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Q-CELLS HAS SET ITSELF A CLEAR GOAL: WE WANT TO DEVELOP SOLAR
POWER TECHNOLOGICALLY AND ECONOMICALLY AS QUICKLY AS POSSIBLE
TO SUCH AN EXTENT THAT IT IS AN IMPORTANT SOURCE OF ENERGY IN
THE FUTURE THROUGHOUT THE WORLD.

WE HAVE SPEEIALIZED AND FOCUSED ON THE DEVELOPMENT, @@O@[@@ i U@W
AND MARRETING 0F HIER-AQUALITY SOLAR CELLS. AND WE ARE NOT ORLY
THE LEADING MANUPACTURER OF SOLAR CELLS ¥ THE EUROPEAN MARKET
BUT ALSD A GLOBAL LEADER I TECHNALOEY AND HNCVATION.

Infroduction-of_the
U8-cell_tothe_market

Introduction-ofthe Lommissigmng-cf
Q6L cell-tothe-marker PlanttiVoin-Aprii—200%
Introduction-of thefirst Rlant-llI"goes-into_proguc= Start-ofthe EVerQ
monocrystalline-Q6M-celi fioAIn-JUne, SRly-Simonrths—joint-ventlre—using string——
Break-evenpoint-achieved——Construction-of Plant i after the_foundation_Sione ribhontechnoiogy

tari-an: “the_construction————jn-March,_only eight-months———nominai—capacityup-to
f-Piant-i-with-a_production———after_production-started B3 MWp——————— o 7O MW nvestiment

Was_laid —Nominalcapacity

apacity of-12-MWp-in niraduction-of the - CSG-Sotar AG- I the_thin
anuary—— polycrystatiine-Q6celt fitm-technotogy-business
el production-commences Expansiontin_nomimnat

| Planttwiti the Duly= Capaciy 22 MWp

FrTr———
rystalline-Q5




THE ENVIRONMENTALLY FRIENDLY AND ECONOMICAL SUPPLY OF ENERGY
IS ONE OF THE MAJOR CHALLENGES OF THE FUTURE. THE SUN IS ONE
OF THE FEW SOURCES OF ENERGY THAT IS VIRTUALLY INEXHAUSTIBLE
AND AVAILABLE EVERYWHERE.

Formation-of-Q:zCetiscAG—
at-the-end-of-1999:




FINANCIAL HIGHLIGHTS (IFRS) 2004 2003 2002
Income

Revenues €, millions 128.7 48.8 17.3
EBITDA €, millions 24.8 8.5 2.4
EBIT €, millions 19.6 5.3 0.9
Earnings before taxes €, millions 18.3 4.3 0.1
Net income for the year €, millions 12.4 3.0 0.2
Assets

Non-current assets €, millions 68.1 27.3 16.3
Current assets €, millions 45.4 25.3 10.3
Total assets €, millions 1135 52.6 26.6
Shareholders' equity €, millions 35.1 10.3 0.8
Equity ratio % 30.9 19.6 3.0
Financial condition

Operating cash flow €, millions 6.4 0.6 -2.2
Investments €, millions 46.4 15.1 7.0
Depreciation/Amortization £, millions 5.2 3.2 15
Production

Nominal capacity* MWp 170 63 22
Production capacity* MWp 136 50 17
Actual production MWp 729 27.7 9.3
Number of cells produced millions of units 22.15 8.94 3.65
Employees on December 31 Number 484 207 82

* at the end of the respective reporting period



WE INTEND TO GROW RAPIDLY IN THE FUTURE T0O: WE ARE STRIVING

TO EXPAND OUR PRODUCTION CAPACITY RAPIDLY, STEADILY DEVELOP OUR
WELL-PROVEN TECHNOLOGY, INVEST IN THE KEY TECHNOLOGIES OF THE
FUTURE, AND CONTINUOUSLY REDUCE THE COSTS OF PHOTOVOLTAICS.

OUR INTENTION IS TO MAKE A SUBSTANTIAL CONTRIBUTION TO IMPROVING
THE ENVIRONMENT AND MANKIND'S QUALITY OF LIFE.

WE GROW WITH LIGHT. &.CELLS

Board of Directors / Foreword by the Board of Directors

The Company: For Maximum Performance and innovation / Q-Strategy /
Q-Technology / Q-Products / Q-Employees / The Management Team

Management Report

IFRS Financial Statements

HGB (German Commercial Code) Financial Statements

Auditar's Report

Corporate Governance / Report of the Supervisory Board / Glossary
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BOARD OF DIRECTORS

THOMAS SCHMIDT coo 7

After a technical apprenticeship at Siemens, Schmidt worked at the Heinrich Hertz Institute, the Fraunhofer Institute
for news technology in Berlin. in 1985 he set up Ultra Tube GmbH, where he was Technical Managing Director. In 1996
he moved to Drager Tescom GmbH as Sales and Marketing Manager, and in 2001 became General Manager at Kinetics
Germany GmbH. Since October 2003 he has been at Q-Cells, where he was appointed to the Board in April 2004 with
responsibility for Production, Supply Chain Management, Quality Management| and Safety/Technical Services.

ANTON MILNER cofounder and CEO (44)

This British-born engineering graduate (Chem. Eng)/MBA has been
on the Board of Q-Cells AG since 2000. After college he first worked
at Royal Dutch/Shell, where he was involved in oil trading, risk
management, gas trading and business analyses, before moving to
management consuliants, McKinsey & Co., in 1993, initially as a
Senior Consultant and later as Senior Engagement Manager. His Board
responsibilities comprise Strategy/Investments, Business Development,
Marketing & Sales, Wafer Purchasing and Public Relations.

DR. RER. POL. HARTMUT SCHUNING cFo &)

REINER LEMOINE cofounder and CTO (55)

Q-Cells is now this engineering graduate’s (Aeronautical Eng.) third successful
start-up in the sofar industry: together with colleagues of his, he set up Wuselitronik
GbR in Berlin in 1978, a company specializing in wind and solar electronics; there
then followed Soion AG in 1996, where Lemoine was the Board Member responsibie
for Production and Technology. He is responsible at Q-Cells for R&D Strategy,
Technolegical Devefopment, Continuous Improvement and Optimization of| Processes
and Scientific Projects.
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After graduating in Business Studies, Schiining started work on the auditing ahd advisory side at
PricewaterhouseCoopers AG, initially as auditor and iater as Senior auditor. n 1997 he was appointed
as CFO at tecis Holding AG, where he prepared the company for its successfpl IPO in 1998. In
January 2003 he moved to edding AG as CFO. Since October 2004 he has beeh on the Board at Q-Cefis
with responsibility for Finance, Investor Relations, Personnel, 1T and Legal Affairs
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The history of growth at @-Cells has heen unique:
formed less than six years ago at the end of 1999,
located in a structurally weak region of eastern
Germany, started with its first plant in mid-2001,

~ and equipped with a clear vision and a ot of concrete
ideas. Four founders came together to jointly build
up a highly modern and independent company develop-
ing and producing high-quality and highly efficient
solar cells. For a dream to become reality: solar energy
has to be economical and one of the major sources of
energy in the world.

We are alrsady well on our way, We produced the first cells in July 2001, and
Q-Cells is now one of the largest independent producers of solar cells in the world.
We broke even after only eight menths in our first plant in March 2002, Last year we
more than doubled sales compared to the previous year to € 128.7 miilion (+164%).
And we quadrupled our profit for the year compared to the previous vear to € 12.4
miliion. Our Q-Cells employees, numbering more than 689 (as at June 30, 2005),

now produce the highly efficient cells out of silicon wafers for solar modules at four

plants around the clock.




FOREWORD BY THE BOARD OF DIRECTORS

We consider the outlook for our market to be good:
as there is ever less oil, and climate protection becomes
ever more urgent, we believe renewable sources of

energy will gain in importance for the future supply of in Germany, the Renewable Energy Act (Erneuerbare Energien Gesetz, “EEG") has
energy. Overall, photovoltaic production of solar cells generated a booming demand in the German solar industry with high rates of growth.
increased last year by more than 60% to 1.2 (0.75) Germany last year became the worid's largest market with 100,000 photovoltaic
gigawatts. Increasing environmental awareness, inter- systems, outstripping Japan as market leader. The EEG gave a boost to investments
national agreements such as the Kyoto Protocol, the EU in photovoltaics: more than 20,000 jobs were created in this area alone in recent
Directive on the Promotion of Electricity Produced from years. Thanks to the success of the EEG, Germany now has a chance to become
Renewable Energy Sources, as well as new laws and technological and market leader in this high-tech industry of the future over the next
proposals for new faws in many countries around the few years with sustainable, long-term and high growth potential.

world, will, as we believe, give a boost to the demand
for renewable energy sources in the medium to long term.
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We consider photovaltaics to have a great long-term potential: solar energy is
available virtually everywhere and, through the likely technological advances, has
the potential to become ever simpler, more economical and user-friendly. Factors

favaring solar energy are in particular its environmental friendliness (no additional Qur goal is to continuously lower casts by optimizing pro-

global warming and no pollutant emissions) and virtually unlimited availability. duction processes and developing more future-oriented
technologies, and to strengthen our market position.

To take advantage of these market opportunities, we are going to reinforce our That is why we expanded our investments in more tech-

position as one of the industry’s technological leaders. With the development of the nologies with experienced partners in joint ventures in

Q6 mono, the Q6 poly, the Q6L, and the Q8 cells, Q-Cells is one of the industry's the first few months of 2005.

drivers of innovation. With a current figure of 39 of our own scientists and researchers,

various holdings and cooperative ventures with suppliers, customers and machinery We started on the constructicn of a plant with a

construction companies, as well as with leading research institutes, in the field nominal 25-MW capacity with the thin film technology

of research and development, Q-Cells is striving to expand its leading technological company CSG Solar AG.

position amongst the manufacturers of solar cells. Under the terms of the EverQ GmbH joint venture,
the construction of an integrated wafer/cell/module
plant with an annual production capacity of 30 MW
has been started. The string ribbon technology applied
there saves on silican and is more cost efficient than
the technologies applied to date.

Wi

i

With these investments we are purposefully supple-
menting our core business.




Investing for the future: we are investing in the further expansion of our business,
especially in expanding capacity as well as technology, research and development.
To give a push to the onward expansion, we are planning an IPQ.

In the first few months of 2005, Q-Cells succeeded in raising its production and
volume of sales on target. Customer demand once more far exceeds our production
volume in 2005. The first cells in our new Plant IV were produced as early as

April 2005.

Q-Cells is a slim, focused and dynamic organization based on know-how and
skills. With our rapid expansion in production capacity, emphasis on research and
development, both in our core products as well as in additional technologies, and con-
centration on steady improvements to products, as well as cost-cutting and improve-
ments in productivity, Q-Cells significantly reinforced its basis for further growth last
year, and is well-equipped for the future.

We would like to express our gratitude to all our
employees for their high level of commitment, without
which none of these successes would have been possi-
bie. They have not only done an excellent job in coping
with their work but also integrated the high level of
new employees required as a result of our high rate of
growth rapidly and smoothly. At the same time, we
should like to thank our customers and business part-
ners for their excellent close and partner-like coopera-
tion. Special thanks go too to the authorities in
Thalheim, Bitterfeld and Saxony-Anhalt, without whose
flexibility and speed the growth of the last few years
would not have been possible.

Y Y (B et

ANTON MILNER REINER LEMOINE
CEO cT0 o0

THOMAS SCHMIDT

DR. RER. POL. HARTMUT SCHUNING
CFO
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FOR MAXIMUM PERFORMANCE AND INNOVATION

WE WANT TO MAKE A MEANINEFUL CONTRIBUTION TE THE ECONOMIC DEVELDRPMENT
AND TRE (NDUSTRIAL APPUGATION 0F PROTOVOLTAIC ENEREY SOURCES.







WORLDWIDE PROMOTION OF
RENEWABLE ENERGY SOURCES

Worldwide energy consumption to date is to a large

extent being covered by fossil fuels (coal, oil and gas).

Other energy sources include nuclear power, which is
highly controversial in many countries, and so-called
renewable energy sources (solar energy, biomass,
geothermal, hydropower and wind energy). Renewable
energies have experienced considerable growth in
recent years, in particular as a result of politically
motivated government incentives, and it is generally
believed that this growth will continue.

The reasons for the political incentives of renewable
energies are:

il

the finite nature of fossil fuel reserves and the
associated increase in prices expected over the
long term,

i

the efforts by countries that possess few natural
resources to reduce their dependency on imports
of such resources in order to secure their energy
supply,

the impending environmental risks resulting from the use of fossil
fuels for the generation of energy and the resuiting CO,-emissions,
that, due to the “greenhouse effect” are frequently considerad
the cause of imminent climate change, as well as the impending
environmental risks resulting from the operation of nuclear power
plants,

i

the fast increasing demand for energy due to the growing world
population and the anticipated economic growth, in particular in
Asia and the Third Worid,

and the need to develop aliernative sources of energy for these
reasons.

Kyoto Protocol 1997: worldwide growsth in renewable energy
sources Greater awareness with respect to an environmentally
sound energy supply and the emergence of political incentives for
renewable energies for the reasons described above resulted in the
adoption of the 1997 Kyoto Protocol, which has been one of the
main foundations for the worldwide growth of renewable energies
over the past few years. The Kyoto Protocol is an international treaty
of the UN organization United Nations Framework Convention on
Climate Change (UNFCCC) pursuant to which 126 countries have
agreed to reduce greenhouse gas emissions by 2012. Not all coun-
tries that are parties to the protocol (inciuding the United States

of America) have ratified the protocol. One key objective of the treaty
is the reduction of CO, emissions by at least 5% in relation to the

level in 1990. To this end, the countries are, inter alia, expected /—%

{o promote research into and the use of renewable energies.
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Europe: 21% share for renewable energy sources
by 2010 Subsequent to the adoption of the Kyoto
Protocol, the European Union has committed itself to
promote renewable energies. The European Union’s
objective is to increase the share of renewable energy
in the electricity supply from 14% in 2001 to 21%

by 2010. tn addition, the share of renewable energies
in total primary energy consumption in the European
Union is targeted to increase from 6% in 2001 to 12%
in 2010. However, these targets can only be reached

if ail of the Member States implement the European
Union requirements on a timely basis. Based on current
developments, the European Union estimates that the
share of renewable energies in the electricity supply will
increase to 18%-19% until 2010 and that their share
of total primary energy consumption will amount to
between 9% and 10% by that time.

The future supply of energy in our view will take increasing account of solar energy.
We see photovoltaics, the direct conversion of sunlight into electricity as a very prom-
ising technology. Photovoltaics does not reguire any fuel, does not generate any heat
or exhaust, and is almost completely free of maintenance.

STRATEGY

Strategic goal: to make photovoltaics technelogically and economically com-
petitive as guickly as possible Cur prime strategic goal is to make photovoltaics
technologically and economically competitive as quickly as possible, so that it becomes
an important source of energy around the world. We aim to safeguard and expand
Q-Cells AG's position as the largest independent producer of high-quality photovoltaic
cells through growth in production volume and sales. We are striving to achieve a
leading position on costs, in particular through additional cost-cutting measures.

Besides the production of photovoltaic cells using silicon wafer-based cell technology,
our aim is to commercialize more photovoltaic technologies jointly with partners. We
expect that these technologies will grow in importance, especially over the medium to
long term; that is why we have set up the EverQ joint venture and taken a holding in
CSG Solar AG. We are also pursuing other development activities in thin film technology
with the aim of commercializing these technologies. On top of this we are also plan-
ning in future to invest in other selected technologies.

The cornerstones of our strategy: rapid growth and cost-cutting

Rapid Growth By expanding the business, we gim to echisve rates of growth in
preduction velume and sales that are higher than that of market growilh, We want to
echieve this spasd of growth beth in the cone business as well &8 (n the commercial-
@f other technoleges.

Cost-Cutting  In erder o achieve prefitebilily for ihe pheloveliate indusiry in the
fierm, significant cosi-cutiing measures wil) be required. We have slready succesded n
reelizing & substentiel petentiel for cost-eutting In the pest. Additlonal Improvements,
ineluding enes in preducts and the eptimization of production procassing, will be eur
o eentinueusly improve our pesition on costs.
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Q-TECHNOLOGY: THE SOLAR CELL -
THE HEART OF PHOTOVOLTAICS

WIER-PERFORMANCE SOLAR TELLS CONVERT THE
POWER QF SUNLIERT INT0 ELECTRICITY.

is created betwaeen the poles, which in tum leads to &
Hlew of girect current. This direct cumant Is sither used
directly or, with the aid of em AC cenverter, turmned

Inte eltemating cument end then generally added inte
the pub'ie electrielty grid.

key position in the phc&tw . ce
defined perfor ¥ the economi

he highest posill

THE BASIE MATERIAL SILCOMN:
A COSTLY PREDUCTION PROCESS

The mest Impertant cempenent of @ photeveltaie eail

is semicenducter meterials. OFf these semiconduetor
materials, erystalline silicon Is by far the one meost used
in photeveliale cells. The besic materigl of & seler call is
slileon, one of the mest commen chemical elemants in
he sarth’s erust. The sterting meterlal for the pro-
duection precess is quartz sand. Qut of this, high-pusity
sllicen is preduced threugh a multi-step process of
melting end purification to remeve fersign particies.

Thhe liquid silicen is then crystailized into blecks of
silicen. Curing coeling and solldification, erystalline
structures of different sizes are formed. That i why




such silicon blocks (also known as ingots) are called “"polycrystalline” ingots.
Square silicon blocks are cut from a polycrystalline ingot; and, in a further
processing step, are then cut into thin discs, so-called “wafers.”

By means of a special process, monacrystalline blocks (“monocrystalline ingots”)
of silicon can also be extracted from melted silicon. The procedure for producing this

i extremely pure form of silicon is extremely costly: Silicon monocrystals are drawn

| from a purified silicon melt.

THE PRODUGTION PROCESS: FRON THE WARER 10 THE SOLAR CELL

The starting materiel in the of eells ts the silicon
supplied in wefer ferm.

Initial guality control  The raw wefers received by Q-Calls must first undenze
& quality inspection: They are axamined for dimenslons and welght, &s
wall &8 for eny damegs to the edges and surlfaces.

siver
contact frgsr

Pt (o e e
psitive pole T
antceficctive pesitie poie |
lave = V
Siliconn ‘L e e
{witth beven)
sllieen, rn-goped elurinum
(wbitty bael-suriaee conltael

Wet-hench cleaning of the blank wafers Before being
processed further, the raw wafers are processed in

a wet bench to remove sawing residues and fo clean
them. Etching and rinsing takes place automatically,

in succession, in various baths. An alkaline etching bath
strips the wafers of their rough surfaces. The wafers
are then dried in hot air. In the middle of 2004, we
introduced acid texturing, which increases the efficiency
of the treated cells,

Diffusion furnace To enable the generation of elec-
tricity, the solar cell is composed of two layers of silicon
that have different physical characteristics and thus
form what is called a “p-n junction” (positive-negative
junction). To create this junction, a negatively conductive
surface film is deposited on the positively conducting
raw wafers in a diffusion furnace at approximately 800
to 900°C, using phosphorous gas. At these high furnace
temperatures, phosphorus particles diffuse into the
wafers. This leads to doping — the transformation of the
surface of the wafer from a positive-type conductor
into a negative-type conductor.

Coating with silicon nitrite in order to reduce cell
reflectivity and use as much solar incidence as possible,
the cell is coated with a layer of silicon nitrite, which
gives them their characteristic blue color. The hydrogen in
the silicon nitrite also leads to a remarkable enhancement
of the performance of the solar cell.

Placement of contacts To exiract the electric power
out of the cell, contacts are screen-printed onto the cell
using a silver/aluminium paste. This produces the
characteristic lattice pattern on the front surface of the
cell. The back surface also receives two contact strips
made of silver/aluminium paste, along with an additional
layer made of aluminum. The so-called back-surface
field acts like a sort of mirror on the electrodes. The
contents are then sintered at approximately 900°C. At
these high temperatures, the silver paste penetrates
into the silicon, thus creating a reliable electric contact.

R
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HOW ELECTRICITY {S CREATED FROM LIGHT

The two differently doped semiconductor layers of a
solar cell create a positive-negative junction where they
meet. An electric field is generated at this junction
between the layers.

When light falls on the solar cell, free charge carriers (electrons and holes) are formed, To gain a greater output, the individual solar cells are

which are separated by the electric field. This produces a difference in electrical interconnected into modules. The cells thus connected
potential (voltage) between the meta! contacts of the sclar cell. If an external load is are encapsulated through lamination so as to resist
connected, an electric current with a voltage of approximately 0.5 volts can flow. the outside climate conditions, covered with a sheet of
glass on the front and a film on the back, and encased
The power that can be genereted depends in the intensity of the incident solar radiation, in a frame. Photovoltaic modules are the most important
the efficiency of the cells, and the surface area of the cells, i.e. the size of the part of photovoitaic installations. In large photovoltaic
receiving surface. At full solar irradiance (approximately 1,000 watts per square meter), installations, whose output typically exceeds 100 kWp
one solar cell (approximately 15.6 cmx15.6 cm) receives 24.3 W. Such a solar cell and often goes far beyond 1 MWp, a multitude of
can, depending on its quality, deliver an electric output of approximately 3.6 watts. modules is used. In small and medium-sized installa-
This represents an efficiency of 15%. If the sun shines only at one half of its capacity, tions, output of up to 100 kWp is achieved from a

the solar cell’s cutput is also reduced by one halif. correspondingly lower number of modules.



i Cell types: monocrystalline, polycrystailine, and thin-film Depending on the
material, there are three forms: monocrystalline, polycrystalline, and thin-film
solar cells.

£ High-purity semiconductor material is needed for the production of monocrystalline
silicon cells. Monocrystalline blocks are drawn from a silicon meit and subseguently
sawn into thin discs. Monocrystailine ceils generally exhibit higher efficiency ratings
! than their polycrystalline counterparts (currently almost two percentage points),

T : but but incur higher production costs.
| !
J D ! IMONO- AND POLYCRYSTALLINE CELLS ARE DOMINANT
I "l_] Global market shares of technologies in 2004 in %
N

LAST YEAR, ARCUND 80% OF WORLDWEDE
PRODUCTION OF PHOTOVOLTAIC CELLS
WAS BASED ON THE PHOTOVOLTAIC CELL
TECHNGOLOGY BASED OM MOND- AND
POLYCRYSTALLINE SILICON WAFERS.

=—= Polycrystaliine Source: Photon International, March 2005
=== Monocrystailine

wem CIS (thin-film)

=—— Amorphous silicon (thin-film)

—= CdTe (thin-film)

e Ribbon-Sheet

1

The preduction of pelyerstalline eslls is mere economical. This involves pourng
molten sllicon into blecks, which ars subseguently sewn into dises. As the
solidiftes, erystalling structures of different sizes are formed, with defecls eccuring
&t the surface. These erystalling defects resul in reduced efficiency when com-
pared with meneerystalline selar eells.

