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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
SunPower Corporation

Condensed Consolidated Balance Sheets
(In thousands, except share data)
(unaudited)

Assets

Current assets:

Cash and cash equivalents

Restricted cash and cash equivalents, current portion
Short-term investments

Accounts receivable, net

Costs and estimated earnings in excess of billings
Inventories

Assets held-for-sale

Advances to suppliers, current portion

Prepaid expenses and other current assets

Total current assets

Restricted cash and cash equivalents, net of current portion
Property, plant and equipment, net

Project assets

Goodwill

Other intangible assets, net

Advances to suppliers, net of current portion

Other long-term assets

Total assets

Liabilities and Stockholders’ Equity

Current liabilities:

Accounts payable

Accrued liabilities

Billings in excess of costs and estimated earnings
Short-term debt and current portion of long-term debt
Convertible debt, current portion

Customer advances, current portion

Total current liabilities

Long-term debt

Convertible debt, net of current portion
Customer advances, net of current portion
Long-term deferred tax liability

Other long-term liabilities

April 4,
2010

$ 499,154
109,089

172
221,640
30,309
252,181
175,439
26,658
193,948
1,508,590

268,203
704,549
107,292
330,846
21,326
160,791
191,376

$ 3,292,973

$ 257,030
115,608
28,584
52,337
140,484
20,652
614,695

386,555
550,178
70,204
5,661
243,009

January 3,
2010 (1)

$ 615,879

61,868

172

248,833

26,062

202,301

22,785
104,531
1,282,431

248,790
682,344

9,607
198,163

24,974

167,843
82,743
$2,696,895

$ 234,692

114,008

17,346
11,250

137,968

19,832

535,096

237,703
398,606
72,288
6,777
70,045

4
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Total liabilities 1,870,302 1,320,515
Commitments and contingencies (Note 10)

Stockholders’ equity:

Preferred stock, $0.001 par value, 10,042,490 shares authorized; none issued and

outstanding - -
Common stock, $0.001 par value, 150,000,000 shares of class B common stock

authorized; 42,033,287 shares of class B common stock issued and outstanding; $0.001

par value, 217,500,000 shares of class A common stock authorized; 55,792,989 and

55,394,612 shares of class A common stock issued; 55,382,875 and 55,039,193 shares of

class A common stock outstanding, at April 4, 2010 and January 3, 2010, respectively 97 97
Additional paid-in capital 1,532,624 1,520,933
Accumulated other comprehensive income (loss) 5,850 (17,357)
Accumulated deficit (101,736) (114,309)

1,436,835 1,389,364
Less: shares of class A common stock held in treasury, at cost; 410,114 and 355,419

shares at April 4, 2010 and January 3, 2010, respectively (14,164) (12,984)
Total stockholders’ equity 1,422,671 1,376,380
Total liabilities and stockholders’ equity $ 3,292973 $ 2,696,895

(1) As adjusted to reflect the adoption of new accounting guidance for share lending arrangements that were executed
in connection with the Company’s convertible debt offerings in fiscal 2007 (see Note 1).

The accompanying notes are an integral part of these condensed consolidated financial statements.




Revenue:

Systems

Components

Total revenue

Costs and expenses:
Cost of systems revenue

Cost of components revenue

Research and development

Sales, general and administrative

Total costs and expenses
Operating loss

Other income (expense):
Interest income

Interest expense

Other, net

Other income (expense), net

Edgar Filing: SUNPOWER CORP - Form 10-Q

SunPower Corporation

Condensed Consolidated Statements of Operations
(In thousands, except per share data)
(unaudited)

Loss before income taxes and equity in earnings of unconsolidated investees

Benefit from income taxes

Income (loss) before equity in earnings of unconsolidated investees
Equity in earnings of unconsolidated investees

Net income (loss)

Net income (loss) per share of class A and class B common stock:

Basic

Diluted
Weighted-average shares:
Basic

Diluted

Three Months Ended
March 29,
2009
(As
April 4, Restated)
2010 (1)

$ 64581 $ 103,953
282,693 107,690

347,274 211,643
61,741 95,324
213,790 84,084
10,407 7,880

64,280 42,404

350,218 229,692
(2,944) (18,049)

273 1,184
(10,940) (6,271)
(7,809) (7,157)
(18,476) (12,244)
(21,420) (30,293)
(30,875) (19,196)
9,455 (11,097)

3,118 1,245
$ 12,573 % (9,852)

$ 0.13 % (0.12)
$ 0.13 $ (0.12)

95,154
96,472

83,749
83,749

(1) The Condensed Consolidated Statement of Operations for the three months ended March 29, 2009 has been
restated as a result of the Company’s Audit Committee investigation of certain unsubstantiated accounting entries
(see Note 2). In addition, the Condensed Consolidated Statement of Operations for the three months ended March
29, 2009 has been adjusted to reflect the adoption of new accounting guidance for share lending arrangements that
were executed in connection with the Company’s convertible debt offerings in fiscal 2007 (see Note 1).

The accompanying notes are an integral part of these condensed consolidated financial statements.
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SunPower Corporation

Condensed Consolidated Statements of Cash Flows

(In thousands)
(unaudited)

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating

activities:

Stock-based compensation

Depreciation

Amortization of other intangible assets
Impairment (gain on sale) of investments
Loss on mark-to-market derivatives

Non-cash interest expense

Amortization of debt issuance costs

Equity in earnings of unconsolidated investees
Deferred income taxes and other tax liabilities

Changes in operating assets and liabilities, net of effect of acquisition:

Accounts receivable

Costs and estimated earnings in excess of billings

Inventories

Prepaid expenses and other assets

Advances to suppliers

Accounts payable and other accrued liabilities

Billings in excess of costs and estimated earnings

Customer advances

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Increase in restricted cash and cash equivalents

Purchase of property, plant and equipment

Proceeds from sale of equipment to third-party

Proceeds from sales or maturities of available-for-sale securities
Cash paid for acquisition, net of cash acquired

Cash paid for investments in other non-public companies

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from issuance of long-term debt, net of issuance costs
Proceeds from issuance of convertible debt, net of issuance costs
Cash paid for bond hedge

Proceeds from warrant transactions

Proceeds from exercise of stock options

Three Months Ended
March 29,
2009
(As
April 4, Restated)
2010 (1)

12,573 ' $  (9,852)

10,808
24,715
4,759
(1,572)
2,218
6,390
699
(3,118)
(35,720)

30,511
(4,907)
(51,085)
(18,118)
3,178
26,873
11,615
(918)
18,901

(19,717)
(43,658)
2,875
1,572
(272,699)
(1,618)
(333,245)

1,539
214,921
(66,176)

54,076

9,054
18,365
4,052
1,318
5,171
537
(1,245)
(17,003)

40,931
(3,178)
(86,049)
11,671
7,993
(24,798)
88
(10,180)
(583,125)

(9,185)
(52,101)

18,177

(43,109)

51,232
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Purchases of stock for tax withholding obligations on vested restricted stock (1,180) (2,359)
Net cash provided by financing activities 203,180 49,269
Effect of exchange rate changes on cash and cash equivalents (5,561) (6,256)
Net decrease in cash and cash equivalents (116,725) (53,221)
Cash and cash equivalents at beginning of period 615,879 202,331
Cash and cash equivalents at end of period $ 499,154 $ 149,110

Non-cash transactions:

Additions to property, plant and equipment included in accounts payable and other

accrued liabilities $ 2917 $ 18,780
Non-cash interest expense capitalized and added to the cost of qualified assets 535 2,073

(1) The Condensed Consolidated Statement of Cash Flows for the three months ended March 29, 2009 has been
restated as a result of the Company’s Audit Committee investigation of certain unsubstantiated accounting entries
(see Note 2). In addition, the Condensed Consolidated Statement of Cash Flows for the three months ended March
29, 2009 has been adjusted to reflect the adoption of new accounting guidance for share lending arrangements that
were executed in connection with the Company’s convertible debt offerings in fiscal 2007 (see Note 1).

The accompanying notes are an integral part of these condensed consolidated financial statements.
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SunPower Corporation

Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 1. THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company

SunPower Corporation (together with its subsidiaries, the “Company” or “SunPower”) is a vertically integrated solar
products and services company that designs, manufactures and markets high-performance solar electric power
technologies. The Company’s solar cells and solar panels are manufactured using proprietary processes, and its
technologies are based on more than 15 years of research and development. The Company operates in two business
segments: systems and components. The Systems Segment generally represents sales directly to system owners and
developers and includes engineering, procurement, construction (“EPC”) and other services relating to solar electric
power systems that integrate the Company’s solar panels and balance of systems components, as well as materials
sourced from other manufacturers. The Components Segment primarily represents sales of the Company’s solar panels
and inverters to solar systems installers and other resellers, including the Company’s third-party global dealer network.

Summary of Significant Accounting Policies

These condensed consolidated financial statements and accompanying notes should be read in conjunction with the
Company’s annual consolidated financial statements and notes thereto for the year ended January 3, 2010 included in
its Annual Report on Form 10-K filed with the Securities and Exchange Commission (“SEC”). The Company’s
significant accounting policies reflect: (i) the adoption of new accounting guidance effective in the first quarter of
fiscal 2010 referred to below; and (ii) the change in the functional currency of SunPower Systems SARL in
Switzerland from the Euro to the U.S. dollar referred to in Note 14.

Recently Adopted Accounting Guidance
Share Lending Arrangements

In June 2009, the Financial Accounting Standards Board (“FASB”) issued new accounting guidance that changed how
companies account for share lending arrangements that were executed in connection with convertible debt offerings or
other financings. The new accounting guidance requires all such share lending arrangements to be valued and
amortized as interest expense in the same manner as debt issuance costs. As a result of the new accounting guidance,
existing share lending arrangements relating to the Company’s class A common stock are required to be measured at
fair value and amortized as interest expense in its Condensed Consolidated Financial Statements. In addition, in the
event that counterparty default pursuant to the share lending arrangement becomes probable, the Company is required
to recognize an expense in its Condensed Consolidated Statement of Operations equal to the then fair value of the
unreturned loaned shares, net of any probable recoveries. The Company adopted the new accounting guidance
effective January 4, 2010, the start of its fiscal year, and applied it retrospectively to all prior periods as required by
the guidance.

The Company has two historical share lending arrangements subject to the new guidance. In connection with the
issuance of its 1.25% senior convertible debentures (“1.25% debentures”) and 0.75% senior convertible debentures
(“0.75% debentures”), the Company loaned approximately 2.9 million shares of its class A common stock to Lehman
Brothers International (Europe) Limited (“LBIE”) and approximately 1.8 million shares of its class A common stock to
Credit Suisse International (“CSI”’) under share lending arrangements. Application of the new accounting guidance

10
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resulted in higher non-cash amortization of imputed share lending costs in the current and prior periods, as well as a
significant non-cash loss resulting from Lehman Brothers Holding Inc. (“Lehman”) filing of a petition for protection
under Chapter 11 of the U.S. bankruptcy code on September 15, 2008, and LBIE commencing administration
proceedings (analogous to bankruptcy) in the United Kingdom. The then fair value of the approximately 2.9 million
shares of the Company’s class A common stock loaned and unreturned by LBIE is approximately $213.4 million,
which was expensed retrospectively in the third quarter of fiscal 2008. In addition, on a cumulative basis from the
respective issuance dates of the share lending arrangements through January 3, 2010, the Company has recognized
$1.6 million in additional non-cash interest expense (see Note 12).

11
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As a result of the Company’s adoption of the new accounting guidance for share lending arrangements, the Company’s
Condensed Consolidated Balance Sheet as of January 3, 2010 has been adjusted as follows:

As
As Previously
Adjusted Reported
in this in the 2009

Quarterly Annual
Report Report
on Form on Form
(In thousands) 10-Q 10-K
Assets
Prepaid expenses and other current assets $104,531 $104,442
Other long-term assets 92,350 91,580
Total assets 2,696,895 2,696,036
Stockholders’ Equity
Additional paid-in capital 1,520,933 1,305,032
Retained earnings (accumulated deficit) (114,309 ) 100,733
Total stockholders’ equity 1,376,380 1,375,521

As a result of the Company’s adoption of the new accounting guidance for share lending arrangements, the Company’s
Condensed Consolidated Statement of Operations for the three months ended March 29, 2009 has been adjusted as
follows:

Three Months Ended
(In thousands, except per share amounts) March 29, 2009
As As
Adjusted Previously
in this Reported
Quarterly  in Quarterly
Report Report
on Form on Form
10-Q 10-Q/A
Interest expense $ (6271) $ (6,121)
Loss before income taxes and equity in earnings of unconsolidated investees (30,293) (30,143)
Loss before equity in earnings of unconsolidated investees (11,097) (10,947)
Net loss (9,852) (9,702)
Loss per share of class A and class B common stock:
Basic (0.12) (0.12)
Diluted (0.12) (0.12)

As a result of the Company’s adoption of the new accounting guidance for share lending arrangements, the Company’s
Condensed Consolidated Statement of Cash Flows for the three months ended March 29, 2009 has been adjusted as
follows:

Three Months Ended
(In thousands) March 29, 2009
As As
Adjusted Previously

12
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in this Reported
Quarterly  in Quarterly
Report Report
on Form on Form
10-Q 10-Q/A
Cash flows from operating activities:
Net loss $ (9,852 $ (9,702)
Non-cash interest expense 5,171 5,021
Net cash used in operating activities (53,125) (53,125)

Variable Interest Entities (“VIEs”)

In June 2009, the FASB issued new accounting guidance regarding consolidation of VIEs to eliminate the exemption
for qualifying special purpose entities, provide a new approach for determining which entity should consolidate a VIE,
and require an enterprise to regularly perform an analysis to determine whether the enterprise’s variable interest or
interests give it a controlling financial interest in a VIE. The new accounting guidance is effective for fiscal years
beginning after November 15, 2009 and earlier application is prohibited. The Company’s adoption of the new
accounting guidance in the first quarter of fiscal 2010 had no impact on its Condensed Consolidated Financial
Statements (see Note 11).

