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AUDITOR’S REPORT ON THE FINANCIAL STATEMENTS

To the Shareholders of Solaria Energfa y Medio Ambiente, S.A. at the requsst of the
Board of Directors

We have avdited the financial statements of Solaria Energla y Medio Ambiente, S.A.
consisting of the balance sheet as at December 31, 2007, the income stadement, the
statement of changas in equity, the cash flow statement and the relaied notes to the
financial statements for the year then ended, the preparation of which is the responsibility
of the Directors of the Company. Our responsibility Is to express an opinion on the
financial statements {aken as a whols, based on the work carried out in accordance with
alditing standards gensrafly accepted in Spain, which reguire the examination, on a test
basis, of evidence supporting the financial statements and an evaluation of their overall
presentation, the accounting principles applied and the estimates mads.

‘the Company’s Directors have presented, for comparative purposes only, for each item in
the balance sheet, the income staterment, the statement of changes in equity, the cash
tiow statement and the related notes to the financiat statements, the corresponding
amoumnts for the previous year as welt as the amounts for 2007. Our opinion refors solely
to the financial statements for 2007, On May 21, 2007 we issued our audit report on the
financral statements for 2006 in which we expressed an unguakitied opinion,

The Company prepares its annual accounts in accordance with generally accepted
accounting principies in Spain, nevertheless, as indicated in Note 2.1., the accompanying
financial staiements have baen prepared for the sole purpose of presenting financial
information in accordance with International Financial Reporting Standards adopted by the
European Union, for comparative purposes with listed compaiiles, as the Cormpany has
been lsted on the four Spanish Stock Exchanges and continuous market since June 18,
2007,

In our opinion, the accompanying financial staternents for 2007 present fakly, in all
material respacts, the financial positlon of Solaria Energla y Medio Ambiente, S.A. as at
December 31, 2007 and the results of their operations, changes in net equity and cash
flows for the year then ended, and contain all the information necessary for their
interpretation and comprehension i accordance with International Financial Repotting
Standards as adopted by the Ewropean Union, applied on a basis consistert with the
nreceding year.

PricewaterhouseCoopars Auditores, S.L.

Originally signed by lhaki Goiriena Basualdu
Audit Partner

March 1, 2008

PeicowaterhausaCoopers Auitres, 5. £ - B M. Madrid, hoja $7.250-1, folia 75, tame 92067, Sre .654, seccidn 3
levssslik e ¢l KA3AL con el comeros %1243 . 6 B-7503 1290
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SOLARMA ENERGIA Y MEDIO AMBIENTE, 5.A.
PALANCE SHEETS AT 31 DECEMBER 2007 AND 2006 (I euros)

%

LSolaria

[ At31December |
MNota 2007 2006 )
ASSETS
Won-current assets
Property, plant and equlpment 32,743,484 7218437
tntangibie assets B 16634 12.104
Flrancizt assets aveilable for safe and other financiat assets q 33450 H2T0
Beferrad tax agsets 13 5.685, 245 5.140 |
38.483.327 2.260.591
Corient assets
Inventories i 34785871 14,655,387
Trado and other recelvables 1 147,390,131 2987 103
Lozns to refated comparies 10 ALELET20 591,144
Financial assets avatlabbe for sabe and other financial assots 2] SOB.097 BOG.LI0K
Dervative firancial instewments §3:) 1x805 11.960
Cirrrent tax assets 19 23.648 31102
Tash and cash equivalonts 13 353 153,150 4.227.7489 |
366,500,525 32.103.541
Totad assets 404.983.751 39.365,532
ECLITY
Capltal and reservas attrbutshle to Company shareholders
Shase capital 1013407 157600
Share gremium 213580877 -
Heseryes 320794 45,588
Rastalement rosaryes 14 {5.081.335)
Profit for the year &8.4006.105 5.642.759 |
Tetal equiky 261,195,857 6.465.947
LIABHITIES
Won-current fiabiitfes
Baek tnzns and ovesdrafts 14 14,580,813 83 H)LE00
Deferred revenies 15 £.805 400 4,903,792
Defereedt Lax liabilftlas H LAFDBE7 165 04
20.621.560 13.845.7451
Current liabiilties
Bank knans and overdrafts 16 431,586,305 70151584
Trade and other payailes 17 S5A95.482 .53 334
Oeforrnil revenues 1% GB.545 EHR T
Derpvative financlx instruments I8 B.245.4713 30.600
Currenk Lax Habiities 19 15053470 4785162
123366335 | 19052834
Total liahiitles 143.787.895 32.858.585 |
Total equity and Hahilitios 404.983.752 39,3565.532

The accompanying Notes 1 through 27 form an integeal part of these financial statements



SOLARIA ENERGIA Y MEDID AMBIENTE, 5.A.
INCONE STATEMENT (In aurnps)

4

sSolaria

Year ented 31 Denémher

Sales

Operating grants

Other reveness

Personnel costs

Operating profit
Firtancial income

Financial expense

Note 2007 2006

G 186.208.764 19146563

Delerred revenues transferred to the Income statoment 15 43624 47.337

165849 3907

9.524 2.45%

Consumption of raw and other consummable malerlats: 20{a} {99.427.103) {7.842.453)

Externsl crpenses 20{b} [3.742.662} {1.333.363}

20c) {8.075.025) {603.804)

Arnortizationfdepreciation exponse Fand 8 (617.253} [209.662)

External service expaitse 20 d} {3.174.635) 442 886}

tlet |oss on the disposal of non-carcent assets 20{=) {3.020) {2.546)

Trade receivable Impairrnent (psses 12 - (14,220}

het operating costs 3 - f21.768}

FLOE.063 8.706.002

2006 4.421.327 223 440

20{g} {3.9472.796) {317.036)

Profit before income tax 7:.551.594 8.612.406

Corporate Mearns tay 19 1 23.151.4485) {2.969.647]

Profit for the year 48.400.105 5.542.754

Earnings por share for profit atteibitable to Company

shareholders during the year {expressed i curos per share}

- Basic and diuted 2% 0,90 F2,57

The accompanying Notes 1 through 27 form an integral part of these financtal statements.
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SOLARIA ENERGIA Y MEDIO AMBIENTE, S.A.
CASH FLOW STATEMENTS (tn euros]

4

Solaria

Cazh flows from operations:

Cash fused by)/penerated from operations
Interest pakd

Corparate Income tax paid

Met cash used in operations

Cash flows from investinents:

Aceuisition of property, plant and equigment

Income from the disposat of properly, piant and equiprment
Acquisition of intangible assets

Biopasis

Withdrawai of deposits

Reopayment of leans granted to related parties

Interest recelved

Met cash used In Investing activities

Cash flows from financing activities:

Income from the issue of ordinary shares

Dividends paid

Incame fram bank koans ard overdrafts

Repayment of bank loans and overdratis

fot income from cirrent accounts at credit nstitutions
Grants recefved

Hepayiment of finance keasos

Met cash generated from finaneing acthvities

Mat increase in cash ond cash eqguivalents

Cash and cash equivalonts at the skart of Lhe year

Cash and cash equivalents at the end of the year

‘¥ear ended 31 Decenthar

Note 207 2006
22 | 167.256.747} | {5.664.062)
(2.304.821} | (201613}
19.800.4956} 142.558)
179.962.124) | (5.908.273)
(26.058.763} | {5.177.38R}
27 76.850 109,397
{11.523) {15.740)
(521.697) | {602.270)
600,000 -
591,194 98.309

4.377.822 125473 |
{20.947.137) | {5.455.219)
710.239.632 -
{2.416.000) -
34201668 | 11.475.077
(738744) | [445231)
8.499.800 |  3.429.705
377540 | (131.280)
249.834.602 | 14327171
148,935,361 |  2.260.679
AZ27789 | 1.267.110

13 | 153.163.150

4.227.782

Tha accompanying Notes 1 through 27 form an integral part of these financial

statements.
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SOLARIA ENERGIA Y MEDIO AMBIENTE, S.A. Soiaria

EXPLANATORY NOTES 7O THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
31 DECEVIBER 2007 AND 2006
{Expressed in euras)

1. General information

Solaria Energia vy Medio Ambiente, 5.A. [heeeinafter SOLARIA or the Company] was incorporated
on 27 November 2002,

is corporate purpose principaily consists of:

- instaflation and repair of solar, thermal, photovoitaic and wind energy plants, as well as any
other type of renewalble energy.

- nstallation and repair of plembing, gas, efoctricity, heating and air conditionlng.

- Performance and execution of technical projects refating to tie above paints.

- Maintepance and repair services relating to works carried out either by the Company or by
third parties.

- Manufacture of modules, cells and components for solar, tharmal, wind and other
renewahle enorgy sources,

On 21 September 20086, SOLARIA moved its registered address Lo Madiid, ¢/ Noiez de Balloa,
120,

On 21 March 2007 SOLARIA filed an application with the Madrid Mercantile Registry to transform
the Company from a private limited hability company to a public limited Habdity company, in
accordance with the Resolution approved by the Universal Meeting held by Shareholders of
Solaria Energia y Medio Ambiente, S.L. on 1 January 2007.

On 26 March 2007, the Mercantile Registrar appointed an independent expert to preqare a report
on SOLARIA's non-monetary equity. A lavorable reporl was fssued on 10 May 2007,

SOLARIA began the expansion of its activities in 2005 by building a plant to produce photovoltaic
and thermal modules on the fand it owns in Puertollano {Ciudad Real). The construction of the
phatevoltaic module production fine was completed in the first guarter of 2006, the time as from
which SOLARIA commenced production for use in the following lines of business:

ay Photovoltaic modules for sale to third parties.

b} Photovoltaic modules for use in turnkey projects consisting af the design, planning and
execution of photovoltaic sofer energy plants through agreements covering the
construction, installation and launch of photovoltaic solar niahts. SOLARIA assumes

responsibility for all stages of the process, from obtaining administrative permits to the
{aunch of the operation.
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SOLARIA ENERGIA Y MEDIO AMBSENTE, S.A. Solaria

EXPLANATORY NOTES TG THE FINAMCIAL STATEMENTS FOR THE YEARS ENDED
21 DECEMIBER 2007 AND 200&
{Expressed in euros)

In addition, during the final quarler of 2006, SOLARIA started to design, preduce and install
thermat solar modules in buildings,

In order to continue with ifs expansion in the future, SOLARIA plans to integrate wertically
throughout the wvalue chain, eliminating dependence on suppliers and reducing costs while
increasing controb over the design and production quatity of the photovoltaic modules. In this
raspect, the perspectives for the fwo coming years consist fundamentally on building a plant to
produce photovoltaic cells, which commenced during the lirst quarter of 2007 and is expected o
start operations during the third Guarter of 2008,

in addition, SOLARIA expects to increase capacity, principally with respect to the production of
photovoltaic modules, theraby generating economies of scale,

0 order 1o finance the aforementioned investments, SOLARIA issued & Public Share Offering {(PSO)
that ended on 19 June 2007 as is described in Mote 14,

All of SOLARIA's shares are listed on the four official stock markets in Spain and on the continuous
market since 19 lune 2007.

2. Accounting policies

The main accounting policies used to prepare these financial statements are described below,
These policies have been applied on a vonsistent basks Lo all the years presented in these finantiat
statements, unfess indicated otherwise.

2.1 Basls of presentation

FThe financizl statements for SOLARIA at 31 December 2007 and 2006 have been preparcd in
accardance with International Financial Reporting Standards adopted lor use in the European
Union and approved by Curopean Commission Regulations [IFRS-EW) that are in force at 31
Decermber 2007,

Up until the year ended 31 December 2007, inclusive, SOLARIA's annual accounts had been
prepared in accordance with the provisions of Spanish mercantile legiskation and the rules
established in the Spanish General Accounting Plan. Given that these rules are differ in some
areas from the criteria estabdished by IFRS-EU, SOLARIA's Management has restated the figures
relating to 2607 and 2006 in order to present comparative information in accordance with IFRS-
EU {Mote 5].

These financial statements have been prepared by the Management of SOLARIA in ovder to
present finencial information in accordance with IFRS-EU for the purposes of comparison with
ather Hsted companies, given that SOLARIA is listed on the fowr official stock markets in the Spain
and on the continuous market since 19 bunc 2007,



SOLARIA ENERGIA ¥ MEDIO AMBIENTE, S.A. Solaria

EXPLANATORY NOTES TO THE FINAMNCIAL STATEMEMNTS FOR THE YEARS ENGED
31 GECEMBER 2007 AND 2006
{Expressed in euros)

The financial statements have Been prepared with a historical cost locus, modified in those cases
stipulated by the FRS-EU rules, under which certain assets and liabilities are stated at their fair
value.

The figures set aut in the financial statements are slated In euros, unfess ptherwise indicated.

The preparatien of financial statements in accordance with IFRS-EU requires use of certain critical
accounting estimates. They alse reguire that SOLARIA's Management apply its judgment to the
process of mplementing accounting policies. Note 4 reveals the areas that involve a larger
degree of judgment or complexity, or the arcas in which the assuniptions and estimates are
significant to the financh! statements.

a}  Interpretations that enter into force in 2007 but whose appficotion does not hove any effect
on the financial statements prepared by SCLARIA,

The following interpretations are mandatory for years commencing as from 1 fanuary 2007,
although they do nat have any effect on SOLARIA's operations:

- IFRIC 7, "Applying the Restatement Approach under 1AS 29-Financial Reporting in
Hyperinflaticnary Economies”

- IFREIC 9, “Reassessment of Embedded Derivatives®

- IFRIC B, “Scope of ITRS 2

- IERIC 10, "Interim Financial Reporting and impairment”

b} Standgrds entering fnto force in 2007

- tFRS 7, "Financial instruments: Disclosures™: IFRS 7 intraduces new disclosures to
improve reporling on financial instruments, although it has no impact on the
classiiication and valuation of lhe Company's financial instruments, or an the
disclosures refating Lo taxes and suppliers and other payalies.

SOLARIA already applied the amendment to IAS 1 “Presentation of Financial Statements-
Disclosuras about Capital” in the financial statements for 2006,
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SOLARIA ENERGIA Y MEDIO AMBIENTE, 5.A. S_nia“a

EXPLANATORY NOTES TO THE FINANCIAL STATEMENTS FOR THE YEARS ENBED
31 DECENBER 2007 AND 2006
{Expressed in euros)

e}  Standords and amendments Lo existing standards that have nat yet entered into force that
the Company has not odopted early.

At the date these financial statements were prepared the following standards and amendinents
had been published. These standards and amendments are mandatory for years commencing
as from 1 January 2008 or subsequent years.

- lAS 23 (revised i march 2007} “Borrowing costs”, is applicable to abl years
commencing as from 1 lanuary 2009, This amernddment has yet to be adopted by the
European Union. The revised standard requires companies to capitalize interest costs
that are directly attributable to the acguisition, constryction or reduction of =
gualified asset {that which necessarily requires a substantial period of time before
batng ready for use or for sale) as part of the cost of the asset. The option of
immediately recognizing these borrowing costs as an expense for the period is
efiminated. SOLARIA is evaluating Lhe application of [AS 23 amended as from 1
fanuary 2008, and subject to acceptance iy the European Union.

- EFRS & "Operating Segments”, is mandatory For years commencing as from 1 january
2009, IFRS 8 replaces 1AS 14 and unifies the requirements for presenting financial
information by segments with the US siandard SFAS 131 "Disclosures about
segments of an enterprise and related information”. The new Standard reguires a
management approach under which sepment information is presented on the same
basis as which it is used for internal purposes. SOLARIA wili apply IFRS 8 as from 1
January 200%. The expected impact of this standard is still being evaluated in
detail by Management, although it seems likely that the number of segmenls
being reported, as wall as the manner i which the information is presented, will
be modified in line with the internal information prepared and supplied to
dectsion-making bodies.

- tAS 1 {revised in September 2007), “Presentation of Financial Statements” serves
the purpose of improving the capacity of users to analyze and compare the
information presented in the linancial statements, This revised standard must be
applied in years commencing as from 1 July 2009, although it has yet to ke
adopted by the European Union. SOLARIA is analyzing the potential impact that
this standard will have on its financial statements, subject to the acceptance of
the revised standard by the European Union.

ia



SOEARIA ENERGIA ¥ MEDIO AMBIENTE, 5.A. Solaria

EXPLAMATORY NOTES TC THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
31 DECEMIBER 2007 AND 206
{Expressed in euros}

d}  Modifications and Interpretations of existing rufes thot have nof yet entered into force ond
gre not refevant to SOLARIA's operations.

At the date these linancial statements were prapared, the IASB and the IFRIC had publishod
the modifications and interpretations set out below which are mandatory for years
commencing as from 1 January 2008, although they are not refevant to SOLARIA's operations.

