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Consolidated income statement

1.

Sales

Changes in inventories

. Gross performance

Cost of materials

. Gross margin

Other operating income
Personnel expenses

Other operating expenses

. EBITDA

Depreciation and amortisation

. EBIT

Financial result

. EBT

Taxes on income

. EAT

Minority interests

. Consolidated net loss

Earning per share

Assets

Fixed assets

Current assets

Liquid funds

Liabilities and Shareholders’ Equity

Shareholders’ Equity

Long-term Liabilities

Short-term Liabilities

At a Glance

2002

millions of €

25.8
1.7
27.5
-22.3
52
0.7
=39
-2.6
-0.6
-1.2
-1.8
-0.4
-2.2
0.9
-1.3
0.0
=1.3

-0.15

8.1
14.7
4.1
26.9

15.4
53
6.2

26.9

%

94

100
-81
19

-14

30
55
15
100

57
20
23
100

2001
millions of € %
21.3 90
2.3 10
23.6 100
-20.1 -85
3.5 16
0.3 1
-3.2 -15
-3.1 -15
-2.5 -12
-0.8 -4
-3.3 -15
0.1 0
-3.2 -15
1.3 6
-1.9 -9
-0.1 0
-2.0 -9
-0.23
7.9 28
12.2 44
7.8 28
27.9 100
16.3 58
6.1 22
5.5 20
27.9 100

2000

millions of €

5.1
1.2
6.3
-5.4
0.9
0.4
-1.7
=1.9
=23
-0.6
-3.0
-0.3
-3.2
0.0
-3.2
0.0
=322

-0.99

5.0
4.1
2.9
12.0

1.8
6.6
3.6
12.0

%

81
19
100
-86
14

-27
-30
-37
-10
-48

-5
-51

-51

-51

42
34
24
100

15
55
30
100
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Preface of the Management Board

Dear shareholders, business friends and employees,

The past fiscal year 2002 was a successful one for Sunways. We have reached

many of our goals:

- Rise in sales: Sales rose by 21 per cent against the prior year to € 25.8 million.

- Improved result: Earnings before interest and taxes (EBIT) improved from
€ -3.3 million to € -1.8 million against 2001.

- Extended customer base: One of our foremost targets was to win new custom-
ers for Sunways solar cells to reduce the dependence on individual purchasers.
We have succeeded in doing so.

- Internationalisation surged ahead: In 2002, 15 per cent of our sales were gener-
ated abroad against only ten percent in the prior year. In the area of solar
cells the share of international sales was increased to 26 per cent. The highlight
was the development of a distribution cooperation in Asia. We again want to

win further international clients in 2003.

In addition, the strategic alignment of Sunways was completed upon the 100 per
cent acquisition of MHH Solartechnik in Tubingen. Today, MHH Solartechnik

is among the ten largest system houses for solar technology in Germany and is
also to become active on an international scale in the future. The production

of our solar cells at the Constance location is sound and stable so that we have
decided as of the year-end to moderately extend capacities to remain flexible

with respect to further measures.

Nevertheless, we have not reached all our goals. We will be able to reach the
break-even only in 2003, mainly as a result of the difficult economic situation in
Germany. A first recovery was already experienced in the 4" quarter 2002 so

that we started the new fiscal year with confidence.

Preface of the Management Board



Sunways continues to be a technological leader: the PLUS Cell, our major per-

former, has the highest efficiency rates among opaque solar cells. The transparent
POWER Cell, produced by Sunways under an exclusive license, increasingly wins
market share. A particularly impressive reference project is shown in this annual
report: All photographs were taken at the Kriegerhornbahn (summit station) in
Lech am Arlberg, Austria, which was commissioned in December 2002. Approx-
imately 12,000 POWER solar cells have been installed here with an installed
capacity of about eleven kWp. Research cooperations on a national and interna-

tional level secure our technological lead in the long term.

The target for 2003 is obvious: Sunways seeks to reach a positive result — in the
best interest of all employees and shareholders. A two-digit sales growth is

to be achieved. We wish to further expand our leading position in terms of tech-
nology and quality as well as, with increased distribution efforts, to position

our transparent POWER Cell more broadly in the market. In the capital market,
we want to strengthen the profile of Sunways as a promising share in the seg-

ment of Renewable Energies and to improve communication.
Your continued trust and interest in our company will be greatly appreciated.
Do approach us with your ideas, wishes and critical questions — we look forward

to a constructive dialogue with you.

With kind regards,

7 Ul

Roland Burkhardt Bernd Fessler

Preface of the Management Board



January 2002

March 2002

April 2002

August 2002

August 2002

October 2002
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Highlights 2002

Start-up of the research project “RGSells.” The aim of this project, which is pro-
moted by the European Union, are new silicon wafers that are to reduce the cost

of solar cell production by up to 70 per cent.

The group company MHH Solartechnik GmbH starts to distribute modules with

Sunways solar cells.

Start-up of the »PROKON« research project in cooperation with the Federal
Ministry for Economy and Labour (Bundesministerium ftr Wirtschaft und Arbeit).
The project is focused on the development of a so-called reverse contact solar
cell the production of which is less expensive and that is to meet higher aesthetic

requirements.

Great progress of the internationalisation strategy: With Sun Power Systems Ltd.,
Hong Kong, Sunways enters into an exclusive distribution agreement for East/
South East Asia.

Exclusive license agreement with the Fraunhofer Institute for Solar Energy Systems,
ISE, in Freiburg: Sunways markets a new, innovative generation of inverters
without transformers to feed solar energy into the public electricity network. The

market launch is planned for spring 2003.