In tin-Kim ealls, enly @ thin film of the metere) is depesited on the esll. This
fihe complex, energy-intensive, and expensive steps invelved in the production of
erystals end the sawing inte dises, &s is necassary for erysialling seler cells. Thus
thin-fiim selar eells ane less costly to producs: they de, howaver, ganerally heve
low efficiencies.

1}
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RESEARCH AND DEVELOPMENT

Our research and development activity is based on
four pillars:

1. A highly-qualified research and development team

We believe that we have one of the leading research and
development teams in the photovoltaics sector. As of
June 30, 2005, the team consisted of 39 scientists and
researchers.

2. Cooperation agreements with research pariners Our
own research and development expertise is supplemented
through joint projects and close cooperation with uni-
versities as well as with public and private institutions
and research and technology companies. Some of these
also involve industry-wide initiatives.

The research partners include the Hahn-Meitner Insti-
tute in Freiburg, the Energy Research Centre of the
Netherlands, the Fraunhofer Institute, the Institute for
Solar Research of Hameln (“IFSH"), the University of
Kenstanz and Forschungszentrum Jilich GmbH. The
current research projects comprise, among others, effi-
ciency improvements, ultra-high-efficiency cells, thin-
film processes, innovative partial processes in the field
of polycrystalline production, as well as innovative pro-
cesses for contact placement.

MANAGEMENT REPORT

FINANCIAL STATEMENTS
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3. Sirztegic cozzeralion wilh suztists, cuslamers, end englnesring comzeniss In addi-

tion to the above, we are pursuing strategic cooperation efforts with suppliers, customers,
and equipment manufacturers in arder to improve products and production processes.
This cooperation involves, in particular, the fields of application technology (modules),
wafers, pastes, and process equipment. The supreme objective is to optimize products
and production processes {in particular with respect to achieving higher efficiency
ratings) and to achieve the cost reductions associated with such efficiency improve-
ments.

4, Jsiztvertures and invesimexnts in cilar lechnoicgizs  Through our involvement in the
joint venture EverQ and our investment in CSG Solar AG, we believe that we are well
positioned regarding further promising additional technologies.




Our research priorities: the optimization of wafers,
cells, and modules Our research and development
activities are subdivided according to the photovoltaic
value chain into the wafer, the cell, and the moduie:

The wafer: optimization of the starting material Here
we cooperate closely with our suppliers to optimize
the wafer material. The current focus is to improve

crystallization in polycrystalline wafers and to further

RESEARCH AND DEVELOPMENT WORK AT
Q-CELLS ENCOMPASSES ALL THE STEPS CF
SOLAR-CELL PRODUCTION — FROM THE STARTING
MATERIAL, THE SILICON WAFER, ALL THE WAY
TO OUR CUSTOMERS' APPLICATIONS.

reduce the wafer thickness and make improvements
to the sawing process. The quality and condition of the
wafer material is an important factor for cell quality.

The cell: improvement of efficiency ratings Here we
are working on the optimization of production processes
and of the cells themselves. The current focus here

is on methods for the treatment of the cell surface in
order to improve efficiencies (texturing), methods

for increasing efficiencies by reducing current loss at

the call surfece and the eptimization of the layer resistance the imprevement of
eleclrode concepts and fror very thin celis. This includes alse e technelogieal
menitering of the preductien line o eptimize the preduction Process.

Furtiher we are working on preduct inncvations, 8.8., the development of new contact
placement types and the development of meneerystalline ulira-high-efficiency eslls.
In the ares of contect plecement, we are cumently running ir'els on the back-esntact
cell. In the conventiens) methed, & lettice of contects is screen-printed ente the
slde af the cell. This leads to 2 reduction In the solar radigtion ebsorbed by the
voltaie cell (shadewing). [n the beck-contact cell, @ new process In wiich eleeirical
coniaets are placed exclusively on the back af the call warks to reduce ihe shadowing
effiect. Exclusively placing the contacts en the beck aiso maies it easier fer our
custemers fo further process our products when menufecturing medutes. The back-
contact cell might realisticly be launched &t the earliest In 2008,

e medule: develapmnen in coeperaiion with our crsiomers In close cosperation with
our customers, we are working on the eptimization of applications, as well as on ihe
development of solutiens for customers. Seme of our proguct innovallons, such &s
thinner cells end beck-contact eells, are alise being developed jeintly with our suppliers
&ng customers.
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In product development, we benefit from the close, partner-like cooperation we have
with our suppliers, customers, and equipment manufacturers. One of our important

innovations is the development of new cell formats and concepts. The greater the
surface of a cell, the higher the output (at constant efficiency).

Accordingly, we introduced the following larger cel! formats in quick succession:
Q6 (150x150mm, introduction: Q2 2002),
Q6L (156x 156mm, introduction: Q2 2004),
Q8 (210x210mm, introduction: Q2 2005).

{11 111 11

In the fourth quarter of 2003, our monocrystalline
cells (@6 format) were introduced to the market,

followed by the Q6L-format monocrystalline cell in

the third quarter of 2004. Monocrystalline cells

are generally more efficient than polycrystalline cells
(a little less than two percentage points at present)
but require higher production costs.

Dfficial market Performance Format 2003 revenue Umsatz 2004
Product type Cell type introduction per cell in Wp in mm in € '000 in € '000
Polycrystalline
Qs Q3 2001* 2.4 125x125 7,030.0 1,656.9 ‘
Q6 Q2 2002 3.3 150x150 41,460.2 56,392.2
Q6L Q2 2004 3.7 156x156 0 53,759.1
Q8 Q2 2005 6.4 210x210 0 62.3
Monocrystalline :
Q6M Q4 2003 3.6 150x150 262.1 9,816.7
Q6ML Q3 2004 3.9 '

156x156 0 7,009.8

Lo e

*Mass production of Q5 cells ended on schedule in 2003; remaining inventory was sold in the beginning of 2004,

e e oy
1
%

NEW STANDARDS.

Q-CELLS’ Q6L SOLAR CELL IS
THE LEADING PRODUCT THAT SETS

The Q6L solar cell is recognized today as the leading product that sets new standards.
All of Q-Cells' customers base their product offerings on Q6 and on the further devel-
opment of Q6L ~ by far the most selling cell type in the first half of 2005 — and make
use of the benefits of this technical development. We expect the Q6L format to retain
its dominant position in the coming years. The Q8 format is also expected to record a
significant and rising share of revenues already in the coming years.

Q-Cells has a well-established product and corporate brand, which in our opinion
stands for superior quality and reliability.
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Q-EMPLOYEES

MO BUSINESS CAN BE SUCCESSFUL "WITRT.. " JIEHLY

SULTURE

OUR EMPLOYEES ARE IN JOINT PURSUIT OF ONE GOAL:
TO FURTHER THE DEVELOPMENT OF PHOTVOLTAICS TECHNOLOGICALLY
AND ECONOMICALLY AS QUICKLY AS POSSIBLE.

Suceus




A UNIQUE CORPORATE CULTURE

Almost all visitors notice one thing right at the outset: At Q-Cells everyone — from the CEQ to the
receptionist — dispenses with formality. This uncomplicated, personal interaction among employees
is a distinguishing characteristic of the unique corporate culture at Q-Cells. New ideas and
inspiration are continiously provided by existing flat hierarchies and the multi-cultural melting

T0 FURVHER ENCANGE THE GUALIFIGATIONS
OF QUR EMPLEVEES, WE ARE CURRENVLY BUILDING
THE ACADENYA

pot of highly qualified employees from
many parts of the world, all fully committed
to the idea of phatovoltaics.

The second unique characteristic at Q-Cells is
our location at Thalheim, in the regicnal district
of Bitterfeld. This at first elicits surprise in
many Germans, since Bitterfeld was, after all,
the former East Germany's most infamous of
all chemical wastelands. However anyone who
comes here also quickly learns to appreciate
the attractions of this region. In addition with-
out that proximity to Bitterfeld, the growth
story of Q-Cells AG could neaver have happened
in the first place. This traditional industrial
location provides us the necessary number of
experienced and highly motivated employees
used to shift work in a 360-day operation.
Our employee count doubled from 207 to 484
just in the past year. Beyond the production
department, most of the employees (39) work
as scientists and engineers in the research
and development department. Furthermore,
around 16 engineers and other highly qualified
employees work in production and process
optimization.

We also take great care to provide for the
training and continuing education of our employ-
ees. To maintain and further enhance the high
qualification levels of our employees, we are
currently establishing an internal employee-
development and training system (the “Q-Cells
Academy”). The goal is to enhance the system
to one of the best continuing-education systems
in the photovoltaics sector. It is planned to offer
systematic training and continuing education

in the fields of newest technology trends (R&D
support), business management, leadership,
and basic qualifications.

And of course our compensation system is as
flexible as we are: a large portion of pay is
performance related. We have also established
stock-option plans for all our employees.
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MATTH'AS RAETZ Head of Supply-Chain Management
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1R PAUL GRUNOW co-founder and Head of Product Management




24 ] 25 BOARD OF DIRECTORS  GOMPANY Dﬂ&m&x@@mm ﬁz@@@mﬂ FINANCIAL STATEMENTS  AUDITORS’ REPORT OTHER INFORMATION

pase 25 OVERALL ECONOMY AND INDUSTRY
pace 27 UHE ECONOMIC SITUATION OF @=CELLS AB
pace 43 RIS REPORT  pase 48 OUTLOOK

WORLDWIDE SOLAR
TECHNOLOGY REVENUES GREW
BY 60% IN 2004. Q-CELLS HAS
FAR OUTPACED THIS GLOBAL
GROWTH, WITH REVENUES

UP 164%.




OVERALL ECONOMY AND INDUSTRY

Significant world economic growth — high
energy prices — solar sector grows worldwide
by around 60%

The world economy continued to grow significantly in
2004. The industrial countries showed consistently clear
growth rates. Gross domestic product (GDP) in the USA
increased by 4.4% and in Japan by 2.6%. The Eurozone
(Belgium, Germany, Greece, Spain, France, Ireland,
Italy, Luxembourg, Netherlands, Austria, Portugal and
Finland) on the other hand, clearly lagged behind with
growth of 2.1%. Particularly strong growth was seen in
the developing and emerging countries which, with their
increasing demand, caused higher prices on the raw
materials markets. The sharp increase in the oil price
as a result of this slowed worldwide economic growth in
the second half of 2004,

Although economic growth of the first two quarters

did not continue in the second half of the year, the
German gross domestic product grew in real terms by
1.6% in 2004 compared with 2003, however adjusted
for the calendar year this only represented an increase
of 1.0%. This growth was supported again by strong
exports, whereby domestic consumer demand was
burdened by reform discussions and high energy prices.

Worldwide sector revenues from solar technology grew over-proportionally by around
60% to more than € 6 billion. Overall, worldwide photovoltaic production of solar
cells increased by more than 60% to 1.2 (0.75) gigawatt according to the technical
journal Photon. In addition to the main growth market of Germany, Japan — the market
with the largest installed solar electricity capacity in the world - and also countries
like Spain, the USA and the Asian region showed strong growth. The prevailing solar
technologies continued to be the polycrystalline and monocrystalline technology

which together still accounted for approximately 90% of the world market volume.

The growing interest in solar energy is being supported by the high prices for conven-
tional energy. The globally strong demand for crude oil resulted in the price per barrel
(159 liters) of Brent North Sea oil climbing to over 50 US Dollars. Heating oil prices
in Germany increased by more than 30%. After significant price increases by the
electricity providers even electricity prices reached new record levels.

In Germany the year 2004 was characterized by the amendment of the EEG (“Erneuer-
bare Energien Gesetz” — “Renewable Energies Act"), which has led to increased
incentives to photovoltaic end consumers in Germany. The EEG provides for long-term
minimum feed-in tariffs for the feeding of photovoltaic electricity into the public elec-
tricity network. This law has substantially strengthened demand in Germany.
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In Germany the market for photovoltaics in 2004 more than doubled according to conservative estimates by the
Association of Solar Economy Enterprises (“Unternehmensvereinigung Solarwirtschaft” — UVS) to approximately
340 (2003: 157) Megawatt peak (MWp). Domestic solar module production climbed in 2004 by over 170%

to approximately 210 MWp according to the technical journal Photon. The production of solar cells increased by
90% to 190 MWp, the production of wafers was at around 200 MWp.

Revenues in the German solar sector climbed according to BMU (Federal Department for the Environment) in
2004 by 60% to over € 2 billion; in 2002 they were at € 840 million and in 2003 at around € 1.3 billion.
In the past year alone 5,000 new jobs were created. Currently, according to the BMU around 30,000 people
work in the solar industry.

The international solar market structures itself in six elements along the value chain (see page 38/39). Within
the market there is a clear distinction between specialists who concentrate on one stage of the value chain, and
integrated suppliers who cover several stages.

THE PHOTOVOLTAICS SUPPLY CHAIN

$'l'eon/
Rarw materiel

Q-Cells AG has consciously positioned itself as a specialist in a key position within
the solar value chain. The solar cells, their efficiency and their production costs
determine the efficiency of the whole solar module and, therefore, the end product
in the chain.




According to the technical journal Photon the solar
cell producers market was dominated by Sharp in 2004
with production of 324 MWp. Following Sharp with

a large gap are Kyocera (105 MWp) and BP Solar

(85 MWp) in 2™ and 34 places. With its production
of 75.9 MWp Q-Cells AG was in 5 place.

increasing environmental awareness, international
agreements such as the Kyoto Protocol, the EU
Directive on long-term support of renewable energies,
the EEG (“Erneubare Energien Gesetz” — “Renewable
Energies Act”) in Germany, as well as new laws and
legislative initiatives in many countries of the world,
will probably continue to increase the demand for
renewable energies both medium and long-term in
the company’s view. In our opinion photovoltaics has
the greatest long-term potential of all renewable
energy sources. It is available everywhere and through
imminent constant technological development it is
becoming easier, more efficient and cheaper to use.

THE ECONOMIC SITUATION OF Q-CELLS AG

The positioning of Q-Cells AG: High quality with rapid expansion of
production capacities

Q-Cells AG has established itself in the photovoltaic sunrise and growth market as a
profitable and fast-growing company. The company, established in 1999, is, after five
years, already the European market leader among manufacturers of solar cells. Q-Cells
AG is specialized and focused on the development, manufacture and marketing of
high-quality solar cells. The company is the largest group-independent manufacturer
of cells worldwide and is among the leading companies with regard to technology. With
the Q6L cell Q-Cells AG manufactures one of the most efficient cells in Europe in the
area of standardized cells. The even more efficient successor Q8 will be introduced

to the market in 2005. As a strongly innovative company Q-Celis AG systematically
participates in the commercialization of further sunrise technologies (thin-film and
string ribbon). With the rapid expansion of production capacities, concentration on
product innovations and constant cost reductions, its share of the giobal market is to
be increased further over the next few years.




28 | 29 BOARD OF DIRECTORS  COMPANY

MANAGEMENT REPORT

FINANCIAL STATEMENTS

The following comments on revenues, results of operations, net assets and financial

position relate to the annual HGB financial statements.

Revenues: Fast growth — world market share increased to 6%

In the financial

year 2004 Q-Cells AG was able to continue, almost unrestrained, its fast growth in
the photovoltaic sunrise market. Revenue volume grew by 163.7% to € 128.7 million
(2003: € 48.8 million). Thus, Q-Cells AG was again positioned clearly above world
market growth for cell production, which increased by over 60%, and was able to
continue expansion of its market position. Its share of the world market grew from

about 4% 10 6%.

The export share by customer location amounts to 25.8% (2003: 30.1%, for better
comparability also by customer location and after elimination of revenues from trading)

and is planned to increase over the coming years.,

Product Type of cell Revenues 2004  Revenues 2003 Change
in € '000 in €°'000 in € '000

Polycrystalline Q5 (125x125 mm) 1,656.9 7,030.0 -5,373.1
Q6 (150x150 mm) 56,392.2 41,460.2 14,932.0

Q6L (156x156 mm) 53,759.1 0.0 53,759.1

Q8 (21Cx210 mm) 62.3 0.0 62.3

Monocrystalline Q6M (150x150 mm) 9.816.7 262.1 9,554.6
Q6ML (156x156 mm) 7,009.8 0.0 7,009.8

128,697.0 48,752.3 79,944.7

AUDITGRS’ REPORT OTHER INFORMATION

Q-Cells AG's order volume remained unchanged at a
high level. Production capacity was at full level for the
whole year 2004 since demand significantly exceeded
the larger capacities compared to 2003. In order to
secure their own supplies our customers often desire
long-term supply contracts, some with terms running
until 2010.

Revenues from cells with the format 150x150 mm
(Q6) were highest at € 56,392.2 thousand
(€41,460.2 thousand). The new 156x156mm (Q6L)
cells sold very well in the market already generating
revenues of € 53,759.1 thousand (€ 0.0 thousand) in
the first year. The monocrystalline cells are character-
ized by higher efficiency. Production of the Q5 cell
was phased out as planned in 2003: revenues only
include the remaining inver)tories sold at the begin-
ning of 2004.

The individual products and cell tyoes were allocated
to revenues from trading (€ 1,678.1 thousand, 2003:
€ 2,775.5 thousand) and other revenues and income
deductions (€ 802.3 thousand, 2003: € -503.0 thou-
sand), the prior year amounts were adjusted accordingly
to enable better comparability.




Q-Cells AG maintains various business relationships with the companies of the REC
Group, including ScanWafer, our most important wafer supplier. As part of the business
relationships with the REC Group the cell manufacturer ScanCell, also belonging to the
REC Group, delivered its entire production of photovoltaic celis to Q-Cells AG in 2003
and up to the beginning of 2004. The cells delivered were subject to certain quality
control tests and sorted by efficiency and gquality criteria. The photovoltaic cells were
labeled with the Q-Cells logo and sold to Q-Cells AG customers.

Q-Cells acted as distributor in 2003 and until early 2004 on the basis of verbal agree-
ments and other documentation because it was bearing price, holding and distribution
risks (revenues 2004: € 1.4 million; 2003: € 2.8 million).

Due to this change in business arrangements in early 2004, Q-Cells marketed the
cells on behalf of ScanCell as commission agent starting in February 2004. Due to
the economic substance of the commission transactions, revenue recognized consists
of the commissions received from ScanCell of € 0.3 million.

Income: Stable margin — EBIT and result before taxes increased overpropor-
tionally The strong company growth (+163.7% in revenues) has had a positive
effect on results. With a stable gross profit EBIT (before expenses from partial profit
transfer agreements) and results before taxes increased over-proportionally.

Through the extension of production capacities, optimization of the production process
and innovations in the product area significant cost-reducing effects were achieved in
2004. The personnel expense per Wp declined by 19.1%, the relationship of other
operating expenses to revenues fell by 0.7 percentage points. Accounting for all oper-
ating expenses an overall reduction in expenses in relation to total output of 5.4 per-
centage points was achieved in 2004.

REVENUE DEVELOPMENT IN € MILLION

IINITH0RE

+163.7%

2004

EBIT DEVELOPMENT IN € MILLION

18.8

=
=
R ==
e =—
e —
=== =
== =
+268.6% 2003 2004

NET INCOME FOR THE YEAR BEFORE TAX IN € MILLION

|

TR ARUAT R0

+316.7%
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Thus, it was also possible for Q-Cells AG to pass on
some of the cost reductions to customers in the form of
lower prices. Q-Cells AG was able to reduce its prices
on average in 2004 by more than the amount pre-
scribed by the EEG in Germany (assistance is reduced
annually by 5.0%, and by 6.5% for stand-alone systems
from January 1, 2006).

SHAREHOLDERS' EQUITY IN € MILLION .
income before tax increased by 316.7% to € 17.5 mil- .

lion (2003: € 4.2 million). Income after tax in 2003 is e

69.6

characterized by a lower proportionate tax expense due e
to the offsetting of start-up losses from the previous e E —
years. Overall, income after tax increased to € 11.9 mil-
lion (2003 € 4.1 million). 35.8 =
In 2004, Q-Cells AG aligned the HGB accounting for 19.5 e =
fungible fixed assets and investment subsidies to 117 ===
comply with international accounting standards. Thus, ==
for all the capital expenditure in line 1, the depreciation Balance sheet Economic  Balance sheet Economic
period for technical equipment and machinery was equity equity equity equity

2003 2003 2004 2004

shortened from 10 to 6.7 years and, at the same time,
Q-Cells AG converted from the reducing balance to the
straight-line depreciation method. Investment grants for
fixed assets and, from 2004 also investment subsidies
for fixed assets, are recorded as deferred investment
grants and subsidies in the balance sheet. The deferred
investment grants and subsidies are released on a
straight-line basis over the useful lives of the related
assets. Net assets: New production capacities increase fixed assets
Total assets of Q-Cells AG increased to € 105.7 million (December 31, 2003:
€ 47.2 million). This resulted on the one hand from the increase in fixed assets
due to the investment in the further expansion of production capacities as well
as the resulting receivable from investment grants and subsidies disclosed under
current assets. On the other hand, current assets include higher trade accounts
receivable resulting from the increase in revenues of € 79.9 million.
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Shareholders' equity and liabilities rose due to an
increase of € 24.1 million in shareholders' equity.

The equity base was strengthened again. As part of
capital increases in the past year, the company received
€ 10.5 million. Additionally, profit participating rights
capital for € 15.0 million with a term of seven years
was taken up. In order to further strengthen equity and
to finance future growth, the appropriation of income
proposal by the supervisory board and executive board
is that retained earnings are carried forward in full.

With equity of € 35.8 million at December 31, 2004,
the equity ratio amounts to 33.9%. Including items
similar to equity {tax-free element of deferred investment
grants and subsidies, silent partners' interests and
profit participation rights capital) the economic equity
ratio amounts to 65.9%.

Despite the increase in revenues, inventories almost

remained at the prior year level due to the strong
demand for our products.
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Financial position: Strong operating cash flow Due to the cash flow from
operations amounting to € 6.1 million and cash flow from financing activities of
€ 24.0 million, the capital expenditure on fixed assets (excluding leasing Line 2a) of
€ 37.7 million for expanding preduction capacity was financed without problems.

At December 31, 2004, unused current account credit lines amounted to
€ 14.4 million.

The liguidity of the company was guaranteed at all times. There were no material
bad debts and there is no knowledge of doubtful debts.

Capital expenditure and preduction: Significant expansion of production capacities In order

to satisfy the steady high demand, Q-Cells AG continued to expand its production capacities. In total
€ 37.7 million was invested. This represents 29.3% of revenues and more than three times the

net income for 2004.

Production output was increased in 2004 by 174.0% to 75.9 MWp (27.7 MWp). The newly estab-
lished capacities in 2003 were used for the first time over the whole year; additionally further
production lines started initial operation. During the year 2004 we completely converted production
of the mono- and polycrystalline solar cells to the larger format 156x156 mm. Furthermore, the

first Q8 cells with an even larger format were produced as a test series. In order to reduce the silicon
consumption per Wp and, thus, to achieve further cost savings, the cell strength was reduced by
approximately 10% to between 270 and 280 pm in the middle of 2004.