- IFRIC 11, "IFRS 2 - Share-based payment” establishes the principles to determine
whether or not a share-hased transaction involving treasury stock or Eroup
companies {for example, options for stock in the parent company) must be
recognized as a share-based payment seftied using equity instruments or in cash
in the individual accounts prepared by the parent company and Eroup commpanies.
This Inferpretation must be applied in the years commencingasfrom 1 March
2007. The application of this interpretation does not have any effect on the

financial statements prepared by SOLARIA given that it has no share-hased
payment plans,

IFRIC 12, “Service Concession Arrangements”, is applicable for years commencing
as from 1 January 2008, IFRIC 12 applies to contracts in which a private operator
parlicipates in the development, financing, operations and maintenance of an
infrastructure for public sector services. This interpretation has yel to he adopted
by the European Union. IFRIC 12 is not relevant to Lhe activities carried out by
SOLARIA given that it does not render any services to the pubdic sector,

- IFRIC 13, “Customer Loyalty Programs”, is appticable for years commencing as from
1 July 2008. [FRIC 13 clarifies thal in cases in which goods or services are
provided together with a loyalty incentive {for example, loyalty points or free
products), the agreement is considered to be a contract with multipte elements
and the amount received or to be received from the customer must be attributed
among the components of the agreement at their fair value. This interpretation
has yet to be adopted by the European Union, IFRIC 13 is not relevant to SOLARIA'
operations given that it does nol have any customer loyalty plans.

- tFREC 14, "IAS 19 — The timit on 2 Defined Benefit Asset, Binimum Funding
Hequirements and their Interaction”, which enters into force for afl Years
commencing as from 1 January 2008. This interpretation has not yet been
adopted by the Evropean Union. IFRIC 14 provides guidance to evaluate the Fmit
established by IAS 19 regarding the surplus that may be recognized as an asset, It
also explains the manner in which the asset/liability for pensions rmay be affecled
by minimum financing obligations established by contract or by law. Given that
SOLARIA doss not have assets finked to 2 defined benefit plan, IFRIC 14 is not
relevant to SOLARIA's operations.

il



SOLARIA ENERGIA Y MEDIO AMBIENTE, 5.4. Solaria

EXPLANATORY MOTES 7O THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
31 DECEMBER 2087 AND 2006
[Expressed in euros)

- Tre amendment of IFRS 2, “Share-hased Payment Vesting Conditions and
Cancelations™ Himits the conditions for consalidating a concession of rights under
a share-based payment agreement to the conditions for rendering services and
perfarmance conditions. In turn, the amendment of the definition ol a condition
for consclidating a concession clearly states that if a condition does not reguire
{implicitly or exglicitly} the rendering of services or the delivery of poods, it is not
a condition for consclidating a concession. This amendment will be applicable to
all the years that commence as from 1 January 2009 once i has been adopted by
the European Unien. This amendment is not reievant to the eperations carried
out by SOLARIA, given that it does not have any share-based payment plans.

- The amendment of 145 32 and IAS 1 {revised in 2007), "Puitable Financial
Instrurnants and Dhligations Arising on Liguidation®, which is applicable to years
commencing as from 1 January 2009. This amendmeitt has yet to be adopted by
the European Union. The amendment improves accounting for certain types of
financia! instruments that are simifar to ardinary shares but, according to current
{egistation, are classified as a financial liabilitfes. H specific characteristics are
met, certain types of instruments will be classified as equity instruments, This
amendimeant is not relevant to the operations carried out by SOLARIA, given that it
does not have this type of financial inslrument.

- IFRS 3 {revised in January 2008}, "Business Combinations" is part of a joint efforl
iy the 1ASS and the FASB in the Uniied Slates to improve the preseniation of
financial informalion and to favor international comvergence of accounting
standards. This revised standard will be applicable to those business
combinations whose acguisition date is the starl of the first financial year
commencing as from 1 july 2009, although it has yet to be adopted by the
European Union. This standard is currently not relevant to SOLARIA given that it
does not kave any business combinations.

- 145 27 f[revised in lanuary 2008 “ "Consclidated and Separate Financiat
Statements" has been amended as part of the second stage of the business
combination project started by the JASB together with the FASE in the United
States. The amendments principally referred to the accounting for shareholdings
not leading to control and the loss of control of a subsidiary. This revised standard
st be applied in years commencing as from 1 July 2089, although it has yet to be
adopted by the European Union. This standard is currently not refevant to SOLARIA
given that it does not present consolidated financial statements.

12
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SOLARIA ENERG(A ¥ MEDID AMBIENTE, 5.4, Solaria

EXFLANATORY MOTES TO THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
31 DECEMBER 20607 AND 2006
{Expressed in euros}

2,2 Sepment reporting

A business segment is a group of assets and transactions the aim of which is Lo supply products or
services Subject to risks and returns which differ from those of other business segmants, A
geopraphical segment provides products or services within a particar economic environment
that is subject to risks and refurns that are different from those of segments oparating in the
other economic environmenis,

2.3 Transactions and balances in foreign currency
a} Functional and presentation currency

The items included in thesc financial statements are stated using the currency it the main
economsic environment in which SOLARIA operates (“functional cerrency™). The financiaf

statements are presented in euros, which is the functional and presentation currency used by
SOLAREA,

by Transactions and batances

The canwersion to euros of debtors and creditors expressed in foreign currency s applied of the
current exchange rate at the thme the transaction is carried out and is staled at the year end in
acrordance with the exchange rate in force at that time.

Exchange gains and lfosses, which result from the completion of these transactions and the
conversion of monetary assets and liabilities denominated in forefgn currency at year-end
exchange rates, are recognized in the incame statement.

2.4 Intangihle assets

Intangible assets consist of software and these items are capitalized based on their acquisition
cost and the cost of preparing to use the specific program concerned. They are recorded at their
acquisition cost less accumulated amortization and any relevant accumulated impairment.
software is amortized on a straight-fine basis over its useful lfe, which is estimated to be three
YE2rs.

Intangible assets with an indafinite usefid tife

Intangibie assots with an indefinite useful life are not amortized. On an annual basis impairment
tests are performed {note 2.9} and these lems are recorded at their cost fess any accumulated
impainnent losses.

SOLARIA does not have any intangible assets with an indefinite useful life at the balance sheet
date,
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2.5 Research and develapment costs

Research expenditure is recognized as an expense as incurred. Costs incurred on development
projects {relating to the design and testing of new or improved products) are recognized as
intangible assets when the following reguirements are met;

v |iis technically possible to complete production of the intangible asset such that it wili be
availahle far use or for sale:

« Management has the intention of completing the intangible asset concerned, for use or
for sale;

» There is the capacity to use or sell the intangible assets;

» |t is possible to demonstrate the manner in which the intangible asset will generate
probable profits in the futtre;

» Adeguate technical, financial or any other type of resources are avaiiable to complete
development and to use or salf the intangible of asset; and

» It is possible to refiably value the payments attiibutable to the intangible asset during
development.

Other development expenditures are recognized as an expense as incurred. Development costs
previously recogiizer as an expense are not recognized as an asset in a subsequent period.
Capitalized development costs with a finite useful life are amortized on a straight line basis as
from the start of commercial production of the product concerned over the period in which
profits are expacted to be generated.

SOLAREA has not incurred any research and developrent expenses during 2007 and 2006,
2.6 Preperty, nlant and equiprment

Property, plant and equipment mainly records the plant and machinery that are necessary to
manufacture thermal and photovoltaic modules. Propeity, plant and equipment is stated at
acquisition costs, less any depreciation and accumulated impairment fosses, Historic cost includes
the expenses directly attributable to the acquisition of the items concerned.

Subsequent costs are included as an Increase in the value of Lhe asset or are recognized as a
separate asset only when it is fikely that the future profit associated with the items will flow to
SOLARIA and the cost of the Hem may be reliably determined.

The hook value of the replaced components |s eliminated from the accounting records. Al other
repatr and maintenance expenses are charged to the income statement in the year in which they
are incurred.
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The depreciation of property, plant and equiptment is calcwated on a straight-tine basis in order to
assign their costs to residuat vaiues relating to their estimated useful tives, as follows:

Years
Buildings 33
Machinery B
Plant 2-10
Computer processing equipment 4
Furnishings 10
Vohicles 6

The asset’s residual values and usefud fife are reviewed, and adjusted if appropriate, at each
balance sheet date. An asset's carrying amount is wiltten down inmediately to its recoverable
amolnt if the asset’s carrying amount is greater than its estimated recoverable amount {Note
2.9,

Tie profit or loss on the sale of property, plant and equipment is calcidated by comparing the
income obtained on the sale against the book value of the assels concerned, and the difference is
Included in the income statement.

2.7 Leases
a) Finance leases

The determination of whether or not a contract contains a lfease is based on the analysis of the
nature of the sgreement, which requires evaluation of whether or not comptliance with the
agreeiment falis to the use of a specific asset and whether ar not the agreement confers the right
to use that asset to SOLARIA.

SOLARMA leases several vehicles. When, in accordance with a lease covering property, plant and
equipment, SOLARIA substantially has all the rights and benefits of awnership, it s classified as a
finance lease. Finance leases are capitalized at the start of the lease reriod at the lower of the
tair value of the leased property or the present value of the minimum payments die on the leaso,

bach lease instattment is distributed among liabilities and financial charges in order to obtain a
constant fnterest rate applicable to the outstanding balance payahle, The relevant lsase
obligations, net of financial charges, are inciuded under Bank Ioans. The interest portion of the
financial expense is charged to the income statement during the fease period such that a constant
perfodic interest rate is obtained with respect to the outstanding Hability in each financial year.
Assets acquired under finance leases are depreciated over their useful lives. Their usaful life is
egual Lo the useful life of vehicles that are not leased, given that there are purchiase options
appicable to the assets,
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Therefore, there is reasonabie certainty that SOLARIA will obtain ownership of the vehicles at the
end of the lease period.

b}  Operating leases

{eases under which the lessor maintains a significant portion of the risks and benefits of
ownership of the assets covered by the contract are classilied as operating leases. The payments
for operating leases are charged to the incorne statement on a straight-line basis over the term of
the [ease.

2.8 Interestcosts

interest expense is taken o expenses and is not capitelized as part of the cost of the assets built,
i.e. those that necessarily require a substanital peried of thne hefore entering infa use,

2.9 Impairment of non-financial assets

Assets that have an indefinite useful fife are not subject to amortization/depreciation. On an
annual basis tests are performed to verify whether or not there are any impatrment losses. Assels
subject to amartization/ depreciation are subject to irmpairment tests provided thal some event
or change in circumstances indicates that carmying value may ot be recoverable. An impairment
kass is recognized as the excess book vahle for the asset compared with the recoverable value
recorded in the income statement. The recaverable amounts 1s the fair value of an assef less the
highor of the cost of sale or the value in use. For the purposes of assessing impairment, assels are
grouped topether at the lowest fevels for which there are separately identifiable cash flows {cash-
gonerating units).  MNon-financial assets that have suffered an impairment loss are subject to
reviews at each halance sheet date to determine if there have heen any reversals of the loss, The
reversal of an iimpairment loss is recognized In the income statemeant.

2.10 Financial assets

SOLARIA classifies its financial assets into the following categories: financial assefs at fair value
through profit or loss, loans and acceunts receivable, investments that are to be held to maturity
and available- lor- sale financial assets. The classification depends on the purpose for which the
financial assets were acquired. Management classifies its investments at the time of initial
recopgnition.
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al Financial assets at fair value through profit or lass

Financial assets at fair value through profit or koss are investments held for trading. A financial
asset is classified under this category if it was acquired mainly for the purpose of being sold in the
short-term. Derivatives are also classified as acquired for trading unless they are dosignated as
hedging fnstruments. Assets under this category are classified as current assets.

B} Loans and other reccivables

Loans and receivables are non-derfvative financial assets with fixed or determinahie payments
that are not guoted in an active market. They are included in current assets excopt for assets
maturing in more than 12 months of the balance sheet date which are classified as non-carient
assets.

Recetvaldes are recognived initially at fair value and subseqiently measured at amortized cost
using the effective interest method, less provision for impalrment. A provision for impairment of
trade receivables is established when there is ohjective evidence that SOLARIA will not be able to
colfect all amounts due according to the original terms of the receivables, The exisience of
significant financial difficulties on the part of the debtor, the probability that the debtor wiii
enter into bankruptey or financial recrganization and the default or defay in payments are
considered to indicate thal the receivable is impaired. The amount of the provision is the
tifference between the asset’s carrying amount and the present value of estimated future cash
tlows, discounted at the effective nterest rate. The book value of the assel ts reduced to the
extent that the provision account is applied and the lass is recogrnized in the income
statement under "impairment of trade receivables”. When a receivable cannot be collected it
Is written off against the provision for receivables. The subseguent recovery of aniounts
previously written off is recognized as an asset under “impairment of receivables®, Short-term
Accounts Recelvable, withaut any established interest rate, are stated at the amount of the
original invoice when the effect of discounting is not significant.

cj Held-to-maturity inanciat assets

nvestments held to maturity are non-derivative financial assets with fixed payments, or
payments that may be determined, and established maturily dates for which SOLARIA'S
Manageinen! has the intention and the capacity to hold until meaturity, 1f SOLARIA were to sell 5
significant amount of financial assets held to maturity, the complete category would he
classified as available for sale. The held-to-maturity financial assets are included under non-
current assets, except for those that mature within 12 months as fram the balance sheet date, in
which case they are classified as current assets,
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d}  Availabie-for-sale financial assets

Availablefour-sale financial assets include assets designated for sale as well as those that are not
classified in any of the other categories. They are included in non-current assets unless
management intends to dispose of the investment within 12 months of the balance sheet date.

Corrying of finoncal assets

Acquisitions and disposals of all financiat assets are recognized at the trading date, Le., on the
tlate SOLARIA undertakes to acquire or scll the asset. lnvestments are recognized initizlly at fair
vafue plus the transaction costs for all financial assets not carried at fair value through profit or
loss Financiak assets stated at fair value through profit and loss are initially recognized at their falr
value and the fransaction costs are expensed in (he income statemenf. Avaiable-for-sale
financial assets and financial assets at Fair value through profit or lass are subsequently carried at
fair value. Loans and receivables and financial assets held to maturity are subseguently carried at
their amortized cost in accordance with the elfective interest rate method.

Gains and Insses arising from changes in the fair value of the financial assets at fair value through
profit or loss category are included in the income statement in the period in which they arise.

Changes in the fair value of monetary and non-monetaty securities classified as available for sale
are recopnized under equity. When the securities classified as available-for-sale are disposed of,
ar sulfer impairment, the accumulated adjustments to fair value recogrized under equity are
includad in the income statement.

The fair values of guoted investments are based on current purchase prices. Available-for-sale
financial assets corresponding to unlisted shares are stated at cos! when there is insufficient
financial information regarding the business plans and financial perspectives that would 2llow a
sofid value analysis to be carried out using generally accepted tochnigues to determine the fair
vafue of the assei, and there have been no significant transactions involving these assets.

At the balance sheet date, SOLARIA assesses whether there is objective evidence of impairment
tosses with respect o a financial asset or group of financial assets. For equity instruments
classified as availabie for sale, in order to determine whether there are impairment fosses, it will
be necessary to examine whether there is 2 significant or protracted dedline in Lhe fai value of
the securities to below cost. H there is any evidence of this type for available-for-sale financhal
assets, the cumulative loss determined as the difference hetween the acquisitlon cost and current
fair walue, kess any impairment loss in that financial asset previously recognized in resulis is
efiminated from equity and recognized in the income statement. impairment losses recognized in
the income statement on equity instrements are not reversed through the incoime statement.

Investments are written off when the rights to receive cash flows from them have expired or have

been transferred and SOLARIA has transferred substantially ali the risks and benefits deriving
from ownership.
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2,11 Derivative financial instruments and hedging

Darivatives are initially recognized at fair value on the date a derivative contract is entered nto
and are subsequently re-imeasured at their fair value. The method of recogizing the resulting
gain or [oss depends on whether the derivative is designated as a hedging instrument, and if sp,
on the nature of the item being hedged. SOLARIA designates certain derivatives as:

{i} Fair value hedges of recognized Kabilities {fair value hedge); ar
{li}  Hedges for 3 specific risk associated with a recognized lability or a highly likely planned
transaction (cash flow hedge).

SOLARIA documents af the inception of the transaction the refationship existing between hedglng
struments and hoedged items, as well as its risk management ohjective and strategy for
undertaking various hedge transaclions. SOLARIA also documents its evaluation from the start,
and continuously thereafter, as to whether the derivatives being used in the hedging transactions
are highly effective to offset changes in fair value or in cash flows from hedgad items.

The total fair value of hedge derivatives is classified as an a non-current asset or Kability if the
residual term of the hedged item exceeds 12 months and as a current asset or liahitity if the
residual tern of the hedged item is less than 12 months. Traded derivatives are classified as a
current asset or lability.

The fair values of derivative instruments used for hedging purposes are reflacted in Note 18.
Movements in Lhe restatement reserve under eguity are stated under Note 14.

a) Fair value hadge
Changes In the fair value of derivatives that are designated and qualify as fair value hedges are

recorded in the income slatement, together with any changes in the fair value of the hedged
asset or liability that are attributable to the hedged risk,
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If the hedge ceases to comply with the criteria for carrying the hedge, the hook adjustment for a
hedged item which is carried using the effective interest rate method is recognized through profit
and loss daring the period until maturity.