New major project involving the transparent POWER Cell at Kriegerhornbahn in
Lech am Arlberg (Austria). In December 2002, the system is successfully commis-

sioned. It has an installed capacity of approximately eleven kWp.

Highlights 2002




October 2002

November 2002

December 2002

Sunways completes its product range to include traditional (opaque) solar cells
with measuring 125x125 mm. Sunways customers thus are allowed more
flexibility and design opportunities. This PLUS Cell also achieves high efficiency

rates of more than 15 per cent.

100 per cent acquisition of MHH Solartechnik GmbH, Ttbingen. MHH has a five
per cent market share in Germany and thus is among the ten largest system

houses for solar technology.

Expansion of the production line at the Constance location. Total capacity thus

increases from five to ten MW.

Highlights 2002
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The Sunways Share

The second trading year of the Sunways share was characterised by a further
general decline in prices and extreme investor restraint. The Sunways share too
suffered a serious price decline. However, its development, compared to the
NEMAX and even to the NEMAX 50, was visibly more stable. As of the beginning
of 2002, it was quoted at € 3.91, as of 30 December 2002 at € 1.60, which
corresponds to a decline of 59 per cent. In comparison, the NEMAX decreased

by 63 per cent and the NEMAX 50 even by 69 per cent.

A positive impact on the share price resulted from the successful development of
the fiscal year 2001 which had turned out better than expected. The increase in
order backlog recorded in May 2002 also triggered a short-term rise of the share
price. However, in the run-up to the election for the Bundestag, the increasing
insecurity with respect to the future government promotion policy had a negative
impact on the entire solar technology industry. Together with the negative market
climate on the stock exchanges, this scepticism caused share prices to decline
further.

On 15 January 2003, the Deutsche Borse has admitted the shares of Sunways AG
to Prime Standard trading. Thus we meet the highest demands as to trans-
parency and clarity in capital market communication and would like to stress also
in the future: We see ourselves as a permanent capital market participant.

In meetings with investors, analysts and minor shareholders, Sunways AG has dis-
cussed its current business development and corporate strategy. On 14 November
2002, the annual DVFA analysts’ conference was held in Frankfurt/Main.

Studies on Sunways AG prepared by Landesbank Baden-Wurttemberg and equinet
Institutional Services are available at present. In the new fiscal year 2003, we
have restructured our corporate communication division and will intensify contacts

with all target groups.

The Sunways Share



Shareholdings of members of

the executive bodies

Ownership structure

Key figures compared to the prior year

Management Board

Roland Burkhardt 1,775,655 10,000  09/02/2003
Bernd Fessler 56,000 10,000  09/02/2003
Supervisory Board

Dr. Roland R. Bahr, Chairman 9,902

Otto Mayer, Deputy Chairman 655,146

Ernst Haug 3,695

Franz Heim 1,685,654 09/02/2003
Heinz W. Bull

Manfred J. Schulz

Supervisory Board approx. 25 %
Management Board approx. 20 %

Free Float approx. 55 %

Earnings per share (€) -0.15 -0.23
Net assets per share (€) 1.62 1.77
Number of shares (weighted) 9,234,419 8,940,963
Share price high/low (€) 4.76/1.60 21.30/2.58
Share price as of 31/12 (€) 1.60 3.91
Market capitalisation as of 31/12 (€) 15,222,512 35,972,000

The Sunways Share



The photovoltaics industry
continues to be a growth mar-
ket. In 2002 alone, a 27 per

cent growth was recorded.

Japan, Germany and the USA

are market leaders.

There is a favourable environment for

solar energy'

1 Christoph Butz, “PV 2002 — Markt, Akteure und Progno-
sen”, Sarasin Study, Basle, August 2002; “Trends in
photovoltaic applications in selected IEA countries between
1992 and 2001, IEA-PVPS, HC Swindon, August 2002.
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A. Economic situation affected by investor restraint

In 2002, the economic development worldwide was markedly behind expecta-
tions. In particular, the growth rate in the USA, formerly a major economic driving
force, has slowed down significantly in the period under review. The economic
downturn in the USA has also affected the development in Europe and Germany.
Changes in the political framework conditions and the threatening danger of

war in the Middle East have also slowed down the economy. The situation in
Germany is aggravated by structural problems. The negative development in the
labour market as well as insecurities in the areas of healthcare and old age
pensions have resulted in a general buyer and investor restraint. This has also had

an impact on the photovoltaics market in Germany.

B. Development of the industry and economic environment

In 2001, the global photovoltaics market has again grown by almost 38 per cent
against the prior year and reached a volume of 396 MW. A production volume
of approximately 500 MW is projected for 2002. This corresponds to a further
increase by about 27 per cent. The macroeconomic environment for solar energy
is still deemed to be favourable by experts.

The total installed capacity of photovoltaic systems amounted to approximately
980 MW at the end of 2001. Currently, the market is dominated by Japan,
Germany and the USA. The share of these nations in the worldwide installed
capacity is more than 80 per cent. The highest growth rates are presently

recorded in Germany.

Group Management Report 2002



Regional breakdown of accumulated worldwide

installed photovoltaic capacity

Other countries
Europe
USA

Japan

Germany

1

In Europe, Spain, France,

Austria and Italy are

among the most promising

markets.
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Source: IEA-PVPS, HC Swindon, August 2002.

In connection with the promotion of Renewable Energies, the European Union
plans to install approximately three GW of photovoltaic capacity in its member
states by 2010. Currently, the installed capacity is about 450 MW. In Europe, in
addition to Germany, the most important market, Spain, France, Luxembourg

and Austria have meanwhile also adopted fixed energy feeding rates, partly in
combination with investment grants for the construction of solar systems. Several
other European countries (inter alia Italy, Switzerland, the Netherlands) mainly
focus on investment grants.

