expense related to the accretion of the notes and related stated interest expense will be less than
$1 million in each of the years 2003 through 2005, and approximately $7 million and $91 million in 2006 and 2007,
respectively. In the event these notes were redeemed prior to their maturity, on the redemption date we would recognize interest
expense equal to the remaining unaccreted face value of the notes and the related accrued but unpaid stated interest. At
December 31, 2002, the accreted value of these notes was less than one thousand dollars; however, the face value of these
notes plus accrued stated interest was approximately $55 million.
The Preferred Stock, with an aggregate stated value of $260 million, was recorded at its fair value of two dollars. The warrants
were recorded at their fair market value of less than one dollar.
On July 10, 2002, TPG converted the 260,000 shares of our Preferred Stock, plus cumulative unpaid preferred dividends,
into approximately 125 million common shares, increasing its ownership of MEMC’s common stock to approximately 90%.
The following discussion compares MEMC’s 2002 results and balances with combined information for the year ended
December 31, 2001. The combined 2001 information consists of the sum of the financial data from January 1, 2001 through
November 13, 2001 for the predecessor and from November 14, 2001 through December 31, 2001 for the successor. Our
consolidated financial statements for the periods ended before November 14, 2001 (predecessor) were prepared using our
historical basis of accounting. The comparability of our operating results for these periods and the periods following push-down
accounting is affected by the purchase accounting adjustments.
RESULTS
Net Sales

OF

O P E R AT I O N S
2002%)

2001%)

2000%

$687%)
11%)

$618%)
(29%)

$872%
26%

DOLLARS IN MILLIONS

Net Sales
Percentage Change

Our net sales increased by 11% to $687 million in 2002 from $618 million in 2001. This increase was primarily the result of
a 29% increase in product volumes, partially offset by significant declines in average selling prices in 2002 compared to the
first nine months of 2001. Beginning in 2002, we transitioned our 300 millimeter operations from a pilot line to full-scale production. Consequently, beginning in 2002, 300 millimeter revenues and associated production costs are presented in net sales
and cost of goods sold, respectively. Product volumes increased across all product diameters during 2002 compared to 2001.
M E M C
2 0 0 2
A N N U A L
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Our net sales decreased by 29% to $618 million in 2001 from $872 million in 2000. This decrease was primarily caused
by a 24% decrease in product volumes, as well as a moderate decline in average selling prices, resulting from the weakened
market conditions in the semiconductor and wafer industries in 2001. This decline was across all product diameters, but
especially in smaller diameters as our customers utilized their larger diameter fabs to realize the lowest cost per device. Had
MKC been included in our operating results for the entire year in 2000, the year-over-year decline in net sales in 2001 would
have been approximately 38%, caused primarily by a 34% decline in product volumes. Approximately 38% of the decline in
our 2001 net sales related to one customer. Had MKC been included in our operating results for the entire year in 2000,
approximately 27% of the decline in year-over-year net sales would have related to this customer.

MANAGEMENT’S DISCUSSION AND ANALYSIS
We operate in all the major semiconductor-producing regions of the world, with over half of our 2002 net sales to customers
located outside North America. Net sales by geographic region for each of the last three years were as follows:
Net Sales by Geographic Area:
DOLLARS IN MILLIONS

2002

2001

2000

North America
$250

North America
$237

North America
$411

Europe
$165

Europe
$142

Europe
$185

Japan
$69

Japan
$78

Japan
$126

Asia Pacific
$203

Asia Pacific
$161

Asia Pacific
$150

Percent of Change: 02/01
North America
6)%
Europe
16)%
Japan
(13)%
Asia Pacific
26)%
Total
11)%

Gross Margin

Percent of Change: 01/00
North America
(42)%
Europe
(23)%
Japan
(38)%
Asia Pacific
7)%
Total
(29)%

Percent of Change: 00/99
North America
14%
Europe
21%
Japan
40%
Asia Pacific
63%
Total
26%

2002%

2001)%

2000%

$514%
173%
25%

$669)%
(51)%
(8)%

$743%
129%
15%

DOLLARS IN MILLIONS

Cost of Goods Sold
Gross Margin
Gross Margin Percent

Our gross margin improved to $173 million in 2002 compared to negative $51 million in 2001. This improvement was a
result of lower depreciation and amortization resulting from push-down accounting, the increase in product volumes partially
offset by declines in average selling prices in 2002 compared to the first nine months of 2001, and benefits realized from
headcount reductions and yield and productivity improvements over the past year. Our total cost of goods sold declined
$155 million in 2002 compared to 2001, despite the significantly higher product volumes.

closing our small diameter wafer line in Sherman, Texas, as further discussed in Restructuring Costs below;
reducing our headcount by 2,300 employees, or 33%, in 2001;
utilizing temporary plant shutdowns; and
reducing discretionary spending in all areas.

A N N U A L

•
•
•
•

2 0 0 2

Our gross margin declined to negative $51 million in 2001 compared to positive $129 million in 2000, primarily as a result
of the significant decline in product volumes causing the underabsorption of manufacturing fixed costs in 2001, as well as the
moderate decline in average selling prices. In response to the decreased product volumes and average selling prices, we took
numerous actions to decrease our manufacturing fixed costs in 2001, including:

M E M C

Depreciation and amortization included in cost of goods sold declined approximately $125 million in 2002 compared to
2001, primarily as a result of push-down accounting, while cash costs per unit decreased 25% in 2002 compared to 2001
as a result of headcount and other cost reductions and yield and productivity improvements.

R E P O R T
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MANAGEMENT’S DISCUSSION AND ANALYSIS
In addition, our manufacturing yields continued to improve in virtually all areas in 2001. However, because of the high fixedcost nature of our business, we were not able to reduce our costs at the rapid pace of the decline in product volumes in
2001. Consequently, underabsorption of manufacturing fixed costs resulted in the decreased gross margin in 2001. Negative
gross margin in the period November 14, 2001 to December 31, 2001 resulted from the continued decline in product volumes and average selling prices, as well as scheduled temporary plant shutdowns.
Marketing and Administration

2002%

2001%

2000%

$66%
10%

$70%
11%

$69%
8%

DOLLARS IN MILLIONS

Marketing and Administration
As a Percentage of Sales

Marketing and administration expenses declined to $66 million in 2002 compared to $70 million in 2001 as a result of the
effects of headcount reductions and controlled spending. As a percentage of sales, marketing and administration expenses
decreased in 2002, from 11% to 10%.
As a result of controlled spending, marketing and administration expenses remained flat in 2001, despite including expenses
associated with MKC as a result of its financial consolidation. Had MKC been included in our operating results for the entire
year in 2000, our marketing and administration expenses would have been $7 million higher, resulting in an 8% decrease in
2001 compared to 2000.
Research and Development

2002%

2001%

2000%

$27%
4%

$66%
11%

$72%
8%

DOLLARS IN MILLIONS

Research and Development
As a Percentage of Sales

Our research and development expenses decreased to $27 million in 2002 compared to $66 million in 2001. More than
half of this reduction is a result of lower depreciation. The remainder is attributable to cash cost reductions associated with our
focus on rapid commercialization of new products.
Our research and development expenses decreased 8% in 2001 as compared to 2000. The decrease in reported expense was
a result of controlled spending, as well as increased proceeds from the sale of wafers related to research and development
activities that had not yet reached commercial production levels. Accordingly, these proceeds were recorded as an offset to
research and development expenses.
Restructuring Costs
M E M C
2 0 0 2
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2002)

2001)

2000)

$15)

$32)

$—)

DOLLARS IN MILLIONS

Restructuring Costs

In 2002, as part of our continuing aggressive cost reductions, we incurred charges of $15 million primarily in connection with
restructuring plans affecting approximately 450 salaried, hourly and temporary employees in the U.S., Italy, Korea, Malaysia,
and Japan.

MANAGEMENT’S DISCUSSION AND ANALYSIS
In 2001, we reduced our workforce by approximately 2,300 employees and closed our small diameter wafer line at MEMC
Southwest Inc. in Sherman, Texas. These actions were taken to balance our operating costs with the weakened product demand.
We recognized total charges of $32 million in 2001 related to these actions. Of these charges, $18 million was non-cash
related. See Note 6 of Notes to Consolidated Financial Statements herein.
Nonoperating (Income) Expense and Income Taxes

2002%)

2001)

2000%)

$ 73%)
285%)
(7)%
(3)%
(18)%
17%)
85%)

$ 82)
221)
(8)
(3)
6)
241)
NA)

$
79%)
1,071%)
(5)%
(10)%
1%)
(21)%
27%)

DOLLARS IN MILLIONS

Interest Expense
Book Value of Debt Outstanding at December 31
Interest Income
Royalty Income
Other, Net
Income Taxes
Effective Income Tax Rate

As described in Company Overview above, as a result of the restructuring of MEMC’s debt, TPG acquired $50 million in
principal amount of our newly issued senior subordinated secured notes maturing in November 2007. TPG also retained a
55 million Euro in principal amount of a note due September 2002 issued by our Italian subsidiary. These notes were recorded at
their combined fair market value of two dollars. We accreted the 55 Million Euro Note up to its face value in 2002 using the
effective interest method. Non-cash interest expense related to the accretion of this note was approximately $54 million in 2002.
Our interest expense decreased $9 million to $73 million in 2002, compared to $82 million in 2001. The decrease is due
to the significant reduction in outstanding debt resulting from the debt restructuring and to a lower average interest rate on debt
outstanding, offset by $54 million of non-cash interest accretion related to the 55 Million Euro Note.
Our interest expense increased $3 million in 2001 as compared to 2000 as a result of increased borrowings related to the
acquisition and consolidation of MKC and additional debt for operating needs.
Our royalty income remained constant at $3 million in 2002. Our royalty income was $3 million in 2001, as compared to $10
million in 2000. This decrease was primarily a result of the financial consolidation of MKC beginning in the 2000 fourth quarter, as well as reduced net sales and operating profit of Taisil Electronic Materials Corporation (Taisil), our 45%-owned unconsolidated joint venture in Taiwan.

Income tax expense in 2002 relates to tax jurisdictions in which we expect to owe current taxes and foreign withholding taxes.

2 0 0 2
A N N U A L

In 2001, income tax expense included an increase in our deferred tax valuation allowance of $461 million to fully reserve for
all net deferred tax assets in tax jurisdictions in which we had a net deferred tax asset position. In making this determination,
we considered the deterioration in our liquidity at that time, the reduction in the trading price range of our stock, the uncertainty
at that time surrounding the terms and structure of the divestiture by E.ON of its interest in MEMC and, after the consummation
of the TPG transaction, the limitations for federal income tax purposes on our ability to use our tax loss carryforwards under
IRC Section 382.

M E M C

In 2002, other, net was a gain of $18 million, compared to a $6 million loss in 2001. The improvement was primarily due
to an $8 million one-time gain on an option on MEMC Pasadena, Inc., which expired October 31, 2002, and to currency
gains of $11 million in 2002 compared to currency losses of $4 million in 2001.

R E P O R T
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MANAGEMENT’S DISCUSSION AND ANALYSIS
Section 382 of the IRC restricts the utilization of net operating losses and other carryover tax attributes upon the occurrence of
an ownership change, as defined. Such an ownership change occurred during 2001 as a result of the acquisition by TPG. As
a result of the ownership change, approximately $861 million of our U.S. net operating loss carryforwards was applied to
reduce our tax attributes under IRC Section 108(b). Our remaining pre-2002 U.S. net operating losses of approximately $39
million have a negligible value under the restrictions of Section 382. To the extent that any U.S. or foreign net operating loss
carryforwards remain, we have recognized a valuation allowance to fully offset any associated deferred tax assets.
Accordingly, as of December 31, 2002, our net operating loss carryforwards do not carry any value in our consolidated balance sheet.
Push-down accounting as described in Company Overview above created differences in the bases of certain assets and
liabilities for financial statement accounting and for tax accounting. These differences resulted in the recognition of a net
deferred tax asset. We reviewed our total net deferred tax assets by taxable jurisdiction and recognized a valuation
allowance where it was determined more likely than not that we would be unable to realize a benefit from these assets.
Equity in Income (Loss) of Joint Ventures

2002)

2001)

2000)

NA)
$1)

NA)
$(2)

$ 4)
11)

DOLLARS IN MILLIONS

Equity in Income (Loss) of Joint Ventures:
MKC
Taisil

As a result of the financial consolidation of MKC beginning in October 2000, equity in income of joint ventures in 2002 and
2001 relates solely to Taisil. Taisil contributed income of $1 million in 2002 compared to a loss of $2 million in 2001. The
increased income is a result of lower depreciation and amortization resulting from push-down accounting and a 17% increase
in product volumes, offset by a significant decline in average selling prices.
Taisil contributed a loss of $2 million in 2001, compared to $11 million in income in 2000. The decreased income was a
result of the weakened conditions in the wafer and semiconductor markets in 2001, causing a 24% decline in Taisil’s product
volumes, as well as a significant decrease in Taisil’s average selling prices. During 2001, Taisil also increased its deferred tax
valuation allowance related to certain net operating loss carryforwards, of which our share was approximately $3 million.
LIQUIDITY

AND

C A P I TA L

RESOURCES
2002)

2001)

2000)

$ 87)
(43)
(11)

$(25)
(57)
91)

$ 52)
(68)
70)

DOLLARS IN MILLIONS

M E M C
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Net Cash Provided by (Used in):
Operating Activities
Investing Activities
Financing Activities

In 2002, we generated $87 million of cash from operating activities, compared to a use of $25 million of cash in operating
activities in 2001. This improvement was primarily due to our improved operating results.

