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Germany is slashing the subsidies that hisilsolar industry up to $8.8 billion in sales anade the country the world's
biggest market for panels that capture the susggn

Homes and businesses earn a government-geedaptice of as much as 47 euro cents ($0.74)afchn &ilowatt-hour of
solar power they generate, enough to run a vacueamer for 60 minutes and double the market rgtairSand France are
copying Germany's model as a way to nurture c@rgy industries that can reduce reliance onlfigsis and cut gas
emissions blamed for global warming.

Almost nine years of subsidized prices havelen@ermany the largest market for photovoltaic [sanéh 17 publicly
traded solar companies, and about 40,000 emplog&emes more than in 2000. While the governmasst wants to
keep the industry from growing too fast, manufaetsirQ-Cells AG and Solarworld AG say that reducimg guaranteed
prices will hurt profits and stall the technologgteergence.

“Pressure on margins would be very highid genton Milner, chief executive officer of Q-Cellthe world's largest
maker of solar cells, in a May 14 interview. ~"Masipaller German companies would be squeezed dilieofnarket. It's
definitely too early for the proposed cuts."

Germany has installed about 1.5 million seistems, including 500,000 photovoltaic modulespeding to the Berlin-
based Bundesverband Solarwirtschaft, a solar erssggciation. Solar offers the potential of gemegaabout a quarter of
the northern European country's electricity, evdthvhe relatively scant amount of sunshine, saidsteéa Koernig,
president of the association, in a May 13 interview

Deepening Cuts

The country has trimmed subsidized prices pgigent a year from about 1 euro per kilowatt-htoe years ago to spur
the industry to control expenses and improve efficy. The environment ministry proposes deeperiagreduction to 9.1
percent next year, and some lawmakers are demardi®@ percent cut. A decision may come as earlyhizssweek,
according to renewable-energy lobby groups.

“Consumers in Germany are paying 5 billionosurdditionally per year to subsidize renewablagné said Claudia
Kemfert, the Berlin-based DIW Research Institute''efcnergy economist. “'It makes sense to lowesdahgubsidies to
exercise more pressure to cut costs."

Germany pioneered feed-in tariffs, as the isiidxs are known. The tariffs guarantee the levglafments for solar power
over 20 years, obliging utility companies to buge®able energy from producers, households withlparel entrepreneurs
who built solar farms as a result of the price gntges.

Stocks

Government policy is the “fundamental drivef'profit and valuations of companies specializin renewable energy,
including solar, said New York-based JPMorgan Cl&éa&&n. analysts Thomas Lee and Marc Levinson in @ totadvise
investors on opportunities and challenges for tideistry on May 15.

Q-Cells and Renewable Energy Corp. ASA rallied/Nd@ after Hermann Scheer, an SPD member of pahansaid
Germany's ruling coalition government agreed to lémgnt smaller-than-expected subsidy cuts of alddutpercent
annually. The German environment ministry said N@ythat no official decision on the size of the lcatl been made.

Thalheim-based Q-Cells surged 9.8 percentdsecht 78.15 euros on the Frankfurt exchange, v@dlarworld jumped
11 percent to 33.18 euros. Hovik, Norway-based Rab&wEnergy, the largest maker of polysilicon ugedolar panels,
rose 6.1 percent to 151.5 kroner in Oslo.

On May 29, Merrill Lynch & Co. analyst Matthe¥ates wrote in a note to clients that the redustioould be as much as
25 percent. Bonn-based Solarworld fell 5.6 perdeait day, and Q-Cells declined 5.3 percent.

Rising Costs
Germany last year purchased 40 percent oplimtovoltaic modules made worldwide, a demand éixaeeds domestic
production, according to the Merrill analysts inndon.

The German system has become a model for d@mes, mostly in the European Union, accordin@péutschland-Hat-
Unendlich-Viel-Energie, a Berlin-based renewablergg group funded by the German government, Q-Gaild other
companies. Spain, the second-largest market inpgeufiar solar cells, is following Germany in lowegitariffs to steer more
money to plant-derived fuels and other alternaginergy projects.

Without slashing the guaranteed price forrsptaver, consumers will be forced to spend an ek@@billion euros ($187
billion) on electricity in the next two decades aBérmany will end up buying most of the world'sasainodules, said



Joachim Pfeiffer, a lawmaker and energy spokesmarChancellor Angela Merkel's Christian DemocratsatTwould
benefit overseas producers, and the subsidieseaatrto help only German companies, he said.

40,000 Jobs

“The costs are threatening to explode,"dn is a May 8 interview. "In the next three yeailsthis global solar panel
production will be sucked up like a vacuum cleamefGermany. This can't be in the interest of Gewyrar the industry.”

““Mr. Pfeiffer has to ask himself whether hants to threaten 40,000 jobs," Environment MimiSigmar Gabriel, a
Social Democrat, said in a May 14 interview, whekeal whether he will have to compromise with theistian Democrats
and slash the subsidies more than planned. ~"Titsdies have been a success, clearly."”