The number of production lines was extended from two to five in 2004. Two of the technologically
further developed new lines can produce both Q6L and Q8 cells.




The following table shows the development of the production capacities:

Capacities 2004 2003
Annual nominal capacity at the end of the period (in MWp) D 170 63
Annual production capacity at the end of the period (in MWp)?2 136 50
Average production capacity during the period (in MWp)3 86 32

1 Annual nominal capacity at the end of the period describes theoretical potential capacity volume at the end of the period based on the
assumption that no (unavcidable) production interruptions occur as a result of servicing and maintenance, cleaning, the replacing of filters and
pastes as well as material-related cell breakage. The calculation is also based on: 350 working days of 24-hour operation, the production of
formats 125x125 mm (2002 up to and including May 2003) 150x 150 mm (June 2003 to the end of 2003) and 156x 156 mm (since the
beginning of 2004) as well as certain other internal process- and production-specific assumptions. Theoretical nominal capacity is a unit of
measure and is never attained.

2) |n order to compute production capacity, 20% is deducted from nominal capacity for unavoidable production interruptions occurring as a result
of servicing and maintenance, cleaning, the replacing of filters and pastes as welt as material-related cell breakage. Production capacity is
computed on the basis of past experience and estimates. The figures are therefore only approximate figures.

3) Average production capacity during the relevant period takes capacity expansion during the year into account. The production capacity for
individual months is determined, aggregated and then the average is computed. Unavoidable production interruptions occurring as a result of
servicing and maintenance, cleaning, the replacing of filters and pastes as well as material-related cell breakage are calculated to amount to
20% of the respective nominal capacity. During the ramp-up phase (start-up phase) of new production lines (generally three months) the
calculation of nominal and production capacity is based on the actual output.

The next large investment project, the 4th plant with @ nominal capacity of some 180 MWp,
started in September 2004. We are planning to sharply increase our nominal capacity by the end
of 2006 to some 350 MWp. Of the planned capital expenditure of almost € 50 million, € 18.6
million had aiready been invested in 2004. The production technology implemented is oriented
towards our newest cell generation and includes numerous technological improvements. The first
cells were produced from the new plant in March 2005, one month earlier than originally planned,
and they achieved high efficiency.

Production: Constant optimization of production processes Q-Cells AG manufactures Q-Cells AG's objective is “Manufacturing excellence”:
with the newest production technology and, therefore, belongs to one of the cost Q-Cells AG manages its processes using the ratios
leaders amongst manufacturers of solar cells with its high product quality. With the

development of the Q6 mono, the Q6 poly, the Q6L mono and the Q8 cell Q-Cells AG Efficiency

is one of the innovation drivers in the industry. The company aims to continue to be Quality (share of A-cells)

one of the quality leaders in the industry worldwide. Throughput

Breakage rate
Material usage ratio
Safety for employees

111 1
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Q-Cells AG is constantly optimizing existing processes, is always searching for better solutions and, after intense application testing,
regularly implements new processes. Q-Cells AG’s objective is to optimize processes as far as possible and to structure them to work
at various scales. With every new plant we extend our production capacities and, at the same time, achieve economies of scale.

By constant innovations in the processes and in technology we have managed to increase the average performance in Wp per cell
from 2.3 Wp (Q5) to 6.4 Wp (Q8) since 2001. At the same time, Q-Cells AG has reduced the related production costs per Wo with
each new cell generation. Thus, Q-Cells AG has managed to reduce manufacturing costs per Wp by about 40% since 2002.

Q-Cells AG's production operates all year round the clock in a four-shift operation. The production technology platform develcped by
us guarantees an integrated, highly-automated production process.

in Q-Cells AG’s opinion the production technology represents a permanent competitive advantage, in particular with regard to efficiency
and quality. The “best practicas” implemented, together with the program, have led to regular improvements for consistent productivity
gains; further cost savings have been systematically identified and actively implemented by our 16 engineers in process optimization
(production).

Q-Cells AG was also able to make further progress in the product quality area. Here we have
increased the efficiency of our cells even more. Additionally, Q-Cells AG has continued to
optimize work safety. Q-Cells AG began optimizing the personnel used on the individual
lines in the first quarter. In the second quarter Q-Cells AG introduced the automatic quality
control without subsequent manual sorting. In Q-Cells AG’s quality supervision each cell is
measured individually and investigated for fracture damage, cracks and broken edges. We are
expecting to receive the DIN ISO 9000: 2000 certificate shortly and have started with the
AMS certification.

“Institutional Skill Building" has substantial significance for us in the continued improve-
ment of internal quality. Q-Cells AG believes in comprehensive, team-based processes and
constant expansion and development of the organization. Our employees are trained regularly
and are qualified further on a systematic basis. An efficient IT function supports all pro-
duction processes.




Research and development: Q-8 cell goes into serial production in 2005 The
objective of Q-Cells AG is to continue to develop photovoltaic technology quickly and
cheaply so that solar electricity can develop long-term into a competitive source of
energy. Therefore, Q-Cells AG invests heavily in the area of research and development
as well as in product innovation. In 2004 Q-Cells AG strongly expanded its research
and development capacities for its core technologies (poly- and monocrystalline cells)
and for new technologies. Q-Cells AG now has access to a team of 39 highly-qualified
specialists in research and development and other highly-qualified employees in
production and process optimization.

ICELL DEVELOPMENT

Polycrystalline Ceils Monocrystalline Cells Polycrystalline Cells g
- a5; e —————M————aeMl—— Q6L as 08-Back=Contact——
- (125x125mm)—(150x150:mm)=—(150 x150:mm)— (158 x156-mm): =(156x156-mm) (210x210-mm) (210x210:mm)——

HIHTTH




BORD OF MANAGEMENT  COMPANY | MAWABINGNT REPGRT | FINANCIAL STATEMENTS  AUDITORS' REPORT  OTHER INFORMATION

The well-developed internal technological and research competence is ensured by
Q-Cells AG through joint projects and a close cooperation with leading universities
and institutes.

Additionally, Q-Cells AG involves strategic partners from downstream and upstream
stages in the value chain in optimizing the production processes and products.

In the areas of applications technology {(modules), wafers, pastes and process
machines we worked intensively together on joint projects with strategic partners
from suppliers and customers on improving the combined effects of the products
and on optimizing the supply chain.

Our technological focus is clearly defined in the core product area (poly- and
monocrystalline cells):

In the next few years Q-Cells AG will concentrate on further cost reductions and improving efficiency as well as
taking the next step in reducing cell thickness.

The product range offered will continue to be developed further in the direction of higher efficiency,
higher performance and larger formats. In 2002 Q-Cells AG set a new standard in Europe with the Q6 cell.




The introduction of the product family “monocrystalline
cells” was also very successful already contributing
13.1% of revenue in the financial year 2004. Further-
more, we expanded our product portfolio in 2004 with
the new Q8 cell. Market introduction is planned for
2005.

Development of new technologies: Joint venture compa-
nies with experienced partners - plant construction
already started in Thalheim The modern key technology
- silicon ingot/wafer-based poly- and monocrystalline
cell technology ~ will, according to our estimates, be
the leading technology for the next ten to fifteen years.
However, at the same time new technological develop-
ments based on today’s technology or also on a
completely new basis are becoming more and more
significant parallel to and complementing this. Some
of these technologies are already so far developed that
they can be used commercially in the next few years.
Q-Cells AG observes these developments very carefully
and targets investments in promising new technologies.

Thus, Q-Cells AG has also positioned itself in the sunrise technologies of our industry.
In order to accelerate the development and to objectively collect know-how, Q-Cells
AG is striving to form joint research and development with experienced partners. With
regard to thin-film technology we have invested in a company, with regard to string
ribbon technology we have formed a joint venture.

Thin-film technology (CSG - crystalline silicon on glass) The CSG thin-film process
has been developed over the last ten years by the Australian firm Pacific Solar Pty
Limited. CSG thin-film photovoltaic technology combines the advantages of estab-
lished silicon technology (low product risks) with the advantages of thin-film technology.
This technology uses less than 1% of the silicon for a conventional module per Wp.
Q-Cells AG initially purchased 21.19% of the shares in CSG Solar AG, Thalheim in
2004 for € 1 million. This company has taken on the exclusive license for CSG tech-
nology over the past year and is currently commercializing this technology on the basis
of the positive development results until now. Two production lines with a nominal
capacity of 25 MWp will be built in the first plant. Construction of the first production
line at an investment sum of approximately € 35 million has already begun in
Thalheim. The first products are due to be dispatched in the first half of 2006.

String ribbon technoiogy (Ever@) The strong reduction in silicon use and thus produc-
tion cost forms the focus of the second sunrise technology.
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At the start of 2005 Q-Cells AG founded a joint venture
together with the US American company Evergreen Solar,

Inc. Q-Cells AG has initially purchased an investment
of 24.9% in the new company EverQ GmbH, Thalheim
for € 3.0 million and holds an option to purchase a
further 24.1%. The objective of the joint venture is to
manufacture and market wafers, cells and modules
based on string ribbon technclogy. The technology has
been developed over the last ten years by Evergreen
Solar which currently operates a 15 MWp facility in
Marlboro, USA based on this technology. A plant with
an annual production capacity of 30 MWp is to be
built in Thalheim for € 61.3 millicn, the production in
which would start in the second gquarter of 2006.

Purchasing: Wafer purchases for 2005 contractually secured — temporary
shortage in worldwide silicon production possible until 20087 The fast growth
of the photovoltaic sector in 2004 has led to temporary shortages in the supply of
silicon. The silicon price climbed steeply in 2004 and led to increased material costs
which were offset by cost-reducing effects in 2004 and by price increases at the
beginning of the year 2005,

For 2005 Q-Cells AG has contractually secured the purchase of wafers for production
of more than 150 MWp. For the years 2006 through 2010 Q-Cells AG has already now
partially concluded long-term contracts with strategic partners which will cover part of
our future growth in ongoing demand.

Q-Cells AG generally follows a long-term contract policy and “win-win” partnerships
with suppliers and custemers. This company philosophy will not only help us in our
purchasing in future but also with the fast joint development and implementation of
innovations.




In order to ensure continued provision of raw materials, consumables and supplies
Q-Cells AG has increased personnel in its area of supply chain management. Our

materials purchasing activities now cover all previous activities of the supply chain.
Through this we were able to successfully widen the purchasing and supplier bases.

Overall, Q-Cells AG is expecting temporary shortages in the availability of silicon
from 2005 to 2007 which will, however, probably not endanger our growth targets.
Potential shortages will, in our estimation, reverse from the middle of 2007,

Sales volumes: Long-term contracts and strategic co-operations provide for “Win-win situations” Q-Celis AG is
aiming to secure the sales volumes of its production fong-term through contracts with a wide range of customers. There
are long-term sales contracts, some of which have terms through 2010. This medium and long-term delivery coverage
gives us enough planning security for further expansion of our capacities.

Q-Cells AG deliberately chooses supplier relationships with suppliers who not only have a good credit-rating but also,
above all, have high growth potential, particularly in international markets.

In its sales market Q-Cells AG profits from its position as an independent producer of solar cells.
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As an independent specialist we offer our customers a wide and high performance product portfolio
which stretches from the Q6 cell in the mono- or polycrystalline versions through to the newly developed
Q8 cell. Through our strong position in the technological development we guarantee our customers that
they will always be supplied with leading technology.

In order to secure our strong technological position we have formed strategic partner-
ships with our main customers. In addition to joint research and development, joint
projects include, above all, close cooperation within product strategy, in practical
questions such as formats or reductions in transport damages and in purchasing. Since
we work jointly optimizing the practical performance of the celis implemented in a
module, Q-Cells AG not only supports the quality of the end products containing its
cells but also increases customer satisfaction.

Together with our existing and also new customers, Q-Cells AG would like to achieve
the strengthening of the internationalization of our sales. Cur export percentage is
expected to climb significantly in 2005. In order to gain more presence in the growth
market of Asia we have already established a sales office in Shanghai during the past
year. This representation will be supplemented by an agency in Hong Kong within the
next 18 months.




The sales strategy of Q-Cells AG will be supplemented
by targeted business-to-business marketing. The
company has established Q-Cells AG as a brand name
for a producer of high performance cells. In the external
communication “Q" stands for quality; that is high
performance cells with brand quality and high customer
value added. Contrary to most other companies Q-Cells
AG concentrates completely on cell production - a
decisive differentiation characteristic.

Q-Cells AG aims for long-term relationships with cus-
tomers. Our aim is to win over the future “winners”, i.e.
the companies with the highest growth potential, as
core customers. Co-operation goes further than a pure
supplier relationship and is supported by technological,
commercial and growth-based partnerships. Overall,
Q-Cells AG has made provision for a “Win-win" situa-
tion on both counts.

Personnel: Numerous new jobs created - formation of @-Cells AG Academy With
the persistently high growth of our production we have also created numerous new
jobs. The number of employees more than doubled in the past year. Q-Cells AG
employed a total of 484 employees at the end of 2004 (end 2003: 207). In addition
to the production area most employees work as scientists or engineers in the area of
research and development. Furthermore we employ 16 engineers and other highly-
qualified employees in the area of production and process optimization. The number
of trainees at the end of 2004 amounted to 18 {end 2003: 9).

In order to ensure and increase the high level of qualification of our employees Q-Cells
AG is currently setting up an internal personnel development and education system
(“Q-Cells AG Academy”). Systematic training and education in the areas of basic qualifi-
cations, personne! management and growth management are planned.
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RISK REPORT

The existence and positive further development of Q-Cells AG are supported
by our clear strategic direction, the risk management system and the safe-
guarding measures objectively selected as well as long-term market potential.

Rislt management system Q-Cells AG does not see risk management exclusively as
risk minimization but also sees the opportunities inherent in it. Therefore Q-Cells AG
deals with the risks positively, takes them on actively and derives opportunities from
them. Our risk management system is, thus, not only an important instrument for
safeguarding but also for achieving our company objectives.

The risk management system of Q-Cells AG serves to identify, control and manage
risks taken.

The material risks for business success are identified and are consolidated for deci-
sion-relevant purposes in an internal reporting process. Through the timely feedback
of production, quality, revenues and financial results achieved and a comparison of

these with objectives aimed for, management is informed of potential risks.

The management and control mechanisms prepared with the assistance of standard
software form the basis for management’s decisions. Risk management is continually
being developed further and aligned to changing environmental conditions.

FINANCIAL STATEMENTS

AUDITORS' REPORT OTHER INFORMATION

Significant risks

Sales markets

Growth of the industry will also be heavily affected

by the palitical conditions for incantives of renewable
energies over the next 5 to 10 years. In Germany,
currently the main sales market for Q-Cells AG, demand
is influenced greatly by the Renewable Energies Act
("Erneuerbare Energien Gesetz" — EEG). The EEG
provides for long-term minimum feed-in tariffs for the
feeding of photovoltaic electricity into the public elec-
tricity network. Although the wide political consensus
on passing the amendment to the EEG leads to the
expectation that further support is available even with
changes in the political constellation, it remains to

be seen, however, whether subsidies continue at the
same level. In the short-term we are not expecting any
reversals in the political conditions here.

Furthermore, in 2004 Q-Cells AG also continued to
diversify its customer portfolig, which concentrates on
large customers, and acquired further customers. Qur
strategic objective is to continue io expand long-term
strategic partnerships with the most important customers
and to continue to increase the number of customers,
particularly abroad. In this way the dependency on
individual markets, and in particular on the German
market, should be reduced.




Photovoltaic systems are usually mainly financed by
debt. The present comparatively low level of interest
rates and resulting low cost of debt have had a positive
effect on the profitability of photovoltaic systems. An
increase in interest rates would reduce the profitability
of photovoltaic systems due to higher borrowing costs
and hence could negatively affect the demand for photo-
voltaic cells. We do not expect a significant increase

in interest rates in the short- and medium-term.

Last year our sales market was a seller's market world-
wide. Demand clearly exceeded the volumes produced.
This is also expected to be the case for the next few
years.

Purchasing market

Availability of the most important raw material for the
solar industry, silicon, is expected to be restricted in
the years 2005 to 2007 and, thus, growth rates in the
industry will slow down for this period. Since not only
existing suppliers but also new suppliers are expected
to enter the market, Q-Cells AG expects there to be

a slight easing on the supplier side beginning in the
second half of 2007. From this point in time potential
shortages should begin to ease and growth rates are
expected to climb again with continued excess demand.

In order to secure supply, Q-Cells AG has reinforced its wafer procurement department
and now also focuses intensively on the downstream stages of the value chain. As

a result, Q-Cells AG was able to successfully expand its procurement base and has
partially secured its increasing volume requirements for 2005 and thereafter. Q-Cells
AG is supported by its long-term established strategic partnerships with selected,
efficient suppliers.

The purchasing commitments to suppliers resulting from these measures lead to price
and volume risks. We endeavor to mitigate these risks by matching commitments from
purchase contracts with those from sales contracts.

Furthermore, we are investing in new technologies which will reduce the silicon
consumption in the manufacture of our solar cells.

Business relationships

Q-Cells AG maintains material business relationships
to related parties including the largest supplier of
Q-Cells AG, ScanWafer belonging to the REC Group, as
well as the largest customer of Q-Celis AG, Solon AG.
As a result of these relationships the company has
conflicts of interest and dependencies on related
parties, There is no guarantee that future transactions
with related parties can always be performed at condi-
tions which are in the best interest of the company.
Additionally, business relationships with related parties
may not or may not be maintained to the same extent
as at present in the future.
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Products/production

As manufacturer and seller of photovoltaic cells, Q-Cells AG gives a warranty on its products and is exposed to warranty
risks. We guarantee that our cells achieve at least 90% of nominal performance for ten years. There have been no
significant claims to date.

Q-Cells manufactures exclusively at one location. Production stoppages could have a negative effect on the financial
position and results of operations of the company.

Since there are currently five production lines in Thalheim the breakdown of one line or of an area only leads to a partial
restriction in production. At the beginning of 2006 Q-Cells AG is expected to have access to eight production lines so
that stoppages of a line or an area can be compensated for even better.

We are able to reduce the residual production stoppage risk, through the constant further qualification of our employees
as well as through the permanent optimization and systematically monitored maintenance of our equipment.

Technology
As in many other industries, Q-Cells AG is also exposed to the risk that it may have to accept substantial damage to its
competitive position due to a revolutionary technological innovation by competitors.

Not only in order not to miss new developments but also, above all, to influence these until now Q-Cells AG has, in its
opinion, established one of the most efficient research and develcpment teams in the area of solar cell technology. The
internal technological competence is ensured by Q-Cells AG through joint projects and close cooperation with leading
universities and institutes as well as with strategic partners on the supplier and customer side. Q-Cells AG objectively
involves itself in promising new future technologies through investments in joint ventures.

Financial risks
The strong expansion of Q-Cells AG creates a high capital requirement. Q-Cells AG
ensures this with an adequate equity capital ratio. Our economic equity, including part
of deferred investment grants and subsidies, silent partners’ interests and profit
participation rights capital, amounted to € 69.6 million as at December 31, 2004 and
the corresponding equity ratio amounted to 65.9%.



T —

Foreign currency risks arise for Q-Cells AG from the fact
that we partially buy in US dollars and do not sell to the
same extent in US dollars. We constantly observe currency
developments and will carry out hedging measures if
necessary.

As part of purchasing and hedging measures it may be
necessary to make advance payments to suppliers. Credit
losses could arise from these.

A timely and efficient financial controlling function in
connection with a customer evaluation system reduces the
probability of bad debts.

Interest fluctuation risks exist with regard to bank loans
and overdrafts which are mainly related to long-term loans.
These relate to a variable interest investment loan (3-, 6-
and 12-month EURIBOR plus margin), two variable-interest
loans (starting at 5.6%, maximum interest 7.0%) and two
fixed interest loans with interest rates at 4.8% and 5.0%.

R

The company receives official subsidies and grants in
connection with capacity expansion and extensjon.
The issued grant decisions have a total value of approxi-
mately € 21.0 miilion, of which € 10.1 million had
been disbursed as at December 31, 2004. The pay-
ment of the funds is always subject to the institutions
that grant these funds (EU, Federal, State of Saxony-
Anhalt) having the funds available or budgeting for
these funds (Federal, State of Saxony-Anhalt). Due to
this proviso, there is a risk of late or no payment of
the remaining outstanding undisbursed amounts.

Furthermore, the granting of these grants is generally
tied to the observance of certain rules and conditions
some of which extend over several years and into the
future. If they are not fulfilled, Q-Cells AG could be
threatened with the obligation to repay all or part of the
assistance received which would have a disadvantageous
effect on the economic position of the company.

Overall risk/going concern risk The overall risk/
going concern risk is reduced by the following major
factors:

Il

Q-Cells AG operates in an attractive market with
long-term, high-growth potential.

Q-Cells AG is market leader in Europe and is one
of the market leaders worldwide.

Q-Cells AG works with the latest production
equipment.

Q-Cells AG implements the newest technology and
is very involved in research and development.
Q-Cells AG has a very high variable-cost portion
since the main cost item for us is cost of materials
and, as a result, it can react flexibly to change in
demand.

Il

i

I

Il
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OUTLOOK

Long-term high growth rates planned -
world market share will be increased in the next few years

The fast growth of the photovoltaic market will, in our estimation, continue without interruption for
the foreseeable future subject to stable political conditions. According to current knowledge, in the
long-term there are only two options to cover the worid energy requirement: nuclear energy {e.g. "fusion
reactor”) or solar energy. The advantages of solar energy are mainly that it is environmentally friendly
(no disposal problems, no additional earth warming, and no toxic waste) and its unlimited availability.

The political targets are in line with these: The European Union (EU) has bound the member states to

a significantly increasing proportion of renewable energy. By 2020 20% of the total energy consumption
is to be covered by renewable energies and their share of energy generated is expected to amount to
34% (in Germany currently 5%]).

Certain sources (CLSA, Asian Pacific Markets (Credit Lyonnais) in its sunscreen study, RWE, Schott Solar, EPIA/
Greenpeace) estimate the annual growth rate of the worldwide photoveltaic market at 25 - 30% p.a. by 2010. We
would like to grow at least with the market.

Q-Cells AG intends to use the high market growth in order to continue to constantly expand its current export share
of 25.8%. After 2004, in which demand was additionally stimulated particularly by the German EEG and in addition
to the continued demand from Germany, growing demand is expected in particular from Asia and from other
European countries in 2005, Q-Cells AG would like to directly use the market opportunities resulting from this.

In the first quarter of the year 2005 Q-Cells AG was able to continue to increase production and sales as planned.
From January to March solar cells were produced with a performance of about 30 MWp and revenues of € 52.8 mil-
lion were generated. Customer demand is also higher than our production volumes in 2005. The purchases and the
sales volumes for the whole of the planned production capacity of over 150 MWp for 2005 have been contractually
secured.