MANAGEMENT’S DISCUSSION AND ANALYSIS
Our principal sources and uses of cash during 2002 were as follows:
Sources:
• Generated $87 million from operations.
Uses:
• Invested $22 million in capital expenditures;
• Invested $14 million in short-term investments;
• Net repayments of $9 million under debt agreements; and
• Refunded $8 million on an expired option on MEMC Pasadena, Inc.
Our accounts receivable increased $28 million to $95 million at December 31, 2002, compared to $67 million at the end
of 2001. The increase was primarily attributable to a 54% increase in fourth quarter net sales between the two years. Our days’
sales outstanding were 47 days at December 31, 2002, compared to 51 days at the end of 2001 based on annualized
fourth quarter sales for the respective years.
Our inventories increased $15 million from the prior year to $85 million at December 31, 2002. The increase is primarily
due to higher anticipated sales in the first quarter of 2003 compared to the year-ago period and to increased consigned
goods at our key customers. Related inventory reserves for obsolescence, lower of cost or market issues, or other impairments
decreased to $11 million at December 31, 2002, compared to $17 million in 2001. Our year-end inventories as a percentage of annualized fourth quarter net sales decreased to 11% at December 31, 2002 from 15% at December 31, 2001.
Our net deferred tax assets totaled $34 million at December 31, 2002 compared to $30 million at December 31, 2001.
Management believes it is more likely than not that, with its projections of future taxable income and after consideration of the
valuation allowance, MEMC will generate sufficient taxable income to realize the benefits of the net deferred tax assets existing at
December 31, 2002.
Our net cash used in investing activities improved $15 million in 2002 compared to 2001 primarily as a result of significantly
lower spending on capital projects. Our capital expenditures in 2002 were primarily related to maintenance and capabilities.
At December 31, 2002, we had $9 million of committed capital expenditures related to various manufacturing and
technology projects.
In 2002, we used $11 million of cash for financing activities, compared to cash provided by financing activities of $91 million
in 2001. In 2002, we made net repayments of $9 million under debt agreements, while in 2001 we had net borrowings of
$81 million under debt agreements. This significant improvement in financing activities was primarily a result of our improved
operating results and lower capital expenditures.

2 0 0 2
A N N U A L

As described in Company Overview above, as a result of the restructuring of MEMC’s debt in 2001, TPG acquired $50 million
in principal amount of our newly issued senior subordinated secured notes maturing in November 2007. TPG also retained
a 55 million Euro in principal amount of a note issued by our Italian subsidiary. In September 2002, we amended the 55
Million Euro Note to provide for a 35 million Euro principal repayment on or before September 25, 2002 and a 20 million
Euro principal repayment on or before April 15, 2003. The amended Euro note (Euro Note) is unsecured and bears interest
at 8%. Consistent with the terms of the Euro Note, on September 24, 2002, we paid 35 million Euro to TPG.

M E M C

Our short -term borrowings and long-term debt increased $64 million from the prior year to $285 million at December 31,
2002. The increased debt balance is a result of:
• $54 million accretion related to the 55 Million Euro Note;
• $19 million increase in debt due to currency exchange rate fluctuations; and
• $9 million net repayments under debt agreements.

R E P O R T
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MANAGEMENT’S DISCUSSION AND ANALYSIS
We will accrete the senior subordinated secured notes up to their face value during the six years preceding their maturity using the
effective interest method. Interest accretion in 2002 was less than $1 million. Assuming these notes remain outstanding until their
maturity, interest expense recorded in our statement of operations related to the accretion of the notes and related stated interest
expense will be less than $1 million in each of the years 2003 through 2005, and approximately $7 million and $91 million
in 2006 and 2007, respectively. In the event these notes are redeemed prior to their maturity, on the redemption date we will
recognize interest expense equal to the remaining unaccreted face value of the notes and the related accrued but unpaid stated
interest. At December 31, 2002, the accreted value of these notes was less than one thousand dollars; however, the face value
of these notes plus accrued stated interest was approximately $55 million.
As part of the purchase and restructuring transactions, TPG committed to provide a five-year $150 million revolving credit facility
to MEMC. That revolving credit facility was replaced with a five-year $150 million revolving credit facility from Citibank/UBS
(the Citibank/UBS Facility), guaranteed by TPG. Loans under this facility bear interest at a rate of LIBOR plus 1.5% or an alternate
base rate plus 0.5% per annum. At December 31, 2002, we had drawn $70 million against this credit facility. In connection
with the amendment of the 55 Million Euro Note, TPG has provided us with a five-year $35 million revolving credit facility
(the TPG Facility) bearing interest at a rate of LIBOR plus 10% or an alternate base rate plus 9%. As a condition to any borrowings under the TPG Facility, we must have repaid the Euro Note obligation in full and must have borrowed all amounts
available under the Citibank/UBS Facility. The commitments under the TPG Facility terminate and any outstanding loans under the
facility, together with any accrued interest thereon, will become due and payable upon the closing and funding of a debt or
equity financing in which the net proceeds to MEMC equal or exceed $100 million.

M E M C
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The Citibank/UBS Facility, the TPG Facility, and the indenture for our senior subordinated secured notes contain certain highly
restrictive covenants, including covenants to maintain minimum quarterly consolidated EBITDA; minimum monthly consolidated
backlog; minimum monthly consolidated revenues; maximum annual capital expenditures; and other covenants customary for
revolving loans and indentures of this type and size. The minimum quarterly consolidated EBITDA covenant is $10 million,
$16 million, $19 million, and $25 million in the first, second, third and fourth quarters of 2003, respectively. Thereafter, the
minimum quarterly consolidated EBITDA covenant progressively increases to $35 million, $44 million, $52 million and
$60 million at the end of the last quarter of 2004, 2005, 2006 and 2007, respectively. The minimum monthly consolidated
backlog covenant is 49 million square inches (msi) in January 2003, progressively increasing to 53 msi, 63 msi, 74 msi,
81 msi and 92 msi in the last month of 2003, 2004, 2005, 2006 and 2007, respectively. The minimum monthly consolidated
revenues covenant is $52 million in January 2003, progressively increasing to $56 million, $67 million, $76 million,
$84 million and $92 million in the last month of 2003, 2004, 2005, 2006 and 2007, respectively. Finally, the maximum
annual capital expenditures covenant was $45 million for 2002 and increases to $50 million for 2003 and to $55 million
for each of the years 2004 through 2007. In the event that we violate these covenants, which in our highly cyclical industry
could occur in a sudden or sustained downturn, the loan commitments under the revolving credit facilities may terminate and
the loans and accrued interest then outstanding under the facilities and the senior subordinated secured notes and related
accrued interest may be due and payable immediately.
The Citibank/UBS Facility is guaranteed by TPG. The various guaranties terminate in December 2003, prior to the expiration
of the Citibank/UBS Facility. In addition, each guarantor may terminate its guaranty for any reason. In the event that a guarantor
terminates its guaranty, or does not renew its guaranty and in the case of a non-renewal the lenders have not received cash
collateral or a replacement guaranty executed by a replacement guarantor satisfactory to the lenders, then the loan commitments under the revolving credit facility will terminate and we will be required to repay all outstanding loans and accrued interest under this facility. Likewise, if any guarantor defaults under its guaranty, then the guarantor’s default will constitute an event
of default under this revolving credit facility. In such event, the loan commitments under this revolving credit facility may terminate and the loans and accrued interest under the facility may be due and payable immediately.
In any of these events, the guarantors and their affiliates have severally agreed to make new revolving credit loans available to
us on terms and conditions no less favorable to us than provided in the original $150 million revolving credit facility between
us and TPG. The original TPG $150 million revolving credit facility was substantially similar to the Citibank/UBS Facility
except that the interest rates were 2% higher than the interest rates under the Citibank/UBS Facility.

MANAGEMENT’S DISCUSSION AND ANALYSIS
The Citibank/UBS Facility, the TPG Facility, and the indenture for the senior subordinated secured notes contain change in
control provisions. Under these instruments, if (1) TPG’s ownership interest in us is reduced below 15% (or, in the case of the
indenture, 30%) of our total outstanding equity interests, (2) another person or group acquires ownership of a greater percentage
of our outstanding equity than TPG, or (3) a majority of our Board of Directors is neither nominated by our Board of Directors
nor appointed by directors so nominated, then:
• an event of default shall be deemed to have occurred under the Citibank/UBS Facility and the TPG Facility in which event the
loan commitments under these facilities may terminate and the loans and accrued interest then outstanding may become immediately due and payable; and
• the holders of the senior subordinated secured notes will have the right to require us to repurchase the notes at a purchase
price equal to 101% of the principal amount plus accrued and unpaid interest.
We maintained the following debt agreements as of December 31, 2002, assuming the $50 million senior subordinated
secured notes are valued at face value plus accrued stated interest rather than book value:
Committed)

Outstanding)

Long-term Debt
Short-term Borrowings

$374)
120)

$259)
81)

Total

$494)

$340)

DOLLARS IN MILLIONS

Our weighted average cost of borrowing, excluding accretion, was 4.1% at December 31, 2002 compared to 5.6% at
December 31, 2001. Our total debt to total capital ratio at December 31, 2002 was 90%, compared to 88% at
December 31, 2001.
Our contractual obligations as of December 31, 2002 were as follows, assuming the $50 million senior subordinated secured
notes are valued at face value plus accrued stated interest:
Payments Due By Period
Total)

Less than)
1 Year)

1-3)
Years)

4-5)
Years)

After 5)
Years)

Long-term Debt
Short-term Borrowings
Operating Leases
Committed Capital Expenditures

$259)
81)
10)
9)

$ 43)
81)
5)
9)

$48)
—)
5)
—)

$137)
—)
—)
—)

$31)
—)
—)
—)

Total Contractual Obligations

$359)

$138)

$53)

$137)

$31)

Contractual Obligations
DOLLARS IN MILLIONS

A N N U A L
R E P O R T

On July 10, 2002, TPG converted all of our outstanding Series A Cumulative Convertible Preferred Stock plus cumulative
unpaid preferred dividends into 125,010,556 shares of our common stock. As a result, effective July 11, 2002, there is no
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Excluding the Korean subsidiary debt, our contractual obligations at December 31, 2002 with payment periods of less than
one year total approximately $59 million. At December 31, 2002 we have $80 million available on our Citibank/UBS
Facility, $35 million committed on our TPG Facility and cash and cash equivalents outside of Korea of $59 million.

M E M C

Of the long- term debt and the short-term borrowings, approximately $99 million is owed by our Korean subsidiary, approximately
$65 million of which is due within the next year. Our Korean subsidiary had cash and cash equivalents and short-term investments
on hand of $107 million at December 31, 2002. Of this amount, approximately $77 million is subject to regulatory approval
on transferability outside Korea.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
further preferred dividend requirement as this preferred stock is no longer outstanding. The Series A Cumulative Convertible
Preferred Stock has been retired and may not be reissued.
We believe that we have the financial resources needed to meet business requirements for the next 12 months, including capital
expenditures and working capital requirements.
CRITICAL

ACCOUNTING

POLICIES

AND

E S T I M AT E S

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions in certain circumstances that affect amounts reported in the
accompanying consolidated financial statements and related footnotes. In preparing these financial statements, management
has made its best estimates of certain amounts included in the financial statements. However, application of these accounting
policies involves the exercise of judgment and use of assumptions as to future uncertainties and, as a result, actual results could
differ from these estimates. MEMC’s significant accounting policies are more fully described in Note 3 of Notes to
Consolidated Financial Statements herein.
Push-down Accounting
As a result of the purchase of E.ON’s equity interest in MEMC by TPG and the rights possessed by TPG through its ownership of
the Preferred Stock as of November 13, 2001, we applied purchase accounting and pushed down TPG’s nominal basis in
MEMC to our accounting records, reflected in our consolidated financial statements subsequent to November 13, 2001. We
assumed that on November 13, 2001, upon full conversion of the Preferred Stock, excluding any accrued but unpaid dividends,
TPG would have owned 89.4% of MEMC’s common stock.
To revalue our assets and liabilities, we first estimated their fair market values. To the extent the fair market value differed from
the book value, 89.4% of that difference was recorded as an adjustment to the carrying value of the respective asset or liability.
To the extent the adjusted net carrying value of assets and liabilities exceeded the pushed down basis of TPG’s investment in
MEMC, negative goodwill was generated. The negative goodwill was then allocated to the bases of existing goodwill and
other identifiable intangible assets, investments in joint ventures, and property, plant and equipment.
This revaluation resulted in a net decrease to assets of approximately $800 million and a net decrease to liabilities of approximately
$900 million. The allocation of the purchase price to our assets and liabilities is subject to further adjustment and refinement
for any contingent performance purchase price. See Note 2 of Notes to Consolidated Financial Statements herein.
The net decrease in assets reflects the write-down of goodwill, certain intangible assets, investments in joint ventures, and property,
plant and equipment to reflect TPG’s nominal purchase price.
M E M C
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The accounting for our change in majority owner and the related debt restructuring is more fully described in Note 2 of Notes
to Consolidated Financial Statements herein.
Inventory Reserves
We adjust the value of our obsolete and unmarketable inventory to the estimated market value based upon assumptions of
future demand and market conditions. If actual market conditions are less favorable than those projected by management,
additional inventory write-downs may be required.
Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed of
Effective January 1, 2002, we adopted SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. SFAS
No. 144 requires that long-lived assets to be disposed of by sale, including those of discontinued operations, be measured at
the lower of carrying amount or fair value less cost to sell, whether reported in continuing operations or discontinued operations. In
accordance with SFAS No. 144, we have measured long-lived assets to be disposed of by sale (which consists solely of our
Spartanburg facility) at the lower of carrying amount or fair value less cost to sell.