13
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Revenue Arrangements with Multiple Deliverables

In October 2009, the FASB issued new accounting guidance for revenue arrangements with multiple deliverables.
Specifically, the new guidance requires an entity to allocate arrangement consideration at the inception of an
arrangement to all of its deliverables based on their relative selling prices. In addition, the new guidance eliminates the
use of the residual method of allocation and requires the relative-selling-price method in all circumstances in which an
entity recognizes revenue for an arrangement with multiple deliverables. The new accounting guidance is effective in
the fiscal year beginning on or after June 15, 2010. Early adoption is permitted. The Company adopted the new
accounting guidance in the first quarter of fiscal 2010 and applied the prospective application for new or materially
modified arrangements with multiple deliverables. The Company’s adoption of the new accounting guidance did not
have a material impact on its Condensed Consolidated Financial Statements.

Fair Value of Assets and Liabilities

In January 2010, the FASB issued updated guidance related to fair value measurements and disclosures, which will
require the Company to disclose separately the amounts of significant transfers in and out of Level 1 and Level 2 fair
value measurements and to describe the reasons for the transfers. In addition, in the reconciliation for fair value
measurements using significant unobservable inputs, or Level 3, the Company will disclose separately information
about purchases, sales, issuances and settlements on a gross basis rather than on a net basis. The updated guidance
also requires that the Company provide fair value measurement disclosures for each class of assets and liabilities and
disclosures about the valuation techniques and inputs used to measure fair value for both recurring and non-recurring
fair value measurements for Level 2 and Level 3 fair value measurements. The updated guidance is effective for
interim or annual financial reporting periods beginning after December 15, 2009, except for the disclosures about
purchases, sales, issuances and settlements in the roll forward activity in Level 3 fair value measurements, which are
effective for fiscal years beginning after December 15, 2010 and for interim periods within those fiscal years. The
Company’s adoption of the updated guidance had no impact on its financial position, results of operations, or cash
flows and only required additional financial statements disclosures as set forth in Notes 7 and 14.

Issued Accounting Guidance Not Yet Adopted

There has been no issued accounting guidance not yet adopted by the Company that it believes is material, or is
potentially material to the Company’s Condensed Consolidated Financial Statements.

Fiscal Years

The Company reports on a fiscal-year basis and ends its quarters on the Sunday closest to the end of the applicable
calendar quarter, except in a 53-week fiscal year, in which case the additional week falls into the fourth quarter of that
fiscal year. Fiscal year 2010 consists of 52 weeks while fiscal year 2009 consists of 53 weeks. The first quarter of
fiscal 2010 ended on April 4, 2010 and the first quarter of fiscal 2009 ended on March 29, 2009.

Basis of Presentation

The accompanying condensed consolidated interim financial statements have been prepared pursuant to the rules and
regulations of the SEC regarding interim financial reporting and include the accounts of the Company and all of its
subsidiaries. Intercompany transactions and balances have been eliminated in consolidation. The year-end Condensed
Consolidated Balance Sheet data was derived from audited financial statements as adjusted for the Company’s
adoption of new accounting guidance for share lending arrangements that were executed in connection with the
Company’s convertible debt offerings in fiscal 2007. Accordingly, these financial statements do not include all of the
information and footnotes required by generally accepted accounting principles (“GAAP”) for complete financial

14
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statements and should be read in conjunction with the financial statements and notes thereto included in the Company’s
Annual Report on Form 10-K for the year ended January 3, 2010.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America ("United States" or "U.S.") requires management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes. Significant estimates in these financial
statements include percentage-of-completion for construction projects, allowances for doubtful accounts receivable
and sales returns, inventory write-downs, estimates for future cash flows and economic useful lives of property, plant
and equipment, goodwill, other intangible assets and other long-term assets, asset impairments, valuation of auction
rate securities, investments in joint ventures, certain accrued liabilities including accrued warranty reserves, valuation
of debt without the conversion feature, valuation of share lending arrangements, income taxes and tax valuation
allowances. Actual results could materially differ from those estimates.

15
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In the opinion of management, the accompanying condensed consolidated interim financial statements contain all
adjustments, consisting only of normal recurring adjustments, which the Company believes are necessary for a fair
statement of the Company’s financial position as of April 4, 2010 and its results of operations and cash flows for the
three months ended April 4, 2010 and March 29, 2009. These condensed consolidated interim financial statements are
not necessarily indicative of the results to be expected for the entire year.

Note 2. RESTATEMENT OF PREVIOUSLY ISSUED CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS

On November 16, 2009, the Company announced that its Audit Committee commenced an independent investigation
into certain accounting and financial reporting matters at the Company’s Philippines operations (“SPML”). The Audit
Committee retained independent counsel, forensic accountants and other experts to assist it in conducting the
investigation.

As a result of the investigation, the Audit Committee concluded that certain unsubstantiated accounting entries were
made at the direction of the Philippines-based finance personnel in order to report results for manufacturing operations
that would be consistent with internal expense projections. The entries generally resulted in an understatement of the
Company’s cost of goods sold (referred to as “cost of revenue” in the Condensed Consolidated Statement of Operations).
The Audit Committee concluded that the efforts were not directed at achieving the Company’s overall financial results
or financial analysts’ projections of the Company’s financial results. The Audit Committee also determined that these
accounting issues were confined to the accounting function in the Philippines. Finally, the Audit Committee
concluded that executive management neither directed nor encouraged, nor was aware of, these activities and was not
provided with accurate information concerning the unsubstantiated entries. In addition to the unsubstantiated entries,
during the Audit Committee investigation various accounting errors were discovered by the investigation and by
management. See Part [ — “Item 4: Controls and Procedures” of this report.

The nature of the restatement adjustments and the impact of the adjustments for the three months ended March 29,
2009 are shown in the following table (in thousands):

March 29,
2009

Investigation related adjustments $ (4,040)
Errors identified during course of investigation (8,468)

(12,508)
Out-of-period adjustments (3,042)
Total adjustments (15,550)
Income tax effect of adjustments 10,634
Increase in net loss $ (4,916)

Investigation Related Adjustments:

As noted above, the Audit Committee’s investigation found that unsubstantiated entries (a) were made at the direction
of the Philippines-based finance personnel in order to report results for manufacturing operations that would be
consistent with internal expense projections, (b) generally resulted in an understatement of the Company’s cost of
goods sold, and (c) were not directed or encouraged by, or done with the knowledge of, executive management.
During the course of the investigation, various accounting errors which required adjustments were also identified.
Adjustments for these unsubstantiated entries and errors affected cost of goods sold and the following balance sheet
accounts:

16
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-Accounts payable and accrued liabilities: The investigation found that certain expenses were understated by (a) not
sufficiently accruing expenses or (b) reversing previously recorded expenses through manual journal entries that
were not based on actual transactions or reasonable estimates of expenses. The accounts primarily affected were
accruals for manufacturing expenses such as subcontracted wafering costs, electricity, and freight and other accrued
expenses. Unsubstantiated entries were also recorded to reduce uninvoiced receipts liability accounts, with an
offsetting reduction to cost of goods sold.

-Inventories: The investigation found that unsubstantiated entries were made to increase inventory and decrease cost
of goods sold by adjusting variance capitalization amounts. In addition, inventory obsolescence was understated for
materials used in-house by wafering services of silicon ingots.

Errors Identified during Course of Investigation:
Through the investigation, errors were also found in the Philippines relating to inventories, prepaid expenses and other
current assets, property, plant and equipment, and accounts payable and accrued liabilities. The primary categories of

these adjustments are discussed below:

-Inventories: The Company recorded corrections related to accounting for inventories in-transit and scrap, as well as
the methodology used to calculate the capitalization of inventory variances.

17
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-Prepaid expenses and other current assets: Certain foreign individual income tax filings prepared for employees on
foreign assignments contained omissions of taxable income. The amount of the estimated tax understatement plus
interest and penalties less any employee receivables generated by the filing of amended returns has been included in

the restated financials.

- Property plant and equipment: In some instances, depreciation expense was not recorded in the proper period.

- Accounts payable and accrued liabilities: Vendor credits were not properly applied and certain employee bonuses

were not correctly accrued.

Out-Of-Period Adjustments:

The Company also recorded out-of-period adjustments during the restatement periods that were previously considered
to be immaterial. These adjustments related to systems revenue, inventories, accounts payable and accruals and
stock-based compensation. As part of the restatement these adjustments have now been reflected in the quarterly
period in which a substantial portion of the errors arose. The primary categories of these adjustments are discussed

below:

-Systems revenue: The Company determined it had improperly deferred revenue earned in 2008 due to the improper
application of multiple element accounting. In addition, the Company recorded revenue adjustments for several
solar system contracts in 2008 for which costs to complete had not been properly estimated. Also, the Company
incorrectly recorded a materials-only sale using the percentage-of-completion method.

-Inventories: Various inventory adjustments were the result of the improper accounting for consigned inventory,

in-transit inventories, and standard costing.

Accounts payable and accruals: The Company noted several under and over accruals of operating expenses.

-Stock based compensation: The Company determined it had recorded excess stock based compensation expense due

to a spreadsheet error.

The table below summarizes: (i) the adjustments related to the investigation; (ii) errors identified during the course of
the investigation; and (iii) out-of-period adjustments on the Condensed Consolidated Statement of Operations for the

three months ended March 29, 20009.

(In thousands, except per share amounts)

Revenue:

Systems

Components

Total revenue

Operating costs and expenses:

Three Months Ended
March 29, 2009
As
Previously
Reported,
As
Adjusted  Restatement
(1) Adjustments  As Restated

$ 106,097 $ (2,144) $ 103,953

107,690 — 107,690
213,787 (2,144) 211,643

18
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Cost of systems revenue

Cost of components revenue

Research and development

Selling, general and administrative

Total operating costs and expenses

Operating loss

Other income (expense)

Interest income

Interest expense

Other, net

Other income (expense), net

Loss before income taxes and equity in earnings of unconsolidated
investees

Benefit from income taxes

Loss before equity in earnings of unconsolidated investees
Equity in earnings of unconsolidated investees

Net loss

Net loss per share of class A and class B common stock:
Basic
Diluted

Weighted-average shares:
Basic
Diluted

Form 10-Q

88,351
77,688
7,964
42,283
216,286
(2,499)

1,184
(6,271)
(7,157)

(12,244)

(14,743)
(8,562)
(6,181)

1,245
$  (4,9306)

$ (0.06)
$ (0.06)

83,749
83,749

©“ &

6,973

6,396
(84)

121

13,406
(15,550)

(15,550)
(10,634)
(4,916)

(4,916) $

(0.06) $
(0.06) $

95,324
84,084
7,880
42,404
229,692
(18,049)

1,184
(6,271)
(7,157)

(12,244)

(30,293)
(19,196)
(11,097)
1,245
(9,852)

(0.12)
(0.12)

83,749
83,749

(1) As adjusted to reflect the adoption of new accounting guidance for share lending arrangements that were executed
in connection with the Company’s convertible debt offerings in fiscal 2007 (see Note 1).
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The table below summarizes: (i) the adjustments related to the investigation; (ii) errors identified during the course of
the investigation; and (iii) out-of-period adjustments on the Condensed Consolidated Statement of Comprehensive
Income (Loss) for the three months ended March 29, 2009.

Three Months Ended
(In thousands) March 29, 2009
As
Previously
Reported,
As
Adjusted Restatement
(1) Adjustments As Restated
Net loss $  4936) $ 4916) $  (9,852)
Other comprehensive income (loss):
Translation adjustment (16,608) — (16,608)
Unrealized gain on derivatives 25,566 — 25,566
Unrealized gain on investments 8 — 8
Estimated provision for income taxes (3,032) — (3,032)
Net change in accumulated other comprehensive income (loss) 5,934 — 5,934
Total comprehensive income (loss) $ 998 $ 4916) $ (3,918)

(1) As adjusted to reflect the adoption of new accounting guidance for share lending arrangements that were executed
in connection with the Company’s convertible debt offerings in fiscal 2007 (see Note 1).

11
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The table below summarizes: (i) the adjustments related to the investigation; (ii) errors identified during the course of
the investigation; and (iii) out-of-period adjustments on the Condensed Consolidated Statement of Cash Flows for the
three months ended March 29, 2009.

Three Months Ended

(In thousands) March 29, 2009

As

Previously
Reported,
As
Adjusted  Restatement

(1) Adjustments As Restated
Cash flows from operating activities:
Net loss $4,936 ) $ 4,916) $ (9,852)
Adjustments to reconcile net loss to net cash used in operating activities:
Stock-based compensation 9,483 (429) 9,054
Depreciation 18,365 — 18,365
Amortization of other intangible assets 4,052 — 4,052
Impairment of investments and long-lived assets 1,318 — 1,318
Non-cash interest expense 5,171 — 5,171
Amortization of debt issuance costs 537 — 537
Equity in earnings of unconsolidated investees (1,245) — (1,245)
Deferred income taxes and other tax liabilities (6,369 ) (10,634) (17,003)
Changes in operating assets and liabilities, net of effect of acquisitions:
Accounts receivable 40,931 — 40,931
Costs and estimated earnings in excess of billings (3,797) 619 (3,178)
Inventories (95,870) 9,821 (86,049)
Prepaid expenses and other assets 11,913 (242) 11,671
Advances to suppliers 7,993 — 7,993
Accounts payable and other accrued liabilities (27,199) 2,401 (24,798)
Billings in excess of costs and estimated earnings (4,612) 4,700 88
Customer advances (8,860) (1,320) (10,180)
Net cash used in operating activities (53,125) — (53,125)
Cash flows from investing activities:
Increase in restricted cash and cash equivalents (9,185) — (9,185)
Purchases of property, plant and equipment (52,101) —  (52,101)
Proceeds from sales or maturities of available-for-sale securities 18,177 — 18,177
Net cash used in investing activities (43,109) — (43,109)
Cash flows from financing activities:
Proceeds from issuance of long-term debt, net of issuance costs 51,232 — 51,232
Proceeds from exercise of stock options 396 — 396
Purchases of stock for tax withholding obligations on vested restricted —
stock (2,359) (2,359)
Net cash provided by financing activities 49,269 — 49,269
Effects of exchange rate changes on cash and equivalents (6,256) — (6,256)
Net decrease in cash and cash equivalents (53,221) — (53,221)
Cash and cash equivalents at beginning of period 202,331 — 202,331
Cash and cash equivalents at end of period 149,110 $ —$ 149,110
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Non-cash transactions:
Additions to property, plant and equipment included in accounts payable

and other accrued liabilities $ 22571 $ (3,791) $ 18,780
Non-cash interest expense capitalized and added to the cost of qualified
assets 2,073 — 2,073

(1) As adjusted to reflect the adoption of new accounting guidance for share lending arrangements that were executed
in connection with the Company’s convertible debt offerings in fiscal 2007 (see Note 1).
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Note 3. BUSINESS COMBINATIONS
SunRay Malta Holdings Limited (“SunRay”)

On March 26, 2010, the Company completed its acquisition of SunRay, a European solar power plant developer
company organized under the laws of Malta, under which the Company agreed to purchase all the issued share capital
of SunRay. As a result of the completion of the acquisition, SunRay has become a wholly-owned subsidiary of the
Company and the results of SunRay have been included in the consolidated results of the Company since March 26,
2010. As part of the acquisition, the Company acquired SunRay’s project pipeline of solar photovoltaic projects
totaling more than 1,200 megawatts in Italy, France, Israel, Spain, the United Kingdom and Greece. The pipeline
consists of projects in various stages of development. SunRay’s power plant development and project finance team
consists of approximately 70 employees.