The prospects for Japan and the USA are basically also sound. Although the
70,000 Roofs Programme of the Japanese Government ending in spring 2003 will
continue to act as a driving force for only a limited period of time, experts do

not expect any serious decline. The Japanese Government has adopted provisional
regulations to at least partly offset the discontinuation of the 70,000 Roofs Pro-
gramme. In the USA, the One Million Roofs Programme, scheduled to expire in
2010, is supported by measures of individual Federal States. California is extremely

active in this area.

Group Management Report 2002



Market development 1990 to 2010

Accumulated worldwide installed photovoltaic

capacity by areas of application

Central systems connected to the public
electricity system

Local systems connected to the public
electricity system

Insular systems in the non-residential
sector

Insular systems on residential buildings
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Source: Sarasin Study, Basle, August 2002.

The annual sales volume is expected to rise to 1,450 MW by 2010. This corre-
sponds to an average annual growth of 16 per cent. An annual growth of more

than 20 per cent is expected for the near future.
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Source: IEA-PVPS, HC Swindon, August 2002.
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The photovoltaics market in Germany

recovered at the end of 2002

13

The market share of systems that are connected to the public electricity network

has for the first time exceeded the 50 per cent threshold. In the mid 1990s, their
market share was about 20 per cent. Government promotion programmes are
mainly targeted at this market segment. In 2001, the market volume has grown by
65 per cent against the prior year. Together with applications in the developing
countries, this area will continue to record the strongest growth. In cooperation
with national governments, the World Bank has initiated models for the funding of
photovoltaic systems in rural regions. In the various production processes, poly-
crystalline cells have for the first time reached a market share of more than 50 per
cent. Although new technologies are currently being developed (thin-film, melt-
draw procedure etc.), poly-crystalline raw material should remain predominant in
the foreseeable future. The industry has recognized the threatening problem

of raw materials scarcity and started numerous initiatives to secure an adequate

supply of silicon suitable for solar cells.

In Germany, the development in 2002 was very erratic. While in January and
February 2002 almost 1,000 applications had been received by Kreditanstalt ftr
Wiederaufbau under the 100,000 Roofs Programme, the demand slowed

down to some extent in subsequent months. In particular in the 3 quarter, the
demand virtually ceased to exist. At the year-end, however, a significant turn-
around became apparent, and the volume of applications and sales rose substan-
tially. For the total year 2002, a market volume at about the prior year level

is now expected (76 -78 MW). The accumulated installed capacity in Germany

at the end of 2002 amounted to approximately 270 MW.

Despite the difficult market development in Germany in 2002, our assessment

of the German market continues to be positive. The political environment in
Germany still seems favourable. Inter alia the formerly existing 350-MW-cap under
the Renewable Energies Act (Erneuerbare-Energien-Gesetz — EEG) was increased
to one GW in the summer of 2002 and thus practically abolished at least for

the next years. The energy feeding rates guaranteed under the EEG will thus also

be maintained in the future.

Group Management Report 2002



Its concentration on new,

innovative technologies and

products gives Sunways
an advantage over the mass

producers.

Sunways has positioned itself as

a flexible high-quality provider

Sales more than doubled
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C. Business divisions

Solar cells

In the solar cells business division, Sunways AG concentrates on the production
and distribution of solar cells based on poly-crystalline raw material. This is where
the Company expects the highest growth rates in the near future. In terms

of efficiency rates and optical appearance of the solar cells offered, we clearly
operate in the upper market segment.

Currently, the market for solar cells is dominated by large, multinational conglom-
erates for whom the production of solar cells only represents an interesting
additional segment but no core business. Due to its clear focus on the photo-
voltaic business and new, innovative technologies and products as well as

the great flexibility of its manufacturing capacities, Sunways, as a medium-sized

enterprise, is extremely well positioned and established in the market.

Sales in the solar cells business division rose from k€ 4,015 to k€ 8,635 against
the prior year. This corresponds to an increase of 115 per cent. The contribution
to total sales of Sunways AG amounted to 34 per cent (prior year: 19 per cent)
and thus also markedly increased.

To reduce the dependence on the German sales market, we have success-

fully continued our internationalisation efforts. The share of sales generated
outside Germany rose to 26 per cent in the past fiscal year (prior year:

eleven per cent).
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Geographic breakdown of sales of solar cells

in k€

Increase in efficiency rate and productivity

offset price decline
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As planned, a major portion of sales in the area of solar cells accounted for stan-
dard solar cells.

With our transparent POWER Cell, with which additional interesting projects were
implemented in the past fiscal year, we recorded increasing sales figures. In the
3 quarter, the largest order so far was delivered: A transparent solar facade was
installed at the summit station of the Kriegerhornbahn in Lech am Arlberg
(Austria). The solar system has an installed capacity of approximately eleven kWp
and was commissioned in early December 2002. Additional projects in Germany

and abroad are in the stage of concrete planning.

The prices in the solar cell market declined in 2002. The decrease in prices against
the beginning of the year amounted to approximately ten per cent. We were
able to largely offset this decline by significantly improving the average efficiency

rate of the solar cells produced as well as by increasing productivity.

Group Management Report 2002



The capacity of the produc-

tion facility in Constance

was doubled to approximately

ten MW as of the year-end.

Production increased by 30 per cent

Declining purchase prices

Sunways maintains technological

leadership
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In the past fiscal year, the production output was approximately 4.5 MW. This
corresponds to a significant expansion against the prior year by 30 per cent.
Earlier than planned, we were able to improve the average efficiency rate of solar
cells based on multi-crystalline silicon from 14 per cent to more than 14.5 per
cent. At present, peak efficiency rates of up to 15.7 per cent are achieved.