MANAGEMENT’S DISCUSSION AND ANALYSIS
Prior to the adoption of SFAS No. 144, we reviewed long-lived assets to assess recoverability from future operations using
future net cash flows. When necessary, we recorded charges for impairments at the amount by which the present value of the
future cash flows was less than the carrying value of the assets. Assets to be disposed of were valued at the carrying amount
or at fair value, less costs to sell, if lower.
Income Taxes
Deferred taxes arise because of different treatment between financial statement accounting and tax accounting, known as
temporary differences. We record the tax effect of these temporary differences as deferred tax assets (generally items that
can be used as a tax deduction or credit in future periods) and deferred tax liabilities (generally items that we received a
tax deduction for, but have not yet been recorded in the statement of operations). A valuation allowance is recorded when
management believes it is more likely than not that some items recorded as deferred tax assets will not be realized.
We provide for U.S. income taxes, net of available foreign tax credits, on earnings of consolidated international subsidiaries
that we plan to remit to the U.S. We do not provide for U.S. income taxes on the remaining earnings of these subsidiaries, as
we expect to reinvest these earnings overseas or we expect the taxes to be minimal based upon available foreign tax credits.
Section 382 of the IRC restricts the utilization of net operating losses and other carryover tax attributes upon the occurrence of
an ownership change, as defined. Such an ownership change occurred during 2001 as a result of the acquisition by TPG, as
described in Company Overview above. As a result of the ownership change, approximately $861 million of our U.S. net
operating loss carryforwards was applied to reduce our tax attributes under IRC Section 108(b). Our remaining pre-2002
U.S. net operating losses of approximately $39 million have a negligible value under the restrictions of Section 382. To the
extent that any U.S. or foreign net operating loss carryforwards remain, we have recognized a valuation allowance to fully offset
any associated deferred tax assets. In 2002, we reviewed our total net deferred taxes by taxable jurisdiction and recognized
a valuation allowance where it was deemed more likely than not that we would be unable to realize a benefit from these assets.
Push-down accounting as described in Company Overview above created differences in the bases of certain assets and liabilities
for financial statement accounting and for tax accounting. These differences resulted in the recognition of a net deferred tax
asset. We reviewed our total net deferred tax assets by taxable jurisdiction and recognized a valuation allowance where it
was determined more likely than not that we would be unable to realize a benefit from these assets.
Revenue Recognition
We record revenue from product sales when the goods are shipped and title passes to the customer. Our wafers are made to
customer specifications at plant sites that have been pre-qualified by the customer. We conduct rigorous quality control and
testing procedures to ensure that the finished wafers meet the customer’s specifications before the product is shipped.
ISSUED

ACCOUNTING

PRONOUNCEMENTS

R E P O R T

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Compensation – Transition and Disclosure, which
amends SFAS No. 123, Accounting for Stock-Based Compensation, effective for fiscal years ended after December 15, 2002.
SFAS No. 148 provides alternative methods of transition for a voluntary change to the fair value based method of accounting
for stock-based employee compensation. In addition, SFAS No. 148 requires disclosures in both annual and interim financial

A N N U A L

In July 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities, effective
prospectively to exit and disposal activities initiated after December 31, 2002.

2 0 0 2

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS)
No. 143, Accounting for Asset Retirement Obligations, effective for fiscal years beginning after June 15, 2002. SFAS No. 143
addresses financial accounting requirements for retirement obligations associated with long-lived assets.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
statements of both the method of accounting for stock-based compensation and its effect on the financial statements. We
continue to account for stock-based employee compensation in accordance with Accounting Principles Board Opinion No. 25
(Opinion 25), Accounting for Stock Issued to Employees. We have adopted the disclosure requirements of SFAS No. 148
effective December 31, 2002. See Notes 3 and 13 of Notes to Consolidated Financial Statements herein.
We do not believe the implementation of Statements No. 143 or 146 will have a material effect on our financial condition or
results of operations.
MARKET

RISK

The overall objective of our financial risk management program is to reduce the potential negative earnings effects from
changes in foreign exchange and interest rates arising in our business activities. We manage these financial exposures through
operational means and by using various financial instruments. These practices may change as economic conditions change.
To mitigate financial market risks of foreign currency exchange rates, we utilize currency forward contracts. We do not use
derivative financial instruments for speculative or trading purposes. All of the potential changes noted below are based on
sensitivity analyses performed on our financial positions at December 31, 2002 and 2001. Actual results may differ materially.
We have entered into certain Yen-denominated intercompany loans with our wholly-owned Japanese subsidiary. These intercompany loan balances are eliminated during the consolidation of our financial results. The effect of our translation of Yendenominated amounts to U.S. Dollars can result in currency gains or losses in our statement of operations as a result of foreign
exchange rate movements. We currently do not use financial instruments to hedge these intercompany translation-based exposures.
These practices may change as economic conditions change.
We generally hedge transactional currency risks with currency forward contracts. Gains and losses on these foreign currency
exposures are generally offset by corresponding losses and gains on the related hedging instruments, resulting in negligible net
exposure to MEMC.
Our debt obligations are primarily of a fixed-rate nature. An adverse change (defined as a 100 basis point change) in interest
rates on our total debt outstanding would result in a decline in income before taxes of approximately $3 million as of the end
of 2002 and 2001.

M E M C
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A substantial majority of our revenue and capital spending is transacted in U.S. Dollars. However, we do enter into these
transactions in other currencies, primarily the Japanese Yen, the Euro, the Korean Won, and certain other Asian currencies.
To protect against reductions in value and volatility of future cash flows caused by changes in foreign exchange rates, we have
established transaction-based hedging programs. Our hedging programs reduce, but do not always eliminate, the impact of
foreign currency exchange rate movements. In addition, as indicated above, we have unhedged intercompany loans of
approximately $79 million denominated in Japanese Yen. Our Korean subsidiary also has approximately $14 million in
Korean Won exposure at December 31, 2002 and uses U.S. Dollar as its functional currency. An adverse change of 20 percent
in both these Asian currencies versus the U.S. Dollar would result in approximately $19 million reduction in income before taxes.
This calculation assumes that each exchange rate would change in the same direction relative to the U.S. Dollar. In addition
to the direct effects of changes in exchange rates, such changes typically affect the volume of sales or the foreign currency
sales price as competitors’ products become more or less attractive. Our sensitivity analysis of the effects of changes in foreign
currency exchange rates does not factor in a potential change in sales levels or local currency selling prices.

MANAGEMENT’S DISCUSSION AND ANALYSIS
RISK

FACTORS

The Securities and Exchange Commission encourages companies to disclose forward-looking information so that investors can better
understand a company’s future prospects and make informed investment decisions. This annual report contains such forward-looking
statements that set out anticipated results based on management’s plans and assumptions. We have tried, wherever possible, to
identify such statements by using words such as “anticipates,” “estimates,” “expects,” “projects,” “intends,” “plans,” “believes,” and
words and terms of similar substance in connection with any discussion of future operating or financial performance.

M E M C
2 0 0 2

Forward-looking statements in this report include those concerning:
• Our intent to continue to increase our focus on R&D in 2003 in order to maintain our innovative edge and match new
products to emerging customer needs;
• Our belief that OptiaTM is increasingly critical as line widths continue to shrink;
• Our belief that our break-even annual revenue is nearly $500 million;
• Our intent to continue our relentless drive to reduce our costs, while at the same time delivering next generation products to
our customers;
• Our belief that our new rigorous fiscal discipline will guide us to new levels of operating efficiency and move us towards
our long-term model;
• Our goal of being self-funding;
• Our long-term steady-state model of continuously improving results irrespective of industry cycles;
• Our aim to lead our industry through a healthy balance of technology, market share, and profits;
• Our hope that the actions we have taken in 2002 will combine in 2003 to deliver another solid year for MEMC and
our stockholders;
• Our belief that the new industry landscape favors MEMC;
• Our expectation that technology innovation will continue to drive our business and will be more rapidly commercialized by
leveraging the new operational improvements we have introduced this past year;
• The potential for continued delivery of outstanding results;
• Our belief that it is more likely than not that, with our projection of future taxable income and after consideration of the valuation allowance, MEMC will generate sufficient taxable income to realize the benefits of the net deferred tax assets existing
at December 31,2002;
• Our belief that we have the financial resources needed to meet business requirements for the next 12 months, including
capital expenditures and working capital requirements;
• The impact of the implementation of SFAS Nos. 143 and 146;
• The impact of an adverse change in interest and currency exchange rates;
• Our expectation that, assuming the senior subordinated secured notes remain outstanding until their maturity, interest expense
recorded in our statement of operations related to the accretion of the notes and related stated interest expense will be less
than $1 million in each of the years 2003 through 2005, and approximately $7 million and $91 million in 2006 and
2007, respectively;
• Our expectation that $5.5 million of the restructuring reserve will be paid out in the first half of 2003;
• The adequacy and timing of the utilization of the remaining portion of our restructuring reserve; and
• The expectation that we will not pay dividends on our common stock in the foreseeable future.

A N N U A L
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MANAGEMENT’S DISCUSSION AND ANALYSIS
We cannot guarantee that any forward-looking statement will be realized, although we believe we have been prudent in our
plans and assumptions. Achievement of future results is subject to risks and uncertainties, and actual results could vary materially
from those anticipated, estimated or projected. Risks and uncertainties pertaining to MEMC include, but are not limited to:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Market demand for wafers;
Customer acceptance of our new products;
Utilization of manufacturing capacity;
Our ability to reduce manufacturing and operating costs;
Inventory levels of our customers;
Demand for semiconductors generally;
The cyclicality of the semiconductor and wafer industries;
The historically highly capital intensive nature of the wafer industry;
Changes in the pricing environment;
General economic conditions;
Actions by competitors, customers and suppliers;
The accuracy of our assumptions regarding the dismantling and sale of the Spartanburg facility;
The impact of competitive products and technologies;
Technological changes;
Financing for extraordinary transactions;
Changes in product specifications and manufacturing processes;
Changes in financial market conditions;
Changes in interest and foreign currency exchange rates;
Changes in the plans and intentions of third parties, including TPG; and
Other risks described in our filings with the Securities and Exchange Commission, including “Risk Factors” in our Form 10-K
for the year ended December 31, 2002.

The forward-looking statements represent our estimates and assumptions only as of the date of this report. We undertake no
obligation to publicly update forward-looking statements, whether as a result of new information, future events or otherwise.
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Predecessor
Jan. 1)
through)
Year ended)
Nov. 13,)
Dec. 31,)
2001)
2000)

Year ended)
Dec. 31,)
2002)

Nov. 14)
through)
Dec. 31,)
2001)

$687,180)
513,722)

$ 58,846)
70,577)

$ 559,007)
598,764)

$871,637)
742,662)

173,458)

(11,731)

(39,757)

128,975)

65,786)
27,423)
15,300)

7,973)
7,535)
2,971)

61,747)
58,149)
29,511)

69,182)
72,155)
—)

64,949)

(30,210)

(189,164)

(12,362)

Nonoperating (income) expense:
Interest expense
Interest income
Royalty income
Other, net

73,356)
(6,836)
(3,195)
(17,943)

3,599)
(1,516)
(448)
4,173)

78,449)
(6,773)
(2,978)
1,804)

78,801)
(4,838)
(9,815)
1,317)

Total nonoperating expense

45,382)

5,808)

70,502)

65,465)

19,567)
16,712)

(36,018)
1,576)

(259,666)
239,352)

(77,827)
(21,013)

2,855)
1,239)
(9,164)

(37,594)
(2,822)
11,019)

(499,018)
441)
9,552)

(56,814)
14,664)
(1,240)

Net sales
Cost of goods sold
Gross margin
Operating expenses:
Marketing and administration
Research and development
Restructuring costs
Operating income (loss)

Income (loss) before income taxes, equity in income
(loss) of joint ventures and minority interests
Income taxes
Income (loss) before equity in income (loss)
of joint ventures and minority interests
Equity in income (loss) of joint ventures
Minority interests
Net loss

$

(5,070)

$(29,397)

$(489,025)

$ (43,390)

Cumulative preferred stock dividends

$ 17,027)

$ 4,247)

NA)

NA)

Net loss allocable to common stockholders

$ (22,097)

$(33,644)

$(489,025)

$ (43,390)

Basic and diluted loss per share
Weighted average shares used in computing
basic and diluted loss per share

$

$

$

$

(0.17)

129,810,012

(0.48)

69,612,900

(7.03)

69,612,900

(0.62)

69,596,861

See accompanying notes to consolidated financial statements.
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C O N S O L I D AT E D B A L A N C E S H E E T S
D O L L A R S I N T H O U S A N D S , E X C E P T S H A R E D ATA

December 31,
Assets
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, less allowance for doubtful accounts of $3,294 and $3,341
in 2002 and 2001, respectively
Inventories
Prepaid and other current assets
Total current assets
Property, plant and equipment, net
Investments in joint ventures
Goodwill, net of accumulated amortization of $736 in 2002 and 2001
Deferred tax assets, net
Other assets
Total assets
Liabilities and Stockholders’ Deficiency
Current liabilities:
Short-term borrowings and current portion of long-term debt
Accounts payable
Accrued liabilities
Customer deposits
Provision for restructuring costs
Income taxes payable
Accrued wages and salaries
Total current liabilities
Long-term debt, less current portion
Pension and similar liabilities
Customer deposits
Other liabilities
Total liabilities

M E M C
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Minority interests
Redeemable preferred stock:
Preferred stock, $.01 par value, $1,000 stated value per share, 0 and 260,000
shares issued and outstanding at 2002 and 2001, respectively, liquidation value
of $0 and $264,247 at 2002 and 2001, respectively
Commitments and contingencies
Stockholders' equity (deficiency):
Preferred stock, $.01 par value, 50,000,000 shares authorized, 0 and 260,000 shares issued
and outstanding at 2002 and 2001, respectively (see above)
Common stock, $.01 par value, 300,000,000 and 200,000,000 shares authorized
in 2002 and 2001, respectively, 196,461,339 and 70,542,105 issued in 2002 and
2001, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive income (loss)
Deferred compensation
Treasury stock: 929,205 shares in 2002 and 2001
Total stockholders’ deficiency
Total liabilities and stockholders’ deficiency
See accompanying notes to consolidated financial statements.