Purchase Price Consideration

Upon the completion of the acquisition, the shareholders of SunRay exchanged all of their share capital of SunRay in
exchange for their respective share of the purchase price paid by the Company and it became the sole owner of
SunRay. The total consideration for the acquisition was approximately $296.1 million, including approximately: (i)
$263.4 million in cash to SunRay’s class A shareholders, class B shareholders and class C shareholders; (ii) $18.7
million in cash to repay outstanding debt of SunRay; and (iii) $14.0 million in promissory notes issued by SunPower
North America, LLC, a wholly-owned subsidiary of the Company, and guaranteed by SunPower. A portion of the
purchase price allocated to SunRay’s class A shareholders, class B shareholders and certain non-management class C
shareholders (approximately $244.4 million in total) was paid by the Company in cash and the remaining portion of
the purchase price allocated to SunRay’s class C management shareholders was paid with a combination of
approximately $19.0 million in cash and approximately $14.0 million in promissory notes.

The $14.0 million in promissory notes issued to SunRay’s management shareholders have been structured to provide a
retention incentive. All of the promissory notes provide that if the management shareholder’s employment is

terminated after March 26, 2010 by the Company for “cause” or by the management shareholder without “good reason”,
the amounts then remaining under the promissory notes will be cancelled. In general, the risk of cancellation of most

of these notes will lapse as to one-half of the principal amount on the date that is either six or nine months after March
26, 2010, depending upon the note, and as to the other half on the date that is either twelve or eighteen months after
March 26, 2010. Since the vesting and payment of the promissory notes are contingent on future employment, the
promissory notes are considered deferred compensation and therefore are not included in the purchase price allocated

to the net assets acquired.

Approximately $32.3 million of the purchase price payable and promissory notes payable to certain principal
shareholders of SunRay will be held in escrow for up to two years following March 26, 2010, and be subject to
potential indemnification claims that may be made by the Company during that period. The Company has agreed to
fund approximately $28.7 million in cash and approximately $3.6 million in promissory notes issued by SunPower
North America, LLC to this escrow account for the benefit of SunRay’s class A and class B shareholders. The escrow
is generally tied to compliance with the representations and warranties made as part of the acquisition, therefore, the
$28.7 million in cash of the $263.4 million is considered a part of the purchase price allocated to the net assets
acquired. The funds in escrow, less any amounts relating to paid or pending claims, will be released two years
following March 26, 2010.

Preliminary Purchase Price Allocation
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The Company accounted for this acquisition using the acquisition method. The Company preliminarily allocated the
purchase price to the acquired assets and liabilities based on their estimated fair values at the acquisition date as
summarized in the following table. The allocation of the purchase price on March 26, 2010 was as follows:

(In thousands) Amount

Net tangible assets acquired $ 48,999
Project assets 98,784
Purchased technology 1,120
Goodwill 133,187
Total purchase consideration $ 282,090

The fair value of net tangible assets acquired on March 26, 2010 consisted of the following:

(In thousands) Amount
Cash and cash equivalents $ 9,391
Restricted cash and cash equivalents 46,917
Accounts receivable, net 5,891
Prepaid expenses and other assets 54,584
Assets held-for-sale 175,439
Property, plant and equipment, net 455
Total assets acquired 292,677
Accounts payable (16,479)
Other accrued expenses and liabilities (52,984)
Debt (see Note 12) (174,215)
Total liabilities assumed (243,678)
Net assets acquired $ 48,999
13
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The Company’s purchase price allocation was substantially complete as of April 4, 2010. However, the Company may
be subject to goodwill adjustments as additional information relating to the fair value of project assets and recognition
of prepaid expenses, other current assets, accounts payable and other accrued liabilities becomes available. Assets
held-for-sale represent project assets which are available for immediate sale and the sale of the assets is probable. All
intercompany receivables and payables related to SunRay at the acquisition date were eliminated in purchase
accounting effective March 26, 2010.

Management engaged a third-party valuation firm to assist in the determination of the fair value of SunRay. In the
Company’s determination of the fair value of the project assets and purchased technology acquired, it considered
among other factors, three generally accepted valuation approaches: the income approach, market approach and cost
approach. The Company selected the approaches that are most indicative of fair value of the assets acquired.

Project Assets

The project assets can be broken down into two distinct groups: (i) projects and EPC pipeline, which relate to the
development of power plants; and (ii) operation and maintenance (“O&M?”) pipeline, which relate to maintenance
contracts that are established after the developed plants are sold. The Company applied the income approach using the
Multi-Period Excess Earnings Method based on estimates and assumptions of future performance of these projects
assets provided by SunRay’s and our management to determine the fair value of the project assets.

Purchased Technology

The Company applied the cost approach to calculate the fair value of internally developed technologies related to the
project development business. The Company determined the fair value of the purchased technology based on
estimates and assumptions for the cost of reproducing or replacing the asset. The Company is amortizing the
purchased technology on a straight-line basis over estimated lives of 5 years.

Goodwill

Of the total estimated purchase price paid at the time of acquisition, approximately $133.2 million has been allocated
to goodwill within the Systems Segment. Goodwill represents the excess of the purchase price of an acquired business
over the fair value of the underlying net tangible and other intangible assets and is not deductible for tax purposes.
Among the factors that contributed to a purchase price in excess of the fair value of the net tangible and other
intangible assets was the acquisition of an assembled workforce, synergies in technologies, skill sets, operations,
customer base and organizational cultures that can be leveraged to enable the Company to build an enterprise greater
than the sum of its parts.

Acquisition Related Costs

Acquisition-related costs of $6.4 million recognized in the three months ended April 4, 2010 include transaction costs
such as legal, accounting, valuation and other professional services, which the Company has classified in “Selling,
general and administrative” expense in its Condensed Consolidated Statement of Operations.

Pro Forma Financial Information

The results of operations of SunRay from March 26, 2010 to April 4, 2010 did not have a significant impact to the
Company’s net income per share during the first quarter of fiscal 2010. Supplemental information on an unaudited pro

forma basis, as if the acquisition of SunRay was completed at the beginning of the three months ended April 4, 2010
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and March 29, 2009, is as follows:

(In thousands, except per share amounts) Three Months Ended
April 4, March 29,
2010 2009
Revenue $ 351,046 $ 211,643
Net loss (1,129) (12,177)
Basic and diluted net loss per share (0.01) (0.15)

The unaudited pro forma supplemental information is based on estimates and assumptions, which the Company
believes are reasonable. The unaudited pro forma supplemental information prepared by management is not
necessarily indicative of the consolidated financial position or results of operations in future periods or the results that
actually would have been realized had the Company and SunRay been a combined company during the specified
periods.

14
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Note 4. GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill

The following table presents the changes in the carrying amount of goodwill under the Company's reportable business
segments:

(In thousands) Systems  Components Total

As of January 3, 2010 $ 182382 $ 15,781 $ 198,163
Goodwill arising from business combination 133,187 — 133,187
Translation adjustment — (504) (504)
As of April 4, 2010 $ 315569 $ 15,277 '$ 330,846

The balance of goodwill within the Systems Segment increased $133.2 million in the first quarter of fiscal 2010 due to
the Company’s acquisition of SunRay which represents the excess of the purchase price over the fair value of the
underlying net tangible and other intangible assets of SunRay (see Note 3). The translation adjustment for the
revaluation of the Company’s subsidiaries’ goodwill into U.S. dollar equivalents decreased the balance of goodwill
within the Components Segment by $0.5 million during the first quarter of fiscal 2010.

Based on the impairment tests as of the third fiscal quarter ended September 27, 2009 for the fiscal year ended January
3, 2010, the Company determined there was no impairment. Goodwill of a reporting unit shall be tested for
impairment between annual tests if an event occurs or circumstances change that would more likely than not reduce
the fair value of a reporting unit below its carrying amount. Management evaluated all the facts and circumstances and
concluded that no impairment indicator exists as of April 4, 2010 that would require impairment testing of its
reporting units.

Intangible Assets

The following tables present details of the Company's acquired other intangible assets:

Accumulated
(In thousands) Gross Amortization Net
As of April 4, 2010
Patents and purchased technology $ 52,518 $ (44,693) $ 7,825
Purchased in-process research and development 1,000 — 1,000
Trade names 2,605 (2,315) 290
Customer relationships and other 28,574 (16,363) 12,211

$ 84,6097 $  (63371) $§ 21,326

As of January 3, 2010

Patents and purchased technology $ 51,398 $ (42,014) $ 9,384
Purchased in-process research and development 1,000 — 1,000
Trade names 2,623 (2,212) 411
Customer relationships and other 28,616 (14,437) 14,179

$ 83637 $ (58,663) $§ 24974
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In connection with the acquisition of SunRay during the first quarter of fiscal 2010, the Company recorded $1.1
million of other intangible assets. All of the Company’s acquired other intangible assets are subject to amortization.
Aggregate amortization expense for other intangible assets totaled $4.8 million and $4.1 million in the three months
ended April 4, 2010 and March 29, 20009, respectively. As of April 4, 2010, the estimated future amortization expense
related to other intangible assets is as follows (in thousands):

Year

2010 (remaining nine months)
2011

2012

2013

2014

Thereafter

Note 5. BALANCE SHEET COMPONENTS

(In thousands)

Accounts receivable, net:

Accounts receivable, gross

Less: allowance for doubtful accounts
Less: allowance for sales returns

Inventories:

Raw materials
Work-in-process
Finished goods

Amount
$ 10,829
5,562
4,335
330
225
45
$ 21,326

April 4, January 3,
2010 2010

$225,900 $ 253,039
2,842 ) (2,298)
(1,418) (1,908)

$ 221,640 § 248,833

$ 61,645 § 76423
33,463 20,777
157,073 105,101

$ 252,181 § 202,301

Costs and estimated earnings in excess of billings on contracts in progress and billings in excess of costs and

estimated earnings on contracts in progress consist of the following:

Costs and estimated earnings in excess of billings on contracts in progress
Billings in excess of costs and estimated earnings on contracts in progress

Contracts in progress at year end:
Costs incurred to date

Estimated earnings to date
Contract revenue earned to date

Less: Billings to date, including earned incentive rebates

Prepaid expenses and other current assets:
VAT receivables, current portion
Short-term deferred tax assets

$ 30309 $ 26,062
(28,584) (17,346)
$ 1,725 $ 8,716

$ 1,051,491 $ 1,473,464
309,940 314,892
1,361,431 1,788,356
(1,359,706)  (1,779,640)
$ 1,725 $ 8,716

$ 38728 § 27,054
5,920 5,920
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Foreign currency derivatives 30,024 5,000
Income tax receivable 41,102 3,171
Other receivables (1) 42,885 43,531
Other prepaid expenses 35,289 19,855

$ 193,948 $ 104,531

(1) Includes tolling agreements with suppliers in which the Company provides polysilicon required for silicon ingot
manufacturing and procures the manufactured silicon ingots from the suppliers (see Notes 10 and 11).

Other long-term assets:

Investments in joint ventures $ 42938 $ 39,820
Bond hedge derivative 70,842 —
Non-current tax receivable 32,178 —
Note receivable (2) 10,000 10,000
Investments in non-public companies 6,178 4,560
VAT receivables, net of current portion 6,941 7,357
Long-term debt issuance costs 11,601 6,942
Other 10,698 14,064

$ 191,376 § 82,743

(2) In June 2008, the Company loaned $10.0 million to a third party private company pursuant to a three-year notes
receivable that is convertible into equity at the Company’s option.
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April 4, January 3,

2010 2010
(In thousands)
Accrued liabilities:
VAT payables $ 10,197 $ 15219
Short-term deferred tax liability 459 459
Foreign currency derivatives 7,942 27,354
Interest rate swaps derivatives 7,394 —
Short-term warranty reserves 8,765 9,693
Employee compensation and employee benefits 22,609 18,161
Other 58,242 43,122

$ 115,608 $ 114,008

Other long-term liabilities:

Embedded conversion option and over-allotment option derivatives $ 72,068 $ —
Warrants derivatives 60,698 —
Long-term warranty reserves 40,659 36,782
Non-current tax liability 34,157 —
Uncertain tax positions 14,975 14,478
Other 20,452 18,785

$ 243,000 $§ 70,045

Accumulated other comprehensive income (loss):

Cumulative translation adjustment $ (3,693) $ (3,864)
Net unrealized income (loss) on derivatives and investments, net of tax provision of $3.0 9,543
million and $2.3 million as of April 4, 2010 and January 3, 2010, respectively (13,493 )

$ 5,850 $ (17,357)
Note 6. PROPERTY, PLANT AND EQUIPMENT, NET

April 4, January 3,

2010 2010
(In thousands)
Land and buildings $ 15,400 $ 17,409
Leasehold improvements 201,414 197,524
Manufacturing equipment (1) 549,530 547,968
Computer equipment 37,132 34,835
Solar power systems 8,973 8,708
Furniture and fixtures 4,795 4,540
Construction-in-process (2) 98,321 57,305
915,565 868,289
Less: accumulated depreciation (3) (211,016) (185,945)

$ 704,549 $ 682,344

(1)Certain manufacturing equipment associated with solar cell manufacturing lines located at one of the Company’s
facilities in the Philippines is collateralized in favor of a third party lender. The Company provided security for
advance payments received from a third party in fiscal 2008 totaling $40.0 million in the form of collateralized
manufacturing equipment with a net book value of $33.9 million and $35.8 million as of April 4, 2010 and January
3, 2010, respectively (see Note 9).
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(2)Non-cash interest expense of $0.5 million and $2.1 million was capitalized in the three months ended April 4, 2010
and March 29, 2009, respectively. Cash interest expense of $0.4 million was capitalized in each of the three months
ended April 4, 2010 and March 29, 20009.