The preparations for the introduction of an extended shift model to expand the
capacities at the Constance site were successfully completed in the 4" quarter.
At the beginning of 2003, the establishment of a continuous shift operation
(seven days per week) was initiated as planned.

As of the year end, we were able to double capacities to approximately ten MW
per annum through selective expansion measures at the production facility in
Constance. Furthermore, as our production line has become even more flexible,
we are able, in addition to solar cells with a 100x 100 mm format, also to
produce solar cells with formats of 125x125mm and 150x 150 mm. The expan-
sion and flexibility measures implemented in the 4" quarter during day-to-day
operations have temporarily affected the throughput and thus also our result.
This short-term negative effect will, however, in the future be more then offset

by substantially rising sales and results.

Delivery of the wafer material required in 2002 at stable prices was secured by
framework agreements. Our wafer suppliers have commissioned new pro-
duction facilities in 2002 which has resulted in a relaxation of the wafer supply
situation.

Due to the commissioning of additional capacities also in 2003 and the resulting
economies of scale with respect to the production of silicon wafers, we expect
prices to decline.

The prices of other raw materials for the production of solar cells also slightly

decreased.

The international research project RGSells (“Ribbon Growth on Substrate Solar
Cell Technologies”) was started in January 2002. Headed by the Dutch research
institute ECN (Energieonderzoek Centrum Nederland) and in cooperation with

the University of Constance, a new production technology for the cost-effective

Group Management Report 2002
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manufacturing of silicon wafers will be developed over the next three years until
ready for production. A first pilot plant has already been set up at ECN. Upon
successful completion of the project, the former wafer costs may be reduced to
30 per cent.

In April 2002, we started another major research project. The target is to reduce
the costs of the production of solar cells and to open up new markets through
improved aesthetics. We will contribute our core competence in the produc-

tion of the only transparent solar cell worldwide on the basis of crystalline silicon
to the PROKON research project (provisional title for “Entwicklung von PROduk-
tionstechniken zur industriellen Herstellung und Verschaltung innovativer kosten-
gunstiger RickKONtaktsolarzellen aus kristallinem Silizium”): the technology of
the mechanical structuring process of silicon wafers. The use of the new reverse-
contact solar cell involves a cost reduction compared to traditional solar cells

for various reasons: Lower-cost silicon material may be used and the processing
into solar modules is facilitated. In addition, thinner silicon wafers can be used.
A positive side effect are the improved aesthetics of the front that create a strip-
free homogenous surface so that the reverse-contact solar cell may be integrated
into facades without problems.

Among other things, the focus in research and development still is on the reduc-
tion of production costs of the transparent POWER Cell as well as on the
continuous increase of the efficiency rates of this type of solar cell as well as of
the opaque PLUS Cell. Here Sunways has achieved a marked improvement of
average efficiency rates in the past fiscal year. Intensive efforts to further increase
these efficiency rates are under way. In addition, the Company is active in

other research projects together with national and international research insti-

tutes and industrial partners.

Group Management Report 2002



Investments

Intensified distribution efforts were

successful

18

In the 4™ quarter 2002, MHH

Solartechnik GmbH again

recorded a strong increase in

demand.

In the past fiscal year, investments in the solar cell sector amounted to k€ 829,
mainly relating to the completion and expansion of the production facility,

capitalised development costs as well as EDP hardware and software.

Solar systems and projects

Business development in the first nine months, in particular in the 3 quarter
2002, was characterised by restraint. As a result of a slight decline in sales
against the prior year, price competition increased, in particular in the German
market. In the 4" quarter, the market recovered significantly. In addition, distri-
bution efforts were intensified to that this business sector grew again as of

the year-end.

Sunways has even won new market shares in this difficult environment. About
25 to 30 enterprises are considered to be direct competitors of our system house,
MHH Solartechnik GmbH, Tubingen. Like MHH, they are able to directly pur-
chase modules and inverters and have the technical know-how required to install
complex solar systems. In 2002, MHH has slightly improved its position among
the ten largest system houses in Germany and maintains a market share in Ger-
many of about five per cent.

The focus of MHH's business is on the distribution of systems connected to the
network, as the highest growth rates are achieved in this area. Currently, the
trend in the business with systems connected to the network is clearly towards
larger photovoltaic systems. Due to its long-standing experience with complex

projects, MHH is well positioned in the market.
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Stable sales despite weak market Sales in the business segment of solar systems and projects remained almost

stable, despite the difficult market environment. Following a slowdown in the
middle of the year, in particular in the 3 quarter 2002, the Company returned to
its growth path in the 4" quarter. Although sales in the first nine months were
five per cent below the comparable prior year figures, the 4" quarter experienced
a five per cent rise even against the very strong prior year quarter.

The market launch of the solar module introduced in autumn 2001 under the
"MHH" brand name was extremely successful. In the fiscal year 2002, about

20 per cent of solar module sales accounted for this module type. The Company
expects this high-end quality product to continue to generate increasing sales
contributions in the future.

We also want to reduce the dependence on the German sales market in the sys-
tem and project business. We have already generated ten per cent (prior year:
one per cent) of sales in the European neighbouring countries in 2002 (mainly in
Switzerland and Austria). We will continue this internationalisation strategy:

In mid 2002, we have inter alia initiated the development of the Spanish market.

In 2003, we will for the first time generate significant sales in this country.

Geographic breakdown of sales of solar systems 18000

and projects in k€ 16 000
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Further growth expected

Production partnerships to secure success

Dependence on suppliers further reduced

20

On the one hand, there are long-term framework agreements with individual

wholesale customers on the delivery of solar systems in the system business.
As a consequence of continued state promotion programmes, Sunways also
expects the positive development in the project area to persist. Due to the high
quality of services offered, the Company anticipates further sales growth also
in this area.