As a result of the expected continuing high demand, capacity expansion is being pursued at all stages of the photo-
voltaic value added chain so that in the medium-term quality, efficiency and production costs will increasingly
determine the competitive position. Capital expenditure funds for plant 4, currently the largest cell plant in Europe,
have been called up as planned. Already in April 2005 the first cells were produced in the new plant.




In order to utilize the growth potential of the next few
years Q-Cells AG has concluded long-term contracts
both on the buying and on the sales sides. With these,
Q-Cells AG is now securing part of future demand for
preliminary products for the next few years.

One of the possibilities of financing further expansion
and strengthening the equity basis would be to generate
internal funds on the stock exchange. At the moment a
public offering by 2007 at the latest is being considered.

In the first few months of 2005, investments in future
technologies were also expanded further.

= We have increased our investment in the thin-film
technology company CSG Solar AG to € 6.5 million
by way of further capital injections of € 5.5 million
and have commenced building a production line
with a nominal capacity of 25 MWp.

As part of the joint venture EverQ GmbH there are
plans to construct an integrated wafer/cell/module
plant in Thalheim with an annual production output
of 30 MWp. The string ribbon technology applied
there saves silicon and is cheaper than the technol-

il

ogies used until now.

e

REINER LEMOINE
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ANTON MILNER
CEO

The development of further promising technologies is aimed at yielding further cost
reductions, lower dependency on the silicon market and securing our market position.

The EEG imposes constant cost savings on our industry in order to improve its com-
petitiveness with conventional energy sources and for it to be competitive in future
in terms of price without government incentives. The feed-in tariffs granted since
2004 decrease annually by 5% and from January 1, 2006 by 6.5% for stand-alone
systems. This should lead to a corresponding reduction in annual costs and sales
prices of 5% or 6.5% for photovoltaics, which we see as attainable.

Further countries have started to support photovoltaics, in other countries support
measures are in preparation so that dependency on the domestic German market and
its assistance conditions will, in our opinion, be reduced further.

The worldwide growing requirement for energy, the constant and climbing demand
for solar energy and solar cells and the foreseeable price reductions for solar energy
are expected to make photovoltaics more attractive year by year and will ensure a
permanently positive development in our industry.

With the rapid expansion of production capacities, the stepped-up research and devel-
opment both in the area of our core products and in the area of future technologies,
and the concentration on constant product improvements, cost reductions and produc-
tivity increases Q-Cells AG has significantly strengthened its basis for further future
growth and equipped itself well for the future.

Thalheim, July 6, 2005
Executive board members of Q-Cells AG

THOMAS SCHMIDT DR. RER. POL. HARTMUT SCHUNING
c00 CFO
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ASSETS Note 12/31/2004 12/31/2003
€°'000 € '000

A. NON-CURRENT ASSETS
I.  Intangible assets 2.2,3.1 608.7 1¢6.7
Il. Property, plant and equipment 2.3,3.2 66,424.8 27,113.2
HI. Non-current financial assets 2.4, 3.3 1,030.4 5.6
68,063.9 27,315.5

B. CURRENT ASSETS

I. Inventories 2.5,3.4 14,698.9 12,696.9
i1, Trade accounts recsivable 26,35 17,371.0 5,881.5
Il. Other receivables and assets 2.6, 3.6 10,837.0 5,324.3
V. Cash and cash equivalents 2.7,3.7 2,627.2 1,404.9
45,434.1 25,307.6
TOTAL ASSETS 113,498.0 52,623.1




LIABILITIES AND SHAREHOLDERS® EQUITY Note 12/31/2004 12/31/2003
€°'000 € '000
A. SHAREHOLDERS’ EQUITY 2.8,3.8
I. Subscribed capital 10,085.7 89.7
Il. Capital reserves 12,4129 8,502.6
111, Retained earnings 12,636.6 1,739.3
35,135.2 10,331.6
B. DEFERRED INVESTMENT GRANTS AND SUBSIDIES 2.9,3.9 20,074.8 11,862.3
C. NON-CURRENT LIABILITIES
I, Profit participation rights capital 2.10, 3.10 14,407.1 C.0
Il. Silent partners’ interests 2.13, 3.11 4,092.0 4,092.0
II. Non-currrent financial liabilities 2.13, 3.12 7,875.1 4,809.5
IV, Other non-current liabilities 2.13, 3.13 4,775.9 81.5
V. Deferred taxes 2.11, 3.14 810.3 513.8
31,960.4 9,496.8
D. CURRENT LIABILITIES
I, Current financial liabilities 2.13, 3.15 6,084.0 10,093.1
1. Trade accounts payable 2.13, 3.16 8,648.9 7,456.0
I, Taxes payable 2.13, 3.17 5,768.1 75.0
V. Other provisions 2.12, 3.18 3,790.9 1,436.5
V. Other current liabilities 2.13, 3.19 2,025.7 1,871.8
26,327.6 20,9324
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY 113,498.0 52,623.1
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IFRS

IFRS INGCOME STATEMENT
for the period January 1 through December 31, 2004

Note 2004 2003
€000 € '000
1. Revenues 4.1 128,697.0 48,752.3
2. Changes in finished goods inventories -1,1589 4,812.3
3. Other work performed by the company and capitalized 416.1 127.5
4. Other operating income 4.2 3,340.5 1,525.8
5. Cost of materials 4.3
a) Cost of raw materials, consumables and supplies
and of purchased merchandise 85,179.4 37,709.6
b) Cost of purchased services 1,010.3 249.8
6. Personnel expenses 4.4
a) Wages and salaries 10,046.0 4,518.5
b) Social security costs and
pension and benefits expenses 1,890.0 867.8
¢) Stock option expense 345.2 0.0
7. Amortization, depreciation and impairment losses 4.5 5,200.7 3,232.4
8. Other operating experises 4.6 7,992.5 3,385.2
9. Other taxes 26.4 1.3
10. Operating income 19,604.2 5,253.3
11, Income from other securities and non-current loans ‘ 0.0 2.3
12. Interest and similar income 4.7 152.7 183.9
13. Interest and similar expenses 4.7 1,278.8 972.0
14. Profits transferred under
partial profit transfer agreements 4.7 172.1 172.1
15. Income before taxes 18,306.0 4,2954
16. Income taxes ) 4.8 5,924.2 1,290.1
17. Net income 12,381.8 3,005.3
Earnings per share ' 2004 2003
Basic earnings per share in € per share 4.9 1.31 0.38

Diluted earnings per share in € per share 4.9 1.31 0.38




IFRS STATEMENT OF CASK FLOWS
for the period January 1 through December 31, 2004

Notes 2004 2003
€°000 €'000
Net income 12,381.8 3,005.3
Income tax expense 5,924.2 1,280.1
Depreciation, amortization and impairment {osses 5,200.7 32324
Other non-cash income and expenses -1987.6 0.0
Amortization of deferred investment grants and subsidies -2,287.1 -1,154.4
Change in provisions 8,047.5 926.9
Loss on disposal of non-current assets 0.0 41.7
Change in inventories, receivables and other assets -10,248.2 -11,836.9
Change in other liabilities -12,937.2 4,628.2
Interest and similar income -152.7 -183.9
Interest and similar expenses 1,278.8 972.0
Liguid funds generated by operating activities 7,010.2 921.4
Interest paid -860.1 -330.8
Interest received 207.2 0.0
Cash provided by operating activities 5. 6,357.3 590.6
Capital expenditures on intangible assets ~-469.1 -196.5
Proceeds from disposal of property, plant and equipment 107.7 0.0
Capital expenditures on property, plant and equipment -34,648.2 -14,848.6
Acquisitions of equity investments -1,027.3 -5.6
Proceeds from disposal of equity investments
(2003: collection of other loans receivable) 2.5 100.0
Proceeds from investment grants and subsidies 6,785.2 5,922.0
Cash used in investing activities 5. -29,249.2 -9,028.7
Proceeds from contributions to shareholders’ equity 10,507.5 4,000.7
Proceeds from profit participation rights capital issued
(silent partners’ interests) 14,400.0 354.0
Repayments of silent partners’ interests 0.0 ~231.0
Proceeds from loans obtained 9,519.9 3,882.8
Repayments of loans -2,118.4 ~497.2
Change in current account overdrafts and interim financing -8,294.8 2,309.7
Cash provided by financing activities 5. 24,014.2 9,819.0
Change in liquid funds 1,122.3 1,380.9
Balance of liquid funds at beginning of period 1,404.9 24.0
Balance of liquid funds at end of period 5. 2,527.2 1,404.9
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IFRS

[FRS STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
for the period January 1 through December 31, 2004

Subscribed Capital Revenue Retained Total

capital reserves reserves earnings/

accumulated

deficit
€'000 €'000 €°'000 € '000 € '000
01/01/2003 76.4 2,005.9 0.0 -1,266.0 816.3
Capital increases 13.3 6,496.7 0.0 0.0 6,510.0
Net income 0.0 0.0 0.0 3,005.3 3,005.3
12/31/2003 89.7 8,502.6 0.0 1,739.3 10,331.6
Capital increases 19.9 12,096.8 0.0 0.0 12,11€.7
Costs of raising equity (after tax) 0.0 -40.1 C.0 0.0 -40.1
Transfer to revenue reserves 0.0 0.0 1,484.5 -1,484.5 C.0
Capital increase from reserves 9,976.1 -8,491.6 -1,4845 0.0 G.0
Stock option program 0.0 3452 0.0 0.0 345.2
Net income 0.0 0.0 0.0 12,381.8 12,381.8

12/31/2004 10,085.7 12,412.9 0.0 12,636.6 35,135.2




NOTES TO THE IFRS FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR 2004

1. GENERAL INFORMATION

1.1  Introduction
Q-Cells AG operates in the sunrise market of photovoltaics and specializes in the
development, production and marketing of high-quality solar cells. The company
was founded in 1999 and today is one of the largest and fastest growing companies
in the industry world-wide.

The company has 484 employees at December 31, 2004,

Q-Cells AG is entered in the commercial register of the local court in Stendal under
the number HRB 16621.

The registered office of the company is at GuardianstraBe 16, 06766 Thalheim, Germany.

1.2  Significant events during the year
Three additional production lines became operational in June, July and August 2004,
bringing the nominal capacity to 170 MWp at year-end 2004.

In September 2004, construction began on line 4 which has an additional nominal
capacity of approximately 180 MWp.

The first Q8 cells were produced in November 2004.

2. ACCOUNTING POLICIES

2.1 Bases of financial reporting
These separate financial statements of Q-Cells AG,
which were prepared voluntarily, and the comparative
information contained therein were prepared without
limitation in accordance with all International Financial
Reporting Standards (1FRS/IAS) and the interpretations
of the international Accounting Standards Board (IASB)
effective at the balance sheet date. Standards that
became effective January 1, 2005 were applied volun-
tarily as recommended.

National financial reporting regulations do not require
Q-Cells AG to prepare consolidated financial state-
ments. These IFRS financial statements are separate
financial statements of Q-Cells AG. Consolidated IFRS
financial statements were not prepared since the only
company controlled by Q-Cells AG within the meaning
of IAS 27.13 as at December 31, 2004 was Topas 107.
VYV GmbH, Berlin (since February 11, 2005: EverQ
GmbH). EverQ GmbH was a shell company at December
31, 2004, not yet having commenced any operating
activities. Furthermore, 75.1% of the shares were sold
on January 14, 2005 in order to form a joint venture.
Since EverQ GmbH is insignificant to the presentation
of the net assets, financial position and results of
operations as well as cash flows for the year ended
December 31, 2004, consolidated financial statements
were not prepared.
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The following standards revised under the IASB’s Improvements Project were adopted
early on a voluntary basis:

IAS 1 Presentation of Financial Statements

IAS 2 Inventories

IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
IAS 10  Events After the Balance Sheet Date

IAS 16  Property, Plant and Equipment

IAS 17  Leases

IAS 21  The Effects of Changes in Foreign Exchange Rates
IAS 24  Related Party Disclosures

IAS 27  Consolidated and Separate Financial Statements
IAS 28  Investments in Associates

IAS 31 Investments in Joint Ventures

IAS 33  Earnings per Share

The early adoption of these standards did not lead to any changes in accounting
policies. However, required note disclosures were affected.

The following revised and new standards were alsc adopted early:

IAS 36 Impairment of Assets (revised 2004)

IAS 38 Intangible Assets (revised 2004)

IAS 32  Financial Instruments: Disclosure and Presentation (revised 2004)
IAS 39  Financial Instruments: Recognition and Measurement (revised 2004)
IFRS 2 Share-based Payment

The adoption of IFRS 2 resulted in the recognition of
an expense for the options issued under the stock
option program in 2004 and a corresponding increase
in shareholders’ equity. The effects on these financial
statements of applying IFRS 2 to the stock option
program are set out in notes 2.8 and 3.8. Otherwise,
the early adoption of these standards resulted in the
note disclosures they require.

The executive board of Q-Cells AG issued the voluntarily-
prepared (FRS financial statements as at December 31,
2003 in June 2005 by delivering and mailing them to
the shareholders. On August 8, 2005, the executive
board revised the 2003 IFRS financial statements with
respect to presentation of the income statement, state-
ment of cash flows and comparative prior year figures,
earnings per share and related party disclosures.

The financial year is the calendar year. Under [FRS, the
balance sheet is classified into current and non-current
assets and liabilities. The income statement was prepared
using the nature of expense format.




The reporting currency is the euro. All amounts are given in thousands of euro
(€ thousand), unless stated otherwise. Amounts are rounded to the nearest thousand
(500 is rounded up). This can lead to rounding differences.

The financial statements are generally based on the historical cost principle and have
been prepared in accordance with the accounting policies set out below.

The preparation of financial statements normally reguires judgement to be exercised
and estimates 1o be made. Estimates are based on historical experience and other
information about the transactions to be accounted for. Actual future outcomes of
individual matters accounted for based on estimates and assumptions may deviate.
Estimates and the assumptions they are based on are therefore regularly reviewed
and assessed with respect to possible effects on the financial statements.

2.2 Intangible assets
Purchased intangible assets are valued at purchase price plus incidental acquisition
cost. They are amortized straight-line over an estimated useful life of five years, which
corresponds to the pattern in which the assets’ economic benefits are consumed.

Internally generated intangible assets are capitalized at their development cost once
future economic benefits are expected to flow to the company, technological feasibility
has been demonstrated and costs can be measured reliably. They are amortized
straight-line over their estimated useful life (five years). Research and development
projects in progress are reviewed for capitalisable development costs using constant
project and milestone analyses.

If the conditions for capitalization are not met, the
costs are expensed in the year incurred.

Intangible assets are tested for impairment when condi-
tions or changes in circumstances indicate that the
carrying value of an asset may not be recoverable.

An impairment loss is recognized in income when the
carrying value of an asset exceeds its recoverable
amount.

) 23 Property, plant and equipment

Property, plant and equipment is stated at cost net

of accumulated regular and usage-related depreciation.
Borrowing costs are not capitalized.

Property, plant and equipment is depreciated straight-
line over its economic useful life.
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The depreciation period for the following assets is:

Depreciation period of property, plant and equipment

19 to 33 years
5 to 6.67 years
3to 14 years

Buildings
Technical equipment and machinery
Other equipment, plant and office equipment

Property, plant and equipment is tested for impairment when conditions or changes
in circumstances indicate that the carrying value of an asset may not be recoverable.
An impairment loss is recognized in income when the carrying value of an asset
exceeds its recoverable amount.

Praperty, plant and equipment under finance leases

Q-Cells AG entered into a lease agreement for a production line during 2004. The
lease agreement has a lease term of 60 months without any renewal or purchase
options.

The leased asset is capitalized at the lower present value of the minimum lease
payments and a liability recognized at the same amount.

Leased assets are depreciated straight-line over the lease term.
Lease payments are split into their interest and principal components. The interest

component is determined by applying a constant interest rate to the remaining principal
balance of the liability.

2.4  Non-current financial assets
Non-current financial assets consist of investments in

CSG Solar AG, Thalheim
EverQ GmbH, Thalheim
CPI — ChemiePark Institut GmbH, Bitterfeld

HHE 0

These investments are valued at cost. The fair value at
the balance sheet date did not change that valuation.

2.5 [nventories

Inventories consist of raw materials, consumables
and supplies as well as finished goods and purchased
merchandise and on-account payments made.

Raw materials, consumables and supplies are valued at
acquisition cost.

Finished goods are stated at production cost, purchased
merchandise at acquisition cost and on-account pay-
ments made at nominal value.




Production cost includes direct material and direct labour costs as well as appropriate
allocations of material and production overheads and production-related depreciation
and amortization of non-current assets. Administrative costs are included to the extent
they can be attributed to production.

Where inventories are impaired in value, write-downs are made to reduce the carrying
value to the lower net realizable value.

2.6 Trade accounts receivable and other receivables and assets
Receivebles and other assets are stated at nominal value.

Timely and effective financial controls in combination with a customer assessment
system reduce the probability of credit losses on receivables. At the time of preparation
of these financial statements, no receivables from 2004 remained unpaid.

Receivables denominated in foreign currencies are translated at the average exchange
rate in effect on the transaction date and subsegquently translated at the year-end
exchange rate.

2.7 Cash and cash equivalents
Cash and cash equivalents are included at nominal value at the balance sheet date,
foreign currencies are translated at the average exchange rate on the balance sheet date.

2.8  Stock option program
The stock option program enables certain employees to acquire shares in the company.
The annual shareholders’ meeting on December 29, 2003 resolved to issue sub-
scription rights under an employee stock option program (resolution on the issue of

up to 8,900 subscription rights). 6,335 employee
options were outstanding on December 31, 2004.
The options were recognized at fair value in accordance
with IFRS 2 and charged to personnel expense with a
corresponding increase in shareholders' equity (capital
reserves). See note 3.8 for further details.

2.9 Investment grants and subsidies
Investment grants and subsidies are deferred as liabilities
and amortized to income over the useful lives of the
related assets. Investment grants and subsidies are rec-
ognized when the company receives the funds or when
there is reasonable assurance that it is probable that
the funds will be received.

2.10  Profit participation rights capital
Profit participation rights capital was recognized at
acquisition cost, which corresponds to the fair value of
the consideration received. Transaction costs are also
included. Subsequent to acquisition, profit participation
rights capital is valued at amortized cost using the
effective interest method.
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2.11  Deferred taxes

Deferred taxes are calculated using the liability method, which is common practice
internationally. Deferred tax assets are offset if there is a right to set off current
income tax assets against current income tax liabilities and if the deferred tax assets
and liabilities relate to income taxes levied by the same tax authorities on Q-Cells
AG. Deferred taxes are calculated using a tax rate of 33.07%.

2.12  Other provisions
Other provisions are measured based on the best estimate to determine the amount of
all obligations of uncertain timing or amount that arise from past transactions or events.

Provisions are valued such that they sufficiently reflect recognizable commitments and
risks.

2.13  Other liabilities
Other non-current liabilities are stated at amortized cost or at present velue (finance
lease liabilities) and current liabilities are included at nominal value. Liabilities denomi-
nated in foreign currencies are translated at the average exchange rate on the balance
sheet date. Currency translation differences are recognized in income.

Finance lease obligations are split between current and
non-current liabilities based on when amounts are due.

2.14 Recognition of income and expenses
Revenues and other operating income are recognized
upon delivery of goods or perforrance of services, i.e.
when risks and rewards are transferred to the customer.

Operating expenses are recognized in the income state-
ment when goods or services are received or when they
are incurred.

Interest income is recognized on a straight-line basis,
depending on the contractual obligation, some interest
expenses incurred are recognized using the effective
interest method and some on a straight-line basis.

Warranty provisions are set up when the corresponding
revenues are recognized.




~3, MOTES TO INDIVIDUAL BALANCE SHEET ITEMS

MNon-current assets

3.1 Intangible assets

Recognized intangible assets amounted to € 608.7 thousand (December 31, 2003:
€ 196.7 thousand) at December 31, 2004.

Changes in intangible assets are as shown in the following table:

Cost Amortization and impairment losses Net book values
01/01 Additions Reclass- 12/31 01/01 Additions 12/31 01/01 12/31
ifications
€'000 €'000 € '000 € '000 €'000 €'000 € '000 €'000 €000
2003
Industrial rights
and similar rights and assets 5495 93.1 4.9 |, 6475 130.4 4238 554.2 419.1 93.3
Development costs for internally ‘
generated intangible assets 0.0 103.4 00 . 1034 0.0 0.0 0.0 0.0 103.4
549.5 196.5 49 7509 130.4 423.8 554.2 419.1 196.7
2004
Industrial rights
and similar rights and assets 647.5 206.2 214+ 8751 554.2 73.9 628.1 93.3 247.0
Development costs for internally )
generated intangible assets 103.4 262.8 0.0 366.2 0.0 4.5 4.5 1034 3617

750.9 469.0 21.4 1,241.3 554.2 78.4 632.6 196.7 608.7

Development costs for internally generated intangible assets totaling € 262.8 thousand
(2003: € 103.4 thousand) were capitalized during 2004. Non-capitalisable research
and development costs of € 861.0 thousand were expensed.
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Development costs for various projects were capitalized in 2004: development of a back contact cell to impraove
current extraction,

development of a modified celi surface structure

development of the Q8 cell in a larger format (210 by 210 mm),

e hoy

development of a modified etching technology (acidic texturing) (alkaline texturing of monocrystalline wafers) which
which helps improve efficiency, helps improve efficiency.
Cost

01/01 Additions Disposals Reclassifications 12/31 01/01

€'000 €°000 € '000 €°000 € '000 €000
2003
Land and buildings 2,381.8 479.3 0.0 2,983.2 5,844.3 a2.2
Technical equipment and machinery 10,624.3 1,334.1 0.0 9,431.9 21,390.3 1,572.4
Other equipment, plant and office equipment 261.0 590.8 0.0 451.8 1,303.6 97.2
On-account payments and construction in progress 3,614.5 12,444.4 41.4 -12,871.8 3,145.7 0.0

16,881.6 14,848.6 41.4 -4.9 31,683.9 1,664.6

2004
Land and buildings 5,844.3 615.0 0.0 1,814.4 8,273.7 220.6
Technical equipment and machinery 21,390.3 9,704.0 8.6 15,154.6 46,240.3 4,061.7
Other equipment, plant and office equipment 1,303.6 877.5 35.5 151.5 2,297.1 288.4
On-account payments and construction in progress 3,145.7 33,746.1 451.4 -17,141.9 19,298.5 0.0

31,683.9 44,942.6 495.5 -21.4 76,109.6 4,570.7




3.2  Property, plant and equipment Significant additions to technica!l equipment and
Changes in property, plant and equipment are as shown in the following table: machinery relate to the ongoing construction of line 4.
Production line 4 is scheduled for completion at the
end of 2005 and will have an additional nominal
capacity of approximately 180 MWp.