2002)

2001)

$119,651)
45,995)

$ 75,356)
31,803)

95,022)
85,106)
17,934)

67,420)
69,947)
19,504)

363,708)
184,875)
16,820)
3,761)
33,668)
28,850)

264,030)
200,705)
15,581)
3,761)
30,059)
35,198)

$631,682)

$549,334)

$123,640)
68,014)
33,986)
15,055)
7,808)
14,183)
23,387)

$ 75,873)
52,079)
50,303)
19,370)
10,505)
1,994)
11,575)

286,073)
160,998)
104,866)
19,617)
26,812)

221,699)
144,743)
100,804)
25,373)
25,881)

598,366)

518,500)

57,996)

51,083)

—)

4,247)

—)

—)

1,965)
26,965)
(34,467)
(7,329)
(7,094)
(4,720)

705)
8,081)
(29,397)
835)
—)
(4,720)

(24,680)

(24,496)

$631,682)

$549,334)

C O N S O L I D AT E D S TAT E M E N T S O F C A S H F L O W S
DOLLARS IN THOUSANDS

Predecessor
Jan. 1)
through)
Year ended)
Nov. 13,)
Dec. 31,)
2001)
2000)
$ (43,390)

34,160)
57,252)
9,164)
(1,239)
3,764)
(505)
6,777)
8)

5,271)
502)
(11,019)
2,822)
1,345)
233)
2,647)
774)

169,341)
—)
(9,552)
(441)
16,179)
377)
—)
238,161)

173,085)
—)
1,240)
(14,664)
—)
(2,789)
—)
(38,601)

(21,719)
8,956)
(10,739)
(308)
11,162)
(10,217)
(10,071)
11,722)
3,592)

5,323)
(354)
17,011)
1,812)
5,699)
(265)
—-)
(9,658)
2,343)

67,322)
(10,844)
24,015)
(8,288)
(18,659)
1,270)
(7,508)
(4,044)
12,021)

(31,460)
20,410)
(16,417)
(10,246)
(1,128)
4,198)
(8,249)
3,460)
16,591)

86,689)

(4,911)

(19,675)

52,040)

Cash flows from investing activities:
Capital expenditures
Proceeds from sale of property, plant and equipment
Short-term investments, net
Refund of option payment
Purchase of business, net of cash acquired

(21,952)
1,032)
(14,192)
(7,500)
—)

(6,995)
51)
1,043)
—-)
—-)

(42,842)
94)
(8,627)
—-)
—)

(57,812)
3,060)
2,731)
—-)
(16,290)

Net cash used in investing activities

(42,612)

(5,901)

(51,375)

(68,311)

Cash flows from financing activities:
Net short-term borrowings
Proceeds from issuance of long-term debt
Principal payments on long-term debt
Dividend to minority interest
Proceeds from issuance of common stock
Capital contributions from E.ON AG
Expenses related to recapitalization

(23,322)
40,243)
(25,901)
(2,251)
703)
—)
—)

(5,714)
32,172)
(19,255)
—)
—)
37,000)
(24,220)

42,605)
93,015)
(61,830)
(2,759)
—)
—)
—)

5,916)
100,119)
(37,437)
—)
958)
—)
—)

(10,528)

19,983)

71,031)

69,556)

Effect of exchange rate changes on cash and cash equivalents

10,746)

(1,901)

(2,435)

(11,316)

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

44,295)
75,356)

7,270)
68,086)

(2,454)
70,540)

41,969)
28,571)

Cash and cash equivalents at end of period

$119,651)

$ 75,356)

$ 68,086)

$ 70,540)

Supplemental disclosures of cash flow information:
Interest payments, net of amount capitalized
Income taxes paid

$ 18,732)
$ 11,648)

$ 1,856)
$
854)

$ 68,546)
$ 5,638)

$ 76,026)
$ 3,201)

Net cash provided by (used in) operating activities

Net cash provided by (used in) financing activities

See accompanying notes to consolidated financial statements.
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$(489,025)
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$(29,397)
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$ (5,070)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash
provided by (used in) operating activities:
Depreciation and amortization
Interest accretion
Minority interests
Equity in (income) loss of joint ventures
Restructuring costs
(Gain) loss on sale of property, plant and equipment
Stock compensation
Deferred taxes
Changes in assets and liabilities:
Accounts receivable
Income taxes
Inventories
Prepaid and other current assets
Accounts payable
Accrued liabilities
Customer deposits
Accrued wages and salaries
Other, net

M E M C
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Dec. 31,)
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through)
Dec. 31,)
2001)
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C O N S O L I D AT E D S TAT E M E N T S O F
STOCKHOLDERS' EQUITY (DEFICIENCY)
DOLLARS IN THOUSANDS

Common)
Stock)

Additional)
Paid-in)
Capital)

Accumulated)
Other)
)
Accumulated) Comprehensive)
Deferred)
Deficit)
Income (Loss) Compensation)

Balance at December 31,1999 $ 705) $770,476)
Comprehensive loss:
Net loss
—)
—)
Net translation adjustment
—)
—)
Minimum pension liability
(net of $293 tax)
—)
—)
Stock plans, net
—)
1,199)

$

Total)
Stockholders’)
Treasury)
Equity)
Stock)
(Deficiency)

$(299,317)

$ (22,053)

—) $(17,020) $ 432,791)

(43,390)
—)

—)
(24,640)

—)
—)

—)
—)

(43,390)
(24,640)

(43,390)
(24,640)

—)
—)

459)
—)

—)
—)

—)
—)

459)
1,199)

459)
—)

Total comprehensive loss
Balance at December 31, 2000
Comprehensive loss:
Net loss, January 1 to
November 13
Net translation adjustment

(67,571)
705)

771,675)

(342,707)

(46,234)

—)

(17,020)

—)
—)

—)
—)

(489,025)
—)

—)
(2,203)

—)
—)

—)
—)

366,419)

(489,025) (489,025)
(2,203)
(2,203)

Total comprehensive loss
Balance at November 13, 2001
Comprehensive loss:
Net loss, November 14 to
December 31
Net translation adjustment
Deferred compensation
Purchase accounting
Cumulative preferred
stock dividend

(491,228)
705)

771,675)

(831,732)

(48,437)

—)

(17,020)

(124,809)

—)
—)
—)
—)

—)
—)
2,647)
(761,994)

(29,397)
—)
—)
831,732)

—)
6,952)
—)
42,320)

—)
—)
—)
—)

—)
—)
—)
12,300)

(29,397)
6,952)
2,647)
124,358)

(29,397)
6,952)
—)
—)

—)

(4,247)

—)

—)

—)

—)

(4,247)

—)

Total comprehensive loss
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Total)
Compre-)
hensive)
Loss)

Balance at December 31, 2001
705)
Comprehensive loss:
Net loss
—)
Net translation adjustment
—)
Minimum pension liability
(net of $0 tax)
—)
Stock plans, net
10)
Conversion of preferred stock
1,250)
Cumulative preferred
stock dividend
—)

(22,445)
8,081)

(29,397)

835)

—)

(4,720)

(24,496)

—)
—)

(5,070)
—)

—)
(5,713)

—)
—)

—)
—)

(5,070)
(5,713)

(5,070)
(5,713)

—)
15,887)
20,024)

—)
—)
—)

(2,451)
—)
—)

—)
(7,094)
—)

—)
—)
—)

(2,451)
8,803)
21,274)

(2,451)
—)
—)

(17,027)

—)

—)

—)

—)

(17,027)

—)

Total comprehensive loss
Balance at December 31, 2002 $1,965) $ 26,965)

$ (13,234)
$ (34,467)

See accompanying notes to consolidated financial statements.

$ (7,329)

$(7,094) $ (4,720) $ (24,680)

N O T E S T O C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S
D O L L A R S I N T H O U S A N D S , E X C E P T S H A R E D ATA

1 • N AT U R E

OF

O P E R AT I O N S

MEMC Electronic Materials, Inc. and subsidiaries (MEMC) is a leading worldwide producer of wafers for the semiconductor
industry. We have production facilities owned directly in Italy, Japan, Malaysia, South Korea, and the United States and
through a joint venture in Taiwan. Our customers include virtually all major semiconductor device manufacturers in the world,
including the major memory, microprocessor and application specific integrated circuit (ASIC) manufacturers, as well as the
world’s largest foundries.
2•CHANGE

IN

MAJORITY

OWNER

AND

DEBT

RESTRUCTURING

On November 13, 2001, an investor group led by Texas Pacific Group (TPG) purchased from E.ON and its affiliates (E.ON)
all of E.ON’s debt and equity holdings in MEMC for a nominal purchase price of 6 dollars. In addition, on that date MEMC
and TPG restructured MEMC’s debt acquired by TPG from E.ON and TPG committed to provide MEMC with a five-year
$150,000 revolving credit facility. The revolving credit facility was subsequently replaced with a revolving facility from
Citibank/UBS, guaranteed by TPG. TPG exchanged previously outstanding debt of approximately $860,000 for 260,000
shares of our Series A Cumulative Convertible Preferred Stock (Preferred Stock) with a stated value of $260,000, $50,000
in principal amount of our senior subordinated secured notes maturing in November 2007 and warrants to purchase
16,666,667 shares of our common stock. TPG also retained a 55 million Euro in principal amount note issued by our Italian
subsidiary and guaranteed by MEMC.
In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS)
No. 141, Business Combinations, effective for fiscal years beginning after December 15, 2001. SFAS No. 141 eliminates
the pooling of interests method of accounting for business combinations initiated after June 30, 2001. We adopted SFAS No. 141
in 2001 and accounted for these transactions in accordance with SFAS No. 141.
As a result of the purchase of E.ON’s equity interest by TPG and the rights possessed by TPG through its ownership of the
Preferred Stock as of November 13, 2001, we applied purchase accounting and pushed down TPG’s nominal basis in
MEMC to our accounting records, reflected in our consolidated financial statements subsequent to November 13, 2001. We
assumed that on November 13, 2001, upon full conversion of the Preferred Stock, excluding any accrued but unpaid dividends,
TPG would have owned 89.4% of MEMC’s common stock.
In accordance with the terms and conditions of the purchase agreement between E.ON and TPG, TPG agreed to a contingent
performance purchase price payment to E.ON in an aggregate amount equal to the following:
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To revalue our assets and liabilities, we first estimated their fair market values. To the extent the fair market value differed from
the book value, 89.4% of that difference was recorded as an adjustment to the carrying value of the respective asset or liability.
To the extent the adjusted net carrying value of assets and liabilities exceeded the pushed down basis of TPG’s investment in

2 0 0 2

Should any such payment be made, it would be considered as additional TPG purchase price and would be pushed down to
our financial statements. We would then write up the value of our assets on a pro rata basis up to but not exceeding their fair
market values. Due to the uncertainty as to which level of contingent performance purchase price might be paid, if any, we
did not consider this contingency in applying purchase accounting as of November 13, 2001. As of December 31, 2002,
no adjustments have been made for contingent performance purchase price, if any, due to the continued uncertainty. TPG has
advised us that it does not believe a contingent performance purchase price payment needs to be made. Final determination
of whether there will be such a payment will be made pursuant to the purchase agreement between TPG and E.ON.

M E M C

• $0 if MEMC’s Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA), as defined, for fiscal year 2002 is less
than $100,000; or
• $30,000, if MEMC’s EBITDA for fiscal year 2002 equals or exceeds $100,000, but is less than $150,000; or
• $75,000, if MEMC’s EBITDA for fiscal year 2002 equals or exceeds $150,000, but is less than $300,000; or
• $150,000, if MEMC’s EBITDA for fiscal year 2002 equals or exceeds $300,000.
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MEMC, negative goodwill to be allocated of approximately $983,000 was generated. The negative goodwill was then
allocated to the amounts that otherwise would have been recorded to goodwill and other identifiable intangible assets, investments
in joint ventures, and property, plant and equipment. The fair market value of assets and liabilities was determined as follows:
• The fair market value of all current assets and liabilities approximated book value. In addition, the fair market value of certain
other long-term liabilities and minority interests approximated book value.
• The fair market value of property, plant and equipment was derived by estimating depreciated replacement cost.
• Goodwill was estimated to have no fair market value.
• Software and other intangibles in the balance sheet caption “Other assets” were estimated to have no fair market value.
The fair market value of all other assets contained in this caption approximated book value.
• The fair market value of pension and similar liabilities was determined by calculating the excess of the actuarially calculated
projected benefit obligations and accumulated benefit obligations over the fair value of plan assets.
• The fair value of long-term customer deposits was determined by calculating the net present value of expected future payments.
Negative goodwill was allocated, on a pro rata basis, between property, plant and equipment, investments in joint ventures,
goodwill and other intangible assets. Negative goodwill was allocated further to individual assets within property, plant and
equipment using the estimated depreciated replacement cost. The process of allocating negative goodwill also created new
deferred tax assets. To the extent we believed it was more likely than not that the benefit of these deferred tax assets would not
be realized, a valuation allowance was established. To the extent a net deferred tax asset was recognized, it resulted in a further
reduction to the new carrying amount of property, plant and equipment. As a result of this entire process, net deferred tax
assets were increased by approximately $34,000, while the carrying amounts of property, plant and equipment and investments
in joint ventures were reduced by approximately $983,000 and $34,000 respectively.
The process of revaluing the balance sheet as described above resulted in a significant write-down in the value of property,
plant and equipment, goodwill and other intangible assets, and investments in joint ventures. Accordingly, depreciation and
amortization subsequent to November 13, 2001 reflects the new basis of the underlying assets. The decreased depreciation
and amortization of our 80%-owned subsidiaries also affected the 20% minority interest in their earnings subsequent to
November 13, 2001.
This revaluation resulted in a net decrease to assets of approximately $800,000 and a net decrease to liabilities of approximately
$900,000. The allocation of the purchase price to our assets and liabilities is subject to further adjustment and refinement for
any contingent performance purchase price.