As a result of the intensified competition, prices for solar systems, mainly in
Germany, declined markedly. This development was largely offset by lower pur-

chase prices negotiated with our suppliers.

In the system and project business, the Company concentrates on its core compe-
tences and, therefore, does not have the production capacities for inverters and
modules. There are long-term supply contracts with reliable partners.

The inverters developed by us in Constance are manufactured by a German coop-
eration partner in Hungary. Thus we combine high quality and cost-effective
production.

The modules distributed under the “MHH" brand name are produced by a
renowned German module manufacturer in accordance with our specifications

to stress the high quality requirements in this area.

In 2001, the market in the system and project business was still characterised

by a scarcity of solar modules. In the past fiscal year, however, the increased
capacities of suppliers as well as the moderate demand have resulted in a suffi-
cient supply of system components. The Company has also entered into long-
standing partnerships with its suppliers in the system business so that it is able
to calculate on a stable basis.

We have offset the price decline in the sales market by corresponding price
reductions on the procurement side.

The Company expects again to be supplied with an adequate number of units in
2003. In addition, the dependence on existing suppliers was markedly reduced

by the successful introduction of the MHH module.
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New inverter generation ready for

market launch

MHH completely integrated

21

In the period under review, the Company has continued its intensive develop-

ment activities in the area of new inverters. Following the successful market
launch of the NT 1800, the serial production of the new generation of inverters
will start in spring 2003. The new inverters inter alia have further improved
efficiency rates. The development cooperation with the Fraunhofer Institute for
Solar Energy Systems, ISE, Freiburg, which was started in spring 2002, has already
been successful in this area and resulted in a first patent application. Sunways

was granted the worldwide exclusive license for the utilization of this patent.

As planned, Sunways has acquired the remaining shares (48.57 per cent) in MHH
Solartechnik GmbH, Tibingen, in the period under review. The acquisition

was effected against the issuance of 314,070 shares of Sunways AG. Thus the
business segment of solar systems and projects was further strengthened.

MHH is a strong distribution channel that is well-established in the market and
enables us to sell our products also directly to end customers.

Investments in fixed assets amounted to k€ 679 and related mainly to the
acquisition of goodwill, capitalised development costs, non-recurrent payments

for licenses as well as utilization rights in the area of inverters.
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A fast innovation rate and

many changes make high

demands on our employees.

Increase in workforce completed

22

D. Personnel and social matters

Qualified employees are a major success factor for Sunways. In the past fiscal year,
our employees were again required to make a substantial effort to successfully
manage the Company’s significant growth. The Management Board would like to
take this opportunity to expressly thank our employees for their commitment.
Daily working life will continue to be characterised by a fast innovation rate and

numerous changes in the implementation of our ambitious goals.

Following the strong growth of the past years, the Company experienced a stabi-
lisation in the personnel area. As of 31 December 2002, Sunways employed

a staff of 102 (as of 31 December 2001: 94).

The breakdown of employees by function is as follows:

Production 56 56
Research and development 10 8
Marketing, distribution and projects 22 20
General and administration 14 10
Total 102 94

Group Management Report 2002



Share options secure long-term commitment

Equity ratio at 57 per cent

23

As an additional incentive and for a long-term attraction of qualified employees,
the Company has established an employee participation programme in the

year 2000.

The Company was authorised to issue up to 400,000 share options to the mem-
bers of its Management Board, members of management of associated compa-
nies as well as to employees of the Company and its associated companies. Each
option entitles the holder to purchase one share. 120,000 of the options are
earmarked for members of the Management Board of Sunways AG, 120,000 for
members of management of associated companies and 160,000 for employees
of the Company and its associated companies.

In the period under review, 67,000 new share options were issued to Group

employees.

E. Financing

In connection with the acquisition of the remaining shares in MHH Solartechnik
GmbH, Tubingen, a capital increase against contributions in kind was implement-
ed at Sunways AG by 314,070 non-par value shares to bearer with a notional
share in the total share capital of € 1.00 each. The pre-emptive rights of existing
shareholders were excluded with respect to the capital increase.

As of 31 December 2002, the Company’s equity ratio was a comfortable 57 per
cent.

The redemption of the bank loans raised in connection with the development

of production facilities was continued according to plan in 2002. Redemption

payments in the past fiscal year amounted to k€ 556.
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F. Financial position

The development of the Company’s financial position in the period under review
was inter alia characterised by scheduled additional investments in intangible
assets (development costs in accordance with IAS 38), the acquisition of the
remaining shares in MHH Solartechnik GmbH as well as the completion and ex-
pansion of the production facilities in Constance.

Under current assets, working capital rose further as a result of the expansion of
business activities. Following a marked rise, in particular in the area of invento-
ries, during the course of the year, we have again significantly reduced inventories
as of 31 December 2002 through our intensified distribution efforts. In 2003,
we intend to further reduce the capital tie-up in working capital.

Liquid funds as of the year-end amounted to k€ 4,132 (prior year: k€ 7,839).
Following a decline in liquid funds in the first nine months, we were able for the

first time to generate a liquidity surplus in the 4" quarter.

G. Environmental protection

At its production facilities in Constance, the Company utilises state-of-the-art
technologies, also in the environmental protection sector.