SOLARIA carties no fair value hedge transaction at the balance sheet date.

b  Cashflow hedgas

The effective portion of changes in the fair value of derivatives that are designated and qualify as
cash flaw hadges is recoghized in equity. The gain or luss relating to the ineffective portion is
recagnized immaedialely in the income statement.

Accumulated eguity amounts are taken to the income statement in the periods in which the
hedged item affects results. The loss or gain relating to the effective portion of interest rate
swaps that cover borrowings subject to a variable rate are recognized in the Ihcome
statement under "financial expense”. However, when the forecast transaction that is hedged
results In the recognition of 2 non-financial asset {for example, inventory), the gains and losses

previously deferred in equity are transferred from equity and included in the initial measurement
of the cost of the asset.

When a hedge instrument expires, is sold, or when it no fonger meets the requirements or
carrying the hedge, any accumutated gain or loss in equity up untl that moment remains in equity
and is recognized as a gain or loss when the planned transaction is finally recognized in the
income staternent.  When the planned transaction is no longer expected to arise, the
acowmulated equity gain or loss is immediately transterred to the income statement.

SOLAREA recards cash flow hedges at the halance sheet date {Mote 18).
c Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge accounting. Changes in the fair value of
any derivative instruments that do not qualify for hedge accounting are recognized immediately
in the income staternent. increases in the fair value of interest rate and exchange rate derivatives
are included under the heading "Financial Income” i the income statement. Decreases in the fair
value of interast rate and exchange rate derivatives are included under the heading “Financial
Expense” in the income statement.
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212 Inventories

inventories mafnly include raw materials ang finished products relating to photovoltzic and
thermal modules and are stated at the lower of their production costs or net realizable value. The
cost of raw materials is cafculated using the average weighted acipuisition cost. The cost of
finished products includes design costs, raw materials, direct fabor, other direct costs aned
raanufacturing overhead {based on normal operating capacity} but exchides interest costs. The
net realizable value Is the estimated sefling price in the ordinary course of business, less
applicable variahle costs of sales,

2.13 Cash and cash eguivalents

Cash and cash equivalents includes cash it hand, deposits held at call with banks and other shart
term highly figuid investments with original maturities of three months of lass,

2.14 Share capital

Ordinaty shares are dlassified as equity. lnacremental costs directly attributable to the issue of
new shares are shown in equity as a deduction, net of tax, from the proceeds. When SOLARIA
shares are acquired {treasury stock), the consideration paid, including any incremental cost
directly attributable to that acquisition [net of corporate income tax} is deducted from the
equity attribwilable to the shareholders of SOLARIA until wiTiten off, ssued agaln o sold.
When the shares are sold or are subsequently issued again, any amoutt received, net of any
incremental cost of the transaction that is directly attributable and the corresponding
corparate income tax effects, are incuded in equity attributable to the shareholders of
SOEARIA,

2.15 Beferred revenues

Grants from public entities are recognized at their fair value when there is reasonable assurance
that the grant will be received and SOLARIA will comply with all attached conditions,

Copital gronts
Government grants for the acquisition of property, plant and eguipment are included in “Deferred

revenues” and credited to the incomae statement on a straight-line basis over the expected lves of
the corresponding assets financed using the grants,
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Other deferred revenues

The grants covering the interest on the loans obtained are recorded under the heading "Deferred
reyenues”. [nterest assistance i5 taken to results for the year during the term of the foan in
accordance with financial criteria.

The attribution of capital grants and other deferred revenues is recognized under the heading
"Deferred revenues taken to profit and loss” in the income statement. They are not offset
against the deprociation of the subsidized asset or against subsidized expenses.

Interest free loons granted by officiol bodies

The loans received by SOLARIA that do not acerue interest are recorded at their restated value
{calculated using an effective market interest rate}, and the difference gencrated at the initiat
moment between the nominal amount of the ioan and is restated value is attributed as foliows:

a) When the financing is o be used to acquire an asset, the above-mentioned difference is
recorded as deferred revenues and taken to resuits for the year over the depreciation
period for the financed assets.

b} in the event that the assistance is to b used to finance an expense that is associated wilh
an investment project, the difference between the nominal amount of the loan and its
restatod vaiue is recorded as a reduction of such expenses. in those cases in which the
expense has not yet been actrued, this difference is carried as deferrod current revenues
and is taken to Lhe income statement as a reduction of the relevant expense when it
Accribes,

Non-monetory groats

When SOLARIA receives a non-monatary grant, for examisie, the right to purchase an asset [rom a
government body at a price lower than its fair value, subject 1o compliance with certain
conditions, SOLARIA adopts the alternative of recoghizing the asset at a symbolic amount which
would be its acquisition cost,

2,16 Trade and other payables
Creditors and other payables are initizlly carried at thelr fair value and subseguently they are
valued at the amortized cost using the effective interest rate method. Short-term payables with

no established interest rate are stated at original waice amount when the effect of the discount
is not significant.
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2.17 8ank loans and overdrafts

Borrowings are initiatly carried at fair value net of transaction costs. Barrowings are subsequently
measwred at amortized cost. Any differences between the funds obtained {not of necessary costs)
and their repayment value are recognized as a financial expense over the life of the debt applying
tive effective interest method,

Borrowings are classified as current labilities unlass SOLARIA has an unconditional right to defer
settlement {or at teast 12 months as from the balance sheet date.

2.13 Provisions

SOLARIA recognizes provisions when {i} it has a present legal or implicit obligation as a result of
past events, (i} it is likely that resources will have to be applied to settle the obligation and (i}
the amount may be reliably estimated.

Long-term provisions are stated at the present value of the payments that are cxpected to be
necessary to settla the abligation using a pre-tax discount rate that reflects an evaluation of the
current markel, the current value of money and the specific risks of the obligation. The increase
in the provision due to the passage of time is recogiized as an interest expense.

Provisions for warranties

SOLARIA grants customers warranties for the turnkey coniracts covering photovoltaic Hanls,
operating and maintenance contracts and contracts covering the sale of photovelisic modules
{Mate 25)..

The provisions that are necessary for the warranties granted arve calculated based on thearstical
expectations and historlc information regarding defect rates and estimated repair costs. These

items are revlewed and adjusted on a regular basis.

These provisions are recorded at the estimated vakie of future claims deriving from previous
contracts and charged against operating expenscs.
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2.39 Employee heneflts
aj Pension and similar obligations
SOLARIA has no pension or simélar ohligations with its employees or inanagement.

b} Severance iIndemnities

Termination borafils are payable when employment is terminated before the nonmal retirement
date, of whenever an employee accepts voluntary redundancy in exchange for these benefits
SOLARIA recopnizes these benefits when it has demonstrably undertaken to terminate current
employess’ employment in accordance with 2 formal detailed plan that cannot be withdrawn, of
to provide severance indemnities as a result of an offer made to encovrage voluntary redundancy.
Benefits that will not be paid within 12 months of the balance sheet date are discounted to their
present value.

2.20 Corporate Income tax

Corporate income tax expense for the year is calculated based on pre-tax results stated in the
financial stalemenis, increased or decreased by any differences between accounting and tax
criteria, hearing in mind any tax credits or deductions that are deemed applicable.

Beferred incomme tax is calculated, using the liability method, on tempoyary differences arising
between the tax bases of assets and fiabilities and thelr cariving amounts in Lhe financial
stalements. However, if the deferred taxes arise from the Initial recognition of a liabdlity or an
asset on @ transaction other than a business combination that at the time of the transaction has
no effect on the tax gain or loss, they are not accounted for. Deferred income fax is determined
using tax rates [and laws) that have been enacted or substantially enacted by the balance sheet
date and are expected to apply when the related deferred income tax asset is realized or the
deferred income tax liability is settled.

beferred income tax assels are recognized to the extont that it s probable that future taxable
profit will be available against which the temperary differences can be utilized.
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2.21 Revenue recognition

income and expense are recorded on an accruals basis, ke, in the period in which the income or
txpense deriving from the goods or services i question is earned or incurred rather than the
period In which the cash Is actually received or disbursed,

a} Recognition of sales

Sates include the fair value of consideration reccived or to be received on the sale of Eoods and
services during Lhe course of SOLARIA's ordinary business. Sales are neesented net of vilue added
tex, returns, and price reductions and discounts.

SOLARIA recognizes income when the amounts may be refiably determined, it is fikely that future
profits will flow to the company and the specific conditions for each of the campany's activities
are met, as is describad below. Revenues from the sale of assets are recognized and carried in the
income statement when the Company has transferred all substantial risks and benefits deriving
frars the ownership of the assets concerned to the buyer. Itis deemad that sales amounts cannot
be reliably determined untid all contingencies relating to the sale have been resolved. The
Company bases its estimates on Wstoric results, hearing in mind the type of cusiomer, the type of
transaction and the specific terms of each agreement.

To recognize the income deriving from the agreements, which indludes the canstruction,
installation and launch of photovoltaic sokar farms on a wrnkey basis, the Company uses the
degree af completion method. This percentage is calcutated based on total incame established in
the agreement and is determined as the ratio between the costs incurred to date and the total
profected costs required to complete the project.

The difference between the amount of production and the amount nvoiced to the date of the
financial statements accounts is stated under Trade debtors for invoices yvet t0 be issued,
recorded under the heading “Trade and other receivables”. In turn, the amounts invaiced in
advance for various reasons {advance invoices to customers} are reflectod on the Hability side of
the balance sheet under "Trade and other payables”.

Where the results of a construction contract carnot be refiably estimated, cantract revenues are
only recognized up to the Himit of contract costs incurred that are likely to be recovered. Whare
the results of a construction contract may be reliably eslimated and the contract Ts likely to be
profitable, contract revenues are recognized over the term of the contract. When it is likely that
the agreement cost wlil exceed the total revenues obtafned, the expected hoss is immediately
recognized as an expense,

25



SOLARIA ENERGIA ¥ MEDIO AMBIENTE, S.A. Solaria

EXPLANATORY NOTES TO THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
31 DECENMBER 2087 AND 2005

{Expressed in euros)

h} interest income
fnterest income is recognized using the elfective interesl method,

2.22 Dividend distribution

Dividend distribution to sharehoiders is recognized as a liability in the financial statements in the
year v which the dividends are approved by the Company’s shareholders.

2.23 Environment

Expenses deriving from business action taken to protect and improve the environment are
reconded as an expense in the year incurred. When such expenses entail additions to property,
plant and equipment the purpose of which is to minimize the environmental impact and protect

and imprave the environnent, they are accounted for as an increase in the value of non-current
assets.

3.  Ffinancial risk management

3.1. Financial risk factors

The Company's ackivities are exposed to several financial risks: market sk {including exchange
rate risk, price risk and interest rate risk}, credit risk and liguidity risk. The owerall risk
management program at 30LARIA focuses on the uncertainty of financial markets and attempts
to minimize the potential adverse eflects on its Hoancial profitability,. SOLARIA employs
derivatives to hedge against exchange rate and inferest rate risks.

Risk maragemant is controlled by the Finance Department at SOLARIA.  This Depariment
tdentifies, avaluates and hedges apainst financial risk in coliaboration with operating units at the
Campany.

a) Marieat risk
i Foreign exchonge risk

SOLARIA operates internationally and therefore is exposed to exchange rate risk on currency
transactions, particularly the US dollar. The exchange rate rfsk derives from commercial
transactions, fundamentally involving the purchase of machinery and raw materials abvoad.

Financial Management has estahlished procedures that require the hedging of euchange rate risk
itt all transactions carried ot by the Company in any currency other than the ewro falling due in
mare than 340 days, provided that market conditions existing at the fime of the transaction make
ihis advisable.
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The currency other than the euro with which SCGLARIA currently operates is the US dollar.  at 31
Decemnber 2007 and 2006 the eure had increased/decreased by 5% compaied with the US daofiar,
with abl other variables remaining constant, the effect an prefits and eguity would have been as
follows:

Euro
2007 2006
Effect on pre-tax profits:
+5% {1.5359.126} 10%.947
-5% 21518 [86.015)
Effect on pre-tax eguity:
+5%  {12.725.045) N
-5% (675.271) MfB

Profits and eguity are more sensitive fo changes in the ewro/dollar exchange rate in 2007 than in
2006, due to the incresse in transactions denominated in US dollars that took place in 2007
compared with the preceding year,

ii) Price risfk

SOLARIA is exposed to market price risk affecting raw materizls. The Company manages this risk
by taking into account the market condilions i place al the time the bransaction is carried out by
signing ciosed price contracts {Mote 26}

ifi  Cash flow interest rate risk

Since SOLARIA does not have significant remunerated assets, income and cash flows from its
operational activities are very independent of the variances in market interest rates,

interest rate risk affecting SOLARIA derives from long-term boans from credit institutions. Loans
fram credit institutions bearing interest at a variable rate expose SOLAREA {0 cash flow interest
rate risk. SOLARIA's policy consists of using derivatives to hedge interest rate risk affecting loans
intlexed o a variable interest rate. During 2007 and 2006 foans obtained by SOLARIA from credit
institutions at a variabie interest raie were denominated in euros.
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SOLARIA manages cash flow interest rate risk using variable to fixed Interest rate swaps. The
economic effect of thase interes! rate swaps is the conversion of variable interest borrowings to
fixed interest borrowings. Generally, SOLARIA obtains long-term botrowings at a variable interest
rate and swaps for a fixed interest rate that is lower than would have been available i the
company had obtained the borrowings directly at a fixed interest rate. Under the interest rate
swaps, SOLARIA enters into a commitment with other pariies to exchange, with certain regularity

{eeneraily quarierly}, the difference betwean the fixed interest rates and the variable interest
rates calculated based or the notional principal amounts contracted.

At 31 Becember 2007 and 2006, and including the effect of the contracied interost-rate swaps,
SOLARIA's debt structure is as follows:

Euro

2007 2006

Fhted interest rate debt 11.702 801 5.923.448

Variable interest rate dobt 46.802,532 10.449.484

Total 58.505.333 16,372,922

The sensitivity of profits and equity to interest rates is as follows:
_______ Euro
tnereasefldecrease) in Effect on pro-tax Effect an pre-tax
the interest rate [in profits eqLity
basis points) _ L

2007 +1{} (55.053) [12.250)
-0 58.053 12250

2006 +10 {28.610} MSA

-10 28.610 ~ MNiA _

hi Credit risk

Credit risk derlves from cash and cash equivalents, derivative financial instruments and deposits
with banks and financial institutions, as well as customers, including outstanding receivables and
transaction tommitmenis.  Transactions are only carried out with financial institutions of
recognized prestige and taking into account past experiences and other lactors. in cases in which
there Is no independent credit rating of customers, the Finance Department evaluates the
situation bearing in mind the financial position of the customer, past experience and other

factors. SOLARIA does not have the policy of granting long-term loans to customers, except in
exceptional cases.

At 31 December 2007 and 2006 the trade receivables recorded by SDLARIA did not show any
items in defaul:.
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Of total sales at 31 December 2007, 70.7% is concentrated in SOLARIA's four largest customers.

The trade receivable balance at 31 December 2007 shows future maturities as folows:

0 to 45 days 45 to 890 90tc 120
tays days Tots
receivables _
Trade receivables [Note 13) 15140000 1057 356,798 20,000,000 142.496.758

c) Liequidity risk

Prudent liguidity risk management implies maintaining sufficient cash and marketable secunities,
Lthe avaiability of funding through an adequate amount of committed credit facilities and the
ability to close out market positions. Given the dynamic nature of the underlying businesses, the
Finance Department at SOLARIA has the objective of maintaining financing Hexibility through the
availability of committed linas of credit.

Management monitors projections of the lguidity reserve recorded by SGLARIA based on
expected cash flows.

3.2  Equity management and debt levels

SOLARIA's objectives with respect to equity rmanagemenl are to safeguard its capacity to
tontinue as a going concern In order to obtain yields for shareholders and to maintain an
optimal equity structure at reduced cost. SOLARIA's management monitors equity by applying
the debt ratio. This ratio Is calculated as equity divided by nat debt. Net debt is caleulaled as all
ouiside resources {inciuding bank loans, creditors and other accounts payable, as shown in the
halance sheet} lass cash and cash equivalents, Etjuity consists of share capital plus reserves and
undistributed results, as is reflected in the balance shest.