M E M C
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The net decrease in liabilities reflects the write-off of the debt acquired by TPG of approximately $910,000, together with
related accrued interest of approximately $19,800. The senior subordinated secured notes and the 55 million Euro Italian
subsidiary note were recorded at their combined fair market value of 2 dollars. We accreted the 55 million Euro note up to
its face value in 2002, as the note was due and payable in September 2002, using the effective interest method. Interest
expense related to the accretion of this note was approximately $54,000 in 2002. In September 2002, we amended the
55 million Euro note to provide for a 35 million Euro principal repayment on or before September 25, 2002 and a 20 million
Euro principal repayment on or before April 15, 2003. The amended Euro note is unsecured and bears interest at 8%.
Consistent with the terms of the amended Euro note, on September 24, 2002, we paid 35 million Euro to TPG.
We will accrete the senior subordinated secured notes up to their face value during the six years preceding their maturity using
the effective interest method. Interest accretion in 2002 was less than $1 million. Assuming these notes remain outstanding until
their maturity, interest expense recorded in our statement of operations related to the accretion of the notes and related stated
interest expense will be less than $1,000 in each of the years 2003 through 2005, and approximately $7,000 and
$91,000 in 2006 and 2007, respectively. In the event these notes are redeemed prior to their maturity, on the redemption
date we will recognize interest expense equal to the remaining unaccreted face value of the notes and the related accrued but
unpaid stated interest.
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The Preferred Stock, with an aggregate stated value of $260,000, was recorded at its fair value of 2 dollars. The warrants
were recorded at their fair market value of less than 1 dollar.
On July 10, 2002, TPG converted the 260,000 shares of our Preferred Stock plus cumulative unpaid preferred dividends into
approximately 125 million common shares, increasing its ownership to approximately 90%.
In connection with the restructuring, we have entered into a management advisory agreement with TPG. Pursuant to the agreement,
TPG will provide management and financial advisory services to us as requested by our Board of Directors in exchange for a
management advisory fee of $2,000 per year plus related out- of-pocket expenses, and additional compensation if TPG acts
as a financial advisor to us for future transactions such as a merger or debt or equity financing.
Our consolidated financial statements for the periods ended before November 14, 2001 (predecessor) were prepared using
our historical basis of accounting. The comparability of our operating results for these periods and the periods following push-down
accounting is affected by the purchase accounting adjustments.
3•SUMMARY

OF

SIGNIFICANT

ACCOUNTING

POLICIES

(a) Basis of Presentation
In preparing the financial statements, we use some estimates and assumptions that may affect reported amounts and disclosures.
Estimates are used when accounting for depreciation, amortization, employee benefits and asset valuation allowances. Our
actual results could differ from those estimates. Certain prior period amounts have been reclassified to conform with the current
period presentation.
(b) Principles of Consolidation
Our consolidated financial statements include the accounts of MEMC Electronic Materials, Inc. and our wholly and majorityowned subsidiaries. We account for investments of less than 50% in joint venture companies using the equity method. All
significant transactions among our subsidiaries have been eliminated.
(c) Cash Equivalents
Cash equivalents include items almost as liquid as cash, such as overnight investments and short-term time deposits with maturity
periods of three months or less when purchased. Our cash equivalents at December 31, 2002 include $4,866 of cash which
is restricted by terms of two annually renewable letter of credit agreements.
(d) Short-term Investments

2 0 0 2
A N N U A L

Our Korean subsidiary had cash and cash equivalents and short-term investments on hand of $107,000 at December 31, 2002.
Of this amount, approximately $77,000 is subject to regulatory approval on transferability outside Korea. At December 31, 2002,
our share of our Korean subsidiary's net assets subject to such approval on transferability was approximately $26,000.

M E M C

Short-term investments include certain investments of our Korean subsidiary and are managed by various investment trust
companies within Korea. These investments, which have been stated at their respective fair market values, are considered low
risk and highly liquid. The underlying trust companies invest primarily in investment grade Korean company corporate bonds
and debentures and to a lesser extent Korean company common stock. Unrealized gains or losses are recognized in the
statement of operations as nonoperating (income) expense. Unrealized gains at December 31, 2002 and 2001 were $2,676
and $1,953, respectively.
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(e) Inventories
We value our inventories at cost or market, if lower. Cost is determined as follows:
• Raw materials and supplies inventories at moving average actual costs;
• Goods in process at actual costs; and
• Finished goods at standard costs, which approximate actual costs.
We adjust the value of our obsolete and unmarketable inventory to the estimated market value based upon assumptions of
future demand and market conditions. If actual market conditions are less favorable than those projected by management,
additional inventory write-downs may be required.
(f) Property, Plant and Equipment
Prior to the transactions described in Note 2 above, our property, plant and equipment was valued at cost. Effective as of
November 14, 2001, we revalued our property, plant and equipment to reflect the push-down of TPG’s nominal basis in MEMC.
We depreciate property, plant and equipment evenly over the assets’ estimated useful lives as follows:
Years)
Land improvements
Buildings and building improvements
Machinery and equipment

6-15)
10-30)
3-12)

The cost of constructing facilities and equipment and developing internal use software includes interest costs. These interest
costs totaled $23, $565, and $1,017 in 2002, 2001, and 2000, respectively.
(g) Goodwill
Prior to the transactions described in Note 2 above, goodwill represented the difference between the purchase price of acquired
businesses and the fair value of their net assets when accounted for by the purchase method. Effective November 14, 2001,
we wrote down goodwill as a result of the push-down of TPG’s nominal basis in MEMC.
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Effective January 1, 2002, we adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other
Intangible Assets. This statement requires, among other things, the discontinuation of goodwill amortization for business
combinations before July 1, 2001 and completion of a transitional goodwill impairment test. If a reporting unit’s carrying
amount exceeds its estimated fair value, a goodwill impairment is recognized to the extent that the reporting unit’s carrying
amount of goodwill exceeds the implied fair value of the goodwill. We conducted a transitional goodwill test and believe
there is no indication of impairment at December 31, 2002. We have recorded no impairment charges in 2002.
Prior to the adoption of SFAS No. 142, we amortized goodwill evenly over periods estimated to be benefited, not exceeding
40 years. We reviewed goodwill to assess recoverability from future operations using expected future cash flows. When
necessary, we recorded charges for impairments at the amount by which the present value of future cash flows was less than
the carrying value of these assets. There was no indication of impairment of goodwill at December 31, 2001.
(h) Computer Software Developed or Obtained for Internal Use
Prior to the transactions described in Note 2 above, computer software developed or purchased for internal use was valued at
cost. Effective November 14, 2001, we wrote down the book value of our computer software as a result of the push-down
of TPG’s nominal basis in MEMC. We amortize the carrying value evenly over the estimated useful life of the software. We
expense costs related to the preliminary project and the post-implementation/operations stages of computer software development
as incurred.
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(i) Impairment of Long-Lived Assets and Long-Lived Assets to Be Disposed of
Effective January 1, 2002, we adopted SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets.
SFAS No. 144 requires that long-lived assets to be disposed of by sale, including those of discontinued operations, be measured at
the lower of carrying amount or fair value less cost to sell, whether reported in continuing operations or discontinued operations. In accordance with SFAS No. 144, we have measured long-lived assets to be disposed of by sale (which consists solely
of our Spartanburg facility) at the lower of carrying amount or fair value less cost to sell.
Prior to the adoption of SFAS No. 144, we reviewed long-lived assets to assess recoverability from future operations using
future net cash flows. When necessary, we recorded charges for impairments at the amount by which the present value of the
future cash flows was less than the carrying value of the assets. Assets to be disposed of were valued at the carrying amount
or at fair value, less costs to sell, if lower. There was no indication of impairment at December 31, 2001.
(j) Impairment of Investments in Joint Ventures
We assess the impairment of investments in joint ventures by comparing the carrying amount of the asset to future net cash flows.
In addition, the level of commitment of the joint ventures’ shareholders, the wafer markets serviced by the joint ventures, and
the customer qualifications at the joint ventures are also considered. There is no indication of impairment of these investments
at December 31, 2002 or 2001.
(k) Debt
Liabilities with face values greater than their carrying values are accreted to their face values as interest expense using the
effective interest method.
(l) Redeemable Preferred Stock
The Preferred Stock, with an aggregate stated value of $260,000, was initially recorded at its fair value of 2 dollars.
The Preferred Stock was redeemable at the option of the holder on or after the eighth anniversary of the date of issuance.
Accordingly, the Preferred Stock was being accreted up to its stated value over this eight-year period and recorded as a charge
to earnings available to common stockholders. The Preferred Stock also contained an embedded beneficial conversion feature.
The intrinsic value of the beneficial conversion feature was limited to the purchase price allocated to the Preferred Stock, or 2
dollars. This intrinsic value was being amortized as a return to preferred stockholders using the effective interest method.
On July 10, 2002, TPG converted all of the Preferred Stock plus cumulative unpaid preferred dividends into approximately
125 million common shares.
(m) Revenue Recognition

A N N U A L

We generally use currency forward contracts to manage foreign currency exchange risk relating to current trade receivables with
our foreign subsidiaries and current trade receivables with our customers denominated in foreign currencies (primarily Japanese

2 0 0 2

(n) Derivative Financial Instruments

M E M C

We record revenue from product sales when the goods are shipped and title passes to the customer. Our wafers are made to
customer specifications at plant sites that have been pre-qualified by the customer. We conduct rigorous quality control and
testing procedures to ensure that the finished wafers meet the customer’s specifications before the product is shipped. Proceeds
from the sale of wafers related to research and development activities not yet in commercial production are not included in net
sales. Instead, these types of proceeds offset research and development expenses. Such proceeds totaled $0, $22,000 and
$9,000, respectively, in 2002, 2001 and 2000.
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Yen and Euro). The purpose of our foreign currency hedging activities is to protect us from the risk that the dollar net cash flows
resulting from foreign currency transactions will be negatively affected by changes in exchange rates. We do not hold or issue
financial instruments for speculative or trading purposes.
We have entered into certain Yen-denominated intercompany loans with our wholly-owned Japanese subsidiary. These intercompany loan balances are eliminated during the consolidation of our financial results. The effect of our translation of Yendenominated amounts to U.S. Dollars can result in currency gains or losses as a result of foreign exchange rate movements. We
currently do not use financial instruments to hedge these intercompany translation-based exposures.
Gains or losses on our forward exchange contracts, as well as the offsetting losses or gains on the related hedged receivables,
are included in nonoperating (income) expense in the statement of operations. Net currency gains (losses) on unhedged foreign
currency positions totalled $11,157, $(3,540), and $169 in 2002, 2001, and 2000, respectively.
(o) Translation of Foreign Currencies
We determined the functional currency of each subsidiary based on a number of factors, including the predominant currency
for the subsidiary’s expenditures and the subsidiary’s borrowings. When the subsidiary’s local currency is considered its functional currency, we translate its financial statements to U.S. Dollars as follows:
• Assets and liabilities using rates in effect at the balance sheet date; and
• Statement of operations accounts at average rates for the period.
Adjustments from the translation process are presented in accumulated other comprehensive income (loss) in stockholders’
equity (deficiency).
(p) Income Taxes
Deferred taxes arise because of different treatment between financial statement accounting and tax accounting, known as
temporary differences. We record the tax effect of these temporary differences as deferred tax assets (generally items that can
be used as a tax deduction or credit in future periods) and deferred tax liabilities (generally items that we received a tax
deduction for, but have not yet been recorded in the statement of operations). A valuation allowance is recorded when management believes it is more likely than not that some items recorded as deferred tax assets will not be realized.
We provide for U.S. income taxes, net of available foreign tax credits, on earnings of consolidated international subsidiaries
that we plan to remit to the U.S. We do not provide for U.S. income taxes on the remaining earnings of these subsidiaries, as
we expect to reinvest these earnings overseas or we expect the taxes to be minimal based upon available foreign tax credits.
(q) Stock-Based Compensation
M E M C
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We account for our stock-based compensation under Accounting Principles Board Opinion No. 25 (Opinion 25), Accounting
for Stock Issued to Employees, and related interpretations. We record compensation expense related to restricted stock awards
over the vesting periods of the awards and reflect the unearned portion of deferred compensation as a separate component of
stockholders’ equity (deficiency). We recognize compensation cost for fixed awards with ratable vesting in the period in which
the awards are earned.
No compensation cost has been recognized for non-qualified stock options granted under the plans when the exercise price of the
stock options equals the market price on the date of the grant. Compensation expense equal to the intrinsic value of the options has
been recognized for options granted at a price below the market price on the date of the grant. Had compensation cost been
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determined for our non-qualified stock options based on the fair value at the grant dates consistent with the alternative method
set forth under Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation,” we would
have reported the following amounts indicated below:
Predecessor
Year ended)
Dec. 31,)
2002)

Nov. 14)
through)
Dec. 31, )
2001)

Jan. 1)
through)
Nov. 13,)
2001)

Year ended)
Dec. 31,)
2000)

$(22,097)

$(33,644)

$(489,025)

$(43,390)

8,403)

287)

1,891)

—)

Deduct:
Total stock-based employee compensation expense
determined under fair value based method for all
awards, net of related tax effects

(16,242)

(869)

(5,736)

(4,514)

Pro forma net loss allocable to common stockholders

$(29,936)

$(34,226)

$(492,870)

$(47,904)

Loss per share:
Basic and diluted—as reported
Basic and diluted—pro forma

$
$

$
$

$
$

$
$

DOLLARS IN THOUSANDS, EXCEPT SHARE DATA

Net loss allocable to common stockholders, as reported
Add:
Stock-based employee compensation included in
reported net loss, net of related tax effects

(0.17)
(0.23)

(0.48)
(0.49)

(7.03)
(7.08)

(0.62)
(0.69)

We estimate the fair value of options using the Black-Scholes option-pricing model and the following assumptions:

Risk-free interest rate
Expected stock price volatility
Expected term until exercise (years)
Expected dividends

2002)

2001)

2000)

4.7%
92.8%
6%
0.0%

4.9%
76.4%
6%
0.0%

6.7%
77.1%
6%
0.0%

(r) Contingencies
M E M C

We record contingent liabilities when the amount can be reasonably estimated and the loss is probable.
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4•FAIR

VA L U E

OF

FINANCIAL

INSTRUMENTS

We used the following methods and assumptions to estimate the fair value of derivative and other financial instruments at the
balance sheet date:
• Short-term financial instruments (cash equivalents, short-term investments, accounts receivable and payable, income taxes
receivable and payable, short-term borrowings, and accrued liabilities)— cost approximates fair value because of the short
maturity period.
• Long-term debt — fair value is based on the amount of future cash flows associated with each debt instrument discounted at
our current borrowing rate for similar debt instruments of comparable terms.
• At December 31, 2002, the $50,000 senior subordinated secured notes are valued at their notional amount, including
accrued unpaid stated interest, as there is no market for similar debt instruments of comparable terms. At December 31, 2001,
the 55 million Euro Italian subsidiary note (approximately $48,000) and the $50,000 senior subordinated secured notes
were valued at their fair market values of less than $1, due to the proximity of the debt restructuring to year-end and to
MEMC’s inability to obtain similar debt instruments of comparable terms.
• Currency forward contracts— fair value is measured by the amount that would have been paid to liquidate and repurchase
all open contracts.
Information on the estimated fair values of financial instruments, both on and off balance sheet, is as follows:
Carrying)
Amount)

Notional)
Amount)

Estimated)
Fair Value)

$204,017)
175,856)

$259,017)
225,856)

$252,929)
177,396)

NA)
NA)

$ 18,338)
28,215)

$

DOLLARS IN THOUSANDS

Long-term debt
2002
2001
Currency forward contracts (off-balance sheet)
2002
2001

5•CREDIT
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422)
313)

C O N C E N T R AT I O N

Our customers are in the semiconductor industry and are located in various geographic regions including the United States,
Europe, Japan and Asia Pacific. Our customers are primarily well capitalized, and the concentration of credit risk is considered
minimal. Sales to two customers accounted for approximately 29% and 28% of our net sales in 2002 and 2001, respectively.
Sales to one customer accounted for approximately 18% of our net sales in 2000. No other customers constituted 10% or
more of our net sales in 2002, 2001, or 2000.
6•RESTRUCTURING