Thus, within the framework of a heat recovery system, for example, part of the
energy required is self-generated. In addition, the Company has exhaust air
decontamination systems which exceed the minimum standards required accord-
ing to the Federal Act on Air Pollution Control. The recycling quota for water,
which accounts for a considerable part of supply costs, is at more than 50 per
cent, i.e. a significant portion of the water used can be re-used in the production

process.
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H. Risk report 2002

From the Company’s point of view, there are currently the following major risk
factors. The term "“risk” describes the possibility of unfavourable develop-
ments in the future the occurrence of which is likely, although not to a large
extent. The order of the following presentation is not meant to be a weighting
of risks by their impact on the Company or the probability of their occurrence.
In addition to the risks and uncertainties described below, the Company may
be subject to various other risks and uncertainties which are presently unknown
or deemed to be insignificant.

Considering the following risk factors, it should be noted that none of these

factors presently jeopardises the continuation of the Company.

Major risks

The Company currently has only one production line in operation on which its
various types of solar cells are produced. The construction of further produc-

tion lines is planned to occur gradually over the next few years. The Company
may be unable to meet its agreed delivery obligations, be subject to compen-
sation claims, or permanently lose customers if individual components of its pro-
duction line should fail and it is partially or completely impossible to rapidly
repair these components, procure replacement equipment, switch to other equip-

ment or make up for downtime.

The focus of Sunways’ business activities is on the production of solar cells as
well as the sale and installation of photovoltaic products. The Company,
therefore, is dependent on the overall development in this market segment. The
overall development may be particularly affected by framework conditions
which generally cannot be influenced by the Company. These framework condi-
tions may also include the availability of state promotion programmes for

the installation and operation of solar equipment, e.g. in the form of grants,

low-interest loans or tax concessions. Changes in these as well as in overall
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economic framework conditions may cause customers or potential customers of

Sunways to reduce or postpone their investments in the Company’s products

and services.

Worldwide there is a growing but still relatively small sales market for the solar
cells produced by the Company. Therefore, Sunways AG has only a small circle of
customers in the solar cell production sector. In the fiscal year 2002, sales to

the ten largest customers accounted for approximately 88 per cent (prior year:
96 per cent) of total sales in this business segment. In the solar systems and pro-
jects area sales with the ten largest customers accounted for approximately

69 per cent (prior year: 61 per cent) of total sales. Sales in this segment are gen-

erated with a markedly larger number of customers.

The Company currently purchases the silicon wafers from which it produces its
solar cells from two major suppliers. Even though there are practically unlimited
amounts of silicon, in the form of quartz sand, on earth and the Company

has contractually secured the wafers expected to be necessary to meet its produc-
tion capacity in 2003, the loss of one of its suppliers could have an adverse
effect on its production capacity and, thus, on its financial position and results

of operations.
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Risk management system in accordance with § 91, subparagraph 2 of the

Stock Corporation Act

The Company has further optimised its risk management system in the current
fiscal year. In this context the Company differentiates between strategic and
operational risks.

Among the strategic risks, the customer and supplier structures have been cur-
rently determined to be the most significant. To control and manage these

risks, Sunways keeps in contact with its customers and suppliers in order to iden-
tify changing market conditions and requirements as early as possible. In addition,
the efforts to reduce the risks in these areas were continued in the year under
review by broadening the client as well as the supplier base.

In the area of operational risks, the focus was on the production risk. In this sec-
tor, the Company has installed an extensive controlling system which permits

the ongoing comparison of the quantities produced with the targeted quantities
and an early adjustment of any variations. In addition, the quality controls at
individual stages were integrated into an extensive quality control system. Thanks
to this system it is possible to widely supervise and control production quality,
beginning with the inspection of ingoing shipments, via an ongoing quality check
at the individual stages of the production process. The relevant information is
made available at short notice to the Management Board and the employees in
charge.

Due to the introduction of an integrated, group-wide ERP system completed in
early 2002, the information required for the risk management system is con-
densed further and made available on an ongoing basis. This information enables

management to respond rapidly to any changes in the Company’s risk situation.
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In the fiscal year 2003, a two-

digit sales growth is anti-
cipated. The result will be

markedly positive.

I. Outlook
Striving for a positive result for The moderate overall economic development in Germany as well as on a global
the year 2003 basis should, in the opinion of experts, initially continue in 2003. This aspect

as well as the uncertainty with respect to the current development in the Middle
East and the danger of war also make any prognosis for the photovoltaic market
more difficult.

While the development in the fiscal year 2002 was initially characterised by
restraint, a significant upswing has started in the 4™ quarter, in particular

in Germany. The Company anticipates this positive trend to continue. Sales are
expected to post a two-digit growth. The Company expects a markedly posi-
tive result for the first time in 2003.

Constance, February 2003

Sunways AG
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Consolidated Financial Statements (IAS)

Consolidated balance sheet as of 31 December 2002

Assets

Current assets

Liquid funds

Marketable securities

Trade receivables

Inventories

Prepayments and other accrued income
and other current assets

Total current assets
Tangible fixed assets
Intangible assets
Financial assets
Goodwill

Deferred taxes

Total assets

Possible rounding differences.

30

Notes

C.1.
C.2.
C.3.
C.4.

C.3.

C.5.
C.6.
C.7.
C.6.
C.8.

Consolidated Financial Statements (IAS)

31/12/2002
k€

2,614
1,518
3,926
6,770

380
15,209

6,337
1,407
8

383
3,648

26,992

31/12/2001
k€

3,403
4,436
3,416
5,652

516
17,423

6,862
882

8

65
2,630

27,870



Liabilities and Shareholders’ Equity
Current liabilities

Short-term loans and current portion of
long-term loans

Trade payables

Provisions

Income tax payable

Other current liabilities

Total current liabilities

Long-term loans
Deferred taxes

Minority interests
Shareholders’ Equity
Subscribed capital

Capital reserve
Accumulated profit/loss
Total Shareholders’ Equity

Total liabilities and Shareholders’ Equity

Possible rounding differences.
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Notes

C.10.

C.10.

C.10.

C.10.