There are land charges totaling € 31,948.6 thousand

Depreciation Net book values ) o .
on both operating facilities in favor of the banks providing
Additions Disposais 12/31 01/01 12/31 the financing. Furthermore, the machinery and equipment
€'000 €'000 €'000 €000 €°000 o . .
of the individual lines was assigned as collateral.
128.4 0.0 220.6 2,289.6 5,623.7
) 2;489.3 0.0 4,061.7 9,051.9 17,328.6
191.2 0.0 288.4 163.8 1,015.2
0.0 0.0 0.0 3,614.5 3,145.7
2,808.9 0.0 4,570.7 15,119.8 27,113.2
217.7 0.0 438.3 5,623.7 7,835.4
4,517.9 1.7 8,577.9 17,3286 37,662.4
386.7 6.5 668.6 1,015.2 1,628.5
0.0 0.0 0.0 3,145.7 19,298.5

5,122.3 8.2 9,684.8 27,113.2 66,424.8
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Property, plant and equipment under finance leases Q-Cells AG, being the lessee, has a contractual obligation
Q-Cells AG entered into a lease agreement to lease a solar cell production line to insure the leased asset against risks and to assign
during 2004, The lease commences in December 2004, the lease term is 60 months. the resulting insurance claims to the lessor. In addition,
The lease calls for 60 lease payments of € 111.0 thousand each. In addition, the first Q-Cells AG bears the risk of loss and total or partial
installment will include an additional payment of 20.0% (€ 1,487.5 thousand). damage of the asset and is therefore obligated to protect

the asset against unauthorized access by third parties.
Acquisition cost of assets under finance leases was € 7,437.5 thousand, the net
book value was € 7,313.6 thousand at December 31, 2004 (December 31, 2003:
€ 0.0 thousand).

The first lease payment of € 1,598.5 thousand, including interest expense of
€ 22.7 thousand, was paid in 2004.

The following table provides an overview of the development of finance lease
obligations existing as at December 31, 2004 in the short and long term:

Property, plant and equipment

under finance leases 12/31/2004
Total minimum Interest Present value of
lease payments expense  minimum lease
payments
€ '000 €'000 €'000
Less than one year 1,331.6 245.8 1,085.8
Between one and five years 5,215.4 438.5 4,775.9

.6,547.0 685.3 5,861.7




3.3 ' Non-current financial assets

The company has the following non-current financial assets:

Proportion of 12/31/2004 12/31/2003
shareholders’
equity held
12/31/2004
% €'000 €'000
CSG Solar AG, Thalheim . 21,19 1,000.0 0.0
Topas 107.VV GmbH, Berlin
(name changed to EverQ GmbH on
2/11/2005) 100,00 27.3 0.0
CPI-ChemiePark-Institut GmbH, Bitterfeld 6.10 3.1 3.1
Other 0.0 2.5
1,0304 | 5.6

CSG Solar AG, Thalheim, produces photovoltaic modules on the basis of a thin film
technology. This technology combines the advantages of the proven silicon technology
with the advantages of thin film. The technology consumes less than 1% of the

silicon consumed per Wp by conventional modules.

Construction of a first plant with two production lines started at the beginning of
2005. The first products are expected to be delivered during the first half of 2006.

Q-Cells AG founded a joint venture with the US company
Evergreen Solar, Inc., Marlboro, at the beginning of
2005. The objective of the joint venture is the production
and marketing of wafers, cells and modules based on
string ribbon technology. Q-Cells AG currently owns
24.9% of the new company, Ever@ GmbH. For this
purpose, Q-Cells AG acquired Topas 107.VV GmbH,
Berlin in December 2004, which changed its name to
EverQ GmbH on February 11, 2005.

Construction of an initial plant is expected to start
during the second half of 2005. The first products are
expected to be delivered during the first half of 2006.

In addition, Q-Cells AG holds a participation of 6.1%
in CPI-ChemiePark-Institut GmbH (CPl), Bitterfeld at
the balance sheet date. CPI is a company founded
to perform primary industrial research and to market
the research results gained. Q-Cells has the option
of engaging this company to perform research and
development.
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Current assets 3.6 Other receivables and assets
Receivables and other assets are all due within one year.
3.4 Inventories

12/31/2004 12/31/2003
€000 €000 12/31/2004  12/31/2003
€ '000 € '000
Raw materials, consumables and supplies 5,800.6 4,347 .5
Finished goods and purchased merchandise 5,985.4 8,197.9 Investment subsidies receiv-
On-account payments 2,812.9 151.5 able from tax authorities 6,463.0 3,336.3
14.698.9 12,696.9 Receivables under
' investment contracts
with investors 2,609.2 1,000.0
Grants receivable from the
state of Saxony-Anhalt under
All inventories of raw materials, consumables and supplies, finished goods and purchased the community task project
handise h b . d 1o the lending bank lateral t st “Improvement of the regional
merchandise have been assigned to the lending banks as collateral to secure existing cconomic structure” 715.0 127.3
short-term financial liabilities. Other assets 1,049.8 860.7
10,837.0 5,324.3
3.5 Trade accounts receivable
Trade accounts receivable are due within one year.
Trade accounts receivable have risen significantly to € 17,371.0 thousand at the 3.7 Cash and cash equivalents
balance sheet date (December 31, 2003: € 5,881.5 thousand) due to increased Cash and cash equivalents of € 2.527.2 thousand
salesvolumes. (December 31, 2003: € 1,404.9 thousand) comprise

primarily cash on hand and bank batances.
The company’s foreign currency receivables amounted to € 214.9 thousand
(USD 293.2 thousand) at the balance sheet date.

All accounts receivable have been assigned to the lending banks as collateral
for short-term bank loans and overdrafts. i




3.8  Shareholders’ equity
See the statement of changes in shareholders’ equity for further information regarding
the changes in sharehclders’ equity of Q-Cells AG during 2004.

Based on shareholders' equity of € 35,135.2 thousand as shown in the balance sheet,
the equity ratio is 31.0% at the balance sheet date (December 31, 2003: 19.6%).

Share capital

Subscribed capital at the balance sheet date amounts to € 10,085.7 thousand and is
divided into 10,085,684 registered shares with limited transferability. The shares give
their holders the right to vote at the annual sharehclders’ meeting and to participate in
dividends resolved upon.

Autharized capital

The executive board was empowered by a resolution of the annual shareholders’
meeting dated August 25, 2000 to increase, on approval by the supervisory board,
once or several times the subscribed capital of the company by up to € 37.5 thousand
(authorized capital) by July 31, 2005 by issuing new, registered no-par-value shares
with restricted transferability in return for non-cash or cash contributions. The execu-
tive board is empowered, on approval by the supervisory board, to decide on exclusion
of shareholders' subscription rights and to lay down further details of each capital
increase.

By partially utilizing authorized capital, the executive board has increased subscribed
capital by € 1.9 thousand from € 89.7 thousand to € ©1.6 thousand at a price of

€ 1.00 per share under a resolution dated January 16, 2004. Contributions of € 998.4
thousand were made to capital reserves. The new shares are entitied to profits from
January 1, 2004. Subscription rights of existing shareholders were exciuded. The capital
increase was entered in the commercial register on February 26, 2004,

By partially utilizing authorized capital, the executive
board has increased subscribed capital by € 5.3 thou-
sand from € 91.6 thousand to € 96.9 thousand at a
price of € 1.00 per share under a resolution dated
February 17, 2004. Contributions of € 3,994.4 thou-
sand were made to capital reserves. The new shares
are entitled to profits from January 1, 2004. Sub-
scription rights of existing shareholders were excluded.
The capital increase was entered in the commercial
register on March 16, 2004,

By partially utilizing authorized capital, the executive
board has increased subscribed capital by € 12.7
thousand from € 96.9 thousand to € 109.6 thousand
at a price of € 1.00 per share under a resolution
dated May 24, 2004. Contributions to capital reserves
of € 7,104.0 thousand were agreed upon, of which

€ 4,494.8 thousand were received by the balance
sheet date. The new shares are entitled to profits from
January 1, 2004. Subscription rights of existing share-
holders were excluded. The capital increase was entered
in the commercial register on August 5, 2004.




66 | 67 BOARD OF DIRECTORS  COMPANY  MAMAGEMENT REPORT

IFRS

FINANBIAL STATEMETTS

AUDITORS' REPORT OTHER INFORMATION

The annua! shareholders’ meeting on August 23, 2004 released the existing authorized
capital and resolved upon new authorized capital as follows: The executive board is
empowered, on approval by the supervisory board, to increase once or several times
the subscribed capital of the company by up to € 5,042.8 thousand by July 31, 2009
by issuing new, registered shares with restricted transferability in return for non-cash
or cash contributions. The executive board is empowered, on approval by the super-
visory board, to decide on exclusion of shareholders’ subscription rights and to lay down
further details of each capital increase. The resolution was entered in the commercial
register on September 8, 2004. Authorized capital amounts to € 5,042.8 thousand

at the balance sheet date.

Capital increase from reserves

Additionally, the annual general meeting on August 23, 2004 resolved to transfer an
amount of € 1,484.5 thousand to other revenue reserves from 2003 earnings (based
on German Commercial Code accounting principles) retained of € 3,157.1 thousand
and to carry forward the remaining profit (based on German Commercial Code
accounting principles) of € 1,672.6 thousand.

The annual shareholders’ meeting on August 23, 2004 then resolved to increase
capital from reserves in the amount of € 9,976.1 thousand by converting to sub-
scribed capital € 8,491.6 thousand of capital reserves and € 1,484.5 thousand of
other revenue reserves which had been appropriated from retained earnings for 2003,
Conseqguently, subscribed capital increased to € 10,085.7 thousand. The capital
increase was carried out by issuing 9,976,057 new registered no-par-value shares
without nominal value to the company’s shareholders in the ratio of 91 new shares to
one old share. The new shares are entitled to profits from the beginning of 2004.
The capital increase was entered in the commercial register on September 8, 2004.

Capital increases Date Number
of shares
01/01/2004 89,697
Capital increase 2/26/2004 1,905
Capital increase 3/15/2004 5,333
Capital increase 8/5/2004 12,692
Capital increase
from reserves 9/3/2004 9,976,057
12/31/2004 10,085,684

Capital reserves

Capital reserves result from additional contributions
required to be made by shareholders upon the issuance
of shares and is not available for distribution due to
restrictions under German share law.

In these separate IFRS financial statements as at
December 31, 2004, capital reserves as calculated in
accordance with German share law have been reduced by
costs of raising equity (€ 40.1 theusand net of tax) and
increased by the fair value of the stock cption program
(€ 345.2 thousand). See the statement of shareholders’
equity for the movements in this balance.




Conditional capital/stock option program The option holders can exercise the subscription rights

The annual shareholders' meeting on December 29, 2003 resolved to grant up to as soon as

8,900 stock options to current and future members of the executive board and

employees of the company which will enable them to acquire registered no-par-value 1. at least two years have passed since the grant date
shares of the company with restricted transferability at a pre-determined exercise price (lock-up period),

under certain conditions. Alternatively, the subscription rights may be settled in cash, 2. the shares of Q-Cells AG are traded on a stock
although the company’s executive board anticipates that such a cash settlement will exchange,

not be made. Of the stock options issued, 25% vest two years, a further 25% vest 3. the lock-up period agreed during an initial public
three years and the remaining 50% vest four years after the grant date. Within these offering of Q-Cells AG has expired,

time periods, the company has the right to cancel the stock options effective immedi- 4. the share price has exceeded the exercise price set
ately if an option holder terminates employment with the company or is terminated at the date of granting by at least 33% on each of
by the company. the last five consecutive trading days,

5. the vesting period has expired.
For purposes of settling the subscription rights, the annual shareholders’ meeting

on August 23, 2004 resolved on a conditional increase of the company’s subscribed Due to the capital increase in the ratio of 91 new
capital by up to € 818.8 thousand (which corresponds to the issuance of up to shares to one old share, the number of shares which
818,800 registered no-par-value shares with restricted transferability). can be purchased based on one stock option has

increased by the same ratio, while the exercise price
A total of 6,424 stock options were issued at various times during 2004, including has decreased accordingly.

1,336 stock options granted to members of the executive board.
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The following analysis shows the changes in the number of stock options and exercise
prices during 2004

Stock option program 2004 2004
(After capital increase from reserves) (Before capital increase from reserves)
Weighted average Number Weighted average Number
exercise price of options exercise price of options
in€ in€

Options outstanding at the beginning

of the reporting period 0.00 0 0.00 o]
Options granted during the reporting period 8.20 6,424* 753.89 6,424
Options forfeited during the reporting period 8.15 89+ 750.00 89
Options outstanding at the end of the reporting period 8.20 6,335 753.95 6,335
Options exercisable at the end of the reporting period 0.00 0 0.00 0

*The number of shares that can be purchased using one stock option has increased in the ratio of 91 new shares
for one old share (capital increase from reserves), while the exercise price has decreased accordingly.

Stock options are recognized at fair value in accordance with IFRS 2. The fair value is
determined at the date the options are granted and amortized over the vesting period.
The fair value is calculated on the basis of the Black-Scholes option pricing model. The
stock options were granted at four different dates, resulting in four different fair values
for the stock options issued. The exercise price is set when each option is granted.




The factors used to calculate the fair value are the following:

During 2004, 6,424 options were issued (consisting of 6,374 options with an
exercise price of € 750.00 and 50 options with an exercise price of €
1,250.00) on four different dates.

Expected volatility was determined based on comparable historic values of

the PPVX Index (Photon-Photovoltaik-Stock Index), extrapolated to the date the
options were granted. Average volatility is expected to be 33.31%.

The weighted average fair value of the stock options
based on the four tranches and the graded vesting

period is € 222.37 per stock option and was calculated

as follows:

Stock option program

2004

(After capital
increase from

(Before capital
increase from

Due to the three vesting periods, the options have a life of up to 4 years. reserves) reserves)
The company expects 10% of the stock options to remain unexercised due to
staff turnover and the return of options for other reasons. Options issued 6,374
The following assumptions were made in calculating the weighted average grant Number of shares
date-fair values of subscription rights issued in 2004 using the Black-Scholes covered by subscription
) o P & & rights 586,408 6,374
option pricing model: Exercise price in € 8.15 750.00
Range of option 170.00 - 170.00 -
2004 fair values in € 270.00 270.00
Risk-free investment interest rate 4.0% gz:qoss ‘stuid 50
e o, er or shares
Expected volatility 33.31% covered by subscription
Expected average remaining term 2.5 years rights 4,600 50
Market price €750.00 Exercise price in € 13.59 1,250.00
Range of option 61.00 - 61.00 -
fair values in € 128.00 128.00

The total amount charged to personnel expense for
stock options in 2004, with a corresponding increase
to shareholders’ equity (capital reserves), is € 345.2
thousand.
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Appropriation of earnings for 2004

The executive hoard and supervisory board have proposed to retain the entire net
income for 2004 (determined based on German commercial law accounting principles)
as well as the entire opening retained earnings.

3.2 Investment grants and subsidies
Investment grants and subsidies consist of deferred amounts for both investment
grants in connection with the community task project “Improvement of the regional
economic structure” and investment subsidies.

01/01/2004 Additions Amortization ~ 12/31/2004

€°'000 €'000 € °'000 €'000

Investment subsidies 6,182.7 6,451.3 1,119.9 11,514.1
Investment grants 5,679.6 4,048.3 1,167.2 8,560.7
11,862.3 10,499.6 2,287.1 20,074.8

Investment grants and subsidies are subject to follow-up audits except for investment
grants related to the capital expenditure project production line 1. The company has
not identified any risks to date that could result in a potential repayment.

The rights to receive investment grants and subsidies (agreed maximum amounts

€ 9.3 million and € 6.6 million, respectively) for 2004 and 2005 have been com-
pletely transferred to the lending banks as security for the related interim financing of
capital expenditures on line 4.

Non-current liabilities

3.10  Profit participation rights capital
The annual shareholders’ meeting on November 24,
2004 resolved to issue a profit participation right.

PREPS 2004-2 Ltd. paid € 15,000.0 thousand less
transaction costs of € 600.0 thousand to Q-Cells AG
for this right on December 10, 2004. The capital
matures in November 2011.

The return on the profit participation right consists of a
fixed component and an income-based component. The
fixed component (guaranteed income) amounts to 7.5%
p.a. The income-based component (profit participation)
has been agreed as follows:

a) a total of 7.5% p.a. for adjusted net income of
up to € 45,000.0 thousand,

b) a total of 8.5% p.a. for adjusted net income of
between € 45,000.0 thousand and € 55,000.0
thousand,

c) a total of 9.5% p.a. for adjusted net income of
over € 55,000.0 thousand.

The profit-sharing is reduced by the guaranteed
amount.

The profit participation right is subordinated to all
other existing and future claims of other creditors.




3.11  Silent partners’ interests

12/31/2004 12/31/2003

€'000 €'000

IBG Beteiligungsgesellschaft Sachsen-Anhalt mbH 3,092.0 3,092.0
Mittelstdndische Beteiligungsgesellschaft

Sachsen-Anhalt mbH 1,000.0 1,000.0

4,092.0 4,092.0

IBG Beteiligungsgesellischaft Sachsen-Anhait mbH, Magdeburg (IBG), entered into
a partial profit transfer agreement (agreement to set up a silent partnership) dated
August 8, 2000. The silent partnership is scheduled to end on August 6, 2010.

The partner receives a return on his investment which is not based on net income
and amounts to 8.0% p.a. In addition, the investor is entitled to 50% of net income,
up to a maximum of 5.0% of the paid-up contribution.

Mittelstandische Beteiligungsgesellschaft Sachsen-Anhalt mbH, Magdeburg (MBG)
entered into a partial profit transfer agreement (agreement o set up a silent partnership)
dated June 17, 2002. The silent partnership is scheduled to end on December 30, 2012.

The partner receives an annual fixed return of 7.5% p.a.
on the paid-up contribution. In addition to the fixed
return, a guarantee commission in the amount of 1.0%
of the applicable amount guaranteed is payable directly
to Birgschaftsbank Sachsen-Anhait GmbH. The partner
is also entitled to 50% p.a. of net income, up to a max-
imum of 1.75% p.a. of the paid-up contribution.

3.12  Mon-current financial liabilities
in connection with capital expenditures on the capacity
expansion, non-current financial liabilities have
increased to € 7,875.1 thousand in comparison to the
prior year (€ 4,809.5 thousand).
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The liabilities are stated at amortized cost.

Non-current financing liabilities 12/31/2004 12/31/2003 Principal Due date
€ '000 €'000 repayments

Capital investment loan Deutsche Kreditbank AG 796.2 1,065.7 monthly 6/30/2011

Capital investment loan Deutsche Kreditbank AG 692.4 948.0 quarterly 3/30/2011

Capital investment loan Norddeutsche Landesbank 3,406.3 4,570.5 guarterly 9/30/2007

Capital investment loan Deutsche Kreditbank AG 3,367.4 0.0 monthly 8/30/2008

Capital investment loan IKB Deutsche Industriebank AG 5,706.8 0.0 quarterly 3/15/2009
Less current portion -6,094.0 -1,774.7
7.875.1 4,809.5

Financial liabilities entered into on a long-term basis consist of one variable interest
capital investment loan (EURIBOR + margin), two variable interest loans (beginning at
5.6% p.a.; interest capped at 7.0% p.a.) and two loans with fixed interest rates

of between 4.8% and 5.0% p.a.

Recognized financial liabilities are secured by the following:

land charges of € 2,198.6 thousand, € 6,000.0 thousand, € 20,000.0 thousand
and € 3,750.0 thousand con both operating facilities,

collateral assignments of machinery and equipment of the individual lines,
assignment of all receivables,

i

I it

It

collateral assignment of raw materials, consumables
and supplies and finished goods and purchased
merchandise

transfer of future investment grants and subsidies
for the various capital expenditure projects

(see note 3.9).

it

The capital investment loan from Norddeutsche
Landesbank is secured by a state guarantee.



3.13  Other non-current liabilities
Other non-current liabilities consist of non-current finance lease liabilities of
€ 4,775.9 thousand at December 31, 2004 (December 31, 2003: € 81.5 thousand)
(see note 3.2).

3.14  Deferred taxes
Details of changes in this balance sheet item are provided together with the details
on tax expense in note 4.8.

Current liabilities

3.15 Current financial liahilities
Current financial liabilities amount to € 6,094.0 thousand at the balance sheet date
(December 31, 2003: € 10,093.1 thousand). They are due within one year and
consist of current account overdrafts and the portion of long-term loans that is due
within one year.

3.16  Trade accounts payable
The company had trade accounts payable of € 8,648.9 thousand at the balance sheet
date (December 31, 2003: € 7,456.0 thousand). They are due within one year.

Accounts payable denominated in foreign currencies are translated at the exchange
rate in effect on the transaction date and are subsequently valued at the year-end
exchange rate. Foreign currency payables amounted to € 212.4 thousand at the
balance sheet date.

3.17 Taxes payable
Taxes payable consist of provisions for corporation
and trade taxes of € 5,702.8 thousand and other oper-
ating taxes of € 65.3 thousand (December 31, 2003:
€ 75.0 thousand).
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3.18  Other provisions __—

Balance at Utilization Release Increase Bafance at
01/01/2004 12/31/2004
€000 € '000 €'000 € '000 €'000
Personnel-related provisions 902.9 758.9 144.0 1,905.0 1,905.0
Product-related provisions 223.5 223.5 0.0 1,452.1 1,452.1
Other provisions 310.1 278.6 31.5 433.8 433.8
1,436.5 1,261.0 175.5 3,790.9 3,790.9

Personnel-related provisions primarily consist of bonuses of € 1,177.1 thousand.
Product-related provisions mainly include warranty provisions of € 1,242.7 thousand.

3.19  Other current liabilities
Other current liabilities amount to € 2,025.7 thousand at the balance sheet date
(December 31, 2003: € 1,871.8 thousand), consisting mainly of current finance lease
liabilities of € 1,085.9 thousand as well as liabilities for social security contributions
and employment taxes and cther short-term liabilities for the current year.




4., MOTES TO INDIVIDUAL INCOME STATEMENT ITEMS

4.1  Revenues At € 56,392.2 thousand (2003: € 41,460.2 thousand),

Revenues have increased by 163.7% to € 128,697.0 thousand compared to 2003 cells in the 150x150 mm format (Q6) generated the

(€ 48,752.3 thousand). largest amount of revenues. The newly introduced
156x156 mm (Q6L) cells were accepted very well by the

Revenues segmented by region are shown in note 6.1 of these notes which provides market, achieving revenues of € 53,759.1 thousand

disclosures on segment reporting. (2003: € 0.0 thousand) in their first year. Monocrystal-
line cells are characterized by their higher efficiency.

Product Cell type Revenues 2004  Revenues 2003 Change Production of Q5 cells ended in 2003 as scheduled.

€°'000 € '000 €°'000

Revenues merely include the sales of the remaining
inventories in early 2004.