COSTS

In 2002, we incurred charges of $15,300 primarily in connection with restructuring plans affecting approximately 450
salaried, hourly and temporary employees in the U.S., Italy, Korea, Malaysia, and Japan.
In the first quarter of 2002, we recorded an adjustment to reduce the restructuring reserve by $3,700. This amount was
considered to be an adjustment to purchase accounting affecting our balance sheet at November 13, 2001, rather than as
a current benefit in our statement of operations.
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In 2001, we reduced our workforce by approximately 2,300 employees, including U.S. and Malaysian salaried and hourly
employees, and closed our small diameter wafer line at MEMC Southwest Inc. in Sherman, Texas. These actions were taken
to balance our operating costs with the weakened product demand. MEMC Southwest is a joint venture 80%- owned by
MEMC and 20%- owned by Texas Instruments.
We recorded total charges of $32,666 related to these actions in 2001. Of these charges, $17,524 was non-cash related.
We also wrote off approximately $3,000 of inventory related to the closure of the small diameter wafer line at MEMC
Southwest, which was included in cost of goods sold. In addition, we recorded an adjustment to reduce the previously existing
restructuring reserve related to our former Chinese joint venture assets by $184.
Restructuring activity is as follows:
Asset)
Impairment/)
Write-off)

Dismantling)
and Related)
Costs)

Personnel)
Costs)

Total))

DOLLARS IN THOUSANDS

Balance at January 1, 2000
Amounts utilized

$

Balance at December 31, 2000
Charges taken
Amounts utilized
Balance at December 31, 2001
Purchase accounting adjustment
Charges taken
Amounts utilized
Reclassification
Balance at December 31, 2002

$

890)
(208)

$11,524)
(3,432)

682)
14,665)
(14,857)

$

425)
(192)

$ 12,839)
(3,832)

8,092)
2,274)
(4,581)

233)
15,543)
(11,546)

9,007)
32,482)
(30,984)

490)
—)
815)
(817)
—)

5,785)
(3,201)
(85)
(668)
28)

4,230)
(499)
14,570)
(12,812)
(28)

10,505)
(3,700)
15,300)
(14,297)
—))

488)

$ 1,859)

$ 5,461)

$ 7,808)

In the period November 14, 2001 to December 31, 2001, charges taken totaled $2,971 and amounts utilized totaled $2,892.
The Spartanburg, South Carolina facility has been written down to its estimated net realizable value. The closing of this facility
was completed in the second quarter of 1999, and final product shipments were made from this facility in the third quarter of
1999. We have entered into a contract for the sale of this facility.

M E M C

Of the $7,808 restructuring reserve at December 31, 2002, approximately $5,461 is expected to be paid out in the first
half of 2003. Timing for utilization of the remainder of the reserve, which relates to the Spartanburg facility, is primarily
dependent on the timing of the closing of the sale of this facility. We believe the restructuring reserve at December 31, 2002
is adequate for the estimated costs remaining to exit this facility.
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7•INVENTORIES
Inventories consist of the following:
December 31,
2002)

2001)

$23,067)
23,745)
38,294)

$30,882)
22,088)
16,977)

$85,106)

$69,947)

DOLLARS IN THOUSANDS

Raw materials and supplies
Goods in process
Finished goods

8 • P R O P E R T Y,

PLANT

AND

EQUIPMENT

Property, plant and equipment consists of the following:
December 31,
2002)

2001)

$ 6,183)
110,243)
191,931)

$ 4,673)
106,559)
191,979)

Less accumulated depreciation

308,357)
143,821)

303,211)
113,075)

Construction in progress

164,536)
20,339)

190,136)
10,569)

$184,875)

$200,705)

DOLLARS IN THOUSANDS

Land and land improvements
Buildings and building improvements
Machinery and equipment

9•INVESTMENTS

IN

JOINT

VENTURES

We have a 45% interest in Taisil Electronic Materials Corporation (Taisil), a company formed to manufacture and sell wafers
in Taiwan.
M E M C
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Prior to September 29, 2000, we had a 40% interest in MEMC Korea Company (MKC), a company formed to manufacture
and sell wafers in South Korea. Effective September 29, 2000, we purchased an additional 40% interest in MKC, which
increased our ownership to 80%. Since that date, MKC’s financial results have been consolidated with MEMC. As a result of
the financial consolidation, the information below includes the operating results of MKC only for the first nine months of 2000.
MKC is not included in the balance sheet information below for either year.
Prior to the transactions described in Note 2 above, our investments in joint ventures were valued at our equity infusions into our
joint ventures plus our ownership percentage of their respective annual net incomes or net losses. Effective November 14, 2001,
we revalued our investments in joint ventures to reflect the push-down of TPG’s nominal basis in MEMC.
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Royalties earned under royalty agreements with the joint ventures and sales of intermediate and finished product by the joint
ventures to MEMC were as follows:
2002)

2001)

2000)

$3,195)
4,367)

$3,426)
4,539)

$ 9,815)
39,300)

DOLLARS IN THOUSANDS

Royalties
Sales

A summary of the results of operations for 2002, 2001 and 2000, and financial position as of December 31, 2002 and
2001 of our unconsolidated joint ventures follows:
December 31,
2002)

2001)

2000)

Total for unconsolidated joint ventures:
Net sales
Gross margin
Net earnings (loss)

$ 78,344)
19,882)
2,754)

$ 83,544)
16,087)
(5,289)

$268,403)
69,459)
33,539)

Our share —
Net earnings (loss)

$

1,239)

$ (2,381)

$ 14,664)

Current assets
Noncurrent assets

$ 39,957)
126,758)

$ 44,480)
151,340)

166,715)

195,820)

Current liabilities
Noncurrent liabilities

49,142)
7,170)

70,359)
12,817)

Total liabilities
Interests of others
Push-down accounting

56,312)
64,947)
28,636)

83,176)
63,432)
33,631)

$ 16,820)

$ 15,581)

DOLLARS IN THOUSANDS

Total assets

Our investment

1 0 • S H O R T- T E R M B O R R O W I N G A G R E E M E N T S

A N N U A L
R E P O R T

Our unsecured borrowings totaled approximately $44,760 at December 31, 2001.

2 0 0 2

Our unsecured borrowings total approximately $80,621 at December 31, 2002, under approximately $119,558 of shortterm loan agreements bearing interest at various rates ranging from 3.2% to 8.0% and renewable annually. Interest rates are
negotiated at the time of the borrowings. Pursuant to transactions described in Note 2 above, TPG retained 55 million Euro in
principal amount of a note then outstanding issued by our Italian subsidiary. In September 2002, we amended the 55 million
Euro note to provide for a 35 million Euro principal repayment on or before September 25, 2002 and a 20 million Euro
principal repayment on or before April 15, 2003. The amended Euro note is unsecured and bears interest at 8%. Consistent
with the terms of the amended Euro note, on September 24, 2002, we made a 35 million Euro principal payment to TPG.
Under the terms of the amended Euro note, the U.S. parent company has guaranteed payment of this note in the event our
Italian subsidiary fails to pay in accordance with the note’s stated terms.

M E M C

MKC and Taisil use the U.S. Dollar as their functional currency for U.S. GAAP purposes and do not hedge net Korean Won or
New Taiwanese Dollar exposures.
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Non-cash accretion related to the 55 million Euro note approximated $54,000 in 2002 and is included in interest expense.
Interest expense related to short-term borrowings from affiliates, excluding the accretion on the 55 million Euro note, was $472
for the year ended December 31, 2002 and $1,200 for the period November 14 to December 31, 2001.
Our weighted average interest rate on short-term borrowings was 5.2% and 5.4% at December 31, 2002 and 2001, respectively.
11•LONG-TERM

DEBT

Long-term debt consists of the following:
December 31,
2002)

2001)

DOLLARS IN THOUSANDS

Owed to affiliates:
Senior subordinated secured notes with interest payable at 8% payable
in kind in the first two years, 14% payable in kind in the third and
fourth years, and 14% payable in kind with optional payment in
cash at the request of the note holders in the fifth and sixth years,
$55,000 and $50,000 face value plus accrued stated interest in
2002 and 2001, respectively, due in 2007
Total owed to affiliates

—)

$

—))

—)

—))

14,028)

16,533)

33,263)

33,837)

26,873)

41,242)

59,853)

54,244)

70,000)

30,000)

Total owed to nonaffiliates

204,017)

175,856)

Total long-term debt
Less current portion

204,017)
43,019)

175,856)
31,113)

$160,998)

$144,743)

Owed to nonaffiliates:
Notes with interest payable semiannually at rates ranging
from 1.6% to 2.3%, due in 2002 through 2003
Notes with interest payable quarterly at rates ranging
from 6.2% to 6.6%, due in 2002 through 2004
Notes with interest payable semiannually at rates ranging
from 1.2% to 5.2%, due in 2002 through 2016
Notes with interest payable semiannually at rates ranging
from 2.1% to 2.9%, due in 2003 through 2017
Revolving notes with interest payable quarterly at rates ranging
from 2.9% to 3.3%, due in 2006

M E M C
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$

Pursuant to the transactions described in Note 2 above, TPG exchanged $860,000 of the total $910,000 of debt acquired
from E.ON for shares of our Preferred Stock with a stated value of $260,000, $50,000 in principal of our senior subordinated
secured notes maturing in November 2007 and warrants to purchase 16,666,667 shares of our common stock. We recorded
the senior subordinated secured notes at their fair market value of 1 dollar. We will accrete the senior subordinated secured
notes up to their face value during the six years preceding their maturity using the effective interest method. Interest accretion in
2002 was less than $1 million. Assuming these notes remain outstanding until their maturity, interest expense recorded in our
statement of operations related to the accretion of the notes and related stated interest expense will be less than $1,000 in
each of the years 2003 through 2005, and approximately $7,000 and $91,000 in 2006 and 2007, respectively. In the
event these notes are redeemed prior to their maturity, on the redemption date we will recognize interest expense equal to the
remaining unaccreted face value of the notes and the related accrued but unpaid stated interest. At December 31, 2002, the
accreted value of these notes was less than one thousand dollars; however, the face value of these notes plus accrued stated
interest was approximately $55,000.

N O T E S T O C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S
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We have a $150,000 five-year revolving credit facility from Citibank/UBS (the Citibank/UBS Facility). TPG has guaranteed
our obligations under this facility, and we have entered into a reimbursement agreement with the guarantors under which we
have agreed to reimburse them for any payments made under the guaranty. Both the Citibank/UBS Facility and the reimbursement
agreement are secured by substantially all of our domestic assets, including all of the capital stock of most of our domestic
subsidiaries and 65% of the capital stock of certain of our foreign subsidiaries. Our domestic subsidiaries have guaranteed our
obligations under the Citibank/UBS Facility and the reimbursement agreement. The subsidiary guaranties are supported by
security interests in substantially all of the assets of our domestic subsidiaries. Loans can be made under this facility subject to
certain conditions, bearing interest at LIBOR plus 1.5% or an alternate base rate (based upon the greater of the Federal funds
rate plus 0.5% and the Citibank prime rate) plus 0.5% per annum. At December 31, 2002, we had drawn $70 million
against this credit facility.
In connection with the amendment of the Euro note obligation, TPG has provided us with a five-year $35,000 revolving credit
facility (the TPG Facility) bearing interest at a rate of LIBOR plus 10% or an alternate base rate plus 9%. The TPG Facility is
guaranteed by our domestic subsidiaries and secured by substantially the same collateral that secures the Citibank/UBS
Facility. As a condition to any borrowings under the TPG Facility, we must have repaid the Euro note obligation discussed in
Note 10 above in full and must have borrowed all amounts available under the Citibank/UBS Facility. The commitments under
the TPG Facility terminate and any outstanding loans under the facility, together with any accrued interest thereon, will become
due and payable upon the closing and funding of a debt or equity financing in which the net proceeds to MEMC equal or
exceed $100,000.
The Citibank/UBS Facility, the TPG Facility and the indenture for the senior subordinated secured notes contain certain
covenants, including covenants to maintain minimum quarterly consolidated EBITDA; minimum monthly consolidated backlog;
minimum monthly consolidated revenues; maximum annual capital expenditures; and other covenants customary for revolving
loans and indentures of this type and size. In the event that we violate these covenants, the loan commitments under the revolving
credit facilities may terminate and the loans and accrued interest then outstanding under the facilities and the senior subordinated
secured notes and related accrued interest may be due and payable immediately.
Long-term debt totaling $65,458 owed to banks by our Japanese subsidiary is guaranteed by the U.S. parent company.
These loans mature in years ranging from 2003 to 2017. Such guarantees would require the U.S. parent company to satisfy
the loan obligations in the event that the Japanese subsidiary failed to pay such debt in accordance with its stated terms.
We have long-term committed loan agreements of approximately $374,017 at December 31, 2002, of which approximately
$259,017 is outstanding, assuming the $50,000 senior subordinated secured notes are valued at face value plus accrued
stated interest. We pay commitment fees of 1/2 of 1% on the unused portion of committed loan agreements.

The aggregate amounts of long-term debt maturing after December 31, 2002 are as follows:

Carrying Amount)

$ 43,019)
40,779)
6,981)
76,433)
60,688)
31,117)

$ 43,019)
40,779)
6,981)
76,433)
5,688)
31,117)

$259,017)

$204,017)

2 0 0 2

Face Value)
Plus Accrued)
Stated Interest)

M E M C

Interest expense related to long-term notes payable to affiliates was $0 for the year ended December 31, 2002, $0 for the period
November 14 to December 31, 2001, $69,523 for the period January 1 to November 13, 2001, and $72,929 in 2000.