(3) Total depreciation expense was $24.7 million and $18.4 million in the three months ended April 4, 2010 and
March 29, 2009, respectively.
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Note 7. INVESTMENTS

The Company’s investments are carried at fair value. Fair values are determined based on a hierarchy that prioritizes
the inputs to valuation techniques by assigning the highest priority to unadjusted quoted prices in active markets for
identical assets or liabilities ("Level 1") and the lowest priority to unobservable inputs ("Level 3"). Level 2
measurements are inputs that are observable for assets or liabilities, either directly or indirectly, other than quoted
prices included within Level 1.

Assets Measured at Fair Value on a Recurring Basis

The following tables present information about the Company’s investments in available-for-sale debt and equity
securities that are measured at fair value on a recurring basis and indicate the fair value hierarchy of the valuation
techniques utilized by the Company to determine such fair value. Information about the Company’s foreign currency
derivatives measured at fair value on a recurring basis is disclosed in Note 14. The Company does not have any
nonfinancial assets or liabilities that are recognized or disclosed at fair value on a recurring basis in its condensed
consolidated financial statements.

April 4, 2010

(In thousands) Level 1 Level 2 Level 3 Total

Assets

Money market funds $ 513911 $ —9$ 172 $ 514,083

Bank notes — 54,889 — 54,889
$ 513911 $ 54889 $ 172 $ 568,972

January 3, 2010

(In thousands) Level 1 Level 2 Level 3 Total

Assets

Money market funds $ 418,372 $ —9$ 172 $ 418,544

Bank notes — 101,085 — 101,085
$ 418,372 $ 101,085 $ 172 $ 519,629

There have been no transfers between Level 1, Level 2 and Level 3 measurements during the three months ended
April 4, 2010. Available-for-sale securities utilizing Level 2 inputs to determine fair value are comprised of
investments in bank notes totaling $54.9 million and $101.1 million as of April 4, 2010 and January 3, 2010,
respectively. Available-for-sale securities utilizing Level 3 inputs to determine fair value are comprised of investments
in money market funds totaling $0.2 million as of both April 4, 2010 and January 3, 2010.

Bank Notes

Investments in bank notes utilizing Level 2 inputs consist of short-term certificates of deposit and select interest
bearing bank accounts. Such investments are not traded on an open market and reside with the bank. Bank notes are
highly liquid with maturities of zero to ninety days. Due to the short-term maturities, the Company has determined
that the fair value of these investments should be at face value. Bank notes totaled $54.9 million and $101.1 million as
of April 4, 2010 and January 3, 2010 respectively.

Money Market Funds

Investments in money market funds utilizing Level 3 inputs consist of the Company’s investment in the Reserve
International Liquidity Fund which amounted to $0.2 million as of both April 4, 2010 and January 3, 2010. The net
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asset value per share for the Reserve International Liquidity Fund fell below $1.00 because the fund had an investment
in Lehman, which filed for bankruptcy on September 15, 2008. As a result of this event, the Reserve International
Liquidity Fund wrote down its investment in Lehman to zero and also announced that the fund would be closed and
distributed to holders. The Company has estimated its loss on the Reserve International Liquidity Fund to be
approximately $0.3 million based on information publicly disclosed by the Reserve International Liquidity Fund
relative to its holdings and remaining obligations. The Company recorded an impairment charge of $0.3 million in the
third quarter of fiscal 2008 in “Other, net” in its Condensed Consolidated Statements of Operations, thereby establishing
a new cost basis for the fund. The Company’s other money market fund instruments are classified within Level 1 of the
fair value hierarchy because they are valued using quoted prices for identical instruments in active markets.
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The following table summarizes unrealized gains and losses by major security type designated as available-for-sale:

April 4, 2010 January 3, 2010
Unrealized Unrealized
Gross Gross Fair Gross Gross Fair
(In thousands) Cost Gains Losses Value Cost Gains Losses Value
Money market funds  $514,083 $ —3 —$514,083 $418,544 $ —3 —$418,544
Bank notes 54,889 — — 54,889 101,085 — — 101,085
$568,972 $ —$ —$568,972 $519,629 $ —$ —$519,629

The classification of available-for-sale securities and cash deposits is as follows:

April 4, 2010 January 3, 2010
Available-For- Cash Available-For- Cash
(In thousands) Sale Deposits Total Sale Deposits Total
Cash and cash equivalents $ 362,526 $ 136,628 $ 499,154 $ 325906 $ 289,973 $ 615,879
Short-term restricted cash (1) 61,641 47,448 109,089 61,868 — 61,868
Short-term investments 172 — 172 172 — 172

Long-term restricted cash (1, 2) 144,633 123,570 268,203 131,683 117,107 248,790
Long-term investments — — — — — —-
$ 568,972 $ 307,646 $ 876,618 $ 519,629 $ 407,080 $ 926,709

(1)Includes cash collateralized bank standby letters of credit the Company provided to support advance payments
received from customers as well as cash obtained under loans acquired between SunRay and multiple banks
required for pre-construction costs in Greece and Italy.

(2)Includes cash obtained under the Company’s facility agreement with the Malaysian Government to finance the
construction of its third solar cell manufacturing facility (“FAB3”) in Malaysia and cash held in an escrow account in
support for advance payments.

The contractual maturities of available-for-sale securities are as follows:

April 4, January 3,
(In thousands) 2010 2010
Due in less than one year $ 568972 $ 519,629

Assets Measured at Fair Value on a Non-Recurring Basis

The Company holds minority investments comprised of common and preferred stock in certain non-public companies.
The Company monitors these minority investments for impairment, which are included in “Other long-term assets” in its
Condensed Consolidated Balance Sheets and records reductions in the carrying values when necessary. Circumstances
that indicate an other-than-temporary decline include valuation ascribed to the issuing company in subsequent

financing rounds, decreases in quoted market price and declines in operations of the issuer. As of April 4, 2010 and
January 3, 2010, the Company had $42.9 million and $39.8 million, respectively, in investments in joint ventures
accounted for under the equity method and $6.2 million and $4.6 million, respectively, in investments accounted for
under the cost method (see Note 11).

The following table provides a summary of changes in fair value of the Company’s investments in joint ventures and
other non-public companies during the three months ended April 4, 2010 and March 29, 2009, all of which utilize
Level 3 inputs under the fair value hierarchy:
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Common and Preferred

Stock
April 4, March 29,
(In thousands) 2010 2009
Balance at the beginning of the period $ 44380 $ 32,066
Additional investments 1,618 —
Equity in earnings of unconsolidated investees 3,118 1,245
Balance at the end of the period $ 49,116 $ 33311
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Note 8. ADVANCES TO SUPPLIERS

The Company has entered into agreements with various polysilicon, ingot, wafer and solar panel vendors that specify
future quantities and pricing of products to be supplied by the vendors for periods up to 11 years. Certain agreements
also provide for penalties or forfeiture of advanced deposits in the event the Company terminates the arrangements
(see Note 10). Under certain agreements, the Company is required to make prepayments to the vendors over the terms
of the arrangements. In the first quarter of fiscal 2010 and 2009, the Company paid advances totaling zero and $5.6
million, respectively, in accordance with the terms of existing supply agreements. As of April 4, 2010 and January 3,
2010, advances to suppliers totaled $187.4 million and $190.6 million, respectively, the current portion of which is
$26.7 million and $22.8 million, respectively. Two suppliers accounted for 76% and 10% of total advances to
suppliers as of April 4, 2010, and 76% and 15% as of January 3, 2010.

The Company’s future prepayment obligations related to these agreements as of April 4, 2010 are as follows (in
thousands):

Year Amount
2010 (remaining nine months) $ 198,581
2011 129,564
2012 72,694
$ 400,839

Note 9. CUSTOMER ADVANCES

In August 2007, the Company entered into an agreement with a third party to supply polysilicon. Under the
polysilicon agreement, the Company received advances of $40.0 million in each of fiscal 2008 and 2007 from this
third party. Beginning in the first quarter of fiscal 2010 and continuing through 2019, these advance payments are
applied as a credit against the third party’s polysilicon purchases from the Company. Such polysilicon is used by the
third party to manufacture ingots, and potentially wafers, which are sold to the Company under an ingot supply
agreement. As of April 4, 2010, the outstanding advance was $78.4 million of which $8.4 million had been classified
in short-term customer advances and $70.0 million in long-term customer advances in the accompanying Condensed
Consolidated Balance Sheet, based on projected product shipment dates. As of January 3, 2010, the outstanding
advance was $80.0 million of which $8.0 million and $72.0 million had been classified in short-term customer
advances and long-term customer advances, respectively. The Company provided security for the advances in the
form of collateralized manufacturing equipment with a net book value of $33.9 million and $35.8 million as of April
4,2010 and January 3, 2010, respectively. The Company also had $40.0 million of letters of credit issued by Wells
Fargo Bank, N.A. (“Wells Fargo”) under the uncollateralized letter of credit subfeature as of April 4, 2010 and January
3, 2010, respectively, and $4.5 million and $4.2 million held in an escrow account as of April 4, 2010 and January 3,
2010, respectively (see Notes 6 and 12).

The Company has also entered into other agreements with customers who have made advance payments for solar
power products. These advances will be applied as shipments of product occur. As of April 4, 2010 and January 3,

2010, such customers had made advances of $12.5 million and $12.1 million, respectively, in the aggregate.

The estimated utilization of advances from customers as of April 4, 2010 is as follows (in thousands):

Year Amount
2010 (remaining nine months) $ 15,489
2011 11,367
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2012 8,000
2013 8,000
2014 8,000
Thereafter 40,000

$ 90,856

Note 10. COMMITMENTS AND CONTINGENCIES
Operating Lease Commitments

On June 29, 2009, the Company signed a commercial project financing agreement with Wells Fargo to fund up to
$100 million of commercial-scale solar system projects through May 31, 2010. Pursuant to the financing agreement,
the Company designs and builds the systems, and upon completion of each system, sell the systems to Wells Fargo,
who in turn, leases back the systems to the Company. Separately, the Company enters into power purchase
agreements with end customers, who host the systems and buy the electricity directly from the Company.

In December 2009, the Company sold two solar system projects to Wells Fargo. Concurrent with the sale, the
Company entered into agreements to lease the systems back from Wells Fargo over minimum lease terms of 20 years.
Each system has a separate lease and was separately evaluated under lease accounting guidance. The leases call for an
initial term of 20 years, and at the end of the lease term, the Company has the option to purchase the system at fair
value, renew the lease, or remove the system. The Company classified the two systems as operating leases in
accordance with accounting guidance and considers the leases as normal leasebacks. The deferred profit on the sale of
the systems is being recognized over the minimum term of the leases as a reduction of rent expense.
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The Company leases its San Jose, California facility under a non-cancelable operating lease from Cypress
Semiconductor Corporation (“Cypress”), which expires in April 2011. In addition, the Company leases its Richmond,
California facility under a non-cancelable operating lease from an unaffiliated third party, which expires in September
2018. The Company also has various lease arrangements, including for its European headquarters located in Geneva,
Switzerland under a lease that expires in September 2012, as well as sales and support offices in Southern California,
New Jersey, Oregon, Australia, England, France, Germany, Greece, Israel, Italy, Malta, Spain and South Korea, all of
which are leased from unaffiliated third parties. In addition, the Company acquired a lease arrangement in London,
England, which is leased from an affiliated party to SunRay. Future minimum obligations under all non-cancelable
operating leases as of April 4, 2010 are as follows (in thousands):

Year Amount
2010 (remaining nine months) $ 7,173
2011 6,950
2012 5,761
2013 5,110
2014 4,423
Thereafter 20,261
$ 49,678

Purchase Commitments

The Company purchases raw materials for inventory, construction services and manufacturing equipment from a
variety of vendors. During the normal course of business, in order to manage manufacturing lead times and help

assure adequate supply, the Company enters into agreements with contract manufacturers and suppliers that either
allow them to procure goods and services based on specifications defined by the Company, or that establish
parameters defining the Company’s requirements. In certain instances, these agreements allow the Company the option
to cancel, reschedule or adjust the Company’s requirements based on its business needs prior to firm orders being
placed. Consequently, only a portion of the Company’s disclosed purchase commitments arising from these
agreements are firm, non-cancelable and unconditional commitments.

The Company also has agreements with several suppliers, including joint ventures, for the procurement of polysilicon,
ingots, wafers and solar panels which specify future quantities and pricing of products to be supplied by the vendors
for periods up to 11 years and provide for certain consequences, such as forfeiture of advanced deposits and liquidated
damages relating to previous purchases, in the event that the Company terminates the arrangements (see Note 8).