Polycrystalline Q5 (125x125 mm) 1,656.8 7,030.0 -5,373.1
Q6 (150x150 mm) 56,392.2 41,460.2 14,832.0
Q6L (156x156 mm) 53,759.1 0.0 53,759.1 L
Q8 (210x210 mm) 62.3 0.0 62.3 4.2 Othe.r °'_’e'a“"g income .
Monocrystalline Q6 (150x150 mm) 9,816.7 262.1 9,554.6 Other operating income for 2004 consists of the
Q6L (156x156 mm) 7,009.8 0.0 7,009.8 following:
128,697.0 48,752.3 79,944.7 2004 2003
€000 € '000
Amortization of deferred
Trading revenues (€ 1,678.1 thousand; 2003: € 2,775.5 thousand) and other reve- investment grant 1,167.2 683.2
nues and deductions (€ 802.3 thousand; 2003: € -503.0 thousand) were allocated Amortization of deferred
to each product and cell type. The prior year amounts were adjusted accordingly to investment subsidy 1,119.9 4712
- Personnel expense grants 311.9 247.9
ensure comparability. - -
Foreign exchange gains 306.6 88.0
Release of provisions 175.5 4.5
Income relating
to prior years 173.0 27.9
Other income 86.4 3.1

3,340.5 1,525.8
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4.3  Cost of materials
Cost of materials amounted to € 86,189.7 thousand (2003: € 37,859.4 thousand)
and consists almost exclusively of wafer purchases. The ratio of cost of
materials to revenues and change in inventories is 67.6% at December 31, 2004
(December 31, 2003: 70.9%).

4.4  Personnel expense
With the continued high growth of our production, we have created a large number of
new jobs. The number of employees has again more than doubled during the past

year. Q-Cells AG employs a total of 484 staff at the end of 2004 {end of 2003: 207).

The number of apprentices was 18 at the end of 2004 (end of 2003: 9),

4.5 Amortization, depreciation and impairment losses
See notes 3.1 and 3.2 for an analysis of amortization, depreciation and impairment
losses.

OTHER INFORMATION

4.6  Other operating expenses
Other operating expenses consist of the foliowing:

2004 2003
€ '000 €000
Repairs and
maintenance 1,953.0 835.8
Warranty expenses 1,592.4 575.8
Administration 1,085.2 505.2
Distribution 512.3 369.2
Freight 570.2 261.8
Foreign exchange
differences 2758 49.2
Miscellaneous other
operating expenses 2,003.6 788.2
7,992.5 3,385.2




4,7  Wetfinance costs
Net finance costs consist of the following:

2004 2003

€°000 €'000

Interest and similar income 152.7 183.9

Interest and similar expenses

Non-current liabilities 593.2 234.7

Current liabilities 289.6 418.3

Expenses simitar to interest 396.0 319.1
Profits transferred under partial profit

transfer agreements 172.1 172.1

-1,298.2 ~960.3

The expenses similar to interest are for profit-related remuneration, mainly for the

silent partners’ interests and, from December 2004, for the profit participation rights

capital.

Expenses arising from partial profit transfers relate to the silent partners’ variable

profit share for 2004 (see note 3.11).

4.8 Income taxes
Income taxes consist of the following:

2004 2003
€°000 €000

Current taxes
Corporation tax 3,877.8 0.0
Trade tax 1,649.9 75.0
Deferred taxes 296.5 1,215.1
5,924.2 1,290.1

Current income tax expense of Q-Cells AG is calculated
using tax rates in effect or announced at the balance
sheet date. The calculation of deferred taxes is based on
a corporation tax rate of 25.0% (2003: 25.0%), plus a
solidarity surcharge of 5.5% on corporation taxes payable
as well as an effective trade tax rate of 6.7% in 2004
(decrease in municipal rate; 2003: 9.9%). Taking into
account the solidarity surcharge and trade tax, the tax
rate used to calculate deferred taxes is 33.07% (2003:
36.30%; expected tax rate 33.07%).
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The following deferred taxes were recognized, gross and net, on individual balance The following analyzes the significant differences between
sheet line items and tax losses carried forward: expected and actual tax expense for the current and
prior year:
Deferred taxes 12/31/2004 ) 12/31/2003
Assets Liabilities Assets Liabilities Reconciliation of income 2004 2003
€°000 € '000 €000 €000 tax expense €'000 € '000
Recognition and Income betore incame taxes 18,306.0 4,235.4
valuation differences
Intangible assets Expected tax expense at
gible 33.07% (2003: 36.30%) 6,053.8 1,559.2
and property, plant )
and equipment 9,125.1 1,986.4 f“a”ges in expected
Non-current assets 1,7230 a)irexp(:fnset ¢
ax effect o
gurfrgnt aslsgts - 232.3 9.9 tax-free income -260.3 -170.8
rirc:ni gzrtlltc;‘patlon 592.9 Tax effect of non-deduct-
g pi : ible operating expenses 87.0 0.0
Investment grants Effects of changes
and sub5|dres. _ 320.5 391.4 in tax rates 16.6 0.0
Non-currgnt. |‘|z-‘1b|1|t|es 4,775.9 Tax effects of fax audit
Current liabilities 1,087.7 407.2 251.6 relating to prior years
Losses carried forward 388.8 (change in tax
7,907.1 10,357.5 780.2 2,333.9 balance sheet) 64.9 0.0
Other tax effects -37.8 -98.3
Deferred tax
assets/liabilities 2,614.9 3,425.2 258.0 771.8 Actual tax expense 5,924.2 1,290.1

Net deferred taxes 8103 513.8



No deferred tax assets were recognized on tax losses carried forward, since the

tax loss carryforwards existing at December 31, 2003 were completely utilized during
2004. Current tax expense was reduced by € 128.7 thousand in 2004 as a result of
the utilization of the tax loss carryforwards.

4,9  Earnings per share
Earnings per share were calculated in accordance with |AS 33.

The annua! shareholders’ meeting on August 23, 2004 resolved to increase capital
from reserves in the amount of € 9,976.1 thousand by converting to subscribed capital
€ 8,491.6 thousand of capital reserves and € 1,484.5 thousand of other revenue
reserves which had been appropriated from retained earnings for 2003. Consequently,
subscribed capital increased to € 10,085.7 thousand. The capital increase was
carried out by issuing 9,976,057 new registered no-par-value shares without nominal
value to the company's shareholders in the ratio of S1 new shares to cne old share.

In accordance with IAS 33.64 (2003: 33.43), the capital increase was refiected in
the calculation of earnings per share for 2004 and the prior year in order to improve
comparability.

Earnings per share 2004 2003
(after capital increase)

Net income in € thousand 12,381.8 3,005.3
Weighted average number of shares 9,481,366 7,844,206

Basic earnings per share in € 1.31 0.38

Thus, there were no dilutive effects to be taken into
account. Employee stock options were not yet included
in the calculation, since they are contingent on certain
conditions being met {see note 3.8).
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5. MOTES TO THE STATEMENT OF CASH FLOWS

Liquid funds consist of cash and cash equivalents as presented in the balance sheet.
Cash provided by operating activities has quadrupled to € 6,357.3 thousand.

The company was able to finance capital expenditures required for the extensive
expansion of production capacity (cash used in investing activities of € 29,249.2
thousand) with cash from financing activities of € 24,014.2 thousand and cash from
operating activities of € 6,357.3 thousand.

Changes in balance sheet items used to prepare the statement of cash flows cannot
be derived directly from the balance sheet since effects of non-cash transactions have
been eliminated.

6. OTHER DISCLOSURES

6.1  Segment reporting
The primary reporting format of Q-Cells AG is segmented
by gecgraphical categories. Income, expenses and other
disclosures have been attributed to segments based on
the location of assets. Since all assets are located in
Germany, all other disclosures are attributed to the
Germany segment as well. Further segmentation is thus
not necessary.

External revenues can be segmented by customer
location as follows:

2004 2003

€'000 €'000

Germany 95,550.4 33,909.8
Other EU countries 18,676.8 13,551.7
Rest of the world 14,469.8 1,290.8
128,697.0 48,752.3

A secondary reporting format is not applicable as
Q-Cells AG operates exclusively in the production and
distribution of photovoltaic cells.




6.2 Financial instruments
The objectives of financial risk management are to minimize credit risk related to trade
accounts receivable and to secure financing with appropriate maturities for the continued
expansion of the company’s operations and liquidity in connection with operating
activities. These objectives are being pursued using appropriate management systems.

During 2004, Q-Cells AG did not utilize any derivative financial instruments. instead,
it used only primary financial instruments such as trade accounts receivable and
payable, financing receivables and financing liabilities.

Financial instruments not measured at fair value include primarily cash and cash
equivalents, trade accounts receivable, other current assets, other non-current assets,
trade accounts payable and other liabilities and long-term loans.

The carrying values of cash and cash equivalents as well as current account overdrafts
are extremely close to their fair values due to the short maturities involved.

The carrying value of receivables and liabilities involving normal trade credit

conditions, which is based on historical cost, also closely approximates fair value.

6.3  Contingent liabilities and other financial commitments
There were no contingent liabilities at the balance sheet date.

In December 2004, an agreement was entered into
regarding a further financing round for CSG Solar AG,
Thalheim, in which Q-Cells AG committed to paying an
additional € 5.5 million in connection with a capital
increase at CSG Solar AG in 2005.

Purchase commitments

in order to secure supply, Q-Cells AG has reinforced its
wafer procurement department and now also focuses
intensively on the up-stream links in the value-added
chain.

The company has commitments to suppliers for pur-
chases of wafers and silicon for 2005 through 2010
totaling € 997,735.3 thousand, inciuding € 130,735.3
thousand for 2005,

The purchasing commitments to suppliers resufting
from these measures lead to price and volume risks. We
endeavor to mitigate these risks by matching commit-
ments from purchase contracts with those from sales
contracts.

Open purchase orders

The company had open purchase orders for property,
plant and equipment of € 27.3 million at December 31,
2004.
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Operating leases

The company leases several vehicles under operating leases at the balance sheet date.
The lease agreements have & lease term of 36 months and do not contain any defini-

tive renewal or purchase options. Monthly lease payments are expensed on a straight-

line basis.

Lease expense for operating leases amounted to € 34.2 thousand in 2004
(2003: € 4.3 thousand).

Warranties

As manufacturer and seller of photovoltaic cells, Q-Celis AG gives a warranty on its
products and is exposed to warranty risks. We guarantee that our cells achieve at least
S0% of nominal performance for 10 years. There have been no significant claims to
date.

6.4 Legal matters
An entrepreneur has asserted claims of € 1.0 million against the company pursuant
to a contract allegedly entered into regarding broken cells. The company considers
these claims to be entirely unfounded, the company is also not aware of any legal
action having been taken to date.

Risks arising from other legal disputes in connection with ordinary operations have
been appropriately provided for in accordance with IAS 37.

6.5 Financial risks

Liquidity risk

We use appropriate financial planning tools to manage
the future liquidity situation. Based on our current plan,
there are no apparent liquidity shartages. We have
unused current account overdraft limits of € 14.4 million
available to us at December 31, 2004,

Currency risk

At Q-Cells, currency risk arises primarily because some
purchases are made in US dollars while sales are not
made in US dollars to the same extent. We manage this
risk by constantly monitoring exchange rates and by
taking measures to hedge foreign exchange rates where
necessary.

Interest rate risk

Photovoltaic systems are usually mainly financed by
debt. The present comparatively low level of interest
rates and resulting low cost of debt have had a positive
effect on the profitability of photovoltaic systems. An
increase in interest rates would reduce the profitability
of photovoltaic systems due to higher borrowing costs
and hence would negatively affect the demand for pho-
tovoltaic cells. We do not expect a significant increase
in interest rates in the short- and medium-term.



Bank loans and overdrafts total € 13,969.1 thousand (December 31, 2003:

€ 14,902.6 thousand). These financing liabilities primarily consist of long-term loans.
There is no interim financing and current account overdrafts are in credit balance at
the balance sheet date.

Current financial liabilities include mainly the current principal portion of long-term
loans for 2005.

Financial liabilities entered into on a long-term basis consist of two variable interest
capital investment loans (EURIBOR + margin), two variable interest loans (beginning
at 5.6% p.a.; interest capped at 7.0% p.a.) and two loans with fixed interest rates
of 4.8% and 5.0% p.a.

Credit risk
It may also be necessary to make advance payments to suppliers to secure deliveries,
and this could lead to credit losses.

Timely and effective financial controls in combination with a customer assessment
system reduce the probability of bad debts.

Risks related to the receipt of investment grants and subsidies

The company receives investment grants and subsidies in connection with the creation
and expansion of capacity. Assessments issued regarding the approval of investment
grants total approximately € 21.0 million, of which € 10.1 million were received by
December 31, 2004. Payment of the funds is conditional on the institutions providing
the grants (EU, federal government, state of Saxony-Anhalt) having the funds available
and on the funds having been provided for in their budgets (federal government, state
of Saxony-Anhalt). As a result of this condition, there is a risk that the remaining
amount may be delayed or not paid out at all.

in addition, these grants and subsidies are generally
contingent on the company meeting certain restrictions
and conditions, to some extent over several years into
the future. If these conditions and requirements were
not met, Q-Cells AG might have to repay, either com-
pletely or in part, the grants received, which would
adversely impact the economic situation of the company.

6.6 Related party disclosures

Transactions with related parties

Parties related to Q-Cells are: The members of the
executive and supervisory boards, including their family
members, as well as companies over which Q-Cells AG,
members of the executive and supervisory boards and
their close family members and companies can exercise
significant influence.

The following transactions with related parties took
place during the year.

6.6.1  Remuneration of members of the
supervisory and executive hoards
See note 6.7.
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68.6.2  Transactions with investees 6.6.3  Transactions with suppliers,
See note 3.3 for disclosures regarding investees. customers and consultants
Topas 107. VV GmbH (name changed to EverQ GmbH on February 11, 2005) REG Group
The managing directors of this company were Mr. C. Anton Milner, CEQ of Q-Cells AG, Marcel Brenninkmeijer, member of the supervisory
and Dr. Hartmut Schining, CFO of Q-Cells AG. Mr. Thomas Schmidt, COO of Q-Cells board of Q-Cells AG, is president and delegate of the
AG, had signing authority. EverQ did not begin operations until 2005. No remuneration supervisory board of Good Energies AG, Basle, Switzer-
was paid. land, and managing director of Good Energies Invest-

ments B.V., Amsterdam, Netherlands (“GE!"). Good

The company had receivables from TOPAS 107.VV GmbH of € 18.9 thousand Energies AG is GEl's investment adviser. Mr. Brennink-
related to cost recharges at December 31, 2004. There were no accounts payable meijer holds an indirect minority interest in GEI.

outstanding.
GELl in turn holds an interest in Q-Cells AG. At the same

CSG Solar AG time, GEI holds a significant interest in Renewable
Q-Cells AG holds a 21.19% interest in CSG Solar AG, Thatheim. Three members of Energy Corporation, Norway (“REC"). Mr. Brennink-
the executive board of Q-Cells AG own shares in the company: Mr. C. Anton Milner, meijer is member of the supervisory board of REC.
CEOQ (2.75%), Mr. Reiner Lemoine, CTO (1.06%) and Mr. Thomas Schmidt, COO
(0.21%). Q-Cells AG has customer and supplier relationships
with REC and its subsidiaries ScanModule AB, Glava,
Further interests in CSG Solar AG are held by: Renewable Energy Corporation AS, Sweden (“ScanModule”), ScanCell AS, Narvik, Norway
Hovik, Norway (“REC") (21.19%), IBG Beteiligungsgesellschaft Sachsen-Anhalt mbH, (“ScanCell") and ScanWafer ASA, Hovik, Norway
Magdeburg (“IBG”) (4.24%) and Dr. van Aubel, Van Aubel Rechtsanwalte (2.97%)}, (“ScanWafer").

chairman of the supervisory board of Q-Cells AG.

The company had receivables from CSG Solar AG of € 2.1 thousand related to rent
recharged at December 31, 2004. There were no accounts payable outstanding.




Customer refationships

ScanModule is a customer of Q-Cells AG. The transactions with this company consist
exclusively of the sale of solar cells. Sales during the year totaled € 3,626.0 thousand
(2003: € 435.3 thousand).

Additional sales were made to ScanCell (sales volume during the year: € 382.3 thou-
sand; 2003: € 232.0 thousand) and ScanWafer (sales volume during the year:

€ 102.0 thousand; 2003: € 737.1 thousand) and during the prior year to REC

(€ 170.0 thousand), as well.

Receivables from ScanModule of € 3,187.7 thousand at December 31, 2004 arose
primarily from the commission business (December 31, 2003: € 0.0 thousand).
Receivables from ScanWafer at December 31, 2004 amounted to € 40.0 thousand
(December 31, 2003: € 0.0 thousand).

Supplier relationships

ScanWafer is the largest supplier of Q-Cells AG. There are long-term wafer supply
agreements that had a volume of € 28,644.6 thousand in 2004 (2003: € 12,972.8
thousand).

Accounts payable to ScanWafer amounted to € 2.8 thousand (December 31, 2003:
€ 2,449.4 thousand) at December 31, 2004.

ScanModule also sold goods and services to Q-Cells AG during 2003 (volume of

purchases during 2003: € 433.2 thousand; accounts payable as at December 31, 2003:

€ 119.5 thousand).

As part of the business relationships with REC Group,
the cell producer ScanCell sold its entire production

of photovoltaic cells to Q-Cells AG in 2003 and early
2004. The cells received were subjected to certain
quality tests and sorted by efficiency and quality criteria.
The photovoltaic cells were sold to customers of Q-Cells
AG under the Q-Cells logo. When REC expanded the
module producer ScanModule more extensively over the
course of the year 2004, the parties subsequently
agreed on delivery of a portion of the cells to Scan-
Module.

Q-Cells AG acted as distributor in 2003 and until early
2004 on the basis of verbal agreements and other
documentation because it was bearing price, holding,
and distribution risks (Q-Cells trading revenues 2004
€ 1.4 million; 2003: € 2.8 million). The volume of pur-
chases in 2004 was € 296.1 thousand (2003:

€ 2,280.5 thousand).
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Due to this change in business arrangements in early 2004, Q-Cells AG marketed the
cells on behalf of ScanCell as commission agent starting in February 2004. The
amount marketed was € 16.0 million. Due to the economic substance of the commis-
sion transactions, revenue recognized consists of the commissions received from
ScanCell of € 270.1 thousand. Accounts payable arising from these transactions were
€ 1,874.2 thousand at December 31, 2004 (December 31, 2003: € 738.7 thousand
from trading).

Consuiting services

Q-Cells AG and REC entered into a verbal agreement in 2004 regarding distribution
and marketing support services provided by Q-Cells AG in Norway. Consuiting services
of € 70.4 thousand were rendered during the year.

Immo Stréher

Immo Stroher, member of the supervisory board of Q-Cells AG, holds an interest in
Solon AG flir Solartechnik, Berlin (“Solon AG") and is chairman of its supervisory
board. Mr. Stréher holds significant interests in Mithril GmbH Darmstadt (“Mithril™).
Mithrit in turn holds an interest in Q-Cells AG. At the same time, Mithril holds signifi-
cant investments in Solon AG, Berlin with its subsidiaries Solon Photovoltaik GmbH,
Berlin (“Solon PV"”) and Solon Nord GmbH, Greifswald (“Solon Nord").

In addition, Immo Stréher, via ImmoSclar GmbH, Darmstadt (since April 2004
Stréher Solar GmbH; “ImmoSolar”), holds indirect interests in Q-Cells AG, EnTech
GmbH, Kufstein, Austria (“ErTech”) and ASS Automotive Solarsystems GmbH, Erfurt
(“ASS"). Mr. Stroher also is a minority shareholder of Energy Valley AG, Meggen,
Switzerland (“Energy Valley"), and holds an indirect interest in Q-Cells AG via Imladris
GmbH, Darmstadt (“Imladris”).

Persons related to Mr. Stréher also hold interests in
Q-Cells AG.

Solon AG and its subsidiaries Solon PV and Solon
Nord as well as EnTech and ASS are customers and
suppliers of Q-Cells AG.

The sales volume with these companies amounted

to € 36,052.8 thousand in 2004 (2003: € 10,447.1
thousand); the volume of purchases was € 242.6 thou-
sand in 2004 (2003: € 2,653.9 thousand). At Decem-
ber 31, 2004, receivables were € 6,018.1 thousand
(December 31, 2003: receivables € 3,140.9 thousand
and payables € 148.2 thousand).

Energy Valley introduced Q-Cells AG to its largest sili-
con supply contract in 2004, with a total volume of
some € 35 million. The supply contract's term runs to
the end of 2008, contains other fixed conditions and
secures the supply of raw materials for the further
expansion of Q-Cells AG. Negotiztions are in progress
for sales contracts corresponding with this procure-
ment contract for delivery of photovoltaic cells or mod-
ules 1o Energy Valley Inc. or a subsidiary of Energy
Valley (Solar Square AG).




During 2004, Mithril granted an interim financing loan of € 500.0 thousand bearing
interest at 6.25% p.a. based on verbal agreements. The full amount of the loan

was set off against a receivable for contributions to capital reserves outstanding at
December 31, 2003 on April 1, 2004. The interim financing loan provided by imladris
in the prior year of € 1,300.0 thousand (interest rate of 6.5% p.a.) had been repaid
in full during 2003. Of the interest receivable in the prior year from EnTech and
ImmoSolar of € 161.9 thousand, € 115.0 thousand was paid in 2004 and € 46.9
thousand was written off as a result of a settlement.

Services provided by a company owned by an individual related to a member

of the executive board

Q-Cells AG receives services from a company owned by an individual related to a
member of the executive board. During 2004, the company’s expenditures were

€ 1,059.6 thousand (2003: € 412.8 thousand). € 5.2 thousand (December 31,
2003: € 32.6 thousand) payable by the company as a result of this business relation-
ship were outstanding at December 31, 2004, The executive board member con-
cerned did not participate in contract negotiations and the terms of the contract are
equivalent to those that prevail in arm’s length transactions.

Legal advice from law firm Bezzenherger

Dr. Thomas van Aubel is chairman of the supervisory board. Dr. Thomas van Aubel
and persons related to him are shareholders of Q-Cells AG via TVVG GmbH, Berlin,
capitalnetworks.de GmbH, Berlin and Pluto 2001 GmbH, Berlin. As partner of the
law firm Bezzenberger, and since January 1, 2005 as partner of the law firm van Aubel
Rechtsanwalte, he provides advice to Q-Cells AG on legal issues.

Q-Cells AG had no outstanding liabilities due to the law
firm at December 31, 2004 (2003: € 32.1 thousand).
Professional fees in 2004: € 120.2 thousand (2003:
€ 62.0 thousand).

6.6.4  Other

IBG Beteiligungsgesellschaft Sachsen-Anhalt mbH,
Magdeburg (I1BG) is a shareholder of Q-Cells AG. The
managing director of IBG, Dr. Dinnies-Johannes von
der Osten, is also a member of the supervisory board
of Q-Cells AG.

IBG has entered into a partial profit transfer agreement
(agreement to set up a silent partnership) with Q-Cells
AG. See note 3.11 of these notes for further details.