DOLLARS IN THOUSANDS

A N N U A L
R E P O R T

2003
2004
2005
2006
2007
Thereafter
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In October 1996, we entered into a financing arrangement with the City of O’Fallon, Missouri related to the expansion of our
St. Peters facility. In total, the City of O’Fallon issued approximately $252,000 of industrial revenue bonds to us. At December 31,
2002 and 2001, $132,000 and $141,000 was outstanding relating to these bonds, respectively.
The bonds were exchanged by the City of O’Fallon for the assets related to the expansion, which we then leased for a period
of 10 years for machinery and equipment and 15 years for building and building improvements. We have the option to purchase
the machinery and equipment at the end of five years and the building and building improvements at the end of 10 years. The
industrial revenue bonds bear interest at an annual rate of 6% and mature concurrent with the annual payments due under the
terms of the lease.
We have classified the leased assets as property, plant and equipment and have established a capital lease obligation equal
to the outstanding principal balance of the industrial revenue bonds. Lease payments may be made by tendering an equivalent
portion of the industrial revenue bonds. As the capital lease payments to the City of O’Fallon may be satisfied by tendering
industrial revenue bonds (which is our intention), the capital lease obligation, industrial revenue bonds and related interest
expense and interest income, respectively, have been offset for presentation purposes in the consolidated financial statements.
12•REDEEMABLE

PREFERRED

STOCK

The Series A Cumulative Convertible Preferred Stock (Preferred Stock) had a stated value of $1,000 per share and was
convertible into our common stock at a price of $2.25 per share. As a result of the restructuring transactions, 260,000 shares
of the Preferred Stock were issued to TPG. We recorded the Preferred Stock at its fair value of 2 dollars. The Preferred Stock
was redeemable at the option of the holders on or after November 13, 2009. Accordingly, the Preferred Stock was being
accreted up to its stated value over this eight-year period.
Dividends on the Preferred Stock were payable at the rate of 10% per annum if paid in cash. If not declared and paid
quarterly, dividends accumulated at 12% per annum and were payable in common stock upon conversion of the preferred or
were payable in cash upon redemption of the Preferred Stock, a change in control of MEMC or a liquidation, dissolution, or
winding up of MEMC. At December 31, 2001, the Preferred Stock had a liquidation value, including accrued but unpaid
dividends, of $264,247.
On July 10, 2002, TPG converted all of the outstanding Preferred Stock plus cumulative unpaid preferred dividends into
125,010,556 shares of our common stock. As a result, effective July 11, 2002, there is no further preferred dividend requirement as the Preferred Stock is no longer outstanding. Following the conversion of the Preferred Stock, the Series A Cumulative
Convertible Preferred Stock was retired and may not be reissued.

M E M C
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13•STOCKHOLDERS’

EQUITY

(DEFICIENCY)

Preferred Stock
We have 50,000,000 authorized shares of $.01 par value preferred stock. The Board of Directors is authorized, without further
action by the stockholders, to issue any or all of the preferred stock. The Series A Cumulative Convertible Preferred Stock was
designated by our Board of Directors as a new series of preferred stock. See Note 12 above for a further description of the
Series A Cumulative Convertible Preferred Stock.
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Warrants
Pursuant to the transactions described in Note 2 above, TPG received warrants to purchase 16,666,667 shares of our common
stock. We recorded the warrants at their fair market value of less than 1 dollar. The warrants are exercisable at an exercise
price of $3.00 per share of common stock and expire on November 13, 2011.
Common Stock
Holders of our $.01 par value common stock are entitled to one vote for each share held on all matters submitted to a vote of
stockholders. Subject to the rights of any holders of preferred stock, holders of common stock are entitled to receive ratably
such dividends as may be declared by the Board of Directors. In the event of our liquidation, dissolution or winding up, holders
of our common stock are entitled to share ratably in the distribution of all assets remaining after payment of liabilities, subject
to the rights of any holders of preferred stock.
We do not anticipate paying dividends on our common stock in the foreseeable future. The declaration and payment of future
dividends on our common stock, if any, will be at the sole discretion of the Board of Directors and is subject to restrictions as
contained in the Citibank/UBS Facility, the TPG Facility, the indenture for the senior subordinated secured notes, and the restructuring agreement between MEMC and TPG.
Treasury Stock
Prior to the transactions described in Note 2 above, treasury stock was valued at cost. Effective November 14, 2001, we
wrote down the carrying value of our treasury stock as a result of the push-down of TPG’s nominal basis in MEMC.
Stock-Based Compensation
We have equity incentive plans that provide for the award of incentive and non-qualified stock options, restricted stock and
performance shares to employees, non-employee directors, and consultants. There are 15,277,045 shares authorized for grant
under these plans.
Prior to 2002, non-qualified stock options to employees had typically been granted on January 1 and vested at a rate of 25%
annually over four years. In 2002, options were granted with two- year, four- year, and seven-year cliff vesting, in addition to
four-year ratable vesting. Prior to 2002, non-qualified stock options to non-employee directors had typically been granted on
January 1 but vested at a rate of 33 1/3 % annually over three years. In 2002, non-qualified stock options to non-employee
directors were granted on July 25, 2002 and vest at a rate of 33 1/3 % annually over three years. The maximum term of each
option is 10 years.

A N N U A L
R E P O R T

Recipients of stock grants do not pay any cash for the shares. Stock grants to employees totaled 244,258 shares of our common
stock in 2002. We also issued 589,409 shares of restricted stock in 2002, which vest within one year after issuance. The
weighted average fair value of the restricted stock on the date of grant was $5.69. Forfeitures of restricted stock totaled 13,369
shares in 2002. Recipients of restricted stock do not pay any cash consideration for the shares, have the right to vote all shares
subject to such grant, and have dividend rights with respect to such shares, whether or not the shares have vested. We recorded
compensation expense related to stock grants and restricted stock of $2,318, $2,178, and $0 in 2002, 2001, and 2000,
respectively. There is no deferred compensation expense related to the stock grants or restricted stock at December 31, 2002.

2 0 0 2

In certain circumstances, stock options have been granted at prices less than the market price on the date of grant. These
options were either immediately vested or will vest over two to four years. Since these options were issued below the market
price of our common stock on the date of issuance, compensation expense will be recognized for the intrinsic value of the
options of approximately $12,800 using an accelerated method over the applicable vesting periods. Compensation expense
related to these stock options was $5,886, $0, and $0 in 2002, 2001, and 2000, respectively.

M E M C

The exercise price of stock options granted has historically equaled the market price on the date of the grant. Under the provision
of Opinion 25, in this case, there is no recorded expense related to grants of stock options. Once exercisable, the employee
can purchase shares of our common stock at the market price on the date we granted the option.
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The following table summarizes the activity for the stock option plans:

Shares)

WeightedAverage
Option Price

Year ended December 31, 2002:
Outstanding at beginning of year
Granted at market
Granted below market
Exercised
Canceled

2,976,180)
2,272,000)
5,440,650)
(83,375)
(1,373,575)

$13.71
4.15
2.60
8.44
10.20

Outstanding at end of year

9,231,880)

$ 5.38

Options exercisable at year-end

1,706,480)

$13.66

Year ended December 31, 2001:
Outstanding at beginning of year
Granted at market
Exercised
Canceled

2,697,784)
609,600)
—)
(331,204)

$15.25
9.44
—
18.38

Outstanding at end of year

2,976,180)

$13.71

Options exercisable at year-end

1,686,655)

$16.02

Year ended December 31, 2000:
Outstanding at beginning of year
Granted at market
Exercised
Canceled

2,325,744)
668,000)
(78,600)
(217,360)

$16.61
12.46
12.18
22.30

Outstanding at end of year

2,697,784)

$15.25

Options exercisable at year-end

1,596,343)

$17.56

Weighted-Average)
Fair Value of)
Options Granted)

$3.37)
3.86)

$6.60)

$8.68)

The table below summarizes information concerning options outstanding at December 31, 2002:
M E M C
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Options Outstanding
WeightedAverage
Remaining
Contractual
Life

Options Exercisable
WeightedAverage
Exercise
Price

Number
Exercisable

Weighted-)
Average)
Exercise)
Price)

Range of
Exercise Prices

Number
Outstanding

$1.50 – 3.55
$4.99 – 9.88
$10.31 – 19.06
$20.13 – 49.50

5,170,350
2,890,050
778,900
392,580

8.8
8.3
6.3
2.8

years
years
years
years

$ 2.16
6.27
13.54
24.93

205,025
464,850
645,025
391,580

$ 2.90)
8.90)
13.67)
24.94)

9,231,880

8.2 years

$ 5.38

1,706,480

$13.66)
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14•LOSS

PER

SHARE

The numerator of the basic and diluted loss per share calculation was net loss allocable to common stockholders. Cumulative
preferred stock dividends were not added back to the net loss, as the related conversion of the Preferred Stock would have
been antidilutive. For all annual periods, the Preferred Stock, the warrants, and the options outstanding were not considered in
computing diluted loss per share, as they were antidilutive.
In January 2003 we granted options to purchase 631,300 shares of common stock at $7.90 to $8.75 per share. These options
will vest ratably over four years.
15•INCOME

TA X E S

Income (losses) before income taxes, equity in income (loss) of joint ventures and minority interests consists of the following:
Predecessor
Year ended)
Dec. 31,)
2002)

Nov. 14)
through)
Dec. 31,)
2001)

Jan. 1)
through)
Nov. 13,)
2001)

Year ended)
Dec. 31,)
2000)

$ (5,849)
25,416)

$(33,001)
(3,017)

$(262,846)
3,180)

$(126,651)
48,824)

$19,567)

$(36,018)

$(259,666)

$ (77,827)

Current)

Deferred)

Total)

DOLLARS IN THOUSANDS

U.S.
Foreign

Income tax (benefit) expense consists of the following:

DOLLARS IN THOUSANDS

Year ended December 31, 2002:
U.S. federal
State and local
Foreign

—)
—)
(1,263)

$

$17,975)

$

(1,263)

$ 16,712)

$

335)
398)
69)

$

—)
—)
774)

$335)
398)
843)

$

802)

$

774)

$

(479)
(62)
17,253)

1,576)

$228,643)
10,382)
244)

$221,917)
10,493)
6,942)

$

83)

$239,269)

$239,352)

$ 1,228)
786)
16,705)

$ (32,447)
(2,819)
(4,466)

$ (31,219)
(2,033)
12,239)

$18,719)

$ (39,732)

$ (21,013)

R E P O R T

$ (6,726)
111)
6,698)

A N N U A L

Year ended December 31, 2000:
U.S. federal
State and local
Foreign

$

2 0 0 2

January 1 through November 13, 2001:
U.S. federal
State and local
Foreign

(479)
(62)
18,516)

M E M C

November 14 through December 31, 2001:
U.S. federal
State and local
Foreign

$
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Income tax (benefit) expense differed from the amounts computed by applying the U.S. federal income tax rate of 35% to
(income) loss before income taxes, equity in income (loss) of joint ventures and minority interests as a result of the following:
Predecessor
Nov. 14)
through)
Dec. 31,)
2001)

Jan. 1)
through)
Nov. 13,)
2001)

Year ended)
Dec. 31,)
2000)

6,848)

$(12,607)

$ (90,883)

$(27,240)

(10,071)
215,432)
(215,432)
19,029)
2,260)
(41)
(2,723)
(13)
1,423)

11,009)
—)
—)
—)
78)
258)
(330)
1,450)
1,718)

321,594)
—)
—)
—)
10,681)
6,821)
(8,178)
(43)
(640)

(13,642)
—)
—)
—)
20,787)
(1,321)
—)
(714)
1,117)

$ 16,712)

$ 1,576)

$239,352)

$(21,013)

Year ended)
Dec. 31,)
2002)
DOLLARS IN THOUSANDS

Income tax at federal statutory rate
Increase (reduction) in income taxes:
Change in the valuation allowance for deferred tax asset
Reorganization items
Change in the valuation allowance for reorganization items
Interest accretion
Foreign tax differences
State income taxes, net of federal benefit
Asset revaluation—foreign subsidiaries
Investment incentives
Other, net

$

The tax effects of the major items recorded as deferred tax assets and liabilities are:
December 31,
2002)

2001))

DOLLARS IN THOUSANDS
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Deferred tax assets:
Inventories
Expense accruals
Property, plant and equipment
Pension, medical and other employee benefits
Net operating loss carryforwards
Alternative minimum tax credit carryforwards
Other
Total gross deferred tax assets
Less valuation allowance
Net deferred tax assets
Deferred tax liabilities:
Other
Total deferred tax liabilities
Net deferred tax assets

$

8,248)
27,574)
170,410)
36,744)
99,216)
2,260)
1,128)

$

9,510)
29,562)
197,809)
39,542)
277,903)
3,760)
2,813)

345,580)
(295,945)

560,899)
(522,943)

49,635)

37,956)

(15,491)

(8,242)

(15,491)

(8,242)

$ 34,144)

$ 29,714)

In 2001, we increased our deferred tax valuation allowance by $461,000 to fully reserve for all net deferred tax assets in tax
jurisdictions in which we had a net deferred tax asset position. In making this determination, we considered the deterioration
in our liquidity at that time, the reduction in the trading price range of our stock, the uncertainty at that time surrounding the
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terms and structure of the divestiture by E.ON of its interest in MEMC and, after the consummation of the TPG transaction, the
limitations for federal income tax purposes on our ability to use our tax loss carryforwards under IRC Section 382. In 2002,
we reviewed our total net deferred taxes by taxable jurisdiction and recognized a valuation allowance where it was deemed
more likely than not that we would be unable to realize a benefit from these assets.
Our deferred tax assets and liabilities, netted by taxing location, are in the following captions in the balance sheet:
December 31,
2002))

2001))

476)
33,668)

$ (345)
30,059)

$34,144)

$29,714)

DOLLARS IN THOUSANDS

Current deferred tax assets (liabilities), net
Noncurrent deferred tax assets, net

$

Our federal and foreign net operating loss carryforwards at December 31, 2002 were $195,444, of which $24,195 will
expire in 2003; $3,063 will expire in 2004; $76 will expire in 2006; $19,527 will expire in 2007; $38,895 will expire
in 2020; and $109,688 will expire in 2022. We also have alternative minimum tax credit carryforwards available of $2,260.
Section 382 of the IRC restricts the utilization of net operating losses and other carryover tax attributes upon the occurrence of
an ownership change, as defined. Such an ownership change occurred during 2001 as a result of the acquisition by TPG, as
described in Note 2 above. As a result of the ownership change, approximately $861,000 of our U.S. net operating loss
carryforwards was applied to reduce our tax attributes under IRC Section 108(b). Certain portions of our U.S. net operating
losses may be subject to the restrictions of Section 382. To the extent that any U.S. or foreign net operating loss carryforwards
remain, we have recognized a valuation allowance to fully offset any associated deferred tax assets. Accordingly, as of
December 31, 2002, our net operating loss carryforwards do not carry any value in our consolidated balance sheet.
Push-down accounting as described in Note 2 above created differences in the bases of certain assets and liabilities for financial
statement accounting and for tax accounting. These differences resulted in the recognition of a net deferred tax asset. We
reviewed our total net deferred tax assets by taxable jurisdiction and recognized a valuation allowance where it was determined
more likely than not that we would be unable to realize a benefit from these assets.
16•BENEFIT

PLANS

R E P O R T

Pursuant to the change in majority ownership as discussed in Note 2 above, effective as of November 14, 2001, we revalued our pension and postretirement related liabilities to their fair market values to reflect the push-down of TPG’s nominal basis
in MEMC. Planned changes in provisions of the pension and postretirement plans, as well as curtailments resulting from reductions
in the workforce and plan amendments, were contemplated in determining the fair market values of these liabilities.