SDLARIA's objective is to have adeguate eguity to obtain the financing necessary for expansion
without comprontising its solvency and maximizing yvields that shareholders may ohtain from
their investrnents. The Company does not operate in sectors with specific capital requirements
and it meets those established by general legislation {Spanish Companies Act] regarding
minirmum capital requirements.
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Brebt ratios at 31 December 2007 and 2006 were as follows:

Euro

2007 2006

External resources {MNotes 16, 17 and 18} 122.625.228 24.967.262
Less: Cash and cash equivatents (Note 13) {153.163.150) [4.227.789}
Mei debi {30.537.922} 20.739.473
Total equity 261.195.857 6.460.947
Bebt ratio/Equiky {0,12) 3,21

As a result of the Public Share Offering that took place i June 2007, SOLARIA carried out a share
capital increase and obtained sufficlent eqguity to finance expansion activities, as is mentioned in
Mote 1. For this reason, the dobt ratio relatiog to external resources is less than the unit in 2007
and even less than the debt ratio in the previous year.

3.3. fair value estimation

The fair value of financial instrumients traded in active markets {such as hedging instruments and
trading and available-for-sale securities) is based on guoted market prices at the balance sheet
date. The market price sed by SOLARIA for financial assets is Lhe current buy price.

The Fair value of financial instruments that are not traded in an active market is determined by
ustng valuation technigues. The Company uses a variely of methods and makes assumptions
based on existing market conditions at each balance sheet date. Market prices for similar
instruments are used for fong-term debt. Ofher technigues, such as estimated discounted cash
flows, are used to delermineg fair value for the remaining lnancial instrgnents. The fair value of
interest rate hedges is calculated as the present value of estimated future cash flows. The fair
vafue of farward foreign exchange contracts s determined using forward exchange market rates
at the halance sheet date.

The book value less the provision for impairment of receivables and payables s assumed to
approximale fair value, due fo the nature of trade payabies and receivables in the short-term.
The fair value of financlal fizbilities for the purposes of presenting finencial information is
estimated by discounting future comiractual cash flows at the current market interest rate
avaiable to SOLARIA for similar financial instruments.
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4.  Accounting estimates and judgments

Estimates and judgments are continually evaluated and are based en historical experience and
other factors, including expectations of future events that are believed to bo reasonable under
the circumstances.

The resulting accounting estimates will, by definition, seldom egual the related actua! results. The
estimates and judgments that have a significant risk of causing a material adjustiment to the
carsying arnounts of assets and liabilities within the next financial year are discussed helow.

aj  Revenue recagnition

The Company follows the degree-of-completion method when recarding turnkey projects it
develops. Using this method requires that services carried out at each balance sheet date be
estimated as a proportion of the total costs to be incurred on cach project, such that this
percentage 75 used to recognize revenues at the closing date for each balance sheet covering this
type of projects.

h)  Useful lives of property, plant and equipment

The Company's management delermines estimated useful Fves and related deprectation charges
for its plant and equipment. This estimate is based on the planned lifecycle of the products
manufactured by the Company, for which it uses high technology. [t could change significantly as
a result of technical Innovations and competitor actions in response o future ndustry cycles.
Managemant will increase Lhe depreciation charge where useful Hves are shorter than previoushy
estimated, and write off or write down technically obsolete or non-stralegic assets that have been
sbandonad or soid.

£} Fair value of financlal instruments
The lair value of financial instruments that are not traded in 2n active market is determined by
using valuation technigues. Company Management uses its judgment to select a variety of

rethiods and assumptions, which are lundamentally based on the market conditions existing at
each halance sheet date.
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d}  Deferrad revenues

The Company has cbtained soveral grants to finance its investinents.  Given the different
characteristics of each of the subsidies and crediis received by the Company, the Management
uses its judgment to caiculate their amounts in those cases in which the grants relate to interests-
free |loans. in these situations, Management calcuiates the implicit interest on these loans by
using an effective market interest rate to obtain the fakr value of the lpans. The difference
hetween the nominal value and the fair value of the loans s considered to be deferred revenues
that will be taken to the income statement I accordance with the item being financed by the
tpans. H involving an asset, the amounts witl be taken to the income statement over the useful
life of the asset concerned and if involving an operating expoense the amount is taken 1o the
incorne statoment at the time the expense is acorved. Management evalvates compliance with
all of the conditions established for obiaining the above-mentioned grants and considars that
they have been met or wili be met without any problem that would reguire the Company to
return part or all of the assistance granted.

e)  Warranties

As is habitual practice in the industry, the Company offers warranties for 2 certain number of
years to its customers for the sake of moduies as well as the development of the turnkey prajects.
Campany Managemen! uses its judgment to calculate the amount of provisions recorded for any
possible warraniy claims. Bearing in mind the fact that the Company was recently ncorporated
and the absence of any warranty claims to date, in order to cakeulate the warrantee provisions
danagement has fundamentally based its decision on the longer experience of other competitors

and on the percentage of errors thal occur during the testing of manufactured module
effectiveness {Mote 25).

f} Estimate of uncertainty

The future success of SOLARIA depends Targely on its capacity to build the new plants and
production lines using an efficient cost struckure and in scoordance with the schedube established
i its business plan. The expansion of production capacity is subject to the risks and uncertaintias
inherent to a business projoct.

To efficiently manage the expansion of its activities, SOLARIA i improving its operating and
financial systems, procedares and controds, as well as increasing its manufacturing capacity and
the flow of finished products by improving the cfficiency of its production fines {(including Lhe new
production line for solar celis) and extending, training and adequately managing human resources
undergoing strong prowth.
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Historical information regarding SOLARIA is fimited since the Company was incorporated at the
end of 2002. Driven by quick growth in the solar energy sector, it has undergone higher rates of
growth since it was incorporated and i is currently undergoing an accelerated process of
expanding its business. SOLARIA is significantly increasing its production installations, in order to
mcrease its production of photovoltaic modules and thermal solar panels, as well as to start
producing sodar cells for use ih the manufacturing of photovoltaic modules.  Some of these
mstaitations have not yet been huilt or are in the process of being constructed. The hManagement
of the Company considers that its business and perspectives of the future must be taken into
consideration in the light of the risks, expenses and challenges that SOLARIA faces in its capacity
as a startup company that seeks to develop and manufacture new products in & rapidly growing
market.

5. Recondliation of tFRS-EU to local GAAP

5.1. IFRS-EL} transition basls

The financial statements at 31 December 2005 were the first presented in accordance with IFRS-
EU, and therefore the Company applied IFRS 1 "First Time Adoption of internationa! Financict

Reporting Standards” during thelr preparation.

The IFRS-EU transitlon date for Solaria Energla y Medicambientn, S.L. is 1 January 2004, The
Company prepared its opening balance shoet in accordance with IFRS-EU at that date.

5.2. Reconciliation of IFRS-EU o local GAAP

The following reconciliations quantify the impact of preparing the financial statements in
accordance with [FRS-EU in 2067 and 2008, including both the effect on equity as well as on
profits in the years ended 31 December 2007 and 2006,

Reconcillation of equity:

o Furo

Equeity Equity

Mote 311207 31.12.06

Local aceotnting principles 73580312 6.328.712
Capital Increase exponsas i {10.715.692} -
tterest-free foans it) 2ER 54 216303
Hedge instrument s N} {7 #16.217} [18.534)
Tax effect of IFRS-FiZ adiusiments Iv} _ . hAnmaa [55.434)
Equity in accordznce with IFRS-EL 261,195,857 &.466.547
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Recenciliation of arofits:

Euro

Resuits Resuits

Note 31.12.07 31.12.06

Local accounting principles 47 B, 1563 5.504.52
Capital increase ckpenscs il 1.215.0113 -
Inkerest-fres fnans (3] 41.791 216,303
Hadge lnsiruments H1 At LAl {14,634
Tax cffect of IFRS TU adjustments 2] {326,502} (59434}
Erofits in accordance with IFRS-EQ 48,460,105 5.6482.75%

An explanation of the adjustments made to eguity and the income statement for 2007 when
copverting to IFRS-EU is sel aut below:

i} Stari-up and share capital increase expenses

The IFRS-EH do not allow formation, start up and share capital increase expenses to be capitalized
whiereas under Spanish Accounting Principbes thoy are capitalized and amortized over a maximum
of five years. Share capital incraase expenses are recognized as a direct deduction from eguily
undher IFRS-EU. Share capital increase expenscs desiving from the Pubkic Share Offering that took
pace on 19 June 2007 (Note 18] were considered to reduce equity in accordance with EFRS-E0,

i} Interest-free Joans

LUnder IFRS-EU embedded interest in interest-free lnans ohtained by the Compary is carried either
as deferred revenue when the loan is to be used to finance the acquisition of an asset, or as a
reduction in the amount of the expenses associated with thoe kwestment projects went to
intended to finance that expense, and is faken to the income statement based on the
armortization/depreciation of the assel being finsncod or on the basis of the accrual of the
expense financed by the loan. Mowsver, under Spanish accounting standards, embedded interest
uh interest-free loans 15 considerad to be a subsidy received by the Company and is recorded, in
the same amount, simultaneously under Beferred income {for the subsidy} and deferred expense
floan interest} and takon to the incoime staterment over the term of the loan in accordance with
financial criteria.

At 31 December 2007 and 2006, there was a positive adjustment ta resulis to refiect the lower
subsidized operating expenses, in accordance with IFRS-TH, that accrued in 2007 and 2006,
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iii} Hedge Instruments

During 2007 and 2006 SOLARIA has contracted several hedge instruments to cover inlerest rate
Huctuations applicable tv certain loans and exchange rate fluctuations affecting the dollar in
certain acguisition transactions {Mote 18). These derlvatives do not comply with the requirements
of IFRS-EU to be classified as book hedges in 2006 or in 2007 and therefore changes in their fair
value were recorded in the Income statement at the net amount of £18,634 in 2006 and £31,540
in 2007. Furthennore, the new financial instruments contracted in 2007 did comply with the
reguirements to be considered hedging transactions for accotrting purposes and therefore their
falr value was recorded directly under equity, In the amount of €7,259,122. However, under
Spanish accounting standards hedge derivatives are recorded on an accruals basis, recording gains
as incame in the profit and loss account al the thne of settfement and Expenses are recorded gt
the time they arise.

i)  Tax effect of the adjustments

All of the adjustments deriving from the transition to FRS-EU mentioned in points i} through i)
shove have been recorded with their corresponding tax effect.

v) Reclassiflcations

Buring the transition to IFRS-EU some reclassifications were made between balance sheel and
income statement headings. The reclassifications are reflected In the balance sheet and income
statement under IFRS-EL but they do not have any effect an equity or results for the year.

6.  Segment information

al Primary reporting format: business segments

At 31 December 2007, SGLARIA is organized into 4 main business segiments:

fit  Segment i: Phatovoltaic

- Praduction of photovoltaic modules for sale to third parties and their use in turnkey
projects.

{fi)  Segment 2: Thermal

- Design, production and instatlation of thermal solar modules on buildings.
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fiifl  Segment 3: Projects

- Promnotion and sale of photovoltaic plants through turnkey projects, from the
construction and instatlation of modulas up to the operating kaunch of the plants,

livi Segment4: Celis

. Production of photovaltale cells to supply photovoltaic medule production lines.

The results of each segment for the year ended 31 Decembar 2007 are as follows:

External sales By the segrmeant
Inter-segment siles

Sales

Otiar oporating revenus
Segment expensos

Segment resukts
rinancial income
Financizé pxpense

Profit before income tax
Corpeorato ncame tax

Prafit for the year

Phatavoltaic Thormat Projects Cells Company
108,505,155 141.660 P PR - 186.208.764
_ 23.820.000 - {23.880.000) - -
32 385,155 14%.600 535821 - 185.208.764
95,5945 10,032 - - 218997
1050613488 3t4.908 28562398 (111001 115.343%.693
27.523.743 [154.230) A4 .83%.611 (1.1E1.081) 71.078.063

§.421.327
{3947 79%)
71,551,504

123.151.489}

The results of each segment for the year ended 31 December 2006 are as follows:

xaternal zales by Ene segmant
inter-segment sales

Sales

Other cperating revenue
Segment CxpEnses

Sepment resisits
Financiaf incorme
Financial expeense

Profit before income tax
Corporate inoome bay

PFrofit for the year

48,400,105
FPhotovoltale Thermal Prafects Company
10.041.071 - 105,497 15.146.583
_____ 4.745.000 - {4.745.000) -
14786071 - 4,360,455 15,146,563
23.181 24.224 G450 53.741
{@A47.856} f52.782) 853,564  |10.494.302)
5368350 (AR ASE} 3,413,684 8.706.002
223.440
_. iroz)
B.612.406
_. 12969647
5.642.759

—
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Sales consist of;

Eura
2007 2406
Sales 186.194.365 19.146.563
fiendeoring of senvices 11395
186, 208, 76d 15,146,563
Other segment items inchded in the 2007 income statement are as follows:
.............................. . fee e e e Eurn
Photovoltate Thermal Prajocts Colls Company
trepraclation of praperty, glang and
cquipment [Note 73 556,112 54,132 . . 610.250
Amartication of mangible sssels (Plote &) 65.953% 45 - - 7.003
Other segment terns included in the 2006 income statemernt are as follows:
Euro
Photovaltaic Thermal Profects Company
Bepreciation of pronerty, plant 2nd couipment {Mote 7) 150,835 15187 - 206,026
Amorlisation of langile sssels {Nole &) 1063 1673 - 2.635

Segment assets consist of property, plant and eguipment, intangible assels, inventories, trade and
other receivables, loans to related companies and cash and cash eguivalents. Segment Habilitias
consist of trade and other payables.
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The seginent assels and liabifities at 31 December 2007 and capital expenditure for 1he year then
ended are as foflows:

_— . o Euro
Mhotaveltaic Thermal Profects Lefis Lompany
Segrment assets 215448505 2400, 080 162.371.454 18281035 Fa8. 710,883
Unassignerd assets:
- FInanciai assets available for sate and
other financial assets 541987
- Deferaod fas assets 5.639.249
Derlvatbve Erencial instruments 12.905
- {Lurrenat tax assets B A
Total assets 44,983,752
Sepenent liabilikies 463,245,131 9%.645 102323534 5232752 L5 BG5. 482
Linassigned fiabilitios:
- Bank foans and oveirafis S8.497.178
- Deofersed evenes 4 578,445
- Defersed Exx ttabikities 1170847
- Current tax liabilities 15.050.4 /0
- Derivative Cinanciaf Tnstruments 8.245.473
Total tizhilities 143.787.385
Inveskotents i1 propearty, plant and
equipment [Mote 7} 11,5942, 202 4.407 24040458 118784321 26.229.088
Imweskrtents i intangifle wesels [Node 8] £1.523 - - - 11.523
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v

Solaria

The segment assets and liabifities at 31 December 2008 and capital expenditure for the year then

ended are as follows:

) Euro
Phaotayoltaic Thermal Profects Company
Segement assets 28341824 G.287.50% 4,063,629 3I5.693.014
Uinessipned gssats:
- Financizt assats avaitshle for sale and other financial
255015 G470
- Eeferred tax assots 9,18
- Derivative financlt Instroments 11966
- Current Liex assets i
Total assets 19,365,532
Segment Nakiltles 3.239.723 5.323.621 8.563.234
Unasslgned fiahifies:
- Bank foans and ovesrafts 16.385.2934
- Deferrod rovenites 4.968.3304
- Dofarred bax Eabitities B850
- Cusrent tax liabilities 71851652
- Deriyative financlal nstrsments 30.6500
Total Babifitfes 32.B98.585
Evestimends in property, plant and equipmens iNate 7 34273604 1 500674 - 5.328.043
tenveskments in intangible assets (Note 8) A.508 - 7.240 15,740

b}  Secondary reporting format: Geographical segments

It is not necessary to prepare a secondary information presentation format by segment since the
Company only carries out fransactions in Spain. There are therefore no different yiedds or wisks
within Spain since the various regions in which the Company is active present the same economic

and politicat conditions,
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EXPLANATORY NOTES TO THE FINANCIA:L STATEMENTS FOR THE YEARS EMDES
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The heading tand ncludes €71,194 relating to the fair value of a plot of land obtained by the
Company from the municipality of Puartollano through the swap agreement dated 21 December
2005, under which the Company acquires the land on which it will install a 1 (W sofar Farm in
exchange for the assignment of the income oblained from this farm to the micnicipality, egual to
5W of installed capacity over 25 years. This value has been calculated by updating future income
by applying a market interest rate. As consideration for the valee of the land, SOLARIA has
recorded a liability with the municipality of Puertollano in the same amount under the heading
Trade and other payables which is updated regularly to reflect the financial effect. At the time this
transaction is recorded na result was generated as the updated value of future income coincides
with the fair value of the land. At 31 December 2007 the solar farm is being construcied.

in addition, the heading Land records an amount of £41,291 that refates to the acnulsition of a
plot of fand in the Industrial Estate La Nava 1 that the Company acguired from the Municipality of
Puertollano for the price of £€1/m2, by virtue of the agreement concluded between SOLARIA and
Fundescop and in application of the Municipat Incentive Regulations for investments that result in
the creation of employment in Puertoflano.  According to that agrecment, SOLARIA will carty out
cortain works and construct the installations necessary to build an industry dedicated to the
manufacturing of thermal and pholovoltaic solar panels and create 80 jobs within 24 months after
the date on which the deed for the land was transferred. The difference between the acyuisition
cost of the land and its fair value s not significant.