The total expense for 2004 under the partial profit
transfer agreement was € 402.0 thousand (2003:
€ 402.0 thousand).
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Guarantees/suretyships given by members of the governing bodies in favor

of the company

The members of the executive board of Q-Cells AG, Mr. C. Anton Milner and
Mr. Reiner Lemoine, also hold shares in Q-Cells AG. Mr. Lemoine is shareholder
and member of the supervisory board of Solon AG.

The members of the executive board C. Anton Milner and Reiner Lemoine have given
directly enforceable maximum amount suretyships totaling € 550.0 thousand each in
favor of Q-Cells AG to three lending banks.

In addition, C. Anton Milner and Reiner Lemoine have given guarantees to MBG
regarding the repayment of silent partnership contributions and other payments,
and Reiner Lemoine together with two other founders has given such guarantees
to IBG (see note 3.11).

Capital increases
Good Energies AG, Basle has acquired shares representing an additional 9.6%
(2003: 10.4%) in connection with two capital increases from authorized capital.

At 15.8%, APAX Europe V-A L.P., Channel Islands has acquired an interest in
Q-Cells AG for the first time.

6.7 Remuneration of governing bodies
During 2004, the members of the executive board received remuneration of € 964.2
thousand, consisting of fixed components of € 364.3 thousand, variable components
of € 537.2 thousand and € 62.7 thousand for 1,336 stock options.

Remuneration of the superviscry board for 2004 amounted to € 81.0 thousand.

6.8 Members of the governing bodies
During the financial year, the executive board
consisted of:

I

C. Anton Milner, chairman of the executive board,
CEO

Reiner Lemoine, CTO

Thomas Schmidt, COO since April 1, 2004
Hartmut Schiining, CFO since October 1, 2004

D111

The members of the supervisory board during
2004 were:

it

Dr. Thomas van Aubel (chairman of the supervisory
board), attorney at law (Van Aubel Rechtsanwilte)
Dr. Dinnies-Johannes von der Osten (vice chairman
of the supervisory board), managing director of IBG
Beteiligungsgesellschaft Sachsen-Anhalt mbH
Marcel Brenninkmeijer, president and delegate of the
supervisory board of Good Energies AG, a managing
director of Good Energies Invesiments B.V.

Dr. Christian Reitberger (since March 2004), partner
APAX Partners Beteiligungsberatung GmbH

Immo Stréher, entrepreneur and investor in the
renewable energies industry

i

Il




6.9  Approval for issue
The executive board of Q-Cells AG has approved these IFRS financial statements
on August 11, 2005 for issue to the supervisory board and the shareholders.

Thatheim, August 11, 2005
Q-Cells AG

The executive board of Q-Cells AG

() v =
C. ANTON MILNER REINER LEMOINE THOMAS SCHMIDT
CEO CTO [of0]6]

N Trooy

DR. RER. POL. HARTMUT SCHUNING

CFO
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BALANGCE SHEET @-CELLS AG [N ACCORDANCE WITH HGB
as at December 31, 2004

ASSETS Note 12/31/2004 12/31/2003
€'000 €'000

A. FIXED ASSETS 2.1
I. Intangible assets
Industrial and similar rights and assets

and licenses in such rights and assets 247.0 93.3
247.0 93.3
. Property, plant and equipment
Land and buildings 7,835.4 5,623.7
Technical equipment and machinery 28,757.1 15,4457
Other equipment, plant and office equipment 1,628.5 1,015.2
On-account payments and assets under construction 19,298.5 3,145.7
57,519.5 25,230.3
IIl. Financial assets 3.1
Investments 1,030.4 55
58,796.9 25,329.1
B. CURRENT ASSETS 2.2
I. Inventories
Raw materials, consumables and supplies 5,800.6 4,347.5
Finished goods and merchandise 5,916.0 8,155.0
On-account payments 2,912.9 151.5
14,629.5 12,655.0
II. Receivables and other current assets 3.2
Trade accounts receivable 17,208.0 5,827.5
Amounts due from companies
with which an investment relationship exists 21.0 0.0
QOther current assets 10,709.3 1,880.3
27,938.3 7,707.8
lll. Cash-in-hand and bank balances 2,5627.2 1,404.9
45,095.0 21,767.7
C. PREPAID EXPENSES 23,33 1,765.5 107.6

TOTAL ASSETS 105,657.4 47,204.4




SHAREHOLDERS' EQUITY AND LIABILITIES Note 12/31/2004 12/31/2003

€000 € '000
A. SHAREHOLDERS' EQUITY 34
I.  Subscribed capital
Conditional capital € 818.8 thousand
(12/31/2003: € 0.0 thousand) 10,085.7 89.7
Il. Capital reserves 12,107.8 8,502.6
lll. Retained earnings (12/31/2003: accumulated deficit) 16726 -923.5
IV. Net income for the year 11,819.0 4,080.6
35,785.1 11,7494
B. DEFERRED INVESTMENT GRANTS AND SUBSIDIES FOR
FIXED ASSETS 3.9 17,240.4 5,288.2
C. PROVISIONS AND ACCRUED LIABILITIES 2.4
Tax provisions 5,768.0 75.0
Other provisions and accrued liabilities 4,026.9 1,688.0
9,794.9 1,763.0
D. LIABILITIES 2.5,3.11
Profit participation rights capital 15,000.0 0.0
Silent partners’ interests 4,092.0 4,092.0
Bank loans and overdrafts 14,140.5 14,902.6
Trade accounts payable 8,664.7 7,537.3
Other liabilities 935.1 1,871.9
of which taxes: € 228.8 thousand (12/31/2003: € 58.7 thousand)
of which social security: € 337.0 thousand
(12/31/2003: € 146.1 thousand)
42,832.3 28,403.8
E. DEFERRED INCOME 4.7 0.0

TOTAL SHAREHOLDERS' EQUITY AND LIABILITIES 105,657.4 47,204.4
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INCOME STATEMENT Q-CELLS AG IN ACCORDANGE WITH HGB
for the period January 1 through December 31, 2004

2004 2003
€ '000 € '000
1. Revenues 128,6%7.0 48,752.3
2. Decrease (2003 increase) in finished goods inventories -1,186.3 4,792.8
3. Other work performed by the company and capitalized 153.3 24.1
4. Other operating income 2,921.3 2,883.7
5. Cost of materials
a) Cost of raw materials, consumables and supplies
and of purchased merchandise 85,179.4 37,709.6
b) Cost of purchased services 1,010.3 249.8
6. Personnel expenses
a) Wages and salaries 10,046.0 4518.5
b) Social security and pension costs 1,890.0 867.8
of which pensions € 116.5 thousand (2003 € 16.5 thousand)
7. Amortization and depreciation on intangible assets
and on property, plant and equipment 4,804.1 4,311.6
8. Other operating expenses 8,806.9 3,680.8
9. Income from other securities and financial asset loans 0.0 2.3
10. Other interest and similar income 152.7 183.9
11. Interest and similar expenses 1,256.1 972.0
12. Income from ordinary activities 17,745.2 4,329.0
13. Taxes on income 5,627.7 - 75.0
14. Other taxes 26.4 1.3
15. Profits distributed under partial profit transfer agreements 172.1 172.1

16. Net income for the year 11,919.0 4,080.6




FIXED ASSET MOVEMENTS SCHEDULE [N ACCORDANCE WITH HGB
for the period January 1 through December 31, 2004

Acquisition Net book Additions Disposals Reclass- Accumulated Depreciation  Disposals Net book
and value ifications depreciation and value
manufacturing 01/01/2004 and amortization 12/31/2004
costs amaortization
€°000 €000 €'000 €°000 €'000 €°000 €°'000 €'000 € '000
I. intangible
assets
Industrial and similar
rights and assets
and licenses in such
rights and assets 647.5 93.3 206.2 0.0 21.4 628.1 74.0 0.0 247.0
1. Property, plant
and equipment
Land and buildings 5,844.3 5,623.7 615.0 0.0 1,814.4 438.3 217.6 0.0 7,835.4
Technical equipment
and machinery 21,390.3 15,4457 2,289.5 86 151546 10,068.7 4,125.8 1.7 28,7571
Other equipment, plant
and office equipment 1,303.6 1,015.2 877.5 355 151.5 668.6 386.7 6.5 1,628.5
On-account payments and
assets under construction 3,145.7 3,145.7  33,746.1 451.4 -17,141.9 0.0 0.0 0.0 19,2085
Total Il. 31,683.9 25,230.3 37,528.1 495.5 -21.4 11,175.6 4,730.1 8.2 57,5195
Total of I. + II. 32,331.4 25,323.6 37,734.2 495.5 0.0 11,803.7 4,804.1 8.2 57,766.5
Ill. Financial assets ]
Investments 5.5 5.5 1,027.4 2.5 0.0 0.0 0.0 0.0 1,030.4
Total of I. + II. + 11l 32,336.9 25,329.1 38,761.6 498.0 0.0 11,803.7 4,804.1 8.2 58,796.9
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NOTES TO THE HGB FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR 2004

1. GEMERAL EXPLANATIONS 2. ACCOUNTING AND VALUATION METHODS
The financial statements of Q-Cells AG for the year ended December 31, 2004 2.1 Fixed assets and deferred investment
have beenprepared in accordance with the provisions of the German Commercial Code grants and subsidies
(HGB) and the Stock Corporations Act (AktG). The type of expense format was The intangible assets and property, plant and equip-
selected for presenting the income statement. ment recognized are measured atf their acquisition or

manufacturing costs, less depreciation, amortization
and write-downs (prior year) where appropriate.

Manufacturing costs include direct material and produc-
tion costs as well as appropriate portions of necessary
material and production overheads.

Capital expenditure on technical equipment and
machinery purchased prior to December 31, 2003 is
depreciated at 20.0% of book value using the reducing
balance method. Capital expendiiure on technical
equipment and machinery purchased after January 1,
2004 (line 3) was depreciated like the other fixed
assets using the straight-line method. Furthermore, on
January 1, 2004 there was a change to the straight-line
method with a shift factor (80 months) for technical
equipment and machinery used cn line 2. The change
was with regard to alignment with international account-
ing standards and had a positive effect on results of

€ 160.0 thousand.




Minor-value items with acquisition costs of up to and including € 410.00 are
depreciated in full in their year of acquisition.

Investment grants and, from 2004 for the first time, also investment subsidies for
fixed assets are recorded as deferred investment grants in the balance sheet.

In prior years, investment subsidies were taken to income. This amendment was aiso
made for alignment to international accounting standards and reduced the result by
€ 2,536.7 thousand.

The deferred investment grants and subsidies are released over the useful lives of
the related assets.

Financial assets are valued at acquisition cost. Write-downs to lower fair value were
not necessary.

2.2 Current assets

Raw materials, consumables and supplies are recog-
nized at acquisition cost, under consideration of the
lower of cost or market principle.

Finished goods are valued at manufacturing cost. Manu-
facturing cost includes direct material and production
costs as well as appropriate portions of necessary mate-
rial and production overheads and depreciation of fixed
assets. Obsolescence risks are covered by write-offs.

Merchandise is valued at acquisition cost observing the
lower of cost or market principle.

On-account payments are stated at acquisition cost.

Receivables and other current assets are recorded at
nominal value, whereby recognizable specific risks were
accounted for using appropriate allowances. General
credit risk, administration fees and interest are account-
ed for by way of a general allowance amounting to 1.0%
on the unpaid trade accounts receivable balances net of
value added tax at the balance sheet date.
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The investment subsidy was capitalized for the first time in 2004 as a receivable in
the year it arose. The basis is the subsidy application which was submitted to the
tax authorities before the balance sheet was prepared. The receivable is recognized
(without income effect) at the expected amount.

Receivables in foreign currency are valued at the rate applicable on the date of
the transaction {(middle rate}. Where the balance sheet date rate results in a lower
valuation this is applied to the receivable.

Liquid funds are measured at their nominal value.

2.3 Prepaid expenses
Prepaid expenses consist of payments made before the balance sheet date for expenses
related to a certain period beyond this date.

2.4  Provisions and accrued liahilities
Provisions and accrued liabilities are measured such that they account for recognizable
commitments and risks.

2.5 liabilities
Liabilities are disclosed at their repayment values.

Liabilities in foreign currency are valued at the trans-
action date rate or balance sheet date rate.

Liabilities from profit participaticn rights capital are
disclosed in a separate item due to their nature
(subordinate priority, term of seven years) to improve
transparency of the net assets and financial position
as at December 31, 2004,

Liabilities from contributions by silent partners, which
are recorded in the commercial register as partial profit
transfer agreements and were included in the item other
liabilities in the prior year at an amount of € 4,092.0
thousand, were disclosed for the first time in a separate
item under liabilities due to their nature (subordinate
priority, term ten years) to improve transparency of the
net assets and financial position as at December 31,
2004. The prior year amounts have been adjusted in
accordance with § 265 (2) HGB (German Commerciat
Code).




3. NOTES TO THE BALANCE SHEET

The development of fixed assets is presented in the fixed asset movements schedule
as an appendix to these notes.

3.1  Financial assets
At the balance sheet date the following shares were held in companies with which
there is an investment relationship:

Subscribed Share Equity Result for
capitai of company the financial
capital year 2004
€°000 % €°000 €'000

Topas 107. VV GmbH, Berlin
(change of name on 02/11/2005 to EverQ GmbH) 25.0 100.00 6.1 -18.9
CSG Solar AG, Thalheim 118.0 21.19 958.8 -1,798.4

Topas 107 VV GmbH, Berlin was renamed EverQ GmbH at the beginning of 2005 in
connection with the foundation of a joint venture with Evergreen Solar, Inc. In accord-
ance with the joint venture agreement Q-Cells has held 24.9%, Evergreen Solar,
Inc. 75.1% in EverQ GmbH since the beginning of 2005. The shares are, therefore,
disclosed under the item investments as at December 31, 2004,

Furthermore, at the balance sheet date an investment interest was heid in Chemie-
Park-Institut GmbH, Bitterfeld, with a share of 6.1% in shareholders' capital, which
serves the operations of Q-Cells AG through the creation of a permanent link to this
company.

3.2 Receivables and other current assets
Receivables and other current assets are all due
within one vear.

Other current assets mainly result from investment con-
tracts with one investor (€ 2,609.2 thousand was paid
up in January 2005 in accordance with the contracts)
as well as receivables from investment grants (€ 715.0
thousand) and receivables from investment subsidies of
€ 6,463.0 thousand for undertaking the capital expen-
ditures carried out and paid for in 2004.




98 | 99

88

BOARD OF DIRECTORS  COMPANY MANAGEMENT REPORT Pﬁum&m@u&& STATEMENTS } AUDITORS’ REPORT

OTHER INFORMATION

Receivables from companies with whom there is an investment relationship relate to
other receivables amounting to € 21.0 thousand.

3.3 Prepaid expenses
Prepaid expenses amounting to € 1,765.5 thousand, mainly includes a special leasing
payment of € 1,462.7 thousand due at the balance sheet date.

3.4  Shareholders’ equity
Subscribed capital at the balance sheet date amounts to € 10,085.7 thousand and is
divided into 10,085,684 registered shares with restricted transferability.

The executive board was empowered by resolution of the annual shareholders’ meeting
on August 25, 2000, on approval by the supervisory board, to increase once or several
times the subscribed capital of the company by up to € 37.5 thousand (authorized
capital) by July 31, 2005 by issuing new, registered no-par value shares with restricted
transferability in return for non-cash or cash contributions. The executive board is
empowered, on approval by the supervisory board, to decide on exclusion of shareholders’
subscription rights and to determine further details of each capital increase.

By partially using the authorized capital, by resolution dated January 16, 2004, the
executive board increased the subscribed capital by € 1.9 thousand from € 85.7
thousand to € 91.6 thousand at an issue price of € 1.00 per share. Payments of
€ 998.4 thousand were made into the capital reserves. The new shares are entitled
to profits from January 1, 2004. Shareholders’ subscription rights were excluded.
The capital increase was entered in the commercial register on February 26, 2004.

By partially using the authorized capital, by resolution
dated February 17, 2004, the executive board increased
the subscribed capital by € 5.3 thousand from € 91.6
thousand to € ©6.9 thousand at an issue price of € 1.00
per share. Payments of € 3,994.4 thousand were made
into the capital reserves. The new shares are entitled

to profits from January 1, 2004. Shareholders' sub-
scription rights were excluded. The capital increase was
entered in the commercial register on March 16, 2004.

Finally, by partially using the authorized capital, by
resolution dated May 24, 2004, the executive board
increased the subscribed capital by € 12.7 thousand
from € 96.9 thousand to € 109.6 thousand at an issue
price of € 1.00 per share. Payments into the capital
reserve amounting to € 7,104.0 were agreed and of
these € 4,434 .8 were paid in by the year end. The new
shares are entitled to profits from January 1, 2004.
Shareholders’ subscription rights were excluded. The
capital increase was entered in the commercial register
on August 5, 2004.

At the annual shareholders’ meeting dated August 23,
2004, the existing authorized capital was cancelled and
new authorized capital resalved as follows: The executive
board is empowered, on approval by the supervisory
board, to increase once or several times the subscribed
capital of the company by up to € 5,042.8 thousand by
July 31, 2009 by issuing new, registered no-par value
shares with restricted transferability in return for non-




cash or cash contributions. The executive board is empowered, on approval by the
supervisory board, to decide on exciusion of shareholders’ subscription rights and
to determine further details of each capital increase. The capital increase was filed
in the commercial register on September 8, 2004. Authorized capital amounts to
€ 5,042.8 thousand at December 31, 2004.

3.5 Appropriation of prior year results/capital increase from reserves
Furthermore, the annual shareholders’ meeting on August 23, 2004 resolved to
transfer an amount of € 1,484.5 thousand to other revenue reserves from the
retained earnings for the financial year 2003 of € 3,157.1 thousand and to carry
forward the remaining profit of € 1,672.6 thousand.

Additionally, the annual shareholders’ meeting on August 23, 2004 resclved a capital
increase from reserves of € 9,976.1 thousand into subscribed capital through the
conversion of part of the amount, € 8,491.6 thousand, from capital reserves as well
as through the conversion of the € 1,484.5 thousand, which had been appropriated
from profit for the financial year 2003 to other revenue reserves. Consequently,
subscribed capital increased to € 10,085.7 thousand. The capital increase was carried
out by issuing 9,976,057 new, registered no-par value shares without nominal value
to the shareholders of the company in the ratio of 91 new shares to one old share.
The new shares are entitled to profits from the beginning of the financial year 2004,
The capital increase was entered in the commercial register on September 8, 2004.

3.6 Conditional capital/stock option program
By resolution of the annual shareholders' meeting on August 23, 2004, a conditional
capital increase of subscribed capital of up to € 818.8 thousand was carried out by
issuing up to 818,800 registered no-par value shares with restricted transferability.

The conditional capital increase serves to redeem
subscription rights, the issue of which was resolved at
the annual sharehoiders’ meeting on December 29,
2003 (resolution for the issue of up to 8,900 subscrip-
tion rights). Due to the resolution by the annual share-
holders’ meeting on August 23, 2004, the conditional
capital now amounts to € 818.8 thousand. Up to
December 31, 2004, 6,424 (of which 89 were can-
celled in 2004) employee options had been issued.
Due to the capital increase from shareholders' funds in
2004 in the ratio of 91 new shares to one old share,
the number of shares which can be purchased based
on an option has also increased by the same ratio.

3.7 Capital reserves {see sections 3.4 and 3.5)
Capital reserves developed as follows (in € '000)
during the pericd under review.

€000
Balance at 01/01/2004 8,502.6
Transfers in 12,096.8
Transfers out 8,491.6
Balance at 12/31/2004 12,107.8
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12/31/2004 12/31/2003

€'000 €000

Net income for the year 11,919.0 4,080.6
Retained earnings (accumulated deficit) from prior year 1,672.6 -923.5
Retained earnings 13,591.6 3,157.1

In the annual shareholders’ meeting on August 23, 2004, with regard to the appro-
priation of the retained earnings for the financial year 2003, it wes resolved that

€ 1,484.5 thousand of the retained earnings as at December 31, 2003 of € 3,157.1
thousand would be transferred to revenue reserves (converted to subscribed capital
as part of the capital increase from reserves in 2004) and € 1,672.6 thousand would

be carried forward.

3.9 Deferred investment grants and

subsidies for fixed assets
in accordance with the community task project
“Improvement of the regional economic structure”,
24.67% (equivalent to € 2,781.3 thousand) of capital
expenditure on buildings and fungible property, plant
and equipment, amounting to € 11,274 thousand in
total, was subsidized based on the grant assessment
(Assessment 1) dated July 5, 2000.

Based on the grant assessment (Assessment I1)

dated March 12, 2002 and the last amendment assess-
ment dated June 13, 2003, 24.82% (equivalent to

€ 4,382.8 thousand) of capital expenditure on buildings
and property, plant and equipment, amounting to

€ 17,659.0 thousand in total, was subsidized.

As a measurement basis for the grant assessment
(Assessment 111} dated Oktober 8, 2003 and the amend-
ment assessment dated August 26, 2004, {otal capital
expenditure on buildings and property, plant and equip-
ment for production line 1l is planned at € 12,500.0
thousand. The subsidy authorized amounts to € 3,168.6
thousand and thus represents a subsidy rate of 25.35%.

Furthermore, based on the grant assessment (Assess-
ment 1V) dated November 2, 2004, capital expenditure
on buildings and property, plant and equipment for
production line IV amounting to € 10,786.6 thousand
from a total of € 49,800 thousand is being subsidized.
This represents a subsidy rate of 21.66%.



The following table shows the development of deferred investment grants:

Assessment | Assessment H vent Il ment IV Total

€ '000 €000 € °000 € '000 € '000

Balance at 01/01/2004 1,580.0 3,707.8 0.4 0.0 5,288.2
Additions 2004 116.4 76.1 3,143.2 713.7 4,049.4
Release in 2004 222.1 675.6 199.2 0.0 1,096.9
Balance at 12/31/2004 1,474.3 3,108.3 2,944.4 713.7 8,240.7

On June 30, 2004 the assessment for € 3,324.2 thousand was received for the

investment subsidy for the calendar year 2003. The subsidy rate of 12.5% relates to a
calculation basis of € 2,924.1 thousand. Furthermore, 25.0% of total investments

of € 11,834.6 thousand were subsidized.

The investment grants, except for the investment project for production line 1, and
the investment subsidies are subject to subsequent audit, whereby the company has

not identified any risks of repayment until now.

The investment subsidy for 2004 was recorded at the amount expected.
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The following table shows the development of deferred investment subsidies:

Subsidy 2003 Subsidy 2004 Total
€ '000 €'000 €000
Balance at 01/01/2004 0.0 0.0 0.0
Additions 2004 3,324.2 6,463.0 9,787.2
Release in 2004 787.5 0.0 7875
Balance at 12/31/2004 2,536.7 6,463.0 8,999.7

The reduced result from the first-time disclosure of deferred investment subsidies

in the balance sheet amounts to € 2,536.7 thousand.