As of April 4, 2010, total obligations related to non-cancelable purchase orders totaled approximately $251.8 million
and long-term supply agreements totaled approximately $6,315.7 million. Future purchase obligations under
non-cancelable purchase orders and long-term supply agreements as of April 4, 2010 are as follows (in thousands):

Year Amount
2010(remaining nine months) $ 860,583
2011 721,370
2012 676,576
2013 669,304
2014 841,694
Thereafter 2,797,930
$ 6,567,457
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Total future purchase commitments of $6,567.5 million as of April 4, 2010 included tolling agreements with suppliers
in which the Company provides polysilicon required for silicon ingot manufacturing and procures the manufactured
silicon ingots from the supplier. Annual future purchase commitments in the table above are calculated using the gross
price paid by the Company for silicon ingots and are not reduced by the price paid by suppliers for polysilicon. Total
future purchase commitments as of April 4, 2010 would be reduced by $1,812.9 million to $4,754.6 million had the
Company’s obligations under such tolling agreements been disclosed using net cash outflows.

Product Warranties

The Company generally warrants or guarantees the performance of the solar panels that it manufactures at certain
levels of power output for 25 years. In addition, the Company passes through to customers long-term warranties from
the original equipment manufacturers (“OEMs”) of certain system components. Warranties of 25 years from solar panels
suppliers are standard in the solar industry, while inverters typically carry warranty periods ranging from 5 to 10
years. In addition, the Company generally warrants its workmanship on installed systems for a period of 2, 5 or 10
years. The Company maintains reserves to cover the expected costs that could result from these warranties. The
Company’s expected costs are generally in the form of product replacement or repair. Warranty reserves are based on
the Company’s best estimate of such costs and are recognized as a cost of revenue. The Company continuously
monitors product returns for warranty failures and maintains a reserve for the related warranty expenses based on
various factors including historical warranty claims, results of accelerated lab testing, field monitoring, vendor
reliability estimates, and data on industry averages for similar products. Historically, warranty costs have been within
management’s expectations.
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Provisions for warranty reserves charged to cost of revenue were $4.1 million and $3.7 million during the three
months ended April 4, 2010 and March 29, 2009, respectively. Activity within accrued warranty for the three months
ended April 4, 2010 and March 29, 2010 is summarized as follows (in thousands):

April 4, March 29,

(In thousands) 2010 2009
Balance at the beginning of the period $ 46475 $ 28,062
Accruals for warranties issued during the period 4,093 3,677
Settlements made during the period (1,144) (1,173)
Balance at the end of the period $ 49424 $ 30,566

System Put-Rights

EPC projects often require the Systems Segment to undertake customer obligations including: (i) system output
performance guarantees; (ii) system maintenance; (iii) penalty payments or customer termination rights if the system
the Company is constructing is not commissioned within specified timeframes or other construction milestones are not
achieved; (iv) guarantees of certain minimum residual value of the system at specified future dates; and (v) system
put-rights whereby the Company could be required to buy-back a customer’s system at fair value on specified future
dates if certain minimum performance thresholds are not met. To date, no such repurchase obligations have been
required.

Tax Sharing Agreement

The Company entered into a tax sharing agreement with Cypress providing for each of the party’s obligations
concerning various tax liabilities while it was a wholly-owned subsidiary of Cypress. To the extent that the Company
becomes entitled to utilize the Company’s separate tax returns portions of any tax credit or loss carryforwards existing
as of such date, the Company will distribute to Cypress the tax effect, estimated to be 40% for federal and state
income tax purposes, of the amount of such tax loss carryforwards so utilized, and the amount of any credit
carryforwards so utilized. The Company will distribute these amounts to Cypress in cash or in the Company’s shares,
at Cypress’s option. As of January 3, 2010, the Company had approximately $27.6 million of California net operating
loss carryforwards, $2.6 million of federal credit carryforwards and $1.4 million of California credit carryforwards,
meaning that such potential future payments to Cypress, which would be made over a period of several years, would
therefore aggregate approximately $2.2 million. These amounts do not reflect potential adjustments for the effect of
the restatement of the Company’s consolidated financial statements in fiscal 2009 and 2008. In fiscal 2009, the
Company paid $16.5 million in cash to Cypress, of which $15.1 million represents the federal component and $1.4
million represents the state component.

The Internal Revenue Service (“IRS”) is currently conducting audits of Cypress's federal income tax returns for fiscal
2006, 2007 and 2008. As of April 4, 2010, no adjustments to the tax liabilities have been proposed by the IRS.
However, the IRS has not completed their examination and there can be no assurance that there will be no material
adjustments upon completion of their review. Additionally, while years prior to fiscal 2006 for Cypress's U.S.
corporate tax return are not open for assessment, the IRS can adjust net operating loss and research and development
carryovers that were generated in prior years and carried forward to fiscal 2006 and subsequent years. If the IRS
sustains tax assessments against Cypress for years in which SunPower was included in Cypress's consolidated federal
tax return, SunPower may be obligated to indemnify Cypress pursuant to the terms of the tax sharing agreement.

Uncertain Tax Positions
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Total liabilities associated with uncertain tax positions were $15.0 million and $14.5 million as of April 4, 2010 and
January 3, 2010, respectively, and are included in "Other long-term liabilities" in the Company’s Condensed
Consolidated Balance Sheets as they are not expected to be paid within the next twelve months. Due to the complexity
and uncertainty associated with its tax positions, the Company cannot make a reasonably reliable estimate of the
period in which cash settlement will be made for its liabilities associated with uncertain tax positions in other
long-term liabilities (see Note 15).

Indemnifications

The Company is a party to a variety of agreements pursuant to which it may be obligated to indemnify the other party
with respect to certain matters. Typically, these obligations arise in connection with contracts and license agreements
or the sale of assets, under which the Company customarily agrees to hold the other party harmless against losses
arising from a breach of warranties, representations and covenants related to such matters as title to assets sold,
negligent acts, damage to property, validity of certain intellectual property rights, non-infringement of third party
rights and certain tax related matters. In each of these circumstances, payment by the Company is typically subject to
the other party making a claim to the Company pursuant to the procedures specified in the particular contract. These
procedures usually allow the Company to challenge the other party’s claims or, in case of breach of intellectual
property representations or covenants, to control the defense or settlement of any third party claims brought against
the other party. Further, the Company’s obligations under these agreements may be limited in terms of activity
(typically to replace or correct the products or terminate the agreement with a refund to the other party), duration
and/or amounts. In some instances, the Company may have recourse against third parties and/or insurance covering
certain payments made by the Company.
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For up to two years (or possibly longer) after the date of Cypress’s distribution of the Company’s class B common stock
on September 29, 2008, the Company cannot issue 85.8 million or more shares of its class A common stock or
participate in one or more transactions (excluding the distribution itself) in which 42 million or more shares of its
then-existing class A common stock were acquired, if any such transaction(s) are in connection with a plan or series of
related transactions that includes the distribution. If the Company were to participate in such a transaction, and thereby
triggered tax to Cypress on the distribution, then assuming that Cypress distributed 42 million shares, Cypress’s top
marginal income tax rate was 40% for federal and state income tax purposes, the fair market value of the class B
common stock was $19.00 per share, and Cypress’s tax basis in such stock was $5.00 per share on the date of the
distribution, the Company’s liability under its indemnification obligation to Cypress would be approximately $235.2
million.

Legal Matters
Audit Committee Investigation and Related Litigation

In November 2009, the Audit Committee of the Company’s Board of Directors initiated an independent investigation,
which was recently completed, regarding certain accounting entries. See Note 2 for information regarding the Audit
Committee’s investigation and the restatement adjustments.

Three securities class action lawsuits were filed against the Company and certain of its current and former officers in
the United States District Court for the Northern District of California on behalf of a class consisting of those who
acquired the Company's securities from April 17, 2008, through November 16, 2009. The cases are captioned Plichta
v. SunPower Corp. et al., Case No. CV-09-5473-RS (N.D. Cal.) (filed November 18, 2009); Cao v. SunPower Corp. et
al., Case No. CV-09-5488-RS (N.D. Cal.) (filed November 18, 2009); and Parrish v. SunPower Corp. et al., Case No.
C-09-05520-RS (N.D. Cal.) (filed November 20, 2009). The Cao lawsuit also includes the Company’s independent
registered public accounting firm, PricewaterhouseCoopers LLP, as a defendant. The actions arise from the Audit
Committee’s investigation announcement on November 16, 2009. The complaints allege that the defendants made
material misstatements and omissions concerning the Company’s financial results for 2008 and 2009, seek an
unspecified amount of damages, and allege violations of Sections 10(b) and 20(a) of the Securities Exchange Act of
1934. The cases were consolidated as Plichta v. SunPower Corp. et al., Case No. CV-09-5473-RS (N.D. Cal.), and
lead plaintiff and lead counsel were appointed, on March 5, 2010. Lead plaintiff is scheduled to file a consolidated
complaint on or before May 28, 2010. The Company believes it has meritorious defenses to these allegations and will
vigorously defend itself in these matters. The Company is currently unable to determine if the resolution of these
matters will have an adverse effect on the Company’s financial position, liquidity or results of operations.

Derivative actions purporting to be brought on the Company’s behalf have also been filed in state and federal courts
against several of the Company’s current and former officers and directors based on the same events alleged in the
securities class action lawsuits described above. The California state derivative complaints, captioned Bonna v.
Werner et al., Case No. 1-09-CV-158522 (Santa Clara Sup. Ct.) (filed December 1, 2009), Sutherland v. Werner et al.,
Case No. 1-09-CV-159022 (Santa Clara Sup. Ct.) (filed December 9, 2009), and Barker v. Rodgers et al., Case No.
1-10-CV-161238 (Santa Clara Sup. Ct.) (filed January 11, 2010), assert state-law claims for breach of fiduciary duty,
abuse of control, unjust enrichment, gross mismanagement, and waste of corporate assets. The cases were
consolidated as In re SunPower Corp. S’holder Derivative Litig., Lead Case No. 1-09-CV-158522 (Santa Clara Sup.
Ct.), and co-lead counsel for plaintiffs have been appointed. Plaintiffs are scheduled to file a consolidated complaint
on or before June 28, 2010. The federal derivative complaints, captioned Logan v. Werner et al., Case No.
C-09-05731-RS (N.D. Cal.) (filed December 4, 2009) and Clarke v. Werner et al., Case No. CV-09-5925-RS (N.D.
Cal.) (filed December 17, 2009), assert state-law claims for breach of fiduciary duty, waste of corporate assets, and
unjust enrichment. The complaints seek an unspecified amount of damages. The cases were consolidated as In re
SunPower Corp. S’holder Derivative Litig., Master File No. CV-09-05731-RS (N.D. Cal.), and lead plaintiffs and

43



Edgar Filing: SUNPOWER CORP - Form 10-Q

co-lead counsel were appointed, on January 4, 2010. Lead plaintiffs are scheduled to file a consolidated complaint on
or before June 28, 2010. The Company intends to oppose the derivative plaintiffs’ efforts to pursue this litigation on
the Company’s behalf. The Company is currently unable to determine if the resolution of these matters will have an
adverse effect on the Company’s financial position, liquidity or results of operations.

The Company is also a party to various other litigation matters and claims that arise from time to time in the ordinary
course of its business. While the Company believes that the ultimate outcome of such matters will not have a material
adverse effect on the Company, their outcomes are not determinable and negative outcomes may adversely affect the

Company’s financial position, liquidity or results of operations.
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Note 11. VARIABLE INTEREST ENTITIES

As discussed in Note 1, effective the first fiscal quarter of fiscal 2010, the Company adopted new accounting guidance
that changes the method used to determine the primary beneficiary of a VIE. This new guidance requires:

. determination of a VIE’s primary beneficiary using a qualitative approach based on:
(1) the power to direct the activities that most significantly impact the economic performance of the VIE; and
(ii) the obligation to absorb losses or right to receive benefits of the VIE that could be significant to the VIE;
o ongoing evaluation of a VIE’s primary beneficiary; and
. disclosures about the Company’s involvement with a VIE.

The Company has determined that it holds or could potentially hold a significant variable interest in three joint
ventures.

To ascertain if the Company is required to consolidate these entities, the Company determined whether it is the
primary beneficiary in accordance with the new accounting guidance. Factors the Company considered in determining
whether it is the VIE’s primary beneficiary include the decision making authority of each partner, which partner
manages the day-to-day operations of the joint venture and the amount of the Company’s equity in relation to that of its
partners. As further discussed below, the Company concluded that it was not the primary beneficiary of any of the
VIE’s and therefore no consolidation of the VIE’s were required.

Joint Venture with Woongjin Energy Co., Ltd (“Woongjin Energy”)

The Company and Woongjin Holdings Co., Ltd. (“Woongjin”) formed Woongjin Energy in fiscal 2006, a joint venture
to manufacture monocrystalline silicon ingots in Korea. The Company and Woongjin have funded the joint venture
through capital investments. In addition, Woongjin Energy obtained a $33.0 million loan originally guaranteed by
Woongjin. Until Woongjin Energy engages in an initial public offering (“IPO”), it is required to refrain from declaring
or making any distributions, including dividends, unless its debt-to-equity ratio immediately following such
distribution would not be greater than 200%. The Company supplies polysilicon, services and technical support
required for silicon ingot manufacturing to the joint venture. Once manufactured, the Company purchases the silicon
ingots from the joint venture under a nine-year agreement through 2016. As of April 4, 2010 and January 3, 2010,
$12.5 million and $19.3 million, respectively, remained due and receivable from Woongjin Energy related to the
polysilicon the Company supplied to the joint venture for silicon ingot manufacturing. For the three months ended
April 4, 2010 and March 29, 2009, the Company paid $47.0 million and $32.3 million, respectively, to Woongjin
Energy for manufacturing silicon ingots. As of April 4, 2010 and January 3, 2010, $31.6 million and $29.2 million,
respectively, remained due and payable to Woongjin Energy.