Additions recarded under the heading tand refate to the purchase of Jand located in the town of
Calera y Choras {Toledo) measuring approximately 217 ha The purchase price was €2,404,048.
This land will be used by SOLARIA to build a photovoltalc solar farm with a 50 MW capacity.

Furthermare, additions recorded under Land includes €313,610 relating to the acquisition of a
new plat of land in Puertollana at the Industrial Estate La Nave 1li that SOLARIA has acquired from
the Municipality of Puertollano for the price of €5/m2. This land will be used to support the
imminent expansian of the plant.

The transfers recorded under the heading Bufidings relate to the second building located at the La
Mava Il industrial Estate in Puertolfano for the manufacture of photovoltaic modules,

The transfers under the heading Machinery relate to the various manufacturing lines for
photovoltaic modules that have entered into operation in 2007, as well as the line for building
and designing thermat panels.
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At 31 December 2007, SOLARIA has installed 9 ranufacturing lines for photovoltaic moduies
compared with one that was in operation at the end of the preceding year.

Tangible fixed assets under construction includes the following:

1

Construction work on the office building at the La Mavea H industrial estate in
Puertodkano.

- Constriction work for the new building for the cell manufacturing plant.

- Construction work for the bullding that wilt supply energy to then celi plant.
- Constraction of the lngistics bullding.

- installation of machinery for the manufacture of photovoltaic cells.

- Construction of a de-tonlzation plant.

- Installation of machinery to expand the photovoltaic module plant. At 31 December
2007 there are 8 manofacturing lines in pragress.

The Company has taken out a number of insurance poficies to cover risks refating to tangible fixed
assets. The coverage provided by these policies is considered to be sufficient.

Wahicles and machinery include the folowing amounts, for which the Company is the lessee with
respect to finance feases.

Fura
7 2006

Capitalized finance lease cost 282,007 113.283
Accumulated amortization [27.744} {19)
254,863 113.264

The wvehicles themselves are the guarantee for the finanee leases showld the terms of the
agreement faif to be met {Note 16).
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8. Intangible assets

Amounts and movements in the ftems included under this heading during 2007 and 2006 are as
follows:

) Euro
Balance at Bzlance at Balance at
311205  Additions 31.12.06 Additions Disposals 31.12.07
Cost

Computer softuars ] - 1%.740 15.740 11.523 - 27263
- 15,780 15,740 11,523 - 27.263

Amortization
Camputer software . - 3u3s 3636 fagz - 10635
- 3036 1635 ER{0E: - 10,630
12,104 16.624
L —
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Solaria
SOLARTA ENERGIA Y MEDIO AMBIENTE, S.A.

EXPLANATORY NOTES TOG THE FINANCIAL STATEMENTS FOR THE YEARS ENDED

31 DECEMBER 2007 AND 2006

{Expresed in euros)

Investment funds

The bakince of investment funds mature in 2009 and 2010. The fund ensures a yield covering
100% of the investment made, provided that the market value of the funds is less than the
investment.

Guarantees on deposi

This basically relates Lo guarantees for projects executed in 2007 and 2006.

Bank deposits

At 31 Deceinber 2006 the investment consists of a Company deposit totaling €600,000 at Banco
Gallego, which holds cash surpluses and matures in the short-term. The interest rate generated
by this depasit in 2007 and 2006 was euribor plus 0.10%. This deposit was cancelled in 2007,

The amoumt of £508,097 relates to accrued interest vel Lo be collected from o short-term depasit
of €40,000,000 that matures on 3 lanuary 2008 and carried under Cash and cask equivalents
{Mote 13}

16, Loans to related companies

The heading Loans to related companivs breaks down as follows:

Euro

2007 2006

Shart-term loans o -
Receivables from refated companies 20611720 20,176
Loans to related companies - 453402
interest an loans to related companies - 107.622
30611720 591.194

The heading “Receivahles from related companies” at 31 December 2007 relates to the amount
yet to be collected from Solaria DTL Corporacion, S.L. and refers to contracts signed with SOLARIA
tor engineering and the construction of a photovoltaic solar energy plant on a turnkey basis to be
delivered In 2007 and 2008 and involving €67.1 million ard an installed capacity of 11MWp. Thase
contracts were executed at market prices.
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EXPLAMATORY NOTES T2 THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
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{Expresed in euros)

The halance of this heading at 31 December 2006 related to the outstanding balance receivabla
froam Solaria DTL Corporacion on the sale of the DA7% shareholding that SOLARIA held in the
company Brumale, 5.1,

The halance of "Loans to related companies” at 31 December 2006 refates to the capital amount
drawn down by Instalaciones Dlaz Tejeiro, S.b., 3 related company, as a8 resalt of the current
account agreement conciuded hetween this company and Solaria Enerpia y Medio Amblente, 5.1
The capitel drawn down accrues market interest at a rate of Euribor + 0.5%, which was patd at the
time the agreement expired during the first half of 2007,

The effective interest rates on loans to related compaiies were as follows:

207 2006
toans to related companies 478 % 4,10 %

11. Inventories

At the end of 2007 and 2006 this heading breaks down as follows:

2047 Eyros o 2006 Euros

Totat Thermal  Photovoltake Total Thormat Photovoltaic

Saw materkals 27.534.575 ¥99.189 26. 735438 12923886 335221 12.592.66%9
Hnshed products 7.250.946 7749304 541647 4730501 286380 4451132
3& TR BTL 197873 33005008 FFRSRAEY Gi1e10 EF043.777

Raw material inventeries in 2007 and 2006 fundanentally refate to cells needed to manufacture
photovoltale modules. The manufacturing of thermal modules started during the last guarter of
2006, tn 2007, and due to the real estate market situation, the manufacturing of thermal panels
as been reduced and s chirrently not & strategic sepment for SOLARIA,

Tite inventory cost recoghized as an expense and included under “Raw materials and other
consuimables” totals € 99,727,103 (2086: £ 7,848 453},
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12. Trade and other receivahles

At the end of 2007 and 2006 this heading breaks down as follows:

Euro
2007 2006

Trade receivablas 142,496,798 1902263
Sundiy receivables 385972 64.405
Subsidies receivable #.546.364 4,546,364
Receivable from public entities {Nole 19} - 24883291
Trade receivable impairment losses o - {14.220)

147.350.134  B987.103

The balance of "Subsidies receivable” at 31 December 2007 relates to a fixed asset subsidy
granted by the Ministry of Industey {(Mote 13}, which had yet to be collected at the end of the
year.

Details of Trade receivahles are as follows:

- Euwrp

2007 _ 2006

Trade receivabies for fiwoices yet to be issued 9.985.929 1.265 640
Receivables for guaranteos retained 573750 504,800
Trade receivables for trade bilks 93.328.067 -
Trade receivables _ 32.009.052 191.722
142 495795 1.902.263

The amount recarded under “Trade receivables for invoices yet to be issued® relate in full to work
carried out on photovoltaic fanms, for which the revenue is recognized on a degree of campletion
basis, as is descrlbed in Note 2,21,

The heading "Receivables for guarantees retained” relates {0 5% of the total revenues recognized
for photovoltaic fann installation projects covered hy contracts concluded in 2006, which the
Company will coBlect at the time the completed final project is handed over.

At 31 December 2007 and 2006 the heading “Trade receivables” mainly refates to the batance yot
to be collected for solar farm instaflation projects.

At 31 December 2007 the balance of "Trade receivalies for trade bllls” relate te irade bills sent to
custamers for soles of photovoltaic modules and turnkey projects.

The book vatue of Trade amnd olher receivables is similar to their fair value.
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31 DECEMBER 2607 AND 2006
(Expresed in euros)

13. Cash and cash equivalents

At the end of 2007 and 2006 this heading breaks down as follows:

Eura
2007 2006
Cash at bank and it hand 153,163,150 4.227.789

Solaria

Cash at bank and i hand incledes €40,000,000 relating to a deposit that matures on 3 January
2008, which accrued interest totaling £508,097 during the year (Note 9). The average interest rate

accruad on the Company’s deposits during the year was 4.6%0.
14, Equity

Share capital

Share capital is represented by 101,146,667 fully subscribed and paid shares {2006: 77,760

shares} with a par vabue of € 0,01 each (2006: 10}

At 31 December 2607, share capital is distributed as follows:

Number of
o shares % interesi
Solaria DTL Corparacidn, 5.1 62.235.544 61,53
Continuous market L 38.911.123 38,47
Tota! 101.146.667 100
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EXPLANATCRY NOTES TC THE FINANCIAL STATEMENTS FOR THE YEARS ENDED

31 DECEMIBER 2007 AND 2008
{Expresed in euros}

At 31 Becember 2006 the distribution of equity among shareholders was as follows:

2006

Nurnber of % interest

_shares
Sofarta DTL Corporacidn, 5.L. 75,860 97,55
Enrigue Dlaz-Tejelro Gutidrrez 380 0,488
2 Bolores Larrafiaga Hornz 380 0,488
Enrigque Diaz-Tejelro Larrafiage 330 0,488
Arturg DHar-Tejeiro Larrafiaga 380 0,488
Miguet Diaz-Tejeiro Larrafiaga L 380 0,488
FFe0 00

2607

On 1 January 2007 shareholders at a Universal Mesting of Solaria Energla y Medic Ambiente, 5.6
adopted a resolution to transform SOLARIA into a public Hmited lability companies and sphit the
number of shares by transforming each current share with a par value of €10 each into 1,000 now
shares with a par value of €0.01 each, increasing the number of shares from 77,760 to 77,760,000,
without changing SCHLARIA’s share capital. The shares were atiributed to existing shareholders at
the time of Lhe split as the owners of the previous shares in the same proportion as hald prior to
the resolution to transform share capital.

The Universal Meeting and the Board of Dircctors of SOLARIA, at the meetings held on 24 biay
2007 adopted, among others, resclutions regarding the change in the Company's governing body,
the appointment of Directors and the application for SOLARIA’s shares to be listed on the stock
markel.

0n 15 June 2007 shareholders adopted a resolution to make a public share offering prior to listing
SOLARIA's shares on the Spanish stock markets. bs therefore increased SOLARIA's share capital
thratgh a public share offering by €233,867 and the issue of 23,386,667 ordinary registered
shares of the same class as those already in existence and with a par value of €0.01 per share and
a share premium o be determined while the minimum subscription fevel was establishad at
£50,000,
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EXPLAMATORY NOTES TO THE FINANCIAL STATEMENTS FOR THE YEARS ENDED
31 DECEMBER 2807 AND 20DE
(Expresed in euras)

in addition, the above amount for the public share offering may be increased by the shares
involved with the purchase aption “green shoe® granted to the companies that concluded the
Underwriting and Placement Agreement relating to the Offer, involving a maximuim of 3,508,000
axisting shares with a par value of €0.01 per share, for a total nominal amount of €35,080.

tn addition to the share capital increase dated 19 june 2007, for accounting purposes the share
premium was established at €9.49 per share, which represents a total of €221,835470. On that
same day a cash payment was made for the nominal value and the share premium and the
subscribers to the share capital increase werc:

- Banco Espafiof de Crédito: 11,693,334 shares with a par value of £0.01 por share and a
share preqnivm of €111,086,673.

- Morzan Stanley: 11,693,333 shares with a par velue of £€0.010 per share and a share
premium of €111,086,673.

On 21 fune 2007 the company's underwriting the public share offer fully exercised the purchase
aptian velving 3,508,000 shares in Solaria Energia y Medio Ambiente, S.A. granted by Solaria
BTL Corporacidn, 5.4 by virtue of the Underwriting and Placement Agreement concluded on 18
June 2007, at a price of €5.50 per share.

On 12 November 2007 the majority shareholder of SOLARIA reached an agreement with Banco
Espafiol de Crédito, Margan Stanley and Piper Jaffray to carry out a private placement among
qualified investors and involving a package of approximately 10,114,000 shares in Solaria Enersla
y Medio Ambiente, S.A., representing approximalely 10% of that company's share capital. this
process was completed on 13 November 2007 at a price of €19 per share.

As a result of the above, share capital was established at 1,011,004 to €67, represented by
101,146,667 shares with a par value of £0.01 each and fully subscribed and paid in.

in accardance with the resolution adopted by shareholders at the General Mecting held on 24
May 2007, the Board of Directors was authorized to acquire up to 5% of the share capitai of
SOLARIA for consideralion at one or several times and within a perfed not to exceed 18 months,
The mirimum price will be the por value of the shares and the maximum price will be 100% of the
ksted price on the Continuots Market at the time of acguisition {see Note 24).

Al of the shares in SOLARIA are listed on the four official stock markets in Spain and on the
cantinuous market,

At the end of 2007, SOLARIA's shares were Hsted at a price of €21.48.
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EXPLANATORY MOTES TO THE FINANCIAL STATEMENTS FOR THE YEARS ENDED

31 DECEMBER 20067 AMD 20086
{Expresed in euras)

2005

Shareholders held a Universal Meeting on 24 March 2006 and approved the comtribution of
shares representing 97.55% of the share capital of Solaria Energla y Medioambiente, S.L., owned
by the Biar-Tejeire family, te 2 rewly formed company called Sckarfa OTL Corporation, which is
now the Company’s majority sharcholder.

furthermore, at a Universal Meeting held on 21 November 2006, sharsholder approved the

transter of shares represonting 2.45% of the Company's share capital that pertained to a minority
shareholder {0 the other shareholders.

Treasury shares
In 2007 and 2006 SOLARIA did not carry out any transactions involving treasury stock.

Share premium accaent

The share premium account arese as a result of the public share offering meantioned above and is
treely avallabto.

Legal reserve

in accordance with the Spanish Companies Act, 10% of profits must be transferred to the legal
reserve each year until it reprosents at least 20% of share capital.

The legal reserve may be used to increase capital in an amount equal to the portion of the
balance that exceeds 10% of capital alter the increase. Otherwise, until it exceads 20% of share

capital and provided there are no sufficient available reserves, the legal reserve may only be used
to offset lasses,

Voluntary resenves

This item relates to prior yesr profits not distributed by the Company. These reserves are fully
availabie.
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Resiatement resenses

Movements in this caption in 2007 and 2006 are as follows:

Cash How
hedges
Tatal
Balance ai 31 Dacember 2005 - -
Increases -
Betreases - "
Tax effect - .
Balance at 31 December 2006 -
ncreases - -
Becreases {7.259.122] {7.259.122}
Tax effect | 217773 2177736
Balance at 31 Decernber 2007 [5.081.386} {5.081.386)

Proposal for the distribistion of resalts

The proposal to be presented to the General Meeting regarding the distribution of 2007 profit
and kass and reserves caleulated under focal GAAD, s as follows:

Euro
Available for distribution
Profit for the year 47 A98.263
47.498.263
Distribution
Legal reserve 4.749.876
Yoluntary reserves A2 718437
A7 98 263

in February 2007, SOLARIA paid an interim dividend totaking €2,410,000 charged against 2006
profits. This decision was iaken by the Sole Administrator on 15 January 2007,
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Al the date on which the interim dividend was approved, SOLARIA had sufficient liguitity to make

this payment in accordance with the requirements established by Articles 194.2 and 216 of the
Spanish Companies Act,

The provisional accounting statement prepared by the Sole Administrator at 31 December 2006 is
as follows:

— Euro.
Prolit after taxes 31.12.2006 5.504.524
Projected interim dividend {2.410.000)
Cash liguidity 4237785
Unused lines of credit 5.487.800
Total Liguidity 12.810.113
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SOLARTA EFNERGIA ¥ MEDIO AMBIENTE, 5.A,

EXPLANATORY NOTES TG THE FINANCIAL STATEMENTS FOR THE YEARS ENDED

31 DECEMIBER 2007 AND 2006

{Expresed in euros)

N4

Solarig

{ij The amounts taken to the come statement for these subsidies Lhat relates to interest-free
inans [€14,921} has been recorded under the heading "Depreciation expensa” in the income
statemant at 31 December 2007, offsetting the depreciation of the financed assets with the

loans pranted.