C.11.
C. 8.

Consolidated Financial Statements (IAS)

31/12/2002
k€

1,038
4,281
507
20
441
6,288

4,769
516

9,514
14,160
-8,255
15,419

26,992

31/12/2001
k€

715
3,684
710
84
284
5,477

5,507
369
220

9,200
13,986
-6,889
16,297

27,870



Consolidated income statement for the fiscal year 2002

Sales
Changes in inventories of finished and
unfinished goods

Gross performance

Other operating income

Cost of materials

Personnel expenses
Depreciation and amortisation
Other operating expenses
Operating result (EBIT)
Interest income/expenses

Result before taxes and minority interests
Taxes on income

Result before minority interests
Minority interests

Consolidated net income/loss
Profit/loss brought forward

Accumulated profit/loss

Earnings per share

Average number of shares outstanding

Possible rounding differences.
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Notes

D.1.

D.2.

D.3.

D.4.

D.5.

D.6.

01/01/2002-31/12/2002
k€
25,765

1,662
27,428

653
-22,275
-3,853
-1,154
-2,579
-1,779
-436
-2,215
836
-1,378
13
-1,366
-6,889
-8,255

-0.15
9,234,419

Consolidated Financial Statements (IAS)

01/01/2001-31/12/2001
k€
21,314

2,305
23,619

279
-20,073
-3,235
-822
-3,093
-3,325
116
-3,209
1,216
=1,883
-74
-2,067
-4,822
-6,889

-0.23
8,940,963
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Changes in Shareholders’ Equity from 1 January 2002 to 31 December 2002

1 January 2001

Reclassification

Capital increase against

cash contribution

Costs of initial public offering
(after taxes)

Revaluation of marketable
securities

Net loss

31 December 2001/
1 January 2002

Capital increase against
contribution in kind
Revaluation of marketable
securities

Net loss

31 December 2002

Possible rounding differences.

Subscribed Contributions Reserves
capital made for the
implementation of

the capital increase

k€ k€ k€

5,484 1,097 6
1,097 -1,097

2,619 15,714

-1,528

-206

9,200 0 13,986

314 220

-46

9,514 0 14,160
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Profit/
loss brought

forward

k€
-4,821

-2,068

-6,889

-1,366

-8,255

Total

k€
1,765

18,333

-1,528

-206

-2,068

16,297

534

-46
-1,366

15,419



Consolidated cash-flow statement for the fiscal year 2002

Operating activities

Result before taxes and minority interests
Adjustments for:

Income tax payable

Depreciation and amortisation

Book gains (-)/losses from disposal of fixed assets
Minority interests

Operating results before changes in net current assets

Changes in assets and liabilities

Increase (-)/decrease in receivables and other current assets,
accruals and deferrals and deferred tax assets

Increase (-)/decrease in inventories

Increase/decrease (-) in trade payables and other short-term
provisions, liabilities and deferred tax liabilities

Cash provided by operating activities

Investment activities

Purchase of fixed assets

Cash provided by the disposal of fixed assets

Cash used for the acquisition of consolidated companies

Cash used for investment activities

Possible rounding differences.

01/01/2002-31/12/2002
k€

-2,215

-34
1,154

13
-1,071

-374
-1,118

488
-2,076

-1,167
24
-547
-1,690

34 Consolidated Financial Statements (IAS)

01/01/2001-31/12/2001
k€

-3,210

-129
822

-74
-2,591

-3,318
-3,011

1,902

-7,018

-3,711

-3,711



Financing activities

Cash provided by/used for (-) long-term loans

Cash provided by/used for (-) short-term loans
Contributions to subscribed capital and capital reserves
Minority interests’ share in profit and loss

Cash provided by/used for financing activities

Net increase/decrease of liquid funds

Cash and cash equivalents at the beginning of

the reporting period

Cash and cash equivalents at the end of

the reporting period

Composition of liquid funds at the end of
the reporting period
Marketable securities

+ Cash and cash equivalents

Possible rounding differences.

01/01/2002-31/12/2002
k€

-738
323
488
-13

61

-3,705

7,837

4,132

1,518
2,614
4,132
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01/01/2001-31/12/2001
k€

-998
17
16,599
74
15,692

4,963

2,874

7,837

4,436
3,403
7,839
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Notes to the Consolidated Financial Statements (IAS) of Sunways AG,

Constance, as of 31 December 2002

A. General information, preparation principles and premises

Sunways Aktiengesellschaft has its registered office in Constance and is recorded
in the Commercial Register B of the Constance local court (Amtsgericht) under
number 1661.

The purpose of the Company is to develop, manufacture and trade in objects for
the utilisation of solar energy and related technologies, including accessories.
The Company may establish branch offices at home and abroad, establish and
purchase other companies or take a stake in them and enter into inter-company
agreements with them.

The focus of the Sunways Group, on the one hand, is on the business area of
production and distribution of solar cells based on poly-crystalline silicon. Another
business segment comprises the distribution of and project activities relating to
photovoltaic systems connected to the network (solar systems).

Sunways AG, Constance (hereinafter “Sunways AG” or the “Company"”) has pre-
pared consolidated financial statements for the fiscal year 2002. The consoli-
dated financial statements were prepared in accordance with § 292a of the Com-
mercial Code (HGB) as well as with the rules and regulations of the Neuer Markt
in compliance with International Accounting Standards (IAS). Pursuant to § 292a
HGB, the consolidated financial statements are operative as a discharge.

The consolidated financial statements are based on uniform accounting and valu-
ation principles. Use is made of the framework principles and the individual
International Accounting Standards (IAS) applicable as of the balance sheet date.
Similarly, the interpretations of the Standard Interpretations Committee (SIC)
published on the balance sheet date are taken into account.