As of April 4, 2010 and January 3, 2010, the Company had a $36.9 million and $33.8 million, respectively,
investment in the joint venture in its Condensed Consolidated Balance Sheets which represented a 42.1% equity
investment. The Company accounts for its investment in Woongjin Energy using the equity method of accounting in
which the investment is classified as “Other long-term assets” in the Condensed Consolidated Balance Sheets and the
Company’s share of Woongjin Energy’s income totaling $3.1 million and $1.3 million for the three months ended April
4, 2010 and March 29, 2009, respectively, is included in “Equity in earnings of unconsolidated investees” in the
Condensed Consolidated Statements of Operations. The amount of equity in earnings increased in the first quarter of
fiscal 2010 as compared to the same period in 2009 due to increases in production since Woongjin Energy began
manufacturing in the third quarter of fiscal 2007. There is no obligation or expectation for the Company to provide
additional funding to Woongjin Energy. The Company’s maximum exposure to loss as a result of its involvement with
Woongjin Energy is limited to the carrying value of its investment.
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Summarized financial information adjusted to conform to U.S. GAAP for Woongjin Energy, as it qualifies as a
“significant investee” of the Company as defined in SEC Regulation S-X Rule 10-01(b)(1) for the three months ended
April 4, 2010 and March 29, 20009 is as follows:

Statement of Operations

Three Three
Months Months
Ended Ended
April 4, March 29,
(In thousands) 2010 2009
Revenues $ 27591 $ 23475
Cost of sales 13,468 8,355
Gross profit 14,123 15,120
Operating income 13,070 14,116
Net income 11,851 8,628
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The Company regularly evaluates the qualitative and quantitative attributes of its relationship with Woongjin Energy
to determine whether the Company is the primary beneficiary of the joint venture and needs to consolidate Woongjin
Energy’s results into the Company’s financial statements. The Company has concluded that it is not the primary
beneficiary of the joint venture since, although the Company and Woongjin are both obligated to absorb losses or have
the right to receive benefits from Woongjin Energy that are significant to Woongjin Energy, such variable interests
held by the Company do not empower it to direct the activities that most significantly impact Woongjin Energy’s
economic performance. In reaching this determination, the Company considered the significant control exercised by
Woongjin over the venture's Board of Directors, management and daily operations exercised, Woongjin’s guarantee of
the venture's debt, as well as the relative strategic importance of the venture to both parties.

Joint Venture with First Philec Solar Corporation (‘“First Philec Solar™)

The Company and First Philippine Electric Corporation (‘“First Philec”) formed First Philec Solar in fiscal 2007, a joint
venture to provide wafer slicing services of silicon ingots to the Company. The Company and First Philec have funded
the joint venture through capital investments. The Company supplies to the joint venture silicon ingots and technology
required for slicing silicon. Once manufactured, the Company purchases the completed silicon wafers from the joint
venture under a five-year wafering supply and sales agreement through 2013. As of April 4, 2010 and January 3,

2010, $1.5 million and $1.3 million, respectively, remained due and receivable from First Philec Solar related to the
silicon ingots the Company supplied to the joint venture for wafer slicing. In the three months ended April 4, 2010 and
March 29, 2009, the Company paid $15.5 million and $6.8 million, respectively, to First Philec Solar for wafer slicing
services of silicon ingots. As of April 4, 2010 and January 3, 2010, $6.5 million and $3.1 million, respectively,
remained due and payable to First Philec Solar related to the purchase of silicon wafers.

As of both April 4, 2010 and January 3, 2010, the Company had a $6.0 million investment in the joint venture in its
Condensed Consolidated Balance Sheets which represented a 20% equity investment. The Company accounts for this
investment using the equity method of accounting since the Company is able to exercise significant influence over
First Philec Solar due to its board positions. The Company’s investment is classified as “Other long-term assets” in the
Condensed Consolidated Balance Sheets and the Company’s share of First Philec Solar’s income of approximately zero
and losses of $0.1 million during the three months ended April 4, 2010 and March 29, 2009, respectively, is included
in “Equity in earnings of unconsolidated investees” in the Condensed Consolidated Statements of Operations. The
amount of equity in earnings increased in the first quarter of fiscal 2010 as compared to the same period in 2009 due
to increases in production since First Philec Solar became operational in the second quarter of fiscal 2008. There is no
obligation or expectation for the Company to provide additional funding to First Philec Solar. The Company’s
maximum exposure to loss as a result of its involvement with First Philec Solar is limited to the carrying value of its
investment.

The Company regularly evaluates the qualitative and quantitative attributes of its relationship with First Philec Solar
to determine whether the Company is the primary beneficiary of the joint venture and needs to consolidate First Philec
Solar’s results into the Company’s financial statements. The Company has concluded that it is not the primary
beneficiary of the joint venture since, although the Company and First Philec are both obligated to absorb losses or
have the right to receive benefits from First Philec Solar that are significant to First Philec Solar, such variable
interests held by the Company do not empower it to direct the activities that most significantly impact First Philec
Solar’s economic performance. In reaching this determination, the Company considered the significant control
exercised by First Philec over the venture's Board of Directors, management and daily operations exercised, as well as
the relative strategic importance of the venture to both parties.

Equity Option Agreement with NorSun
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In January 2008, the Company entered into an Option Agreement with NorSun, a manufacturer of silicon ingots and
wafers, pursuant to which the Company will deliver cash advance payments to NorSun for the purchase of polysilicon
under a long-term polysilicon supply agreement. The Company paid a cash advance totaling $16.0 million to an
escrow account as security for NorSun’s right to future advance payments and there is no obligation for the Company
to provide additional advance payments exceeding $16.0 million. The $16.0 million cash advance was outstanding in
the escrow account as of both April 4, 2010 and January 3, 2010. In addition, the Company paid a cash advance of
$5.0 million to NorSun during the fourth quarter of fiscal 2009. Under the terms of the Option Agreement, the
Company may exercise a call option and apply the advance payments to purchase half, subject to certain adjustments,
of NorSun’s 50% equity interest in a joint venture being constructed to manufacture polysilicon in Saudi Arabia. The
Company may exercise its option at any time until six months following the commercial operation of the Saudi
Arabian polysilicon manufacturing facility. The Option Agreement also provides NorSun an option to put half, subject
to certain adjustments, of its 50% equity interest in the joint venture to the Company. NorSun’s option is exercisable
through six months following commercial operation of the polysilicon manufacturing facility. The Company
accounted for the put and call options as one instrument, which were measured at fair value at each reporting period.
The changes in the fair value of the combined option are recorded in “Other, net” in the Condensed Consolidated
Statements of Operations. The fair value of the combined option at April 4, 2010 and January 3, 2010 was not
material.

The Company regularly evaluates the qualitative and quantitative attributes of its relationship with the joint venture to
determine whether the Company is the primary beneficiary of the joint venture and needs to consolidate the joint
venture’s results into the Company’s financial statements. The Company has concluded that it is not the primary
beneficiary of the joint venture since, although the Company and NorSun are both obligated to absorb losses or have
the right to receive benefits from the joint venture that are significant to the venture, such variable interests held by the
Company do not empower it to direct the activities that most significantly impacts the joint venture’s economic
performance. In reaching this determination, the Company considered the significant control exercised by NorSun and
other private equity and principal investment firms over the venture's Board of Directors, management and daily
operations exercised, as well as the relative strategic importance of the venture to all parties.
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Note 12. DEBT AND CREDIT SOURCES

The following table summarizes the Company’s outstanding debt as of April 4, 2010 and their related maturity dates:

(In thousands)
Convertible debt:
4.50% debentures
4.75% debentures
1.25% debentures
0.75% debentures
Debt facility
agreement
Cassiopea project
loan

Piraeus Bank loan
Term loan

26

2010
(remaining
nine
Face Value months)
$ 220,000 $ —3$
230,000 —
198,608 —
143,883 143,883
230,054 —
142,693 244
36,145 36,145
30,000 11,250
$1,231383 $ 191,522 $

2011

3,672

15,000
18,672 $

Payment Due by Period
2012 2013
—$ —$
198,608 —
3,980 18,861
3,750 —
206,338 $§ 18,861 §

2014

—$
230,000

5,341

235,341 $

Beyond
2014

220,000

230,054

110,595

560,649
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Convertible Debt

The following table summarizes the Company’s outstanding convertible debt:

April 4, 2010 January 3, 2010
Carrying Fair Value Carrying Fair Value
(In thousands) Value Face Value (D) Value Face Value (1)
4.50% debentures $ 148,330 $ 220,000 $ 222,875 $ —$ —$ —
4.75% debentures 230,000 230,000 225,400 230,000 230,000 270,250
1.25% debentures 171,848 198,608 180,237 168,606 198,608 172,789
0.75% debentures 140,484 143,883 142,984 137,968 143,883 139,746

$ 690,662 $ 792,491 $ 771,496 $ 536,574 $ 572,491 $ 582,785

(1) The fair value of the convertible debt was determined based on quoted market prices as reported by an
independent pricing source.

4.50% Debentures

On April 1, 2010, the Company issued $220.0 million in principal amount of its 4.50% senior cash convertible
debentures (“4.50% debentures”) and received net proceeds of $214.9 million, before payment of the cost of the bond
hedge and warrant transactions described below. Interest on the 4.50% debentures is payable on March 15 and
September 15 of each year, which will commence September 15, 2010. The 4.50% debentures mature on March 15,
2015. The 4.50% debentures are convertible only into cash, and not into shares of the Company’s class A common
stock (or any other securities). Prior to December 15, 2014, the 4.50% debentures are convertible only upon specified
events and, thereafter, they will be convertible at any time, based on an initial conversion price of $22.53 per share of
the Company’s class A common stock. The conversion price will be subject to adjustment in certain events, such as
distributions of dividends or stock splits. Upon conversion, the Company will deliver an amount of cash calculated by
reference to the price of its class A common stock over the applicable observation period. The 4.50% debentures will
not be convertible, in accordance with the provisions of the debenture agreement, until the first quarter of fiscal 2011.
The Company may not redeem the 4.50% debentures prior to maturity. Holders may also require the Company to
repurchase all or a portion of their 4.50% debentures upon a fundamental change, as defined in the debenture
agreement, at a cash repurchase price equal to 100% of the principal amount plus accrued and unpaid interest. In the
event of certain events of default, such as the Company’s failure to make certain payments or perform or observe
certain obligations there under, Wells Fargo, the trustee, or holders of a specified amount of then-outstanding 4.50%
debentures will have the right to declare all amounts then outstanding due and payable. On April 5, 2010, the initial
purchasers of the 4.50% debentures exercised the $30.0 million over-allotment option in full and the Company
received net proceeds of $29.4 million. As a result of the over-allotment option exercise the Company will record
additional derivative transactions in the second quarter of fiscal 2010, similar to the instruments described.

The 4.50% debentures are senior, unsecured obligations of the Company, ranking equally with all existing and future
senior unsecured indebtedness of the Company. The 4.50% debentures are effectively subordinated to the Company’s
secured indebtedness to the extent of the value of the related collateral and structurally subordinated to indebtedness
and other liabilities of the Company’s subsidiaries. The 4.50% debentures do not contain any sinking fund
requirements.

The embedded cash conversion option within the 4.50% debentures and the over-allotment option related to the 4.50%
debentures are derivative instruments that are required to be separated from the 4.50% debentures and accounted for
separately as derivative instruments (derivative liabilities) with changes in fair value reported in the Company’s
Condensed Consolidated Statements of Operations until such transactions settle or expire. The initial fair value
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liabilities of the embedded cash conversion option and over-allotment option of $71.3 million and $0.5 million,
respectively, are classified within “ Other long-term liabilities” and simultaneously reduced the carrying value of
“Convertible debt, net of current portion” (effectively an original issuance discount on the 4.50% debentures of $71.8
million) in the Company’s Condensed Consolidated Balance Sheet. A $0.3 million non-cash charge was recorded in
“Other, net” in the Company’s Condensed Consolidated Statement of Operations related to the change in fair value of
these two derivative instruments as of April 4, 2010.

The embedded cash conversion option and the over-allotment option derivative instruments are fair valued utilizing
Level 2 inputs consisting of the exercise price of the instruments, the Company’s class A common stock price, the risk
free interest rate, the contractual term and the Company’s class A common stock volatility. Such derivative instruments
are not traded on an open market with the banks as the counterparties to the instruments.

The Company recognized $0.1 million in non-cash interest expense during the first quarter of fiscal 2010 related to the
amortization of the debt discount on the 4.50% debentures. The principal amount of the outstanding 4.50%
debentures, the unamortized discount and the net carrying value as of April 4, 2010 was $220.0 million, $71.7 million
and $148.3 million, respectively. As of April 4, 2010, the remaining weighted average period over which the
unamortized debt discount associated with the 4.50% debentures will be recognized is as follows (in thousands):

Debt Discount

2010 (remaining nine months) $ 8,706
2011 11,970
2012 13,663
2013 15,595
2014 17,800
Thereafter 3,936

$ 71,670
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Call Spread Overlay with Respect to 4.50% Debentures (“CS02015”)

Concurrent with the issuance of the 4.50% debentures, the Company entered into privately negotiated convertible
debenture hedge transactions (collectively, the "Bond Hedge") and warrant transactions (collectively, the "Warrants"
and together with the Bond Hedge, the “CS02015”), with certain of the initial purchasers of the 4.50% cash convertible
debentures or their affiliates. The CSO2015 is meant to reduce the Company's exposure to potential cash payments
upon conversion of the 4.50% debentures. The net cost of the CSO2015 was approximately $12.1 million.

Under the terms of the Bond Hedge, the Company bought from affiliates of certain of the initial purchasers options to
acquire, at an exercise price of $22.53 per share, subject to anti-dilution adjustments, cash in an amount equal to the
market value of up to approximately 9.8 million shares of the Company’s class A common stock. Each Bond Hedge is
a separate transaction, entered into by the Company with each option counterparty, and is not part of the terms of the
4.50% debentures. The Company paid aggregate consideration of $66.2 million for the Bond Hedge on March 25,
2010.

Under the terms of the Warrants, the Company sold to affiliates of certain of the initial purchasers of the 4.50% cash
convertible debentures warrants to acquire, at an exercise price of $27.03 per share, subject to anti-dilution
adjustments, cash in an amount equal to the market value of up to approximately 9.8 million shares of the Company’s
class A common stock. Each Warrant Transaction is a separate transaction, entered into by the Company with each
option counterparty, and is not part of the terms of the 4.50% debentures. The Warrants were sold for aggregate cash
consideration of approximately $54.1 million on March 25, 2010.