The breakdown of credits, assistance and subsidies recetved by the Company is as follows:

Granting cathy

IDAE {pigte 16}

IDAE {Mote 16}

wiinistry of Industry [Mote 16}

[LIAF (fele 15)

IDAE [Mote 16)

hllatkstry oof [nedesbey Luan [Mote 316}
mlinkstry of Industry Eoan [Mote 36}

EOTI {fote 16}
Mingstry of Industry Loan (Note 16)

Purpose

2607 006
123,748 123748
163067 163967

4,545,364  4.546.364

28.8M 28861
38002 38.002
235,872 215872
SBYIILT 104929
52,144 52,144
131.160
5400851  5.283.827

Date
granted

Early repayment of the loan

Early renayment of the loan

Financing of fiked assats
Loan lnterest payments

Lozn interest payrcnes

Financtng af assels and subsidy of
i raking expenses

Financing of assets and subsidy of
operating exgrnscs

Financing of assots and sibsldy of
oporEting Eetenses

Financing of persoanet costs

26,10.2004

14,04 2805

17.01.2806

25102004

14.04.2005

05.10.2005

PHO7.2005

25.04, 200G
45.01. 2007

{*} The initial amount granted totaled €204,929. However, on 19 February 2007 the Ministry of
tndustry, Tourism and Commerce partially revoked the loan in the amount of €61,692, which

reduced the subsidy of the interest associated with this loan in the amount of €14,136.
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The analysis of short and tong-term deferred revenues is as follows:

ELro
2007 2006

Long-term deferred revenues:
- Operating grants G1.418 38.173
- Capital grants ) 4.808.482 4871618
4 865 900 4.809.792

Short-term deferred revenues:
- Operating grants 8.544 9543
- Capitaf grants 49,001 49.001
58.545 58.544
Total deferred revenaues 4.923.445 4.968.336

Efxed-asset subsidy from the iinistey of Industey

On 17 January 2006, the Ministry of Industey, Tourism and Commerce, through the Coal Mining
Restructuring and Afternative Development of Mining Area institute, infarmed the Company of
the declsion reached by the Project Evaluation Commitiee to grant the subsidy requested for the
faunch of a plant to manufacture therinal solar modudes and photovoltaic cells. The investrnent
cansidered eligible for tho subsidy totals £22,731,822.50 and the amount of the subsidy eranted
totals €4,546,365.50, which represents approximately 20% of the investment. This subsidy will he
paid at the completion of the project, which is understood to mean that the investment has been
made, the payment of the amounts invested, the justification of the level of self-financing, the
creation of the number of johs pramised and the signing of the refevant verification documents.
However, since it involves a project that will be executed over more than 12 months, taking into
consideration that it commoences gt the date the assistance application is filed, payments on
accouht may be requested in the amount of 25%, 50% and 75% of the invesiment made.
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The granting of the subsidy is subject to the following conditions:

- The Company must execute at least 10% of the investment eligible far the subsidy belore
31 December 2005.

The deadline for making the entire investment: 21 Dacembar 2007,
Once the investment is made it must be maintained for a minimum of 5 WEars,

- 25% of the investment eligible for the sulisidy must be seff-financed, which must be proven
when Justifying the investiment made.

- The subsldized project must maintain the job posts existing at the time the application is

filed and, altorwards and before 28 February 2008, must generate ninety jobs that must be
maintaired unti 28 February 2011.

tn 2007 SOLARIA obtained a guarantee for the Ministry of Industry, Tourism and Commerce
totaling €4,500,185 {Nate 19) to collect 85% of the total subsidy granted,

On 10 Pecember 2007 SOLARIA requested the earty payment of 85% of the total subsidy in
accordance with section 19 of the Qrder dated 17 December 2001 {published in & Glficiat State
Gazette on 5 January 2002}, which regulates the concession of assistance to business projects that
generale employiment. On 17 fanuary 2008 this request was granted.

57



N4

Solaria
SOLARIA ENERGIA ¥ MEDIO AMBIENTE, S.A.
EXFLANATORY MOTES TO THE FiMNAMNCIAL STATEMENTS FOR THE YEARS ENDED
31 DECEMBER 2007 AND 2006
{Expresed in euros)
16. Bank loans and overdrafts
As at 31 December 2007 balances with group and financiail institutions are as follows:
- Furo
Original Effoctive
Entity amount  Transaction Maturity date intersstrate Shortterm  longderm Total
Cafa Duerg {1} 412.48%:  Laan 12-11-20%F 4,35% 33,600 125027 154,677
Ca)a Buscro [ 546,557 Loan 14-64-20H2 5,39% 4,400 1EG157 24557
CITE 347.680 Loan 30-08-2313 4, 55% 46,415 AHE835 256,244
dinistey of Inchestey (i} 50.0)  Eoan A-11-2015 A4.55% 2725749 272,515
hEmEstry of Ewbustoy (i 361053 Eoan t5-12-2015 4,55% - BR3.634 RO3.634
Cxlw Rural 1) 1500500 loan 10406013 £, 55% 214 783 Q64,229 1348572
Caja Bural ) 4.50800C Loan 15-05-2316 5 E0% - 4560000 &, 580000
Caja Wiadrl 3E30.00  Lean 23-30-201% 5 08% 402612 1.066.847 1,465,504
CETl 500.000  Eaan 3002088 4,508 - 185,437 185437
Caja Madred & 000,800  §ozn 20052014 5,10% - RO0G000 G006 000
Acereeadd Intorest not
paid 16.074 - 16074
757,388 14392900 15150283
Barckays Bank LRSI Finance lease  29-12-2011 A 553 G042 25,884 30,848
Barclays Bank GE.AEY Flnance lease  29-12.2011 4,65% 14056 37.048 40,034
Harclays Bank 59,540 fance lease 1/7-01-2052 & 9% A 32.297 42773
Barciays ank 84007 Fnance case  O3-kt-22 4,65% 14,154 56,332 FOARL
Lo Leasing 33.552 Flmance lease  18-09-2012 €,35% 5.551 M081 262
Lico beasing 7635 Finance lease  1B-09-20137 6,355 127 4,7 6.345
Lico Leasing 10,615 Finance fease  EB-D9-2017 6,355 1769 6435 _ B.404
553049 187913 243,222
Lirnit
granted
benprort fackikles
Banesto 30,600,040 - 4, 70% 19,957,990 - 19907900
iraport facilities
Cala Rural £0.005.000 5,09% F.5E3.384% 7.313.38%
Discelrebed
Banestu i 15-03-133 4,509 15,312,080 - 15,312.000
Business
- facilities Caja
Cala Rural Rirai - - 2BOLEE - 280281
43.103.668 - 43,183.668
Total 43.916.365 14.580.813 5B.497.173
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As at 31 Becember 2006 balances with group and financial institations are as follows:
Euro
Originat Mdaturity Effective
Entlty amount  Trapsaction date intorest rate  Shoriderm Long-term Tatal
Cala {fuero () §12. 496 Loan i2-11-2011 4 2% 33600 £55.213 IRB R13
Caja Guera (i) S4L.55T Loag 14-N4-2012 A,E0% 44400 224771 203,171
COTI 347680 Loan I006-2313 4,.55% 4,181 255355 245,535
blinistry of [mcfiesiy (1) 400.000 Laan I-tE-2315 4,45% - 30349 308,349
Miristry  of  Industry  BA1.053 Lz 15-12-2015 A, 4554 - 683784 B3, Fad
fi}
Caja Kural i) 1.500.00& Loan 10-06-2313 3,56% 214280 1.3175.554 1.392.848
Cala Rural Gi) 4,506,006 | era) 15-06-2016 3,82% - 4500.060  AS00.000
Caja aladrid 1.800.00¢ Loz 23-10-2311 41050 402,612 1.337.384 1800000
Accrued Tnterest nokb
paid 25389 - 25,389
Talanh Ba83.404 3443870
Barclays Bank 56053 Fnance lease  29-12-2611 3.05% 11,208 g9zl ok 1%
Barciays Bank G792 Finance lease 29.12-2411 3,25% 13.747 AR 61,522
A 455 20.5056 11,651
137114
_ grapted
Cala Bural 2003008  ilae of credit  25-05-2007 4,31% 723,552 - FA0.5a7
Ca)a Rural 2003000 blee of creddit  02-03-2007 A,61% 1599777 - LR
Banco Gallego LD Line of credit  22-03.2807 S 494, 530 - 4414 580
Caja Madsid 1.t593.000  Eneof credit 22.03-200% 4,6725% D49.7706 - 045775
High yickd
Cala Rural 150.000 - - 42,570 - 4407
ket Lalic
Caja Aural A A0 faciities - 1,925% 26064 - 26064
Letter of
Banesto 30063, 0063 credit 14-E2-200% - 2.580.711 - 2580741
Accruod lesast ok
pald L7573 - E7.543
8829773 - E.B829.773

F.015.154 8.770.100 16,385,294
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The maturity dates for amounts owed to credit instilutions are distributed as follows:

. ___ Eurmo
Maturliy date 2007 2006
b to 1 year 4#3.916.365 7.616.194
Between 1 and 5 years 9.738.457 4.865.004
Maore than b years 4 8242.355 3.905.030

28.497.178 15.385.294

The undiscounted contraciuat cash fiows related to the Company's debts as at 31 December 2007
are as follows:

_ Eurn
2011 and
2008 2009 2010 subsequent
years

Bank fpans and overdrafts
A3 931077 1.914.614 2907470 10,164,582

tnterest on bank koans and
overdrafis 713.051 A98. 224 4584380 400,277
Derivatives 2.884 {5972 2_4.11_1_?-_ 159.257
44,654,122 2417810 3425993 10584 116

Caja Duerc loan (i}

On 12 MNovember 2004 a Ioan was obtained from Cajz Duero within the scope of the Finance
Agreament “Financing of Investments in Renewable Energles and Energy Efficiency” concluded
between Caja Duerc and the Dfficial Credit Institute (ICD). This line I8 the result of the
coliaboration belween 1O and the Ministry of Sdence and Technology through the Enersy
Savitigs and Diversification Institute {“Instituto para la Diversificacién y Ahorro de Energia
(DALY, The osiginal amount of the loan tatals £412,496. The interest rate applied to this loan is
3.246% during the first six months and afterwards it will be eutibor plus 13%.

when cbhtaining this loan the Company conumitted to using the financing received exclusively to
finance the investment project presented, “instalacidn Térmica de ALS. Uso Industrial”, and
maintain the financed investment on its hooks for at least five years as from the date the
agreement was concluded.
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As & result of the financing faclities agreed between IDEA-ICO and financial Institutions, IDEA
granted the Company assistance covering the initial repayment of the foan, totaling €123,748
{Mote 15}, in addition, the IDEA granted the Lompany a credit for the interest aceruing on this
boan, totaling €28,801 {Mote 15).

Caia Duerg boan {ii)

On 14 April 2005 a fean was obtained from Caja Duero within the scope of the Finance Agreement
“Financing of nvestments in Renewable Energies and Energy Efficlency” concluded between Cajo
Buero and the Official Credit Institute {§CO). This line is the result of the collaboration between
HCC and the Ministry of Science ang Technology through the Energy Savings and Diversification
Institute {“Instituto para la Diversificacidn y Ahorro de Energia {IDAE)"]. The odiginal amount of
the foan totals €546,557. The interest rate applied to this loan is 3.245% during the first six
months and afterwards it will be euribor plus 1%.

When obtaining this loain the Company commitled to using the financing received exciusively to
finance the invostment project presented, “Instalacisn de ACS. ¥ Refrigeracion en Falwica” and
raintain the financed investment on its books for at least five years as from the date the
agreement was concluded.

As o result of the financing facilities agreed betwoen IDAE-CH and financial institutions, IDAE
granted the Company assistance covering the initial repayment of the lsan, totaling € 163,367
{Mote 15} In addition, the IDAE granted the Campany a credit for the interest aceruing on this
toan, totaling € 38,002 (Note 15}

toan from COTHR

On 29 September 2004, the Industrial Technologicat Development Centre {*Centro para ef
basarrolio Tecnologice industrial [COT"} informed the Company of ils paricipation in the
Technological innovation project calted “Developrrent of 3 Photovoltaic Panel Assembly Line”,
consisting of a repayable, interest-free grant that may be co-financed by FEDER Funds, of up to €
347,688, of the total investinent accepted by CDTI, which totaled € 869,200, This approval is
subiect to the following conditions:

. A share capital increase, or increase plus premium, totaiing 347,680 curos and consisting of
monetary contributions.,

. security for the COTI Loan or sufficient guarantees in the apinion of COTI,
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According to the agreement established between CDTi and the Company, the latter aled o
obtain the Bank prefinancing Hine for COTI R&D+ projects in order to facilitate the financing of the
Praject up until the time the amount loened by CBTE becomes available. Thiz line allows
companies that have gained approval for a CBT R&D+H project o choose between phtaining the
amount granted through a traditional milestone completion certification system {partial

payments} or in advance {fump sum) through a bank loan of up to 5% or 60% of the amount
granted.

According to the Pre-financing agreement (the Agreement} concluded between COTL and
Santander Central Hispano, on 30 Movember 2004 COTFs R+0si, project prefinancing was
formalized, such that the Company obtained @ foan totaling 260,760 from Santander Cantral
Hispano. On 30 September 2006 the Company cancelled the bank pre-financing line and received
the amount of the original assistance.

The assistance granted by CDTl consists of an interest-free repayable toan totaling £347,680,
falling due on 30 June 2013,

On 1 June 2006 Lhe agreement concluded between CDTI and the Company was amended to

replace the personat and several guarantee by thirteen bank guarantees tofaling €347,650 {Note
25).

tinistry of industey foan (i)

On 26 July 2005 the Ministry of industey, Towism and Commerce adopted a Resolution to grart
the Company repayable assistance to finance the project to manufaclure photovoltaic madules
and cells The total amount of the financed budpet 1s €865.140 and covers all costs and
investments necessary to launch Lhe above-mentioned project.

The assistance consists of a £ 400,000 interest-frec ivan to be repaid over 10 years, with a 3-year
grace perind. This assistance fs subject to several conditions, among which is the obiigation to
iake the investments and incur the costs between 1 January and 31 Becember in order [or the
assistance to be granted.

On 27 Decerabar 2005 the Company requested a &-month exteasion to the project, payment and
presentation of documentation {up to 30 June 2006). The reason for which this request was made
is the delay in the delivery and instaliation of some of the high-tech equipment nvobved with the
project. On 30 Becember 2005 the Director General for Industrial Development at the Ministry of
Industry, Tourism and Comnerce issued a Resolution extending the deadlines for making and
justifying the investments until 30 June and 31 July 2006, respectively.

SOLARIA has deposited 2 guarantee for € 400,000 ewras in favor of the Ministry of Industry {Note
25} to cover the guarantees required for the above-mentioned repayable foan.
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On 1% February 2007 the Ministry of Industry, Tourismt and Commerce partially revokad the
repayable foan in the amounts of €61,692.38 due to not having invesled the amount spocified in
the application and the amount unduly received plus fate-payment interest from the time it was
received, wiich totals €3638.14, had to be returned

Mifristry of industry loan (i)

On 5 October 2005, the Ministry of Industry, Tourism and Commearce adopted & Resolution to
grant the Company repayable assistance to finance the project for developing a prototype
concentration thermal solar collector and the launch of a production line. The total amount of the
financed budgel is €1,148,070 and covers all costs and investments necessary to launch the
above-mentioned praject.

The assistance consisted of a €861,052 .50 interest-free loan to be repaid over 10 years, with a 3-
year grace period. This assistance is subjoct to several conditions, among which is the ohbiigation
to make Lhe investments and incur the costs between 1 januaty and 31 December in arder for the
assistance {0 be granted.

On 27 Decenber 2005 the Company requested a 6-month extension to the project, payment and
presentation of documentation {up 1o 30 June 2006). The reason for which this regrest was made
is the delay in the delivery and instaliation of some of the high-tech equipment involved with the
project. On 13 January 2006 the Director General for industrial Development at the Ministry of
Industry, Tourism and Commerce fssued & Resolution extending the deadlines for rmaking and
justifying the investments until 30 June and 31 July 2006, respectively.

SOLARIA has deposited a guarantee for £ 8561,052.50 euros in (avor of the Ministry of ladustry
{Mote 25} to cover the guarantees required for the above-mentionerd repayablie toan,

Cala Rural Joan {i}

Cn 8 May 2600 SOLARIA concluded a secondary loan agreement in the amount of 1,500,000 euros
with Caja Rurat de Ciudad Real, under the uribrella of the agreement conclutded betwesn ICO and
Caja Rurai, for the purpose of finanding investments in new production assets for small and
medium sized companies. The Company's Investment project totals € 21,300,000 eurns and the

most impartant conditions that must be met by the final beneficiary of this subsidy agreement are
as follows:

- The amount financed by ICO funds cannot exceed 70% of the Investment if involving a
company with between 10 and 249 employees.,

- The final beneficiary must declare that it does not hold an inlerest in any COMpany of Eroup
of companies that does not meet the conditions to be considered a small or medium-sized
business, or may not be an investee company of any such company or group of companics,
and state that no financing from the ICO-PYME 2006 line has heen recelved in excess of 1.5
miilion euras.
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- The Anal beneficiary undertakes to ensure that the total “minimis” assislance will not
exceed £100,000 over 3 years.

A5 guarantees for this loan, SOLARIA agreed to 2 morgage guarantee involving one of the plots of
laitd located in Puertoklano, once payment has been justified and i has entered into operations
and will maintain in a bank account at teast three loan payments, which total € 321,428,

This loan accrues interest hatf-yearly at 2.605% as from the start of then operation until 09
Decemnber 2006, and from 10 December 2006 unth the maturity date the rate will be 6-month
euribor plus a 8.5% spread.