A N N U A L

Prior to January 1, 2002, our health care plan provided postretirement medical benefits to full-time U.S. employees who met
minimum age and service requirements. The plan is contributory, with retiree contributions adjusted annually, and contains
other cost-sharing features such as deductibles and coinsurance. Effective January 1, 2002, we amended our health care plan
to discontinue eligibility for certain participants. In addition, no new participants will be added to the plan.

2 0 0 2

We also have a nonqualified plan under the Employee Retirement Income Security Act of 1974. This plan provides benefits in
addition to the defined benefit plan. Eligibility for participation in this plan requires coverage under the defined benefit plan
and other specific circumstances. The nonqualified plan has been amended to discontinue future benefit accruals.

M E M C

Prior to January 2, 2002, our defined benefit plan covered most U.S. employees. Benefits for this plan were based on years
of service and qualifying compensation during the final years of employment. Effective January 2, 2002, we amended our
defined benefit plan to discontinue future benefit accruals for certain participants. In addition, no new participants will be
added to the plan.
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Net periodic pension cost consists of the following:
Pension Plans
Year ended December 31,

Health Care Plan

2002)

2001)

2000)

2002)

2001)

2000)

Service cost
Interest cost
Expected return on plan assets
Amortization of service costs
Net actuarial loss/(gain)
Curtailment loss recognized

$ 3,408)
9,365)
(7,130)
—)
—)
—)

$ 7,067)
9,983)
(8,187)
484)
360)
1,890)

$ 6,240)
8,977)
(7,436)
579)
110)
—)

$ 409)
3,502)
—)
—)
—)
—)

$1,280)
3,811)
—)
(690)
(151)
67)

$1,383)
3,693)
—)
(707)
(163)
—)

Net periodic benefit cost

$ 5,643)

$11,597)

$ 8,470)

$3,911)

$4,317)

$4,206)

DOLLARS IN THOUSANDS

The following summarizes the change in benefit obligation, change in plan assets, and funded status of the plans:
Pension Plans
Year ended December 31,

Health Care Plan

2002)

2001))

2002)

2001))

$154,124)
3,408)
9,365)
658)
5,492)
(20,583)
(16,424)

$121,783)
7,067)
9,983)
5,364)
20,040)
(8,928)
(1,185)

$55,932)
409)
3,502)
—)
(68)
(3,789)
(4,522)

$50,012)
1,280)
3,811)
—)
1,546)
(3,357)
2,640)

Benefit obligation as of September 30

136,040)

154,124)

51,464)

55,932)

Change in plan assets:
Fair value of plan assets, beginning
Actual return on plan assets
Employer contributions
Benefits paid

89,500)
(4,464)
8,200)
(20,583)

104,074)
(8,607)
2,961)
(8,928)

—)
—)
3,789)
(3,789)

—)
—)
3,357)
(3,357))

Fair value of plan assets as of September 30

72,653)

89,500)

—)

—)

Funded status as of September 30
Unrecognized prior service cost
Unrecognized net actuarial (gain)/loss
Fourth quarter contribution
Purchase accounting

(63,387)
11)
14,826)
112)
—)

(64,624)
3,612)
21,895)
5,301)
(13,051)

(51,464)
—)
(68)
947)
—)

(55,932)
—)
—)
536)
4,522)

Accrued benefit cost at December 31

$(48,438)

$(46,867)

$(50,585)

$(50,874)

Amounts recognized in statement of financial position:
Accrued benefit liability
Fourth quarter contribution
Intangible asset
Accumulated other comprehensive income
Purchase accounting

$(51,648)
112)
—)
3,098)
—)

$(42,474)
5,301)
393)
2,964)
(13,051)

$(51,532)
947)
—)
—)
—)

$(55,932)
536)
—)
—)
4,522)

$(48,438)

$(46,867)

$(50,585)

$(50,874)

DOLLARS IN THOUSANDS

Change in benefit obligation:
Benefit obligation, beginning
Service cost
Interest cost
Amendments
Actuarial (gain)/loss
Benefits paid
Curtailments

M E M C
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Accrued pension expense
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Pension plan assets are invested primarily in insurance contracts, marketable securities including common stocks, bonds and
interest-bearing deposits.
For all of the above pension plans and for both periods presented, the accumulated benefit obligation was in excess of plan assets.
The accumulated benefit obligation was $123,413 and $126,163 as of September 30, 2002 and 2001, respectively.
We recognized the curtailments related to the closure of the small diameter line at MEMC Southwest Inc. and the reductions in
workforce during 2001.
The following is a table of the actuarial assumptions:
Pension Plans
Weighted-average assumptions:
Discount rate
Expected return on plan assets
Rate of compensation increase

Health Care Plan

2002%

2001%

2002%

2001%

6.75%
8.00%
4.50%

7.25%
8.00%
4.50%

6.75%
NA%
4.50%

7.25%
NA%
4.50%

An average increase of 10.25% in the cost of health care benefits was assumed for 2002. The rate was assumed to decrease
1% per year to 5.25% in 2007 and to remain at that level thereafter.
Assumed health care cost trend rates have a significant effect on the amounts reported for health care plans. A 1% change in
the medical trend rate would have the following effects at December 31, 2002:
1% Increase)

1% Decrease)

$ 36)
187)

$ (35)
(182)

DOLLARS IN THOUSANDS

Total service and interest cost components
Postretirement benefit obligation

We also have pension plans for our foreign subsidiaries. The aggregate pension expense and liability for these plans are not
material to the consolidated financial statements.
17•RETIREMENT

S AV I N G S

PLAN

We sponsor a defined contribution plan under Section 401(k) of the IRC covering all U.S. salaried and hourly employees. Our
contributions included in results of operations totaled $2,459, $3,140, and $3,633, for 2002, 2001, and 2000, respectively.
M E M C
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18•COMMITMENTS

AND

CONTINGENCIES

We lease buildings, equipment and automobiles under operating leases. Rental expense was $6,219, $8,320, and
$17,607 in 2002, 2001, and 2000, respectively. This table shows future minimum rental commitments under noncancellable
operating leases at December 31, 2002:

DOLLARS IN THOUSANDS

2003
2004
2005
2006
Thereafter

$4,655)
3,192)
1,859)
149)
—)
$9,855)

19•GEOGRAPHIC

SEGMENTS

We are engaged in one reportable segment — the design, manufacture and sale of wafers for the semiconductor industry.
Geographic financial information is as follows:
Net Sales to Customers:

2002)

2001)

2000)

$249,915)
68,581)
123,670)
30,689)
214,325)

$237,049)
78,080)
125,427)
26,525)
150,772)

$411,222)
125,903)
80,701)
30,828)
222,983)

$687,180)

$617,853)

$871,637)

2002)

2001)

2000)

DOLLARS IN THOUSANDS

United States
Japan
Korea
Italy
Other Foreign Countries
Total

Long-Lived Assets:
DOLLARS IN THOUSANDS
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United States
Japan
Korea
Italy
Other Foreign Countries
Total

$131,718)
36,584)
13,882)
32,271)
19,851)

$158,881) $ 744,172)
37,023)
184,386)
9,800)
190,157)
27,929)
96,378)
21,612)
61,468)

$234,306)

$255,245) $1,276,561)

Net sales are attributed to countries based on the location of the customer. Investments in joint ventures are presented based
on the countries in which they are located.
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20•UNAUDITED

QUARTERLY

FINANCIAL

I N F O R M AT I O N

First)
Quarter)

Second)
Quarter)

Third)
Quarter)

Fourth)
Quarter)

$136,651)
21,667)

$174,271)
44,867)

$190,264)
52,847)

$185,994)
54,077)

(9,607)
(282)
(308)
(18,124)
(0.26)
(0.26)

14,748)
945)
(1,549)
5,978)
0.09)
0.07)

(43,078)
1,308)
(2,982)
(45,686)
(0.25)
(0.25)

40,792)
(732)
(4,325)
35,735)
0.18)
0.17)

5.90)
3.00)

11.50)
4.20)

5.25)
2.25)

9.48)
3.12)

First)
Quarter)

Second)
Quarter)

Third)
Quarter)

Oct. 1)
through)
Nov.13)

Nov. 14)
through)
Dec. 31)

$219,834)
27,766)

$156,857)
(16,772)

$120,744)
(34,728)

$61,572)
(16,023)

$58,846)
(11,731)

(17,817)
249)
1)
(17,567)
(.25)

(360,234)
217)
4,695)
(355,322)
(5.10)

(71,229)
(9)
3,796)
(67,442)
(.97)

(49,738)
(16)
1,060)
(48,694)
(.71)

(37,594)
(2,822)
11,019)
(33,644)
(.48)

11.90)
5.81)

8.85)
5.94)

7.60)
1.05)

3.59)
1.65)

4.99)
3.10)

2002
DOLLARS IN THOUSANDS,EXCEPT SHARE DATA

Net sales
Gross margin
Income (loss) before equity in income (loss) of
joint ventures and minority interests
Equity in income (loss) of joint ventures
Minority interests
Net income (loss) allocable to common stockholders
Basic earnings (loss) per share
Diluted earnings (loss) per share
Market price:
High
Low

2001
DOLLARS IN THOUSANDS,EXCEPT SHARE DATA

Net sales
Gross margin
Loss before equity in income (loss) of
joint ventures and minority interests
Equity in income (loss) of joint ventures
Minority interests
Net loss allocable to common stockholders
Basic and diluted loss per share
Market price:
High
Low
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INDEPENDENT AUDITORS’ REPORT
The Board of Directors
MEMC Electronic Materials, Inc.:
We have audited the accompanying Consolidated Balance Sheets of MEMC Electronic Materials, Inc. and subsidiaries
(MEMC) as of December 31, 2002 and 2001, and the related consolidated statements of operations, stockholders’ equity
(deficiency) and cash flows for the year ended December 31, 2002, the periods from January 1, 2001 through November
13, 2001 and from November 14, 2001 through December 31, 2001, and for the year ended December 31, 2000.
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.
In our opinion, the Consolidated Financial Statements referred to above present fairly, in all material respects, the financial
position of MEMC as of December 31, 2002 and 2001, and the results of their operations and their cash flows for the year
ended December 31, 2002, the periods from January 1, 2001 through November 13, 2001 and from November 14,
2001 through December 31, 2001, and for the year ended December 31, 2000, in conformity with accounting principles
generally accepted in the United States of America.
As discussed in Note 2 to the Consolidated Financial Statements, MEMC’s former majority shareholder divested its interests in
MEMC to an unaffiliated investor group. The transaction has been accounted for as a purchase, and the investor group’s basis
in MEMC has been pushed-down to the MEMC accounting records creating a new basis of accounting, effective November 13,
2001. As a result of the acquisition, the consolidated financial information for the periods after the acquisition is presented on
a different cost basis than that for the periods before the acquisition and, therefore, is not comparable.

St. Louis, Missouri
January 23, 2003
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S T O C K H O L D E R S ’ I N F O R M AT I O N
Corporate Office
MEMC Electronic Materials, Inc.
501 Pearl Drive (City of O’Fallon)
St. Peters, Missouri 63376
(636) 474-5000
www.memc.com
Transfer Agent and Registrar
Computershare Investor Services, L.L.C.
2 North LaSalle Street
P. O. Box A3504
Chicago, Illinois 60690-3504
(312) 360-5433
www.computershare.com
Stockholder Inquiries
Inquiries regarding address corrections, lost
certificates, changes of registration, stock certificate holdings and other stockholder account
matters should be directed to MEMC’s transfer
agent, Computershare Investor Services,
L.L.C., at the address or phone number
above.
Common Stock Listing
MEMC’s common stock is traded on the New
York Stock Exchange under the symbol “WFR”.
On December 31, 2002, the last business
day of the year, the Company had 697 stockholders of record.
Form 10-K
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Stockholders may obtain a copy of MEMC’s
Annual Report on Form 10-K and related
financial statement schedules for the year
ended December 31, 2002, filed with the
Securities and Exchange Commission, by writing
MEMC’s Investor Relations Department or by
calling (636) 474-5443.

Financial Information
MEMC maintains a home page on the Internet
at www.memc.com where we publish information, including earnings releases, other news
releases, significant corporate disclosures and
the names of securities analysts who issue
research on MEMC.
Independent Auditors
KPMG LLP
10 South Broadway, Suite 900
St. Louis, Missouri 63102
Investor Relations
Stockholders, securities analysts, investment
professionals and prospective investors should
direct their inquiries to:
MEMC Electronic Materials, Inc.
Investor Relations Department
501 Pearl Drive (City of O’Fallon)
St. Peters, Missouri 63376
Tel: (636) 474-5443
Fax: (636) 474-5158
E-mail: invest@memc.com
Manufacturing Facilities
Chonan, South Korea
Hsinchu, Taiwan
Kuala Lumpur, Malaysia
Merano, Italy
Novara, Italy
Pasadena, Texas
Sherman, Texas
St. Peters, Missouri
Utsunomiya, Japan
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, Technology Is Built On Us, MDZ, and Magic Denuded Zone and their related trademark designs and logotypes are registered trademarks
and OPTIA, AEGIS, and ADVANTA and their related trademark designs and logotypes are trademarks of MEMC Electronic Materials, Inc.

56

MEMC Electronic Materials, Inc.
501 Pearl Drive (City of O’Fallon)
P.O. Box 8
St. Peters, Missouri 63376
(636) 474-5000
www.memc.com