The CSO2015, which are indexed to the Company’s class A common stock, are derivative instruments that require
mark-to-market accounting treatment due to their cash settlement features until such transactions settle or expire. The
initial fair value of the Bond Hedge of $66.2 million is classified as “Other long-term assets” and the initial fair value of
the Warrants of $54.1 million is classified as “Other long-term liabilities” in the Company’s Condensed Consolidated
Balance Sheets. As of April 4, 2010, the fair value of the Bond Hedge is $70.8 million, an increase of $4.6 million,

and the fair value of the Warrants is $60.7 million, an increase of $6.6 million, resulting in a $2.0 million
mark-to-market non-cash net loss in “Other, net” in the Company’s Condensed Consolidated Statements of Operations
during the first quarter of fiscal 2010.

The Bond Hedge and Warrants derivative instruments are fair valued utilizing Level 2 inputs consisting of the

exercise price of the instruments, the Company’s class A stock price, the risk free interest rate, the contractual term and
the Company’s class A common stock volatility. Such derivative instruments are not traded on an open market with the
banks as the counterparties to the instruments. Valuation techniques utilize the inputs described above in addition to
liquidity and institutional credit risk inputs.

The Bond Hedge and Warrants described above represent a call spread overlay with respect to the 4.50% debentures.
Assuming full performance by the counterparties, the transactions effectively reduce the Company’s potential payout
over the principal amount on the 4.50% debentures upon conversion of the 4.50% debentures into cash.

4.75% Debentures

In May 2009, the Company issued $230.0 million in principal amount of its 4.75% senior convertible debentures
(4.75% debentures”) and received net proceeds of $225.0 million, before payment of the net cost of the call spread
overlay described below. Interest on the 4.75% debentures is payable on April 15 and October 15 of each year, which
commenced October 15, 2009. Holders of the 4.75% debentures are able to exercise their right to convert the
debentures at any time into shares of the Company’s class A common stock at a conversion price equal to $26.40 per
share. The applicable conversion rate may adjust in certain circumstances, including upon a fundamental change, as
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defined in the indenture governing the 4.75% debentures. If not earlier converted, the 4.75% debentures mature on
April 15, 2014. Holders may also require the Company to repurchase all or a portion of their 4.75% debentures upon a
fundamental change at a cash repurchase price equal to 100% of the principal amount plus accrued and unpaid

interest. In the event of certain events of default, such as the Company’s failure to make certain payments or perform or
observe certain obligations there under, Wells Fargo, the trustee, or holders of a specified amount of then-outstanding
4.75% debentures will have the right to declare all amounts then outstanding due and payable.

The 4.75% debentures are senior, unsecured obligations of the Company, ranking equally with all existing and future
senior unsecured indebtedness of the Company. The 4.75% debentures are effectively subordinated to the Company’s
secured indebtedness to the extent of the value of the related collateral and structurally subordinated to indebtedness
and other liabilities of the Company’s subsidiaries.
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Call Spread Overlay with Respect to 4.75% Debentures (“CS02014”)

Concurrent with the issuance of the 4.75% debentures, the Company entered into certain convertible debenture hedge
transactions (the “Purchased Options”) with affiliates of certain of the underwriters of the 4.75% debentures. The
Purchased Options allow the Company to purchase up to approximately 8.7 million shares of the Company’s class A
common stock and are intended to reduce the potential dilution upon conversion of the 4.75% debentures in the event
that the market price per share of the Company’s class A common stock at the time of exercise is greater than the
conversion price of the 4.75% debentures. The Purchased Options will be settled on a net share basis. Each
convertible debenture hedge transaction is a separate transaction, entered into by the Company with each option
counterparty, and is not part of the terms of the 4.75% debentures. The Company paid aggregate consideration of
$97.3 million for the Purchased Options on May 4, 2009. The exercise price of the Purchased Options is $26.40 per
share of the Company’s class A common stock, subject to adjustment for customary anti-dilution and other events.

The Purchased Options, which are indexed to the Company’s class A common stock, were deemed to be
mark-to-market derivatives during the period in which the over-allotment option in favor of the 4.75% debenture
underwriters was unexercised. The Company entered into the debenture underwriting agreement on April 28, 2009
and the 4.75% debenture underwriters exercised the over-allotment option in full on April 29, 2009. During the
one-day period that the underwriters’ over-allotment option was outstanding, the Company’s class A common stock
price increased substantially, resulting in a non-cash non-taxable gain on Purchased Options of $21.2 million during
the second quarter of fiscal 2009 in its Condensed Consolidated Statements of Operations.

The Company also entered into certain warrant transactions whereby the Company agreed to sell to affiliates of
certain of the 4.75% debenture underwriters Warrants to acquire up to approximately 8.7 million shares of the
Company’s class A common stock. The Warrants expire in 2014. If the market price per share of the Company’s class
A common stock exceeds the exercise price of the Warrants, the Warrants will have a dilutive effect on the Company’s
earnings per share. Each warrant transaction is a separate transaction, entered into by the Company with each option
counterparty, and is not part of the terms of the 4.75% debentures. Holders of the 4.75% debentures do not have any
rights with respect to the Warrants. The Warrants were sold for aggregate cash consideration of approximately $71.0
million on May 4, 2009. The exercise price of the Warrants is $38.50 per share of the Company’s class A common
stock, subject to adjustment for customary anti-dilution and other events.

Other than the initial period before the exercise of the 4.75% debenture underwriters’ over-allotment option, as
described above, the CSO2014 are not subject to mark-to-market accounting treatment since they may only be settled
by issuance of the Company’s class A common stock. The Purchased Options and sale of Warrants described above
represent a call spread overlay with respect to the 4.75% debentures. Assuming full performance by the
counterparties, the transactions effectively increase the conversion price of the 4.75% debentures from $26.40 to
$38.50. The Company’s net cost of the Purchased Options and sale of Warrants for the CSO2014 was $26.3 million.

1.25% Debentures and 0.75% Debentures

In February 2007, the Company issued $200.0 million in principal amount of its 1.25% senior convertible debentures
and received net proceeds of $194.0 million. Interest on the 1.25% debentures is payable on February 15 and August
15 of each year, which commenced August 15, 2007. The 1.25% debentures mature on February 15, 2027. Holders
may require the Company to repurchase all or a portion of their 1.25% debentures on each of February 15, 2012,
February 15, 2017 and February 15, 2022, or if the Company experiences certain types of corporate transactions
constituting a fundamental change, as defined in the indenture governing the 1.25% debentures. In addition, the
Company may redeem some or all of the 1.25% debentures on or after February 15, 2012. The 1.25% debentures are
convertible, subject to certain conditions, into cash up to the lesser of the principal amount or the conversion value. If
the conversion value is greater than $1,000, then the excess conversion value will be convertible into the Company’s
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class A common stock. The initial effective conversion price of the 1.25% debentures is approximately $56.75 per
share and is subject to customary adjustments in certain circumstances.

In July 2007, the Company issued $225.0 million in principal amount of its 0.75% senior convertible debentures and
received net proceeds of $220.1 million. Interest on the 0.75% debentures is payable on February 1 and August 1 of
each year, which commenced February 1, 2008. The 0.75% debentures mature on August 1, 2027. Holders may
require the Company to repurchase all or a portion of their 0.75% debentures on each of August 1, 2010, August 1,
2015, August 1, 2020 and August 1, 2025, or if the Company is involved in certain types of corporate transactions
constituting a fundamental change, as defined in the indenture governing the 0.75% debentures. In addition, the
Company may redeem some or all of the 0.75% debentures on or after August 1, 2010. The 0.75% debentures were
classified as short-term liabilities in the Company’s Condensed Consolidated Balance Sheets as of both April 4, 2010
and January 3, 2010 due to the ability of the holders to require the Company to repurchase its 0.75% debentures
commencing on August 1, 2010. The 0.75% debentures are convertible, subject to certain conditions, into cash up to
the lesser of the principal amount or the conversion value. If the conversion value is greater than $1,000, then the
excess conversion value will be convertible into cash, class A common stock or a combination of cash and class A
common stock, at the Company’s election. The initial effective conversion price of the 0.75% debentures is
approximately $82.24 per share and is subject to customary adjustments in certain circumstances.

The 1.25% debentures and 0.75% debentures are senior, unsecured obligations of the Company, ranking equally with
all existing and future senior unsecured indebtedness of the Company. The 1.25% debentures and 0.75% debentures
are effectively subordinated to the Company’s secured indebtedness to the extent of the value of the related collateral
and structurally subordinated to indebtedness and other liabilities of the Company’s subsidiaries. The 1.25%
debentures and 0.75% debentures do not contain any sinking fund requirements.
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If the closing price of the Company’s class A common stock equals or exceeds 125% of the initial effective conversion
price governing the 1.25% debentures and/or 0.75% debentures for 20 out of 30 consecutive trading days in the last
month of the fiscal quarter then holders of the 1.25% debentures and/or 0.75% debentures have the right to convert the
debentures any day in the following fiscal quarter. Because the closing price of the Company’s class A common stock
on at least 20 of the last 30 trading days during the fiscal quarters ending April 4, 2010 and January 3, 2010 did not
equal or exceed $70.94, or 125% of the applicable conversion price for its 1.25% debentures, and $102.80, or 125% of
the applicable conversion price for its 0.75% debentures, holders of the 1.25% debentures and 0.75% debentures are
unable to exercise their right to convert the debentures, based on the market price conversion trigger, on any day in the
first and second quarters of fiscal 2010. Accordingly, the Company classified its 1.25% debentures as long-term in its
Condensed Consolidated Balance Sheets as of both April 4, 2010 and January 3, 2010. This test is repeated each fiscal
quarter, therefore, if the market price conversion trigger is satisfied in a subsequent quarter, the 1.25% debentures may
again be reclassified as short-term.

The 1.25% debentures and 0.75% debentures are subject to accounting guidance for convertible debt instruments that
may be settled in cash upon conversion since the debentures must be settled at least partly in cash upon conversion.
The Company estimated that the effective interest rate for similar debt without the conversion feature was 9.25% and
8.125% on the 1.25% debentures and 0.75% debentures, respectively. The principal amount of the outstanding
debentures, the unamortized discount and the net carrying value as of April 4, 2010 was $342.5 million, $30.2 million
and $312.3 million, respectively, and as of January 3, 2010 was $342.5 million, $35.9 million and $306.6 million,
respectively.

In fiscal 2009, the Company repurchased a portion of its 0.75% debentures with a principal amount, unamortized
discount and net carrying value of $81.1 million, $6.4 million and $74.7 million, respectively, for approximately $75.6
million. The Company recognized $6.2 million and $5.0 million in non-cash interest expense during the first quarter
of fiscal 2010 and 2009, respectively, related to the 1.25% debentures and 0.75% debentures. As of April 4, 2010, the
remaining weighted average period over which the unamortized debt discount associated with the 1.25% debentures
and 0.75% debentures will be recognized is as follows (in thousands):

Debt Discount
2010 (remaining nine months) $ 13,574
2011 14,687
2012 1,898
$ 30,159

February 2007 Amended and Restated Share Lending Arrangement and July 2007 Share Lending Arrangement

Concurrent with the offering of the 1.25% debentures, the Company lent approximately 2.9 million shares of its class
A common stock to LBIE, an affiliate of Lehman Brothers, one of the underwriters of the 1.25% debentures.
Concurrent with the offering of the 0.75% debentures, the Company also lent approximately 1.8 million shares of its
class A common stock to CSI, an affiliate of Credit Suisse, one of the underwriters of the 0.75% debentures. The
loaned shares are to be used to facilitate the establishment by investors in the 1.25% debentures and 0.75% debentures
of hedged positions in the Company’s class A common stock. Under the share lending agreement, LBIE had the ability
to offer the shares that remain in LBIE’s possession to facilitate hedging arrangements for subsequent purchasers of
both the 1.25% debentures and 0.75% debentures and, with the Company’s consent, purchasers of securities the
Company may issue in the future. The Company did not receive any proceeds from these offerings of class A common
stock, but received a nominal lending fee of $0.001 per share for each share of common stock that is loaned pursuant
to the share lending agreements described below.
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Share loans under the share lending agreement terminate and the borrowed shares must be returned to the Company
under the following circumstances: (i) LBIE and CSI may terminate all or any portion of a loan at any time; (ii) the
Company may terminate any or all of the outstanding loans upon a default by LBIE and CSI under the share lending
agreement, including a breach by LBIE and CSI of any of its representations and warranties, covenants or agreements
under the share lending agreement, or the bankruptcy or administrative proceeding of LBIE and CSI; or (iii) if the
Company enters into a merger or similar business combination transaction with an unaffiliated third party (as defined
in the agreement). In addition, CSI has agreed to return to the Company any borrowed shares in its possession on the
date anticipated to be five business days before the closing of certain merger or similar business combinations
described in the share lending agreement. Except in limited circumstances, any such shares returned to the Company
cannot be re-borrowed.

Any shares loaned to LBIE and CSI are considered issued and outstanding for corporate law purposes and,
accordingly, the holders of the borrowed shares have all of the rights of a holder of the Company’s outstanding shares,
including the right to vote the shares on all matters submitted to a vote of the Company’s stockholders and the right to
receive any dividends or other distributions that the Company may pay or make on its outstanding shares of class A
common stock. However, LBIE and CSI agreed to pay to the Company an amount equal to any dividends or other
distributions that the Company pays on the borrowed shares. The shares are listed for trading on the Nasdaq Global
Select Market.
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While the share lending agreement does not require cash payment upon return of the shares, physical settlement is
required (i.e., the loaned shares must be returned at the end of the arrangement). In view of this share return provision
and other contractual undertakings of LBIE and CSI in the share lending agreement, which have the effect of
substantially eliminating the economic dilution that otherwise would result from the issuance of the borrowed shares,
historically the loaned shares were not considered issued and outstanding for the purpose of computing and reporting
the Company’s basic and diluted weighted average shares or earnings per share. However, on September 15, 2008,
Lehman filed a petition for protection under Chapter 11 of the U.S. bankruptcy code, and LBIE commenced
administration proceedings (analogous to bankruptcy) in the United Kingdom. After reviewing the circumstances of
the Lehman bankruptcy and LBIE administration proceedings, the Company began to reflect the 2.9 million shares
lent to LBIE as issued and outstanding starting on September 15, 2008, the date on which LBIE commenced
administration proceedings, for the purpose of computing and reporting the Company’s basic and diluted weighted
average shares and earnings per share. The Company filed a claim in the LBIE proceeding for approximately $240.9
million and a corresponding claim in the Lehman Chapter 11 proceeding under Lehman’s guaranty of LBIE’s
obligations.