Caia Rural fii}

On ¢ ktay 2006 SOLARIA concluded a secondary loan agreement in the amount of 4,580,000 euros
with Caja Rural de Ciudad Real, under the umbrelia of the agreement concluded between 1C0 and
Caja Rural, for the purpase of financing investiments in new production assets for smail and
medium sized companies. The Company’s investment projeci totals € 21,300,000 euros and the

muost impartant conditions that must be met by the final heneficiary of this subsidy agreement are
as follows:

- The amount financed by 100 funds cannot exceed 70% of the investment if involving a
comprany with hetween 10 and 249 employees.

- The final beneficiary must declare that # is not an investee company [25% or more) of any
othoe company ar group of companies that do not, as a whole, have a general bakance
sheet exceading 43 million euros and turnover must be less than 50 million euros.

- The final beneficiary underiakes to ensure that the toial “minimis” assistance wili not
exceed £100,000 over 3 years.

As guarantees for this toan, the Company agreed to a mortgage guarantec involving one of the
plots of land located in Pueriotlane, once payment has been justified and it has entered into

operations and will maintain in 2 bank account at least three loan paymenls, which tofal €
44,285,

This foan accrues interest half-yearly at 3.858% as from the start of then operation until 14
December 2006, and from 15 December 2006 until the maturity date the rate will be 6-month
euribor plus a 0.75% sproad.

tn order to cover fluctuations in interest rates refaiing to the two Caja Rural loans mentioned
above, SOLARIA has obtained an interest rate hedge from Banco Cooperativo Espafiol, the main
characteristics of which are described in Nate 18,
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Caia Miadrid loan (i}
On 23 Getober 2006 SOLARIA obtained a £ 1,800,000 loan from Caja Madrid.

This loan accrues interest half-yearly at & rate of 4.175% for the first period and in subseguent
periods up to 23 October 2011 the rate will be 3-month Euribor plus a 0.8% spread.

Loan from COTHE

On 9 January 2007, the Industrial Technological Bevelopment Centre ("Centro para el Desarrollo
Tecnoldgico Industrial {COTH"} informed the Company of its participation in the Technotogical
Innovation project called "Development of a Photovoltaic Panel Assembly Line”, consisting of a
repayable, interest-free foan of up to € 500,080, based on the total hudget accepted by the CDH
totaling £1,071,000. This approval was conditioned to the investments and expenses, or expense
commitment, that would be made or incurred between 1 January and 31 December in the year
the assistance is granted,

The assistance granted by COTI consists of an mterest—free repayable loan totaling €500,000,
fabling due on 30 September 2016,

Cafa Madrid boan (I

On 24 April 2007 the Company obtained a € 6,000,000 loan {ram Caja Madrid.

The Interest rate accrued by this loan on a guarterly basis is the Furibor plus 0.75%.

in order {0 cover fluctuations in interest rate relating 10 the loan from Caja Madrid, SOLARIA
obtained an interest rate hedge from that financiat institution, the main characteristics of which
are described in Note 18,

All the Company's borrowings are denominated n euras.

Borrawings accrue interest at tnarket rates, all of which are indexed to the Eurfbor rate plus a
spread. Therefore, the fair value of lang-term borrowings approximates the carrying value.
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SOLAREA hobids the folowing fines of credit that have not been drawn down:

Eura
2007 2006
Variable rate:
= maturing in less than one year 12,488,615 1.589. 275
Finance legses
. Eure
2067 2006
Finanece lease lishikties, minimtin lease payments:
- Less than 1 year 62.959 24.5855
- Between 1 and 5 years 214.321 94 8ol
277180 124,845
Future financial charges for finance leases {33.958) {13.194)
Present value of firance fease Habilities 213,222 111.651
The present vatue of finanue lease lizbilities is as follows:
- Lizss than 1 year 62,953 24.855
- Between 1 and 5 years 180263 86.695
17. Trade and other payables
At the end of 2007 and 2006 this heading breaks down as follows:
Eurs
2007 2006
Trade and other creditors 34.416.952 3.519.5952
Customer prepayments {Note 2.21) 8366772 2.565.348
Payables to public administrations [Note 19) L250.924 52.036
Fixed assef suppliers 7.075.275 2424 836
Cther eurrent liabikities 170,550 1172
55.585.482 8.563.334

The book value of trade and other payables is similar to their fair valiee.
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The balances included under the heading Trade and other payables at 31 December 2007 and
2006 falf die in between 90 and 120 days. In the case of purchases of photovoltaic celis, the
payments take place in between 1 and 60 days,

18. Derivative finanzial instrisments

Hedge instrument assets and Kabilities at the end of 2007 and 2006 are as follows:

|  Fura
B 2007 2005
Asset Liability  Asset Liahility
Fair value of derivatives not used for book
hedges
- Inferest rate 12.905 - - 30.600
- Exchange rate _ - 986.351 11966 -

12905 986.351 11966 30600

Fair value of derivatives used for book hedges

- kiterest rate - 24,228 - -

- Exchange rate _ - 1234894 - -
7.255,122 -

Total 12.905 8.245473 11,956 30.600
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at Interest rate hedge

1 order to protect against fluctuations in Lhe interest rate applicable to the loans oblained from
Caja Rural totaling £1,500,000 and €4,500,000, respoctively {Note 14], SOLARIA has obtained an
interest rate hedge from Banco Cooperativo Espafiol, the main characteristics of which are as
follows:

initial notional amount: € 5,852,357 14

Maturity date: 12 December 2011

Variable | payor: Banco Cooperativo Espafiol

Variahle | rate: G-month euribor

Wariahle 1 payor: Solaria Energiz ¥y Medio Ambiende, 5.4,

Variable H rate: 3.96%, in the event that euribor goes to 5%, there is a 0.10% credit.

The maturity dates for the derivatives are as follows:

Year _ Euro
2008 214,280
2003 535715
20160 857.142
2011 A0F1LA28

Caja Rural de Ciudad Real granted a €300,000 guarantee to Banco Cooperativo tspahiol in the
Company's [avor to respond to the obligations that may terive from the interest rate swap credit
concerning the above-mentioned fnterest {Nate 25).

in order to protect against fluctuations in the interest rate applicable to the foan obtained from
Caja Madrid totaling € 6,000,000 {Note 16), SOLARIA has obtained an interest rate hedge from
Caja Madrid, tha main characteristics of which are as follows:

tneitiat notionat ameount: € 6,000,000

Fixed rate payor: Solaria Energla y Medio Ambilente, S.A.

Fixed rate: 4,63%

variable rate payor: Caja de Ahorras y Monte de Pledad de Madrid
Variable rate; G-month eurtbor

The maturity dates for the derivatives are as follows:

Year Eura
2089 606.000
2010 2.400.000
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k) Foreign exchange rate hedge

In vrder to hedge against Muctuations in the exchange rate belween the euro and the US doilar in
certain acquisitions of photovoltaic cells planned for 2008, SOLARIA has obtained several hodges
from Banesto, each instrumented into two currency options, the second of which has an entry
harrier, and for which SOLARIA acts as the buyer in the first and the seller in the second, as
follows:

Amoent
contracted Price Entry
_ Bank {UsD) inyear harrier
Banesto  10.000.300  1,4105 1,448
Banesto 10.000.000 13815 1411
Baneste 10.000000  1,3815 1411

Bapeste 10000000  1,3815 1,411
Baneste  10.000.000 1,381% 1,411
Banesto 10000000  1,3815 iA11
Banesto  6.715.000 1,3500 1,3808

in order to hedge against fluctuations in the exchange rate botwesn the curo and the US doliar in
certain acguisitions of pholovoltaic cells planned for 2008, SOLARIA has obtained several hedges
from Caja Madrid, each instrumented as a currency optiva with an entry barrier, i which the
Comgpany has Lhe obligation of buying at the exercise rate if the maturity date for the fixing is
equal or higher than the entry barsier and the right to purchase at the exercise rate if not, as
fallows:

Amount
contracted Price Entry
Bank {usn) in year harrier
Caja Madrid 120000000 1,38560 14284
Caja Madrid  15.000.000 1,3835 14110
CajaMadrid  15.000.800 13835 141510
Caja Madrid  15.000.000 1,4430 1,4950
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19. Corporate income tax and tax situation

The calculation of corporate income tax expense for 2007 and 2006 is as follows:

Book profit before income tax

Temporary differences

Taxzhie income

Tax base through the applicable tax rate {32,594}
Deductions

Current yoar tax

Withholdings and interim payments

Amount payahble

The hreakdown of corporate income tax in the income statement is as follows:

Current year tax
Deferred tax for the year
Change in tax rate-deferred tax Habilitias

Cerporate income tax

Solaria

Eurc

2007 2006
F1.551.594 B.612.4056
__f{3sics06) (521820}
67.940.688 53.080.586
22.080.724 2.825.695
{12.000} {12.726)
23.242.268 2.812.969
{7.012.996) {27.807)
35.050.470 2.785.162
Eura

o 2007 2006
23242268 2812965
{467} 182.552

{90.313) {25.874}
23.151.489 2.969.647
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In accordance with the provisions of Article 169 of the Corporate fnoome Tax Act, the Company
has availed itself of virestricted depreciation for new fixed assets, which may be depreciated
without restriction provided that during the twenty-four months following the start of the tax
period Tn which the assets enter into operation the average total number of employees at the
Company increases with respect to the average payroll in the preceding 12 maonths and Hhis
mcrease must be maintained from an additional period of twenty-four months. The amount of
the Ttems subject to unrestricted depreciation totaled £3,320,118. {2006: €324,151) and therefore
generated deferred faxes totaling €998,736 {2006: € 97.245).

By virtue of Law 35/2006 (28 Movember), on Personal income Tax and the partid amendment of
the laws governing corparate income tax, non-resident income tax and wealth tax, in tax perinds

commenciag as from 1 January 2007 the corporate income tax rate is 32.5% and 30% in tax
periods started as from 1 lanuary 2008.

The reconcitiation of the tax rale is as follows:

Eurg
2007 2006
ook arefit before income ax 71.551.554 £612.406
Tax expense at the applicahle tax rate 23.254.268 3.009.834
Change int the tax rate {00312} {25.874}
Deductions {12.000) [12.726)
Other adjustments {467} {1.587}
Corparate Income tax expense 23.151.489 29649 647
Effective tax rate 32,36% 34.48%

Deterred tax assets and Habilities consist of

Euro

2007 2008

Beferred tax iizbilities 1.170.847 165 858
Beferred tax assets 5689, 2449 120

71



N4

Solaria

SOLARIA ENFRGIA Y MEDIO AMTBIENTE, 8.4,

EXPLANATORY NOTES TO THE FINANCIAL STATEMENTS FOR THE YEARS ENDED

31 DECEMWIBER 20807 AND 2006
[Expresed in euros}

Deferred tax assets and lishilities are only offset if there is a legally enforceable right to set off
current and deferred lax assets and {iabilities relating to the same tax authorities.

Movemants during the year in deferred (ax asseis and liabilities are as follows:

- Euro
Derivaiive
Unrestricted financini  Deferrad
Deferred tax Fabilities :i_epreciatinn instruments  revenues _ Total
At 31 December 2005 - - -
Pehitedf{credited} to resells 97.245 3590 65024 165.858
At 31 December 2008 97.245 3.590 65.024 165,859
Ushbited f{credited] to resuits 1.075.397 €05 13.582 1.089.584
Charge againstf{credit to) equity - - -
Changa in the tax rate {83.228) {323) f1.045} [24.596)
At 31 Decamber 2007 1.085.414 3,872 77561 1.170.847
Euro
Derivative Canital
financial increase
Deferred tax assets instrumetits eXpenses Total
At 31 December 2805 - - -
Debited/{credited] 1o results - 9.180 - 9,180
At 31 December 2006 9,180 - 0,130
Debited/{crediled] to results 311.384 - 311384
Charge against/{credit to} eguity 2.358.215 3483575 5,842 790
Charnge in tax rate taken to icome statement {24 £59) 30375 5716
Change in tax rate taken to equity {181.478} {298.343)  (479.821}
At 31 December 2007 2.473.642 3.715.507 5.689.249

At 31 December 2007 all of the tax returns filed by SOLARIA for the perieds that have not become

statute-barred are open to inspection.
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As a result, among other things, of the different interpretations to which Spanish tax egislation
fends itseff, additional tax assessments may be raised in the event of a tax inspaction. The
Birectors consider, however, that any additional assessments that might be made would not
significantly affect these {inancial statements.

The breakdown of taxes and Social Security at Lhe end of 2007 and 2006 is as folicws:

Eurc

N _ 2007 2006

Receivable  Payable Recebvabie Payable

2007 corporate income tax - 15.050.4743 - -
X5 corporate Incume tax - - »185.152
2005 corporate income tay 1r073 - 18.5%y -
2024 eorparate income Lax 11.575 - 11575 -
Current taxes 28.648 I5.050.470 a1 2 2785162

The halances included under "Trade and other receivables” [Note 12) or "Trade and other
payables” [Note 17) are as follows:

Euro

| 2607 . 205

Receivable Payalie Receivable Payadta

vaT - 5.329.704 2.488.291 -
Parsonal tncome fax withhoidings - 204 g3 - 5043
Suctal Securty coptributions - 22381 - 24035
Capital withhaldings . - - - 2758
- h.859.924 A 488,251 52,036
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20. Ingcome and expense
al  Consumption of raw and ather consumable materials:
. Eure
2007 2006
Consumption of raw and alher consumalie materials 116.917 587 25.378.560
Difference belween epening and closing inventorics o (17.130484)  (17.530.107)
84%.787.103 7.8349.453%
) External expenses
2007 2006
Management and Administration services {Mote 23(h}} a00.000 933.057
solar farm certificates 3.293.103 306348
Alurinum culiing 7708 52.742
Siudies and projects 41.851 12,150
Other expenscs o - 35.066
3.742.662 1333343
c) Personnel costs
The breakdown of the personnel cost heading at the end of these years s as follows:
Euro
2007 2006
Wages, salaries and similar remuneration 6.591.690 513.282
Staif welfare expenses 1.581.706 137.688
Operating grants offset {Mote 15} _ o fess3ny)  (107.066)
8.075.025% 003,904
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At the end of 2007 and 2006 this heading breaks down as follows:

_ 2007 2006

__. _Men Women  Total Men  Women Total

Erginoers 19 1 20 & 1 ¥
Uridvarsity graduates a 3 9 4 - 4
Factory staff 339 24y 538 0 s5 I b6
36 204 568 06 33 77

SOEARIA records no commitments for pensions or similar items for persannel,
d)  External service expense

AL the year end this heading breaks down as follows:

2007 2006

Rent and royalties 182.777 31.435
Repairs and maintenznee 212.041 23.566
indepandent professional services 357.455 46.273
Transport 137.347 16.808
Bank servicos 230,888 85.528
IMSUrance premiums 45.529 25541
Advertising 560.745 28.33%
Supplies 158.361 51.781
Security 464.150 121.714
Other 765.302 183.053
Operating grants offset (Note 15) - {151.544)
3.124.635 443 BRG

€} Net loss on the disposal of non-cuirrent assets

Euro
| 2007 _ 2006

Lass on the disposal of non-current assets {2.203} {11.528}
Profit on the disposal af non-current assets 6.183 1.882
{3.020) [G.545}
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fl Financial income
i Furo
] 2007 2086
interest income- banks 4,185,366 77596
Interest income — related companies 21.527 82.001
4.206.893 159.597
Changes in fair value — derivative financial instruments £3.505 11.966
Gains on exchange 170.529 51.877
214 434 53.843
4421327 223.440
g Financial expense
Euro
2007 2006
frlerest cost 2.929.238 285913
Changes in fair value — derivalive financial instruments 11.966 30.600
Losses on exchange 1.006.592 518
3.947 74946 317024
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21, Earnings from shareholdings

a]  Bask

Basic carnings per share are calculated by dividing the profit attributable to the Company's
shareholders by the weighted average number of outstanding ordinary shares for the year.

Eurg
2607 2006
Profit attributable to the company's shareholders (€} 48.400.105 5.642.759
Weighted average number of ordinary shares
54073477 77.760
Basic earnings per share [€ per share] &,90 72,57

h}  Giluted

Diuted earnings per share are calculated by adjusting the profit attributable to Company
sharcholders and the weighted average number of cutstanding shares to rellect the conversion of
alt ardinary shares that may be potentially diluted.