3.10 Provisions and accrued liabilities

Other provisions and accrued liabilities were set up for the following obligations:

12/31/2004 12/31/2003 Change

€'000 €°000 €000

Personnel-related provisions 1,905.0 902.9 1,002.1
Product / production-related provisions 1,452.1 223.5 1,228.6
Other provisions 569.8 561.6 108.2
4,026.9 1,688.0 2,338.9

Provisions in the personnel area mainly relate to bonuses
amounting to € 1,177.1 thousand. Provisions for the
production area primarily relate to warranty provisions
amounting to € 1,242.7 thousand.



3.11  Liabilities

The composition of liabilities according to their payment terms can be seen from the

following summary (the prior year figures are in brackets):

Total amount up to 1 year 1 to 5 years > 5 years
€ '000 € '000 €000 €°000

Profit participation
rights capital 15,000.0 0.0 0.0 15,000.0
(0.0) (0.0) 0.0) (0.0)
Silent partners' interests 4,092.0 0.0 0.0 4,092.0
(4,092.0) 0.0y (0.0) (4,092.0)

Bank foans and

overdrafts 14,1405 6,139.8 8,000.9 0.0
(14,902.6) (10,081.0) (4,821.6) (0.0)
Trade payables 8,664.7 8,137.7 527.0 0.0
(7,5637.3) (7,456.0) (81.3) {0.0)
Other iabilities 935.1 935.1 0.0 0.0
(1,871.9) (1,871.9) (0.0) 0.0
42,832.3 15,212.4 8,527.9 18,092.0
(28,403.8) (19,408.9) (4,902.9) (4,092.0)

Profit participation rights capital

The annual shareholders’ meeting resolved on Novem-
ber 24, 2004 to issue a profit participation right with a
nominal value of € 15,000 thousand to PREPS 2004-2
Limited Partnership. The profit participation right was
paid in, less transaction costs of € 600.0 thousand, on
December 10, 2004. The lower priority profit participa-
tion right has a term of seven years and a fixed and
profit-related interest component.

Silent partners’ interests

Amounts payable for contributions by silent partners,
which were disclosed under other liabilities last year,
were disclosed for the first time as a separate item
under liabilities based on their nature (subordinate
priority, term ten years). The prior year amounts have
been adjusted in accordance with § 265 (2) HGB
(German Commercial Code).
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Bank foans and overdrafts The claims for payment of investment grants and
At the time of the annual financial statements the following credit lines and bank subsidies (agreed maximum amount of € 9.3 million or
loans and overdrafts existed (excluding interest payable): € 6.6 million) for 2004 and 2005 have been fully
assigned to the lending banks as security for the
a current account credit limit of € 14,400.0 thousand (€ 0.0 thousand utilized}, pre-financing of investments in line 4.

01/l

two investment loans for line 1 for € 2,198.6 thousand in total over a term of five
years, remaining debt € 1,488.6 thousand,

one investment loan for Line 2 for € 5,000 thousand in total over a term of five
years, remaining debt € 3,436.8 thousand.

an investment loan for line 3 for a total of € 3,750.0 thousand (€ 3,367.3 thou-
sand utilized) with a term of five years and

a syndicate loan for line 4 for a total of € 18,000.0 thousand (€ 5,821.3 thousand
utilized) with a term of five years and,

a syndicate loan 2 for line 4 for a total of € 10,000.0 thousand (€ 0.0 thousand
utilized) for pre-financing investment grants and subsidies with a term of two years.

i

I

(]

The loans are secured by land charges on both operating facilities amounting to

€ 2,198.6 thousand, € 6,000.0 thousand, € 20,000.0 thousand and € 3,750.0
thousand, collateral assignment of machinery and equipment for lines 1, 2, 3 and 4,
collateral assignment of receivables with the letters A-Z, and coliateral assignment
of raw materials and supplies, finished goods and merchandise.




4. NOTES YO THE INCOME STATEMENT

Revenues comprise the following:

Other operating income consists of the following:

2004 2003
Product Type of ceil Revenues 2004  Revenues 2003 Change €000 €000
€°'000 € '000 € °'000

. Release of deferred
Palycrystalline Q5 (125x125 mm) 1,656.9 7,030.0 -5373.1 investment grants 1.096.9 953.9

@6 (150x150 mm) 56,392.2 41,460.2 14,932.0 Releass of deferrad
Q6L (156x156 mm) 53,758.1 0.0 53,759.1 investment subsidies 787.5 0.0
Q8 (210x210 mm) 62.3 0.0 62.3 Personnel expense grants 311.9 247.9

Monocrystaliine  Q6M (150x150 mm) 9,816.7 262.1 9,654.6 Income from
Q6ML (156x156 mm) 7,009.8 0.0 7,009.8 exchange differences 280.8 88.0
128,697.0 48,752.3 79,944.7 Release of provisions
and accrued liabilities 175.5 4.5
Income from prior years 173.0 27.9
Investment subsidies 0.0 1,558.5
N ) Miscellaneous

The individual products and cell types were allocated to revenues from trading operating income 85.7 3.0
(€ 1,678.1 thousand, 2003 € 2,775.5 thousand) and other revenues and income 2.921.3 2.883.7

deductions (€ 802.3 thousand, 2003 € -503.0 thousand), the prior year amounts
were adjusted accordingly to enable better comparability.

Revenues were generated in Germany (74.2%) and abroad (25.8%, of which
EU 14.6%, other regions 11.2%).

Other operating income from the release of deferred

investment grants and subsidies is matched by deprecia-

tion of the related fixed asset items.
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The following table shows the structure of other operating expenses: The following table shows the breakdown of the net
interest expense:
2004 2003
€000 €000 2004 2003
€ '000 € '000
Repairs and maintenance 1,914.4 1,087.4
Warranty expense 1,592.4 575.9 Interest and similar
Administration costs 1,196.1 505.2 income 152.7 183.9
Selling expenses 621.3 369.2 L
Freight costs 570.2 261.9 Interest and similar
expenses
Exchange losses 2758 49.2 Long-term liabilities 570.4 234.7
Miscellaneous operating expenses 2,636.7 832.0 Short-term liabilities 589.6 4183
8,806.9 3,680.8 Expenses similar
to interest 396.1 319.1

-1,103.4 -788.2



5 OTHER DISCLOSURES

5.1  QOther financial commitments
The order volume for fixed asset items as at December 31, 2004 amounted to
€ 27,326.5 thousand.

Purchase obligations to suppliers for wafers and silicon for 2005 through 2010
amount to € 997,735.3 thousand, of which € 130,735.3 thousand relates to 2005.

Leasing commitments for line 2a for 2005 through 2009 amount to € 6.5 million,
of which € 1.3 million relates to 2005.

At the balance sheet date there were several leasing contracts for automobiles which
were concluded for terms of 36 months.

In December 2004 an agreement was concluded for a further financing round of CSG
Solar AG, Thalheim, in which Q-Cells AG committed to paying a further € 5.5 million
as part of the capital increase in CSG Solar AG in 2005.

5.2  Contingent liabilities
There are no contingencies at the balance sheet date.

An entrepreneur has made a claim against the company amounting to € 1.0 million
from a supposed contract for cell breakage. From the company’s point of view all
claims are unfounded. According to the company's knowledge, no legal steps have
been taken until now.

Based on reasonable commercial judgment, adequate provision has been made for
risks from further legal disputes as part of ordinary operating activities.

5.3 Personnel
Excluding the executive board, the average number of
employees during the year amounted to 335 (2003:
149), of which 235 are in production and 100 in the
commercial area.

5.4  Executive hoard
Executive board members appointed in 2004 were:

It

C. Anton Milner (Chairman, CEQ), Engineering
graduate (Chem. Eng.)/MBA

Reiner Lemoine (CTQ), Engineering graduate
(aerospace)

Thomas Schmidt (CO0), news technician
(since April 1, 2004)

Dr. Hartmut Schiining (CFO}, Business Studies
graduate, Dr. rer. pol. (since October 1, 2004)

Al

lill

1l

The executive board members received remuneration
for 2004 amounting to € 964.2 thousand, of which

€ 364.3 thousand is fixed, € 537.2 thousand is variable
and € 62.7 thousand is for 1,336 share options granted
in 2004.
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5.5 Supervisory board
Supervisory board members appointed for the financial year 2004 were:

Dr. Thomas van Aubel (chairman), attorney at law

Dr. Dinnies-Johannes von der Osten (supervisory board vice chairman),

general manager IBG Beteiligungsgesellschaft Sachsen-Anhalt mbH

Marcel Brenninkmeijer, administration president and delegate of the administration board

of Good Energies AG, member of the general management of Good Energies Investment B.V,

Dr. Christian Reitberger (since March 2004), partner APAX Partners Beteiligungsberatung GmbH
Immo Stréher, businessman and investor in the renewable energies sector

(1A

(]

IR e

The supervisory board members received remuneration of € 81.0 thousand for 2004.

5.6 Proposal for appropriation of results

In accordance with the executive board and supervisory board proposal for
appropriating income, the commercial code net income for the year 2004 together with
the retained earnings brought forward from the previous year should be fully retained.

Thalheim, July 6, 2005
Q-Cells AG, Thalheim

The executive board of Q-Cells AG

il e Y ey

ANTON MILNER REINER LEMOINE THOMAS SCHMIDT DR. RER. POL. HARTMUT SCHUNING
CEC cTo co0 CFO




AUDITOR’S REPORT TQ THE FINANCIAL STATEMENTS (IFRS)

To Q-Cells AG, Thalheim:

We have audited the annual financial statements, comprising the balance sheet, the
income statement and the statements of changes in shareholders’ equity and cash flows
as well as the notes, together with the bookkeeping system of Q-Celis AG, Thaiheim,
for the business year from January 1 to December 31, 2004. The maintenance of the
books and records and the preparation of the annual financial statements in accordance
with International Financial Reporting Standards (IFRS) are the responsibility of

the Company’s management. Our responsibility is to express an opinion on the annual
financial statements, together with the bookkeeping system, based on our audit.

We conducted our audit of the annual financial statements in accordance with § 317
HGB (“Handelsgesetzbuch”: “German Commercial Code”) and the German generally
accepted standards for the audit of financial statements promuigated by the Institut
der Wirtschaftspriifer in Deutschland (IDW). Those standards require that we plan and
perform the audit such that misstatements materially affecting the presentation of
the annual financial statements are detected with reasonable assurance. Knowledge of
the business activities and the economic and legal environment of the Company and
evaluations of possible misstatements are taken into account in the determination of
audit procedures. The effectiveness of the accounting-related internal contro! system
and the evidence supporting the disclosures in the backs and records and in the
annual financial statements are examined primarily on a test basis within the framework
of the audit. The audit includes assessing the accounting principles used and signifi-
cant estimates made by management, as weli as evaluating the overall presentation of
the annual financial statements. We believe that our audit provides a reasonable basis
for our opinion.

Our audit has not led to any reservations.

In our opinion the annual financial statements give a
true and fair view of the net assets, financial position
and results of operations of the Company as well as
the cash flows for the business year in accordance with
International Financial Reporting Standards.

Leipzig, August 22, 2005

KPMG Deutsche Treuhand-Gesellschaft
Aktiengesellschaft
Wirtschaftsprifungsgeselischaft

Nétzel
Wirtschaftspriferin

Liebers
Wirtschaftsprifer
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AUDITOR'S REPORT TO THE FINANCIAL STATEMENTS (HGB)

We have audited the annual financial statements, together with the bookkeeping
system and the management report of Q-Cells AG, Thalheim for the business year from
January 1 to December 31, 2004. The maintenance of the books and records and the
preparation of the annual financial statements and management report in accordance
with German commercial law are the responsibility of the Company’s management.
Our responsibility is to express an opinion on the annual financial statements, together
with the bookkeeping system, and the management report based on our audit.

We conducted our audit of the annual financial statements in accordance with § 317
HGB (“Handelsgesetzbuch": “German Commercial Code™) and German generally
accepted standards for the audit of financial statements promulgated by the Institut
der Wirtschaftspriifer in Deutschland (IDW). Those standards require that we plan
and perform the audit such that misstatements materially affecting the presentation
of the net assets, financial position and results of operations in the annual financial
statements in accordance with German principles of proper accounting and in the
management report are detected with reasonable assurance. Knowledge of the business
activities and the economic and legal environment of the Company and evaluations

of possible misstatements are taken into account in the determination of audit proce-
dures. The effectiveness of the accounting-related internal controf system and the
evidence supporting the disclosures in the books and records, the annual financial
statements and the management report are examined primarily on a test basis within
the framework of the audit. The audit includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall
presentation of the annual financial statements and management report. We believe
that our audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.

In our opinion the annual financial statements give a
true and fair view of the net assets, financial position
and results of operations of the Company in accordance
with German principles of proper accounting. On the
whole, the management report provides a suitable -
understanding of the Company’s position and suitably
presents the risks of future development.

Leipzig, August 15, 2005

KPMG Deutsche Treuhand-Gesellschaft
Aktiengeselischaft
Wirtschaftsprifungsgesellschaft

Nétzel
Wirtschaftspriferin

Liebers
Wirtschaftsprifer



CORPORATE GOVERNANCE

Q-Cells AG welcomes the German Corporate Governance Code, established in line
with the recommendations of the Government Commission, and last updated in May
of 2003. The Code creates transparency with respect to the general legal framework
of corporate governance and controlling in Germany, while at the same time establish-
ing generally accepted standards for good and responsible corporate management.

Good corporate governance has been of great importance to Q-Cells since its found-
ing. Our success has always been built on the close cooperation of the Management
and Supervisory Boards, our appreciation of shareholder interests, an open corporate
communications culture, adherence to accepted accounting standards and external
auditing of our financial statements, and the responsible management of risk.

For us, corporate governance is a continuous living process: future developments
will be scrutinized closely, and sensible proposals and suggestions will be implemented
quickly.

Transparency and the requirement to inform our shareholders and the public quickly,
comprehensively, and simultaneously takes a high priority in our corporate communi-
cations. Accordingly, you will find our current Declaration of Compliance with the
Code, as well as current developments and important corporate information, on our
Web site (www.q-cells.de).
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REPCRT OF THE SUPERVISORY BOARD

During the reporting period, the Supervisory Board has regularly supervised the management. For the purposes
of this supervision, the Management Board submitted verbal and written reports to the Supervisory Board
about the condition of the Company and about the most important business events at regular intervals. The
Supervisory Board deliberated on the reports of the Management Board in seven meetings and two telephone
conference calls. Developments at the Company were also dealt with in consultation with the Management
Board outside of the Supervisory Board meetings.

Of particular significance in the consultations during the reporting period were
the following:

strategic orientation and medium-term planning at the Company,
customer and supplier relationships,

investments in Good Energies Investments B.V. and APAX,
liquidity forecasts through 2005,

the search for a CFO,

IPO preparations,

the investment in CSG Solar AG.

11 1 s 1

The Audit Committee in 2005 discussed the 2004 annual financial statements with
the auditors, the CFO, and employees of the Company in four meetings. These meet-
ings dealt with the accounting treatment of certain individual balance sheet items and
the presentation in the notes. The auditors responded conclusively to all questions
raised by the Audit Committee with respect to the individua! balance sheet items and
the presentation in the 2004 annual financial statements.




The Supervisory Board appointed two new Management Board members during the
reporting period, increasing that Board's membership to four. Effective April 1, 2004,
Thomas Schmidt was appointed to the Management Board with the title of COO.

He is responsible for the areas of production, supply-chain management, and quality
assurance. Effective October 1, 2004, Dr. Hartmut Schiining was appointed to the
Management Board with the title of CFO. He is responsible for finance, investor
relations, human resources, IT, and legal affairs.

The annual financial statements and the management report for the 2004 financial
year prepared by the Management Board, together with the accounting, were audited
by KPMG Deutsche Treuhandgesellschaft, Leipzig. The annual financial statements
were discussed in the presence of the auditor. The audit was assisted by the Audit
Committee, which also issued a report to the full Supervisory Board. The auditor
issued an unqualified certification for the annual financial statements.

For our part, we have examined the annua! financial statements, the management
report, and the Management Board's proposal for the appropriation of the balance

sheet profit.

Based on our own examination, we support the conclusions reported by the auditor in
its report on the annual financial statements.

The conclusive result of our examination produced no cause for objection by us. We

accept the annual financial statements prepared by the Management Board; they are
hereby declared officially approved.

Berlin, August 14, 2005

k]

DR. THOMAS VAN AUBEL

Chairman of the Supervisory Board
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PHOTOVOLTAICS GLOSSARY

AC converter

Photovoltaic modules produce direct current. An
AC converter turns direct current into alternating
current. This way, the electric power produced
from solar energy can be used by electrical loads
of end-users rated at 230 volts of alternating
current, or added into the public zlectricity grid.
Central converters are used in large photovoltaic
instaliations and string converters are used in
small photovoltaic installations.

Acid texturing
Process used in the manufacturing of photovottaic
cells that leads to an increase in the efficiency

of cells by means of a chemical surface treatment.

Back-contact cell

With respect to these photovoltaic cells, a new
process is used to attach a contact only to the
back of the photovoltaic cell, thus reducing
theshade effect (decrease of the solar radiation
absorbed by a photovoltaic cell).

Breakage rate
The percentage of wafers and cells fractured
during processing and production.

€02
carbon dioxide.

CSG technology

A silicon-based photovoltaic thin-film technology
in which a thin silicon film is deposited on special
glass and processed further into photovoltaic
modules (“Crystalline Silicon on Glass”).

Biffusion furnace
Oven in which cell blanks receive a conductive
surface layer by using phosphoric gas.

Doping

Changing the wafer surface from p-type to n-type
by diffusing phosphorus particles into the wafer
surface. As a result, the silicon wafer has two
separate layers, i.e., a negatively charged and a
positively charged layer.

EEG: Renewable Energies Act

German Act on Granting Priarity to Renewable
Energies (Erneuerbare Energien Gesetz).
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Efficiency level

In energy conversion processes, efficiency level
is defined as the ratio of useable energy released
to energy or power used.

High efficiency cells

High efficiency cells are photovoltaic cells with
above average levels of efficiency for special
applications. They distinguish themselves from
standardized photovoltaic cells as a result of their
high efficiency and higher price and are used,

for example, for applications in outer space.

Ingot
Blocks made from raw silicon that are used
to produce silicon wafers.

Kilowatt (kW)

1,000 Watt. Unit of power used to measure
the capacity of photovoltaic systems.

Kilowatt hour (kW/h)

Unit of energy. Electricity consumption is stated
in kilowatt hours. 1 kW/h = 1,000 watts over a
period of one hour,




Kilowatt peak (kWp)

Unit used to measure the standardized power
output (rated output) of photovoltaic cells or
photovoltaic modules. The output indicated on
the module reflects the ocutput produced under
testing conditions that do not directly correspond
to normal conditions. The testing conditions
have the purpose to standardize and compare
photovoltaic cells and photovoitaic modules.
The electrical results of the modules under such
testing conditions are included in data sheets.
The testing conditions are at 25°C module-
temperature and 1,000 W/m?2 solar radiation
(STC conditions; STC stands for standard

test conditions).

kw

Abbreviation of “kilowatt.”

kW/h

Abbreviation of “kilowatt-hour.”

kWp

Abbreviation of “kilowatt peak.”

Low-light behavior

Performance of the photovaltaic cell when incident
radiation is low, such as on an overcast day.

Megawatt (MW)

Unit of energy: 1 MW = 1,000 kW
or 1,000,000 Watt.

Megawatt hour (MW/h)

Unit of energy. Electricity consumption
is also stated in megawatt hours.

1 MWh = 1,000 kilowatts over a period
of one hour.

Megawattpeak (MWp)
1 megawatt peak = 1,000 kilowatt peak.

Micrometer (ym)

More commonly known as “micron.” One micron
is equal to one thousandth of a millimeter.

Module
Connected photovoltaic cells. See also
"Photovoltaic module”.

W

Abbreviation of “megawatt.”

MW/h

Abbreviation of “megawatt hour.”

MWp

Abbreviation of “megawatt peak."

Photovoltaics

Photovoltaics involves the conversion of radiation,
primarily solar radiation, into electrical power,
and has been used to supply energy since 1958
(initially to satellites). The name is a combination
of the Greek word for light, or “photo”, and
“Volta”, after Alessandro Volta, the pioneer of
electricity.

Photaovoliaic cells

Photovoltaic cells are a photovoltaic application
that convert light (usually sunlight) into direct
current by using the photovoltaic effect. The
photons being emitted generate an electric
voltage which, by connecting an electric loader
to the solar, allow efectricity to flow.

Photovoltaic modufe

Module used to obtain direct current from the
sun. A photovoltaic or solar module is made

up of several connected photovoltaic cells that
are sandwiched between two giass or plastic panes
in order to make them weatherproof. To achieve
voltages that can be better used, photovoltaic
cells are connected to each other in a photovoltaic
module. Photovoltaic modules are usually mounted
in a frame on a roof or on a mounting system.
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Photovoltaic system

System (power plant) for generating electrical
power from solar energy. The direct current gener-
ated by photovoltaic modules can be used to run
motors or charge batteries, for example. If it is fed
into the public supply grid or used for the opera-
tion of common electric loaders, an inverter is
required to convert direct current into alternating
current.

Primary energy consumption

Primary energy consumption, abbreviated PEC,
indicates how much energy can be used in an
economy to render all energy-related services such
as production, heating, moving, electronic data
processing, telecommunication or lighting. 1t is
also the total amount of energy supplied to an
ecanomy. Sources of energy in use to date mainly
include oil, gas, coal, brown coal, nuclear power,
hydropower and wind energy.

Production throughput
Produced Wp cell output per production unit.

Renewable Energy

Renewable energy, or sometimes also called
regenerative energy, refers to the supply of
energy from sustainable sources that are either
regenerated or — based on human standards —
are inexhaustible. Renewable energy is primarity
used in the form of solar energy, biomass,
geothermics, hydropower and wind energy.

COMPANY
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Silicon wafer
Silicon disc used to manufacture phatovoltaic
cells.

Solar cell
See “photovoltaic cell.”

Solar energy system
See "photovoltaic system.”

String ribbon technology

In this photovoltaic technology, wafers are directly
produced from melted silicon by using wires.

W

Abbreviation of "watt.”

Watt (W)
Unit of power with which the output of photo-
voltaic systems can be precisely measured.

Watt peak(Wp)

Unit used to measure the standardized power
output (nominal output) of photovoltaic cells and
photovoltaic modules. Module prices are generally
indicated in €/Wp. 1,000 watt peak kilowatt
peak.

Wp

Abbreviation of “watt peak.”
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FINANCIAL CALENDAR

2005

End of November:

Publication of interim report for @3 2005

2006

February: Preliminary revenue figures for 2005

End of April:

Publication of the 2005 annual report;

press and analysts’ conference

June: Annual shareholders’ meeting in Berlin
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