Negotiations between the parties may resuftsignificantly” smaller cuts of about 10 percantually, said Hermann
Scheer, an SPD member of parliament. The envirohmanistry said there is no official decision yet.

German Rooftops

Electricity generated from solar panels onr@ar rooftops will be cheaper than power produceddaf and nuclear
plants after 2016, Koernig said, citing his grougis research. Until then, some customers maystom solar if the
subsidies decline too far, too fast, he said.

“"Only the top two or three companies willddgght, and even that assumes they have made ngfahimprovements in
costs," said Catharina Saponar, an analyst at Nomternational in London, adding that the subsidiiave been critical in
creating the industry. " The rest may not survive.'
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Germany legislators voted for steeper custzsidized prices for electricity generated fraaspanels and wind
turbines, after almost a decade of state aid ntaderiewable-energy industry one of the worldsngfest.

Chancellor Angela Merkel's coalition in the Enhouse of parliament in Berlin today approveahtning the fixed price
paid to most solar generators by 10 percent and:eedid for offshore wind power after 2015. Lasrythe guaranteed price
paid for solar-produced electricity was reducedlpercent.

Europe's largest power market is alteringatewable-energy law to spur the industry to cdmxpenses and improve
efficiency. Almost nine years of subsidized pribase spawned the world's biggest market for phdtaieopanels and
created the largest exporter of equipment for veindrgy. Renewable-energy companies were pleaseddbetions weren't
worse.

“We assess the new law as positive and litspilr new investment,” said Bjoern Klusmann, whads the Berlin-based
BEE renewable energy lobby group, in an intervieivhe cuts to solar are not as deep as we expdmiediill mean that the
industry will have to take considerable steps fostd'

Some lawmakers had demanded a cut of as nsu8@ percent in the subsidized rate. The law wvelptsupport new
investment in the industry, said a group that regmés the sector. The so-called feed-in tariftsyrecept pioneered in
Germany, oblige utilities to buy renewable enemgyT a range of producers, from households withrgm@aels to
entrepreneurs who built small plants to benefitfiarice guarantees.

Three-Year Horizon

For solar energy, the price will decline betwe percent and 10 percent annually over thethes¢ years, for equipment
generating less than 1 megawatt of electricitysupplies for less than 2,000 average European hdrhedaw also creates a
new level of prices for generating more than 1 meghof power that starts with a fixed tariff of 88ro cents, or about 25
percent less than under the previous regime.

The guaranteed price ranges between 33 cedt43acents a kilowatt-hour, or the amount to poaveacuum cleaner for
about 60 minutes, from a previous maximum of 4&sen

““Only with massive efforts in research andedepment and considerable investment in new, higiddern facilities can
we reach the ambitious targets politicians havesgt said Carsten Koernig, who heads the Bedised BSW German
solar lobby group, in a statement on the orgarun&iWeb site.

“"But the risk of the market collapsing has beerr@zed."

The fixed price utilities pay for electricigenerated at offshore wind turbines will stay lawetil 2015 and then decline 5
percent a year, while prices for power from geatiadr water and other sources will fall between d arb percent a year
starting next year.

Wind Farms

Owners of wind farms who replace older, snaliebines with newer, more powerful models wi@receive support,
something the industry had been lobbying for, &f#f's Klusmann. The law comes into effect in Januamy mistake" on
the part of the government that will hamper invesitfor the rest of the year, he added.



Shares of Q-Cells AG, the world's largest magrhotovoltaic panels, fell as much as 1.7 perteii3.25 euros and
were little down 1.1 percent to 73.70 as of 3:28.pn Frankfurt. Nordex AG, a German windmill makfil 40 cents, or
1.3 percent, to 31.19 euros.

The measures will lead to an additional cé€t. billion euros ($9.7 billion) for energy comsars in 2015, declining to
600 million euros by 2030, according to a drafthef law on the parliamentary Web site. The godheflaw is to help
increase the proportion of electricity from renelgadources to as much as 30 percent by 2020, siagea continuously”
thereafter.

Pioneer

“This is a good day for the energy in ourrtopand for climate protection,” said Environmbftihister Sigmar Gabriel,
in a speech to lawmakers in Berlin today. | danttw of any other country that is such a pionealiimate protection and
renewable energy."

Some lawmakers, including the Green PartylssHesef Fell, criticized the new law for not suping the renewable
industry enough and threatening to damage it vaighcuts. Some 522 parliamentarians cast votes tedty413 members
voting in favor of the new law, 52 voting agairtsamd the remainder abstaining.

Global investment in renewable energy is etgeto rise to 100 billion euros in 2010, almostillling from 2006,
according to the United Nations Environment ProgrAbout a quarter of a million people, a figurettizaexpected to
double by 2020, work in industries related to realely energy in Germany.

The German government also voted to suppoerton on increasing the use of cogeneration, lanigae that produces
both electricity and heat from power stations, tomw houses and buildings.