The shares lent to CSI will continue to be excluded for the purpose of computing and reporting the Company’s basic
and diluted weighted average shares or earnings per share. If Credit Suisse or its affiliates, including CSI, were to file
bankruptcy or commence similar administrative, liquidating, restructuring or other proceedings, the Company may
have to consider approximately 1.8 million shares lent to CSI as issued and outstanding for purposes of calculating
earnings per share.

In the first quarter of fiscal 2010, the Company adopted new accounting guidance that requires its February 2007
amended and restated share lending arrangement and July 2007 share lending arrangement to be valued and amortized
as interest expense in its Condensed Consolidated Statements of Operations in the same manner as debt issuance
costs. In addition, in the event that counterparty default pursuant to the share lending arrangement becomes probable,
the Company is required to recognize an expense in its Condensed Consolidated Statement of Operations equal to the
then fair value of the unreturned loaned shares, net of any probable recoveries. The Company estimated that the
imputed share lending costs (also known as issuance costs) associated with the approximately 2.9 million shares and
1.8 million shares loaned to LBIE and CSI, respectively, totaled $1.8 million and $0.7 million, respectively. The new
accounting guidance resulted in a significant non-cash loss resulting from Lehman filing a petition for protection
under Chapter 11 of the U.S. bankruptcy code on September 15, 2008, and LBIE commencing administration
proceedings (analogous to bankruptcy) in the United Kingdom. The then fair value of the approximately 2.9 million
shares of the Company’s class A common stock loaned and unreturned by LBIE is approximately $213.4 million,
which was expensed retrospectively in the third quarter of fiscal 2008 (see Note 1).

The Company recognized $0.1 million and $0.2 million in non-cash interest expense during the first quarter of fiscal
2010 and 2009, respectively, related to the share lending arrangements. As of April 4, 2010, the remaining weighted

average period over which the unamortized issuance costs will be recognized is as follows (in thousands):

Issuance Costs

2010 (remaining nine months) $ 323
2011 362
2012 45

$ 730

Debt Facility Agreement with the Malaysian Government

On December 18, 2008, the Company had entered into a facility agreement with the Malaysian Government. In
connection with the facility agreement, the Company executed a debenture and deed of assignment in favor of the
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Malaysian Government, granting a security interest in a deposit account and all assets of SunPower Malaysia
Manufacturing Sdn. Bhd., a wholly-owned subsidiary of the Company, to collateralize its obligations under the
facility agreement.

Under the terms of the facility agreement, the Company may borrow up to Malaysian Ringgit 1.0 billion
(approximately $306.7 million based on the exchange rate as of April 4, 2010) to finance the construction of FAB3 in
Malaysia. The loans within the facility agreement are divided into two tranches that may be drawn through June 2010.
Principal is to be repaid in six quarterly payments starting in July 2015, and a non-weighted average interest rate of
approximately 4.4% per annum accrues and is payable starting in July 2015. The Company has the ability to prepay
outstanding loans without premium or penalty and all borrowings must be repaid by October 30, 2016. The terms of
the facility agreement include certain conditions to borrowings, representations and covenants, and events of default
customary for financing transactions of this type, including a material adverse effect clause. As of both April 4, 2010
and January 3, 2010, the Company had outstanding Malaysian Ringgit 750.0 million (approximately $230.1 million
and $219.0 million based on the exchange rate as of April 4, 2010 and January 3, 2010, respectively) under the facility
agreement.
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Cassiopea Project Loan

On March 26, 2010, the Company closed its acquisition of SunRay and its wholly-owned subsidiaries, including
Cassiopea PV S.r.l. (“Cassiopea”). On September 17, 2009, Cassiopea entered into a credit agreement with Societe
General, Milan Branch, WestLB AG, Milan Branch and Banca Infrastrutture Innovazione e Sviluppo SpA
(collectively “Cassiopea Lenders”). In connection with the credit agreement, Cassiopea executed various deeds of
assignment in favor of the Cassiopea Lenders, granting them a security interest in substantially all assets and future
cash flows of Cassiopea.

Under the terms of the credit agreement, Cassiopea may borrow up to Euro 120.0 million (approximately $162.4
million based on the exchange rate as of April 4, 2010) to finance the construction and operations of the 24 megawatt
(MW(dc) solar power plant in Montalto di Castro, Italy. Borrowings under the credit agreement are divided into two
tranches that may be drawn through August 2010. Principal and interest are to be repaid in various installment
payments starting in September 2010. The non-weighted average interest rate on borrowings is approximately
EURIBOR plus 2.3% and such borrowings must be fully repaid no later than June 2028. The terms of the credit
agreement include certain conditions to borrowings, representations and covenants, and events of default customary
for financing transactions of this type. As of April 4, 2010, Cassiopea had outstanding Euro 105.4 million
(approximately $142.7 million based on the exchange rate as of April 4, 2010) under the credit agreement of which
$1.2 million and $141.5 million had been classified as “current portion of long-term debt” and “Long-term debt,”
respectively, in the Company’s Condensed Consolidated Balance Sheet.

Concurrent with entering into the credit agreement, Cassiopea entered into interest rate swaps with the Cassiopea
Lenders to mitigate the interest rate risk on the debt. The interest rate swaps are derivative instruments which are fair
valued utilizing Level 2 inputs because valuations are based on quoted prices in markets that are not active or for
which all significant inputs are observable, directly or indirectly. Valuation techniques utilize a variety of inputs,
including contractual terms, market prices, yield curves, credit curves and measures of volatility. Such inputs can
generally be verified and selections do not involve significant management judgment. As of April 4, 2010, the
Company had not designated the interest rate swap as a hedging instrument. For derivative instruments not designated
as hedging instruments, the Company recognizes changes in the fair value in earnings in the period of change. The fair
value of the interest rate swaps as of April 4, 2010 was Euro 5.5 million (approximately $7.4 million based on the
exchange rate as of April 4, 2010). The Company recognized a loss of $0.2 million during the first quarter of fiscal
2010 on the interest rate swaps in “Other, net” in the Condensed Consolidated Statement of Operations.

Piraeus Bank Loan

On March 26, 2010, the Company closed its acquisition of SunRay and its wholly-owned subsidiaries, including
Energy Ray Anonymi Energeiaki Etaireia (“Energy Ray”’). On October 22, 2008, Energy Ray entered into a current
account overdraft agreement with Piraeus Bank. In connection with the agreement, Energy Ray and its subsidiaries
executed various account pledge agreements in favor of Piraeus Bank, granting them a security interest in cash deposit
accounts where the proceeds of the loan are on deposit.

Under the terms of the current account overdraft agreement, Energy Ray may borrow up to Euro 26.7 million
(approximately $36.1 million based on the exchange rate as of April 4, 2010) to secure the capital necessary for
pre-construction activities in Greece. Borrowings under the agreement mature every three months at which time it
becomes automatically renewable at the combined option of both Energy Ray and Piraeus Bank. As of April 4, 2010,
Energy Ray had outstanding principal of Euro 26.7 million (approximately $36.1 million based on the exchange rate

as of April 4, 2010) which has been classified as “Short-term debt” in the Company’s Condensed Consolidated Balance
Sheet. Borrowings under the agreement bear interest of EURIBOR plus 1.4% per annum and are collateralized with
short-term restricted cash on the Condensed Consolidated Balance Sheet.
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Term Loan with Union Bank, N.A. (“Union Bank™)

On April 17, 2009, the Company entered into a loan agreement with Union Bank under which the Company borrowed
$30.0 million for a term of three years at an interest rate of LIBOR plus 2%, or approximately 2.3% and 2.2% as of
April 4, 2010 and January 3, 2010, respectively. The loan was to be repaid in eight equal quarterly installments of
principal plus interest commencing June 30, 2010. As of April 4, 2010, the outstanding loan balance was $30.0

million of which $15.0 million had been classified as both “current portion of long-term debt” and “Long-term debt” in the
Company’s Condensed Consolidated Balance Sheet. As of January 3, 2010, the outstanding loan balance was $30.0
million of which $11.3 million and $18.7 million had been classified as “current portion of long-term debt”” and
“Long-term debt,” respectively, in the Company’s Condensed Consolidated Balance Sheet. In connection with the loan
agreement, the Company entered into a security agreement with Union Bank, which granted a security interest in the
deposit account in favor of Union Bank. SunPower North America, LLC and SunPower Corporation, Systems, both
wholly-owned subsidiaries of the Company, had each guaranteed $30.0 million in principal plus interest of the
Company’s obligations under the loan agreement. The agreements governing the term loan with Union Bank included
certain representations, covenants, and events of default customary for financing transactions of this type. On April 9,
2010 the Company repaid all principal and interest outstanding under the term loan with Union Bank.

32

61



Edgar Filing: SUNPOWER CORP - Form 10-Q

Index

Mortgage Loan Agreement with International Finance Corporation (“IFC”)

On May 6, 2010, SPML and SPML Land, Inc. (“SPML Land”), both wholly-owned subsidiaries of the Company,
entered into a mortgage loan agreement with IFC. Under the loan agreement, SPML may borrow up to $75.0 million
from IFC, after satisfying certain conditions to disbursement, and SPML and SPML Land pledged certain assets as
collateral supporting SPML’s repayment obligations. The Company guaranteed SPML’s obligations to IFC.

Under the loan agreement, SPML may borrow up to $75.0 million during the first two years, and SPML shall repay
the amount borrowed, starting 2 years after the date of borrowing, in 10 equal semiannual installments over the
following 5 years. SPML shall pay interest of LIBOR plus 3% per annum on outstanding borrowings, and a front-end
fee of 1% on the principal amount of borrowings at the time of borrowing, and a commitment fee of 0.5% per annum
on funds available for borrowing and not borrowed. SPML may prepay all or a part of the outstanding principal,
subject to a 1% prepayment premium. The loan agreement includes conditions to disbursements, representations,
covenants, and events of default customary for financing transactions of this type. Covenants in the loan agreement
include, but are not limited to, restrictions on SPML’s ability to issue dividends, incur indebtedness, create or incur
liens on assets, and make loans to or investments in third parties.

Credit Agreement with Wells Fargo

On July 13, 2007, the Company entered into a credit agreement with Wells Fargo and has entered into amendments to
the credit agreement from time to time. As of April 4, 2010, the credit agreement provides for a $50.0 million
uncollateralized revolving credit line, with a $50.0 million uncollateralized letter of credit subfeature, and a separate
$200.0 million collateralized letter of credit facility. The Company may borrow up to $50.0 million and request that
Wells Fargo issue up to $50.0 million in letters of credit under the uncollateralized letter of credit subfeature. Letters
of credit issued under the subfeature reduce the Company’s borrowing capacity under the uncollateralized revolving
credit line. Additionally, the Company may request that Wells Fargo issue up to $200.0 million in letters of credit
under the collateralized letter of credit facility. As detailed in the credit agreement, the Company pays interest of
LIBOR plus 2% on outstanding borrowings under the uncollateralized revolving credit line, and a fee of 2% and 0.2%
to 0.4% depending on maturity for outstanding letters of credit under the uncollateralized letter of credit subfeature
and collateralized letter of credit facility, respectively. At any time, the Company can prepay outstanding loans
without penalty.

In connection with the credit agreement, the Company entered into a security agreement with Wells Fargo, granting a
security interest in a securities account and a deposit account to collateralize its obligations in connection with any
letters of credit that might be issued under the collateralized letter of credit facility. SunPower North America, LLC
and SunPower Corporation, Systems, both wholly-owned subsidiaries of the Company, also entered into an associated
continuing guaranty with Wells Fargo. The terms of the credit agreement include certain conditions to borrowings,
representations and covenants, and events of default customary for financing transactions of this type. Covenants
contained in the credit agreement include, but are not limited to, restrictions on the incurrence of additional
indebtedness, pledging of assets, payment of dividends or distribution on the Company’s common stock, and purchases
of property, plant and equipment and financial covenants with respect to certain liquidity, net worth and profitability
metrics. If the Company fails to comply with the financial and other restrictive covenants contained in the credit
agreement resulting in an event of default, all debt to Wells Fargo could become immediately due and payable and the
Company’s other debt may become due and payable in the event there are cross-default provisions in the agreements
governing such other debt.

As of April 4, 2010 and January 3, 2010, no borrowings were outstanding on the uncollateralized revolving credit line

and letters of credit totaling $49.1 million and $49.2 million, respectively, were issued by Wells Fargo under the
uncollateralized letter of credit subfeature. In addition, letters of credit totaling $165.6 million and $150.7 million
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were issued by Wells Fargo under the collateralized letter of credit facility as of April 4, 2010 and January 3, 2010,
respectively, and were collateralized by restricted cash on the Condensed Consolidated Balance Sheets.

On April 12, 2010, the Company entered into an amendment of its credit agreement with Wells Fargo which: (i)
removes the Company’s ability to request additional letters of credit under the uncollateralized letter of credit
subfeature and collateralized letter of credit facility; (ii) allows letters of credit outstanding under the uncollateralized
letter of credit subfeature and collateralized letter of credit facility to remain outstanding through October 12, 2010;
and (iii) removes certain covenants contained in the credit agreement, including but not limited to financial
compliance covenants. Additional covenants, including but not limited to covenants relating to maintenance of
existence and properties, repayment of obligations under the credit agreement, and notifications to Wells Fargo,
remain in effect.

Letter of Credit Facility with Deutsche Bank

On April 12, 2010, the Company and certain subsidiaries of the Company entered into a letter of credit facility
agreement with Deutsche Bank AG New York Branch (“Deutsche Bank™), as issuing bank and as administrative ag