Compliance of the consolidated financial statements with the 7" EU Directive

is based on the interpretation of the directive in accordance with the German
Accounting Standard No. 1 (DRS 1).

Consolidated Financial Statements (IAS)
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MHH Solartechnik GmbH
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The consolidated financial statements have been prepared in whole thousands

of Euros. For this reason, rounding differences are possible.

Individual items of the consolidated balance sheet and the consolidated income
statement have been combined to improve the clarity of presentation.

The annual financial statements of the companies included in the consolidated
financial statements were prepared as of the date of the consolidated financial

statements in accordance with uniform accounting and valuation principles.

B. Information on consolidation scope and methods

1. Consolidation scope

In addition to Sunways AG as the parent company, the following company in
which Sunways AG directly holds the majority of voting rights and exercises
uniform management, was included in the consolidated financial statements as
of 31 December 2002:

Registered office Shareholders’ Equity Equity interest
31/12/2002 31/12/2002

k€ in %

Tubingen, Germany 578 100

MHH Solartechnik GmbH, Tubingen (hereinafter also “MHH") is mainly active in
the areas of distribution of solar systems as well as planning and implementation
of large solar projects. In the year under review, the remaining 48.57 per cent
of the shares in MHH were acquired as planned. The acquisition was effected
against the issuance of 314,070 non-par value shares to bearer of Sunways AG.
The acquisition was based on a valuation opinion in accordance with the

principles of the IdW (Institut der Wirtschaftsprifer — Institute of Auditors). The
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acquisition costs for the remaining shares, including incidental expenses, amount-

ed to k€ 547. Thus Sunways AG holds 100 per cent of the company’s shares.
The first consolidation of the additionally acquired equity interest has been effect-
ed as of 22 November 2002 in accordance with IAS 22.21 et seq.

In addition, there is a 33.3 per cent equity stake in Beteiligungsanlage fur
Solarstrom Villingen-Schwenningen GbRmbH. Due to its minor importance, this

participation is not included in the scope of consolidation.

2. Consolidation methods

Capital consolidation is performed using the book value method. The acquisition
costs of the investment are offset against the proportional book value of its
Shareholders’ Equity at the time of initial inclusion in the consolidated financial
statements. The resulting goodwill has been capitalised and written off using
the straight-line method over an estimated useful life of five years.

Material inter-company profits and losses, sales and expenses and income as well
as the receivables and payables existing between the consolidated companies
have been netted. The results of inter-company services have been eliminated.
Deferred taxes have been recorded with respect to consolidation procedures to
the extent that any difference in tax expenses is expected to be offset in sub-

sequent years.
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C. Notes to the consolidated balance sheet

1. Liquid funds

Liquid funds are carried at nominal value.
The development of liquid funds, which form the financial resources in accor-

dance with IAS 7, is shown in the cash-flow statement.

2. Marketable securities

All marketable securities are carried at their market values. If the market value

differs from the acquisition cost as of the balance sheet date, unrealised

profits and losses are included in Shareholders’ Equity in accordance with IAS 39

without affecting income.

3. Trade receivables, other assets and prepayments and accrued income

31/12/2002 31/12/2001

k€ k€

Trade receivables 3,926 3,416
Other assets and prepayments and

accrued income 380 516

4,306 3,932

All receivables and other assets have a remaining term of below one year. Prepay-
ments and accrued income include discounts of k€ 40.
Trade receivables are recorded at their nominal value. Sufficient account has been

taken of risks of default by way of allowances.
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Receivables in foreign currencies are translated in accordance with IAS 21.9 at

the rate prevailing on the transaction date and subsequently valued at the rate of
the balance sheet date in accordance with IAS 21.11. No substantial foreign
currency receivables existed on the balance sheet date.

Other assets are recorded at their nominal value. These are essentially claims for

sales tax and corporate income tax refunds as well as accrued interest.

4. Inventories

31/12/2002 31/12/2001

k€ k€

Raw materials and supplies 1,171 899
Work in progress 659 716
Finished goods and merchandise 4,940 4,037
6,770 5,652

As a rule, inventories are carried at their acquisition or production costs.

In addition to directly attributable prime costs, the production costs also include
all attributable overhead, including adequate depreciation of production in-
stallations. Financing costs have not been capitalised since the direct correlation
requirement in accordance with IAS 23.11 has not been met.

Insofar as necessary, inventories were recorded at the lower realisable net sales

value. No reinstatement of original values was necessary in the reporting period.
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5. Tangible fixed assets

Tangible fixed assets are carried at acquisition or production cost less scheduled
and, where appropriate, unscheduled depreciation. Financing costs are not
capitalised in accordance with IAS 23.7.

Tangible fixed assets are written off over the economic useful life of between
two and ten years. Account is taken of material residual values in the determina-
tion of depreciation. Maintenance costs are recorded directly as expenses.

No positions pursuant to IAS 17.3, i.e. "finance leases” existed in the reporting
period.

In the area of technical equipment, major additions relate to the further expan-
sion of the solar cell production unit in Constance. In the area of plant and
office equipment, the additions relate essentially to EDP hardware, communica-
tion equipment and other office equipment.

No material disposals occurred in the reporting period.

Changes in tangible fixed assets in 2002 are shown in the consolidated develop-

ment of fixed assets.

6. Intangible assets

Intangible assets purchased are carried at acquisition costs plus costs incidental
to acquisition. In accordance with their useful lives, they are reduced by sched-
uled depreciation using the straight-line method. Unscheduled depreciation is
carried where necessary. The useful life of licences is between four and a half and
ten years. Goodwill from capital consolidation is depreciated using the straight-
line method over a useful life of five years affecting income.