Al 31 December 2007 and 2006 no instruments have been issued that may be converied to

ordinary shares that may potentially be diluted. Therefore the basic earnings per share are egual
to the diluted earnings per shara.
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22. Cash generated fram operations
Eura
2007 2006
Profit before income tax 71.551.594 2.612.406
Adiustments for:
- Amoitization of intangible assets (Mote 8} 7.003 3.636
- Depreclatlon of properiy, pian! and eqripment {Noie 7} 425175 206.026
- Deferred income taken to profit and loss (Mote 15} {43,634} [£7.337)
- Dperatlng grants offset against expenses (Note 20{c}} and
amortization 113292} {258.610}
- Profit on sale of Eremate, 5.8, {Mote 9} - {2.144}
- Disposal of inventories {Note 11} - 41.335
- Met foss on the disposal of non-current assets
{Mote 20{chH 3.020 9,545
- Trade recelvable impairment tossos [Note 12} - 14,220
- Finapctal iIncomie {Mote 20{f} {4.421.3240 {223.440)
- Financiat expenses (Note 20{g}) 3.947.79¢ 317.036
Changes in working capital:
- Invenkories (Mote 11} (17.130.484)  [17.571.443)
- ‘frade and other reccivables (Note $2) (169.014.932) f4.179.813}
- Trade and other payables {Note 17} 47 332328 7.414.519
Cash used in operations {G7.256. 747} {5 664,062
in the cash flow statement, proceeds fram: the sale of non-current assets include;
Eurc
2007 2006
Mot carrying value of property, ant and eguippment {MNote 7| 86060 118.943
Loss on disposal of property, plant and equipment [Note 20 {e]} {3.018) {0.546)
Revenues from disposal of property, plant and equipment 83.042  109.397
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Transactions with no cash movements

The main transactlons with o cash movemoent were:

- The acquisition of vehicles under finance leases In 20067 and 2006, The cost of the assets
acyuired totaled €£169,325 and £150,655 in 2007 and 2006, respectively,

- At 31 December 2007 and 2006 3 subsidy pending collection at that date granted by the
Ministry of Industry in 2006, in the amount of £4,546,364 {Motes 12 and 15).

- In 2005, the sale of the investment in Rrumale, S.L. through a fean to a related company.
23. Related-party transactions

a} Parent company

SQLARIA |5 controlled by Solaria DTL Corporacién, 5.5L., which holds a 61.53% stake in the
Company. All the other shares in the Company are traded on the continuous market, I tury, the
shares in Solaria OTL Corporacion, S.L. pertain o the family Diaz-Tejeiro.  Instalaciones Diaz

Tejeirn, 5.Lis & related company.

k)  Related- party transactions

—— 2007 2005

Expenses Heuenue_g Expenses Revenies

Sotaria DT Corporacidn, 5.1 (Note 20{b}} ADDODD 26.217.000 833.057 -
Instalaciones Dfaz Tejoiro, S.L. - 21527 1.068.908 _B2o01
400,040 26,238,627 2001865 22.001
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The revenues involving Sclaria DTL Corporacion in 2007 relate to the sales made to the majority
shareholder of SOLARIA with respect to the turnkey confract in Note 10,

Expenses during 2007 relate to BManagement and Administration services for the servico

agreement between SOLARIA and Sofaria DTE Corporacion, 5.k, which ended on 30 April 2007
[Note 20.5}

The expenses incurred in 2006 with respect to Solaria DTL Corporacidn, Sk consist of
management service expenses. The expenses incurred with respect to instalaciones Diaz Tejeiro,
5.L. relale to commercial transactions between both companies.

Cruring 2006 recognized revenues referring to Instalaciones Disz Tejeiro, 5.0 consisted of financial
income from a foan 1o group companies [Note 10, Note 20{)).

cl Compensation to key executive persennel and the Ecard of Directors

The Birectors of the Company received € 1,446,354 in 2007 and € 1,930,541 in 2006 in salarics
and wages. The compensation paid for attending Board Meetings in 2007 totaled €£370,000 and £0
in 2006. The Company has not granted any advance payments or loans, or entered into any
pension, retirement fife insurance or special iIndemnity commitments.

Buring the first quarter of 2006 key executives were employed by SOLARIA and their salaries
amaounted to €97,484, As from April 2006 executive personiel moved to the majority sharcholdor
Solaria STL Corporacidn, S.L., and for services rendered to SOLARIA a management and
adroinistration agreement was concluded that acerued salary exponses between Agril and
Pecember 2086 in the amount of £€933,657 {Mote 23 (b))

The Campany records no commitments for pensions or similar items for executive personnet at
SOLARIA. No advance payments, loans, retirement awards, life insurance or special indemnities
have been granted.

d)  Year-end halances arising from sales/purchases of goods/services
See Mote 10, “Loans to related companies”,

In 2007 and 200G it was not necessary to lorm any provision for loans granted to related
COMparies.
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e}  Directors’ sharehoidings, positions and duties and activities

For the purposes of complying with the provisions of Article 127 ler 4 of the Spanish Companies
Act, these Motas to the annual sccounts include information relating to shareholdings and posts
held by members of the Board of Directors of Solaria Energla y Medio Ambiente, S.A. in vther
compaities with the same or supplementary activity as that carried out by the Company.

Refevant shareholdings held by members of the Board of Directors antd Senior Management in
other companies that have the same, similar or supplementary activity as the Company or
Group’s corporate purpose, which have been reported to the Company, are set out below
indicating the positions or duties exercised at these Conpanies.

Mame Company name %
of the Divectar Inkerest Qifice or duty

Enriquc Dfas- | ejeiro Guticeres solaria DTE Carparacidn, 5L 20% Foint and Severaf Administrator
Instatactanes (az Tojoirn, 5.4 S boint and Severat Adminlsirglor

Enelgue Diaz-Tefcire Larrafiaga  Solarla 871 Corporacian, S 200 Koy smanager

Arturo Dizz Tojeiro Lerrafiaga Salaria 7L Corposachin, 5.0 20 Key rmanager

Wliguet Diaz-}efeiro Larrafiaga Sulariz DTL Corparacion, S.E 20% Toint and Several Administrator

fiigo Sagardoy Simon [FEN

Manuel Azgilicusta Farrar M &

None of the members of the Board of Directors holds any shareholding in companies that have
the same, shmilar or complementary corporate purpose as SOLARIA of its group,

24, Otherinformation
a)  Transactions carried out in foreign currency are as follows:

Transactions carried out in foreign currency [US dollars) are as follows:

. Euro

2007 2005

Purchases of fixed assets 7.678.432 2.403 204
Raw materials and consumables 95,699,213 4.250.985

h}  Audit fees

The fees charged by the audit for services rendered total €90,000 [2006: £25,000), Auditor fees
charged for ather services relating to the audit amounted to €125,000 (2006: £120,000).
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c] Environment

SCOLARIA bears environmental protection laws in mind when carrying out its operations. The
Company believes it substantially complies with such aws and It maintains procedures desighed
ta encourage and gusrantee coinpliance with Lhem.

SOLARIA has adopted all appropriste measures with respect to the protection and mprovemenl
of the environment and the minimization of any environmental impacl and complies with current
legisiation i this respect. During the years 2007 and 2006 the Company did not make any
invesiments of an environmental nature and did not incur any expenses relating to the protection
and improvement of the covironment, and did not consider it necessary to make any provision for
emviroiinental risks or expenses since there are no contingencies relating to the protection and
iraprovement of the environment or any environmental Habilities.
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2h. Warranties

a}  Bank guarantees

The breakdown of the bank guarantees provided by the Company that are in force at the end of
2007 and 2006 are as follows:

Eura
Beaeficiany {0 2007 2086
Munlclprality of Pucrellansa Constructhan at 1a Mava |l udystrial estate B (R G000
hlumicipality of Purertallano Canstruckion in PoartollEno 000 G000
Banco Coogerative Espafiod 33000
[heoin 18) Enterest credi -- interest rate hedge 300,800
Imaiikuto de Créditn Ofivial Counler guarantec for glesrantees grantad to COT 347680 ANF4E0
sinistry of ndusiry iNote 15} o obligations S0C00C SQ0.Go0
COTI (Mot 153 Repayable asslstance [1 guarantes) 26400 26,860
COFl [Mote 15} Repayabie assistance (12 guarantees — 26,744 EFI ] 320880

TG

plinistry of Incestry [MNote £5) Repayable loan 400.0460 400,000
blintistry of Industey [Moie 15 Repayable loan BE1.G5Z 861052
Forelgn eommerce transactlons  Toreign guarantes 539060604 17682060
hliststry of Industey {Mote 14) Grant A5G0, 185 -
Energy and hinlng Policy officc Authorization for 200w instaliation 795,606 -
Energy and hining Peiley office  Authorlzatlon for 2008 Inszallation 794G B -
Eneegy and Minkng Policy office Authorization for 1500 fnstaltation 1771000 -
Encrgy anid Mining Policy office Authorization for 150MW instatla o £,400L500
Begional Olfice of the Valladolid
enciesstrlal, Tourism andg Executlon and aunch of 2 8.3MW photoveltal:
Corenerce Servico plant A 1L0.0 -

The Company has received a surety in the amount of € 723,457 from a construction
company to secure a contract for the construction of two industrial bdidings to produce
photovoitatic ceils.
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b} Warranties

i) Warranties for Hirnkey contracts

SOUARIA warranties defects and problems refating Lo the execution and compietion of the
construction of photoveltaic piants, provided that they are directly attributable to the Company.
The warranky covers three years after the date of final delivery of the photovoltaic plant.

The warranties assurncd by SOLARIAWILh respect to the producis and materials supplied for the
construction of the plants is covered and limited by the warranty granted by the manufacturers of
the materials concernad.

i) Operating and maintendnce contract warranties

In 2006 SOLARIA conciuded 23 operating and maintenance contracts for turnkey projects and, as
the huilder of the plants and the party rendering operating and maintenance services, the
Company warranties cutpat ot 30% of Lhe estimated production of the photovoltaic plants during
the pericd the operating and maintepance agreemant is in force {5 years).

Every five years the electricity generated by the photovoltaic plant will be measured, and if the
commitment has not been met the Cormpany will pay for the amount not generated up to the
guarznteed 90% output [evel.

fif} Warrantfes cavering the safe of modules

SOLARIA offers afl custetners a standard warranty certificate for the photovoltaic modules that
warranties material or manufacturing defects and a capacity guarantee.

Buring the first three years SOLARIA guarantees that its modules will ba freo from materia! or

manufacturing defects that iimpede normat operation under praper usage conditions, instafiation
and maintenance, If this is not the case, the Company will replace or repair the defective module.
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Solaria

As from the date the module is sold, SOLARIAguarantees a minimum output based on the
technical specilications of the agreemont and will deliver modutes for the equivatant of the lost
capacity and wiil repair or replace the unils as follows:

Years elapsed since Guaranteed
the supply date __autput capacity
Up to 25 years 20%
L 1o 10 years 80%

During the first quarter of 2007, SOLARIA concluded a significant module sales agrecment for
which it offers coertain guarantees that are different than the standard mentioned above, as

loHows:

a} Capacity warranty

As framn the date the module is supplied, the Company guarantees a minimum output based
on the technical specifications of the agreement and will defiver modules for the equivalent of
the tost cepacity and wilk repair or replace the units as follows:

_the supply date

Years elapsed since Guaranteed

output capacity

Upio 2 years 100%
Up to 12 years S0%
Upto 25 years 2054

in additian, SOLARIA warranties, through photoflash certificates issued by SOLARIA, that the
peak capacity of each module is egual to be contracted amount with a maximum auvthorized

varfance of +/- 3%.
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b wWarranty of malerials

SOLAREA provides a three-year warranty as from the dates the modules are defivered to the

customer, goarantesing that they are Iree of any material or manufacturing defects that
imperde nonmat operations.

i any of the modules have & manufacturing defect, SOLARIA must repalr it or replace it within
2 certzin period, or pay the customer an amount In ewros eguivalent to the market price of
the alfected modules. Furthermore, the Company will maintain modules in s inventory
equivaient to 5 KW during the three-yvear warranty period.

At the end of the year SOLARIA did not recoprize any provision whatsoever for the shove-
mentioned warrantias doe to the faci that no claims have been made and there are no indications
of any possitbe claims. Furthermore, based on available past information, the lkelihood of such
claims is extremely kow.

Howewver, the Ehrectors of SOLARIA consider that the effect of any possibie claims, should any be
made, would not significantly affect these financial statements.
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26, Commitments

SOLARIA has sizhed the following commitrents at the end of 2007:

Property, plant and eguipment

- On 31 January 2008 SOLARIA concluded a turnkey coniract with Centrotherm Photovoltaics
AG to acquire auvtomatic photovoltaic cell manufacturing eguipment. This mechinery
consists of three production lines with a joint annual capacity of 75MW. The date the firsl
LRils enter into operation is cxpected to be in the third guarter of 2008, raising the anual
capacity to produce cells at Puertalianoe to 100MW in 2009,

Raw materials

- On 11 September 2007 SOLARIA concluded an agreement with the Taiwanese company
Gintech Energy Corporation to supply photovoltaic cells in 2008, The cels o be supphad
under the agresment represent approximately 25% to 309% of third party cell supplies in
2008, The agreement calls for the supply of between 39 and 50MW of photovoltaic coll
capacity, and the Company ostirnates that it will reduce the costs it incurred in 2007 in this
respect by hetween 5% and 10% each quarler in 2008,

. On 25 October 2007 an agreement was concluded with Neo Solar Power Corporation to
supply cells during 2008 and the supply schedule for 200% and 2010 was established. The
contract establishes minimum and maximum amounts to be supplied in 2008, T0Mw and
15Mw respectively, whereas supplies for the folHowing two years is subjeet to further
agrecment by the parties.

- n January 2008 SOLARIA concluded an agreement with the Taiwanese company E-TON
Solar Tech Co. btd. by virtue of which the latter will supply the Company with phetovoltaic
cells in 2008. The contract catls for the supply of 200W of photovaltaic cell capacity, which

represents approxiniately 30% of the supply of photovoltalc cells by third partfes estimated
to take place in 2008,

- On 11 December 2007 an agreement was concluded with 1A Solar to supply photovoltaic
cells in 2008. The contract calls for the supply of between 45 and 60MMW of photovoltaic cell

capacity, which represents approximately 30% of the third party supply of photovoltaie cefls
it 2008,
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Customers

At the dale these financiat statements were prepared, SOLARIA had reached several agreements
with customers, as follows:

MW delivered "Mﬁ",'r'ét to be
Type of agreement Promised MW | in 2007 1 delivered
Sale of modules 5 33 20
Turnkey projects 71.2 - 2
Turnkey pre—agreements' 170 e - 170
o 2942 33 261,2

tn addition, there is a commitment with one customer to distribute thermal panels in 2008

amounting fo approximately 2,500 m2, in accordance with the agreement concluded with that
customer,

27. Post-halance sheeat events
The failowing signilicant cvents took place after the year end:

- On 13 February 2008, SOLAREA signed an agresinent for credit without recourse with

Barclays Factoring, 5.A. under which it assigpns the financial institution the loans

reprosented by promissory notes issued to SOLARIA by a customer in the amount of
£30,411,720,

Dn 11 Felwuary 2008, SOLARIA signed an agreement for credit without recourse with
Banosto Factoring, 5.A. under which i assighs the financial institution a promissory note
isstred to SOLARIA by a customer in the amount of £19,140,000.

On 13 February 2008, SOLARIA concluded a “Financizl Transaction Framework Agreement”
with Banco de Valendia, covering a maximum of €5,000,000. The financial transactions
agreed under the terms of this contract will be understood to form part of the Framework
agreament, notwithstanding the spacific conditions that may be inchuded under each of
these transactions. Among the transaciions covered by the Framework Agreemant are: {i
Financial interest rate, currency and commodities swaps, etc; {fi] Fixed interest rate term
transactions; {Hi} Options and Futures regarding interest rates, currencies, coimumadities,
fixed income securities, equities, etc; fivy Currency trades and (v} Any combination of the
above as specified in the relevant confinmation of the transaction.
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- On 13 February 2008, a financing agreement for commerdal transactions with a fimit of
€40,0600,000 was concluded o regulate the legal relationship between Solaria Energia y
Medio Ambiente, 5.A. and Banco de Valenda for the transactions covered by this

agreement, which relate to the discounting, trading or prepayment of customer
documents.

- On 18 February 2008, in accordance with the provisions of CNMY Circular 3/2007 (19
Becember), a liquidity agreernent was conciuded between SOLARIA and Banesto Baolsa,
wherehy the conditions under which the financial institution will operate on hehalf of
Solaria Energla v Medio Ambiente, 5.4, acquiring or sefling Solaria's treasury stock in order
to favor the liquidity and regularity of its fisted price within the [imils established in this
respect by Shareholders at the General Meeting held on 24 May 2007, in this respect,
SOLARIA has deposited zero shares and €15,000,000 in cash with the financial instiution.
Within 190 days of concleding this agreement, the financial nstitution will aceguire shares in
SOLARIA up to a limit of 5,057,333 shares or €15,000,000. At the date these financial
statements were prepared, the treasury stock acguired by Banesto HBofsa on behzlf of
SOLARIA consisted of 352,815 shares for 2 tota] of £4,4585,162.

On 19 February 2008, SOLARIA signed an exclusivity agreement ending on 15 March 2608
and covering the arcquisition of industrial premises fociated in the north of Spain for £16.5
mfition, with the objective of transforming them into a factory to produce photoveftaic
modules and cells.

There have heen no other significant events that have an affect on these financizt statements
after the closing date.
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